





Arizona Employment Rank Among 50 States
1979 — 2008 Growth Over Previous Year

Source: Arizona State University
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Construction Employment: Arizona v. U.S.

Percent Change Year Ago
1991 — 2008*

Source: Bureau of Labor Statistics
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Manufacturing Employment: Arizonav. U.S.

Percent Change Year Ago
1991 — 2008*

Source: Bureau of Labor Statistics
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Professional & Business Services Employment: Arizona v. U.S.

Percent Change Year Ago
1991 — 2008*

Source: Bureau of Labor Statistics
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Maricopa County




" JEEE——
1997-2007
Arizona Population Growth Distribution

Source: Arizona Department of Security Department

Phoenix- Tucson MSA
Mesa MSA 11.6%
75.7%

Balance of
State
12.7%
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" JEEE——
1997-2007
Arizona Employment Growth Distribution

Source: Department of Commerce, Research Administration

Phoenix-Mesa
MSA, 77.9%

Tucson MSA,
10.2%

Balance of State,
12.0%

*Pre-revisions 2007
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Phoenix-Mesa Employment Growth

(Ranking among all metro areas greater than 1,000,000)

Source: Arizona State University, U.S. Bureau of Labor Statistics

YEAR RANK # of MSAS
1991 4 20
1992 5 20
1993 2 20
1994 1 20
1995 1 21
1996 1 23
1997 2 23
1998 1 24
1999 3 26
2000 8 26
2001 6 28
2002 5 28
2003 3 29
2004 4 29
2005 1 30
2006 1 31
2007 10 32
2008 YTD July 28 32
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Worst year
(relatively)
on record
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Phoenix-Mesa Employment

Source: Arizona Department of Commerce, Research Administration

Sectors (-) YTD % % of Sectors (+) YTD % % of

Total Total
Construction -13.2% 7.9% Mining 9.9% 0.2%
Manufacturing -1.9% 7.1% Trade 0.2% 17.0%
Transp. & Utilities -2.1% 3.5% Edu. & Health Services 5.0% 11.3%
Information -1.6% 1.6% Leisure & Hosp. Services 2.2% 10.0%
Financial Activities -3.1% 7.9% Other Services 1.1% 3.8%
Prof. and Bus. Services -0.8% 17.0% Government 3.7% 12.8%
Percent of Total 45.0% 55.0%

M *Year-to-date through July 2008
attid Elliott D. Pollack & Company



U.S.

Employment

Source: Arizona Department of Commerce, Research Administration

Sectors (-) YTD % % of Sectors (+) YTD % % of
Total Total

Construction -5.0% 5.2% Mining 5.6% 0.5%
Manufacturing -2.4% 9.9% Transp. & Utilities 0.1% 3.7%
Trade -0.4%  15.5% Prof. Business Services  0.6% 13.0%
Information -0.9% 2.2% Edu. & Health Services 3.0% 13.6%
Financial Activities -1.3% 6.0% Leisure & Hosp. Services 2.0% 9.9%
Other Services 0.7% 4.0%

Government 1.2% 16.3%

Percent of Total 38.8% 61.2%
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*Year-to-date through July 2008
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Greater Phoenix Population
Annual Percent Change 1976-2009*

Source: Arizona State University & Department of Commerce, Research Administration
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2006 and 2007 are estimates put out by ADES and may be subject to substantial revision.
* 2008 & 2009 forecast is from Elliott D. Pollack & Co.
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" B
For Maricopa County:
As long as people can’t sell

their homes elsewhere,
population inflows will slow.

I vt
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" N
Phoenix-Mesa MSA Employment*
Annual Percent Change 1975-2009**

Source: Department of Commerce, Research Administration
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*Non-agricultural wage & salary employment. Changed from SIC to NAICS reporting in 1990.
** 2008 and 2009 forecast is from Elliott D. Pollack & Co.
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Greater Phoenix Employment

Percent Change Year Ago
1980 — 2008*

Source: Department of Commerce, Research Administration
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Housing Market

| |
' Foreclosure
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U.S. Number of Vacant Homes for Sale
2000 — 2008*

Source: U.S. Census Bureau
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" A
United States Home Sales

Months Supply — Single Family Homes
2000 — 2008*

Source: U.S. Census Bureau

12

10

« Data through July 2008.

0 rTrrrrrrrrrrrrrrrrrrrrrrrrVrrrrrrrrrrrrrrrrrrrrrrYrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrTrTrT

@@@000\/0\/0"/0\/6‘/0’1/&&656‘36”6”&QVQPQV@,@ 0"6060&&6\6\6\,6\&0‘5
N NS X ¥ S~ N '*o\ Q*o\\’ NP o
TR NS FET N T TR AN ST TN ITFEFRX AN ST LR YN ST NS WY W

Recession Periods

“'IH Elliott D. Pollack & Company



" JJ
Median Price of Resale Homes — U.S.
Percent Change Year Ago

2003 — 2008~

Source: National Association of Home Builders
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" J
S&P/Case-Schiller Home Price Index** (Composite of 20 MSA'’S)
Percent Change Year Ago

2001 — 2008~

Source: Macro Markets, LLC
Recession Periods
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*Data through June 2008
**Measures changes in existing single family home prices given a constant level of quality.
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Tighter lending standards
and a weak economy
have acted as a drag on the
housing market.



Over the past 12 months in the U.S.:
- 23.7% of homes sold were sold at a loss.
- 14.5% of home sales were foreclosures.

- 29.1% of homeowners who bought in the
past five years have negative equity.

Source: Zillow
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During the first half of 2008 In
Arizona:
- 40.9% of all resales
were foreclosures.

b: -
Y .
= . .:-',,J"'

Source: ASU Realty Studies

M Elliott D. Pollack & Company



" B
It’s Not Just Subprime

2008 Q1- U.S.
Source: Mortgage Bankers Association

U.S. Share of U.S. Share of
Loan Type Loans Foreclosures
Prime Fixed 61.2% 16.6%
Prime ARM 14.1% 19.7%
Sub Fixed 5.9% 10.7%
Sub ARM 5.8% 40.2%
FHA 7.2% 7.0%
VA 2.5% 1.2%
Other 3.0% 4.6%
Total 100% 100%

“'”l Elliott D. Pollack & Company




It’s Not Just Subprime
2008 Q1- Arizona

Source: Mortgage Bankers Association

AZ Share of AZ Share of
Loan Type Loans Foreclosures
Prime Fixed 57.2% 14.2%
Prime ARM 19.8% 23.7%
Sub Fixed 4.9% 6.4%
Sub ARM 9.8% 52.6%
FHA 4.9% 2.2%
VA 2.3% 0.7%
Other 1.1% 0.3%
Total 100% 100%

“'”l Elliott D. Pollack & Company
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1998 — 2008+
Source: Mortgage Bankers Association
(000)
14.0% 7000
12.0% + + 6000
Recession Periods
10.0% + + 5000
8.0% + + 4000
6.0% - - - -Share of Loans (left) T 3000
Number of Subprime
4.0% + Loans (right) + 2000
' RN - ..
2.0% + - e + 1000
0.0% +—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+—+0
OISR N AN N« AN S S« SN AN « S S« S o YN o AN o YN o Sl o
S K PSSP PE P Ed PP EE @
C R S S M S I M M S S S

* Data through first quarter 2008



SUPPLY
V.
DEMAND




SUPPLY
IN
Greater Phoenix
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Greater Phoenix Months Supply of Resales

January 2002 - June 2008
Source: AMLS
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Greater Phoenix Listings

January 2002 - June 2008
Source: AMLS
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Properties in the Foreclosure Process
Maricopa County 2002 — 2008

Source: The Information Market

25,000

20,000

15,000

10,000

5,000

O rT rrrrrvr7vrvr7vV v 17 171711711 1100 17 1 17 17 1717 17 117 17 17 117 1 17 17 17 17 17 17 17 1 17 17 17 17 17 17 1717 17 17 17 17 17 17 17 17 17T 17T 17T 17 17 17T 17T 17 17 7 T 17 T TT1TT1TT1TT1TT1T°1

&&&&&&&&&&&&&&&&&@@&@@@@@@@@&@éé@ééé@@@
3‘6@‘0@@ '5\5‘%‘2;%0 3‘6@ @‘Zﬁ ’5\\’ 3‘6@ @@ 30 3’6@ @‘Zﬁ ’5\5 3‘6@ @’Zﬁ S\} 3‘6@ @‘Zﬁ \é 0 3‘&@@
“"”

Elliott D. Pollack & Company



DEMAND

For
Greater Phoenix
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Greater Phoenix long-term
demographics call for
roughly 35,000

single family units each year.

(It will be less In the
next 2-3 years though)

i
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Greater Phoenix Housing Demand

Old Analysis

125,000 new residents each year
80% single family

2.5 persons / housing unit

= 40,000 single family units

New Analysis

100,000 new residents each year
70% single family

2.6 persons / housing unit

= 27,000 single family units

“'”l Elliott D. Pollack & Company



Greater Phoenix Housing Demand

27,000 single family units demanded

16,000 new housing units per year

= 11,000 eating into excess each year

i

Elliott D. Pollack & Company



Homeownership rate
went up during the
housing bubble



Arizona Homeownership Rates
1984 - 2007

Source: U.S. Census
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Greater Phoenix Housing Units
Source: ASU Realty Studies

Year Housing UnitsY
2007 1,517,500
1% = 15,175
290 = 30,350
3% = 45 525
490 = 60,700
5% = 75,875

“'IH Elliott D. Pollack & Company



This suggests more foreclosures
and more years of a weak market.

I vt
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Red line
between 2003 and 2006 implies:

-If “normal” demand is 35,000 units per year, then
Greater Phoenix overbuilt 75,000 units.

- If “normal” demand is 40,000 units per year, then
Greater Phoenix overbuilt 55,000 units.

i

Elliott D. Pollack & Company



If there are 55,000 to 75,000 excess
units above “normal” and only eating

Into 11,000 units per year In
2008 and 20009...

... Then there will still be
30,000 — 50,000 excess units
to absorb.

I vt
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20127 [ it
Assuming
another
shoe
doesn’t

a |
ro p - T™E GHER SHOE DRoPS...

(We will grow from 16,000 permits back to a
normal 35,000 permits)

“'”l Elliott D. Pollack & Company
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Problems with quickly absorbing
the excess:

1) Slower population growth,

2) Builders still holding inventory,
3) Oversupply of homes on MLS,
4) Foreclosures to worsen in 2009,
5y  Builders still building.

M Elliott D. Pollack & Company



The Result
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Greater Phoenix S&P/Case-Schiller Home Price Index**
Percent Change Year Ago
1990 — 2008*
Source: Macro Markets, LLC
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How
will 1t
turn out?




Home Prices Indices
2000 — 2010

Source: Macro Markets, LLC; AMLS
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The bottom of the housing market
may occur in 2009,
but a full recovery

will probably take multiple years.

Elliott D. Pollack & Company



Any positives?
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Housing Affordability Index

2000 g2
Source: NAHB
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" JEEE——

Housing Affordability Index

2006 g2
Source: NAHB
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" JEEE——
Housing Affordability Index

2007 2
Source: NAHB
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" JEE———

80

Housing Affordability Index

2008 g2
Source: NAHB
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Maricopa County economic
fundamentals have not really
changed.

The long term economic outlook
remains favorable.

I vt
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Commercial
Real Estate

1 i 1 ; i, --- "l'
i | E o
| L'l 4 E -
g 7 ‘ - i .
M e | L . — e b
| g e o : 1
B b - = - I::T A H:::'jr'.- :l- = -g" e |
. TR iy T e
I e -- -
. ol
o y 1M L
- rlr—-" i " &
| *‘ ' LLp
b LY E S 'L
| i
- - - 1 = = —_—
Jr— -
| I L L : -

M Elliott D. Pollack & Company




Architectural Billings Index
1996 — 2008*

Source: American Institute of Architecture

Recession Periods
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*Data through July 2008
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Multi-
Family
Market

I vt
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"
Multi-Family Permits
Maricopa County 1975-2009*

# Permits Source: ASU Realty Studies
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attid Elliott D. Pollack & Company *Forecasts from Greater Phoenix Blue Chip
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Multi-Family Year-End Vacancy Rates
Maricopa County 1986—-2009*

Source: ASU Realty Studies
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Multi-Family
Construction Activity

Source: PMHS

Absorption Chg in Inventory*
2003 3,702 4,852
2004 9,230 3,980
2005 4,756 (5,169)
20006 (4,653) (3,828)
2007 (5,846) (4,979)
2008092 (1,385) 2,215
g “There were 23898 condo conversion i the Greater Phoeri area from g1 2008 through g2 2007
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There are currently
8,579 multi-family units under
construction (g2 08).
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What's Happening in Multi-family Market?

e Condos being rented out, but still not in
multi-family data

« Potentially lots of single family units in
rental pool

“'”l Elliott D. Pollack & Company






There are currently
4.3 million square feet of office
space under construction (q2 08).

I vt
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Industrial
Market
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There are currently
5.8 million square feet of
iIndustrial space
under construction (g2 08).

attitd Filiott D. Pollack & Company



Retall
Market

I vt
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There are currently
5.1 million square feet of
retail space
under construction (q2 08).

Elliott D. Pollack & Company



Maricopa County
ECONOMIC OUTLOOK
2008 - 2009
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economic
outlook
INn the near
term iIs
UGLY.

i
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Maricopa County economic
fundamentals have not really
changed.

The long term economic outlook
remains favorable.

I vt
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" A
Maricopa County Forecast

FY 2009 and FY 2010

Annual Growth Rates

Population 2.0% 2.2%
Employment -1.5% 2.0%
Retail Sales -2.0% 3.0%
Building Permits -10.0% 15%

Source: Elliott D. Pollack & Company, Greater Phoenix Blue Chip, Department of Commerce, Research Administration
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Maricopa County
Revenue Forecasts

Elliott D. Pollack & Company



- _
Sales Tax - Pessimistic Forecast
Fiscal Year 1989 — Fiscal Year 2010*

Source: Maricopa County Department of Finance
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Source: Maricopa County Department of Finance
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Vehicle License Tax - Pessimistic Forecast
Fiscal Year 1989 — Fiscal Year 2010*

Source: Maricopa County Department of Finance
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Vehicle License Tax - Pessimistic Forecast
Fiscal Year 1995 — Fiscal Year 2012*

Source: Maricopa County Department of Finance
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Jail Tax - Pessimistic Forecast
Fiscal Year 2001 — Fiscal Year 2010*

Source: Maricopa County Department of Finance
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Jail Tax - Pessimistic Forecast
Fiscal Year 2000 — Fiscal Year 2012*

Source: Maricopa County Department of Finance

($mil)
$160.0

$140.0 -

$120.0 -

W * 2009 — 2012 forecasts from Elliott D. Pollack & Company
attitd Filiott D. Pollack & Company




ELLIOTT D. POLLACK

=
& Company
Economic and Real Estate Consulting

WWW.ARIZONAECONOMY.COM

INFO @ EDPCO.COM

7505 East Sixth Avenue, Suite 100 Scottsdale, Arizona 85251
480-423-9200 P 480-423-5942 F WWWw.arizonaeconomy.com

i

Elliott D. Pollack & Company





