Okaloosa County Detached Single Family Home Sales Data
December 1, 2008

By: David F. Howard, Broker-Associate, ResortQuest Real Estate at Bluewater Bay
Realtor, Graduate Realtor Institute
BGS, Business Administration; MS, Management
(Bio at attachment 2)

Please note: This analysis applies only to detached single family homes in Okaloosa
County (the Fort Walton Beach Metropolitan Statistical Area), and does not directly
apply to the second home market, or investment rental sales market. | do suspect that
the current economic conditions will cause a significant change in those markets also.
This study may, however, be fairly representative of the Attached Single Family market
(except specific dollar figures), which is largely owner occupied.

This analysis was made in an attempt to determine the owner-occupied residential real
estate market conditions in the Fort Walton Beach Metropolitan Statistical Area, which is
the entirety of Okaloosa County. A measure of market performance, the Median Sales
Price versus the Median Family Income, is a measure used by many analysts. The
Area Median Sales Price to Area Median Rent Ratio is a measure that is proposed by
the National Association of Realtors. The included charts are exported from an Excel
Spreadsheet containing a compilation of data extracted from the Emerald Coast
Association of Realtors (ECAR) Multiple Listing Service (MLS), and from median family
income data obtained from HUD. ECAR MLS sales data is available from February
1993 to the present, and rental data is available from May 2001 to the present.
Property sold without a Realtor and without listing it in the MLS is not shown. Data
includes all reported information as on 30 November 2008.

Interpreting the charts:

1. The dotted lines on all charts are the actual monthly data. The solid lines are 13
month moving averages. The moving averages were created to smooth out the
annual cycle, visible in the raw data, and to establish a seasonally adjusted
trend. It therefore takes into account more than one full year, just as is done with
analysis of the stock market using a 400-day moving average, and for the same
basic reasons. Thus, the moving average more accurately represents
seasonally-adjusted prices.

2. On several charts, | have added a straight line to indicate the long term trend,
and to help project when and where normalization should occur.

3. Tracking short term changes is less meaningful, and the seasonally adjusted and
long term trends are the significant trends, in my opinion.

4. Several charts track trends in that data over time. Others compare and correlate
two or more types of information, such as the comparison of median family
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income with median sales prices. Several charts attempt to predict the future of
the market.

a.

45

The ratio of median family income to sold price (see chart below) was
calculated by using the HUD average annual increase in median family
income of 2.9%, and calculating backwards and forward from December
2007. It is challenging to envision a market where the sales prices of
housing increases faster than the annual increase in median family
income, and the comparison of median family income to median sold
prices suggests that a normal market provides a rather flat and constant
ratio. It is also challenging to envision home construction costs
legitimately increasing faster than the cost of living index, which also
averages about 3% per year. The attached article (attachment 1)
references national data, and suggests a traditional ratio of between 2.6:1
and 3:1.
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b.

Ratio Price Divided by Annual Rent

The median sales price to median area rent ratio See the chart below) is
suggested by the National Association of Realtors (NAR) to be optimal at
13:1. MLS data earlier than May 2001 is unavailable, so it is difficult to be
certain what the ratio was before that date. However, the ratio for the first
few months after it was available does suggest it was near that ratio. The
chart of rent to sales prices also shows that the market hasn®yet returned
to equilibrium.

i. NAROs 13:1 ratio may be accemible for determining a satisfactory
ratio for owner-occupied dwellings, but that includes an ownership

OpremiumO over renting, as it is cheaper to rent than buy at that

ratio. For an investment property, this ratio has to be well under
10:1.

Okaloosa DSF Median Sale Price to Median Rent Ratio
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c. The sales price to list price ratio (next chart) is misleading, as the data
shows the final list price when the contract was made for the sale, and
does not track reductions from the initial list price before the list price was
reduced. As price reductions are the norm in the market of the past 3
years, the data is understated. None-the-less, it does show a steadily
declining ratio, indicating that sellers and perhaps some Realtors are
overly optimistic when first placing properties on the market, but finally
realize the need to accept offers well below the list price.
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d. Inventory and sales numbers (the chart below) show a very high but
stabilizing inventory, but a continuing decline in total sales. The stabilizing
of the inventory canOt be a reult of sales, as sales are declining. The
decline in inventory can be due to several factors not related directly to
sales: the properties may be now offered for rent or may already be
rented, they may have been handed back to the mortgage holder (deed in
lieu of foreclosure), may be the result of actual foreclosures, or may be off
the market because the sellers decided to defer selling until a later time.
The MLS doesnOt have data on these actions, so one must speculate.

Okaloosa DSF Inventory and Number Sold by Month
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e. The trend of median and average sold prices (chart below) also shows
a continuing decline in these two values. The long term trend lines on
this chart are the straight dashed lines, colored the same as the basic
data.

Okaloosa County DSF Media and Average Sold Prices
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f. The trend of median monthly rent (chart below) shows that rents are also
declining. This trend further erodes property values, as shown in the chart
in paragraph 4.b.i. above. The units available for rent are significantly
large, and make competitive pricing (i. e. B lower rents) imperative to
ensure occupancy.

Okaloosa Combined Residential Median Monthly Rent
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$300,000 -

g. The next chart attempts to forecast the median sale price. The future sold

price data was created by reducing the monthly median sales price at the
rate now represented by recent historical data until the median sales price
reaches the norm represented by the red line. This chart of the median
sales prices forecast through the end of 2012 attempts to predict the point
at which the market will normalize. This suggests the market will
normalize in 2011. The median price at that time will still be 33% higher
than it was in 2003, and those who purchased at or before that time will
continue to enjoy increased property values. Those that refinanced during
the Obubble® may be in a position of financial stress, as it wibe a very
long time before the peak median price will again be realized.
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A chart of the projected Median Sales Price to the Median Family
Income is based on trending the Median Family Income increase by
the HUD suggested 2.9% annually, and comparing that income to
the median sales price as described in paragraph g. above. This
measure also suggests that the market will normalize in 2011.

Forecast Okaloosa DFS Median Family Income to Median Sold Price
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There are other factors that relate to the local real estate market. External to the narrow
view of the real estate market as exemplified by the MLS data, it may be useful to
analyze overall economic conditions to determine what is likely to happen in the future.
There are several areas that seem to be important to Okaloosa County, as well as to
nearby areas. These should include the performance of the stock market, the mortgage
loan credit requirements, the local business climate, and the potential for changes to the
military here.  Much of the general information in the next subparagraphs is from
national and local news sources.

1.

The US stock market is at its lowest levels in decades, and isnOtpredicted to
return to its recent previous highs for many years. The impact on many families,
especially on retirees who need the income from their investments for living
expenses, is critical. Factors that bear on these investments include challenges
to big businesses in acquiring credit, further exacerbating the market. Consumer
sentiment is negative, and this in turn negatively affects retail businesses. As
these consumers are the market for homes, it suggests the real estate market
will continue to be negatively affected.

International buyers for local real estate will be more challenging to find, as the
financial problems in this country have extended to most developed and
developing countries, reducing the availability of credit for these buyers as well.
The very recent possible strengthening of the US Dollar against foreign
currencies also suggests that US investments will be less desirable.

Mortgage loans are still available, with dramatic changes to buyer qualification to
assure that the borrowers are qualified. Credit scores, down payment
requirements, and debt ratios are enforced to a stricter level. Appraisal
standards are being more rigidly enforced. Anecdotal evidence suggests some
sales are being lost, and some sales prices re-negotiated, due to property
appraising below the contract sales price. The only element still supportive of
real estate purchase is the continued low interest rate, still well below levels of 10
years ago.

The high vacancy rate of commercial properties, evidenced by the abundance of
vacancy signs along major roadways, indicate that once profitable businesses
are now out of business, and replacement businesses are not moving into the
void. The recently announced reduction in pay for all employees of a major
developer and employer here (an across the board 25% reduction), is an
indicator of the seriousness of the job market. A casual look at the help wanted
section of the local newspaper also shows that there are few jobs available. The
recent collapse of the financing market for residential properties is anticipated to
affect commercial properties in the very near future.

The BRAC-based reassignment of the US Army Special Forces unit to Eglin
AFB, along with a the establishment of the F-35 Joint Strike Fighter training unit
at Eglin AFB should bring about 9,000 new people to the area, according to
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various recent reports, beginning in the Spring of 2009, and continuing over the
next two years. BRAC also will reduce current military strength by approximately
the same number of Air Force personnel as will gained by the F-35 Joint Strike
training unit, for a marginal positive increase. Housing must be available for any
new residents. The future for the F-35 Joint Strike training unit may be in
jeopardy due to the opposition of the residents of Valparaiso. The first of the F-
350s are scheduled for delivery in 2010, but the phase out of the 3% Fighter
Wing is already underway. It appears the incoming Special Forces personnel
and the departing 33" Fighter Wing personnel may result in a neutral personnel
change over the next two years. Significant new support infrastructure at the
north end of the reservation near Crestview is expected to bring construction
dollars into the economy through attracting construction workers. The high local
unemployment rate may be drawn down during that period, expected to start in
mid 2009. Some temporary relocatees at the senior level will likely also come to
mange the construction, but they will likely not establish permanent residence
here, as the construction period is scheduled to last only about two years.

a. 2,589 combined residential units (detached single family units, attached
single units, and condominiums) in Okaloosa County, for sale or for rent,
are active and unoccupied as of 30 November 2008 (1,836 new or
unoccupied combined residential active and vacant, 753 rentals active and
vacant). These are only those that are listed in the MLS, but there are a
fair number that are for sale or rent by owners, or in developments that do
not have all of the available units in a subdivision listed in the MLS. It has
been reported that dormitories, but no family housing, will be built on base
for the Special Forces unit. Existing military housing at Eglin AFB will be
made available for use for some of the new Air Force people, and possibly
some of the Army personnel. However, the data suggests that there may
be sufficient vacant inventory to accommodate all new arrivals without
constructing any new dwellings.

6. There has been some discussion that the new Bay County International Airport
will bring new developments and likely international buyers, but that is still a long
way off in time and a long distance from this Okaloosa market, which is still
basically driven by the military and by tourism. The operational date for the new
airport has been scheduled for 2011, barring delays. It doesnOtppear as if that
will have much impact on the Okaloosa County DSF market (which is mostly
owner-occupied rather than vacation home or residential investment), either in
the near or far term.

7. Short sales have increased dramatically, as have foreclosures. Much of that
data is not reported in the MLS directly, and it is not represented in this report by
a chart. That trend will likely continue, as property values may continue to fall
below mortgage obligations. Those challenges, not only localized but national in
scope, suggest that some relocatees may own property elsewhere that they
cannot sell, and are not financially positioned to own a second property here.

1of 16
12/7/2008



Some conclusions can be inferred from the information above:

1. Market data suggests that prices of residential owner-occupied detached single
family residences in Okaloosa County will decline through 2011.

2. Market conditions of the economy donOt indicate that much will positively affect
the market at least through 2011. The investment market, short sales and
foreclosures will be significant issues for the next several years.

3. BRAC-driven mission changes may not yield much of an increase in demand
through 2011.

4. The Bay County Airport wonOt be operational until at least 2011, and wonOt be
much of a force for demand in Okaloosa County even then.

Given the circumstances above, there are approaches to the real estate sales
profession that can be taken.

1. This current real estate market has many aspects in common with the real estate
market of the late 19800s and early 19900s, v was driven by the collapse of
the residential real estate loan programs originated through the now-defunct
savings and loan companies. Even in that period, homes were bought and sold,
as they will be in this market. Real estate practitioners and their allies such as
the mortgage lenders, appraisers, home inspectors, and others, may need to
craft new approaches to the business. It appears that business as usual may not
be sufficient to restart the sales. Innovative financing, including such financing
vehicles as Contract for Sale, rent-to-own, lease option, and other owner
financing, and assumption of an existing mortgage may be more effective in
attracting buyers. Some of these contract vehicles are not executable without
the direct assistance of an attorney, as approved forms are not available to
Realtors. There may be a need for such standard forms to be created by the
Florida Association of Realtors (FAR). Realtors would be aided by close
relationships with experienced real estate attorneys.

2. Given the average ownership period of three to five years, those representing
buyers should ensure that the buyers are aware of the potential for significant
losses (as much as a loss equal to their down payment) may be realized if they
buy now at a price above the future sale value within the next three years to five
years.

3. Sellers should be advised of the potential for continually declining property
values over the next several years, and be encouraged to offer property for sale
at or below the offered prices of comparables now active on the market. The
traditional method of preparing a market analysis using comparable properties
that have recently sold should be augmented with an analysis of overall market
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trends and an analysis of active inventory competing for the scarce buyers.
Merely stating that the market is recovering, as has been done by NAR and
others, won®cause it to recover, any more than touting a particular stock without
reference to the price/earnings ratio, etc, and other fundamentals will cause the
stock market to rise.

4. Real estate sales companies should embark on a program to educate their staff
and line sales people to the reality of the market, and to brainstorm suggestions
to mitigate the existing issues. The continuous pursuit of listings, regardless of
price, should take a back seat to seeking buyers, and representing those buyers
with the same vigor as now is being done to represent the sellers. Consideration
should be given to establishing Exclusive Buyers Brokerages, and to having
designated staff work exclusively with buyers, not sellers.

5. A significant demand for knowledgeable and experienced real estate sales
professionals will still exist, and will a niche will be created in the sale of Real
Estate Owned properties (REOG®), or lender-repossessed properties.

In summary, preparing historical data is easy, but interpreting it and forecasting may
not be so easy. Oft-asked is the question, OWhen will themarket Ohit bottomO and
start up again?O Also asked, is Ohow much lowe will it go?0 Relying only on the
data, the charts of average and median sold prices suggest that there is still a
prominent ObubbleO that needs to normalize to the long term trendThe continuance
of the ObubbleO in prices, the stileclining price to rent ratio, and the concurrently
declining ratio of median family income to sold prices suggest the market needs to
correct a good bit more. We are likely two to three years away from a turnaround,
and maybe longer. With the economic conditions worsening, however, the decline
may accelerate and allow the market to normalize sooner, but with more pain in the
short term. Preserving the BRAC-recommended bed down of the Strike Fighter
training unit at Eglin AFB will be a positive factor, and the major construction project
to support the Special Forces unit relocation to north Eglin reservation will also be a
significant, but temporary, positive factor.

Notes: All right s are reserved. Use by others is permitted, provided this disclaimers and the other co ments in this footnote are

included.

All information in the study is deemed reliable but not guaranteed. All data from the Emerald Coast Association of Realtors
Multiple Listing Service is covered by copyright.

All information in this study is approxima te and not exact. Individuals using this report  are expected to verify any specific
information prior to signing any contract , listing agreement, or buyerOs brokerage . Neither the Emerald Coast Association of
Realtors , the author of this study, nor any R ealtor is liable for any inaccuracies herein. Copyright: 2008 by the Emerald Coast
Association of Realtors

Prepared by DAVID HOWARD of RESORTQUEST REAL ESTATE on 12/7/2008 9:34:14 AM
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Attachment 1

Median Housing Prices Poised to Fall Back
Below $200K

by: Trader Mark November 18, 2008 | about sto€R&/SRF.PK/ DMM

Trader Mark
About this author:

¥ Bio & more articles
¥ Visit Fund My Mutual Fund

Last December, | wrote about how out of whack home prices had gotten versus intoenes
traditional range wa2.6-3.0x income for median hoenprice. We tagged just undefx at the
height of the bubble in 2006Dgc 6: What Should Median Home Prices be ToHay?

Housing History

Ratio of median housing price over median fTamily
income
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Real estate is "local" so | find national statistics to be somewhat myessrfaverage wage in

New York City is a bit different than Kansas City, Missouri) but we've now dropped from $230K
as the median price in July 2006 to just touching $200K as of this past quarter. This is a 13%
national drop which is good news for affobdlay purposes, but we're still quite a ways way

from my target of mid $160Ks, which would put us back to ar@igdincome. Butve're

getting there fagiespite thegovernment interference.... free markets do work. They can just
cause enormous pain as they do their bidding.
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¥ Home prices fell in a record four out of five U.S. cities in the third quarter asdetv
foreclosures flooded the market and the U.S. housingeti decline spread throughout
the country.

¥ Among 152 metropolitan areas included in the trade group's survey, 120 posted declines
in median home sales prices compared with a year ago, the National Association of
Realtors said Tuesday. Nationally, sdkdsby almost 8 percent in the third quarter
compared with the same period a year ago.

¥ Sales of foreclosures and other distressed properties made up around 40 percent of
transactions in the quarter, bringing down thenedian price by 9 percent from a yea
ago to $200,500

¥ Sales fell in all but four states in the Realtors' group's report. The exceptions were
Nevada, California, Arizona and Virginia, where buyers have been able to snap up
foreclosed homes at a bargai@mazing- lower prices bring in buyers - supply &
demand still works - my Economics education was not all wasted)

Again we do have some wild cards that could make the figure drop below mid $160s such as
potential for higher interest rates on mortgages (a 7% mortgage means you can afford less
than at 5.5%) and the lack of employment. But if we shoot for $166K, that's another 13%
downside from here. That doesn't sound so bad, but remember that's national, including some
areas that never experienced any real buklileer®

-39.4%: Riverside/San Bernadino, CA
-36.8%: Sacramento, CA

-36.0%: San Diego, CA

-35.1%: Los Angeles, CA

-31.0%: CapeCoral/Ft. Myers, FL
-28.4%: Las Vegas, NV

-27.6%: Anaheim, CA

-27.6%: Phoenix, AZ

K K K K K K K K

Keep in mind som of the same pundits wikeeptrotting out on the national media outlets and
told us not to worry a yeaago; housing is only 4.5% of GDP and nowhere in history have home
prices fallen nationally so stop fussing about itlgn 24: They Said it Could Never Happen.

Ever] Those darn Black Swan events just keep popping up... but more importatigylisten

to those folks who missed this entire mess, becdukey've been wrong the whole way here,
surely what they say now means a lot.

And let's not absolve our Congress who in the spring rushed out programs to help home owners
err not so much basically paid off the corporations involved but sold ihaseowner help.

[Apr 4: Congress is Rushing to Help Homeowners (NPJUst keep this in mind as you watch

them walk up people to testify and react in agé- they should look in the mirror
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Attachment 2

o

David F. Howard
Biography,

Real Estate Experience:

Residential and commercial real estate sales.
Previous experience as a Realtor” in HawaiOi and Ohio since 1974.
Personal investor in real estate.

o Commercial Real Estate Experience:

Director of Real Estate, Implementation, System Performance and Network
Engineering for NYNEX Mobile Telephone Company, NYC metro area, New
Jersey, Greece. (Retired)

Sprint and Bechtelsite acquisitionexperience in NYC, nnecticut, New
Jersey. (Consultant)

Bechtel site acquisitionexperience in Indonesia and India. (Consultant)
Comcastsite acquisitionexperience in Portugal. (Consultant)

Neoworld site acquisitionexperience in D.C., Chicago. (Consultant)

o Education:

o
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Chaminade University of Honolulu, Honolulu, HawaiOi: Baccalaureat®
Major in Business, Minors in Military, Political Science, and Philosophy.
University of Southern Mississippi, School of Business Administration,
Hattiesburg, Mississippi: Master of Saénce- Telecommunications
Management.

Many Air Force courses and schools.

31 years Military Telecommunications

Enlisted Radar Technician
Commissioned Radar Officer, Commuications Officer, Communications
Electronics Director and Communications and Compute Systems Director



