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About the Author 

Dave works in the planning department for a small jurisdiction in San Diego County.  He has an 

MBA with an emphasis in Real Estate from San Diego State University and a BA in Urban 

Studies and Planning from UCSD.  He has over eight years of experience in city planning.   

Objective 

Prior to finishing up his master’s degree, Dave sought out to discover where the best buys for 

single-family residences and condominiums in San Diego were.  He decided ZIP codes had the 

most comprehensive data and divided the County up the most efficiently.   

Assumptions and Limiting Conditions 

The following are assumptions and limiting conditions for this report: 

1. Author has no responsibility for legal opinions or interpretations. 

2. Information and data from internet databases are believed reliable and assumed correct, 

but not guaranteed.  Data was obtained from a variety of internet sources and no physical 

counts were conducted as a part of this study.   

3. Any data that was not immediately available prompted the use of educated assumptions.  

When these assumptions were made, proper rationale was used (see footnotes and lists of 

assumptions).   

4. Author has not knowingly withheld any significant information from this report.   

5. Author personally prepared this report. 

6. Author has no present or contemplated future interest in the results of this report. 

7. To the best of the Author’s knowledge and belief, the statements contained in the report 

are accurate and true.  

8. Author conducted this report in accordance with the scope of work requirements.   
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Executive Summary 

Recent periodicals indicate that housing sales and prices are increasing, foreclosures are 

increasing, unemployment is increasing, and the number of building permits is decreasing.  In a 

market with so many variables influencing housing prices, it can be difficult to predict future 

trends.     

A ZIP code survey of over 85 ZIP codes in San Diego County was conducted.  ZIP codes with at 

least 500 homes within its boundaries were selected.  Data was collected on all 85 ZIP codes for 

over 100 different variables.  For the purpose of this study, 39 variables were chosen to be 

further analyzed based on their potential relevance to housing prices. 

Out of 39 of these variables, household income was determined to be the greatest predictor of 

future housing price based on statistical correlations that were calculated.  This means that recent 

increases in unemployment and income reductions may have a greater impact on housing price 

than many analysts are anticipating.  Crime risk rates and vacancy rates were found to have no 

correlation with housing price and should not be used as predictors of housing price.   

The survey also analyzed the year to date median price divided by the 2000 US Census median 

price.  This ratio shows a median increase in San Diego home values of approximately 44 

percent over the last nine years.  The areas that have still recognized significant gains over that 

period (price has approximately doubled) are the more affluent areas in the County, whereas 

many less affluent areas have recognized losses since 2000.  Given the wide disparity of price 

change, gains may be expected in the less affluent areas or losses may be expected in the more 

affluent areas.   

The survey further analyzed the number of foreclosures by region.  The less affluent areas appear 

to be hit the hardest and vice versa.  A Business Week article (February 2009) estimates that in 

the United States, 5.9 million more foreclosures will occur over the next four years, which is 

approximately six times the number of foreclosures that occurred in 2006, 2007, and 2008 

combined (estimated to be 1 million). Excluding the more affluent areas, all homes purchased 

after 2002 and before 2009 are more than likely valued less then the purchase price.  Many of 

these homes are foreclosure candidates.   
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Based on this survey, the best schools in the County are within the Rancho Bernardo West, 

Rancho Santa Fe, Carmel Valley, and Del Mar communities respectively based on public school 

performance test scores.  The worst schools in the County are within the Logan Heights, Campo, 

Kensington / Normal Heights, San Ysidro, and Escondido East communities respectively 

(Greatschools.net).  The lowest crime risk areas are the Carmel Valley, Coronado, Descanso, 

Chula Vista Northeast, and Ramona communities respectively.  The highest crime risk areas are 

the Allied Gardens / Del Cerro, Mission Valley, Mission Beach / Pacific Beach, Oceanside 

South, and San Carlos communities respectively.   

According to this study, the five best areas to invest in San Diego County are southeast Chula 

Vista, Bonsall, Encanto, north Oceanside, and Mission Valley respectively.  The five worst areas 

to invest in San Diego County are Rancho Santa Fe, Del Mar, Coronado, Solana Beach, and La 

Jolla respectively.  This is based on a calculated net present value (NPV) given three variables 

for each community (median price, vacancy rates, and rental rates).  The NPV estimates the 

profit on an investment.  The median NPV for all 85 ZIP codes was $18,000, which indicates 

that most San Diego County areas are good to buy in at the moment.  Consider all aspects of a 

property and a community before making a purchase though.   

Home buying factors are listed within the study.  Before purchasing a home, consider other costs 

such as improvement, repair, and/or maintenance costs, property taxes, and homeowner’s 

association (HOA) and Mello-Roos fees.  To estimate the impact of monthly fees, add $15,000 to 

the purchase price of a home for every $100 of monthly HOA, Mello Roos or other monthly fees 

(estimate monthly mortgage costs by dividing the sale price by 140).  When deciding between 

two properties, keep in mind that most improvements only increase the value of the property by 

50 to 90 percent of the actual improvement costs, so it’s better to buy the property with the 

improvements already in place, instead of the one that needs fixing up. 

Introduction 

The purpose of this study is to help home buyers make educated decisions when buying a home. 

This study includes an analysis of the current economy and housing market in the United States, 

the State of California, and in San Diego County.  This study also alludes to future increases and 

decreases in the housing market and the reasons why.  The study then analyses 39 variables that 
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may influence housing price and determines which variables should be used as predictors of 

housing price.  In order to determine which variables influence housing price, ZIP code data was 

obtained for all ZIP codes in San Diego County with at least 500 homes (approximately 85 ZIP 

codes).  Using three variables (median price, median rent, and vacancy rate), the net present 

value was determined for each ZIP code resulting in a discovery of the best and worst ZIP code 

areas to buy in.  The study then analyses factors that influence housing price.  Current periodicals 

and real estate and statistical websites were used to acquire the information contained within this 

study.  The study should be viewed as a complete analysis which will allow home buyers to 

make a rational and educated decision when purchasing a home in San Diego County.  The study 

is written in layman’s terms and can be viewed as a practical and user friendly tool for home 

buying. 

Current Market Analysis  

Figure 1 

 

Figure 1 shows stock market trends for the Standard & Poor’s 500 Index from 1989 to 2009.  

Prices gradually increased from 1989 to 1995, and then significantly increased (more than 
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tripled) through 2000, followed by significant decreases through 2003, then significant increases 

through 2007, and finally dramatic decreases in 2008 and 2009.   Approximately 62.5 percent of 

home owners and 26 percent of renters had stock holdings and were likely impacted by the 

dramatic decline of the stock market in 2008 and 2009.  This decreased the amount of investment 

capital for several potential or existing home owners and may have restricted many households 

from purchasing a home or affording to make payments on an existing home.   

Figure 2 

 

Figure 2 (National Association of Realtors) shows how housing prices in San Diego County have 

increased since the late 1980’s.  Prices gradually increased from 1988 to 1998, and then 

significantly increased (tripling in price) through 2005, followed by gradual decreases in 2006 

and 2007 and then sharp declines (greater than 40%) in 2008 and 2009.    
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Figure 3 

 
Realtor.org, Metro Market Report, First Quarter 2009 (San Diego-Carlsbad-San Marcos Area) 

Figure 3 more closely examines housing price trends from 2002 to 2009 in California.  Since 

2002, the median price almost doubled and then reverted back to its original position (solid line).  

All homes purchased after 2002 and before 2009 are more than likely valued less then the 

purchase price.  All of these home purchases may be subject to foreclosure if home owners are 

discouraged from their losses and are unwilling or incapable to make their payments.     

Table 1 

 
Realtor.org, Metro Market Report, First Quarter 2009 (San Diego-Carlsbad-San Marcos Area) 

Table 1 shows that any equity gained as a result of the housing market over the last seven years 

has been lost in most cases.   
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Figure 4 

 
Realtor.org, Metro Market Report, First Quarter 2009 (San Diego-Carlsbad-San Marcos Area) 

Figure 4 implies that housing price is based on supply and demand principles.  Housing sales 

decreased as prices peaked and increased as housing prices approached its seven year low. 

San Diego County 
Figure 5 

 
Copyright 2009 San Diego Association of Realtors 

Figure 5 shows Median Sales Price changes between July 2008 and June 2009.  Since March 

2009, home prices have increased.  San Diego County’s median home prices rose for the third 
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consecutive month in June, hitting $314,250  (Pierce, 2009).  This is the highest amount since 

October 2008  (Pierce, 2009). 

San Diego County 
Figure 6 

 
Copyright 2009 San Diego Association of Realtors 
 

Figure 6 shows housing sales volume changes between July 2008 and June 2009.  Since 

February 2009, sales volume has increased.   

Looking Forward 

According to a periodical in Businessweek, in the U.S., over 1 million residences have fallen into 

foreclosure since 2006 and an additional 5.9 million residences are expected to fall into 

foreclosure over the next four years  (Brian Grow, 2009). This means that there will be 

approximately six times the number of foreclosures in only less then twice the span of time 

where 1 million foreclosures occurred.  If the forecast is accurate, this will further affect lenders 

and home owners and will put a surge of foreclosed housing units on the market which may 

further decrease housing prices.  Mark Goldman, a mortgage broker and San Diego State 

University real estate lecturer said increased foreclosures are likely to depress prices  (Pierce, 

2009).  In California alone, there have been more than 365,000 foreclosures since 2007  (KCBS, 
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2009).  Almost 100,000 foreclosure filings are occuring every month in California as of June 

2009  (KCBS, 2009).  In San Diego County, foreclosures in June surged nearly 66 percent over 

the previous month (Pierce, 2009). For the second quarter of 2009, there were 3,518 foreclosures 

in San Diego County, a 14 percent rise over the previous quarter, but a 27 percent decline from 

the second quarter 2008  (Pierce, 2009).   

The reason that further foreclosures are occuring is that lending industry lobbyists are making 

sure bankruptcy courts don’t have the authority to shrink mortgage debt (Brian Grow, 2009).  

The industry strategy is to buy time and thwart regulations (Brian Grow, 2009).    

“If, for example, a bank lowered the balance of a certain mortgage, there would be a 

strong argument that it would have to reduce the value on its balance sheet of all similar 

mortgages in the same geographic area to reflect the danger that the region had hit an 

economic slump. Under this stringent approach, financial industry mortgage-related 

losses could far surpass even the grim $1.1 trillion [in losses] estimated by Goldman 

Sachs (GS) in January [2009].” (Brian Grow, 2009) 

Foreclosure proceedings typcially cost banks about 50% of a property’s value  (Brian Grow, 

2009).  Further discouraging the situation, “Federal banking regulators reported in December 

2008 that 53% of consumers receiving loan modifications were again delinquent on their 

mortgages after six months” (Brian Grow, 2009).  Loan modifications often lead to higher rather 

than lower payments.  Only 35 percent of loan modifications are suggested to lead to lower 

payments  (Brian Grow, 2009). Lenders are adding the costs of missed payments, taxes, and big 

fees to borrower’s monthly bills  (Brian Grow, 2009).   
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Figure 7 

 
Realtor.org, Metro Market Report, First Quarter 2009 (San Diego-Carlsbad-San Marcos Area) 

Figure 7 shows the state and national trend of foreclosures from 2001 to 2009.   

As of June 15, 2009, banks in California cannot foreclose a mortgage without either 

renegotiating the loan or giving the homeowner three months notice  (KCBS, 2009).  Through 

the new bill, lenders are encouraged to either cut interest rates or rewrite loans to affordable 

levels  (KCBS, 2009).  Many lenders may opt for the three month notice just to avoid a surplus 

of cutting interest rates and rewriting loans.   

Another factor that may increase the risk of foreclosures is the loss of jobs.  As of June 2009, 

California’s unemployment rate was 11.6 percent, up from 7.1 percent in June 2008 (EDD, 

2009).  In San Diego, the unemployment rate is 10.1 percent as of June 2009  (EDD, 2009).  As 

of March 2009, the San Diego Median Household Income was $74,900.   

One of the sector’s that has been hit hardest is the building industry.  Almost every builder lost 

significant capital or went bankrupt with the recent decrease in housing prices.  In most cases, 

the costs of building in California exceeds the resale value and minimal building will occur until 

housing prices increase or the cost of building decreases.   



13 
 

Table 2 

 

Table 2 shows how building permits for new housing units have decreased over 80 percent since 

2003.  There are no signs of new housing construction rebounding in the near future with 

housing prices in question.  This may keep unemployment rates high.   

http://www.realtor.org/research/research/reportsstatistics 

In 2010, the National Association of Realtors projects Real Gross Domestic Product (GDP) to 

rise regardless of projections for unemployment to also rise.  The prime rate and 30-year fixed 

mortgage rate are also expected to rise slightly over the next year and a half.    

Figure 8 
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In summary, housing sales and prices are increasing, foreclosures are increasing, and 

unemployment is increasing.  In order to decrease the number of foreclosures that are 

anticipated, housing prices would need to increase by 50 to 100 percent within the next four 

years.  This would alleviate home owners and lenders from losses on their properties.  

Significant housing price increases are unlikely to occur within the next four years given that 

unemployment is high (less people that can afford homes) and almost six million more 

foreclosures are expected over the next four years.  Housing prices have increased lately possibly 

because investors are seeing the advantages to buying in today’s market (homes are renting for 

around the costs of owning a home).  The market will continually entice investors so long as the 

costs of owning a home are equal to or less than the income potential of renting the home.  This 

principle is used in the ZIP code analysis, which establishes the best predictors of housing price 

and estimates which ZIP codes may be best for home buyers based on housing prices, median 

rents, and vacancy rates.    

Determinants and Predictors of Housing Price 

The primary goal of the ZIP code analysis is to determine which ZIP codes are the best 

investment for attached and detached single family homes and why.  A secondary goal is to 

determine what variables should be used to predict housing price.   

Not every ZIP code in San Diego County was analyzed in this study, only ZIP codes in San 

Diego County with at least 500 homes.  These 85 ZIP codes are as follows: 

1. 91901 Alpine  

2. 91902 Bonita  

3. 91906 Campo 

4. 91910 Chula Vista N 

5. 91911 Chula Vista S 

6. 91913 CV, E. Lake, Otay Ranch 

7. 91914 Chula Vista NE 

8. 91915 Chula Vista SE 

9. 91916 Descanso 

10. 91932 Imperial Beach 

11. 91935 Jamul 

12. 91941 La Mesa, Mt. Helix 

13. 91942 La Mesa, Grossmont 

14. 91945 Lemon Grove 

15. 91950 National City 

16. 91962 Pine Valley 
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17. 91977 Spring Valley 

18. 91978 Rancho San Diego 

19. 92003 Bonsall  

20. 92004 Borrego Springs 

21. 92007 Cardiff 

22. 92008 Carlsbad NW 

23. 92009 Carlsbad SE 

24. 92010 Carlsbad NE 

25. 92014 Del Mar 

26. 92019 El Cajon 

27. 92020 El Cajon 

28. 92021 El Cajon 

29. 92024 Encinitas 

30. 92025 Escondido S 

31. 92026 Escondido N 

32. 92027 Escondido E 

33. 92028 Fallbrook 

34. 92029 Escondido W 

35. 92036 Julian 

36. 92037 La Jolla 

37. 92040 Lakeside 

38. 92054 Oceanside S 

39. 92056 Oceanside E 

40. 92057 Oceanside N 

41. 92058 Oceanside (Central) 

42. 92064 Poway 

43. 92065 Ramona 

44. 92067 Rancho Santa Fe 

45. 92069 San Marcos N 

46. 92071 Santae 

47. 92075 Solana Beach 

48. 92078 San Marcos S 

49. 92081 Vista S 

50. 92082 Valley Center 

51. 92083 Vista W 

52. 92084 Vista E 

53. 92091 Rancho Santa Fe PO 

54. 92101 Downtown 

55. 92102 Golden Hill 

56. 92103 Hillcrest, Mission Hills 

57. 92104 North Park 

58. 92105 City Heights 

59. 92106 Point Loma 

60. 92107 Ocean Beach 

61. 92108 Mission Valley 

62. 92109 Mission Bch, Pacific Bch 

63. 92110 Morena 

64. 92111 Linda Vista 
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65. 92113 Logan Heights 

66. 92114 Encanto 

67. 92115 College 

68. 92116 Kensington, Normal Heights 

69. 92117 Clairemont 

70. 92118 Coronado 

71. 92119 San Carlos 

72. 92120 Allied Gardens, Del Cerro 

73. 92121 Sorrento Valley 

74. 92122 University City 

75. 92123 Serra Mesa 

76. 92124 Tierrasanta 

77. 92126 Mira Mesa 

78. 92127 Rancho Bernardo W 

79. 92128 Rancho Bernardo E 

80. 92129 Penasquitos 

81. 92130 Carmel Valley 

82. 92131 Scripps Ranch 

83. 92139 Paradise Hills 

84. 92154 Nestor 

85. 92173 San Ysidro 

Data was acquired for each of the 85 ZIP codes.  The data included the following variables (Also 

see Exhibit 1):   

1. Year to date (YTD) median price; San Diego Association of Realtors (SDAR) 

2. YTD median price/2000 median value; SDAR & US Census 

3. YTD average median list price per square foot1; Redin & Zillow 

4. June 2009 number of foreclosures; San Diego Union Tribune 

5. YTD average number of days on the market; SDAR 

6. YTD number of sold listings; SDAR 

7. Current estimated number of homes for sale1; Redfin & Zillow 

8. July number of homes sold/current estimated number of homes for sale2; Redfin & 

Zillow 

                                                 
1 Current data from Redfin and Zillow were added, then divided by two to obtain an average.  If data was 
unavailable by both sources, then 0 was applied.  If data was unavailable from one source, then the available source 
was used unchanged. 
2 Zillow’s 8/2/2009 given for current total homes sold divided by current estimated number of homes for sale. 
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9. Current estimated median rent3; Zilpy & adjusted US Census 2000 

10. Current average square footage3; Zilpy 

11. Current median rent per square foot3; Zilpy 

12. Current number of rentals3; Zilpy 

13. 2008 estimated total population; SANDAG 

14. 2000 total acreage; US Census 

15. 2000 estimated vacant usable acres/total acres4; US Census 

16. 2000 residential density (housing units per residential acre); US Census 

17. 2000 employment density (employees per employment acre); US Census  

18. 2008 estimated total housing units; SANDAG 

19. 2008 estimated percentage of vacant housing units; SANDAG 

20. 2000 percentage of housing units that are single family residences; US Census  

21. 2000 housing units: median year built; US Census 

22. 2000 housing units: median number of rooms; US Census  

23. 2000 percentage of occupied housing units that are owner occupied; US Census  

24. 2000 total households; US Census  

25. 2000 percentage of non-family households; US Census 

26. 2008 estimated total persons per household; SANDAG 

27. 2008 estimated median household income; SANDAG 

                                                 
3 July 27, 2009 Zilpy data was used.  Median rents, average square footage, price per square foot and number of 
rentals by bedroom type were used to calculate the average median rent, average square footage, average price per 
square foot, and number of rentals.  Data was unavailable for ten ZIP codes.  To estimate the current estimated 
median rent for these ten ZIP codes, the average median Zilpy rent for all ZIP codes was divided by the average US 
Census 2000 gross rent for all ZIP codes.  This ratio was multiplied by the US Census 2000 gross rent in the 
specified ZIP codes where data was unavailable to estimate the current median rent.       
4 Using US Census 2000 data: [total acres - (total developed acres + constrained acres and unusable land)] / total 
acres. 
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28. Current average public school ratings5; Greatschools.net 

29. Current educational climate index6; Redfin 

30. Current estimated adjusted crime risk7; Redfin & SANDAG 

31. 2008 estimated median age; SANDAG 

32. 2000 percentage of population: foreign born; US Census 

33. 2000 percentage of population: foreign born and naturalized citizens; US Census 

34. 2000 percentage of population: workers 16 years and older; US Census 

35. 2000 percentage of workers who drive alone to work; US Census 

36. 2000 percentage of workers who use public transportation to work; US Census 

37. 2000 percentage of workers with private vehicle occupancy; US Census 

38. 2000 percentage of workers with no vehicle available; US Census 

39. 2000 average travel time for workers; US Census 

For each factor, the sum of data in each ZIP code was averaged and the median, the highest and 

lowest data values, the standard deviation, and the variance were determined.  A total was 

calculated for total population (#13), total acres (#14), total housing units (#18), and total 

households (#24).   

                                                 
5Using greatschools.net, 0 to 20 public schools were listed in each ZIP code.  Each public school had a 1 to 10 
rating.  All public school ratings in each ZIP code were averaged and the result became the current average public 
school rating. Great School’s ratings provide an overview of a school's test performance by comparing the school's 
state’s main standardized test results to those of other schools in the state.  
6 The Educational Climate Index is a socio-economic indicator. ZIP codes are ranked from 1 (low) to 5 (high) in 
whole number increments. It is based on the U.S. Census Bureau's Socioeconomic Status (SES) measure with 
weights adjusted to more strongly reflect the educational aspect of social status. Factors in this measure are income, 
educational achievement, and occupation of persons within the ZIP code. 
7 Crime risk compares the risk or probability of future occurrence of certain types of crime in a community as 
compared to the national average. The national average for each type of crime equals a score of 1.0, so a score of 2.0 
would represent twice the risk as the national average, and a score of 0.50 would represent half the risk of the 
national average. The risk indexes are based upon the most recent seven years of FBI crime reports.  High income, 
affluent neighborhoods often demonstrate a high risk for property crimes such as motor vehicle theft and larceny. 
The crime risk was deleted for ZIP codes (within jurisdictions having three or less ZIP codes) with a crime rating 
below .35 and replaced with a combination of the 2008 FBI Index crime rate per 1,000 population by jurisdiction 
and the 2007 total arrest rates by jurisdiction as reported by the Criminal Justice Research Division of SANDAG.  
The ZIP codes affected by the change were 92081, 92078, 92071, 92069, and 91932. 
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For each of the 39 variables, a correlation (r and r2 values) with the YTD median price (#1) was 

calculated.  Correlation determines the relationship between two variables and helps predict 

future values if one of the variables is known (See Exhibit 2 for definitions of correlation, r and 

r2 and a detailed example).  This correlation calculation determines how correlated each variable 

is with housing price.   

In order to narrow the focus of the study, given all 39 variables, the variables with the top ten r2 

values were selected along with the adjusted crime risk (#30) and the vacancy rate (#19) (See 

Exhibit 3).  The following is a list of the top ten r2 values (in order) based on the r2 correlation of 

the 39 different factors (variables) with the YTD median housing price (#1).  In order to 

calculate the r2 value, the variable data by ZIP code was compared to the YTD median price by 

ZIP code in San Diego County.  The corresponding r2 value is shown in brackets and the number 

from the list above is shown in parentheses.    

1. Median Household Income [r2=0.68] (#27); 

2. Average Median List Price per Square Foot [r2=0.55] (#3); 

3. 2009 Median Price/2000 Median Price [r2=0.49] (#2); 

4. Estimated Median Rent [r2=0.39] (#9); 

5. Average Public School Rating [r2=0.31] (#28); 

6. Median Age [r2=0.26] (#31); 

7. Median Number of Rooms per Housing Unit [r2=0.24] (#22); 

8. Educational Climate Index [r2=0.24] (#29); 

9. Number of Foreclosures [r2=0.20] (#4); 

10. Sold Homes / Homes for Sale [r2=0.19] (#8); 

The r2 values for the above list of variables shows that there is a correlation between these 

variables and median price.  Meaning that median price can be predicted or estimated if all or 

some of the above variables are known.  The closer to 0 an r2 value of the variable is, the less 

influence this variable has in predicting median price, while the closer to +1 an r2 value of the 

variable is, the more influence the variable has in predicting median price.   



18 
 

YTD Median Price [r2=1.0] (#1) 

If the same set of data points for one variable is compared to itself, there is a perfect correlation.  

There is a perfect correlation with housing price and housing price because it is the same variable 

(r2=1). 

Figure 9 

 

Figure 9 shows the five lowest and the five highest YTD median values of homes sold in San 

Diego County by ZIP code of the 85 ZIP codes analyzed and shows the median and the standard 

deviation for the set of 85 values.   

Median Household Income [r2=0.68] (#27) 

Median household income has the highest r2 value of the 39 variables analyzed.  This shows the 

great importance of income as it relates to housing price.  Factors that may affect income levels 

are unemployment, job growth or decline, increased gross domestic product and other similar 

employment factors.  In other words, if unemployment is projected to go up, income and housing 

prices would go down.  If the number of jobs is expected to increase, income and housing prices 
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would increase.  If the gross domestic product is expected to increase, income and housing prices 

would increase. 

Figure 10 

 

Figure 10 shows the five lowest and the five highest median household incomes of the 85 ZIP 

codes analyzed and shows the median and the standard deviation for the set of 85 values.   

Average Median List Price per Square Foot [r2=0.55] (#3) 

Median list price per square foot is a moderate predictor of housing price.  One factor that may 

affect the list price per square foot is the number of for-sale units.  The number of for-sale units 

is influenced by increased supply which could be caused by increased foreclosures, new 

construction of units, surplus sales for various reasons, etc.  If the supply of housing goes up, 

than this predictor variable shows that housing prices may decrease.   

2009 Median Price/2000 Median Price [r2=0.49] (#2) 

The 2009 median price divided by the 2000 median price shows us that housing price changed in 

each ZIP code by similar rates.  The correlation is relatively low (r2<0.5) however, so this also 
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indicates that housing price change in each area has varied in the last nine years.  This may 

indicate that increases in housing prices in one area may not reflect increases in another area.   

Figure 11 

 

Figure 11 shows the five lowest and the five highest values for the 2009 median price divided by 

the 2000 median price ratio of the 85 ZIP codes analyzed and shows the median and the standard 

deviation for the set of 85 values.  The median price is at approximately 1.44, which indicates 

that home values have still increased by over 40 percent since the 2000 Census survey was 

conducted.  The areas that still recognize significant gains over that period (price have 

approximately doubled) are the more affluent areas in the County, whereas the less affluent areas 

have recognized losses since 2000.  This may imply that gains are expected in the less affluent 

areas or that losses are expected in the more affluent areas.   

Estimated Median Rent [r2=0.39] (#9) 

The estimated median price correlation with housing price is relatively low (r2<0.4), meaning 

changes in rent do not necessarily effect the changes in price, but changes may occur 

accordingly.   
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Figure 12 

 

Figure 12 shows the five lowest and the five highest median rents of the 85 ZIP codes analyzed 

and shows the median and the standard deviation for the set of 85 values.   

Average Public School Rating [r2=0.31] (#28) 

The public school rating correlation with housing price is relatively low (r2=0.31), meaning 

changes in a school district test performances may slightly reflect changes in housing price.   
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Figure 13 

 

Figure 13 shows the five lowest and the five highest average public school rating values of the 

85 ZIP codes analyzed and shows the median and the standard deviation for the set of 85 values.   

Median Age [r2=0.26] (#31) 

The median age correlation with housing price is low (r2=0.26), meaning changes in an area’s 

median age may slightly reflect changes in housing price. 

Median Number of Rooms per Housing Unit [r2=0.24] (#22) 

The median number of rooms per housing unit correlation with housing price is low (r2=0.24), 

meaning changes in an area’s median number of rooms may slightly reflect changes in housing 

price. 

Educational Climate Index [r2=0.24] (#29) 

The Educational Climate Index correlation with housing price is low (r2=0.24), meaning changes 

in an area’s socio-economic characteristics may slightly reflect changes in housing price. 
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Number of Foreclosures [r2=0.20] (#4) 

The number of foreclosures negative correlation with housing price is low (r2=0.20), meaning 

changes in the number of foreclosures in an area may slightly reflect changes in housing price.  

This low correlation may be low because the number or sample size of foreclosures is small in 

each ZIP code.  Of the 85 ZIP codes studied, the percentage of foreclosures as of the second 

quarter in 2009 was between 0.04 and 1.38 percent which shows a large range of variability.   

Figure 14 

 

Figure 14 shows the five lowest and the five highest number of foreclosures per 1,000 homes of 

the 85 ZIP codes analyzed and shows the median and the standard deviation for the set of 85 

values.   

Sold Homes / Homes for Sale [r2=0.19] (#8) 

The number of homes sold divided by the number of homes for sale negative correlation with 

housing price is low (r2=0.19), meaning changes in this ratio may slightly reflect changes in 

housing price.    
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Non-Predictors 

Surprisingly, no correlation (r2<0.1) with housing price was found with the average number of 

days on the market (r2=0.06) (#5), the number of listing sold (r2=0.09) (#6), the number of homes 

for sale (r2=0.07) (#7), the average square footage (r2=0.02) (#10), residential density (r2=0.00) 

(#16), employment density (r2=0.00) (#17), the total number of housing units (r2=0.06) (#18),  

the vacancy rate (r2=0.01) (#19) (#19), the percentage of housing units that are single-family 

homes (r2=0.07) (#20), the median year the structure was built (r2=0.02) (#21), the percentage of 

occupied housing units that are owner occupied (r2=0.07) (#23), the total number of households 

(r2=0.07) (#24), the total persons per household (r2=0.08) (#26), the adjusted crime risk rate 

(r2=0.00) (#30), the percentage of the population that were foreign born (r2=0.07) (#32), and the 

percentage of workers and their transportation habits (r2= between 0.00 and 0.07) (#’s 34-39).  

This means that none of the above factors should be used as determinants or predictor variables 

for housing price.   

Figure 15 

 

Figure 15 shows the five highest and the five lowest adjusted crime risk of the 85 ZIP codes 

analyzed and shows the median and the standard deviation for the set of 85 values.   
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Best Investments by ZIP Code 

There are three widely used approaches to valuing real estate property:  The comparison 

approach, the income approach, and the replacement cost approach.   

Housing price in San Diego County is typically calculated using the comparison approach.  

Meaning, housing price is based on the selling price of other similar homes in the area.  The 

income approach uses the income (i.e. rent earned) earned on a house and subtracts expenses 

(mortgage plus monthly fees and estimated operating costs) to calculate the value of a property.  

If income is higher than expenses, the investment is good and vice versa.  The income approach 

is a method of arriving at the appraisal value of a property on the basis of its opportunity cost.  It 

calculates the net income the property would earn.  The replacement cost approach is the cost to 

reconstruct any structures on a property and add the value of the land.  This study uses the 

income approach to determine the best investments in San Diego County.   

Three variables from each of the 85 ZIP codes in San Diego County (ZIP codes with at least 500 

homes) were inputted into a cash flow calculator (Exhibit 4) that calculate seven outputs 

(variables) that estimate which ZIP codes are the best investments in San Diego County.  The 

three input variables for each ZIP code are the YTD median price, the estimated median rent, and 

the 2008 vacancy rate estimate.  These seven calculated outputs are as follows: 

1. Net Present Value (NPV):  the total present value (PV) of a time series of cash flows.  It 

is a standard method for using the time value of money to appraise long-term projects. 

Used for capital budgeting, and widely throughout economics, it measures the excess or 

shortfall of cash flows, in present value terms, once financing charges are met.   

2. Internal Rate of Return (IRR): a rate of return used in capital budgeting to measure and 

compare the profitability of investments. It is also called the discounted cash flow rate of 

return (DCFROR) or simply the rate of return (ROR). In the context of savings and loans, 

the IRR is also called the effective interest rate. The term internal refers to the fact that its 

calculation does not incorporate environmental factors (e.g. the interest rate or inflation). 
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3. Debt Coverage Ratio (DCR): the ratio of cash available (rental income) for debt servicing 

(mortgage, home owner’s association and Mello-Roos fees, property taxes and operating 

costs).  It is a popular benchmark used in the measurement of an entity's ability to 

produce enough cash to cover its debt payments. If the ratio is 1 or greater, than income 

pays for expenses.  If the ratio is less than 1, than income is only sufficient to pay that 

percentage of expenses.  

4. Gross Income Multiplier (GIM): the ratio between the price of the home to the amount of 

annual rental income collected.  This ratio is used to demonstrate how long it would take 

for a property to pay for itself if the only source of cash inflow was monthly rent.  A 

lower multiplier is desired because this would indicate that the property would pay for 

itself in fewer years.   

5. Debt Service (DS): Annual mortgage payment and annual property tax payment.   

6. Effective Gross Income (EGI):  projected annual rental income minus losses from 

vacancies. 

7. Projected Sale Value (PSV):  the projected sale price after six years.  This is the YTD 

median price increasing in value by three percent annually.    

The following assumptions were made to determine outputs: 

1. Home is purchase on January 1, 2010.  Sale price is valued at the YTD median price for 

each ZIP code. 

2. Loan costs are one percent of sale price plus $4,000 closing costs. 

3. Loan requires 3.5 percent of the sale price as down payment plus loan costs.   

4. There is a first and second mortgage, both with a 30 year fixed rate with a 5.75 and 9.1 

percent annual interest rate respectively.  The loan is amortized over 360 months. 

5. Home will be rented as of day 1 of sale with a vacancy rate equal to the 2008 vacancy 

rate estimate for each ZIP code.  Rent is assumed to increase by three percent per year. 

6. The home is depreciated using straight line depreciation over 27.5 years.  The land or 

non-depreciable portion of the sale price is assumed to be 30 percent. 
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7. Annual property taxes are assumed at 1.12%.  Property taxes are assumed to increase by 

two percent per year.   

8. The household annual income tax rate is assumed to be 25 percent. 

9. Operating expenses such as insurance, maintenance, and repairs are assumed to be 25 

percent of the EGI.  These expenses are assumed to increase by three percent annually.  

Including property taxes, operating expenses are approximately 40 percent of EGI.   

8. The property is assumed to be held for six years and then sold immediately at the end of 

the period.  The sale price is assumed to be the YTD median price increasing in value by 

three percent annually.  Selling expenses are assumed to be five percent of the sale price.  

To calculate taxes on the sale, the ordinary income rate is estimated at 44.3 percent and 

the long term capital gain is estimated to be 15 percent.  A 1031 exchange for “like-kind” 

property is not conducted.  See Exhibit 5 for further details on the sale after six years. 

Exhibit 6 shows the seven outputs (NPV, IRR, DCR, GIM, DS, EGI, and PSV) for each of 

the 85 ZIP codes.  The average, median, highest value, median, lowest value, and standard 

deviation for each output array are also given.   

Figure 16 

 



28 
 

Figure 16 shows the net present value in dollars for the five highest and lowest net present values 

for the 85 ZIP codes.  The five highest net present values ranged between $28,000 to $35,000.  

This means, after the down payment and expenses are refunded, the home would net between 

$28,000 and $35,000 in profit in today’s money.  Since the home would not be sold until year 

six, the profit would be higher.  A conservative projection for the value of this profit in six years 

would be between $33,000 and $42,000.  This would approximately double an investment (down 

payment) in six years if all of the assumptions and inputs are correct.  According to this study, 

the five best areas to invest in San Diego County are southeast Chula Vista (91915), Bonsall 

(92003), Encanto (92114), north Oceanside (92057), and Mission Valley (92108) respectively.  

The five worst areas to invest in San Diego County are Rancho Santa Fe (92067), Del Mar 

(92014), Coronado (92118), Solana Beach (92075), and La Jolla (92037) respectively.  The 

median NPV for all 85 ZIP codes was $18,000, which indicates that most areas are good to buy 

in at the moment if the sale price is equal to or less than the given median sale price of the ZIP 

code.  The size of a median priced home is typically between two and three bedrooms (less 

bedrooms for high density areas and vice versa).  This study does not account for any home 

owner’s association (HOA) and Mello-Roos fees or other unstated expenses.  There are many 

other factors to consider before a home is purchased however.   

Factors of Housing Price  

There are several factors that can increase or decrease home values.  All factors should be taken 

into account with any home purchase.   

When comparing two properties, see how factors for each property may be different and adjust 

the costs accordingly.  In San Diego County, the two most important factors are HOA and Mello-

Roos fees.  HOA fees can range from $50 a month for private street maintenance up to over $700 

a month for downtown condominium common area maintenance.  Mello-Roos districts are 

established by local governments at the request of a developer to finance specific public facilities 

and services such as schools, roads and libraries (Union Tribune).  They were authorized by state 

law in 1982.  Mello-Roos fees are typically paid over 20 to 30 years and then no future payments 

are required.  Mello-Roos fees range from $174 to $3,000 annually and are applied to a property 

tax bill in addition to a 1 percent property tax rate (Union Tribune). Both HOA and Mello-Roos 
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fees are more prevalent in newer developments.  To estimate the impact of these monthly fees, 

add $15,000 to the purchase price of a house or condominium for every $100 of monthly HOA, 

Mello Roos fees, or other monthly fees (estimate monthly mortgage costs by dividing the sale 

price by 140).   

When comparing properties, valuate the improvements (kitchen remodel, room addition, etc.) at 

market rates.  For example, there are two like properties, one has a remodeled kitchen and the 

other does not.  Determine how much a new kitchen would cost and add that value to the 

property without the remodeled kitchen.  The costs to do improvements at market rate usually 

only increase the value of the property by 50 to 90 percent of the actual construction costs, so it’s 

better to buy the property with the improvements in place, then to pay for it later (Remodeling 

Magazine).   

Based on various questionnaires and approximations, the following improvements are estimated 

with costs: 

·  Street improvements (Review the City of San Diego Unit Price List dated January 2006): 

o Concrete curb & gutter: $25 per lineal foot  

o Concrete, asphalt, brick, or stone sidewalks and pavers: $10 to15 per square foot 

o Curb ramp: $3,000 each  

o Street sewer lateral $5,000 each 

o Sewer main: $300 per lineal foot  

o Reinforced concrete pipe (RCP) storm drain: $300 per lineal foot 

o Undergrounding overhead utilities (pole to pole) 

�  Standard: $100 per lineal foot 

�  Electrical transmission line: $1,000 per lineal foot 

·  Grading and drainage 

o Excavate and export soils and to import and fill soils or dirt:  $45 per cubic yard 

o Trench shoring: $20 per lineal foot 
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o Masonry retaining wall: $40 per lineal foot 

o On-site drain: $5,000 each 

·  New housing units, room additions, and accessory buildings: $80 to $300 per square foot 

·  Remodels: $50-$200 per square foot 

·  Fencing: $20 per lineal foot 

·  Landscaping 

o Shrubs (5 gallon): $20 

o Slope planting (ground cover and trees): $1 per square foot 

o Ground cover only: $0.50 per square foot 

o Trees (24” box): $250 

o Tree grate: $500 

o Irrigation: $1 per square foot 

o Irrigation backflow prevention assembly: $2000 each 

Table 3 shows typical home improvements and their respective job costs, resale value, and 

percentage of costs that are recouped in the resale value both regionally and nationally 

(Remodeling Magazine): 
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Table 3 

 

These costs of improvements do not account for predevelopment costs.  Discuss with the city or 

county planner, the need for plans, studies, and reports and potential fees before you plan to do 

any development.  Based on various questionnaires and approximations, the following pre-

development costs are estimated (costs do not overlap): 

·  Topographical and boundary survey: $10,000 

·  Schematic design (site plan, floor plan, and elevations): $15,000 

·  Construction documents: $15,000  

·  Grading plans: $15,000 
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·  Subdivision Map: $30,000 

·  Soils report: $10,000 

·  Traffic study: $15,000  

·  Acoustical analysis: $8,000  

·  Drainage Study: $10,000 

·  Standard Urban Storm water Mitigation Plan: $8,000 

There are other factors that also influence housing price outside of comparable improvements.  

The following factors should be analyzed prior to any home purchase: 

·  Market Influences such as unemployment, the stock market, foreclosures etc. 

·  Number of days on the market 

·  Sold Listings/Listings for Sale 

·  Average Sale Price/Average Listing Price 

·  Number of homes for sale 

·  Rent and price per square foot 

·  Prime Rate 

·  Mortgage loan costs and interest rate 

·  Mortgage down payment 

·  Mortgage feasibility: buyer credit score and income acceptable qualifications 

·  Comparable properties 

·  Replacement costs 

·  Potential income: rental and vacancy rates, tax savings, depreciation income,    

·  Expenses: HOA fees, Mello-Roos fees, property taxes, homeowner’s insurance, utilities 

expense, capital improvements needed, projected maintenance and repairs, and property 

management fees 
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·  Zoning Regulations and Planning 

o Allowable uses 

o Density 

o Setbacks 

o Maximum structure height 

o Maximum lot coverage 

o Maximum floor area ratio (FAR)  

o Historical significance 

o Environmental constraints 

o Growth forecasts 

o Proposed density or land use changes 

·  Location: community resources, parks, schools, churches, retail stores, area attractions, 

employment, crime rate, public transportation, traffic, and demographics  

·  Views and site topography  

·  Size: lot and floor area and number of bedrooms and bathrooms 

·  Street improvements: curb, gutter, sidewalk, under grounding of overhead utilities, 

landscaping within the right-of-way, and public or private sewer or septic 

·  Landscaping, surface improvements, and water features 

·  Parking:  garage, carport, guest parking, drive-way parking, RV parking, and on-street 

parking 

·  Fencing and screening 

·  Decks, patios, and balconies 

·  Building quality (exterior and interior): design and compliance with building and fire 

codes 
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·  Needed repairs: problems with slab or foundation, framing, roofing, tree roots, toxic 

mold, grading improvements, installation of curb, gutter, sidewalk, paving, and 

undergrounding overhead utilities in the right-of-way, compliance with current building 

and fire codes, and legalizing unpermitted improvements, additions, structures, and 

conversions to extra units 

·  Other amenities: fireplace, accessory structures, appliances, laundry, air conditioning, 

heating, natural ventilation, vaulted ceilings, granite counter tops, flooring, cabinetry, 

lighting, and windows  

·  Pre-development costs such as architectural, engineering, and surveying charges and 

zoning, engineering, and building department fees 

·  Property liens, liabilities, and legal disputes  

Conclusion 

This analysis prepares potential home buyers to make sound real estate investments.  Current 

housing market conditions will change and predictions should be considered, but not relied upon.  

In analyzing market predictions, pay close attention to predictions in household income, because 

changes in income will affect housing price more than most other variables.  

Performing a site specific net present value and internal rate of return valuation and an analysis 

of comparable home sales and rental properties will provide an accurate estimate of an 

investment opportunity.  When comparing properties, adjust the sale price for differentiating 

factors.  Also, estimate the replacement costs of the entire property and estimate the remaining 

useful life of improvements.   
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Sources 

All data and information was obtained on the internet.  The following is a list of websites used to 

obtain all of the information within this report: 

·  factfinder.census.gov: 2000 Census Data 

·  www.sandag.org: 2000 Census Data; SANDAG Current Demographic and Housing 

Estimates; SANDAG 2008 Crime Report 

·  www.realtor.org: National and regional housing data 

·  www.sdar.com: San Diego Association of Realtors 

·  www.marketwatch.com: housing periodical 

·  www.kcbs.com: housing periodical 

·  www.signonsandiego.com: housing periodicals 

·  www.Businessweek.com: housing and economic periodicals 

·  www.edd.ca.gov: unemployment statistics 

·  www.remodeling.hw.net: costs of construction 

·  www.zillow.com: current housing data 

·  www.redfin.com: current housing data; crime rating; educational climate index 

·  www.zilpy.com: current rental data 

·  www.greatschools.net: current school performance ratings 
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Exhibit 2: R and R Squared  
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Exhibit 2 

The Pearson product-moment correlation coefficient (r) is a measure of the correlation (linear 

dependence) between two variables X and Y, giving a value between +1 and �1 inclusive. It is a 

measure of the strength of linear dependence between two variables. For r values between -1 and 

0, the degree of strength is an inverse relationship. For r values between 0 and +1, the degree of 

strength is a positive relationship. An r value of 0 indicates no linear relationship and an r value 

of 1 or -1 indicates the two variables are perfectly correlated. For example, the number of 

housing unit growth per year is positively correlated with the number of building permits finaled 

per year.  Transversely, the rate of unemployment in the building industry per year and the 

number of building permits finaled per year are negatively correlated.  Alternatively, there is no 

(0) correlation between number of building permits finaled per year and the number of pizzas 

sold per year in a given region.  Two variables that are perfected correlated (+1) would be the 

years in the twenty-first century and the years in the twentieth century.   

In statistics, the coefficient of determination, r squared, is simply the square of r as discussed 

previously.  It is used in the context of statistical models whose main purpose is the prediction of 

future outcomes on the basis of other related information. It is the proportion of variability in a 

data set that is accounted for by the statistical model. It provides a measure of how well future 

outcomes are likely to be predicted by the model.  The values vary from 0 to 1. An r squared 

value of +1 indicates that the regression line perfectly fits the data and a prediction can be made 

with 100 percent accuracy for future outcomes and an r squared value of 0 indicates that the 

regression line does not fit the data and a prediction using the regression line will not be 

accurate. 

The graph below analyzes two variables from this study: 2008 Estimated Median Household 

Income and YTD Median Price.  The diamond shaped points represent data for each ZIP code.  

For instance, the lonely point in the upper right hand corner represents the community of Rancho 

Santa Fe in ZIP code 92091 where the YTD Median Price for a home is $2,527,660 and the 

Median Household Income is $159,464 annually.  The Median Household Income has the 

strongest (closest to 1) correlation with YTD Median Price out of all of the variables analyzed.  

This line across the graph is the regression line.  This line is used to predict future values.  For 

instance, if you have a community with a Median Household Income of $120,000 annually, 
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using the regression line, it is predicted that the YTD Median Price for housing in this 

community would be approximately $1.5 million.  Using the equation given in the graph (y = 

0.0568x + 34096), where x is the YTD Median Price and y is the Median Household income, 

$120,000 can be replaced with y to obtain an x value of $1,512,394.  The r squared value for 

these two variables is 0.7032.  This relationship is shown graphically below because the majority 

of the data points are not on the line (not perfectly correlated).  Most of them are slightly above 

or below the line.  In this case, the prediction of $1.5 million is an estimate and more than likely 

the actual value would be $1.5 million give or take a few $100,000.   

Example: 

 

Figure 17 



Exhibit 3: Selected Housing Variable Data  
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Exhibit 4: Cash Flow Calculator  
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Exhibit 5: Value at Time of Sale 
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Exhibit 6: Investment Predictor Outputs 
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