HIGHEST AND BEST USE
DEFINITION OF HIGHEST AND BEST USE
Accotding to The Dictioncay of Real Estate Appraisal, Fourth Edition (2002), a publication of
the Appraisal Institute, the highest and best use is defined as:
The reasonably probable and legal use of vacant land or an improved property,
which is physically possibl~, appropriately supported, financially feasible, and that
results in the highest value. The four criteria the highest and best use must meet are
legal permissibility, physical possibility, financial feasibility, and maximum
productivity.

HIGHEST AND BEST USE CRITERIA
We evaluated the site’s highest and best use both as currently improved and as if vacant. In both
cases, the property’s highest and best use must meet four criteria. That use must be:
o legally permissible
¯ physically possible,
¯ financially feasible, and
o maximally productive.
Legally .Permissible
The first test concerns permitted uses. According to our understanding of the zoning ordinance,
noted earlier in this report, the site may legally be improved with structures that accommodate
office, retail and service uses. Aside from the site’s zoning and regulations, weare not aware of
any legal restrictions that limit the potential uses of the subject.
Physically Possible
The second test is what is physically possible. As discussed in the "Property Description," the
site’s size, soil, topography, etc. do not physically limit its use. The subject site is of adequate
shape and size to accommodate almost all urban and suburban uses.
Financial Feasibility and Maximal Productivity
The third and fourth tests are, respectively, what is feasible and what will produce the highest net
return. After analyzing the physically possible and legally permissible uses of the property, the
highest and best use must be considered in light of financial feasibility and maximum
productivity. For a potential use to be seriously considered, it must have the pbtential to provide
a sufficient return to attract investment capital over alternative forms of investment. A positive
net income or acceptable rate of return would indicate that a use is financially feasible.
OPINION OF HIGHEST AND BEST USE OF SITE AS THOUGH VACANT
Considering the subject site’s size, configuration and topography, location among other office
properties and state of the local office market, it is our opinion that the Highest and Best Use of
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the subject site as though vacant is to hold for a future use to be developed to the highest density
possible in conformance with current zoning.
OPINION OF HIGHEST AND BEST USE OF PROPERTY AS IMPROVED

According to the Dictionary of Real Estate Appraisal, highest and best use of the property as
improved is defmed as:
The use that should be made of a property as it exists. An existing property
should be renovated or retained as is so long as it continues to contribute to the
total market value of the property, or until the return from a new improvement
would more than offset the cost of demolishing the existing building and
constructing a new one.
In our opinion, the existing building adds value to the site as if vacant; therefore dictating a
continuation of its current use. Further, no renovations or expansions are warranted. In
conclusipn, it is our opinion that the Highest and Best Use of the subject property as improved is
it is currently office use.
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APPROACHES TO VALUE
METHODOLOGY

Ther~ are three generally accepted approaches available in developing an opinion of value: the
Cost, Sales Comparison and Income Capitalization approaches. We have considered and
analyzed each in this appraisal to develop an opinion of the market value of the subject property,
because this is a complete appraisal. In appraisal practice, an approach to value is included or
eliminated based on its applicability to the property type being valued and the quality of
information available. Each approach is discussed below, and applicability-to the subject
property is briefly addressed in the following summary.
Land Value
Developing an opinion of land value is typically accomplished via the Sales Comparison
Approach by analyzing sites of comparable .utility adjusted for differences, to indicate a value for
the subject parcel. Valuation is typically accomplished using a unit of comparison such as pr!ce
per square foot or acre. Adjustments are applied to the units of comparison from an analysis of
comparable sales, and the adjusted unit of comparison is then used to derive a total value.
The reliability of this approach is dependent upon:
o the availability of comparable sales data,
°

the verification of the sales data,

the degree of comparability, and
the absence of non-typical conditions affecting the sales price.
Cost Approach
The Cost Approach is based upon the proposition that an informed purchaser would pay no more
for the subject than the cost to produce a substitute property with equivalent utility. This
approach is particularly applicable when the property being appraised involves relatively new
improvements which represent the highest and best use of the land; or when relatively unique or
specialized improvements are l~cated on the site, for which there exist few sales or leases of
comparable properties.
In the Cost Approach, the appraiser forms an opinion of the cost of all improvements,
depreciating them to reflect value loss from physical, functional and external causes. Land value,
entrepreneurial profit and depreciated improvement co~ts are then added for a total value.
Sales Comparison Approach
The Sales Comparison Approach utilizes sales of comparable properties, adjusted for
differences, to indicate a value for the subject property. Valuation is typically accomplished
using a unit of comparison such as price per square foot, effective gross income multiplier or net
income multiplier. Adjustments are applied to the units of comparison from an analysis of
comparable sales, and the adjusted unit of comparison is then used to derive a total value.

CIRA Real Estate Advisors

33

Exhibit A Page 52 of 99

APPROACHES TO VALUE
Inherent in this approach is the principle of substitution, which states that when a property is
replaceable in the market, its value tends to be set at the cost of acquiring an equally desirable
substitute property, assuming that no costly delay is encountered in maldng the substitution.
The reliability of this approach is dependent upon:
= the availability of comparable sales data,
= the verification of the sales data,
, the degree of comparability, and
, ’ the absence of non-typical conditions affecting the sales price.
Income Capitalization Approach.
This approach first determines the income-producing capacity of a property by utilizing contract
rents on leases in place and by estimating market rent from rental activity at competing
properties. Deductions then are made for vacancy and collection loss and operating expenses.
The resulting net operating income is capitalized at an overall capitalization’ rate to derive an
opinion of value. The capitalization rate represents the relationship between net operating
income and value.
Related to the Direct Capitalization Method is the Discounted Cash Flow Method. In this
method, periodic cash flows (which consist of net operating income less capital costs) and a
reversionary value are developed and discounted to a present value using an internal rate of
return that is determined by analyzing current investor yield requirements for similar
investments.
The reliability of the Income Capitalization Approach depends upon whether investors actively
purchase the subject property type for income potential, as well as the quality and quantity of
available income and expense data from comparable investments.
APPROACItES TO VALUE USED IN TIt!S APPRAISAL
This appraisal employs two of the three of the approaches to value.
RECONCILITATION AND FINAL VALUE ESTIMATE
The valuation process is concluded by analyzing each approach to value used in the appraisal.
When more than one approacli is used, each approach is judged based on its applicability,
reliability, and the quantity and quality of its data. A final value opinion is chosen that either
corresponds to one of the approaches to value, or is a correlation of all the approaches used in the
appraisal
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SALES COMPARISIONAPPROACH
GENERAL METHODOLOGY
In the Sales Comparison Approach, an opinion of value is developed by comparing the subject
property with sales of similar properties. By analyzing arm’s-length transactions between willing
and knowledgeable buyers and sellers, we can identify price trends, make adjustments for
differences, and arrive at an opinion of value for the subject. The basic steps of this approach are:
Research recent, relevant property sales and current offerings in the competitive area;
Select and analyze properties that are similar .to the property appraised, analyzing
changes in economic conditions that may have occurred between the sale date and the
date of value, and other physical, functional, and locational factors;
¯ Identify sales that include favorable financing and calculate the cash equivalent price;
¯ Reduce the sale prices to a common unit of comparison such as price per square foot of
net rentable area, effective gross income multiplier, or net income per square foot;
¯ Make appropriate comparative adjustments to the prices of the comparable properties to
relate them to the subject property; and
¯ Interpret the adjusted sales data and draw a logical value conclusion.
We searched for sales that were as comparable to the subject as possible in terms of location,
date of sale, improvement quality and condition, land area and improvement size, economic
characteristics, etc. We also considered the terms and conditions of each sale, to select sales that
were as similar as possible to the terms and conditions described in the definition of Market
Value used in this report.
On following pages we present a summary of the most comparable available improved property
sales. We relied on these sales to value the subject property. Following the summary table is a
map showing the location of the sales, and an adjustment grid. Photographs and detail sheets
describing these sales can be found in the Addenda.
The most widely used and market-oriented unit of comparison for properties such as the subject
is the sale price per square foot of net rentable area. All of the comparable sales were analyzed
on this basis.
COMPARISON ANALYSIS METHODOLOGY

Dub to the imperfect nature of real estate markets, we have analyzed the comparables through the
application of adjustments based on qualitative comparison. The adjustments made are subjective
and are based on market evidence as well the appraiser’s research, judgment and experience. The
adjustments are not based on a quantitative analysis tool such as "paired sales" due to the lack of
paired sales data; or on multiple regression analysis, due to the lack of enough comparable sales
to constitute a statistically valid sample.
Therefore, the percentage adjush-nents summarized on the following grid should be viewed as
conveying the degree of subjective adjustment applied, and not the result of a quantitative
analysis. This type of analysis parallels the thinking of a typical buyer, who must make a
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combination of quantitative and qualitative analyses in determining a price to pay. Finally, the
percentage adjustments applied are reflective of different base numbers, to avoid distortion.
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SALES COMPARISON APPROACH
ADJUSTMENT PROCESS

The sales that we have utilized represent the best available information that could be compared
to the subject property. Due t.o the current US recession, there arefewer sales, transacting and
therefore, the appraiser has also used available for sale properties which, after adjustments, may
be indicative of current market conditions. The major elements of comparison for an analysis of
this type include the property rights conveyed, the financial terms incorporated into a particular.
transaction, the conditions or motivations surrounding the sale, changes in market conditions
since the sale, the location of the real estate, its physical traits and the economic characteristics of
the property.
The first adjustment made to the market data takes into account differences between the subject
property and the comparable property sales with regard to the legal interest transferred.
Advantageous finaucing terms or peculiar conditions of sale are then adjusted to reflect a normal
market transaction. Next, changes in market condition must be accounted for, thereby creating a
time adjusted normal unit of comparison. Lastly, adjustments for location, the physical traits and
the economic characteristics of the market data are made in order to generate a final adjusted unit
rate that is appropriate for the subject property.
Property Rights Conveyed
This factor accounts for differences in the interest sold, between the sales and t~e subject. Partial
interests are typically less valuable than fee interests, because fee interests are whole (not
fractional), are easier to finance, etc.
All of the sales utilized in this analysis involved the transfer of vacant and/or owner/user fee
simple interest properties. None of the sales was affected by unusual interests such as leases,
ground lease or life estate, so no adjustments were required.
Financial Terms

This factor considers properties that sold with financing terms that are not judged to be cash
equivalent. For example, a sale property that received advantageous financing would show a
higher price than if it was purchased with all cash. It would therefore be superior to the subject
in this respect.
To the best of our k.nowledge, all of the sales utilized in this analysis were accomplished with
cash and/or cash and market-oriented financing. If for example, there was seller financing, this is
typically advantageous, and therefore we would have made a slight downward adjustment to this
sale.
Conditions of Sale

The condition’s of sale factor is used to account for unusual buyer and seller motivations. For
example, if a seller must quickly dispose of a property, its price would typically be lower than if
the seller Was typically motivated
Adjustments for conditions of sale usually reflect the motivations of the buyer and the seller. In
many situations the conditions of sale may significantly affect transaction prices. However, all
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but one of the sales used in this analysis are considered to be similar "arms-length" market
transactions between both knowledgeable buyers and sellers on the open market. Therefore, no
adjustments for conditions of sale are required for these comparables.

Market Conditions
This factor considers the differences in market conditions between the ti~e of the comparable
sale and the subject’s date of value. For example, a comparable property that sold during a time
of better market conditions would be superior to the subject as of the date of value.
As described in the Market Overview section of this report, the market has been in a recession
since the earliest sale date of the comparable sales. We have estimated the rate of value change
during this period to be 0% annually (applied monthly). The appropriate adjustment was made to
each comparable.
Location
This category considers general locational factors such as an area’s reputation, the quality and
desirability of surrounding improvements, proximity to employment centers or housing, distance
from local and regional transportation arteries, etc. It also considers local characteristics such as
access, comer visibility, frontage, views etc.

The subject property is considered to have a good location, and it has good access and visibility.
It has visibility on a major road, which is considered to have a positive impact on its value,
although most of the comparables are equally located in good locations. We have made a
negative adjustment to those comparables considered superior in location versus the subject.
Conversely, a positive adjustment was made to those comparables considered inferior.
No adjustments were warranted as ail sales were considered to have similar locational
characteristics.
Size

The size adjustment reflects the typical inverse relationship expressed between price per square
foot and improvement size. Smaller buildings tend to sell for higher prices per square foot than
larger buildings, and vice versa. This is due to economies of scale and the size of the potential
pool of buyers. Hence, positive adjustments were made to sales of significantly larger buildings,
and negative adjustments were made to sales of significantly smaller buildings.
Sales 1, 2 and 5 are of relatively similar size and were rated similar. Sales 3 and 4 are smaller
and were adjusted appropriately.
Age/Condition
ThSs category adjusts for differences in age and condition between the comparable sales and the
subject. Older projects with buildings in poor condition typically sell for less than new projects
due to. physical wear and tear, which can shorten the remaining economic life of the
improvements.
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All of the sales have similar ages and similar improvement conditions as the subject except Sale
3. Sale 3 is a recent renovation with 70% modem office build-out and is rated superior in
various degrees, primarily due to their improvement age.
Quality
Higher quality buildings are more expensive to construct, and typically last longer than lower
quality buildings. Higher quality buildings also tend to command higher rent levels and receive
greater investor interest than lower quality buildings.

All sales of light stee.l frame buildings were found except Sale 4. Therefore, Sale 4, a concrete
frame building was rated inferior to the subject and adjusted upward.
Parldng/Common Amenities
Parking can be a very important part of an Office development. Covered parking is desirable
because it protects automobiles from the weather, and can provide an added degree of security.
Additionally, landlords can charge for covered or reserved parking in some markets. Further,
some tenants require high parking ratios if their business is highly, people intensive. Therefore,
as a general rule, higher parking ratios are more desirable. Additionally, build~gs with common
amenities such as a teleconference facility or exercise facility can command higher rents than
buildings without these amenities.
All comparables are similar to the subject because they have adequate open and!or covered
parking.
Economic Characteristics

This adjustment is used to reflect differences in rent levels, operating expense ratios, occupancy
levels, and other items that would have an economic impact on the transaction.
In the case of the subject, income can be generated by the underground parking, based on
comparable office buildings in the area. The comparable sales lack this attribute, and are all rated
inferior.
The utility of a building has to do with its design, usefulness and layout. Buildings with well
designed floor plates facilitate the efficient space planning of tenant suites. Buildings with taller
finished ceiling heights feel more spacious. Buildings with more elevators per floor provide
faster service than buildings with’fewer elevators per floor. Buildings with more comer offices
per floor typically rent for more than buildings with fewer comer offices per floor, etc.
All sales are considered to be similar when compared to the subject. This sale includes a
significantly low FAR that indicates a large amount of land for the size of the building. A
downward adjustment was made.
Other

In some cases, other variables will impact the price of a transaction. Some examples would
include noise influences, unusual operating cost burdens, unusual existing build-outs, etc.
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All sales are considered to be similar to the subject in this category except Sales 4 and 5 which
are Available for sale listings. The appraiser recognized that listings must be adjusted to reflect
the bid/ask negotiations typically associated with these transactions. Therefore, Available for
Sale Listings 4 and 5 were adjusted downward.
CONCLUSION OF PRICE PER. SQUARE FOOT ANALYSIS

After adjustments the comparable improved sales reflect an average adjusted value of $197.51
per square foot. No single sale was considered to be especially comparable to the subject.
Therefore, we have primarily relied on the average of the adjusted indications from the sales to
arrive at an indication for the subject of $197.86 per square foot, or $9,650,000 rounded.

¯ SALES COMPARISON APPROACH CONCLUSION
Therefore, we conclude that the indicated rounded value by the Sales Comparison Approach is: .
VALUE CONCLUSION:
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INCOM~ CAP1TALIZATIONAPPROACH
METHODOLOGY
The Income Capitalization Approach is a method of converting the anticipated future economic
benefits of owning property into a value through the capitalization process. The principle of
"anticipation" underlies this approach in that investors recognize the relationship between an
asset’s income and its value. In order to value ’the anticipated economic benefits of a particular
property, potential income and expenses must be projected, and the most. appropriate
capitalization method(s) must be selected.
The two most common methods of converting net income into value are Direct Capitalization
and Discounted Cash Flow. In direct capitalization, net operating income is divided by an overall
capitalization rate to indicate an opinion Of market value. In the discounted cash flow method,
anticipated.future cash flows and a reversionary value are discounted to an opinion of net present
value at a chosen yield rate (or "discount rate" or "internal rate of return’).
The Direct Capitalization method is best used when the subject’s income stream is non-complex
and stabilized. Its advantage is the ability to rely on overall, capitalization rates directly from
market sales. The Discounted Cash Flow method is considered to be best used when the subject’s
income stream is complex or non-stabilized. The subject is assumed stabilized in this analysis
and has a non-complex income stream. Based upon these considerations, the Direct
Capitalization method is considered to be most relevant.
ESTIMATION OF POTENTIAL GROSS INCOME
Comparable Rentals
We searched.the subject’s competitive area for comparable rentals and availabilities.
primary selection criteria were comparability to the subject in terms of:
¯

Size of area leased,

¯

Date of the lease transaction,

¯

Location,

Our

o Type of improvements, and
¯

Age and quality of improvements.

A summary of the rentals that are considered to be the most comparable to the subject are
summarized and mapped on the following pages. Photographs are, included in the addenda.
Following the map and summary is a comparability analysis of the rentals that led to our
conclusion of market rent for the subject.
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Factors of Comparison
In comparing the comparables to the subject, we have primarily considered the following factors
of comparison. Please note that the referenced examples and relationships are based on typical
market conditions, but these examples and relationships are not true under all market conditions.

Landlord and tenant motivations. For example, rentals from renewals or expansions can
be advantageous to either the landlord or the tenant. Also, some landlords cut their rental
rates for the first or last tenants in a building; or for especially creditworthy tenants, or
because they have no funds to provide a tenant improvement allowance, etc.
Changes in market conditions. Rental rates and terms may change over time as supply
and demand conditions change, inflation levels change, etc.
¯ Location. Better located buildings rent for higher amounts than worse located buildings.
Location factors include access, exposure, surroundings, etc.
¯ Building characteristics. A building’s age, quality, functional layout, parking and
condition are typically directly related to rental rates. Likewise, less tangible building
characteristics such as design and amenities usually affect rent levels, as well.
¯ Buildout. The specific build out of a suite or building typically affects rent. Buildout can
be beneficial to rent in areas that attract corporate headquarters or technology based
companies. It can be detrimental if too much office space restricts industrial area in a
warehouse or manufacturing district. Generally, if the landlord pays for above standard
T.I. work, the tenant’s rent is higher.
¯ Size of leased area. As with most forms of real estate, smaller spaces typically lease for
higher rental rates per square foot than larger spaces due to inverse economies of scale, if
all other factors are equal.
Economic Characteristics. Factors within each lease such as length of term, concessions,
escalations, expense basis and options usually have an impact on rent. These lease terms
are interrelated. Landlords compare the present value effect of all these factors in
choosing whether to agree to leases.
Comparison of Comparable Rentals to the Subject
The subject is considered to be an owner/user office (fee simple) building, similar to its last
users, which are not typically leased out due to different buyer/use motivations. However,
owners of office space may consider leasing a portion of the space. Therefore, these
comparables, which are leased fee properties which are generally similar to the subject in many
respects. This analysis focuses on the differences between the comparables and the subjects. If a
facto~ is not mentioned, it is because it is considered to be generally similar to the subject in that
category.
All of the comparable rental indications are taken from multi-tenant office buildings in locations
that compete with the subject. All of the comparable leases are on a full service basis. Generally,
whole buildings area leased on a triple net basis. We have adjusted the full service comps to a
triple net equivalent based on estimated expenses of $.80/SF per month.
The comparable rental indications are compared to the subject, below.
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Rental No. 1 is located just south of the subject, in a building constructed in 1985. This is
a two story, surface parked development that leased at a NNN equivalent rate of
$1.05/SF. This comparable is judged to be similar in area leased, similar in building
age/quality, and similar space parking. It is similar in street visibility, and is judged to be
similar overall.
Rental No. 2 is the same building that has a different sized space. It has similar street
visibility, age/quality and similar parking. This comparable is judged to be similar
overall, at a NNN equivalent rent of $I.05/8F NNN.
¯ Rental No. 3 is a similar quality oNce project in the Costa Mesa area of Red Hill
Avenue, approximately 4 miles south of the subject. It is has similar sized building space
available with adequate surface parking. It is slightly similar in area leased and has
adequate parking. This comparable is considered to be similar overall to the subject.
o RentaI No~ 4 is a similarly located once building with a mix of once park buildings and
surface parking. It has a similar age and similar quality as the subject. It has similar
traffic exposure. This comparable is rated similar overall compared to the subject, at
$1.05/SF NNN equivalent. Parking at this building is included.
Rental No. 5 is a slightly older (1976 built) two story once building. It has adequate
surface parking, and is similar to the subject in most respects. This comparable is rated
similar overall at $1.25/SF NNN equivalent, which is considered to be slightly above
local market levels. Parking is included at this building.

CONCLUSION OF MARKET ~NT AND TYPICAL LEASE TERMS FOR THE
SUBJECT PROPERTY

Based upon the preceding analysis, of the comparable rentals, we have concluded to the
following market rent parameters for the subject property.
Lease Term
Market Rent
Expense Basis:
Free Rent:
Lease Term:
Rent Escalations:
T.I. Allowance:
Parking:

CIILk Real Estate Advisors

" Conclusion- Market Rent and Terms
$1.05/SF/Mo.
NNN
None
3 to 5 years
CPI annually
As IS
Included in the rent

48

Exhibit A Page 67 of 99

INCOME CAPITALIZATION APPROACH
MARKET RENT

The subject is proposed to be and owner/user facility leased in its entirety-by its owner. Any
proposed building lease will be based on a NNN basis.
The proposed terms are for commencement upon market rental is at a rate of $1.05/SF NNN per
month. Base rent would be adjusted annually per the CPI, and the propo.sed lease term is 5 years.
Since the building as an owner/user property is assumed vacant, the subject’s rent is on a market
rent basis.
VACANCY AND COLLECTION LOSS

To estimate a stabilized vacancy rate for the subject, we have considered the market wide
vacancy rate, supply/demand trends, and typical investor practice. Our considerations follow:
The vacancy rate for ’office space in the Airport submarket as shown in the Market
Overview section is 21.9%%.
¯ The reported vacancy rate for office space in the subject’s Orange County area is
19.4%%.
¯ Investors are being very aggressive, and are underwriting transactions based on low
vacancy rates.
¯ The appraiser took into consideration that his is an owner/user building and therefore nay
vacancy would be less than a multi-tenanted property.
The total stabilized vacancy and credit’ loss is therefore estimated at 10% percent.
OPERATING EXPENSES

A fee simple owner/user and triple net leased property like the subject would only have minimal
stabilized operating expenses. Therefore, we have modeled the subject’s net operating income as
including no operating expenses other than for off-site property management, estimated at 2% of
effective gross income based on our conversations with local property managers.
INCOME AND EXPENSE SUMMARY
As described above, the following table summarizes the
subject’s stabilized income and
expenses based on market rents.
Calculation of NOI at Market Rent
Market Rent
$1.05/SF/Mo. X 12 mo. X 48,772 SF
Parking Revenue
Included.
Potential Gross Revenue
Less: Vacancy/Collection Loss 10%
Effective Gross Income:
Less: Stabilized Expenses
2% for management
N~t O.peratin~ Income: ...........
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CAPITAL EXPENDITURES

Capital expenditures such as reserves for replacements and leasing commission expenses are not
included as operating expenses. They are typically included below the NOI line. Therefore, we
have not included a capital expenditure expense in our derivation of net operating income.
DIRECT CAPITALIZATION OF NOI

Direct Capitalization is a valuation method, which utilizes stabilized net operating income and an
overall capitalization rate (OAR). This OAR is derived from an analysis of market sales. It is
calculated by dividing net operating income by the s/ties price. The most direct and reliable
method of estimating the appropriate capitalization rate for the subject’s net operating income is
an analysis of the capitalization rates shown by comparable sales.
The comparable sales used in the Sales Comparison Approach were owner/user buildings and
included no indications of overall cap rates. This is typical for this type of property since not
purchased for investor profit...
Therefore, we have considered the investor rates shown by the Korpacz Real Estate Investor
Survey for national suburban office markets.
INDICATOR

2nd QUARTER 2009

1 YEAR PRIOR

IRR Range

7.00%-14.00%

7.00%-12.50%

IRR Average
Cap Rate Range

9.92%
5.00 %-11.00%

8.93%
5.50%-10.50%

8.24%

7.28%

Cap Rate Average

Source: Korpacz Real Estate Investor Survey

The above table summarizes the investment parameters of some of the most prominent investors
currently acquiring multi-tenant investment properties in the United States. This type of survey
reflects target investor rather than owner/user transactional rates. Transactional rates are usually
difficult to obtain in the verification process and are actually only target rates of the buyer at the
time of sale. The property’s performance will ultimately determine the actual yield and
capitalization rate at the time of sale after a specific holding, period. In improving markets or
with above average properties, demand will be high and transactional rates may be lower than
target rates that are quoted in surveys.
The subject is located in the highly desirable Southern California area, and it is located in a
market with little immediate potential for the development. It is also .an owner/user property.
Therefore, a conclusion below the average of the national range is considered warranted for the
subject. Our observations and analysis suggest that a capitalization rate of 6.0% percent
represents reasonable owner/user investor criteria under current market conditions.
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DIRECT CAPITALIZATION METHOD CONCLUSION
In the Direct Capita!ization Method, we developed an opinion of market value by first dividing
year 1 net operating income by a 6.0% percent overall capitalization rate. Our conclusion via the
Direct Capitalization Method is as follows.
$542,013
6.0%
$9,033,542
$9,050,000

Net Operating Income (Stabilized at marke0:
Divided by Overall Capitalization Rate:
Stabilized Value Indication:
Rounded:

The value of the subject is $9,035,542 which is rounded to $9,050,000.

VALI~ CONCLUSION:

CIRA Real Estate Advisors

$9,050,000

5I

Exhibit A Page 70 of 99

P~COlqCILIATION AND FINAL VALUE OPINION
VALUATION RECONCILIATION- AS IS VALUE
The approaches to value indicated the following:
APPROACH TO VALUE
Cost Approach:
Sales Comparison Approach:
Income Capitalization Approach:

ENDICATED VALUE
SN/A
$9,650,000
$9,050,000

Each developed approach to value yielded differing indications for the subject. The purchaser of
the subject an owner/user is not typically motivated by profit, but seeking different objestive
than the investor seeking purely profit. The Sales Comparison Approach benefited from
generally comparable sales and recent escrows that were located, in the subject’s immediate
location. The Income Approach did not include any entire market rented buildings like the
subject. Therefore, greatest weight is given to the Sales Comparison Approach as the subject
would most likely be purchased by an owner/user because the subject is appraised as fee simple.
Based on our Appraisal as defined by the Uniform Standards of_Professional Appraisal 2Practice,
we have developed an opinion that the Market Value of the Fee Simple Estate Of the referenced
property, "As Is" on November 5, 2009 was:
NINE M]3LLION SIX HUNDRED AND FIFTY THO~ISAND DOLLARS

$9,650,000
As noted earlier in this report, in our opinion a reasonable exposure and marketing period for the
subject at our concluded value is three to six months.
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GENERAL TERMS AND ASSUMPTIONS
"Appraisar’ means the appraisal report and opinion of value stated therein, to which these
Assumptions and Limiting Conditions are annexed.
"Property" means the subject of the Appraisal.
"CIRA Real Estate Advisors" means Commercial Investment Realty Advisors or Ferrigno, LLC,
its subsidiary which issued the Appraisal.
"Appraiser" or "Appraisers" means the employee(s) of CIRA Real Estate Advisors, (Ferrigno,
LLC) who prepared and signed the Appraisal.
GENERAL ASSUMPTIONS

This appraisal is made subject to the following assumptions and limiting conditions:
1. No opinion is intended to be expressed and no responsibility is assumed fo~ the legal
description or for any matters which are legal in nature or require legal expertise or
specialized knowledge beyond that of a real estate appraiser. Title to the Property is assumed
to be good and marketable and the Property is assumed to be free and clear of all liens unless
otherwise stated. No survey of the Property was undertaken.
2. The information contained in the Appraisal or upon which the Appraisal is based has been
gathered from sources the Appraiser assumes to be reliable and accurate. Some of such
information may have been provided by the owner of the Property. Neither the Appraiser nor
CIRA Real Estate Advisors shall be responsible for the accuracy or completeness of such
information, including the correctness of opinions, dimensions, sketches, exhibits and factual
matters.
3. The opinion of value is only as of the date stated in the Appraisal. Changes since that date in
external and market factors or in thd Property itself can significantly affect property yalue.
4. The Appraisal is to be used in whole and not in part. No part of the Appraisal shall be used in
conjunction with any othe~ appraisal. Publication of the Appraisal or any portion thereof
without the prior written consent of CIRA Real Estate Advisors is prohibited. Except as may
be otherwise stated in the letter of engagement, the Appraisal may not be used by any person
other than the party to whom it is addressed or for purposes other than that for which it was
prepared. No part of the Appraisal shall be conveyed to the public through advertising, o’r
used in any sales or promotional material without CIRA Real Estate Advisors prior written
consent. Reference to the Appraisal Institute or to the MAI designation is prohibited.
5. Except as may be otherwise stated in the letter of engagement, the Appraiser shall not be
required to give testimony in any court or administrative proceeding relating to the Property
or the Appraisal.
6. The Appraisal assumes (a) responsible ownership and competent management of the
Property; (19) there are no hidden or unalSparent conditions of the Property, subsoil or
structures that render the Property more or less valuable (no responsibility is assumed for
such conditions or for arranging for engineering studies that may be required to discover
them); (c) full compliance with all applicable federal, state and local zoning and
environmental regulations and laws, unless noncompliance is stated, defined and analyzed in
the Appraisal; and (d) all required licenses, certificates of occupancy and other governmental
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GENERAL TERMS AND ASSUMPTIONS
consents have been or can be obtained and renewed for any use on which the value opinion
contained in the Appraisal is based.
7. The physical condition of the improvements analyzed within the Appraisal is based on visual
inspection by the Appraiser or other person identified in the Appraisal. C!RA Real Estate
Advisors assumes no responsibility for the soundness of structural members nor for the
condition of mechanical equipment, plumbing or electrical components.
8. The projected potential gross income referred to in the Appraisal may be based on lease
summaries provided by the owner or third parties. The Appraiser has not reviewed lease
documents and assumes no responsibility for the authenticity or completeness of lease
information provided by others. CIRA Real Estate Advisors recommends that legal advice be
obtained regarding the interpretation of lease provisions and the contractual rights of parties.
9. The projections of income and expenses are not predictions of the future. Rather, they are the
Appraiser’s opinion of current market thinking on future income and expenses. The
Appraiser and CIRA Real Estate Advisors make no warranty or representation that these
projections will materialize. The real estate market is constantly fluctuating and changing. It
is not the Appr.aiser’s task to predict or in any way warrant the conditions of a future real
estate market; the Appraiser can only refiect what the investment community, as of the date
of the Appraisal, envisages for the future in terms of rental rates, expenses, supply and
demand.
10. Unless otherwise stated in the Appraisal, the existence of potentially hazardoug or toxic
materials which may have been used in the construction or maintenance of the improvements
or may be loc~ited at or about the Property was not analyzed in arriving at the opinion of
value. These materials (such as formaldehyde foam insulation, asbestos insulation and other
potentially hazardous materials) may. adversely affect the value of the Property. The
Appraisers are not qualified to detect such substances. CItLA Real Estate Advisors
recommends that an environmental expert be employed to determine the impact of these
matters on the opinion of value.
11. The author of this report is not qualified to comment on environmental issues that may affect
the market value of the property appraised, including but not limited to pollution or
contamination of land, buildings, water, groundwater or air. Unless expressly stated, the
property is assumed to be free and clear of pollutants and contaminants, including but not
limited to molds "or mildews or the conditions that might give rise to either, and in
compliance with all environmental condition, past, present, or future, that might affect the
market value of the property appraised. If the party relying on this report requires
information about environmental issues then that party is cautioned to retain an expert
qualified in such issues. We expressly deny any legal liability relating to the effect of
environmental issues on the market value of the property being appraised
12. Unless otherwise stated in the Appraisal, compliance with the requirements of the Americans
With Disabilities Act of 1990 (ADA) has not been analyzed in arriving at the opinion of
value. Failure to comply with the requirements of the ADA may adversely affect the value of
the property. CIRA Real Estate Advisors recommends that an expert in this field be
employed.
13. Additional work requested by the client beyond the scope of this assignment will be billed at
our prevailing hourly rate. Preparation for court testimony, update valuations, additional
CHIA Real Estate Advisors
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research, depositions, travel or other proceedings will be billed at our prevailing hourly rate,
plus reimbursement of expenses.
14. The reader acknowledges that CILIA Real Estate Advisors has been retained hereunder as an
independent contractor to perform the services described herein and nothing in this
agreement shall be deemed to create any other relationship between us. This assignment shall
be deemed concluded and the services hereunder completed upon delivery to you of the
appraisal report discussed herein.
15. This study has not been prepared for rise in connection with litigation and this document is
not suitable for use in. a litigation action. Accordingly, no rights to expert testimony, pretrial
or other conferences, deposition, or related services are included with this appraisal. If, as a
result of this undertaking, CIRA Real Estate Advisors or any of its principals, its appraisers
or consultants are requested or required .to provide any. litigation services, such shall be
subject to the provisions of the CILIA Real Estate Advisors engagement letter or, if not
specified therein, .subject to the reasonable availability of CIRA Real Estate Advisors and/or
said principals or appraisers at the time and shall further be subject to the party or parties
requesting or requiring such services paying the then-applicable professional fees and
expenses of CIRA Real Estate Advisors either in accordance with the provisions of the
engagement letter or arrangements at the time, as the case may be.
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ADDENDA

ADDENDUM A: Definition.of Key Appraisal Terms
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DEFINITIONS OF KEY APPRAISAL
ABSORPTION RATE
The rate at which properties for sale. or lease have
been or are expected to be sueeessfully marketed
in a given area; usually used in forecasting sales or
leasing activity.~ See also capture rate.
APPRAISAL
(noun) The act or process of developing an
opinion of value. (adjective) of or pertaining to
appraising and related functions such as appraisal
practice or appraisal services.*
ASSESSED VALUE
Assessed value applies in ad vaiorem taxation and
refers to the value of a property according to the
tax rolls. Assessed value may not conform to
market value., but it is usually calculated in
relation to a market value base. n
CASH EQUIVALENCY
The procedure in which the sale prices of
comparable properties sold with atypical financing
are adjusted to reflect typical market terms.
CONDOM!N!UM
A multitmit structure or property in which persons
hold fee simple title to individual units and an
undivided interest in common areas. ~
CONTRACT~ COUPON~ FACE~ OR
NOM]NAL I~NT
The nominal rent payment specified in the lease
contract. It does not reflect any offsets for flee.
rent, unusual tenant improvement conditions, or
other factors that may modify the effective rent
payment.
DEPRECIATION
In appraising, a loss in property value from any
cause; the difference between the cost of an
improvement on the effective date of the appraisal
and the market value of the improvement on the
same date. ~
EASEMENT
An interest in real property that conveys use, but
not ownership, of a portion of an owner’s
property. Access or fight of way easements may

be acquired by private parties or public utilities.
Governments dedicate conservation, open space,
and preservation easements. ~
ENTITLEMENT
In the context of ownership, use, and/or
development of real property, the fight to receive
governmental approvals for annexation, zoging,
utility extensions, construction permits, and
oceupancyluse permits. The approval period is
usually finite and may require the owner and/or
developer to pay impact and/or user fees in
addition to other costs to secure the entitlement.
Entitlements may be transferable, subject to
covenants or government protocols, may constitute
vested rights, and .may represent an enhancement
to a property’s value.
EFFECTIVE RENT
1) The rental rate net of financial concessions such
as periods of no rent during a lease term; may be
caiculated on a discounted basis, reflecting the
time value of money, or on a simple, straight-line
basis. ~ 2) The economic rent paid by the lessee
when normalized to account for financial
concessions, such as escalation clauses, and other
factors. Contract, or normal, rents must be
converted to effective rents to form a consistent
basis of comparison between comparables. ~
EXCESS LAND
In regard to an improved site, the land not needed
to serve or support the existing improvement. In
regard to a vacant site or a site considered as
though vacant, the land not needed to
accommodate the site’s primary highest mad best
use. Such land may be separated from the larger
site and have its own highest and best use, or it
may allow for future expansion of the existing or
anticipated improvement.~ See also surplus land.
EXTRAORDINARY ASSUMPTION
An assumption, directly related to a specific
assignment, which, if found to be false, could alter ’
the appraiser’s opinions or conclusions. ¯
FEE SIMPLE ESTATE
Absolute ownership unencumbered by any other
interest or estate, subject only to the limitations
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imposed by the governmental powers of taxation,
eminent domain, police power, and escheat.~
FLOOR AREA RATIO (FAR)
The relationship between the above-ground floor
area of a building, as described by the building
code, and the area of the plot on which it stands; in
planning and zoning, often expressed as a decimal,
e.g., a ratio of 2.0 indicates that the permissible
floor area of a building is twice the total land area;
also called building-to-land ratio. ~

FULL SERVICE LEASE
A lease in which reht covers all operating
.expenSes. Typically, full service leases are
combined with an expense stop, the expense level
covered by the contract lease payment. Increases.
in expenses above the expense stop level are
passed through to the tenant and are known as
pass-throughs.
FUNCTIONAL UTILITY
The ability of a property or building to be useful
and to perform the function for which it is
intended according to current market tastes and
standards; the efficiency of a building’s use in
terms of architectural style, design and layout,
traffic patterns, and the size and type of rooms.~
GOING CONCERN VALUE
Going concern value is the value of a proven
property bperation. It includes the incremental
value associated with the business concern, which
is distinct from the value of the real estate only.
Going concern Value includes an intangible
enhancement of the value of an operating business
enterprise which is produced by the assemblage of
the land, building, labor, equipment, and
marketing operation. This process creates an
economically viable business that is expected to
continue. Going concern value refers to the total
value of a property, including both real property
and intangible personal property attributed to the
business value. ~
GROSS BUILDING AREA (GBA)
The sum of all areas at each floor as measured to
the exterior walls.

GROSS LEASABLE AREA (GLA)
The total floor area designed for the occupancy
¯ and exclusive use of tenants, including basements
and mezzanines, and measured from the center of
interior partitioning to outside wall surfaces; the
standard measure for determining the size of
shopping centers where rent is calculated based on
the GLA occupied. The area for which tenants
pay rentY See also area.
HYPOTHETICAL CONDITION
That which is contrary to what exists but is
supposed for the purpose of analysis."

INSURABLE VALUE
Insurable Value is based on the replacement
and/or reproduction cost of physical items that are
subject to loss from hazards. Insurable value is
that portion of the value of an asset or asset group
that is acknowledged or recognized under the
provisions of an applicable loss insurance policy.
This value is often controlled by state law and
varies from¯state to state. ~
INTANGIBLE PROPERTY (INTANGIBLE
ASSESTS).
Nonphysical assets, including but not limited to
franchises, trademarks, patents, copyrights,
goodwill, equities, securities, and contracts as
distinguished from physical assets such as
facilities and equipment. ~
INTENDED USE
The use or uses of an appraiser’s reported
appraisal, appraisal review, or appraisal consulting
assignment opinions and conclusions, as identified
by the appraiser basgd on communication with the
client at the time of the assignment. ¯

INTENDED USER
The client and any other party as identified, by
name or type, as users of the appraisal, appraisal
review, or appraisal consulting report by the
appraiser on the basis of communication with the
client at the time of the assignment. ¯
INVESTMENT VALUE
Investment value is the value of an investment to a
particular investor based on his or her investment
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requirements, In contrast to market value,
investment value is value to an individual, not
¯ value in the marketplace. Investment value
refieets the subjective relationship between a
particular investor and a given investment. When
measured in do!lars, investment value is the price
an investor would pay for an investment in light of
its perceived capacity to satisfy his or her desires,
needs, or investment goals. To estimate
investment value, specific investment criteria must
be known. Criteria to evaluate a real estate
investment are not necessarily set down by the
individual investor; they may be established by an
expert on real estate and its value, that is, an
appraiser. ~
LEASED FEE ESTATE
An ownership interest held by a landlord with the
right of use and occupancy conveyed by lease to
others. The rights of the lessor (the leased fee
owner) and the leased fee are specified by contract
terms contained within the lease."
LEASEHOLD ESTATE
The interest held by the lessee (the tenant or
renter) through a lease conveying the rights of use
and occupancy for a stated term under certain
conditions.~
LOAD FACTOR
The amount added to usable area to calculate the
rentable area. It is also referred to as a "rentable
add-on factor" which, according to BOMA, "is
computed by dividing the difference between the
usable square footage and rentable square footage
by the amount of usable area. Convert the figure
into a percentage by multiplying by 100.
MARKET RENT
The most probable rent that a property should
bring in a competitiye and open market reflecting
all conditions and restrictions .of the specified
lease agreement including term, rental adjustment
and revaluation, permitted uses, use restrictions,
and expense obligations; the lessee and lessor each
acting prudently and knowledgeably, and
assuming consummation of a lease contract as of a
specified date and the passing of the leasehold
from lessor to lessee under conditions whereby:

1. Lessee and lessor are typically motivated.
2. Both parties are well informed or well
advised, and acting in what they consider
their best interests.
3. A reasonable time is allowed for exposure
in the open market.
4. The rent payment is made in terms of cash
in United States dollars, and is expressed
as an amount per time period consistent
with the .payment schedule of the lease
contract.
5~ The rental amount represents the normal
consideration for the property leased
unaffected by special fees or concessions
granted by anyone associated with the
transaction.~
MARKET VALUE "AS IF COMPLETE" ON
Tt~ APPRAISAL DATE
Market value "as if complete" on the appraisal
date is an estimate of the market value of a
property with all construction, conversion, or
rehabilitation hypothetically completed, or under
other specified hypothetical conditions as of the
date of the appraisal. With regard to properties
wherein anticipated market conditions indicate
that stabilized dccupancy is not likely as of the
date of completion, this estimate of value should
reflect the market value of the property as if
complete and prepared for occupancy by tenants.
1V[ARKET VALUE ~AS-IS~ ON THE
APPRAISAL DATE
Market value "as is" on the appraisal date is an
estimate of the market value of a property in the
condition observed upon inspection and as it
physically and legally exists without hypothetical
conditions, assumptions, or qualifications as o~the
date of appraisal.
MARKETING PERIOD
The time it takes an interest in real property to sell
on the market subsequent to the date of an
appraisal.~
NET LEASE
Lease in which all or some of the operating
expenses are paid directly by the tenant. The
landlord never takes possession of the expense
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payment.. In a Triple Net Lease ill operating
expenses are the responsibility of the tenant,
including property taxes, insurance, interior
maintenance, and other miscellaneous expenses.
However, management fees and exterior
maintenance are often the responsibility of the
lessor in a triple net lease. A modified net lease is
one in which some expenses are paid separately by
the tenant and some are included in the rent.

market prior" to the hypothetical consummation of
a sale at market value on the effective date of the
appraisal~ a retrospective estimate based upon an
analysis of past events assuming a competitive and
open market. ~

NET RENTABLE AREA (ERA)
1) The area on which rent is computed. 2) The
Rentable Area of a floor shall be computed by
measuring to the inside finished surface of the
dominant portion of the permanent outer building
walls, excluding any major vertical penetrations of
the floor. No deductions shall be made for
eolunms and projections necessary to the building.
Include space such as mechanical room, janitorial
room, restrooms, and lobby of the floor.+

SALE-LEASEBACK
A transaction in which an owner sells a property
that it fully occupies to a third party and then
leases the space back from the new owner, o

NOMINAL RENT
See Contract, Coupon, Face, or Nominal Rent
OVERALL CAPITALIZATION RATE

(oAR)

Initial rate of return in an all-cash transaction,o
PERSONAL PROPERTY
Identifiable tangible objects that are considered by
the general public as being "personal" - for
example, furnishings, artwork, antiques, gems and
jewelry, collectibles, maclfinery and equipment;
all tangible property that is not classified as real
estate. ¯

PROSPECTIVE FUTURE VALUE "UPON
COlVIPLETION OF CONSTRUCTION"
Prospective future value "upon completion of
construction" is the prospective value of a
property on the future date that construction is
completed, based upon market conditions forecast
to exist, as of that completion date. The value
estimate at this stage is stated in current dollars
unless otherwise indicated.
REASONABLE EXPOSURE TIME
The estimated length of time the property interest
being appraised would have been offered on the

RENT SPIKE "
An increase in market rent that is markedly higher
than the general rate of inflation, o

S .A.NDWICtt LEASE
A lease in which an intermediate, or sandwich,
leaseholder is file lessee of one party and the lessor
of another. The owner of the sandwich lease is
neither the fee owner nor the user of the property;
he or she may be a leaseholder in a chain of leases,
excluding the ultimate sublessee. ~

SHELL SPACE
Space which has not had any interior finishing
installed, including even basic improvements such
as ceilings and interior walls, as well as partitions,
floor coverings, wall coverings, etc.
STABILIZED INCOME
Income at that point in time when abnormalities in
supply and demand or any additional transitory
conditions cease to exist and the existing
conditions are those expected to continue over the
economic life of the property; prdjected income
that is subject to change, but has been adjusted to
reflect an equivalent, stable annual income. ~ See
also stabilized occupancy.
STABILIZED OCCUPANCY
Occupancy at that point in time when
abnormalities in supply and demand or any
additional transitory conditions cease to exist and
the existing conditions are those expected to
continue over the economic life of the property;
the optimum range of long-term occupancy that an
income-producing real estate project is expected to
achieve under competent management after
exposure for leasing in the open market for a
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reasonable period of time at terms and conditions
comparable to competitive offerings. ~ See also
stabilized income.
USABLE AREA
1) The area actually used by individual tenants. 2)
The Usable Area of an o~ice building is computed
by measuring to the finished surface of the of-flee
side of corridor and other permanent walls, to the
center of partitions that separate the o~fice from
adjoining usable areas, and to the inside finished
surface of the dominant portion of the permanent
outer building walls. Excludes areas such as
mechanical rooms, janitorial room, restrooms,
lobby, and any major vertical penetrations of a
multi-tenant floor. ÷
USE VALIY~
Use value is a concept based on the productivity of
an economic good. Use value is the value a.
specific property has for a specific use. Use value
focuses on the value the real estate contributes to
the enterprise of which it is a part, without regard
to the property’s highest and best use or the
monetary amount that might be realized upon its
sale.~

VALUE APPRAISED
During the real estate development process, a
property typically progresses from a state of
unimproved land to construction of improvements
to stabilized occupancy. In general, the market
value associated with the property increases during
these stages of development. After reaching
stabilized occupancy, ongoing forces affect the
property during its life, including a physical wear
and tear, changing market conditions, etc. These
factors continually influence the property’s market
value at any given point in time.
Also see
Market value "as is" on the appraisal date
Market value "as if complete" on the appraisal
date
Prospective future value "upon completion of
cons~uction"

÷ 2000 EOMA Experience Exchange Report, Income/Expenso Andysls for Ol~ice
Buildings (Building Owners end Manegers Assnalntion, 2000)

0

4
Korpncz real Estate Survey, Fourth. Qnarler 2004
The Appraisal o[’R~l Estate, Twelt~ Edition, Appr~sd In~tilute, 2001,

The Dicdonm3, ofRe~ F.slata Appmlsa], Fomlh Edition, 2002.
"k The OPJlce of the Comptroller of the Curtuncy, 12 CFIL Pro1 34, Subpml C, D34.42(0,
August 24,1990. This definition is compatible with l~e definition of market value contained
in The Dictioncay of Re~l EsIale Appraisal, Foudh Edition, and the Uniform Standards of
Profess~unal Appntisal l~ractic~ adopted by the Appraisal Standards Board of’The Appraisal
Foundation, 1992 edition, This definition is also compatible with the OTS. RTC, FDIC,

"~ Slnlement on Appr~sal Stundsrd No. 6, Appra~al Standards Board of The Appraisal
Foundation, Septernbar 19,1992,
’~’ USPAP 2005 Edition OThe Appraisal Foundation
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FERRIGNO, LLC

1 Park Plaza, Suite 600
Irvine, CA 9261z~
lelephone: 949.533 1882
Email: lferrignoteg@eox.net

October 30, 2009
Mr. Tim McDonnell
Thomas Seaman Company
3 Park Plaza, Suite. 550
lrvine, CA 92644
RE: Appraisal of:

Office Building
15101 Redhill Avenue
Tustin, CA 92780

Dear Sirs:
This letter is our proposal for services which will be completed as Ferrigno Realty Advisors, LLC,
Once authorized, we will undertake real estate appraisal services for the Thomas Seamen
Company, As Trustee, the ~lient in this assignment.
The intended users of this appraisal are those parties Thomas Seaman Company authorizes; no
other parties are authorized to rely upon our opinion(s) of value, or other findings and conclusions in
the report.
The appraisal report will be prepared as follows:
Type of Report:
Full Narrative
Self-Contained
Report Format:
Fee Simple Estate
Property Interest:
Market Value As-Is
Types of Value:
Current date
Date of Value:
Joseph J Ferrigno, MAI will inspect the subject, value
Appraiser.
*
and sign the appraisal report.
The appraisal report will be subject to the following fee structure and delivery schedule:
$5,000.
Appraisal Fee:
$0.,
Retainer:
PDF
No. of Reports
Final report within 2 weeks of receipt of this executed agreement.
Delivery:
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Seaman Company

October 30, 2009
Page 2 of 6
The fee for professional services is due upon the delivery of our individual work product. The
appraiser will render an independent opinion of value. The client agrees to pay ~egardless of the
report’s final value opinions, conclusions or findings; or events such as the close of an escrow for
financing or acquisition. Please note that a retainer is required before we will commence work..’
Any requested additional services such as court testimony will be based upon a professional fee of
$300 per hour, invoiced monthly, separate and in addition to the engagement scope described
above. If you cancel this assignment pdor to completion, the fee will be pro-rated on percentage
completed
We will require the following information (in BOLD) regarding the subject property, and request if
available, additional information pdor to commencement of the assignment:
- Plot Plan/ALTA survey
* Title Report/Legal Description
= Recent tax bill
- Summary of any sales of the property in the last three years
. Building plans
- Original construction costs; if applicable
- Third parbJ environmental/dated appraisal/structural reports, etc.
Income and expense summaries for the past three years and year to date on disk
Major capital expenditures anticipated in the next three years .
Current detailed Rent Roll on disk
. Summary of leases under negotiation
. Delinquency/doubtful account of all report
= Copies leases/abstracts
- Argus disc or file
= Proforma
* Name and. phone number of a property managerion-site contact
Our report will also be subject to a Statement of General Assumptions and Limiting Conditions, a
copy of which is attached to this letter of engagement.
The appraisal valuation and report will be prepared in conformance with the current UnifOrm
Standards of Professional Appraisal Practice ("USPAP") of The Appraisal Foundation including the
competency provision, our interpretation of FIRREAand with regulations adopted by the Department
of the Treasury, Office of the Comptroller of the Currency, required under Title ×1 of the Financial
lnstitutiofi Reform, Recovery, and Enforcement Act of I989.
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October 30, 2009
Page 3 of 6
We appreciate the opportunity to provide appraisal services. We assure you that we are committed
to serving you in an efficient and timely manner Should you have any questions regarding these
arrangements, please contact me (949) 533-1882 in California and email is jferrignoreg@cox.net.
Thank you for your business.
Respectfully submitted,
FERRIGNO REALTY ADVIOSRS, LLCl

By

Joseph J. Ferrigno, MAI

Please sign and email (jferrignoreg@cox net) one copy of this arrangement acknowledging our
mutual understanding of the engagement, the attached General Assumptions and Limiting
Conditions, and authofizir~us to proceed.

Date:

fO//"~d t O Z
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"Appraisal" means the appraisal report and opinion of value stated therein, to which these
Assumptions and Limiting Conditions are annexed.
"Property" means the subject of the Appraisal.
"Ferdgno, LLC" means Ferrigno, LLC andlor Integra Realty Resources or its subsidiary which issued
the Appraisal. (Ferrigno and I ntegra)
"Appraiser" or "Appraisers" means the employee(s) of Ferrigno and/or Integra who prepared and
signed the Appraisal,
GENERAL ASSUMPTIONS
This appraisal is made subject to the following assumptions and limiting conditions:
1. No opinion is intended to be expressed and no responsibility is assumed for the legal
Description or for any matters which are legal in nature or require legal expertise or specialized
knowledge beyond that of a real estate appraiser, Title to the Property is assumed to be good
and marketable and the Property is assumed to be free and clear of all liens unless otherwise
stated, No survey of the Property was undertaken,
3. The information contained in the Appraisal or upon which the Appraisal is based has been
gathered from sources the Appraiser assumes to be reliable and accurate, Some of such
information, may have been provided by the owner of the Property,. Neither the Appraiser nor
Ferrigno, LLC shall be responsible for the accuracy or completeness of such information,
including the correctness of opinions, dimensions, sketches, exhibits and factual matters.
4. The opinion of value is only as of the date stated in the Appraisal, Changes since that date in
external and market factors or in the Property itself can significantly affect property value,.
5. The Appraisal is to be used in whole and not in part. No part of the Appraisal shall be used in
conjunction with any other appraisal. Publication of the Appraisal or any portion thereof without
the prior written consent of Ferrigno, LLC is prohibited. Except as. may be otherwise stated in the
letter of engagement, the Appraisal may not be used by any person other than the party to whom
it is addressed or for purposes other than that for which it was prepared. No part of the Appraisal
shall be conveyed to the public through advertising, or used in any sales or promotional material
without Ferdgno, LLC’s pdor wdtten consent. Reference to the Appraisal Institute or to the MAI
designation is prohibited, except as it relates to the collaboration between Ferdgno, LLC and the
Appraisal Institute relative to the Real Estate Outlook publication.
6. Except as may be otherwise stated in the letter of engagement, the Appraiser shall not be
required to give testimony in any court or administrative proceeding relating to the Property or
the Appraisal
The Appraisal assumes (a) responsible ownership and competent management of the Property;
(b) there are no hidden or unapparent conditions of the Property, subsoil or structures that
render the Property more or less valuable (no responsibility is assumed for such conditions or for
arranging for engineering studies that may be required to discover them); (c) full compliance with
all applicable federal, state and local zoning and environmental regulations and laws, unless
noncompliance is stated, defined and analyzed in the Appraisal; and (d) all required licenses,
certificates of occupancy and other governmental consents have been or can be obtained and
renewed for any use on which the value opinion contained in the Appraisal is based.
8. The physical condition of the improvements analyzed within the Appraisal is based on visual
inspection by the Appraiser or other person identified in the Appraisal. Ferdgno, LLC assumes
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no responsibility for the soundness neither of structural members nor for the condition of
mechanical equipment, plumbing or electrical components.
9. The projected potential gross income referred to in the Appraisal may be based on lease
summaries provided by the owner or third parties. The Appraiser has not reviewed lease
documents and assumes no responsibility for the authenticity or completeness of lease
information provided by others. Ferdgno, LLC recommends that legal advice be obtained
regarding the interpretation of lease provisions and the contractual rights of parties.
10 The projections of income and expenses are not predictions of the future Rather, they are the
Appraiser’s opinion of current market thinking on future income and expenses The Appraiser
and Ferrigno, LLC make no warranty or representation that these projections will materialize.
The real estate market is constantly fluctuating and changing. It is not the Appraiser’s task to
predict or in any way warrant the conditions of a future real estate market; the Appraiser can only
reflect what the investment community, as of the date of the Appraisal, envisages for the future
in terms of r6ntal rates, exp~nses, and supply and demand.
¯ 11. The author of this report is not qualified to comment on environmental issues that may affect the
market value of the property appraised, including but not limited to pollution or contamination of
land, buildings, water, groundwaler or air Unless expressly stated, the property is assumed to
be free and clear of pollutants and contaminants, including but not limited to molds or mildews or
the conditions that might give rise to either, and in compliance with all environmental condition,
past, present, or future, that might affect the market value of the property appraised. If the party
relying on this report requires information about environmental issues then that party is
cautioned to retain an expert qualified in such issues. We expressly deny any legal liability
relating to the effect of environmental issues on the market value of the property befng
appraised..
t2. Unless otherwise stated in the Appraisal, the existenc~ of potentially hazardous or toxic
materials which may have been used in the construction or maintenance of the improvements or
may be located at or about the Propert,.! was not analyzed in arriving at the opinion of value.
These materials (such as formaldehyde foam insulation, asbestos insulation and other potentially
hazardous materials) may adversely affect the value of the Property. The Appraisers are not
qualified to detect such substances Ferrigno, LLC recommends that an environmental expert be
employed to determine the impact o~’ these matters on the opinion of value.
13. Unless otherwise stated in the Appraisal, compliance with the requirements of the Americans
With Disabilities Act of 1990 (ADA) has not been analyzed in ardving at the opinion of value.
Failure to comply with the requirements of the ADA may adversely affect the value of the
property. Ferrigno, LLC recommends that an expert in this field be employed.
14. Additional work requested by the client beyond the scope of this assignment will be billed at our
prevailing hourly rate. Preparation for court testimony, update valuations, additional research,
depositions, travel or other proceedings will be billed at our prevailing hourly rate, plus
reimbursement of expenses.
15. The reader acknowledges that Ferrigno, LLC has been retained hereunder as an independent
contractor to perform the services described herein and nothing in this agreement shall be
deemed to create any other relationship be[ween us. This assignment shall be deemed
concluded and the services hereunder completed upon delivery to you of tlie appraisal report
discussed herein.
16. This study has not been prepared for use in connection with litigation and this document is not
suitable for use in a litigation action Accordingly, no rights to expert testimony, pretrial or other
conferencesl deposffion, or related services are included with this appraisal. If, as a result of this
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undertaking, Ferrigno, LLC or any of its principals, its appraisers or consultants are requested or
required to provide any litigation services, .such shall be sulsject to the provisions of the Ferdgno,
LLC engagement letter or, if not specified therein, subje.ct to the reasonable availability of
Ferdgno, LLC and/or said principals or appraisers at the time and shall further be subject to the
party or parties requesting or requiring such services paying the then-applicable professional
fees and expenses of Ferrigno, LLC either in accordance with the provisions of the engagement
letter or arrangements at the time, as the case may be
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COMPARABLE IMPROVED SALE NO. 1

Building Name:
¯ Building Location:
Building NRA:
Land Area:
Coverage:

Year Built:
No. of Stories:
Parking Ratio:
Building Condition:
Building Quality:
Buyer:
Seller:

Unnamed building
17305 Von Karman Avenue

Irvine, CA

42,896 SF
108,290 SF
0.40 FAR

1979
2
4 : 1,000
Good
Good
Asland Properties LLC
Undisclosed

1/09
Date of Sale:
Occupancy At Sale: N/A
$9,036,000
Sale Price:
$210.65
Price per SF of NRA:
0.00%
Overall Cap Rate:
Comments:’

Sale of a vacant building to a office condominium converter. Marketing
time 90 +/-days. Verified with broker. Located at the intersection on Von
Karmart, north of Main Street and Interstate 405. Currently, only two
medical office condominiums sold, most vacant.
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COMPARABLE IMPROVED SALE NO. 2

Building Name:
Building Location:
Building NRA:
Land Area:
Coverage:

Year Built:
No. of Stories:
Parking Ratio:
B~lding Condition:
Building Quality:
Buyer:
Seller:
Date of Sale:
Occupancy At Sale:
Sale Price:
Price per SF of NRA:
Overall Cap Rate:
Comments:

Unnamed building
16485 Laguna Canyon
51,090
I48,104
0.34

h’vine, CA

SF
SF
FAR

1991
3
4 : 1,000
Good
Good
In Escrow
CBRE (Broker)
10/09
Owner/user
$11,000,000
$215.31
N/A
Asking price $11,239,800. Marketing time 65 days. Verified with
CoStar and selling broker. Brick exterior renovated in 1999. Property
is 100% vacant. High image, high 1-405 visibility, owner/user building
with subterranean parking. Located in Irvine Spectrum
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COMPARABLE IMPROVED SALE NO. 3

Building Name:
Building Loeatlon:
Building NtLA:
Land Area:
Coverage:

Year Built:
No. of Stories:
Parking Ratio:
Building Condition:
Building Quality:

Buyer:
Seller:
Date of Sale:
Occupancy At Sale:
¯ Sale Price:
Price per SF of NRA:
Overall Cap Rate:

Comments:

Unnamed building
1100 Main Street

Irvine, CA

17,790 SF
44,867 SF
0.40 FAR

’1984
2
4 : 1,000
Good
Good

In Escrow
CBRE (Broker)
10/09
Owner/user
$4,400,000
$247.33
N/A

Asking price $4,430,000. Marketing time 60 +/- days. Verified with
listing broker. Two story office building with 70% private offices.
Owner/user 100% vacant. Located at Main Street and MacArthur
Boulevard with visibility from the 55 Freeway close to Red Hill Avenue.
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COMPARABLE IMPROVED SALE NO. 4

Building Name:
Building Looation:

Unnamed building
17601 East t7th Street

Building NRA:
Land Area:
Coverage:

19,074 SF
47,916 SF
0.40 FAR

Year Built:
No. of Stories:
Parking Ratio:
Building Condition:
Building Quality:

1982
2
4 : 1,000
Average
Average

Buyer:
Seller:

Tustin, CA

Available For Sale
CBRE (Broker)

11/09
Date of Sale:
Owner-user
Occupancy At Sale:
$3,719,430
S ale Price:
Price per SF of NRA:
$195.00
N/A
Overall Cap Rate:
Comments:

Available For Sale. Marketing time at 15 days. Verified with selling
broker. Broker indicates and 100% vacant for owner/user configuration
interior that needs modernization. Located offthe 55 Freeway at the East
17th Street exit..

leases with average terms of seven years.
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COMPARABLE IMPROVED SALE NO. 5

Building Name:
Building Location:
Building NRA:
Lnnd Area:
Coverage:
Year Built:
No. of Stories:
Parldng Ratio:
Building Condition:
Building Quality:
Buyer:
Seller:

Unnamed building
17780 Fitch Avenue

Ir~ine, CA

50,206 SF
50,094 SF
1.00 FAR

1989
2
4 : 1,000
Good
Good
Available For Sale
CBRE (Broker)

Date of Sale:
11/09
Occupancy At Sale: Owner/user
$10,500,000
Sale Price:
$209.14
Price per SF of NKA:
N/A
Overall Cap.Rate:
Comme~s:

Available For Sale. Property on the market for 30 +/- days. Verified
with selling broker. Vacant (100%) owner/user building. Institutional
quality with subterranean parking. Located of the 55 Freeway in close
to Red Hill Avenue.
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RENT COMPARABLES PHOTOGRAPHS

Rent Comparable 1 and 2

Rent Comparable 3
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~NT COMPARABLE PHOTOGRAPHS

Rent Comparable 4

Rent Comparable 5
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PRESENT
POSITION:

Joseph J. Ferrigno, MAI is a Senior Vahtation Appraiser located at 1 Park Plaza, Irvine,
California. Joe and hi~ staff specialize on valuation and consulting of multi-family property
appraisals. The group services Los Angeles, Orange County, the Inland Empire or m6st parts
of Southern California. Joe was formerly a Senior Managing Appraiser, Multi-Family
Director with Colliers International Real Estate Appraisal Group in Irvine.

EXPERIENCE:

Joeand associates have been actively engaged in appraising, consulting and analyzing
eo.mmercial, office and industrial properties, shopping centers, multi-family apartments and
condominiums and land subdivisions in Southern California and the West Coast. Recent
residential assignments include new construction including mixed-use developments~ Joe
has worked on numerous new ground-up mixed-use developments from the valuation of raw
land, zoned land, entitled land through new construction and completed development. Joe
himself is ol~e of a select few valuation experts who exclusively specialized in multi-family
properties and developments for the last 25 + years.
Mr. Ferrigno been actively engaged in appraising, consulting and analyzing multi-family and
commercial real estate since 1985. His overall experience includes consultation or appraisal
of virtually all major property types throughout his career. He has managed numerous
portfolio assignments with properties being located throughout the United States.
Mr. Ferrigno has made various presentations and lectured on appraisal techniques before
various Chapters of the Appraisal Institute and other real estate organizations.

EMPLOYMENT:

In Mr. Ferrigno’s Valuation career he led Colliers Valuation Group which closed in 2007: he
was previously a private Southern California Financial and Institutional Appraiser with
¯ various locally based national accounts. Formerly ah institutional manager of Arthur
Andersen LLP the established US regional Valuation Services Group as part of their national
practice. Previously, an associate with Landauer Associates, Inc., the international real estate
consulting firm based in the Los Angeles of-flee and also with Integra Realty Resources in
Orange County, California.

EDUCATION:

Mr. Ferrigno is a graduate of the University of Connecticut, Undergraduate Degree in Urban
Studies and a Graduate from the Center for Real Estate and Urban Economic Studies. He
also holds an M.B.A. degree fi’om the University of Washington in Urban Development.

PROFESSIONAL Mr. Joseph (Joe) Ferrigno, MAI since 1985 is current with all continuing education
AFFILIATIONS: requirements of the Appraisal Institute under membership No. 8046. He is a State Certified
appraiser in California (No. AG025356)..
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