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2008 Very«Chatlenging
Economic Envaronment

A Significant economic slowdown i recession?

E CO n O m i C A Political uncertainty i taxes, laws,

regulations, spending
AFinancial uncertainty i credit freeze, liquidity

OverVIeW Aiwait and seedo attitad

but whole economy
Alnflation and consumer spending
A Unemployment

Texas Economy [0p 10 JobCreating Statesiin-200¢
-

ARunning ahead of US Economy
AEmployment Steady Increase
ALow Unemployment

APersonal Income Growth
APopulation Growth

ANot immune to forces of national " l
and international events over time - i

Source: BLS
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15 Top JobCreating MSAs in-2007 Annual Employment Growih
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Tihe Texas Ouilook for2008 \What to Expect

A US job g.rowth less than s A Look for the Fed to cut interest rates further
A Texas will double the national job growth rate

: e in spite of inflation
A Houston, Austin and San Antonio will exceed A . . . . .
the state level, Dallas and Ft. Worth likely to Gasoline prices will continue to increase

be closer to the national growth trend A Massive federal bailout of the banks and

A Texas housing markets generally strong but financial institutions labeled as being for

Afspottyo

. . American consumers/borrowers
A Mortgage interest rates unlikely to change ) ) i i
much A Higher inflation and higher taxes

A Fall in residential demand: tighter credit, less A2008-2 00 9 : fi St a lggh Infiation, o A

investment buying? . 5
low economic growth, job losses
A Rent and occupancy rates of Texas )
commercial real estate will continue to rise

TotallHH Home-Mortgage Borrowing

- .
$0.5 trillion in home mortgages between
A0S N UIE

$1.5 trillion in home mortgages between
1980 and 1989;

$2.12 trillion in home mortgages
O r g ag e an between 1990 and 1999;
$6.1 trillion in home mortgages between

2000 and 2007
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Source: Federal Reserve, Flow of Funds, D-2, 3/6/2008




Mortgage/CapitaliMarket Issues

A Problems in the capital and mortgage markets are more severe than
anticipated
Pricing of mortgage-backed assets by public and private
institutions
Capital requirements and solvency among major institutions
Loss of confidence in debt ratings and ratings services
Plethora of proposed legal/regulatory changes
Likely mergers, acquisitions and/or bankruptcies
Law suits
Return to traditional mortgage loan underwriting: severe impact on
home sales, prices and housing affordability
Foreclosures will remain high into 2009 and probably early 2010
Mortgage delinquency/default problems are spilling over into
business and consumer debt delinquencies further exacerbating
credit problems

Plenty of liquidity in market, nobody knows how to or is willing to lend
13

Vionthly Eoreclosure Filings

Teocas forwcicalires have been oodurate compared te US
trend. US foredosures were up 37% Dec 06 1o Dec 07

Texas was gown 13.7% Dec 06 o Dec 07
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Source: RealtyTrac, Inc.

Data include Notices of Trustee Sales plus Notices of Foreclosure Sale

Housing kall Off

A Unlike past housing downturns, this one not precedeg
by rising interest rates or unemployment

A Causes:
i Falling affordability leading to lower user demand
I Excess building in fast growing markets
i Slowdown in appreciation
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Percent of Foreclosures Started by
Type of Loan 4Q2007

Percent of Percent of
Outstanding | Foreclosures
Type of Loan Loans Started

Prime Fixed
Prime ARM

Subprime Fixed

Subprime ARM

FHA& VA
California and Florida have 39% of all prime ARM loans, but 47% of
foreclosure starts for prime ARMS; the two states have 29% of Subprime

ARMs and 36% of subprime ARM foreclosures. 4Q06-4Q07 foreclosures
in FL tripled; CA doubled.

Source: Mortgage Bankers AssociationiNational Delinguency Survey, March 6, 2008

U)S
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US Homeownership Rate and the
g EHLUMC30=Year Fixed Rate o

0 1980 -1985
Mortgage interest
rate exceeds 12%;
Homeownership
plummets

1970s
Baby Boomers
enter market;
homeownership FHLMC 30-Year Rate (right scale)
grows
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Source: US Census Bureau; FHLMC (4-quarter moving average homeownership rate)




New: and Existing SE Home SalesiU.S.
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Sources: US Census Bureau , NAR, NAHB, NBER

US Sk Housing Permits

12Month Moving Average
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Source: US Census Bureau, Real Estate Center at Texas A&M

Housing
Market
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US Median Home Prices|in-2008
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At 2001 Trend, 2008 median prices
should be between $185,000 and
$190,000. 2007 = $217,900,
if 2008 = $187,500 along trend line, down

L.l 14%;

if 2008 = $200,000, down 8.5%.
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Source: NAR, Real Estate Center at Texas A&M University
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Months Inventory

Inventory of New SE Homes £or-Sale

Excess of about 475,000 units
plus new construction in 2008
at annual sales of around
700,000 will take several years
to get back to balance
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Source: US Census Bureau, NAHB

Tih e 0 00

A 2006 peak of current housing cycle in Texas, not sure
about the trough i when or how long

Felx as

A sales-transaction volumes down probably 5% to 10% by
yearendi areturntolong-t er m finor mo

A Home prices across the state continue to rise, but
slower

A Significant and needed decline in new home
constructioni per mi t s down

APeriod of credit,
A Biggest current threat is recession

A Long-term outlook for Texas is substantially positive
over next 25 years

about
Aeasy
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UiS ands fexas Median:rome-Price Price Distributioniofi Texas Home Sales
$150,500 -
Texas is a housing bargain.
FI38200 1| The gap between the US and Texas median

price has widened from around 25% to
#0503 1| 33%.
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Source: Real Estate Center at Texas A&M University

dexas Home Sales
12MonthiMoving Average

Home Sales
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Source: Real Estate Center

Annual mexas Home Sales

2003 Trend
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Source: Real Estate Center at Texas A&M University
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US and Texas Appreciation .
doa007] mgpp Jexas Homes Appreciate !

Abilene 2.09% Fort Worth 2.89% San Antonio 8.25%
Amarillo 5.25% Houston 4.79% Sherman -0.77%
Austin 7.95% Killeen 6.35% Tyler 3.67%
Beaumont 7.31% Laredo 9.31% Victoria

Brownsville 3.87% Longview 3.14% Waco

College Station  0.96% Lubbock 0.34% Wichita Falls

Corpus Christi .15% McAllen 2.13%

Dallas .95% Midland 12.31%

El Paso 6.86%  Odessa 19.08%

Source: OFHEO, 4Q2007
Source: OFHEO

Jexas Median Home Prices Nominalland infiation

2003 Trend

[ tn i e o sttt by 210 e . = Adjusted fexas Land Prices

Annual average increase of 4.4% 19
| | Annual increases of -1.3% in 2008 and in 2009 and 2010.

- Nominal Texas land prices have increased
L 117% since 2000 and 111% since 1985.
P Real land prices are up 87% since 2000 and
> 26% since 1985.
—
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Source: Real Estate Center at Texas A&M

Source: Real Estate Center

Median Price per Acre: LMA 26

Counties: Bastrop, Caldwell, Hays, Lee, Milam, Travis, Williamson

I Hlllnnllllm

EEGREEERRARERRIRIRRR

Source: Real Estate Center at Texas A&M University 36
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Texas SFD Building Permits

POPULATION
GROWTH
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Texas SF Permits

12Month Moving Average

"If we don't change the
direction we are headed, we will
end up where we are going."

Chinese Pr roverb

US Population Growth 2002012



