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May 3, 2019

Mr. Timothy O’Connell

Review Appraiser

Arizona Department of Transportation
Right of Way Operations Section

205 S. Seventeenth Avenue

Room 331, Mail Drop #612E
Phoenix, Arizona 85007

RE: Project: M697201X
Highway: 202L San Tan Freeway
Section:  Arizona Ave. — Gilbert Rd.
Parcel: L-M-415

Dear Mr. O’Connell:

In accordance with your request and authorization, I have prepared an
appraisal of the property referenced above. I am pleased to present the narrative
Appraisal Report transmitted by this letter, containing pertinent data related to the
valuation of the property appraised.

The subject property is comprised of a 2.578-acre tract of land located in
Chandler, Arizona. A physical inspection of the property was made on January 31,
2019, without representatives of the property owner present.

The purpose of this appraisal is to provide an opinion of the market value
of the property identified herein. The intended use of this appraisal is to assist in
decisions regarding the possible sale or disposal of the property being appraised.
The effective date for this appraisal assignment is January 31, 2019.

This appraisal report has been written in accordance with the Uniform
Standards of Professional Appraisal Practice (USPAP) adopted by the Appraisal
Standards Board of the Appraisal Foundation, the Code of Ethics of the American
Society of Appraisers, the Code of Professional Ethics and Standards of
Professional Appraisal Practice of the Appraisal Institute, the Federal Highway
Administration (FHWA) Uniform Act, 49 CFR Part 24, and the guidelines and
standards of the Arizona Department of Transportation.

FAS 1.19-2763.00 i
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Mr. Timothy O’Connell
Arizona Department of Transportation
May 3,2019

The opinion of market value as defined and expressed herein is subject to
the Underlying Assumptions and Limiting Conditions set forth in this report, as
well as the appraiser’s certification. There have been no extraordinary assumptions
or hypothetical conditions made for this appraisal assignment.

As aresult of my investigation and study, I am of the opinion that the market
value of the leased fee interest of the appraised property, as of January 31, 2019, is:
FOUR HUNDRED SEVENTY-SEVEN THOUSAND TWO HUNDRED DOLLARS
$477,200.00

Thank you for the opportunity to be of service to you. If you have any
questions or if we may be of any further assistance in this matter, please do not
hesitate to call or write this office.

Respectfully submitted,
FIRST APPRAISAL SERVICES

Timothy A. Haskins, ASA
Arizona Certified General Real Estate Appraiser No. 30668

FAS 1.19-2763.00



Table of Contents

Letter Of TTANSIMITIAL......cc.vvieiiiiiiiiceee e e e et e e e e et e et e e e e eeaaaeeeeeeseeasaaeeseeseeansaeaseeeeeesennraaneeeeeenan i
121 o) S0 GO0 411 11 SRR il
Summary of Salient Facts and CONCIUSIONS .........ccccuieiiiiiiieiieeiie ettt eeteeeseeeesaeetaeeseeesseesnseesnssennes %
STALE IMLAP ..ottt ettt ettt e b et et e ettt et e s bt e bt e ekt e bt e e bt e e bt e e bt e e bt e ea bt e e b te e bt e e nt e e bee e b be e bt e e nbeebteesaneenbeeen Vi
REZIONAL IMAP ..ottt ettt sttt et et et e s et et e s e enseesseessesseesseenseenseanseensenseenseensennsaensesnsesseesseenseensennsens Vil
g1 21 1Y TP Viii
INTRODUCTION 1
PURPOSE AND SCOPE OF THE APPRAISAL ...t eetaaeeeennaee e 2
PUIPOSE .ttt ettt et e s a bt e s at e s a bt e e et e e sa bt e e ab e e st e e e a bt e sat e e e ab e e s beeeabeesabeenabeesabeesaree s 2
SCOPE OF WOTK ..ottt ettt et e et e e s eteeetbee s s baeaabeesabeeesseesnbeeasseesssaesseesssaesseesssaensseessensees 4
LAMItING CONAILIONS ..e.vveeeiiieiiieeiiecieeetee st e et e steeste e st beeebeesebeessseessseeasseesssaessseesssaessseesssaeasseessseeasseesssesnsseesssesnsenns 6
FACTUAL DATA 7
IDENTIFICATION OF THE REAL ESTATE .....oooiiiiiiiie ettt ettt eaaee s eae e e s snaaeesenaaeessnaeeeens 8
OWNERSHIP AND OCCUPANCY ...ttt et ettt ettt e e e et e e et e s st e e seateeesenateessssaeesessaeeeseaaeessnaeeenas 9
(015115 11531 0) (S0 1071 5 SRR 9
OCCUPANICY .uetieiiieiieesitteete e st ettt e st e e bt eseb e e eut e e s bt e sateesabeesaseesabeeeabeesaseenabeesabeessbeesateesabeesabeeeabeesateenabeeshbeesaneennbeanaseens 9
REGIONAL AN ALY SIS oottt e et e e e e e e e e e e e e e e e etaaeeeeetaeesenseeeeensaeesenseeeennreesenneens 10
L0CAtION ANA CIIMALE ........veeeeceiiieeeeiee et et et e e e e e et e e e e e e e eeaaeeeeetaeeesenteeeeeesseesensseeeeensseeeenaneeeeenseeenseeeeennns 10
POPUIALION ...ttt ettt e et e et et et e e st e esteenaesaeesseeseanseenseesseese et aenseenseenseentesneeeseenneenneennens 11
ECONOMUIC TIEIAS ...t e e e et e e et e e e e e e e et e e e e eateeeeeaneeseenseeeeensaeesenneeeeenneesenneeeeenns 13
Rl EStAte IMArKEt SECLOIS ...couvveeiiiiiiiieeiieeeee ettt ee ettt e e e e e et e e e e e e e et aeeeeeeeeenaaaareeeeseesenstaaeeeeeeesssaaneeeeeas 18
NEIGHBORHOOD ANALY SIS .ottt et e et e et e s sttt e e e eateeessaaaeessmaeeesanseeesenseessenseesssneeeesanens 20
) o To%: 15 (o) o WP 20
TTANSPOTTATION ... .veeeteeeitieeitte st e ettt e sttt e ettt esbeesateessbeeasseessseeasseessseeasseesssaeassaesssaensseessseeasssessesnsseessseensseensseesseessseenses 21
)71 T B O T S £ <3 o 1 PR 23
DIEIMOGIAPIICS ...ttt ettt st b et et e et e et she e s bt et en et es b e e bt e eh e ekt en bt e bt e ee e et sheenbee bt eaeeaee e 24
BN 50 1C) 4 VL (L R 25
TEEIAS ...t e e e e et e e e et e e ettt e e ee—— e e e e ——te e ettt eaa——eeea—eteeetrteeen—teeeanreeeatreeeanans 25
REAL PROPERTY DESCRIPTION..... .ottt eeaee e e e et e e e enne e e eentaeeeeneeeeeareesennneens 26
NS LR D 17 TP 26
ZIOMIE ......eeieene et ettt et et e s it et e eateeaeeseessee st e seasseasseesa et e en s e enseenseesseenseeR e e st enseenseenseeRseese e s aenseenseenteentesneenseenseeneenrenns 28
Easements and RESTIICIONS. ..........ccuiiieeriee i et e eeee e eee e e ettt e e eeae e e e eee e e e enteeeeeeaseeeeesseeeeensseeeennneeseenseeennreeeennns 29
TaXES ANA ASSESSIMENES .....eeiiiiiieieeeieieeeieeiteeeeeeeeeeesteeeeeeeeesaaaaeeteessesaaaseeteesseasataeseeesseaasstaseseeseesnstaaseeseessnnsrareeeeeas 29
Division of Real and Personal PrOPeIty ..........cooieiiiiiiiiiieiee ettt st st 30
VALUATION ANALYSIS 31
HIGHEST AND BEST USE ...ttt e e ettt e et e et e e et e e e semateesetaeeseaseeesnaaeessnseeessnreeesaneaeas 32
F N § A 1o Vo L PR 32
SUMMATY aNd CONCIUSION .....eeiiiieiiieiiieie ettt este et este ettt e ste ettt e steestbeessbeessseessseessseessseensseessseessseesssesassessssesnnseens 33
VALUATION METHODOLOGY ..ottt ettt e e e e e e e e e e eaaeeeenneeeeenaeeeeeneeeeennreesennneens 34
SALES COMPARISON APPROACH..........oo oo et e et e e e e e eeeaaeeseeneeeeesreeeennns 36
T8 06 181015 (o) s FOU SRRSO PRt 36
Land Valte ANALYSIS.....ccveiieiiieiieieteeiertestiese et et e etteeteste e st e seesaessaesseesseasseanseanseassesseesseenseensesnsesssesssesseanseensesnsenns 37
Conclusion OF LAnd VAIUE ..........coooviiiieiie et e et e et e et e e e eeeenteeeeeeaeeeeeeaneesenneeeennns 44
INCOME CAPITALIZATION APPROACH ...ttt e et e e ettt e s enae e e s eanaeas 47
J s e Te 1DTo 5 o) o WO 47
COST APPROACH. ...ttt ettt e ettt e e et e s et e e e et e e e saateeseaaeesennaeeesansaeesansaeessnseeesnnneeas 48
J s e Te 1DTe 5 o) o WO 48
RECONCILIATION OF VALUE ......ooiiiiiiiitieeeeee ettt ettt e ettt e e et e e s st eeeaaaeesantaeessataeessnseeesnnaaeas 49
CERTIFICATION ..ottt ettt ettt e e et e e et e e e et e e e e eateeeseataeeeeaaaeeesanaaeeeanseeesensasessnsaeessnneeeeannseeesnnnaens 50

FAS 1.19-2763.00



Table of Contents

ADDENDA
A Underlying Assumptions and Limiting Conditions
B Subject Photographs
C Maps
e Neighborhood Map
e Assessor’s Parcel Maps
e Zoning Map
¢ Flood Map
D Exhibits
e Legal Description
e Right of Way Map
e ECS Contract Modification
E Comparable Land Sales Data
F  Appraiser Qualifications

FAS 1.19-2763.00

v



Summary of Salient Facts and Conclusions

Client
Client Reference

Date of Report
Report Format

Intended Use
Intended User(s)

Property Information
Ostensible Owner

Location of Property
Street Address

Assessor Parcel Number(s)

Site Area

Present Use
Valuation Information

Highest and Best Use
As If Vacant:

Effective Date

Extraordinary Assumptions
Hypothetical Conditions

Indications of Value

Fee Simple Interest

Arizona Department of Transportation

Project: M697201X

Highway: 202L San Tan Freeway

Section: Arizona Ave. — Gilbert Rd.

Parcel: L-M-415

May 3, 2019 Limiting Conditions See Addendum A
Appraisal Report Certification See Page 50

Assist in the possible sale or disposal of the subject property
Arizona Department of Transportation and Federal Highway Administration

State of Arizona

Northwest of McQueen Road and State Route 202
None Given

Chandler, Arizona 85286
Section/Township-Range

County Maricopa

3/2S-5E Map Reference 184-178MG

Portions of:
303-28-007D; 303-28-007E; 303-28-007S; 303-28-007Y; 303-28-032H

112,293 square feet Zoning District(s) RU-43
2.578 acres Maricopa County
Flood Zone Zone X

Vacant Land

Land Investment

January 31, 2019

None

None

Sales Comparison AppProach .........ccccceeeeeeeviieeseeiiieeeieesieeeiens $477,200.00
INcome APProOaCh ....ccevvevuiieiiieieeie et Not Applicable
COSt APPIOACH....c.eviiiiiiciieie ettt Not Applicable
Conclusion of Value $477,200.00
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Introduction
Purpose and Scope of the Appraisal

Purpose and Scope of the Appraisal

Purpose

The purpose of this appraisal is to provide an opinion of the market value of the property
identified on page 8, hereinafter referred to as the “subject property”. The intention of this
appraisal service was that it was to be performed in such a manner that the results of the analysis,
opinion, or conclusion would be that of a disinterested third party.

Intended Use and User

The intended use of this appraisal is to assist in decisions regarding in the possible sale or
disposal of the property being appraised. The Arizona Department of Transportation and the
Federal Highway Administration are the intended users of this appraisal.

Definition of Value

The decision of what value is being estimated is determined, at least in part, by the function
of the appraisal and affects the scope of the appraisal. Different types of value that may be
considered include market value, value in use, going-concern value, investment value, assessed
value and insurable value. In light of the purpose of this appraisal, market value will be estimated
in this appraisal and is defined as follows:

For the purposes of this article, “market value” means the most probable price estimated in terms of cash in
United States dollars or comparable market financial arrangements which the property would bring if exposed
for sale in the open market, with reasonable time allowed in which to find a purchaser, buying with knowledge
of all of the uses and purposes to which it was adapted and for which it was capable.

Arizona Revised Statute 28-7091 [Title 28 Chapter 20 Article 6]

Exposure Time

The definition of exposure time used in this report is in accordance with the Appraisal
Standards Board of the Appraisal Foundation. Exposure time is a retrospective opinion based on
an analysis of past events assuming a competitive and open market, and is defined by the Appraisal
Board as the,

estimated length of time that the property interest being appraised would have been offered on the market
prior to the hypothetical consummation of a sale at market value on the effective date of the appraisal.'

Based upon an analysis of the general market area and sales of similar property types in
the area, normal exposure time for properties similar to the subject appears to be within a twelve
month time period.

! Uniform Standards of Professional Appraisal Practice, 2018-2019 Edition, The Appraisal Foundation

FAS 1.19-2763.00 2



Introduction
Purpose and Scope of the Appraisal

Date of Valuation

The significant dates utilized in
this report are summarized in the table to Effective Date: .............. January 31, 2019
the right. The effective date of this
appraisal, which is the date of valuation, is
the most recent date of physical inspection | Date of Report:.............. May 3, 2019
by the appraiser.

Date of Inspection: ........ January 31, 2019

Property Rights Appraised
In the appraisal of real property, there are many concepts that must be understood and
applied. One of these concepts relates to the rights inherent in the ownership of real property.

Real property appraisal involves not only the identification and valuation of a variety of different rights, but
also the analysis of the many limitations on those rights, and the effect that the limitations have on value.?

The fee simple title is regarded as an estimate without limitations or restrictions. Partial
interests are created by selling, leasing, or otherwise limiting the “bundle of rights” in the fee
simple estate, resulting in something less than the complete fee simple estate. An appraisal
assignment may require the appraisal of fee simple title or a partial interest such as a leasehold
estate or an easement. The three most common types of property rights involved in the appraisal
process are defined below. >

Fee simple estate absolute ownership unencumbered by any other interest or estate; subject only to the
limitations imposed by the governmental powers of taxation, eminent domain, police power and escheat.

Leased fee estate the ownership interest held by the lessor, which includes the right to receive the
contract rent specified in the lease plus the reversionary right when the lease expires.

Leasehold estate the right held by the lessee to use and occupy real estate for a stated term and under
the conditions specified in the lease.

The appraisal of the fee simple interest in the subject property is being presented in this
report. Since there are no leases affecting the ownership of the subject property, there is no leased
fee or leasehold estate to be considered.

2 The Appraisal of Real Estate, 14" ed. (Chicago: Appraisal Institute, 2013) p70
3 The Dictionary of Real Estate Appraisal, 6" ed. (Chicago: Appraisal Institute, 2015) p90 and p128

FAS 1.19-2763.00 3



Introduction
Purpose and Scope of the Appraisal

Scope of Work

The appraisal process is an orderly set of procedures that is undertaken to solve a problem
concerning the value of real estate. These procedures help direct an appraiser to identify the
particular appraisal problem and lead to reporting its solution to the client. The initial step in this
process is the definition of the appraisal problem. This is accomplished through the identification
of the real estate, the date of value to be utilized, the property rights to be appraised, and the type
of value sought to be estimated.

After the appraisal problem is identified, general data on the market and the subject
property is collected. This data includes information about the state, county, city, neighborhood,
and the subject site and improvements. This information is then examined to conclude a highest
and best use of the property being appraised. It is also during this stage in the process that any
potentially applicable comparable cost, rental and sales market data is collected for analysis in the
valuation of the subject property.

Area Analysis

Research during the preparation of this appraisal included a regional analysis as well as
analysis of the more immediate area surrounding the subject property. Primary sources of
information are cited within the body of this report and include the United States Census
Bureau, the United States Department of Labor and Center for Business Research, the Arizona
Department of Commerce, the Arizona Department of Economic Security, the Arizona State
University Center for Real Estate Theory and Practice, the Eller College of Management
Economic and Business Research Center at the University of Arizona, and various local and
regional business publications.

Neighborhood data was gathered from the City of Chandler, as well as from a physical
inspection of the area. Specific data pertaining to the metropolitan Phoenix land market was
provided by the Arizona State University, CB Richard Ellis, Newmark Grubb Knight Frank,
Cassidy Turley Real Estate Services, and real estate agents and brokers active in the market.

Property Description
Primary sources of information regarding the description of the subject property include a
physical inspection of the property by the appraiser at approximately 10:30 am on January 31,
2019, and several other dates. The inspection of the site consisted of an observation of the
property from the abutting roadway and on site.

Zoning information and information relating to the availability of utility infrastructure was
provided by the City of Chandler. Other sources of information utilized in this appraisal
include the Office of the Maricopa County Recorder, Maricopa County Treasurer and
Maricopa County Assessor, and the Federal Emergency Management Agency.

FAS 1.19-2763.00 4



Introduction
Purpose and Scope of the Appraisal

Market Data Information

The market data used in this appraisal was collected, in part, from real estate agents and brokers
who are knowledgeable of the subject marketplace, local and regional publications, and CoStar
Group. The appraiser researched comparable market transactions occurring within the subject
market area and found sufficient data to estimate a reliable value of the subject property under
appraisement. The market search for similar properties was specifically concentrated in the
southeast metropolitan Phoenix area. The analysis of the market incorporated both historic
and current data.

After all the data is gathered, an analysis of the market and subject property is undertaken.
This is done to gain an understanding of the market and subject property so that informed
conclusions as to the value of the subject property can be formulated. One of the primary
objectives of this analytical process is to assist the appraiser in determining the highest and best
use of the subject property, as if vacant and as improved, if applicable. The data and analysis are
then applied to the three traditional approaches to value: the cost approach, the sales comparison
(or market) approach, and the income capitalization approach, if applicable.

The final step in the appraisal process is the reconciliation or correlation of the conclusions
derived from the approaches to value utilized. In the reconciliation, the appraiser considers the
relative applicability of each of the approaches and then examines the range provided by the
indications of value from each applicable approach to value. The appraiser must consider the
strength and weaknesses of each approach and the reliability of each indicator as it relates to the
subject property. The reconciled value may be stated as a single figure, a range, or a combination
of both.

Under Standards Rule 2-2 of the Uniform Standards of Professional Appraisal Practice, an
appraiser may communicate the results of an appraisal in either an “Appraisal Report” or a
“Restricted Appraisal Report”. The primary difference between the report formats is who may
rely on the appraisal. The Appraisal Report format was chosen for this appraisal assignment. The
depth of discussion presented in this report is based upon the scope of the appraisal assignment
and the stated intended use and users.

The scope of this report includes the accumulation and analysis of pertinent and sufficient
market data in order to employ a meaningful and appropriate valuation methodology in the
appraisal of the fee simple interest in the property that is the subject of this report. This appraisal
report is written in accordance with the guidelines and standards of the Uniform Standards of
Professional Appraisal Practice, the Code of Ethics of the American Society of Appraisers, the
Code of Professional Ethics and Standards of Professional Appraisal Practice of the Appraisal
Institute, the Federal Highway Administration (FHWA) Uniform Act, 49 CFR Part 24, and the
Arizona Department of Transportation.

FAS 1.19-2763.00 5



Introduction
Purpose and Scope of the Appraisal

Limiting Conditions

The underlying assumptions and limiting conditions pertaining to this report are contained
in the Certificate of Appraiser on page 50 and Addendum A to this report. These assumptions and
limiting conditions are an integral part of the report and are only placed at the end to facilitate
reading of the report, not to minimize their importance.

Extraordinary Assumptions and Hypothetical Conditions

The Appraisal Foundation defines an extraordinary assumption as, “an assignment-
specific assumption as of the effective date regarding uncertain information used in an analysis
which, if found to be false, could alter the appraiser’s opinions or conclusions.” There have been
no extraordinary assumptions made in the appraisal of the property for this assignment.

A hypothetical condition is, “a condition, directly related to a specific assignment, which
is contrary to what is known by the appraiser to exist on the effective date of the assignment results,
but is used for the purpose of analysis”, as defined by The Appraisal Foundation’. The opinions
and conclusions as stated within this report are not based upon any hypothetical conditions.

4 Uniform Standards of Professional Appraisal Practice, 2018-2019 Edition, The Appraisal Foundation
% Uniform Standards of Professional Appraisal Practice, 2018-2019 Edition, The Appraisal Foundation

FAS 1.19-2763.00 6
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Factual Data
Identification of the Real Estate

Identification of the Real Estate

The first step in the appraisal process is the definition of the appraisal problem, which
includes the identification of the real estate to be appraised. There are several ways to identify a
property, including by reference (if the property is named), by address and by the identity of a
physical entity in a legal description.

The purpose of this section of the report is to identify the property only. A physical
description of the property to be appraised can be found later in this report beginning on page 26
of this report. The property that is the subject of this report may be commonly identified as
follows:

LoCation........ccovieviieciiecieecreeeeeee e Northwest of McQueen Road and State Route 202
Street AdAress .....ccocveverenereeeeeeieieneenn None Given

City, State, ZIP .....ccccoveevveireeeeereereere e Chandler, Arizona 85286

Assessor Parcel Number(s) .........cceeevvennennen. Portions of:

303-28-007D; 303-28-007E; 303-28-007S;
303-28-007Y; 303-28-032H

Legal Description6

A portion of the North half of the North half of the Southeast quarter of Section 3, Township 2 South, Range 5
East, Gila and Salt River Base and Meridian, Maricopa County, Arizona.

Figure 1 — Property Identification

® A copy of the complete legal description is found in the addenda to this report.

FAS 1.19-2763.00 FIRST APPRAISAL SERVICES 8



Factual Data
Ownership and Occupancy

Ownership and Occupancy

Ostensible Owner

According to public records, the State of Arizona, by and through its Department of
Transportation, holds title to the subject property as of the date of valuation.

Five Year Sales History

Investigation of the public records fails to reveal any arms-length transactions involving
the subject property within five years of the date of valuation. The current vesting of the subject
property is established by several Warranty Deeds and Final Order of Condemnation which date
back to 2000. The appraiser has not discovered any evidence indicating that the subject property
is currently offered for sale.

Occupancy

When analyzing the bundle of rights inherent to the subject property, tenancies of the
property must be examined. Tenancy is created when real estate ownership is divided into property
interests. This can result from co-ownership of real estate, or when the right to use and occupy a
property is conveyed through a lease. The occupancy of the property to be appraised as of the
effective date of this appraisal is as follows:

O Owner-occupied 4| Vacant Land
O Tenant-occupied O Unoccupied

FAS 1.19-2763.00 9



Regional Analysis

Location and Climate

Factual Data
Regional Analysis

The sunbelt state of Arizona is
among the fastest growing in the nation
with the majority of new residents moving
into the metropolitan Phoenix area.
Known informally as the “Valley of the
Sun”, this area covers only eight percent
of the state’s 113,909 square miles but
encompasses most of the urban core of
Maricopa County where 60 percent of
Arizona’s population lives. This large
population base exerts considerable
economic and political influence over the
balance of the state and contributes to
making metropolitan Phoenix the largest
trade center in the southwestern United
States.

Figure 2 — State Map

NEVADA

NEW MEXICO

Geographically, the Phoenix metropolitan area is in Maricopa County located near the
center of the state at an elevation of approximately 1,100 feet above sea level. Maricopa County
has low mountain ranges, desert valleys and man-made lakes, with 1,300 miles of canals
crisscrossing the county’s agricultural districts. Maricopa County contains a total land area of
9,222 square miles and a total water area of 98.4 square miles. The federal government owns or
controls 59% (including Indian controlled lands), the State of Arizona and local governments own
or control 11%, with the remaining 30% in private ownership. Phoenix is the Arizona state capitol

and Maricopa County seat of government.

Climate 1s one of the

Figure 3 — Phoenix Climate

most attractive features of the Avg. Avg. Avg. Record Record
. Month High Low Mean Precip High Low
State and the metropolitan
Ph ) th 1 Jan 67°F 45°F  54°F  0.83in. 88°F (1971)  16°F (1913)
ocnix area, with a year-long Feb 71°F 48°F  60°F  0.77in. 92°F (1986)  24°F (1933)
average of nearly 86 percent Mar 76°F 51°F  65°F 1.07 in. 100°F (1988)  25°F (1966)
: Apr 85°F 58°F  71°F  0.25in. 105°F (1992)  35°F (1922)
Supshln?. The average aPnual May 94°F 67°F  81°F  0.16in. 114°F (1910)  39°F (1899)
dally hlgh temperature 1S 87 Jun 104°F 75°F 90°F 0.09 in. 122°F (1990)  49°F (1908)
degrees, and the average annual Jul 104°F 81°F  95°F  0.991in. 121°F (1995)  63°F (1912)
. : Aug 105°F 80°F  95°F  0.94in. 116°F (2003)  58°F (1917)
low is 61 degrees Fahrenheit. Sep 99°F 75°F 87°F 0.75 in. 116°F (1950)  47°F (1965)
Much of southern Arizona Oct 88°F 63°F  75°F  0.79in. 107°F (1980)  34°F (1971)
. . . L Nov 75°F 50°F  63°F  0.73in. 96°F (1924)  27°F (1931)
including the Phoenix area, is Dec 70°F 44°F  56°F  0.92in. 87°F (1950)  22°F (1911)
considered to be arid with and Annual 87°F 61°F  74°F  8.29in.

annual precipitation of 8.29

www.weather.com

inches. The coldest months are December, January and February, while the hottest months are
June, July, August and September. Although generally moderate, the summer months can become

quite hot with temperatures often exceeding 110 degrees Fahrenheit.

FAS 1.19-2763.00
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Source of Water

In desert environments, a continuing and adequate supply of water is necessary to ensure
ongoing growth. The Salt River Valley is supplied with water from rain and melting snow in
Arizona's mountains. The Salt River Project has constructed dams along rivers to the north and
east of the Valley to collect and store this runoff water. These dams have historically provided
sufficient water for agriculture and residential use. In addition, development of effective reclaimed
wastewater projects has increased the Valley’s overall water supply. Another important source of
water for the Salt River Valley is the Central Arizona Project (CAP), which was formed to direct
Colorado River water into central Arizona. The CAP provides a vital source of water to
supplement the valley’s current supply.

Population

Based upon the 2000 Figure 4 — Historical Decennial Population Estimates’
decennial census performed by the Arizona Phoenix MSA
U.S. Bureau of Census, Arizona has a c .

K ensus Estimates
populatlon 5,130,632 persons. The 2010 6,392,017 4,200,427
population of Arizona increased by 2000 5,130,632 3,251,876
40.0% over the 3,665,339 estimate 1228 g’gfg’gig f'ggg’ggg
made ig the 1990 census. Only the 1970 1775.399 1039.807
population of Nevada grew at a faster 1960 1,302,161 726,183

rate than Arizona during this decade.
Arizona currently ranks as the 14" largest state. The 2017 Census population estimate for the State
of Arizona by the U.S. Census Bureau is 7,016,270.

The U.S. Bureau of Census defines the Phoenix-Mesa-Scottsdale Metropolitan Statistical
Area (MSA) as both Maricopa and Pinal counties in central Arizona. Approximately 91% of the
MSA’s population, however, is located in Maricopa County. Based upon U.S. Census Bureau
data, Maricopa County is the most populous of Arizona’s counties with a 2010 estimate of
3,817,117 persons and has grown by approximately 24.6% since 2000. Pinal County, which
together with Maricopa County comprises the Phoenix-Mesa-Scottsdale MSA, recorded the
greatest growth rate between 2000 and 2010 at 109.1%. The 2017 population estimate for
Maricopa and Pinal Counties is 4,649,287.

The greater metropolitan Phoenix area is comprised of the cities of Phoenix, Mesa,
Chandler, Glendale, Scottsdale, Gilbert, Tempe, Peoria, Surprise and numerous smaller
communities. While Phoenix is the state’s largest municipality with a 2017 estimated population
of 1,579,253 these other eight communities boast populations in excess of 100,000 each. The City
of Phoenix has also become the sixth largest city in the United States. The surrounding
municipalities of Apache Junction, Avondale, Buckeye, El Mirage, Fountain Hills, Goodyear,
Paradise Valley, and Queen Creek, each have a population of more than 10,000 persons. The cities
of Casa Grande, Coolidge, Eloy, Florence and Maricopa, all within Pinal County, also have a
population in excess of 10,000 persons.®

7 Source: U.S. Census Bureau, American FactFinder
8 Source: Arizona Department of Administration, Office of Employment and Population Statistics (https:/population.az.gov/population-
estimates)
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Figure 5 — Phoenix-Mesa-Glendale MSA Population Trend
Population - Phoenix-Mesa-Glendale MSA
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Population (July 1st estimates)
Phoenix-Mesa-Glendale MSA, Arizona, U.S. itk e 2 e L ik

Phoenix-Mesa-Glendale MSA 1/ 4,338,672 4,404,888 4,482,906 4,550,388 4,649,287 4,735,051
% Chg from Year Ago 1.52% 1.53% 1.77% 1.51% 2.17% 1.84%
Arizona 1/ 6,581,054 6,667,241 6,758,251 6,835,518 6,965,897 7,076,199
% Chg from Year Ago 1.27% 1.31% 1.37% 1.14% 1.91% 1.58%
United States 2/ 316,234,505 318,622,525 321,039,839 323,405,935 325,719,178
% Chg from Year Ago 0.71% 0.76% 0.76% 0.74% 0.72%

1/ July 1 estimates, Office of Employment and Population Statistics, Arizona Department of Administration
2/ Census

Published by
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Economic Trends

The historical principal industries in Arizona have been agriculture, mining, trade and
services. Through the years, there has been a shift in the State’s industrial structure, with
significant declines in mining and agriculture in relation to other sectors. Agriculture and mining
remain significant forces in the local economy of some parts of rural Arizona. Maricopa County
is the largest producer of crops and livestock in the State, although their shares of employment and
gross product are comparatively small. Biomedical research, and solar power generation and its
related industries, are relatively new to the area and could potentially have a more significant
impact on the metropolitan Phoenix area.

The state gross domestic product (GDP) is the sum of gross state product originating from
all industries in Arizona. This is a measurement of the State’s output, which was estimated to be
$161,792 million in 2000. The Arizona GDP, the counterpart to the national gross domestic
product, had been increasing prior to 2007. By 2008, the Arizona GDP had increased to $261,128
million, but decreased to $245,216 million in 2009. The Arizona GDP has been increasing since
20009 to its current level of $332,016 million in the second quarter of 2018, providing an indication
of an economic recovery.” According to the Bureau of Economic Analysis website,

Real gross domestic product (GDP) increased in all 50 states and the District of Columbia in the second
quarter of 2018, according to statistics released today by the U.S. Bureau of Economic Analysis. The percent
change in real GDP in the second quarter ranged from 6.0 percent in Texas to 2.5 percent in Delaware

Information services; real estate and rental and leasing; professional, scientific, and technical services; and
durable goods manufacturing were the leading contributors to the increase in real GDP nationally. Texas, the
fastest growing state, was led by growth in mining and durable goods manufacturing.

e Nationally, information services; real estate and rental and leasing; and professional, scientific, and
technical services increased 13.4 percent, 5.3 percent, and 9.3 percent, respectively (GDP by Industry
table 1). All three industries contributed to growth in every state and the District of Columbia.

e Durable goods manufacturing increased 7.3 percent. This industry was the leading contributor to growth
in Michigan and Missouri—the second and third fastest growing states.

e Mining increased 11.7 percent. In addition to Texas, this industry was the leading contributor to the
increases in Alaska, North Dakota, and Oklahoma.

e Agriculture, forestry, fishing, and hunting increased 8.5 percent rebounding from a decline in the first
quarter. This industry was the leading contributor to the increases in South Dakota, Montana, and
Minnesota.

° United States Department of Commerce, Bureau of Economic Analysis;
https://www.bea.gov/news/2018/gross-domestic-product-state-2nd-quarter-2018
https://www.bea.gov/system/files/2018-08/qgdpstate0718_0.xlsx

FAS 1.19-2763.00
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Labor Force and Employment
Figure 6 — Phoenix-Mesa-Glendale MSA Labor Force and Unemployment Rate
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Published by Economic and Business Research Center

The preliminary average monthly statewide total civilian labor force in December 2018
was estimated to be 3,446,500 persons with an average unemployment rate of 4.8%
monthly total civilian labor force was 2,437,324 for the Phoenix-Mesa-Scottsdale MSA, while the
average unemployment rate was 4.5%. Although the unemployment rate for the greater Phoenix
area has increased from the twenty-year record low of 2.7% in the late 1990’s, it has historically
been below that of both the state and national averages. The unemployment rates for both the State
and Phoenix-Mesa-Scottsdale Metropolitan Area have been generally increasing between mid-

42
0.0

2,411,848
3.94% §
2,318,546
410% §
93,302
0.03% §
39

-0.1

2,440,954 2,437,324
445% § 445% §
2,346,344 2,328,539
458% @ 3.95% @

94,610 108,785
200% § 16.42% §
39 45

-0.1 0.5

2007 and late 2010, there has been some downward movement since mid-2010.

19 University of Arizona, Economic and Business Research Center;
https://ebr.eller.arizona.edu/current-indicators/arizona-us;
https://ebr.eller.arizona.edu/current-indicators/phoenix-mesa-scottsdale-msa

0. The average

FAS 1.19-2763.00
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Income and Wages

The Bureau of Economic Analysis estimates the 2017 per capita personal income to be
$44,096 for the Phoenix-Mesa-Scottsdale metropolitan statistical area, up from $42,474 in 2016.
11

Figure 7 — Phoenix-Mesa-Glendale MSA Personal Income
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Figure 8 — Arizona Wages and Salaries

Wages and Salaries - Arizona and U.S. 2017 Q1 2017 Q2 2017 Q3 2017 Q4 2018 Q1 2018 Q2

Average Wage per Worker, EBRC 1/

Arizona 52,743.12 52,579.3 53,584.38 53,238.51 54,049.48 54,605.96
% Chg from Year Ago 3.75% 2.54% 3.69% 2.69% 2.48% 3.85%
United States 57,275.35 57,530.98 58,090.86 58,435.28 59,051.8 59,438.22
% Chg from Year Ago 2.60% 2.92% 3.26% 3.08% 3.10% 3.32%

Total Wages and Salaries by Place of Work (5000s, seasonally adjusted), Bureau of Economic Analysis

Arizona 144,973,376 145,487,340 149,321,184 149,783,936 153,347,837 155,275,760
% Chg from Year Ago 6.35% 5.15% 6.14% 5.78% 5.78% 6.73%
United States 8,318,844,000 8,389,800,000 8,500,900,000 8,582,272,000 8,704,649,000 8,799,710,000
% Chg from Year Ago 4.31% 4.63% 4.94% 4.62% 4.64% 4.89%

1/ Total wages and salaries by place of work (BEA) divided by total nonfarm employment (BLS).

Published by Economic and Business Research Center

! United States Department of Commerce, Bureau of Economic Analysis;
https://www.bea.gov/system/files/2018-11/lapil118msa_0.xIsx
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Retail Sales
Figure 9 — Aggregate Retail Sales
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Sales - Phoenix-Mesa-Glendale MSA Jul 2018 Aug 2018 Sep 2018 Oct 2018 Nov 2018
S millions (accrual), ADOR and EBRC 1/
Aggregate Retail 2/ 5,958.81 6,100.36 6,110.01 6,204.93
% Chg from Year Ago 11.97% 8.57% 6.07% 9.16%
Retail (less food and gasoline) 3,940.46 4,055.17 4,034.36 4,055.80 448175
Food 3/ 77473 777.74 780.80 783.90 787.06
Restaurants and Bars 776.75 784.60 849.11 895.49 903.13
Gasoline 4/ 466.87 482.85 44575 469.74 460.40
Gallons (000s), ADOT 154.03 166.61 155.69 160.65 158.00
Amusements 71.19 67.71 72.01 75.01 101.40
Hotel/Motel 106.50 102.39 138.45 198.42 179.86

1/ All data, with the exception of those footnoted below, are from Arizona Department of Revenue's "Transaction Privilege Tax Calculated Taxable Sales by
County and Class.”

2/ Aggregate retail sales is calculated by EBRC by summing retail sales less food (ADOR), resturant and bar sales (ADOR), gasoline sales (EBRC), and food sales
(EBRC).

3/ Food is not taxable in Arizona, EBRC uses forecasting models to estimate food sales in Arizona and the Phoenix and Tucson MSAs.
4/ EBRC calculates S value of gasoline sales using gallons sold (ADOT) multiplied by the AAA mid-month $/gal price for regular gasoline in Phoenix.

FAS 1.19-2763.00 16
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Forecast Data
Figure 10 — Phoenix-Mesa-Glendale MSA Forecast

Phoenix-Mesa-Glendale MSA

I — 2017 2018 2019 2020 2021 2022
Personal Income ($ mil) 208,273.6 221,5815 236,274.7 251,759.3 266,904.9 282,315.5
% Chg from Year Ago 5.83% 6.39% 6.63% 6.55% 6.02% 5.77%
Retail Sales (S mil) 71,068.7 75,909.6 80,079.5 84,0928 88,022.0 92,081.6
% Chg from Prior 5.5% 6.8% 5.5% 5.0% 4.7% 46%
Total Nonfarm Employment (000s) 2,034.1 2,102.6 2,168.7 2,2284 2,278.8 2,322.2
% Chg from Year Ago 2.8% 3.4% 3.1% 2.8% 2.2% 1.9%
Population (000s), July 1st estimates 46493 4,733.0 48171 4,903.7 4,9%0.7 5,077.8
% Chg from Year Ago 2.2% 1.8% 1.8% 1.8% 18% 1.7%
Residential Building Permits (units) 29,3120 32,806.1 33,719.2 34,3109 34,4470 34,4946
% Chg from Prior 2.6% 11.9% 2.8% 1.8% 0.4% 0.1%

Copyright 2017 The University of Arizona. All rights reserved.
Publishedby  Economic and Business Research Center.

George W. Hammond, Ph.D., EBR Director with the Eller College of Management at The
University of Arizona, reports!?

With accelerating gains, the Arizona economy is set to carry significant momentum into the new year. State
job growth hit 3.0% over the year in the third quarter, which was well above the national rate of 1.7% and
was the fastest pace in two years. Construction activity led growth, with strong increases in jobs, permits,
and prices. While most job gains were concentrated in Phoenix, Tucson generated rapid growth as well.
Overall, the state is firing on all cylinders.

The baseline forecast calls for the U.S., Arizona, Phoenix, and Tucson economies to accelerate in the near
term, driven in part by federal tax cuts and increased federal spending. However, as the stimulus wears off
growth is expected to slow. Recession risks are ever present, but are most likely to come to the fore in late
2019.

Rising interest rates contribute to slower gains in residential investment, but are not forecast to generate a
decline in housing starts. Indeed, the forecast calls for starts to rise from 1.27 million this year to 1.44 million
by 2022.

Most of the job growth is forecast to be in service-providing sectors, especially education and health services;
professional and business services; trade, transportation, and utilities; and leisure and hospitality. Those four
sectors alone are forecast to generate 68.9% of state job gains through 2020. However, all sectors add jobs
during the next two years, including financial activities; construction; government; manufacturing; other
services; information; and mining.

Housing permits are forecast to rise during the forecast, hitting 43,812 by 2020, as population gains more
than offset the impact of higher interest rates.

Rapid job gains this year will contribute to solid personal income growth of 5.5% in 2018, followed by
stronger gains in 2019-2020, of 6.4% and 6.3%, respectively. Income gains pick more steam as tightening
labor markets put upward pressure on wages.

Higher personal income translates into solid improvement in taxable retail sales during the forecast.

Rising jobs contribute to solid net migration inflows, which, when combined with positive natural increase,
generate population growth of 1.7% in 2018, followed by rates of 1.6% in 2019 and 2020.

Overall, Arizona is forecast to outpace the nation in all major macroeconomic indicators. However, gains
remain well below average rates posted before the Great Recession.

12 Excerpts from Arizona’s Economy, Arizona Hits the Accelerator, Winter 2019 Issue,
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Real Estate Market Sectors

Land Market
According to Colliers International in their land market Research & Forecast Report for

the first half of 2018,

Land sales in the first half of 2018 lagged the pace recorded during the final six months of last year. Despite
the slowdown, land sales in Greater Phoenix are ahead of the pace from the first half of 2017. Prices for
land parcels inched lower despite continued strengthening in the local housing and commercial real estate
markets.

Permitting for single-family units continued to surge, while multifamily permitting has leveled off a bit.
This year, single-family permitting is forecast to reach its highest annual total since 2007.

Following an increase of more than 30 percent in 2017, land sales slowed by approximately 25 percent
from the second half of last year to the first half of 2018.

Sales prices for land parcels fell during the first half of this year, with the median price reaching $3.59 per
square foot, down from a median price of $4.19 per square foot in 2017

Outlook: Sales of land parcels in Greater Phoenix slowed during the first half of this year, following a
strong close to 2017. This decline in activity occurred even as both the housing and commercial real estate
markets continued to improve. Sales velocity is forecast to pick up in the second half of 2018, although
there are a few potential threats that may limit activity. The first is the prospect of rising interest rates,
which could slow the pace of economic growth and provide a drag on housing in the form of higher
mortgage costs. The second is rising construction costs, which are eating away at profits for homebuilders
and making it more difficult for new projects to pencil. Finally, there is the pace of new home price
appreciation, which is lagging the rate of gains for existing home sales. An acceleration in new home sales
prices would likely support greater activity in the sale of land for residential uses.

Single Family Housing Sector
Figure 11 — ARMLS Marketwatch Report, Q4-2018 Overview

Median Sales Price | Average Sales Price Days on Market Closed Sales

Q4-2018 1-Yr Chg Q4-2018 1-Yr Chg Q4-2018 1-Yr Chg Q4-2018 1-Yr Chg Q4-2018 1-Yr Chg
Maricopa $271,000 A +63% $338,227 AN +7.2% 98.3% A +0.1% 44 ¥ -22% 17904 ¥ -62%

Pinal $212,000 A +102% $224489 AN +81% 98.4%  +02% 47 ¥ -107% 1,950 ¥ -83%

Multifamily Housing Sector

Elevated demand for apartments has consistently mitigated supply-driven pressure on
vacancies since the construction boom kicked off in 2013. But more units are being absorbed than
built by a considerable margin in the past several quarters, compressing Phoenix's vacancy rate to
an all-time low.

A tight apartment market has contributed to accelerating rent growth. Thanks in part to a
strong job market and low rents, Phoenix also has the rare distinction of a metro that can sustain
robust rent gains while absorbing an inundation of new supply. The Valley's annual rent growth
has consistently ranked among the best in the nation in the past several quarters.

FAS 1.19-2763.00
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Investors are more bullish than ever on Phoenix's multifamily fundamentals. The market
garnered more $6 billion in sales volume in 2018, a record high, and roughly 14% of inventory
traded hands. Pricing skyrocketed into uncharted territory and contributed to the compression of
cap rates below 6% for the first time in the past decade.

Phoenix’s strong in-migration and employment growth, key drivers of apartment demand
at the top of the market, will need to sustain momentum to keep the apartment market stable in the
near term. Fundamentals will face increasing supply-side pressure as more projects come on line
— deliveries are expected to reach a cyclical high in 2019.1?

Industrial Sector

The Phoenix Industrial market ended fourth quarter 2018 with a vacancy rate of 7.1%. The
vacancy rate remained unchanged over the previous quarter, with net absorption totaling 2,661,210
square feet in fourth quarter. Vacant sublease space decreased in the quarter, ending the quarter at
621,923 square feet. Rental rates ended at $7.38, an increase over third quarter. A total of 10
buildings totaling 3,088,743 square feet delivered to the market whereas 5,642,193 square feet
remained under construction at the end of the quarter.'*

Office Sector

The Phoenix Office market ended the fourth quarter 2018 with a vacancy rate of 12.6%.
The vacancy rate was up over the previous quarter, with net absorption totaling -89,409 square
feet in the fourth quarter. Vacant sublease space increased in the quarter, ending the quarter at
1,437,985 square feet. Rental rates ended the fourth quarter at $25.61, an increase over the previous
quarter. A total of nine buildings delivered to the market in the quarter totaling 384,547 square
feet, with 3,496,286 square feet still under construction at the end of the quarter.'>

Retail Sector

The Phoenix retail market did not experience much change in market conditions in the
fourth quarter 2018. The vacancy rate remained at 6.9% in the current quarter. Net absorption was
267,463 square feet, and vacant sublease space decreased by 64,497 square feet. Quoted rental
rates increased from third quarter 2018 levels, ending at $15.86 per square foot per year. A total
of 28 retail buildings with 404,731 square feet of retail space were delivered to the market in the
quarter, with 706,687 square feet still under construction at the end of the quarter.'

13 Source: CoStar Analytics, Multi-Family Market Report

4 Source: The CoStar Industrial Report, Year-End 2018, Phoenix Industrial Market
15 Source: The CoStar Industrial Report, Year-End 2018, Phoenix Industrial Market
16 Source: The CoStar Retail Report, Year-End 2018, Phoenix Retail Market
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Neighborhood Analysis
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Neighborhood Analysis

The subject property is located northwest of McQueen Road and State Route 202 in the
southeast portion of the metropolitan Phoenix area. Situated approximately 18 miles southeast of
the downtown central business district of the City of Phoenix, the location of the subject property
is graphically illustrated on the map in Figure 12.

Figure 12 — Location Map

© Arizona State Land Department Parcel Viewer
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The subject neighborhood is generally bounded by the Warner Road to the north, the
Santan Freeway (State Route 202) to the south, Dobson Road to the west, and Gilbert Road to the
east. This area covers approximately 17 square miles within the boundaries of the City of Chandler
and Town of Gilbert. The boundaries of the subject neighborhood, which represents a portion of
the market area, encompass an area considered influential on the property to be appraised, given
the types, visibility, accessibility, utility and overall consistency and similarity of uses.

FAS 1.19-2763.00
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Regional Freeway System

Figure 13 — Regional Freeway System Map
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The subject neighborhood is located in the southeast region of the metropolitan Phoenix area and
has excellent access to the regional freeway system. The Santan Freeway forms the southern
boundary and the Price Freeway (State Route 101) is located just one mile west of the western
boundary of the neighborhood. Access to the freeways is generally possible at each of the arterial
roadways. The Santan Freeway has a freeway-to-freeway interchange at the Price Freeway near the
southwest corner of the neighborhood. Interstate 10 is also located in the area, approximately five
miles to the west, and the Superstition Freeway (US Highway 60) is located about three miles to the

north.
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The network of principal and secondary streets throughout the metropolitan Phoenix area
is well developed and provides the neighborhood convenient access. The primary arterial
roadways across the subject neighborhood are based on a grid system, with major arterial roadways
placed on one-mile intervals. These major roadways are generally paved multiple lane
thoroughfares with traffic control signals as they intersect each other.

The primary east/west arterial roadways through the subject neighborhood are Warner
Road, Ray Road, Chandler Boulevard, and Pecos Road. The primary north/south arterial roadways
are Dobson Road, Alma School Road, Arizona Avenue (State Route 87), McQueen Road, Cooper
Road, and Gilbert Road. The arterial roadways are generally paved with asphalt and carry multiple
lanes of traffic.

Railway

Freight rail service is found in the metropolitan area with railroads operated by Union
Pacific Railroad and BNSF Railway. The Union Pacific Railroad crosses the area approximately
one-quarter mile ea