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INTRODQTION

JoHNSONECONOMIC®vas retained bythe City of Moscowo evaluate development opportunities within the
Legacy Crossing Urban Renewal District across a number of different land use types, including retail, office
and residential uses. The main compatsof this analysis are:

1)

2)
3)
4)

5)
6)

Inspection and evaluation of the study area with respect to competitive market position for the
respective land use types.

Evaluation ofelevantcurrent and projected economic and demographic trends

Evaluation of current marketonditions and trends for the respective use types.

Evaluation of current and projected demand for the respective use types in lightaoket
conditions andeconomic and demographic trends.

Evaluation of achievable market pricing for the respective ypeg.

Assessment of the redevelopment potentigithin the study areajncluding an identification of
sites,usetypesand product typesvith development potential over the neato mid-term.

This report summarizes the findings and conclusions of our earkalysis.
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Il ECONOMIARENDS ANGONDITIONS

THENATIONALECONOMY

Economic Output
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related contraction in the first quarter of 2014, the economy hapanded at healthy rates over the past

twelve months. In the second half of 2013 the expansion was 3.4% (annualized), and the growth rate in
the second quarter of 2014 was 4.0%, according to preliminary BEA estimates. Private consumption has
been the primay driver of growth since the recession, with particularly strong demand for durable goods.
Over the last two years, significant contributions have also come from private investment, both in the
form of home purchases and corporate investments.
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Though there are signs of strength, the economy faces several headwinds. Domestic demand is still
tempered by postecession cautionboth among households and firms, and the government is cutting
spending to ensure that it can handle the fiscal challenge represented by aging baby boomers. Further,
continued weakness in Europe, Asia and South America translates to low global dem&h8.fgoods.

All these factors put a drag on employment growth, which in turn restrains consumer spending. This is
particularly evident in the service sector, which has expanded by only one percent in each of the last two
years.

Over the near term, grovit is expected to be driven primarily by domestic consumers and firms. U.S.
firms have recently shown optimism by boosting their inventory levels and increasing their borrowing. If
this optimism persists, hiring and corporate investment might be strongethénnear future. Most
predictions for 2014 GDP growth currently hover around 2.5%, while 2015 is expected to see growth
around 3%. In the long run, annual economic growth is expected to fluctuate around 2%.

Employment

¢KS GaDNBLIFG wSOS ar3.x ailoh jois inxhe U.§. ) pishiiy ug tBeSunemployment rate to
10% at its peak. It has taken nearly five years to recover these jobs and bring the unemployment rate
currently at 6.1%down below its historical average (6.2%). However, the Wwhempbyment rate, which

also takes into account workers who are underemployed or who have left the labor market in
discouragement, is still high at 12.1%.
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HGURE3.2: BMPLOYMENGROWTHY/Y)ANDUNEMPLOYMENRATES SEASONALLADIUSTERJNITEDSTATES
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Inflation, Monetary Policy, and Interest Rates

Inflation has remained subdued since the recession, reflecting the combination of weak global demand
for commodities and tepid domestic wage growth. Though there have be@s sifjincreasing domestic
wage growth recently, the global outlook is still quite dim, with weakness in China and a Europe
dangerously close to deflation. With the Federal Reserve having unwound its stimulative bond buying
program and ready to raise shetdrm interest rates, it is therefore unlikely that inflation will move
AAIAYATFTAOLyiGte 6205 GKS CSRQ&a w: GFNBSG® 'G GKS
cautiously in midor late 2015. Most economists expect lotegm interestrates to climb by around 35 to

50 basis points in each of the next two years.

HGURE3.3: INTERESRATES OMORTGAGES ANI®-YEARTREASURMOTES
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Risks of a New Recession

Historically, business cycles last about eight yesraveragefrom peak to peak. In terms of GPD growth,

the last peak was reached in 2004, and the bottom was hit in 2009. One might therefore think that we
should be due for another downturn in the vergar future. However, this cycle has been anomalous in
many ways, not the least in terms of job recoveynd ® far, there are few signs that theconomy is

getting ahead of itself with ovdeveraging and inflated asset prices. There are, however, thteatise

U.S. economy from overseas. China, in particular, is a cause of some concern due to its high debt levels
and risky investments. With its scale, China could trigger a global recession. However, it has the resources
and political will to postpone arisis for several years. Europe has also been a source of concern recently
due to a decline in inflation. If prices across the continent begin to fall, it could have a paralyzing effect on
the economy, with ripple effects reaching the United States. Wtk turrent momentum in the U.S.
economy, these threats are in the near term more likely to cause a deceleration than a recession. If they
did cause a recession, it is likely to be shorter and shallower than the previous one.

THELOCALECONOMY

The econmic activity ofMoscow isintertwined with that of Pullman, Washington. Together, the two
cities form the ommercial hub for dargeagriculturalareaand a number of smaller citiea the Palouse
region This overview will therefore look at wider trendsliatah and Whitman Counties well as more
specific trends within the City of Moscommployment data is only availaldéthe county level.

Both Moscow and Pullman are home to large layment universities: University of Idaho in Moscow and
WashingtonState University in Pullmaigtudents account for more than 40% of the total populatain
the combined Latatwhitman region, and the universitiesnploy more than ondourth of the workforce.
Aside from the reliance on the universities, the two coustieflect typical rural economieswith a large
agricultural sector and relatively small financial, information, and professional services industries.

Employment
Universityand agricultureemployment helped limit job losses in thetahWhitman region in he most

recent downturn. Howeverlike many otherparts ofldaho andrural Americathe region has seen only
weak employment growth singandthe region has not yet regaineithe jobs it lost in the downturnThe
region is currently on a weak trend, witlaf growth in 2013 and a decline of 1.6% (Y/Y) so far in.2014

HGURE3.5. NON-FARMBEVPLOYMENANDANNUALEMPLOYMENGROWTH2006¢ 2013)
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Despite relatively stale employment in recent years, the Latslthitman region has historically been
quite volatile.This is not uncommon for small economies with a narrow economic Géeevolatility can

be seenin the following chart, which compares growth in Latah, Idalma] the U.S. since 1980.

The chart

also shows that local employment growtias underperformed thae wider geographiesWeak and
unpredictable growth can create a difficult environment for real estate investments and development.
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Whitman County has experienced stronger growth than Latah County in recent {desds in large part
due to strongeruniversity enroliment, reflecting that demand from students for goods angises have
ripple effects in the wider economythe following chag show employment and ccampus university

enrollmentin the two countiesijllustratingthe importance of enroliment

HGURE3.7: NON-FARMBEVIPLOYMENT ANON-CAMPUSUNIVERSITEENROLLMENT
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Employment by Industry

The manufacturing sector has been the brigipiot in recent years, growing from 1,600 2,800 jobs
between 2006 and®2013. Schweitzer Engineering in Pullmbas been the rmajor driver of this growth.
Besides manufacturing, the two national growth industries, health and professional services, have also
contributed new jobsthough at a slower pace than nationall@onstruction has beerhé laggard. fie

uptick in constructioremployment seen elsewhere in the nation over the last two years has been absent
in the LatakWhitman region.

HGURE3.7: EMPLOYMENGROWTHBYINDUSTRY SINCBO6(LATAH ANDVHITMAN
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The following chart displayLatak? KA G Y Yy Q&3 AYyRdzZAGNE 3INRGGEK O2YLI NBF
Aside from the strong growth in manufacturing, Latthitman has outperformed state and national

trends in the professional services sector. Most of the gain in this industry car@@1i3, when Latah

County alone added around 70 professional services fph®st of them related to the expansion of
Economic Modeling Specialists after its purchase by CareerBuilder. Information and financial services
have been the weakest industries aéive to state and national trends. These industries are undergoing
consolidation and a shift to digital and online content. So far, the region has not succeeded in capturing
the new software jobs created in these two industries. Latah County saw a partycsevere loss in the
financial industry in 2013, when it lost 38 jobs (9% of the industry), mostly within the insurance sector.
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HGURE3.8 BMPLOYMENSHARESHIFT SINCEO06
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RetailEmployment

Retail employmenis of particular interesin this study. The retail sector has been weak nationwide after
the downturn, eflectingtepid wage growth and cautious use of credit. Biackd-mortar stores have been
the hardest hit, as they contire to cede market share to online competitots. the nation as whole,
gross sales returned to 2007 peak levels in early 2Bib8vever, etail employment has not yet reached
pre-recession levels, alfservice scanersandwebsitesincreasingly replacin-store sales personnel.

Latah owns a disproportionate share of the Lat&thitman retail market, as it employs roughly 40% more
retail workers than Whitman, despitédhaving a smaller population and workforc&ome retail
employment hagnigratedfrom Latd to Whitman in recent years, in particular due to Viéart closing

its Moscow store and opening a Pullman store in late 2010. It reopened its Moscow store in 2012, causing
some employment to flow back into Whitman.

The Pullman Wallart store, combined vth strong WSU enrollment, has fueled a strong sales rebound in
Whitman, and the county currently employs 6% more retail workers than in 2006. The rebound has been
more muted in Latah, which heseen a decline df2%in retail employment over this periodigure 3.9).

HGURE3.9: GROWTHSINCR2006IN RETAILSALES2006 DOLLARBANDRETAILEMPLOYMENT
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The smaller retailers in the Latahitman are do not appear to have participated in the local sales
rebound to the degree that Wdllart has. If we look at the number of retail establishments rather than
the number of employees, there has been a decline in Latah since the downturn, while Whitman has
remained stable(Data on establishments is only available through 2012.)

RGURE.10: RETAILESTABLISHMEN{2006¢ 2012)
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Office Employment

Employment in the typical office industries has also been weak. Within Latah Cabatgombined
number of workerdn the information, financial, and professional/business services industries has been
flat since 2011Expansion at Economic Modeling Specialists has made up for payroll declines at many
other firms.The total number of estaishmentscontinued to decline through 2012, with a total los26f

firms since 2008.

HGURE3.11 BMPLOYMENT ANESTABLISHMENTS WITIMJIOROFFICENDUSTRIEEATAHCOUNTY2006¢ 2013)
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The enrdiment growth experienced at WSU Pullmappears to have had limited impact dhe major
office industries in Whitmanalthough it likely staved off some layoffs and sHotvns that otherwise
might have taken placeEight firms closed their doors between @0 and 2008put employment was
relatively stable until 2012, when major job loss@snein the financial sector. The gain in the number of
establishments in 2012 came among small financial firms, perhaps because soiwi Veidkers started
on their own.

HGURE3.12: BMPLOYMENT ANBSTABLISHMENTS WITIMJIOROFFICENDUSTRIESVHITMANCOUNTY(20062013)
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Unemployment
LatakhWhitman hashistoricallyhad unemploymentvell below state and national averagddowever, in

recent years, the local unemployment rate has hovered near the state average. Due rectrd weak
employment growth, the LatalVhitman unemployment rate has declined at a slower pace than national

and state rategollowing the downturn Estimates formigh nmn A Y RAOIF S G KF G LRI K2
(4.7%) currently ibalf a percentage point below that of Latalthitman (52%).

FHGURE3.13: UNEMPLOYMENRATE(2005¢ 2013)
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Unemployment impacts real estate marketssieveralways. When the local unemployment rate is higher
thanin nearby marketssome workers are likely to move to where firms are offering more jobs and higher
wages. Thiias a direct negativempact on residential and retailmarkets.Office and industrial markets

do not necessarily see a negative impactfiams that are lookingo expand or relocate will often prefer
areas withgood access to inexpensilabor, providingother resources are also availabldowever, firms

that are dependent on attracting skilled labor from outside the mankét often consider the prospects

of employment for spouses of their employees, and such firms may find that markets with lower
unemployment and higher wages offer betterospects overall.

Wages

Wages in Latah and Whitman are well below state averages. The 2013 average was $31,900 in Latah and
$40,800 in Whitman. The state averages, in comparison, were $36,800 in Idaho and $53,000 in
Washington. The discrepancy betwe#re two counties reflects the higher share of university jobs
Whitmanandhighershare of retail jobs ihatah

LOCAIDEMOGRAPHITRENDS

Population
The population of university towns can be difficult to estimate with precision, as students survgykd

Census Bureau do not always report thetlegeresidence as theide factoplace of residenceAccording

to official estimates, the City of Moscow had 24,500 people in 2013, kdatah Countyhavinga total
population of 38,000a 2 & 02 ¢ Q& n Indakixdby 2[6A08Bver the past ten yearg an increase that
representsan average annuarowth rate of 1.1%. This is slightly below the state average of 1.2%, but
higher than the national growth rate of 0.7%ullman has grown significantly fastetue to the strong
enrolliment growth at WSU. Pullman added 5,400 people over this period, for an annual growth rate of
MO ® tdz £ YFyQa OdzZNNBy (G LI2LJzZ I GA2y A& omInnni 6K

HGURE3.14: TOTALPOPULATIO2000- 2013
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Theyearto-year population growth in the two cities has been volatile, and largely mirrored enroliment
growth at WSU and UThe postrecession enroliment boost that Ul Moscow experienced between 2009
and 2012 pushed annual growthtes above one percent, but the growth rate hsiecefallen asthese
students have graduated and the number of new students has declined

FGURE3.15 ANNUALPOPULATIOKBROWTH2001- 2013
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There is a significant differencetwveen the population growth of Moscow and Pullman in terms of the
segments that have contributetb the growth. Pullman has seen rapid growth among stuehsye
segments (189 years old) since the downtu(r16% since 2008), batdecline among other aggroups
(-5%). Moscow, on the other handaw no change in its studeagie population over this period, but an
11% increase among nestudentage segmentslit may appear that the influx of students to Pullman is
driving away some noestudents, causing thero settle in Moscow.

HGURE3.16 STUDENTAGE ANONON-STUDENFAGEPOPULATIONR003¢ 2013)
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Household Growth

Moscow had 9,600 households in 2012, according to the Census Byegaincrease of D00 units since
the2000Censug 2 8026 Q4 NI S 2F K2dzZaSK2f R INRGUK KIFA& 0SS
due toan increasing share of students living in households rather than group quarters (dormitdties)
average annual household growth between 2000 and 2012 was, IcB%pared to 1.1% population
growth.

Estimates for 2014 households, produced by Nielsen Cldritadicate 9,494 current households in the
city. This representa decline of awund 100 households since 2012 and a negative growth rai@ 5% in
each d the last two yearsThe average annual growth rate for the 2002014 periodwas 0.8%,
compared to 1.7% in the prior decade.

The following chart displays how the distribution of households across different age groups has changed
since the 2000 Censussing estimategor 2014 by Nielsen Clarita8s noted earlier, thestimateslikely
understate student households. The chart reveals a relatively young population, with particular growth
among studentage and emptynester/retirement households over the ped. Growth among the older
categories is consistent with wider demographic trends, reflecting the aging of the baby boomer cohort.

FGURE3.17: HOUSEHOLDS BGE(2000AND2014)
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The following chart displays a profile of Mogc@da K2 dzAa SK2f Ra o6& K2dzaSK2f R )
dollars). The chart reveals strong growth among middfed upperincome householdsThis likely reflects
employment growth at the two universities, as well as growth among firms like Economic Mgpdelin
Specialists. It also likely reflects growth in the empégter segment, which tends to earn higher wages

than younger segments.

1 Nielsen Claritas is a thiphrty provider of demographic data, which uses census data and a number of other
public and private data sources to identify trends and make projections for the near ar@mmiduture.
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FGURE3.17: HOUSEHOLDS BYCOME2000AND2014)
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The chart below displays median household incolme age group in 2000 and 20%é&djusted for
inflation). Moscow has seeimcome growth among households where the householder is 45 yea=nald
older, particularly inlate-family-stage and emptnester segmentsin terms of land use,his typically
correlates with an increase in suburban sinfgenily housing and suburban retail centers.

HGURE3.17: MEDIANHOUSEHOLINCOME BAGE(2000AND2014)
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COMMUTEPATTERNS

The observation that Moscow captures more population growtmam-student segments than Pullman
while Pullman achieves higher employment growth is reflected in commute data from the Census Bureau.
Commute data is released with a lag and the most recent dataset is from Z@ikldataet shows that
Pullman has signdantly more workers commuting into the city frothe outside than Moscow, while
Moscow has more workers commuting out.

HGURE.17: COMMUTINGWORKERS MOSCOW ANBULLMAN
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HGURE3.18 PLACE ORESIDENCENDWORKPLACEORM OSCOWNVORKERS ANRESIDENTR011)
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Over the past decade,Moscow residents have increasingly found work in other cities, including in
Pullman. Roughly 5,400 Moscow residents (63% of all employed residents) had their primary jobs in
Moscow in 2002; by 2011 the number had decreased to 4,500 (53%ehployed residents)Over this

period, positions within Moscow were increasingly filleg workers commuting in from other nearby
OAGASET (K2dAK t dzZ t YI y Qdorcedrémainediaatizicdnayit (fige 3d2 and 2 4 ¢
3.20).
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RGURE.19 WHEREMOSCOWVORKERLIVE(2002- 2011)
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A possible explanation for this trend is that the shift in the employment mix between 2002 and 2011 led
to unemployment amag many existindloscowresidents while attracting skilled labor frothe outside.

Over this period, the retail industry lost 460 jobs in Latah County, accounting for 8fobflosses. The
industries that generated the most new jobs over this pericgteveducation and health services, gaining
320 jobs. Lowpaying positions that do not require higher education tend to be filled by people who live
near the jobs, while highgpaying jobs requiring specific skill sets are more difficult to match leithl

labor and also tend to attract workers who already own homes in other areas and who can afford to
commute. Thelatter may have been exacerbated hlye collapse of the real estate market, which
prevented many homeowners from selling their hom&ince 2011the retail industry has gained more
than 200 jobs while education and health have remairiled, indicating that this trend by novhas
reversed or at least subsided.
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[ll.  RESIDENTIAMARKETANALYSIS

In this section, we analyze the market for residentialdarcts at the subject sitelhe analysis is organized
in two parts: one for therental market and one for theownership market. Consistent with proposed

zoning within the Legacy Crossing Urban Renewal Distidy, multifamily product types have been
considered. Howevertrends in thesinglefamily market havealsobeen studied in order to gauge wider
currents in the residential markets.

a2a026Qa NBaAARSYUAL
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began in 2007Sales volumes dropped significantly, bhe townership market experienced only modest

price declinesBetween 2006 and 200%hére was a steep drop in residential building activity within the

city ¢ across all product typeswith the total number of permited units droppng from around 300 to 30

(figure 4.1) The lack of new supply helped support occupancy rates, rents, and sales prites.most

recent years, te ownership market has continued to recover whilthe multi-family market has
experienced sme weakness due to weak enrollment numbers at Ul.

HGURH.1: RESIDENTIABUILDINGPERMITSATY OMOSCowW2004 ¢ 2013)
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The charts displayed above shdie dramatic decline in residential building over the past teears.For
multi-family buildings, the construction volume has generally been in the range of 20 to 30 units per year
since 2006, with the exception of the Grove project in 2009 and a Baker Street project in 2012.

RENTAIAPARTMENTS
General Overview

The apartment markein Moscowis dominated by studeroriented projects Most of these are located
near the Ul campus anare built toa basic standard. A number of neff-campusstudentprojectswere
constructed in the first half of the 2000s, when Ul @iment grew quite rapidly. In 2009 national
developer builtthe Groveg a 19Gunit projectwith a more upscale profileThis project is located further
from campus, on the south side of the city, apaters primarily toolder students. Most of the stueht-
focused projects that have been completefter the Grovehave been locatediorth of campus on Baker
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Street In addition to the studenbriented projectsMoscow also has sonaffordable (tax credit) projects
of relatively recent vintage, located ondlsouthand southeast sidef Moscow

Recent Trends

The apartment market in Moscow hahown some weakness recentigflecting enroliment declines at

Ul. Rents fell 2.4% in the fall of 2013 compared topgheviousyear,while thevacancy rate increase@i4
percentage pointsin most apartment markets, a 5% vacancy rate is regarded as a balanced market, as
this is usually the inflection poirdt which managers begin to either raise or lower renksowever,in
markets dominated by student housing, a loweacancy rate is expected during the school year,
reflecting that managers usually aim for full occupadaying this period

The smallest units have fared best in the most recent years:-li@deoom units were the only unit type
with rent increases and drop in vacancy in 2013 hese units rely to a lesser extent on the student
segment than the larger units that can accommodate roommates. The market fob&mroom units has
been particularly weak. The oversupply of this unit type may to some extelettdahe requirement that
freshman students live in e@ampus housing, which was introduced in 2010.

HGURHL.2: AVERAGEALLAPARTMENYACANCY ANBENT MOSCOW
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SOURCHPalouse Commercial Real Estate

Pipeline Supply
Two apartment projects are cumdly in the pipeline in Moscow: one with 18 units in 3 buildings; the

other with 120 units in 15 buildings. Both are markate projects located on White Avenue southeast of
Downtown. According to plans, they will be more upscale timast student projecs, and are intended to
appeal to a broadetenant base.

HGURH.3: PROFILE OBURVEYEBPARTMENPROJECTS

Project Name Location Status Est. Delivery Buildings Units
Merrell Apartments 2000 E White Ave Under Construction 2014 - 2015 3 18

Kestrel Project 2300 E White Ave Proposed 2015 - 2016 15 120
Total Units 138

SOURCE: City of Moscow
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Apartment Market Survey

JoHNSONECONOMICSUrveyed a sample dén relatively recent apartment projects in order to assdise
market for new apartments in Moscow. Withe exception of the McConnell Buildingll the projects
were completed within the last ten years. Seven of the properties are located in Moscow and two are
located Downtown PullmarThe McConnell Buildingurnstone Flatsand the two Pullman propertiesan

be considered urbasstyle buildings, while the remaining properties are gardgyle projectsBelow, we
present a map of these projects. The maddlowed by an individual profile of eagbroperty and a
summary of the most pertinent observations

HGURE.4:MAP OFSURVEYEBPARTMENPROJECTS
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FHGURHE.5: PROFILE 0BURVEYEBPARTMENPROJECTS

1) THE GROVE

209 Southview Ave, Moscow, Idaho Year Built: 2009 Occupancy [Not discl.]
| Type Units  Unit Mix Vacant Size (SF) Rent Low Rent High Rent/SF |
2B/2b 128 67% 807 $950 $1,050 $1.25
3B/3b 64 33% 1,200 $1,287 $1,530 $1.17
Total/Avg: 192 100% 938 $950 $1,530 $1.23

Community AmenitiesFitness center, outdoor pool, club house (w/coffee bar, game room,
pool table, library), volleyball court, basketball court, barbeque area, fire pit, secured acce

Unit Amenities: Carpet/laminate wood flooring, black appliances, washer/dryer.

Notes: Student-oriented. Furnished. Individual lease. Rentincludes: w/s/g + $25 el., inter
cable. Pets allowed for a fee. No covered parking. Concessions and occupancy not disclo

2) TULE WAY
250-258 Baker St, Moscow, Idaho Year Built: 2004 Occupancy 96%
Type Units  Unit Mix Vacant Size (SF) Rent Low Rent High Rent/SF |
1B/1b 4 14% 520 $475 $550 $0.99
2B/1b 24 86% 1 730 $670 $720 $0.95
Total/Avg: 28 100% 1 700 $475 $720 $0.96

Community AmenitiesLaundry room.
Unit Amenities: Vinyl/carpet flooring, laminate countertops, oak cabinets, washer/dryer.

Notes:Students. In-unit washers/dryers available only in 2B. W/s/g included in rent. No petq

3) BLACKK COVE

286-310 Baker St, Moscow, Idaho Year Built: 2011-13 Occupancy 98%
Type Units  Unit Mix Vacant Size (SF) Rent Low Rent High Rent/SF |
1B/1b 52 100% 1 528 $575 $575 $1.09

Total/Avg: 52 100% 1 528 $575 $575 $1.09
Community Amenities:

Unit Amenities: Vinyl/carpet flooring, laminate countertops, oak cabinets, washer/dryer.

Notes:Mostly students. W/s/g included in rent. No pets. Surface parking.

4) BAKER STREET APARTMENTS

225-249 Baker St, Moscow, Idaho Year Built: 2010-13 Occupancy 100%
Type Units  Unit Mix Vacant Size (SF) Rent Low Rent High Rent/SF |
2B/2b 72 100% 1,050 $726 $726 $0.69

Total/Avg: 72 100% 0 1,050 $726 $930 $0.69
Community Amenities:

Unit Amenities: Vinyl floors, oak cabinets, lam. countertops, black/white appl., washer/dry¢

-1 Notes:3 buildings. No pets. Surface parking.

5) 400 N ADAMS APARTMENTS

400 N Adams St, Moscow, Idaho Year Built: 2006 Occupancy  88%
Type Units  Unit Mix Vacant Size (SF) Rent Low Rent High Rent/SF_|
1B/1b 4 50% 600 $575 $575 $0.96
2B/2b 4 50% 1 1,100 $800 $800 $0.73

Total/Avg: 8 100% 1 850 $575 $1,140 $0.84

Community AmenitiesLaundry room, surface parking.
Unit Amenities: Vinyl and carpet flooring, laminate countertops, white appliances, oak cab

~ | Notes:Includes w/s/g, intemet. Surface parking.
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6) 506 N JEFFERSON APARTMENTS

506 N Jefferson St, Moscow, Idaho Year Built: 2005 Occupancy 100%
Type Units  Unit Mix Vacant Size (SF) Rent Low Rent High Rent/SF
1B/1b 8 100% 620 $650 $650 $1.05

Total/Avg: 8 100% O 620 $650 $1,050 $1.05

Community Amenities:Storage units. Balcony/patio available.
Unit Amenities: Tile/carpet/vinyl floors, bath tub, washer/dryer, gas fireplace, bay windows

Notes:Includes w/s/g and internet. Surface parking. No pets.

7) MCCONNELL BUILDING

104 S Main St, Moscow, Idaho Year Built: 1891 Occupancy 100%
Type Units  Unit Mix Vacant Size (SF) Rent Low Rent High Rent/SF

Studio 27 77% 250 $400 $450 $1.70

1B/1b 8 23% 350 $475 $620 $1.56

Total/Avg: 35 100% 0 273 $400 $620 $1.67

Community AmenitiesLaundry room, elevator, secured entry, storage units.
Unit Amenities: Vinyl/carpet flooring.

i Notes:Tenants are mostly grad students, professionals and some elderly. Rents include v

8) TURNSTONE FLATS

129 W Third St, Moscow, Idaho Year Built: 1936 (2012) Occupancy 100%
Type Units  Unit Mix Vacant Size (SF) Rent Low Rent High Rent/SF |
1B/1b 4 50% 564 $680 $895 $1.43
2B/1b 4 50% 668 $930 $1,100 $1.45

Total/Avg: 8 100% O 616 $880 $1,100 $1.44

Community AmenitiesLaundry room, elevator, secured entry, storage units.
Unit Amenities: Vinyl/carpet flooring.

Notes:Tenants are mostly young professionals. Note: the property did not participate in ou
survey, and some unit rents were estimated based on rent levels posted online.

9) BRIDGEWAY CENTRE

350 E Main St, Pullman, Washington Year Built: 2004 Occupancy 100%
Type Units  Unit Mix Vacant Size (SF) Rent Low Rent High Rent/SF |
1B/1b 5 83% 0 932 $1,000  $1,147 $1.15
2B/2b 1 17% 0 1,218 $1,234  $1,234 $1.01

Total/Avg: 6 100% O 980 $1,000  $1,355 $1.13

Community Amenities:Covered parking available, secured access.
Unit Amenities: Balconies, granite countertops, oak cabinets, stainless steel appliances, g
heat, gas fireplace, washer/dryer, air conditioning.

Notes:W/s/g included. 2nd floor of retail building.

10) MARKET SQUARE LOFT APARTN

105 W Main St, Pullman, Washington Year Built: 1927 (2006) Occupancy 100%
Type Units  Unit Mix Vacant Size (SF) Rent Low Rent High Rent/SF
1B/1b 2 22% 0 684
2B/2b 1 11% 0 1,289 $1,600 $1,600 $1.24
3B/2b 6 67% 0 1,400 $1,700 $1,700 $1.21
Total/Avg: 9 100% O 1,229 $1,600 $1,700 $1.23

Community AmenitiesPrivate parking
Unit Amenities: Exposed brick/rafters/ducts, steel staircase, concreteftile floors, concrete
counter, stainless steel appl., cherry cabinets, walk-in closet, utility room, washer/dryer, a/

Notes:Above ground-floor retail. Current rents were not disclosed, and rents displayed abc
are estimates based on past rents: 2B was $1,450 in 2012; 3B was $1,550 in 2011.

SOURCHBurveyed properties, online listingsyNsoNEcoNoMTS
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Orientation and Profile
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of these are of a very basic standaadd virtually without community amenitiegeflecting the price
sensitivity of studentsand the fact that many amenities are offered on campésnong theMoscow
properties, only the Grovés of a higher standardwith more appointed units and a wide range of
community amenities. The latter serves to offéeK S LINR 2SO0 Qa Niptb cabpudS I O]

The two surveyed nostudent projects in Moscow, the Turnstone Flats ahd McConnell Bilding, are

both located Downtown, but represent two different markets. The Turnstone Flats is a recent
redevelopment with modern units catering to yog, creative professionals. The McDonald Buildira is
nineteenth century historic buildingccupied predominantly byraduate studerd, professionaland
elderly. The buildingsian expired tax credit project that was renovated in the 1980s.

The two Puman pojects are similar to Turnstone Flats in that they offer recently built apartments at
Downtown locations. They are also similar in terms of scale and la@aohunity amenities.

Pricing

Rents at the more basic student projects generally rangevbet $300 and $400 per bed in twand
three-bedroom units, and between $450 and $650 for studios and-lmedrooms. On a pesquarefoot

(PSF) basis, these units achieve rents between $0.70 and $1.10 per square foot, with the smaller units
capturing the hghest PSF ratetn general, these rates represent a premium to-@campus optionsThe

low rates at Baker Street Apartments reflect discountimdjll units that were vacanat semester start

The Grove is at a higher price point, at about $500 per bad,a $1.23 PSF ratat Turnstone Flats the
rents are in the $68®1,100 range, or around $1.45 per square fobhhe McConnell Building charges
$400to $600 per unittranslatinginto a high project PSF rate of $1.67 due its miige units.

The two Pillman properties are at a higher rent level, between $1,000 and $1,700 per unit. Even with
their large units, this translates to relatively higlendedPSF rateof $1.13and $1.23.

Occupancy
Excluding the Grove, which did not disclose occupancy ratdyg, three units were vacant across the

sample. This translates to an overall occupancy rat®%4 which is quite typical istudent markets
during the school year. It shoulcenoted that the Grove offered concessioseveralweeks into the fall
semesterthis year, indicating at least some vacasat this project.Rents were reduced at properties on
Baker Street prior to the semester start in order to fill vacant units.

Competitive Position andAchievable Pricing

Achievable pricing for an apartmentrgject within the Renewal District will vary depending on the
specific site within this areand the level of product executioWe regard sites locateclong Jackson
Street between Third and Sixth Streets to be best positioned, and our followtimgagesof achievable
rents will reflect our expectations for tise,with a discount indicated for other parts of the district.

Competitive Position

Our estimates of achievable pricing are based on our assessment of the competitive position of sites
within the Renewal District relative to the surveyed properties. The competitive position, in turn, is
primarily a function of locational attributes (access, visibility, viesgrounding land usenearby
amenities), butwe also consider the newer vintage and axpectations for project quality andn-site
amenities With respect to the latter, only larger sites will have the scale required to offesiten
amenities with measurable rent impact.
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In terms of location, we regard thestrongest sites within theRenewal [trict to be positioned
considerablyabove the less centrally located properties on Baker Street and South Main Sinepar
with Turnstone Flats, anldelow the McConnell Buildingnd the Pullman properties

In terms of amenities, a new developmenttime Renewal District has the potential to offer a broader
range than what is currently offered at any of surveyed projects with the exception of the Grove, which
has a larger site and greater economies of scale. At the larger sites within the distrighule expect a
community lounge and possibly a fitness rodsoth of which would justify somewhat higher rents.

In terms of building quality, wear, and #p-date design and layouts, we expect a positioning setred
above the Pullman projects, Turnstgrend the Grove, and significantly above the remaining projects in
the sample.

Achievable Pricing
The considerations regarding competitive position justify the rent levels indicated by the red curve in the
following chart.

HGURH.6: PEERGROUFPRICING ANALYSIS
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The rent curveshownabove indicatesachievable rents ranging fron885 per month for a500-square
foot studio unit to around $1,80 for alargethree-bedroom unit. With the unimix assumed below, this
translates to overall project rents of around $%.per square footAchievable rents are expected to move
with the wider market prior to deliveryThe rents assume adequate market depth.

HGURH.7: ACHIEVABLERICING; RENTAIAPARTMENTS

Unit Type Units Unit Mix  Average Size Avg. Rent Avg. PSF Rer
Studio 15 30% 500 $835 $1.67
1B/1b 18 36% 600 $928 $1.55
2B/1b 5 10% 850 $1,152 $1.36
2B/2b 10 20% 1,000 $1,280 $1.28
3B/2b 2 4% 1,200 $1,444 $1.20
Sum/Average 50 100% 699 $1,014 $1.45
SOURCHoHNSoON®CONOMICS
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It is important to note that the existing supply, even the higher end Grove project, reflects a product type
and execution well below what would be expected for new maiaté construction in most markets. As

a restt, there is a significant opportunity to deliver a taf-market property that can establish new price
points for Moscow.

Market Depth
Because students and nestudents have somewhat different preferences in terms of location and

housing product, we Wlidistinguish between the two segments in our projections for rental apartment
demand. Estimatesf apartment demand from students are deduc&dm enrollment projections that
JoHNSONECONOMIChas developed for Ul Moscow. Estimates of demand fromstadents are developed
using a housing demand model developed byNsoNEcONOMICSThis model utilizes household growth
projections developed by Nielsen Claritas, adjusted to reflect our expectations for local enrollment and
employment growth. A more detaitk presentation of our demand projections is included in the
appendix.

Students

Our enrollment projections for Ul Moscow (@ampus students only) indicate a decline of around 240
students over the coming five years under the baseline scen®Wm.assumettat roughly onefifth of
Moscow students live in households headed by sstudents. This indicates a decline in student housing
demand of roughly 200 bed&Jnder the highgrowth scenario, our model indicates a net increase of
roughly 200 studentstranslaing into demand for around 150 student housing beds

Non-students

According to our baseline scenario, which assumes flat enroliment graethi{ined Ul andVSU) and
annualemployment growth of 0.5%LatahWhitman), the model indicates structural (net néwlemand
from nonstudents for around 40 rental apartm@s over the coming five years (110 under the high
growth scenario). The growth is expecténl be concentrated inthe lower income brackets, with the
strongest gowth represented byetirees andyoungadults Note that pentup demand, which is difficult
to estimate quantitativelyn small geographieis not included in these estimates.

HGURH.8: STRUCTURAINETNEW) RENTAIAPARTMENDEMAND(2014¢ 2019)
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2 Pentup demand is reflectedni unusually large household size averagehich are reportedby the Census
. dzNJ Anoefican Community Survey. Howethese estimates are highly uncertain for small geographies.
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When demand fromrenters in turnover is included, the total demand profile represents around 175 lease
transactionsannually As is indicated by thdollowing chart the market is dominated by younger
households with modest incomes. However, roughly-fifte are househads with incomes above 50,000,
and these represent around 35 lease transactions per year.

HGURE.9: TOTALRENTAIAPARTMENDEMAND(2014¢ 2019)
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Market Opportunities

In light of current enrollment trends and recent declinesn market rents,the potential for additional
apartment supply in Moscovs somewhat limitedTherealreadyappears to besome oversupply ithe
lower endof the market as reflected in the deep rent discounts at projects like Baker Street Apartments
measired relative to thehigherquality Groveand Turnstoneprojects. The promotions offered this fall at
the Grovemay also indicate limited market deptfor more upscale gardenstyle apartments focused
specifically orstudents.

Our survey might indicateome support for an apartment project oriented toward graduate students and
non-students.Both Turnstone Flats and the McConnell Building achielagively high rent levels (and a
lack of vacancy)without offering luxury units.This suggestsome unmet @mand for Downtown
apartmentsand/or apartment communities without a student profil@he two projects currently in the
pipeline on White Avenue represembany years ofrojected newnon-student demand(not counting
pent-up demand) but thesewill not cate to segments with greference for Downtown living. They are
likely also located too far from campus to appeal to graduate students.

Among the sites within the Renewal District, we beli¢hiese located near Downtown and at some
distance to campusre best positionedto capture demand from graduate students and rstndents.
The sitelocateddirectly east of University PointgSixthand Jacksonis likely the strongestandidatein
this respect Sites that are more detached from the vibrant part of Doosvmh are more likely to be
perceived as student projest

It is difficult to estimate the market depth for upscale, urban apartments dubeauncertainty related to
pent-up demand (see note 2, preceding page). However, taking into aceaaungnt enrolment and

household growth trendsand projected market depthin middle- and upperincome householdswe

reckon that only a project of limited sca{80 to 70 units)is likely to find adequate market depth #ie

indicated levels of achievable pricing
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OWNERSHIPIOUSING

Recent Trends

Across the United Stateshé market for condominiumwas disproportionately hard hiin during the
downturn, due to its high share of young homeowners. Younger segments were more likely to become
unemployed or underemployeduring the crisis due to their lack of workplace seniority, and their lack of
savings caused many of them to lose their homes in foreclosure. The inordinately high foreclosure rates
for condominiuns caused a glut of discounted supply on the market, & fame time as demand was
choked off by lenders who became hesitant to finance these homes due to their elevated risk.

Moscow was spared for the kind of turmoil that the rest of the nation experienced in the wider ownership
market, andits smallcondominum market was to a large degrdémioyed by demand from students (or
their parents) and investors renting out to students. According to broker Gary Tribble, the condominium
market hastracked the wider owmrship market over the past years. The ownership kethas been
relatively stable in recent years, but with gecline in sales volume and pricing in 20ABd some
improvement so far in 2014.

The feasibility of condominium development within the Legacy Crossing Urban Renewal District has been
significanty reduced over the past yearsince the Federal Housing Administratiorequired that a
majority of the units be presold and intended for owneoccupancy before it will approve the
development for individual home loans. As a consequence, lenders haveinsigdr or even tougher
conditions before they will finance the construction of these projects.

The current credit requirements create a particular hurdle for a development near a university campus.
Students generally do not qualify for home loans, and-atudents who intend to purchase condo usit

as owneroccupants will likely be wary of buyingto projectsnear campuswhere they might expect to

have a large number of student renters as neighbors. Satisfying the 50%algfewneroccupant
requiremert does therefore not appear feasible under current standards. However, these requirements
have already been eased once since the downturn, and may be eased again, potentially allowing for
condominium development within the Renewal District in the future.

Pipeline Supply
There is no known supply of mufimily condominium projects in the pipeline within Moscow.

Ownership Market Survey

In order to assess the current market for urban condominiums within MoSCIWNSONECONOMICS
surveyed a sample of sevenulti-family condominium projectsSix of these are located in Moscow, and
one is located near the WSU campus in PullnTdre majority of the projects have student residents, and
many units are owned by investors. The locations of the properties are sbavihe following map, and
an individual profile of each project is included on the following pages.
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HGURH.8: MAP OFSURVEYEGONDOMINIUMPROJECTS
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HGURHE.9: PROFILE OBURVEYEGONDOMINIUMPROJECTS

1) BLACKK COVE CONDOMINIUM

Address: 182 Baker St, Moscow, Idaho
Year Built: 2007
Total units: 12

Community Amenities:
Unit Amenities: Carpet/vinyl flooring, laminate countertops, extra storage.

Unit Type Status Size (SF) Price Price/SF
#202 3B/1b Sold Jun-2014 1,460 $147,400 $101
#301 3B/1b Off Market 1,460 $149,000 $102

Address: 1311 W A St, Moscow, ldaho

Year Built: 1996

Total units: 16

Community Amenities:

| Unit Amenities: Carpet/vinyl flooring, oak cabinets, laminate countertops.

Unit Type Status Size (SF) Price Price/SF

#101 3B/2b For Sale 1,050 $99,500 $95

#103 3B/2b For Sale 1,050 $100,100 $95

#202 3B/2b Off Market 1,050 $112,000 $107
3) RUBECK RIDGE

Address: 135 Baker St, Moscow, Idaho

Year Built: 1995

Total units: 16

Community Amenities:

Unit Amenities: Carpet,tile,vinyl flooring, laminate countertops, vaulted ceilings (2nd floor), balc
Unit Type Status Size (SF) Price Price/SF
#204 3B/2b For Sale 1,050 $107,499 $102
#103 3B/2b For Sale 1,050 $100,100 $95

4) DEER PARK

Address: 1487 Northwood Dr, Moscow, Idaho
Year Built: 1993
Total units: 40

~ | Community Amenities:
Unit Amenities: Carpet/wood laminate flooring, laminate countertops, walk-in closet, vaulted cei

Unit Type Status Size (SF) Price Price/SF
#203 3B/2b For Sale 1,050 $112,900 $108
#102 3B/2b Off Market 1,051 $106,500 $101

Address: 1529 N Polk Ext., Moscow, Idaho

Year Built: 1999

Total units: 4

Community Amenities:

Unit Amenities: Vinyl and carpet flooring, laminate countertops, white appliances, oak cabinets.
Unit Type Status Size (SF) Price Price/SF
#1 3B/2b For Sale 868 $74,900 $86
#2 3B/2b Off Market 1,010 $105,500 $104
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SOURE Latah County MLS, online listingssiNsOMfCONOMICS

Summary of Survey Observations

The majority of the surveyed condominium projects are steedlle, lowrise projects built in the late
nineties and without community amenitiesOnly one of the prgjcts in Moscow was completed within
the past ten yearsBlackkCove, 2007). The Moscow projects hold a basic standard, consistent with their
primary use as student housing. The Pullman proj&ttnegate,which is a lower density townhouse
development, wasincluded for what it might reveal about demand and pricing for a more upscale
product. It is located near downtown, adjacent to the WSU campus.

The surveyed projects have only two sales transactions within the last two years, of which one was in
Pullman Eight units are currently for sale in Moscow, and another four units have been taken off the
market within this period without being sold. This indicates low demand.

Pricing is typically around $100 per square foot. The wmi¢ that soldin Moscow,a 1,460-squarefoot

unit at Blackk Covesold for $147,000, or $101 per square foot. Most of the units for sale are around
1,000 square feet and have asking prices around $100,000. The Washington Street project stands out with
somewhat higher asking pricegughly $110,000 for 808quarefoot units, translating into a PSF price of
$130. The higher prices likely reflect that this is a fplaex located away from the Ul campus on the north

side of Downtown.

The Stonegate project has achieved significantérigricing than the Moscow projects, at $300,000 for

a 1,900 square foot unit, or $156 per square foot. Most likely, this does not only reflect the higher
standard of the units, but also the stronger enrollment growth in Pullman (and thus higher expeastati
for future prices),t dzf f ¥drggr(student pool (and thus more market depth), that the units are
townhouses with downstairs garageand the quaetype configuration (4B/4b). The latter makes the units
suitable for renting to four students, which givéhese units more utility per square foot than a similarly
large unit intended for one househald
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