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Orlando Metro Area Fourth Quarter 2009

DEsPITE CURRENT WEAKNESS, POSITIVE DEVELOPMENTS EMERGING

Near-term fundamentals in the Orlando apartment sector are expected to erode further as a weak economy stifles
household formation and rental housing demand. Despite projected vacancy of nearly 11 percent this year and addi-
tional declines in rents, some positive news emerged in the third quarter. For one, the rate of layoffs started to slow,
with job cuts in the third quarter estimated to be the lowest in more than a year. Also, the University of Central Florida
College of Medicine opened during the third quarter. While the opening did not avert a rise in vacancy in the area , the
presence of the college is expected to help further diversify the local economy and become an engine for future growth.
In the construction sector, multi-family building and permitting continued to ease considerably in the third quarter. A
decline in apartment development will magnify the effects of the increase in demand that accompanies a resumption
in hiring.

Investment activity has subsided from a few years ago, when more liberal lending standards and higher loan-to-
value ratios fueled aggressive buying. Transaction velocity has decreased only 12 percent over the past year but is down
more than 80 percent from the peak of the market four years ago. With only a few transactions recorded in the last 12
months, values are difficult to determine. Sales of lender-owned properties and fractured condo deals have occurred
at substantial discounts, contributing to a low range of prices in recent deals. Greater vacancy and use of concessions,
meanwhile, are pushing down prices for stabilized assets, although few of these properties have changed hands. A
stabilization of the economy over the next few months may slow the rate of rent reductions and simplify underwriting
heading into 2010. Despite the lingering economic downturn and a recent deceleration in population growth, the mar-
ket’s outlook for long-term expansion remains intact and will stimulate investors’ interest.

2009 ANNUAL APARTMENT FORECAST
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Total employment in the Orlando metro area declined 3.8 percent in the
first three quarters of this year due to the elimination of 39,700 jobs. Since
the recession started, the loss of 79,200 positions has reduced total employ-
ment to a level last recorded in early 2005.

Although job cuts have been severe, the rate of layoffs has started to slow.
Approximately 6,000 positions were eliminated in the third quarter, com-
pared with average quarterly losses of 12,200 employees since the begin-
ning of the recession.

Among the positive notes in the local economy, approximately 2,900 workers
were hired in the leisure and hospitality sector in the first two months of the
third quarter. Some of the increase is attributable to the recent opening of the
1,400-room Hilton Orlando near the Orange County Convention Center.

Outlook: The pace of job cuts will continue to slow over the remainder of
the year. In 2009, payrolls are forecast to shrink 4.3 percent, as 47,000 jobs
will be eliminated. Last year, local employers trimmed 39,500 positions.

HousiNnG AND DEMOGRAPHICS

*

Supply-side pressures are easing. In the 12 months ending in the third quar-
ter, permits for 4,300 units of single- and multi-family housing were issued,
a decline of 67 percent from the corresponding year-earlier period.

Sales of distressed homes at discounted prices and a first-time homebuyer
credit ignited an estimated 45 percent increase in sales of existing single-
family homes in the annual period ending in the third quarter. The median
price has fallen 40 percent year over year to $124,600.

The average Class A asking rent in the market is $281 per month more than
the typical mortgage and other payments on the median-priced home. The
average asking rent for a Class B/ C rental is about $12 less than the month-
ly debt on the median-priced home.

Outlook: Single-family residences are affordable to renters. There will be
some migration of renters to owner-occupied housing, but lingering uncer-
tainty over the employment market and stricter credit standards will cause
many renters to avoid the risks of homeownership.

CONSTRUCTION

*

No projects were completed in the third quarter. Over the past 12 months,
1,875 units have been delivered. The pace of construction is slowing signifi-
cantly, as more than 2,500 units were put into service in the preceding year.

Year to date, 760 units have come online. Significant projects include the
456-unit Cumberland Park complex in the Far South/Lake Buena Vista
submarket, which was delivered in the first quarter.

The pipeline of planned projects has thinned to about 10,000 units, com-
pared with 11,400 planned rentals earlier in the year. Meanwhile, multi-
family permit issuance has fallen 84 percent over the past 12 months to
approximately 1,000 units.

Outlook: In 2009, developers will deliver 840 units, down from more than
3,100 units last year.
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VAcANcY
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A reduction in employment suppressed housing demand in the third quar-
ter, leading to a 50 basis point increase in the vacancy rate to 10.3 percent.
On a year-over-year basis, vacancy has climbed 150 basis points.

Demand trends in the Class B/ C segment contributed to most of the decline
in the overall vacancy rate. In the third quarter, lower-tier vacancy rose 80
basis points to 11 percent as the number of occupied units fell 0.9 percent.
Class B/ C vacancy has increased 220 basis points since the third quarter of
last year.

Class A vacancy inched up 30 basis points in the third quarter to 9.5 percent
and is 70 basis points more than one year earlier, as growth in stock has
exceeded an increase in occupied units.

Outlook: Even as supply growth virtually stops, demand will remain weak
until employment rebounds . As a result, vacancy in Orlando is expected to
rise 90 basis points this year to 10.9 percent, the highest reading this decade.

RENTS

*

Driven by slumping demand in the Class B/C segment, marketwide ask-
ing rents were estimated to fall 1.5 percent in the third quarter to $869 per
month. Effective rents slid 2 percent to $797 per month. Year to date, asking
and effective rents have receded 2.4 percent and 3.4 percent, respectively.

A weak job market has reduced rental housing demand, contributing to a
1.6 percent decline in Class B/C asking rents in the third quarter to $750
per month. So far in 2009, asking rents in the lower tiers have decreased 3.1
percent. Asking rents at Class A complexes dropped 1.2 percent in the third
quarter to $1,019 per month and are down 1.7 percent year to date.

Faltering demand has resulted in a gradual increase in concessions this
year. Average concessions were 8.3 percent of asking rents in the third
quarter, the equivalent of one month of free rent. At year-end 2008, conces-
sions were 7.3 percent of asking rents.

Outlook: Asking rents are projected to fall 3.9 percent in 2009 to $855 per
month. Effective rents will drop 5.5 percent to $780 per month.

SALES TRENDS**

*

Transaction velocity declined 12 percent over the most recent 12-month pe-
riod, based on a limited number of sales.

The median price in deals closed in the past year was $56,300 per unit, a
drop of 19 percent from the preceding annual period. Prices in sales re-
corded this year range from about $30,000 per unit to $60,000 per unit.

The lack of activity makes it difficult to establish cap rate trends. Generally,
cap rates start at about 8 percent for stabilized properties and rise based on
location, asset quality and financial performance.

Outlook: Investors in large properties typically have driven activity in the
market, but this pool of buyers will remain mostly sidelined in the months
ahead, as financing for such assets is challenging. Sales of large, deeply dis-
counted properties in financial distress will persist due to highly motivated
buyers and sellers.
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** Data reflect a full 12-month period, calculated on
a trailing 12-month basis by quarter.
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CAriTAL MARKETS
By WILLIAM E. HUGHES, SeNIOR VICE PRESIDENT, MARCUS & MILLICHAP CAPITAL CORPORATION

*

Compared to other core property sectors, apartments have fared best due
to the availability of financing through government-sponsored enterprises
(GSEs) Fannie Mae and Freddie Mac. Recent modifications to GSE guide-
lines will impact lender decisions, however, as borrower requirements in-
clude more substantial apartment ownership experience.

Loan-to-value requirements range from 55 percent to 75 percent. Portfolio
lenders are issuing loans at all-in rates of 6.00 percent to 6.75 percent for a
five-year term and 6.9 percent to 8.0 percent for a 10-year term. Rates among
agency lenders are roughly 150 basis points to 175 basis points lower. The
government recently assumed full control of Fannie Mae and Freddie Mac,
which may boost confidence in the GSEs, putting downward pressure on
rates, but it also creates several near-term uncertainties.

Delinquencies will rise further as a wave of maturities approaches; however,
at-risk borrowers may find lenders amenable to loan extensions/modifica-
tions. Furthermore, Freddie Mac is under way on its second securitization of
multi-family debt this year, and the government’s TALF program is expect-
ed to at least provide a much-needed spark to the traditional CMBS market.

SUBMARKET OVERVIEW

*

A large daytime population and proximity to major employers in down-
town Orlando have encouraged developers to plan 2,800 rentals in the Mai-
tland/Winter Park submarket. There are no scheduled start dates for any of
the projects, which represent about 80 percent of the area’s existing stock.

Class B/ C vacancy is greater than 10 percent in six of the metro’s 11 sub-
markets. In the Northwest submarket, vacancy has climbed 250 basis points
this year to 15.6 percent. The increase represents a 200-unit drop in occu-
pied units. High unemployment and job losses will suppress rental demand
in the near term.

In the Southeast/ Airport submarket, the addition of 839 top-tier units over
the past year has contributed to a 260 basis point jump in Class A vacancy
to 11.6 percent.

SUBMARKET VACANCY RANKING

Vacancy  Y-O-YBasis  Effective  Y-O-Y

Regional Manager Rank  Submarket Rate  PointChange  Rents % Change
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1900 Summit Tower Boulevard 1  West Altamonte Springs 8.1% 30 $789 -0.5%

Suite 650 2 Southwest 8.2% 220 $850 -3.8%

Orlando, Florida 32810 3 FarNorth 8.3% 40 851  -3.0%

Tel: (407) 557-6800 4 East Altamonte/Casselberry 8.6% 40 $769 -1.7%

Fax: (407) 557-3810 5  Northeast 9.5% 220 §799  -2.6%

6 Far South/Lake Buena Vista 10.5% 340 $938 -3.6%

Price: $150 7  Southeast/Airport 10.7% 70 $837 -0.4%

8  South Central 11.3% 10 $770 -4.6%
. . 0 0

© Marcus & Millichap 2009 9  Maitland/Winter Park 12.4% 300 $811 -3.3%

www.MarcusMillichap.com 10  Northwest 14.8% 330 $616 -52%

The information contained in this report was obtained from sources deemed to be reliable. Every effort was made to obtain accurate and complete information; however, no rey ion, warranty or , express or implied, may be made as to the accuracy or reliability

of the information contained herein. Note: Metro-level growth is
th 1 tained I Note: Metro-level I growth

Ily adjusted quarterly averages. Sales data includes transactions valued at $500,000 and greater unless otherwise noted. Sources: Marcus & Millichap Research Services,

Bureau of Labor Statistics, CoStar Group, Inc., Economy.com, National Association of Realtors, Real Capital Analytics, Reis, TWR/Dodge Pipeline, U.S. Census Bureau.



