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When | speak to groups on real estate, | frequently leave them with the rhetorical question: if they had the
resources to acquire a home in Otay Mesa or a home in La lolla right now, which would turn out to be the

hetter investment return 5years from now? Much to the chagrin of many in the audience, | don't know that
answer.

With the abundance of loose lending and rampant equity over the past five years, residential real estate
purchases and investments became a piece of more and more individual portfolios. In this issue, we take a
historical look at the last three years of the San Diego condominium market. However, instead of analyzing
the trends of the market as a whole, we will look at condaminium sales from more of a viewpaoint that a
buyer (and thus an investor) would look at any other investment they were looking to add to their portfolio.

Typically, real estate trends are noted with broad brush strokes, i.e. the market gained or lost "x" % in median
price this year. The problem with this approach is that this type of trend analysis alone doesn't identify where
the best and worst investment apportunities are for the buyer, they simply aggregate the market as a whaole.
This is inthe same vein as noting that the § & P 500 decreased 37.6% in 2008, while not knowing that investing
in the largest gold holding stock (NYSE: GLD) would have resulted in a 2% gain through 2008,
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In the way that a fund manager seeks to identify stocks that buck direct correlation with the market and
achieve gains above that of the market as a whole, we went searching to find what type of condo would fit
that bill for the investor. We kept it simple by looking at two variables for resale condos: age and |location.

When it comes ta stocks, historically, value stocks have outperformed growth stocks on a risk adjusted basis.
Does the same hold true for investing in the San Diego condo resale market? We can look at La lolla and Del
Mar as the growth stocks (think Apple) and Otay Mesa and Chula Vista as the value stocks (think Citigroup).

Countywide, we looked first at what effect age of the conda had an resale pricing. Starting in lanuary of 2007,
we measured the change in average price for three age ranges: under 15 years old, 16 - 30vyears old and aver
I0years old. We discoverthat the variation in pricing is relatively insignificant. By the end of the three year
periad, the youngest age range has only outperformed the oldest condominiums by 736, Within the
geographical submarkets, the effect of age on sales price s erratic and provides no solid footing to base the
opinion that younger condominiums wallop older condaminiums in pricing - the differences are subtle,

Index of Resale Condominium Pricing, (100 = 1/2007)
By Age Range of Condo
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The |eft table below, is a summary of each submarket by market share of the county and the average age of
resale condominiums within that submarket. The top four submarkets, with approximately 30% of the market
share are all an the perimeter of urban San Diego County. With the exception of Downtown and Chula Vista /
Bonita, the average age of condominium resales is over 20 years old.

As we look at the change in values by submarket fram lanuary 2007 through December 2009, the same flight
to quality that occurred in other asset classes is readily apparent in the San Diego condominium resale
market. The areas that suffered the most, were clearly tertiary neighborhoods in the county. The Pt Loma/
Coronado submarket has only seen a 2% drop in average price, compared with 37% countywide or 62% in the
waorst perfarming, San Ysidre / Border submarket.
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RESALE CONDOMINIUM SALES, BY MARKET SHARE RESALE CONDOMINIUM SALES, BY CHANGE IN VALUE
2007 - 2009 2007 - 2009

Rarik [ B ~ Submarket Share | Avg. Age Rank| ; ~ Submarket A
1|{Chula Vista / Bonita B.6% 18 1| PtLoma f Caranado -2%,
2|Ciceanside 7.1% 26 2| RSF f Carmel Viy -8%
3|Foway / RB/ RP / Carm MLn 7.0% 22 3| Hillarest / Univ His / Gldn Hill 13%
4|kl Ca) [ Llakeside [/ Santee / laMesa | 1.0% 2R 4| Poway [ RB / RP § Carm Mtn - 1%
5|Downtown G.8% 9 5| Encinitas / Carditt / Solana -21%
6|Hillcrest / Univ Helghts 6.6% 25 Avg Countywide 37%
f|E San Diego B 0% 28 21| alpine [ Ramona -50%
2|%an Marcos / Vista A.5% 21 22| ESan Diego -52%
9|Carisbad 4.49% 23 23| Rcho San Diego / Sp Valley / Lemon Gry 53%
10|mMira Mesa f Sormrento [ Blk Mn A4.1% 23 24| Escond f Fallbrook f Bonsall -SH%
11|Escond / Fallbrook f Bonsall 4.0% 30 25| San ¥sidro / Non Chula Vista Border -62%

We conclusively see that prime location has trumped during the market unrest of the past three years. The
market has clearly shown that quality locations are where a premium is warranted and relatively little price
degradation occurred.

Similarly, the market has demanstrated that age of condominiums is not a major factar in price assignment,
although certain submarkets shaw stee per drop off for older condominiums {e.g. Pacific Beach - Ocean Beach
and Mira Mesa - Black Mountain) than others (e.p. 5an Ysidro and Rancheo San Diego).

Withaout a erystal ball, | can't say with certainty that the most underperfarming submarkets will bounce back
with mare vigor than the all star submarkets. There are many factors working in their favor: jumbo loans are
difficult to obtain right now, the upper end market continues to be sluggish despite the lowerend market
showing signs of life, and the pranounced presence of a tentative and temperamental base of buyers right
now, However, if the last three years have shown anything, it is that while the volume of sales inthese elite
submarkets may have receded - values are not, and that at the end of the day, that type of low volatility and
steadfast prices, make for a good investment,
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