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CPRAIBERS

AXIA File No. 13302-091
Tuly 15, 2009

Mr. Steve Liefschultz

Equity Bank ‘
5900 Green Oak Drive, Suite 10
Minnetonka, MN 55343

RE: Appraisal prepared in a Summary Format of a 52-lot portion of a larger 61-lot

" subdivision known as Copper Hill Estates, and an adjacent 113.89-acre parcel of

vacant land, located north of Sun Space Ranch Road, east of State Highway 77,
Oracle, Pinal County, Arizona, 85623. ‘

Dear Mr. Liefschultz:

In accordance with your request, we have performed a Summary Appraisal Report of the property
described above. All information pertinent to the value conclusions contained herein is presented
in a summary report format. This summary report does not contain all of the information that
would normally be found in a Self-Contained Report. The summary appraisal is limited to

' statements of facts and conclusions, with most of the background information for the analysis
retained in our files for future reference. It is our understanding that this summary format is
sufficient for your present needs, and it was prepared in accordance with the Uniform Standards
of Professional Appraisal Practice of the Appraisal Foundation (USPAP), specifically pertaining
to Summary Appraisal Reports, Title XI of the Financial Institutions Reform, Recovery and
Enforcement Act of 1989 (FIRREA), and the appraisal reporting guidelines of Equity Bank. This
summary report is considered sufficient such that the client and intended users of the report
should understand it, and that they should deem the data, analysis and conclusions contained
herein to be credible. Any additional information, if necessary, is contained within the file and is
available to the client.

The purpose of this appraisal report is to develop an opinion of the “as is” bulk market value of
the subject property in its present condition as 52 finished lots within a larger 61-lot residential
subdivision known as Copper Hill Estates, and an adjacent 113.89-acre parcel of vacant land.
The intended use of this appraisal report is to develop an opinion of value for mortgage lending
purposes. The date of value opinion is June 22, 2009, the date of inspection of the subject
property. The subject property's ownership and legal description are set forth in the following
report.
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" The Scope of Work for this report includes completing an appraisal inspection of the subject,
analyzing the Oracle and Pinal County market for trends that impact real estate values, and
searching the local market for comparable data. The subject is presently S1 finished lots within a
larger 61-lot residential subdivision, and an adjacent 113.89 parcel of vacant land. We have
evaluated the fee simple interest of the property. For this analysis, the Cost Approach and
Discounted Cash Flow Analysis have been utilized to value the 51-lot portion of the subject “as
is” on a “bulk” basis; the Sales Comparison Approach was utilized to value the 113.89-acre
parcel of vacant land. These approaches are considered sufficient to result in credlble appraisal
results. Additional detalls on scope of work are in the body of the report.

The intended user of this report is Equity Bank for the above-stated purpose and intended use.
This report is not intended to be used, transferred or relied upon by any person other than the
client. AXIA Real Estate Appraisers and the appraisers signing this report assume no
responsibility to any party, other than the client, who uses or relies upon any information in this
report.

Based upon the data and discussions contained within the following report; our opinion of the fee
simple market value of the subject property is as follows:

OPINION OF THE “AS IS” BULK MARKET VALUE
OF THE 52-L.OT PORTION OF THE SUBJECT PROPERTY,
AS OF JUNE 22, 2009 ..ccoviinnscrserssnsenssssesssssonssssonsassssssssssasssssassissssssssssonssmssssassassmssassssssssssasnss $3,300,000

OPINION OF THE “AS IS” MARKET VALUE
OF THE 113.89-ACRE PORTION OF THE SUBJECT PROPERTY,
AS OF JUNE 22, 2009 ...c.eveieceerecnncnsssessaessosassstsosssasssssssasssssssassssssaasons cereneenesirsaenasnrires eeveneanes $1,820,000

 The exposure time, as premised upon the prior value conclusions, is estimated to be less than 12
months. : '

OPINION OF THE AGGREGATE RETAIL PRICE ‘ ‘
Or THE 52 FINISHED SUBJECTLOTS ........ reneissnesessssassuessassnassasennansrrsasbasansisnrbenaras asarasionirare $6,246,000

The aggregate retail value of the subject lots is the total sum of the opinion of retail value of the 52
individual finished lots, but does not represent a bulk market value.

It is a Hypothetical Condition of this report that all delinquent taxes will be brought current, and
‘no deduction for delinquent taxes were considered in this report. According to a representative
of the Pinal County Treasurer’s Office, there are delinquent taxes on each of the subject lots and
parcels for 2007 and 2008 taxes. Delinquent taxes total $35,252.99 through July 31, 2009. The
Treasurer’s office indicated there is a leinholder for these lots and parcels as of February 26,
2009.
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Your attention is invited to the data and discussions contained in this report and to the exhibits,
which are pertinent. ‘ :

We hereby certify that James S. Bradley, MAI, and Thomas W. Kral have inspected the subject
property; that the fee was not contingent upon the opinions of value contained herein; and that
we have no interest, present or prospective, in the property appraised. Furthermore, we certify
that to the best of our knowledge and belief, all statements and opinions contained in this report
are correct, subject to the assumptions, limiting conditions, the special assumptions (if any) of

. this report, and certification that are made a part of this report. ‘ ‘

Respéctfully submitted,

77

RADLEY, MAI THOMAS W. KRAL

JAMES
President 4/AXIA Real Estate Appraisers Certified General Real Estate Appraiser,
Certified General Real Estate Appraiser, = - .- “Arizona Certificate #30960

Arizona Certificate #30432
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SUMMARY

As discussed earlier, this document is written as a Summary Report that does not contain all of
the information that would normally be found in a Self-Contained report. It is limited to
statements of facts and conclusions, with most of the background information for the analysis
retained in our files for future reference. It is our understanding that this Summary format is
sufficient for your present needs, and it was prepared in accordance with the Uniform Standards
of Professional Appraisal Practice of the Appraisal Foundation (USPAP) as adopted by the
Appraisal Institute, specifically pertaining to Summary Appraisal Reports. This Summary report
is considered to contain sufficient detail that the client and intended users of the report should
understand it, and that they should deem the data, analysis and conclusions contained herein to be
credible. Any additional information, if necessary, is contained within the file and is available to
the client. Here follows a summary of our analysis.

Purpose: Develop an opinion of the “as is” bulk market value of the subject
property as 52 finished lots within a larger 61-lot residential
subdivision known as Copper Hill Estates, and an adjacent 113.89-
acre parcel of vacant land. We have evaluated the fee simple
interest in the subject property.

Intended Use: Mortgage lending purposes.
Date of Value: The date of value is June 22, 2009, the date of inspection of the
subject property.

Market Value Definition: Accompanies this letter (see the Addenda).
Interest Appraised: Fee Simple.

Scope of the Appraisal: This is a Summary Appraisal Report. The scope of the appraisal
includes inspection of the subject property and the neighborhood as
well as review of development information specific to subject
property, including any available site plans, engineering, cost
estimates and option/sales agreement. General market and
regulatory information is accessed from government publications
and websites as well as econometrics publications. Market
information is also obtained through conversations with brokers,
appraisers, developers and merchant homebuilders active locally.
This information is used to develop two of the three primary
approaches to value (Cost and Income Approaches) to value the 52
finished lots, resulting in corresponding indications of value, which
are reconciled into an opinion of value for the subject property in
its present “as is” condition as 52 lots within a larger 61-lot
residential subdivision known as Copper Hill Estates. The Sales
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Ownership:

Legal Description:

Census Tract:

13302091

Comparison Approach is utilized to develop an opinion of value of
the adjacent 113.89-acre parcel of vacant land. This methodology
is sufficient to develop credible assignment results.

According to Pinal County Assessor’s records, ownership of the
subject is recorded in the name of Bankfirst as recorded as a
Special Warranty Deed in Document 101715 dated September 7,
2007. This recordation represents Bankfirst as the leinholder of
the subject property, as the original owners, Copper Hill Estates,
LLC, defaulted on an outstanding loan. Prior to this recordation,
ownership of the subject was vested in the name of Tucson Copper
Hill Estates LLC according to Document 128840 dated September
27, 2005, in which the subject land was purchased for $4,800,000.
Subsequently, a portion was developed as a 61-lot subdivision site
which was finished as of September 7, 2006 when the subdivision
public report was issued. From this date up until September 7,
2007 nine lots were sold prior to the developer declaring
bankruptcy, effecting an absorption rate of 0.75 lot per month or
two lots every 3 months. Sale prices of these lots ranged from
$259,900 to $299,900 for lots ranging in size from 1.25 to 3.05
acres. According to the client, Equity Bank intends to acquire as a
purchase from Bankfirst, the remaining 52 finished lots and 3
adjacent parcels of land totaling 113.89 acres for $2,100,000, A
copy of the Preliminary Title Report pertaining to this proposed
transaction is included in the addenda of this report.

According to the Pinal County Assessor, as recorded as a map in
Cabinet F, Slide 63, and Fee #2005-105510 of the Records Pinal
County, Arizona, the subject is legally described as follows:

Copper Hill Estates, Lots 1-21, 24-26, 28-34, 37, 38, 40, 41, 43,
45-53, and 55-61.

A long metes-and-bounds legal description of the 113.89-acre
vacant land portion of the subject is included in the Preliminary
Title Report included in the addenda of this report. Generally, this
portion of the subject is described as follows:

A 113.89 Acre portion in the South Half of Section 5, Township 10
South, Range 15 East, G&SRB&M, Pinal County, Arizona.

6.01
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ARIZONA AND PINAL COUNTY OVERVIEW

The purpose of this section of the report is to identify and analyze the social, economic,
governmental, and environmental forces that can influence property values in the vicinity of the
subject. The primary area of influence is the neighborhood, defined as a group of complimentary
land uses; a residential neighborhood may contain residential uses along with ancillary
commercial uses that provide services for the residents. A district, on the other hand, has one
predominate land use such as apartments, commercial, industrial, or agricultural.

ARIZONA

Arizona is in the southwestern area of the United States within the Sunbelt Region and ranks
sixth in the nation in terms of size with 113,417 square miles. The state can be divided into three
geographical areas, each with its own distinct topography and climate. The northeastern portion
of the state is a high plateau, which tends to be cool and dry. Most of this area is within the
boundaries of the Navajo Nation, the largest Native American reservation in the United States.
The mountainous region, extending diagonally across the state from northwest to southeast,
offers cool summertime temperatures and winter sports opportunities, attracting visitors to this
area year round. The remaining half of the state, south and west of the mountainous region,
consists of desert valleys divided by low desert mountain ranges and is home to most of the
state's population; about 80 percent of the state population resides in the Tucson and Phoenix
metropolitan areas.

Between 1980 and 1990, Arizona was the third fastest growing state, with a population increase
of almost 35 percent. According to the 2000 census, approximately 5,130,000 people resided in
the State, up from 3,665,000 in 1990, reflecting an increase of about 40 percent, or a 4.0 percent
annual rate. Estimates by the Arizona Department of Economic Security indicate continued
population growth with a 2008 population of over 6.6 million, or 3.8 percent annually.

The state also ranked third in job growth for the same period with a gain of 47 percent, twice the
national average. Employment is fairly diversified with professional and business services
accounting for 14 percent of total non-farm employment, followed by government with 13
percent, retail with 12 percent, health care with 10 percent, construction with 8 percent, and
manufacturing with 6 percent. During 2008, job growth in the State and in Tucson was greatly
reduced, with a rise in unemployment throughout much of 2008 that is expected to persist
throughout much of 2009.

PINAL COUNTY

Pinal County, encompassing an area of 5,374 square miles, is in the south central region of
Arizona. It is situated between the two largest population bases in the state: Phoenix to the north
and Tucson to the south. The eastern portion of the County is generally characterized by
mountainous topography and copper mines while the western portion is primarily low desert
valleys and irrigated agriculture. The state accounts for 35 percent of the land ownership in the
county, followed by privately owned land (22%), Indian reservations (23%), and the U.S. Forest
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Service/Bureau of Land Management (14%). The county has begun to expand its economy from
agriculture and mining to manufacturing, trade, and services.

Pinal County includes eleven incorporated communities including Casa Grande with a 2007
population of 42,422, Apache Junction (37,529), Maricopa City (32,157), Florence (21,913),
Eloy (13,953), and Coolidge (11,721). About one-half of the population lives in unincorporated
areas of the county.

Employment

The average unemployment rate for the county, excluding Native American reservations, was
4.8% in May, 2008, up from 3.7% the previous year. This is slightly higher than the statewide
average of 3.9% during the same period. Unemployment rates in the towns and cities along the I-
10 corridor are generally above the county average. Government is the largest employment
category for the county, followed by trade and transportation, then education and health services,
leisure and hospitality professional services, and mining and construction.

Population

The Pinal County population for 2008, as shown on tabulation below, indicates higher growth
than Maricopa and Pima Counties, which have the largest two population counts in the State.
County growth stems from retirees as well as from Phoenix area housing overflowing along the
Interstate 10 corridor.

Population Estimates

1990 2000 Chg 2008 Chg 2020 Chg
Arizona 3,665,339 § 5,130,632 4.0%} 6,629,455 4.9%| 8,779,567 | 2.3%
Pinal County 116,397 179,727 5.4%) 350,558 | 15.8%] 609,720 | 5.3%
Maricopa County | 3,072,149 | 2,122,101 | -3.1%} 3,987,942 | 14.7%} 5,276,074 | 2.3%
Pima County 666,957 843,746 2.7%) 1,014,023 3.4%) 1,271,912 | 1.8%

Source. Department of Economic Security
Population projections for the Cities of Casa Grande, Maricopa, and Eloy are indicated below.
These projections were obtained from a demographic study prepared by Central Arizona College

in 2004 and are based on information obtained from the U.S. Bureau of the Census.

Population Projections

Community 2005 2010 Chg 2015 Chg 2020 Chg
Casa Grande 55,084 § 73,3981 33%| 94,515 29%] 120,175 27%
Maricopa 23,737} 55,889 | 135%} 92,911 66%| 140,498 51%
Eloy 17,776 § 20,035 13%! 24,835 24%) 33,204 | 34%
Pinal County | 244,556 | 374,150 | 53%} 547,172 | 46%] 768,815 41%
Source: Central Arizona College, Applied Economics
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Western Pinal County is rapidly transitioning from agricultural based communities to moderately
dense, residential developments with its expansion as a bedroom community to the Phoenix area.
This phenomenon begun in Maricopa and continued south to Casa Grande and has recently
begun in Eloy.
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ORACLE/NEIGHBORHOOD

Oracle is an unincorporated community in the southeastern portion of Pinal County. The mining
communities of San Manuel and Mammoth are about ten miles east of Oracle and the community
of Catalina is about 20 miles southwest. The Tucson metropolitan area is about 40 miles south.
The surrounding area generally consists of rural home sites and small ranches. The Coronado
National Forest, along the northern portion of the Santa Catalina Mountains, borders the area to
the south.

The 2003 population of Oracle (most recent data) was reported to be 3,988 in the Community
Profile of Oracle published by the Arizona Department of Commerce. This reflects an increase of
11.9% since 2000 when the population was reported to be 3,563. The population grew by 17.1%
between 1990 and 2000. Even with the closure of the Magma Copper Mine in 1999, when
economic conditions were in doubt, population growth has continued.

Oracle includes a small commercial area along American Avenue, the primary arterial for the
area, although retail and other services are limited. The Magma Copper Mine in San Manuel
previously provided the largest impact on the economy, but with the closing of the mine the
largest economic activities are trade and services with manufacturing overtaking mining in
importance. In addition, since the mine has closed, Oracle has become an artist community as the
area is scenic and real estate is reasonably priced.

Within the tri-community area of Oracle, Mammoth, and San Manuel are a full range of
community facilities, including libraries, parks, swimming pools, ball fields, schools (elementary
through high school), one bank, health care, and one motel. Fire protection is provided by a
volunteer fire department and police protection is provided by the Pinal County Sheriff. The most
recent commercial developments in the Oracle community include the Family Dollar and Dollar
General Stores, both of which are located along American Avenue.

New development in the area is mostly occurring to the south along Oracle Road, closer to the
community of Catalina. The community of Catalina to the south reflects an older, bedroom
community to the City of Tucson. Founded in 1950, this community has historically reflected
low-density residential development, with limited supportive commercial uses. Over the past ten
years this area has seen a couple of larger residential projects including Eagle Crest and Black
Horse Ranch. Both of these projects contain typical housing developments and have been very
successful. In addition, Saddlebrooke has been developed. Saddlebrooke reflects one of the
largest retirement communities in Southern Arizona. Given the success of Saddlebrooke, Robson
Communities, its developer, purchased the Falcon Valley Ranch (north of the intersection of
Highway 77 and 79). Named Saddlebrooke Ranch this retirement project began selling homes in
December, 2008.
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In addition, the Biosphere II site of 1,659 acres which includes the 3.1-acre terrarium, sold on
June 4, 2007 for $50,000,000. The site has also been approved by Pinal County for 1,550
residential units and a 200-room resort. However, construction is not expected to begin until late
2009, and may be postponed further due to the economic downturn. The Biosphere II will
remain as a research facility that is leased to the University of Arizona in the meantime.

As the area has developed, supportive commercial uses are occurring. In 2006 a new
neighborhood shopping center opened in Catalina. This project is anchored by a Basha’s Grocery
Store and has numerous in line retail tenants.

Overall, the area is a well-established rural area with large tracts of land remaining in
surrounding areas for future development. The area is in a growth stage of its life cycle. Future
growth of both residential and commercial properties in the neighborhood can be expected
although growth will be slower in the short-term as the economic downturn and housing slump
continues.
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SITE DESCRIPTION:

The subject represents a 52 finished lot portion within a larger 61-lot residential subdivision
known as Copper Hill Estates, and an adjacent 113.86-acre parcel of vacant land, which may be
developed in the future as another phase of Copper Hill Estates, or developed independently.
The following data and discussions will provide detailed information pertaining to the subject’s
site. For visual representation, please refer to the exhibits as well as property photographs
contained within the Addenda of this report.

SITE SIZE:

The subject portion containing 52 finished lots contains about
75.36 net acres of land area, exclusive of roadways and common
areas.

According to dimensions abstracted from the final plat map for
Copper Hill Estates, the individual acreage sizes of the 52 lots
representing the subject subdivision are tabulated as follows:

LOT IDENTIFICATION
COPPER HILL ESTATES
LOTS 1-21, 24-26, 28-34, 37, 38, 40, 41, 43, 45-53, AND 55-61
Lot Size Lot Size Lot Size
Lot # (Acres) Lot# (Acres) Lot # (Acres)
1 1.34 19 1.28 43 1.29
2 1.26 20 1.26 45 1.66
3 1.27 21 1.29 46 1.53
4 1.26 24 1.25 47 2.06
5 1.31 25 1.25 48 1.28
6 1.26 26 1.25 49 222
7 1.25 28 1.21 50 1.79
8 1.29 29 1.32 51 270
9 1.31 30 1.27 52 2.99
10 1.30 31 1.61 53 222
1 1.33 32 1.63 55 1.64
12 1.28 33 1.47 56 1.75
13 1.28 34 1.26 57 1.26
14 1.28 37 1.26 58 1.27
15 1.29 38 1.25 59 1.34
16 1.41 40 1.31 60 1.26
17 1.31 41 1.28 61 1.31
18 1.31 SUBTOTAL 2245 Acres SUBTOTAL 2957  Acres
SUBTOTAL 23.34  Acres
TOTAL 75.36  Acres
AVERAGE 145  Acres

13302091

As can be seen above, the subject lots range in individual size from
1.21 to 2.99 acres, and average about 1.45 acres, with a total of
75.36 net acres encompassing all of the subject lots.
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Topography:

Flood Zone:

Environmental:

Frontage/Access/Visibility:

Easements:
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The subject property is generally level to rolling and at various
grades with surrounding asphalt paved roadways.

According to the FIRM Flood Insurance Map, Community Panel,
#04021C2500E effective date December 4, 2007, the subject site is
located within Zone X, an area outside of the 100-year flood plain
area. Most of the subject lots are in hilly or high-level terrain and
no flood-prone features aside from some small riparian washes
were noted on the date of inspection.

We were not provided with a Phase I environmental report, and upon
physical inspection of the subject site, no obvious or apparent
adverse environmental concerns of geophysical nature were noted.
However, the appraisers are not qualified to detect and analyze
potential environmental hazards, and if the potential for any
environmental conditions are a concern, the client is urged to seek
competent advice in this matter.

As shown on the accompanying plat maps, the 52 lot portion of the
subject property is situated as finished lots located along two asphalt-
paved roadways, Madison Road and Charles Road which run east
and mnorth, respectively, around the “L” shaped subdivision. Both
roadways end in cul-de-sacs and one additional cul-de-sac road,
Lauren Place, provides access to subject lots 3-7. The subject
subdivision is accessed from an electronic iron entrance gate at
Madison Road on the southwest side of the subdivision. Madison
Road then intersects Sun Space Ranch Road one quarter mile to the
southwest, also a paved two-lane roadway. Sun Space Ranch Road
intersects State Highway 77 about 1.5 miles to the northwest, and
Biosphere 2 about 0.5 mile to the southeast. Access to the 113.86
adjacent east of the finished lot portion would be via an extension of
Madison Road.

From the junction of State Highway 77 and Sun Space Ranch Road,
the town of Oracle is less than 3 miles to the northeast. South from
this junction is Saddlebrooke retirement community about 7 miles
south, about 8 miles south is the town of Catalina, Rancho Vistoso
and Oro Valley are about 10 miles south. Therefore, the subject lots
have good linkages to employment and shopping.

According to the final plat map for the subject project, there are
several access, construction and utility easements encumbering the
subject site. These easements are considered to be typical of
subdivision sites and are not considered to adversely impact the
utility of the subject site.
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Zoning:

Utilities:

Views:

Adjacent Land Uses:

North:

West:

East:

South:

Tax Information:

13302091

According to the Pinal County Zoning Ordinance, the subject
property is zoned GR (General Rural). This is a primarily a
residential zoning, with certain agricultural and civic uses also
permitted. The GR zoning has a minimum site area of 54,450 square
feet (1.25 acres) and a maximum building site coverage of 33%, with
building heights restricted to 20 feet. As the subject subdivision
portion is a final plat approved by Pinal County, and nearly each lot
exceeds 1.25 acres in size, the subject site appears to be in
conformance with the GR zoning .

According to the State of Arizona Department of Real Estate
Subdivision Public Report for Copper Hill Estates, Registration No.
DMO06-052372, effective September 7, 2006, utilities consisting of
electricity, telephone, natural gas, and water, are to each lot. There is
no sewer in the area and sewage disposal would be by individual
private septic systems.

There are good views of the Santa Catalina Mountains as the subject
is in the western foothills of this mountain range, providing good
close-in mountain views. From some of the ridge top lots can also
be seen the Tortolita and Tucson Mountains to the west, as well as
Catalina and Oro Valley.

Vacant land.

Low density residences and vacant land.

Biosphere 2 research facility and tourism attraction.

A small sand a gravel excavation site known as the Little Hills Mine.

The 52 finished subject lots are presently taxed as 52 tax codes
pertaining to each lot. The separate tax code numbers for the
subject lots begin with tax code 305-39-101 pertaining to lot 1 and
ends with 305-39-161 pertaining to Lot 61. The specific end
numbers apply to each subject lot and each lot is taxed as finished.
The 2008 Full Cash Value of each subject lot is $205,000 and the
Taxable Value is $99,339. The 2008 tax per lot is $234.52 per lot,
or a total of $12,195.04 for all 52 lots.

According to a representative of the Pinal County Treasurer's
Office, there are delinquent taxes on each of the subject lots for
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SUMMARY:

13302-091

2007 and 2008 taxes. Delinquent taxes for each lot presently
amount to $562.25 with interest accrued through July 31, 2009.
Therefore total delinquent taxes for all 52 lots are $29,237.

The 113.89 vacant land portion of the subject is delineated as three
separate tax parcels as follows:

SUBJECT TAXES, VACANT LAND PORTION
2008 2008 2007-08
Tax Code# Acres FCV Taxes Delinquent
305-39-003D 36.16 $57,856 $767.50 $1,954.44
305-39-003E 36.85 $58,960 $782.18 $1,991.34
218-44-022D 40.88 $61,320 $813.46  $2,070.21
TOTALS 113.89 $178,136 $2,363.14 $6,015.99

As can be seen above, there are delinquent taxes for this portion, as
well as each of the 52 finished subject lots. Combining the
delinquent taxes for all 52 lots of $29,237 and $6,015.99 for the
113.89 acres, equals total delinquent taxes of $35,252.99.
According to a representative of the Pinal County Treasurer’s
office, there is a lien-holder for the 52 subject lots and 3 parcels of
land as of February 26, 2009.

It is a Hypothetical Condition of this report that all delinquent
taxes will be brought current, and no deduction for delinquent
taxes were considered in this report.

The subject property consists of 52 finished lots within a larger 61-
lot residential subdivision, and an adjacent 113.89 acres of vacant
land. There appear to be no known adverse factors that would
prevent the subject from being put to its highest and best use.
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HIGHEST AND BEST USE

Highest and Best Use is the basic premise of value and, as such, reflects an appraiser's opinion
based upon an analysis of prevailing market occurrences. Highest and Best Use is defined as:

The reasonably probable and legal use of vacant land or an improved property that
is physically possible, appropriately supported, and financially feasible, and that
results in the highest value.!

The purpose of estimating the Highest and Best Use of the subject site is to identify the uses that
cause the site to have value. The use of the subject site found to be physically possible,
appropriately supported, financially feasible, and that results in the highest present land value is
considered to be the Highest and Best Use.

In estimating the Highest and Best Use of land there are essentially four stages of analysis:

1) Legally permissible use - the uses of the subject that are permitted by zoning,
existing leases and/or deed restrictions;

2) Physically possible use - the uses of the subject that are physically possible;

3) Financially feasible use - the uses of the subject which are possible and
permissible which will produce a net return to the owner of the subject; and

4) Maximally productive use - the use of the subject site among the feasible uses
that produces the highest net return to the subject. The use is essentially the
highest and best use of the subject.

The previous stages of Highest and Best Use analysis have been applied to the subject site.

Legally Permissible

The subject property represents 52 finished lots within a larger 61-lot finished residential
subdivision known as Copper Hill Estates, and an additional 113.89 acres of vacant land adjacent
cast of the finished lots. The subject is presently zoned GR (General Rural) Pinal County, which
will accommodate residential development in conformance with the GR zoning, the final plat,
and consistent with the overall residential character and current demand in the immediate area.

Physically Possible

The next constraint imposed upon the possible uses of the subject parcel is predicated by the
physical characteristics of the site itself (i.c. size, shape, topography, etc.). The subject property
contains 52 finished lots each containing an average of 1.45 acres, which will accommodate most
residential improvements. The general area is comprised primarily of vacant land, existing low-
density residences, a gravel excavating operation, and Biosphere 2 which is an internationally
renowned research facility and tourist attraction.  All utilities except connected sewer are
presently to each of the subject lots. Sewage would be by private septic systems installed on

1 The Appraisal of Real Estate, 13th Edition
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each lot. Because most of the finished subject lots and the adjacent 113.89 acres of land are of
rolling topography and include sloping and ridgeline area, development would be limited to low
density because areas where improvements could be built are more limited than if this entire area
were of flat topography.

Overall, there appear to be no other significant physical features that would prevent the subject
lots from being put to any of those uses deemed to be legally permissible, namely, low density
residential uses in conformance with the above legally permissible use as platted residential lots.

Financially Feasible/Maximally Productive

The uses that were both physically possible and legally permissible for the subject site include
residential uses or investment. The following market analysis addresses the feasibility of these
potential uses.

Market Analysis

The subject property reflects 52 platted lots suitable for development with single-family
residences, and an additional 113.89 acres that could be subdivided and developed in the future.
The purpose of this analysis is to estimate demand for the subject lots. An overview of the
subject area indicates that the majority of housing developed historically in the area has been
low-density in nature. The overall housing trends within the area support that subdivision
housing is in demand over the long-term. \

Financially Feasible/Maximally Productive

The uses that were both physically possible and legally permissible for the subject site include
residential uses or investment. The following market analysis addresses the feasibility of these
potential uses.

Demand

The following information provides the preliminary data analyzed and conclusions abstracted for
the subject's lots and proposed housing. This method is based on the historic absorption of
projects in the subject area. This analysis will result in a projection of total absorption of housing
demand in this area over time. To assess demand for single-family housing in the subject area,
which is just north of the Pima/Pinal County line, the housing market in nearby Catalina and Oro
Valley to Tortolita was examined. We have researched the number of single-family permits in
this area, as reported by the Metropolitan Tucson Land Use Study (MTLUS). The subject
property is within the Tortolita Foothills designated area, but for purposes of matching data over
several years, data for the Tortolita Foothills district is combined with the Oro Valley — Catalina
district (in prior years MTLUS combined the two markets as a single submarket). Following is a
tabulation that shows the relationship of single-family permits in the combined subject area
versus the metro area from 2000 through the first quarter of 2009.
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Single-Family Permits
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Tucson 6,846 6,601 6,894 §202 9,609 11,270 7,831 4,846 2,934 381
Tortolita-Catalina 1,455 1,119 990 1,546 1,929 1,888 957 840 581 44
% of Total 213% 17.0% 14.4% 18.8% 20.1% 16.8% 122% 173% 198% 11.5%

Source: MTLUS, 2000 through 1st Quarter 2009

The Tortolita Foothills — Oro Valley sub-market area has captured an average of about 11.5% of
the demand for detached housing units in the metro Tucson area over the present year to date,
compared to about 19.8% in 2008 and 17.3% during 2007, similar to the percentage of demand in
past years during 2000 to 2006, Much of this previous demand was also due to the availability of
newer subdivisions such as Dove Mountain, which had been partially offsetting the relative lack of
developable land in Marana east of Interstate 10 and Oro Valley. However, a significant housing
slowdown that began in 2006 is causing a decrease in home sales overall and subsequently, new
building permits. Therefore, demand for detached residential housing is anticipated to continue in
the Metropolitan Tucson and subject areas, but at a lower rate relative to the over-supply of new
housing, for the foreseeable future.

Following is a tabulation abstracted from Metropolitan Tucson Land Use Study, 1st Quarter 2009
and previous reports, which detail the projected single-family residential permits in the
metropolitan Tucson area and the subject area. The projected 2009 permit share figure of 15% for
the subject area is based on a further decrease from the 19.8% capture of the projected metropolitan
permitting in 2008, then remaining steady in subsequent years at 15%, as the subject arca growth
rate matches overall metropolitan growth due to the ample supply of available land in the northwest
market, and an anticipated slow housing market recovery beginning in 2011 or 2012.

PROJECTED SINGLE-FAMILY RESIDENTIAL PERMITS

Tucson Tucson Tortolita- Tortolita-Catalina % of Tortolita-Catln
Year  Urbanized Area  Percent Change Catalina Percent Change  Permits to Tucson
2000 6,846 N/A 1,455 N/A 21.3%
2001 6,601 -3.6% 1,119 -23.1% 17.0%
2002 6,894 4.4% 990 -11.5% 14.4%
2003 8,202 19.0% 1,546 56.2% 18.8%
2004 9,609 17.2% 1,929 24.8% 20.1%
2005 11,270 17.3% 1,888 -2.1% 16.8%
2006 7,831 -30.5% 957 -49.3% 12.2%
2007 4,846 -38.1% 840 -12.2% 17.3%
2008 2,934 3.0% 581 -30.8% 19.8%
2009* 2,000 3.0% 300 -48.4% 15.0%
2010 2,500 5.0% 375 25.0% 15.0%
2011 3,000 5.0% 450 20.0% 15.0%
2012 4,000 5.0% 600 33.3% 15.0%

* - Annualized based on first quarter

The prior tabulation indicates that demand for detached housing in the subject sub-market will be
similar to the Tortolita-Catalina market, at about 300 to 600 units per year for the next several

13302-091 AXIA REAL ESTATE APPRAISERS PAGE-15




years. This data is considered to support that at least 300+ building permits would be in demand in
the area during each of the next few years.

Supply

The supply of competitive new housing in the Catalina and Pinal County area is restricted but
still available due mostly to larger projects like Saddlebrooke, a Robson age-restricted retirement
community. Other than the above-mentioned project, there are few new projects coming on-line
in the subject sub-market and therefore, new housing in the subject’s price range were examined
from these same areas which represent the most proximate and relevant data available.

To project demand and absorption for the subject lots, we have analyzed the historic absorption
within active single-family subdivisions in the subject area. Following is a tabulation detailing
four active luxury home subdivisions in metropolitan Tucson that are considered to be similar,
and competitive to the subject project. The accompanying information is abstracted from The
Subdivision & Lot Inventory Report prepared by Bright Future Business Consultants, as well as
personal inspections of each competitor.

COMPETITIVE LUXURY HOUSING
Project Typ. Lot Home SF  Base Price Base Price/  Open  Project Units Inventory Avg.
# Developer Size Range Range SF Date Size  Sold Remaining Mo
1 Saddlebrooke 7,000 1,486 $269,900 $182 .1986. 4900 4740 160 16.4
Robson Communities 3,303 $714,900 $216
2 Eagle Crest Ranch 7,000 1,345 $176,990 $132 Aug-02 220 58 162 0.8
DR Horton Homes 3,578 $316,990 $89
3 Preserve @ Saddlebrooke 13,200 2,850 $665,000 $233 Jan-05 550 270 280 5.0
Robson Communities 3,500 $895,000 $256
4  Saddlebrooke Ranch 12,000 1,486 $244,900 $165 Feb-08 5800 57 5743 34
AF. Sterling 2,808 $503,900 $179
TOTALS/AVERAGES 9,800 2,545 $473,448 $181 11,470 5,125 6,345 6.4
Source: The Subdivision & Lot Inventory Report June 2009, and interviews with site sales representatives

As shown, lot sizes among these subdivisions range from about 7,000 to 13,200 square feet for
an average 9,800 square foot lot, inferior to any of the subject lots, all of which exceed an acre in
size. Because most of these projects have been open for many years, these tend to provide an
historic absorption rate. In the present market home sales in Saddlebrooke are averaging about 3
homes per month, where the retirement community appears to be better insulated form market
gyrations. Over time, the average sales rate for housing within these projects is about 6.4 homes
per month over the lives of these projects, with year-to-date information for 2009 indicating an
average absorption rate of about 3 homes per month.
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Demand

To project demand and absorption for the subject lots, we have analyzed the historic absorption
within the subject area of Oracle in Pinal County, and the town of Catalina just south of the
Pinal/Pima County line. At present, there is an over-supply of homes in the Oracle and Catalina
market, as well as the Tucson market overall, reflective of current national trends. Active
subdivisions in Tucson are presently offering sales incentives from $10,000 to $20,000 in the
form of price reductions, free options and upgrades to a new home, or favorable financing, to
promote sales. While sales of new homes continue, these are occurring at a reduced rate as
clearly evidenced by the total new home permits in Metropolitan Tucson of only 2,934 units in
2008, down from 4,846 units issued in 2007, and much further down to only 381 permits to date
in 2009. Based on permits issued to date, 2009 will see a further drop in demand. Because of
the good supply of vacant lots coupled with decreased demand, many local homebuilders are
delaying new home subdivision construction for a year or two, pending improvement in market
conditions.

Within the subject subdivision, only 9 lots sold from September 7, 2006 when the subdivision
public report was issued, to September 7, 2007 prior to the developer declaring bankruptcy,
effecting an absorption rate of 0.75 lot per month or two lots every 3 months. Sale prices of
these lots ranged from $259,900 to $299,900 for lots ranging in size from 1.25 to 3.05 acres. In
today’s market, a sale price per lot would be significantly lower as will be addressed in the
ensuing valuation section of this report. Because of the ample amount of homes and land
presently available for sale, it is unlikely that the 52 subject lots would capture more than a small
absorption percentage of available lots in the market. At present, if the subject lots were actively
marketed, perhaps one lot sale or less per 3 months would be realistic. However, demand will
likely increase in the future upon market recovery.

Absorption

As previously discussed, the projected demand within the subject area during each of the next few
years is for approximately 300 to 600 housing units per year, but luxury home construction would
only represent a small portion of this total. Based upon the analysis of the market in terms of
supply and demand, it is considered reasonable that the subject project should be able to capture a
reasonable level of this demand. As indicated by the active subdivisions, an anticipated absorption
rate of less than one lot per 3 months, or 4 lots per year, can be expected for the subject during 2009
and into 2010. In 2010, lot absorption may increase to 10 lots. Beginning in mid-2011, lot sales
are anticipated to increase somewhat as an anticipated market recovery begins to take hold, and
from mid-2011 onwards, up to one lot sale per month, or 12 lots per year appears reasonable based
on historic demand.
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Market Analysis Conclusions

Analysis of the single-family detached residential housing in the metro Tucson area and in the
subject sub-market area, indicated that the subject property is adequately positioned for
development with single-family homes, especially upon a market recovery. The current supply
and demand characteristics of the area support the general feasibility of the development. The
other subdivisions within the area vary in terms of competitiveness with the subject subdivision
and the product proposed for development. Market capture is also supported due to the good
overall location of the subject project in an area with other upscale home developments
(Saddlebrooke), albeit, these are retirement communities. The market demonstrates sufficient
growth trends in population and absorption to support additional development of luxury detached
single-family residential projects in the subject submarket area.

Conclusion, Highest and Best Use

Based on the current level of on-going development, coupled with existing inventory, it is clear
that stable, albeit slower, demand exists for single-family residential development in the subject
neighborhood. Given the area’s recent historic performance, and the performance of other nearby
luxury home subdivisions, it is concluded that the 52 finished lot portion of the subject is
competitive in the market and will capture adequate demand in the market. As noted above, the
subject site is provided with the physical attributes (location), legal characteristics (Specific Plan
and plat entitlements), and market appeal necessary to support a single-family residential
development in accordance with that delineated by the final plat and finished lot condition of the
subject. It has to be developed with luxury residential homes in accordance with the Town of
Marana Specific Plan Development, and surrounding residential character of the neighborhood.
Furthermore, our analysis of the market suggests that strong demand does exist for new
residential development. The highest and best use of the 52 finished subject lots is therefore for
development of luxury single-family residential housing.

The maximally productive use, and therefore the highest and best use of the 113.89 acres of

vacant land is for investment for future development of single-family residential housing as the
market responds with increased demand.
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VALUATION

The subject property consists of 52 finished lots within a larger 61-lot residential subdivision
known as Copper Hill Estates. Each of the three traditional approaches to valuation, the Cost
Approach, Sales Comparison Approach, and Discounted Cash Flow Analysis have been
considered, but for this analysis, the Cost Approach and Discounted Cash Flow Analysis have
been utilized to value the 52 finished lot portion of the subject “as is” on a bulk basis. The Sales
Comparison Approach is utilized to value the remaining 113.89 acres of vacant land.

The Sales Comparison Approach was not utilized to value the 52 subject lots in bulk in their “as
is” condition as no comparable sales in bulk of finished and platted lots could be located. As
such, the Sales Comparison Approach was utilized to value the underlying land value within the
Cost Approach. The Sales Comparison Approach was also employed to develop an opinion of
the average retail price of a typical finished subject lot from which projected expenses were
deducted to arrive at an “as is” opinion of value for the 52 subject lots in bulk via the Discounted
Cash Flow Analysis.

The following two sections will reflect the application of the two approaches utilized. This will
be followed by a reconciliation of the “as is” bulk market value of the 52 finished lot portion of
the subject property. Following this reconciliation will be the valuation of the 113.89 acres of
vacant land. The following section will value the subject on a “bulk” basis via the Cost
Approach. This section will be followed by the Discounted Cash Flow Analysis to valuation.

THE COST APPROACH “AS IS”, 52 FINISHED LOT PORTION

As discussed in the Highest and Best Use section of this report, the highest and best use of the
subject site is for single-family development in conformance with the recorded subdivision plat,
zoning and restrictions in place, as well as the finished lot condition of the subject lots as of the
date of appraisal. The Cost Approach is an application of the principle of substitution, in that no
person will pay more for a property than the amount for which they can obtain or purchase,
without undue or costly delay, a site and develop subdivision lots with equal desirability and
utility. The steps in the procedure are to: 1) develop an opinion of the value of the subject site, as
if vacant via the sales comparison approach; 2) estimate the cost to develop the subject lots; 3)
estimate the dollar amount of accrued depreciation due to physical deterioration, functional
obsolescence, and adverse economic influences; 4) deduct the total amount of depreciation from
the cost, new, to arrive at the present depreciated cost of the basic improvements, and finally; 5)
add our opinion of the land value to the depreciated cost of basic and other improvements to
arrive at a total value indication.

Following is a discussion of the five steps followed in order to develop an opinion of the market
value of the subject property in its “as is” condition via the Cost Approach.

13302-091 AXIA REAL ESTATE APPRAISERS PAGE-19




SALES COMPARISON APPROACH, LAND VALUE

In order to develop an opinion of the market value of the underlying land value of the subject
site, the Sales Comparison Approach is utilized. This technique is an application of the principle
of substitution, affirming that when a property can be replaced, its value tends to be set by the
cost of acquisition of an equally desirable substitute property that can be acquired without undue
or costly delay. Each of the comparables has been confirmed with at least one party to the
transaction, when possible, and all sales information is believed to be reliable.

The unit of comparison used in this analysis is the sale price per acre. This unit of comparison is
considered to best reflect the actions of market participants. As discussed throughout this
analysis, the subject property consists of 52 finished lots containing 75.36 acres of land, which is
a net area exclusive of roadways and common areas. When considering that the entire 61-lot
Copper Hill Estates contains 61 lots divided among 96.2 acres, a residence per acre (RAC) of
0.63 would be the overall density of the larger project.

We researched the residential land market in the southern Pinal County and metropolitan Tucson
for acquisitions of large parcels of residential land that was acquired for residential development.
A total of four Comparables have occurred within the past year that is considered to be the most
comparable to the subject’s underlying land.

An additional sale in very close proximity to the subject, 1,624 acres representing the sale of all
of the land owned by Biosphere except for 35 acres that house the Biosphere II improvements,
was sold on June 4, 2007 for $40,900,000 or $25,185 per acre, but this sale was complex, much
larger than the subject, and occurred in an earlier market period and thus excluded from this
analysis.

Shown on the following tabulation is a listing of the four sales of land in the general Tucson area
that are comparable to the subject land.

Comparable Number: 1 2 3 4
Sale Date: Sep-08 Nov-08 Dec-08 Dec-08
Location: NE of Hardin ~ SE Viviana Rd & 1-19 at Elephant Camino Del Toro

Road and Valencia Road Head Road at Harrison Road
Interstate 10

APN: 217-06-001G, 210-42-035+ 304-69-009, 010, 305-26-001 +

217-08-004C additional 011,012,013, 1,337 additional
014,015

Zoning: SP SP SP TR, CR2, CR3

Sales Price $1,886,201 $7,199,995 $7,750,000 $8,500,000

Terms of Sale: Cash Cash Cash Cash

Utility Availability: At site At site At site At site

Access/Visibility: Good Poor Excellent Good

Site Size (SF): 5,096,956 13,348,962 21,213,720 9,901,188

Site Size (Acres): 117.01 306.45 487.00 227.30

Sales Price Per Acre $16,120 $23,495 $15,914 $37,396
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