1150 N. ALLEN / TRADEMARK DEVELOPMENT

RESIDUAL LAND VALUE ANALYSIS



WALD REALTY ADVISORS

MEMORANDUM REPORT
TO: Aldra Allison
City of Pasadena
Housing & Community Development Division
FROM: James P. Regan
DATE: July 16, 2008 (revised)

SUBJECT: 1150 N. Allen Avenue Development — Analysis of Developer Financial
Projections and Residual Land Value (Revised Project - June 2008)

Wald Realty Advisors, Inc. (WRA) has reviewed the developer pro forma for the proposed
six-unit attached condominium development located on an 11,500-square foot site at 1150
N, Allen Street in the City of Pasadena. The focus of WRA’s analysis was a review of
developer assumptions and financial estimates for a revised project and the resulting
indicated residual value of the site.

WRA reviewed the original project in April 2007. The development remains a six-unit
project with attached condominium wunits. Since that time, the project has been
replanned/redesigned to accommodate (1) smaller unit sizes; (2) an increase from one to
four units planned as affordable housing; and (3) lower expected prices for the remaining
two mixed-use market rate units.

Exhibit 2 lists projected unit and pricing characteristics for both the 2007 and current plans.
The increase from one to four affordable units and lower market unit prices and smaller
units result in a projected 31% reduction in total project sales value.

WRA has reviewed the developer pro forma based on general industry guidelines and
selected contacts with specific industry sources where needed. Although WRA believes that
the changes to developer financial estimates discussed in this memorandum are reasonable,
WRA did not have any information that may relate to certain costs such as existing
contracts, costs incurred during replanning of the project and the incidence of period sales
and beholding costs during the sales period. In addition, WRA did not review construction
drawings or pro forma projections of cash flow during construction and sales periods.
Therefore, WRA’s conclusions should be viewed as limited to indicating certain cost factors
that may require further scrutiny as project planning moves forward. Finally, WRA did not
conduct any independent analysis of supportable market sales prices and at the direction of
the client has accepted the developer projections.
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SUMMARY OF FINDINGS

The developer pro forma shows a virtual elimination in residual land value with the revised
program based on over a $900,000 decrease in gross sales prices with only a $211,000 offset
from lower development costs (see Exhibits 1 and 2). The previous project plan generated
over $710,000 in residual land value compared to slightly over $18,000 with the current plan
as per the developer assumptions.

e WRA’s review of development costs did not reveal major areas of cost
overstatement. The following specific items do appear to represent potentially above

average costs and WRA’s adjustments, while limited in amount, are as follows:

Potential Cost

Cost Factor Reductions (rounded)
Commissions $ 19,130
Closing & Escrow, Marketing 8,640
Total Cost Adjustments $ 27,770

Some other costs appear relatively high but reflect extensive replanning of the development
over several months, while others seem high as a percentage of revenues or total costs but
are relatively low 1n total dollar amounts.

e The results in an increase in the estimated residual land value from the developer
estimate of $18,300 to approximately $46,000. This represents a modest value
reduction from prior plans but is not inconsistent with the revenue difference
between market and affordable housing prices at the project,

There remain some unanswered issues relating to site costs. However, it does not appear
that there are significant potential cost reductions to offset the reduced residual land value
caused by lower market prices and the added affordable units. Given the sensitivity of the
residual land value to sales revenues, consideration might be give to negotiating some upside
protection for HCDD in the event higher market sales prices are achieved. Although the
majority of any upside should go to the land value, a share of no less than 50% of net sales
revenues above a negotiated threshold is a reasonable arrangement.
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REVIEW OF PRO FORMA

Direct unit construction costs are unchanged from the 2007 analysis and most indirect costs
ate largely unaffected affected by lower sales prices. Only costs that are related in some
mannet to sales revenues might be reduced with lower sales prices

WRA’s comments about selected cost items are as follows (see Exhibit 3 for developer cost
estimates):

Revenue Deductions

* Commissions — 5.0% in the cutrent pro forma (Exhibit 3) compared to 4.5% in prior
~ analyses. The Developer has agreed to a reduction in commission costs because of
lower costs involved for affordable units. The revised commission costs are 5% of
sales revenue from market rate units and 3% from affordable units. The net impact

is a reduction in commission costs by $19,130.

* Developer Profit — Reasonable in our opinion in the current market environment
and the small project scale.

Hard Costs

= Offsite and Onsite Costs — Major cost increase from the 2007 analysis ($80,500 to
$126,500). Developer reports that increases reflect (1) experience with two recent
developments in Azusa and Pasadena; (2) expectations of higher costs for added
offsite work in Pasadena related to replacement of all sidewalks fronting the site and
pethaps not being able to tie into existing sewer lateral. It appears that the cost
increase is general at this time and should be monitored by tHCDD since lower costs
should flow through to a higher supportable land price.

* Building Construction — Although we would have expected some unit cost increase
over the past year, the developer is estimating no increase in unit construction costs
given the current contraction in the housing development business. The unit cost
for the retail space in the market rate mixed-use units seems low.

Indirect Costs
WRA’s review indicated only a few cost categoties where we believe some modest cost

reductions can be realized. Some cost categories are unchanged in amount from prior
analyses and these costs seem reasonable. Examples include architecture, engineering
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(higher costs incutred during replanning), permits & fees, insurance, general contractor fees,
and developer fee. Costs that might be reduced include the following:

Legal & Accounting — 3.0% of hard cost compared to 1.5% in 2007 pro forma.
However, the total cost is only $$26,000, an increase of about $13,000 from the 2007
pro forma. “The total cost does not seem unreasonable.

Closing and Escrow Costs and Marketing Costs — Both categories show cost
increases from 1.5% of hard cost in the 2007 pro forma to 2.0%. No rationale is
apparent for the increase and the Developer has agreed to the 1.5% cost level. The
potential cost reduction is $4,320 (rounded) in each category or $8,640.

General Contractor Fee — A total fee of 13% is above average for a typical
construction project. However, WRA believes the fee in total dollars is reasonable
given the small size of the development and the limited opportunity for some
economies of scale for on-site supervision and other costs.

Developer Fee — Fees typically are 4% of either costs or revenues. The percentage of
revenues approach is reasonable given the character of the development and current
matket realities for new market-rate housing.

Financing Costs — Construction interest reflects a 14-month construction period. If
the developer is able to complete the project in 12 months as expected, the interest
cost will decline by about $10,000. However, no allowance is shown for interest
during the sales period so that actual financing costs may prove to be higher than
estimated. Potential cost savings listed above will not materially affect financing
costs.

Should you have any questions about this report, please call me.
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