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TOPICS FOR TODAY 2

1. National Economic and Housing Market Trends
2. Changing Home Buyer and Workforce Characteristics
3. Review of Key Southern California Housing Markets

4. Interest Rate Outlook
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GDP GROWTH COMPARED BY HISTORICAL EXPANSIONS 4

Strength of economic expansions

Cumulative real GDP growth since prior peak, percent The current expansion has
4% | G been, by far, the weakest in
= b the post-WWII era.
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LOW TAX STATES AND GOOD WEATHER STATES ARE GAINING

NATIONAL HOUSING MARKET
Annual Starts & Annual Closings by State

90,000

80,000 Demographic trends and

20,000 employment factors favor The high tax states such as New |
’ the south and west. York, New Jersey, lllinois are

60,000 . : : —
/ seeing very little new housing.

@ Annual Starts  ® Annual Closings
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Wage growth is forecast to average 3.0% nationally through 2020, the highest in years.

Janet Yellin has publicly spoken about letting wages “run hot” before increasing rates.




WASHINGTON DC IS FEELING THE ELECTION “BLUES” 7

NATIONAL HOUSING MARKET
Housing Inventory Months of Supply by State
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Now that the White House has changed
hands there’s lots of politicians, Political
Action Committees, trade groups and
party workers buying and selling homes
in and around Washington DC.
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NATIONAL TRENDS AMONG HOMEBUILDERS 8

NATIONAL HOUSING MARKET
Quarter-over-Quarter Percent Changes of Major Housing Components
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Homebuilder operational efficiencies are improving with fewer vacant homes
and lots on the books. This would be typical as the cycle matures.




NATIONAL NEW SINGLE FAMILY HOME SALES 9

. . dshort.com
New Single-Family Home Sales As of November 2016
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Numerically new home sales remain at VERY low levels.




NATIONAL NEW SINGLE FAMILY HOME SALES 10

. . . . dshort.com
Population-Adjusted New Single-Family Home Sales As of November 2016
Recessions * Sales = = = Current Level: 0.18% 6-Month Moving Average
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On the basis of population new home sales are at VERY low levels.




DEMAND FOR SKILLED LABOR IS OUTPACING SUPPLY

FRED w — Job Openings: Construction
' — Hires: Construction
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Nationally, job openings in construction have more than doubled
while hiring is steady. This is the labor shortage you hear about.




PRICES FOR CONSTRUCTION MATERIALS ARE RISING

Producer Price Index for Construction Commodities
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Lumber is experiencing the smallest price increases due to the weak
Canadian dollar. U.S. — Canadian lumber trade agreement has expired.
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MILLENIALS ARE AGING INTO THEIR PRIME HOME BUYING YEARS 14

U.S. Population for Selected Age Groups, BLS Actual and Projections
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http://www.calculatedriskblog.com/

The 20 to 29 year olds haven'’t been strong home buyers, but they are
entering their prime home buying years.




THE PERCENT OF MARRIED HOUSEHOLDS IS SHRINKING 15

The Gap Between Married and Unmarried Americans
Age 15 and Older Has Narrowed Since 1950
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United States™ U.S. Department of Commerce Source: 1950 and 1960 Censuses and the

Economics and Statistics Administration Current Population Survey Annual Social and
e ns u s U.S. CENSUS BUREAU Economic Supplement.

Bureau census.gov

The percentage of “family” buyers is declining while other types of households
are increasing. Different designs will be needed to fill this demand.




CHANGING COMPOSITION OF HOUSEHOLDS

Percentage of Adults With No Children in the
House by Age Group: 1967 and 2016

B 1967
W 2016

18-24 25-34 35-54 55-64 65+

Source: U.S. Census Bureau, Current Population Survey, Annual
Social and Economic Supplement, 1867 and 2016.

“Family” households with children are no longer the “go to” buyer profile.




INCOME LEVELS BY COUNTRY OF ORIGIN VARY WIDELY 17

. Population, m

A new elite 20
Income and education among foreign-born population ‘r"//«-\"a. 1.0
in America, by selected country of birth, 2012 \\C,/ %2

120 ...................................................................................................................................................................................................
S Yfomromerrrmrermeemiecl L F'.‘..‘?'I?... .......
S , \ Pakistan
“ | /, England M  lran
g o] ) T T TR &...‘./../../x ................... l ................... &\//\ ............. Krgfer e s
= e S C ) |Ch
S = - | |na
> 6 / ........... \ ....................... f\\/q/ .................. \/, .........................................................................................
: A & South -
S \ taly | Korea
§ 40 .............................. ’r ...................................... G .....................................................................................................................................
R / " rman
2\ / Mexico SN

2&\ ........... / .................................................................................................................................................................................

0 1 1 1 1 1 1 1 1
0 5 10 15 20 25 30 35 40
% of population with postgraduate education

Source: “The Other One Per Cent” (provisional title). By S. Chakravorty, D. Kapur and N. Singh. [Under review by publisher].

Given the age of this survey, the trends are likely to have intensified. Increased
immigration from Europe should be expected as political unrest grows.




COUNTRIES OF ORIGIN ARE CHANGING

Annualimmigrant flow into the United States
By selected country of birth, ‘000

Total foreign-born
populations, 2013, m:

1 1 1

2000 02

Sources: Eric Jensen; Census Bureau *Includes Hong Kong, Taiwan and Macau

Immigration numbers from Mexico have plummeted. Most new
immigrants are from various parts of Asia.




UNEMPLOYMENT IN MEXICO IS LOWER THAN THE U.S.
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Unemployment in Mexico was below U.S. levels during the recession and it
remains lower today.




NATIONAL NEW HOME PRICE TRENDS ARE CHANGING

FRED ~£9 — New Houses Sold by Sales Price in the United States, Between $200,000 and $299,999
— Mew Houses Sold by Sales Price in the United States, Between $300,000 and $399,999
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Nationally, sales volume in the lower price brackets and higher
price brackets are diverging. This is first timers, Millennials and
retired persons being drawn to more affordable alternatives.




NATIONAL NEW HOME SIZES ARE SHRINKING

Size of New Single-Family Homes
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Nationally, new home sizes are declining with builders aiming to
provide more homes in lower price brackets.
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LOS ANGELES COUNTY — DETACHED DEVELOPMENTS ONLY

SURVEY-TO-SURVEY NEW HOME MARKET CHANGES REPORT

Detached New Housing Developments Surveyed in Select Areas of
Los Angeles County as of 2016 Q4 Field Audit.

QUARTERLY MARKET STATISTICS FROM THE 4TH QUARTER OF THE LAST NINE YEARS
2008 Q4 | 20000Q4 | 201004 | 201104 | 20120Q4 | 20130Q4 | 2014Q4 | 2015Q4 | 2016 Q4

Category

84 52 44 58 56 45 59 64 53

No. of Active Developments
$503,166 $477,706  $534,313  $523,318  $527,714  $537,246  $608,740 $677,560  $686,792

0.8% 0.7%

Average of Base Prices
Incentive as a % of Base Price 2.7% 2.6% 1.6% 1.4% 1.4% 0.8% 0.7%

Average of Unit Sizes (S.f.) 2,740 sf 2,667 sf 2,706 sf 2,683 sf 2,608 sf 2,453 sf 2,546 sf 2,671 sf 2,664 sf
Average of Minimum Lot Sizes 7,165sf  6,968sf  7,186sf 7,407 sf 6,738 sf 5,680 sf 5,136 sf 5,635 sf 5,524 sf
Average Monthly Sales Rate Per Dev. 1.5/mo 1.6/mo 1.3/mo 1.0/mo 1.5/mo 1.6/mo 2.0/mo 2.7/mo 2.8/mo
Total Inventory 3,909du  1,442du 1,785du 2,274du  1,539du  1,459du 1,603du 1,831du 1,274du
Months of Total Inventory 30.6 mos. 17.6 mos. 32.2mos. 38.6mos. 18.0mos. 19.9mos.{_13.7mos. 10.5mos. 8.5 mos.

L.A. County detached home community counts are very low.

Months of inventory are also very low.

Market is depressed due to the Newhall Ranch litigation.




LOS ANGELES COUNTY — ATTACHED DEVELOPMENTS ONLY

SURVEY-TO-SURVEY NEW HOME MARKET CHANGES REPORT

Attached New Housing Developments Surveyed in Select Areas of
Los Angeles County as of 2016 Q4 Field Audit.

QUARTERLY MARKET STATISTICS FROM THE 4TH QUARTER OF THE LAST NINE YEARS
Category 2008Q4 | 2009Q4 | 2010Q4 | 2011Q4 | 201204 | 2013Q4 | 201404 | 201504 | 2016 Q4
No. of Active Developments 50 42 37 50 39 36 45 40 50
Average of Base Prices $473,914 $430,457  $436,695 _ $438,573  $446,745 _ $619,699 _ $694,973  $724, 401 _ $780,46
Incentive as a % of Base Price 1.3% 1.2% 1.3% 1.4% 1.1% 0.5% 0.4% 0.4% 0,59
Average of Unit Sizes (S.f.) 1,187 sf 1,239 sf 1,268 sf 1,308 sf 1,292 sf 1,608 sf 1,685 sf 1,717 sf 1,704 sf
Average Price Per Square Foot $399 $348 $344 $335 $346 $385 $412 $422 $458
Average Premium $40,202 $38,762 $41,895 $16,874 $15,381 $58,608 $72,367 $82,193 $57,567
Average Monthly Sales Rate Per Dev. 1.9/mo 2.2/lmo 2.6/mo 1.7/mo 2.0/mo 1.5/mo 2.2/mo 2.5/mo 3.3/mo
Total Inventory 2,440 du 2,013 du 1,875 du 1,941 du 1,316 du 1,073 du 1,121 du 835 du 992 du
Months of Total Inventory 254 mos. 21.8mos. 19.3mos. 23.1mos. 16.8 mos. 19.4mos. [11.5 mos. 8.2 mos. 6.1 mos.

New attached home offerings in L.A. County have modestly rebounded.
Accelerating prices show that most of the attached supply is coastal.

Supply is plummeting!




ORANGE COUNTY — DETACHED DEVELOPMENTS ONLY

SURVEY-TO-SURVEY NEW HOME MARKET CHANGES REPORT

Detached New Housing Developments Suneyed in Select Areas of

Orange County as of 2016 Q4 Field Audit.

Category

QUARTERLY MARKET STATISTICS FROM THE 4TH QUARTER OF THE LAST NINE YEARS

2008Q4 | 20090Q4 | 2010Q4 | 201104 | 2012Q4 | 20130Q4 | 20140Q4 | 20150Q4 | 2016 Q4

No. of Active Developments

Average of Base Prices

Incentive as a % of Base Price
Average of Unit Sizes (S.f.)

Average Price Per Square Foot
Average Premium

Average of Minimum Lot Sizes
Average Monthly Sales Rate Per Dev.
Total Inventory

Months of Total Inventory

53
$973,565
1.9%
2,876 sf
$338
$35,394
5,807 sf
1.1/mo
1,786 du
31.1 mos.

37 37 49 59 73 80 94 98
$888,887  $853,484 | $801,903  $837,310  $939,897 $1,034,219 $1,160,400 $1,250,116
2.0% 1.5% 1.2% 0.7% 0.4% 0.4% 0.5% 0.5%
2,858 sf 2,700 sf 2,494 sf 2,588 sf 2,569 sf 2,694 sf 2,766 sf 2,878 sf
$311 $316 $322 $324 $366 $384 $419 $434
$41,150 $31,922 $36,316 $46,245 $43,573 $50,462 $66,723 $82,125
5,387 sf 5,060 sf 4,492 sf 4,966 sf 4,640 sf 4,615 sf 4,599 sf 4,710 sf
1.0/mo 1.9/mo 1.4/mo 2.2/mo 2.5/mo 2.8/mo 3.2/mo 3.4/mo
1,312du  1,159du  2,022du  1,553du  2,101du 2,026 du  2,957du 2,305 du
33.9mos. 16.9mos. 30.3mos. 12.1mos. 11.6 mos. 9.0 mos. 9.9 mos. 7.0 mos.

The Orange County detached market has become well supplied and pricey.

Employment is solid, however, prices are stretched.




ORANGE COUNTY — ATTACHED DEVELOPMENTS ONLY

SURVEY-TO-SURVEY NEW HOME MARKET CHANGES REPORT

Attached New Housing Dewvelopments Surneyed in Select Areas of
Orange County as of 2016 Q4 Field Audit.

QUARTERLY MARKET STATISTICS FROM THE 4TH QUARTER OF THE LAST NINE YEARS
Category 2008Q4 | 2009Q4 | 20100Q4 | 201104 | 201204 | 201304 | 201404 | 2015Q4 | 2016Q4

No. of Active Developments 40 20 32 31 24 29 27 37 31

Average of Base Prices $506,057  $464,757 $494,699  $475,238  $523,899 | $573,097 $595,634  $648,575  $614,227
Incentive as a % of Base Price 2.5% 2.4% 1.0% 1.3% 1.2% 0.5% 0.7% 0.6% 0.6%
Average of Unit Sizes (S.f.) 1,516 sf 1,546 sf 1,695 sf 1,711 sf 1,830 sf 1,705 sf 1,696 sf 1,674 sf 1,626 sf
Average Price Per Square Foot $334 $301 $292 $278 $286 $336 $351 $388 $378
Average Premium $23,375 $38,414 $30,852 $7,724 $11,419 $13,166 $9,539 $9,314 $10,665
Average of Minimum Lot Sizes 1,629 sf 1,669 sf 1,749 sf 1,802 sf 1,743 sf 1,844 sf 2,175 sf 1,837 sf 1,668 sf
Average Monthly Sales Rate Per Dev. 2.1/mo 2.2/mo 2.1/mo 1.6/mo 2.3/mo 2.4/mo 3.0/mo 4.0/mo 4.5/mo
Total Inventory 1,914 du 819du 1,269du 1,094 du 587 du 1,014 du 1,098 du 1,112 du 843 du
Months of Total Inventory 23.0mos. 189 mos. 18.8mos. 21.9mos. 10.6 mos. 14.3mos. 13.7 mos. 7.5 mos. 6.0 mos.

Orange County new attached product is affordable (by comparison).

Sales rates are high, although there is a lot product in certain segments.




INLAND EMPIRE — DETACHED DEVELOPMENTS ONLY

SURVEY-TO-SURVEY NEW HOME MARKET CHANGES REPORT

Detached New Housing Developments Surveyed in the Inland Empire (NO DESERTS)
Riverside County as of 2016 Q4 Field Audit, San Bernardino County as of 2016 Q4 Field Audit.

QUARTERLY MARKET STATISTICS FROM THE 4TH QUARTER OF THE LAST NINE YEARS
Category 2008 Q4 | 2009Q4 | 201004 | 2011Q4 | 2012Q4 | 2013Q4 | 2014Q4 | 201504 | 2016 Q4
No. of Active Developments 329 194 125 139 133 115 165 175 181
Average of Base Prices $390,086  $345,036 $338,993 $332,173  $333,836  $383,055 | $410,363  $435,873  $452,795
Incentive as a % of Base Price 4.3% 2.7% 2.8% 2.7% 2.2% 1.7% 1.8% 1.6% 1.49%
Average of Unit Sizes (S.F.) 2,869 sf 2,773 sf 2,653 sf 2,570 sf 2,539 sf 2,581 sf 2,642 sf 2,688 sf 2,676 sf
Average Monthly Sales Rate Per Dev. 1.6/mo 1.8/mo 1.7/mo 1.2/mo 1.6/mo 2.4/mo 2.7/mo 2.9/mo 3.5/mo
Total Inventory 14,223 du  6,150du  3,760du 5,778 du 4,253 du 3,905 du 7,406 du 7,256 du 5,765 du
Months of Total Inventory 26.6 mos. 18.0mos. 18.0mos. 359mos. 19.5mos.| 14.0mos. 16.3mos. 14.1mos. 9.2mos.

Community counts are growing, but not that quickly.

Construction starts are growing at a faster rate than lots are being purchased,
builders are going to need more land soon!

Supply levels are tightening.




INLAND EMPIRE — ATTACHED DEVELOPMENTS ONLY

SURVEY-TO-SURVEY NEW HOME MARKET CHANGES REPORT

Attached New Housing Developments Surveyed in the Inland Emprie (NO DESERTS)
Riverside County as of 2016 Q4 Field Audit, San Bernardino County as of 2016 Q4 Field Audit.

Category

QUARTERLY MARKET STATISTICS FROM THE 4TH QUARTER OF THE LAST NINE YEARS

2008Q4 | 2009Q4 | 2010Q4 | 2011Q4 | 201204 | 2013Q4 | 2014Q4 | 2015Q4 | 2016 Q4

No. of Active Developments

Average of Base Prices

Incentive as a % of Base Price
Average of Unit Sizes (S.F.)

Average of Minimum Lot Sizes
Average Monthly Sales Rate Per Dev.
Total Inventory

Months of Total Inventory

31
$280,434
4.2%
1,555 sf
1,933 sf
2.0/mo
1,575 du
25.2 mos.

20 14 8 8 5 10 14

12

$253,583  $257,135 $237,702  $251,942  $343,782  $337,687  $359,634
3.7% 3.7% 3.4% 3.5% 1.6% 2.0% 1.8%
1,575 sf 1,590 sf 1,544 sf 1,537 sf 1,650 sf 1,695 sf 1,643 sf
1,811 sf 1,834 sf 2,134 sf 1,836 sf 1,680 sf 1,830 sf 1,757 sf
2.6/mo 2.5/mo 1.4/mo 1.8/mo 2.5/mo 2.8/mo 3.9/mo

$351,847
1.5%
1,609 sf
1,742 sf
5.8/mo

511 du 202 du 368 du 257 du 238 du 349 du 894 du

654 du

9.9 mos. 57mos. 33.0mos. 18.0mos. |19.4mos. 12.7 mos. 16.6 mos.

9.3 mos.

The |.E. attached market may be coming out of its coma.
Attached communities are selling out faster than new openings are taking place.

Sales rates are strong and inventory levels are low.




SAN DIEGO COUNTY — DETACHED DEVELOPMENTS ONLY

SURVEY-TO-SURVEY NEW HOME MARKET CHANGES REPORT

Detached New Housing Developments Surveyed in
San Diego County as of 2016 Q4 Field Audit.

QUARTERLY MARKET STATISTICS FROM THE 4TH QUARTER OF THE LAST NINE YEARS
Category 2008Q4 | 2009Q4 | 2010Q4 | 2011Q4 | 2012Q4 | 2013Q4 | 2014Q4 | 2015Q4 | 2016 Q4
No. of Active Developments 95 64 59 74 73 49 51 64 52
Average of Base Prices $706,534 $688,142 $592,680 $607,257 $621,934  $759,385  $878,742  $934,671  $979,085
Incentive as a % of Base Price 2.4% 2.5% 3.1% 2.6% 2.0% 1.5% 1.6% 1.2% 0.9%
Average of Unit Sizes (S.F.) 2,983 sf 3,058 sf 2,729 sf 2,808 sf 2,847 sf 3,081 sf 3,250 sf 3,073 sf 3,030 sf
Average of Minimum Lot Sizes 10,802 sf 10,644 sf 6,607 sf 6,816 sf 6,766 sf 7,300 sf 11,427 sf 10,351 sf 7,736 sf
Average Monthly Sales Rate Per Dev. 1.1/mo 1.2/mo 1.3/mo 1.2/mo 1.6/mo 1.7/mo 1.8/mo 2.5/mo 3.5/mo
Months of Total Inventory 29.7mos. 22.5mos. 23.0mos. 26.0mos. 1l1.1mos. 12.6 mos. 10.5mos. 11.5mos. 7.8 mos.

San Diego new home detached supply is clearly lacking.

This market could perform at a higher level with much MORE product.




SAN DIEGO COUNTY — ATTACHED DEVELOPMENTS ONLY

SURVEY-TO-SURVEY NEW HOME MARKET CHANGES REPORT

Attached New Housing Developments (NO HIGH RISES) Surveyed in
San Diego County as of 2016 Q4 Field Audit.

QUARTERLY MARKET STATISTICS FROM THE 4TH QUARTER OF THE LAST NINE YEARS
Category 2008Q4 | 2009Q4 | 2010Q4 | 20110Q4 | 201204 | 2013Q4 | 2014Q4 | 2015Q4 | 2016 Q4
No. of Active Developments 55 30 17 17 24 19 22 18 19
Average of Base Prices $334,096 $337,069 $354,463 $334,871 $370,254  $397,239  $439,825 $501,333  $547,375
Incentive as a % of Base Price 4.2% 3.8% 4.1% 3.0% 2.6% 1.7% 1.4% 1.3% 0.9%
Average of Unit Sizes (S.F.) 1,208 sf  1,295sf 1,504 sf 1,545 sf 1,550 sf 1,521 sf 1,570 sf 1,653 sf 1,700 sf
Average of Minimum Lot Sizes 1,248 st 1,343sf  1526sf 1,541 sf 1,659 sf 1,684 sf 1,778 sf 1,699 sf 1,913 sf
Average Monthly Sales Rate Per Dev. 1.6/mo 2.0/mo 1.3/mo 1.4/mo 1.6/mo 2.2lmo 3.2/mo 3.2/Imo 3.7Imo
Months of Total Inventory 27.4mos. 17.8mos. 39.4mos. 38.9mos. 23.2mos.| 14.3mos. 6.7mos. 11.9mos. 7.7 mos.

San Diego attached new home supplies have not meaningfully recovered.

Buyers have very few product and location options.




OVERSUPPLY VS. UNDERSUPPLY
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OVERVALUATION VS. UNDERVALUATION

HOUSING VALUATION PATTERNS
Southern California
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HOW RISING RATES IMPACT BOND PRICES
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Price impact of a 1% rise/fall in interest rates*
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Source: JP Morgan Asset Management, 4" Quarter 2016

Interest rate markets are very sensitive to higher rates since small rate increases
can cause bond prices to fall substantially.




INFLATION OUTLOOK

Category Short Term Trend

Incomes Accelerating

Housing Costs Moderating

Medical Costs Accelerating

Fuel Costs Plateau

Taxes (All types) Accelerating

> D Do D

Insurance Costs Accelerating

With most major cost categories increasing inflationary pressures are building.

Rising inflation is NOT a U.S. phenomena, it’s global.




ACCELERATING WAGE GROWTH

Atlanta Fed Wage Growth Tracker
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Wage inflation is the most important driver of general inflation.




GASOLINE COSTS ARE TRENDING HIGHER

US Gasoline Futures (RBOB)
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Fuel prices are rising off of a very low base. As a result,
year-over-year comparisons will show large increases.




RATE EXPECTATIONS ARE IMPACTING HOMEBUILDER STOCKS

58P Homebuilders m—SEP 500 (5PY)
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Homebuilder stocks moved with the S&P 500 for most of 2016.
Investors are expecting that interest rates will be more impactful to
the homebuilders than the stock market as a whole.




INTEREST RATE INCREASES WILL IMPACT AFFORDABILITY

Loan Amounts for a 30-Year Loan, $2,000 Monthly Payments,
Various Interest Rates
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Rate increases have been “around the corner” for so long that the
market was desensitized.

Small increases WILL be impactful to affordability and land values.




PROBABILITY OF MORE RATE HIKES IN 2017

Probability of One or More Rate Hikes in 1st Half of 2017
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Source: Bloomberg The Daily Shot®
Source: Bloomberg, Fed Funds Futures 12/20/16
The chance of another rate increase in the first half
of 2017 are perceived to be increasing.




CONCLUSIONS

« Growing incomes and continued low interest rates are supportive of
housing demand.

» Housing demand is broadening, Millennials, first timers, skilled immigrants
and mature households are all poised to play a greater role.

« Builders have not been able to add enough supply. As a result, housing is
expensive, but it is not plentiful.

 Interest rates will trend modestly higher (not jump). Make sure lenders will
lock their rates until your buyers homes are ready to close.

 The economies of Europe, Japan, Russia and China have enormous
problems. The U.S. is in a far better position than is widely realized.

* There are some problems on the horizon.
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Thank you for your time and attention.

Please direct any questions to:
John Mulville, Regional Director, Southern California
jmulville@hanleywood.com
949-502-5151 x102




