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2014 - Make or Break?

The market is looking at approximately
8,000 new units coming on line in 2014. This

level of supply will surely test the upper limits of

apartment demand. This year (2014) will be
followed an additional 7,750 units in 2015.
Therefore, the next two years will see 15,750
new units come on line. This is at a time when
apartment demand is probably peaking at just
over 7,000 units a year. Fortunately, the vacancy
rate for the Seattle Metro market was at 3.7% at
the beginning of 2014. The levels of supply and
demand will likely force the overall metro

vacancy rate to increase to 4.1% by the end of

2015. The upper pressure on vacancy rates will
likely temper future rent increases.

The past year (2013) provided us several
important preliminary answers to many of the
questions that have yet to be thoroughly
answered. Apartment demand has tended to be
more geographically concentrated than at any
time in the last 30 years. We expect this trend to
continue due to the type and location of jobs that
are being created.

The Seattle MD (Seattle-Bellevue-
Everett) apartment market experienced 5,057
units of demand in the year 2013, nearly equaling
the 2012 annual total of 5,722 units. We
estimate that 2014 will finish with an annual

demand figure over 7,400 units. The strength of

the Seattle MD economy as a whole, specifically
the rapid job creation, has been largely
responsible for the strength of demand seen in
the apartment market.

The Seattle MD is currently on pace to
experience supply and demand figures that have
not been seen in a decade or more. In 2013, over
6,200 new units of supply were absorbed into the
market. The Seattle submarket captured an

astonishing 72% of those units, consisting of

4,499 new units. The next two years (2014 and
2015) will experience nearly 16,000 new units
entering the Seattle MD market.

The Seattle MD Apartment
Market Report

Volume 12, Issue 2, March 2014

Seattle-Bellevue-Everett MD Vacancy His tory
Year-End Mid-Year Year-End
Submarket 2012 2013 2013
Seattle 3.0% 2.3% 3.3%
Eastside 3.4% 2.3% 4.5%
Southend 4.2% 3.3% 3.6%
Snohomish 4.2% 3.6% 4.0%
Metro Total* 3.5% 2.7% 3.7%
*Weighted Average
Seattle-Bellevue-Everett Vacancy Forecast
Mid-Year Year-End Mid-Year
Submarket 2014 2014 2015
Seattle 3.2% 3.4% 3.4%
Eastside 4.4% 4.3% 4.1%
Southend 3.6% 3.6% 3.7%
Snohomish 3.9% 3.9% 4.1%
Metro Total 3.7% 3.7% 3. 7%

As a result of supply exceeding demand by a narrow
margin in 2013, the vacancy rate increased from 3.5% at
year-end 2012 to 3.7% at year-end 2013. We expect this
trend to continue through 2014 and 2015.

Another important aspect of the Seattle MD and the
Seattle Core specifically, is the affect that Amazon.com is
having on the apartment market.

The success of the online retail giant, Amazon.com,
has been no secret. Amazon. currently occupies
approximately 3.2 million square feet of office space and
employs an estimated 18,000 people in the Seattle Downtown
area. Construction has already started on the first phase of a
three phase development project that will add an additional
3.3 million square feet and house another 20,000 employees.
This will certainly play an influential role in the Seattle MD
apartment market going forward.

~Brian O’Connor, MAI

Seattle Metro Market Summary Year-End 2013

Sub % 2 Year 2 Year S/D 2 Yr.Vac.
Market Vacant Demand  Supply Net Rate**
Seattle 3.3% 9,770 10,898 1,128 3.9%
Eastside 4.5% 2,494 2,732 238 5.0%
Southend 3.6% 675 629 (46) 3.6%
Snohomish 4.0% 1,361 1,698 337 4.3%
Seattle MD 3.7% 14,300 15,956 1,656 4.1%

* Weighted Average
**2 Year Vacancy Rate is 1st Quarter 2016
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Vacancy Forecast

The graphs below illustrate our
vacancy forecast for each of the four
primary Puget Sound markets.
Please note that these graphs reflect
physical vacancy, not economic
vacancy. Economic vacancies are
typically one or two points above

physical vacancies. We expect the
vacancy rate of all the submarkets to
increase slightly throughout our
forecast period, except the Southend
submarket which has a lack of new
construction or proposed apartment
projects.
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Vacancy

Our December 2013 vacancy
survey covered approximately 137,000
units. Overall, physical vacancy was
estimated at 3.7% for the Seattle MD and
is allocated among the primary markets
and submarkets as shown below. The
Seattle MD vacancy rate increased over
2013 from 3.5% at year-end 2012 to
3.7% at year-end 2013.

The small increase in vacancy
experienced during 2013 was a result of
new units entering the market. Because
the decline was rather minimal
considering that the Seattle MD added
over 6,000 new units, we believe this is a
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result of the strong demand experienced in the Seattle MD. As
additional new supply enters the market over the next few years, we
expect the vacancy rate to gradually increase throughout our forecast

period.

PUGET SOUND APARTMENT MARKET
December 2013 Vacancy Survey
SEATTLE SNOHOMISH COUNTY
Submarket = Dy Submarket = Decls
Units Vacancy Percent Units Vacancy Percent

Ballard/Fremont 964 28 2.9% Edmonds 1,181 36 3.0%
Beacon Hill/Central District 322 8 2.5% Everett 9,713 379 3.9%
Belltown 2,336 123 5.3% Lynnwood 4,712 190 4.0%
Capitol Hill/Eastlake 3,003 105 3.5% Marysville 387 3 0.8%
Downtown 1,680 73 4.3% Mill Creek/Canyon Park 1,531 113 7.4%
International District 544 16 2.9% M onroe 248 5 2.0%
First Hill 1,422 40 2.8% M ukilteo 1,570 73 4.6%
Greenlake/Greenwood 923 18 2.0% M ountlake Terrace 1,636 42 2.6%
Lake City 1,306 22 1.7% S ubtotal 20,978 841 4.0%
Lake Forest Park/North City 673 14 2.1%
M agnolia/Queen Anne 1,881 80 4.3% SOUTHEND
Northgate i 1,879 56 3.0% Submarket Dec-13
Northwest/Shoreline 1,422 35 2.5% Units Vacancy Percent
Rainier Valley/South Seattle 1,175 29 2.5% Auburn 3,193 93 2.9%
South Lake Union 1,517 73 4.8% Burien/Des M oines 3,064 72 2.3%
University/Ravenna/Sandp oint 1,814 28 1.5% Enumclaw 219 11 5.0%
Fauntleroy/Delridge 543 32 5.9% Federal Way 9,399 390 4.1%
West Seattle 1,845 50 2.7% Kent 10,347 355 3.4%
S ubtotal 25,249 830 3.3% Renton 9,446 424 4.5%

Maple Valley 172 0 0.0%

SeaTac/Tukwila 3,977 105 2.6%

S ubtotal 39,817 1,450 3.6%

EASTSIDE
Dec-13 PIERCE COUNTY
Submarket =
Units Vacancy Percent Dec-13

Submarket
Suburban Bellevue/Newcastle 8,428 436 5.2% Units Vacancy Percent
Downtown Bellevue 2,434 103 4.2% Fife/Milton 1,721 51 3.0%
Kenmore/Bothell/Woodinville 3,011 125 4.2% Fircrest/University/Dup ont/Steilacoom 1,826 61 3.3%
Issaquah 1,966 67 3.4% Gig Harbor 898 38 4.2%
Sammamish 484 25 5.2% Lakewood 2,837 106 3.7%
Kirkland 4,091 157 3.8% Puyallup/Sumner 3,943 191 4.8%
M ercer Island 1,055 64 6.1% Tacoma 12,829 510 4.0%
Redmond 4,363 172 3.9% Downtown Tacoma 1,060 42 4.0%
North Bend 233 11 4.7% S ubtotal 25,114 999 4.0%
S ubtotal 26,065 1,160 4.5%
*Issaquah and Sammamish have been separated as of Dec. 2012 Summary by County/MD (Weighted)

County D=

Vacancy

King* 3.6%
Source: O'Connor Consulting Group, LLC Snohomish* 4.0%

Pierce 4.0%

Seattle-Bellevue-Everett M D* 3.7%

*Weighted average by submarket size




Employment Forecast

The Seattle MD continues to
out perform the rest of Washington State
and the nation with respect to
employment, adding 43,000 jobs during
2013. That is a growth rate of 2.9%, the
highest since 2007.

The Seattle MD remains a
standout market nationwide.
Unemployment continues its downward
trend and healthy job growth in forward-
looking industries helps position the
Seattle MD as one of the top regions for
job creation.

As of December 2013 national
unemployment was at 6.7%, Washington

Population Forecast

Our forecast of vacancy and
rental changes are driven primarily by
anticipated population growth in the
region. The chart below displays the
historical relationship between net
migration and net employment growth in
the Seattle metropolitan area.

As is evident in the chart
below, net migration is heavily
dependent upon net employment
growth.. Migration rates are sensitive to
both local economic conditions as well
as economic conditions elsewhere. The
pattern of future job growth will
determine the pattern of net migration
and thus population growth and
household growth.

Based on the April 1, 2013,
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state was at 6.6%, and the Seattle MD
was at 5.3%.

Looking forward, local
economists Dick Conway and Doug
Pederson predict employment growth to
slow over the next few years. They
estimate Seattle MD employment
growth for 2014 at 2.8%, 1.9% in 2015,
and 1.7% in 2016. These increases in
job growth would represent
approximately 97,800 new jobs over the
next three years.

We cannot talk about
employment in the Seattle MD without

population increase of 32,500 people, we
have an estimated net migration figure of
15,050 people for 2013, and 18,844 for
2014. The 2014 estimate would be the
largest net-migration for the Seattle MD
since 2007.

It is fascinating that despite
historically lower net migration figures,
the Seattle MD continues to absorb a
healthy amount of apartment units. We
believe that this is due in large part to a
shift in household tenureship. We are
currently experiencing a significant shift
away from ownership and toward the
rental market. Despite historically low
interest rates, there are a multitude of
factors that are currently acting upon
potential buyers that make renting a

Net Migration vs. Net Employment Growth

mentioning the rapid expansion of the
internet based retail giant, Amazon.com.

Amazon currently employs
approximately 18,000 people in the
South Lake Union neighborhood in
Seattle. This estimate is based upon
current office construction and previous
statements made by Amazon.
Considering the three phase, 3.3 million
square foot office development under
construction, adding another 20,000
employees, they will reach 38,000
employees in SLU in 10 years.

more attractive option. We believe that
this trend may be the most significant
factor acting upon the Seattle MD
apartment market today and strongly
encourage the reader to download our
PDF on Housing Tenure, which can be
found on the same web page as this
newsletter.

Despite the hiccup in net
migration experienced in 2010/2011,
Seattle remains one of the healthier
regional economies in the nation. Due to
this factor, we believe net migration will
be positive moving forward (averaging
over 14,000 per annum through 2017)
despite the notably slow national
recovery.

-100,000

@@= Net-Migration == Net New Jobs



Apartment Demand

Despite the economic turmoil
of years past, the Seattle MD is one of
the most economically attractive regions
in the nation, regularly receiving
attention in nation-wide publications due
to the areabs
looking industries such as aerospace,
biotechnology, and software design.
Given the areabs
expected net positive migration, and the
recent employment forecast by Dick
Conway and Doug Pederson, we believe
that positive growth will continue.

In 2013, the Seattle MD
experienced over 5,000 units of demand
(6,213 new units and 11,156 existing
units), resulting in the Seattle MD
experiencing back to back years of over

Absorption

The Seattle MD absorbed
6,213 new units and 11,156 existing
units throughout 2013. Important to note
is that out of the 6,213 new units
absorbed, the Seattle submarket captured
72% of the new unit demand. For
reference, the Seattle submarket
historical captures approximately 50%
of the demand.

The Eastside submarket
captured the second highest amount of
new units throughout 2013 (20% or
1,223 new units).

Supply Forecast

Our estimate of new multi-
family supply is derived from a survey of
all units currently in lease-up, projects
under construction, and known projects
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5,000 units of demand, which has not
happened since 2005 and 2006.

Looking forward, we forecast
demand in the Seattle MD to exceed
7,400 ,in_2014 and rer{laiﬁl ov]pr 6,000
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Metro Area Market Demand Summary
Submarket 2011 2012 2013
Vacancy Rate 4.1% 3.5% 3.8%
Market Size 407,742 411,016 417,229
Occupied Units 390,617 396,339 401,396
New Units Absorbed 2,150 3,274 6,213
Existing Units Absorbed -15 2,448 -1,156
Total Demand 2,135 5,722 5,057
Multifamily Demand Forecast by Submarket (in Units)

Submarket 2014 2015

Seattle 5,209 4,561

Eastside 1,191 1,303

Southend 298 377

Snohomish 744 617

Metro Total 7,441 6,859

2013 Absorption Summary
New Units New Units Abs. Average

Submarket 2013 2013 Abs orption/Mo.

Seattle 5,222 4,499 16.4

Eastside 951 1,223 17.3

Southend 0 137 10.8

Snohomish 443 354 10.0

Metro Total 6,616 6,213 15.7

information was calculated for each of MD during our two year forecast. The
the four major markets within the Seattle Seattle submarket deserves special

metropolitan area.

mention as approximately 66% of all
region wide construction is centered in

in their pre-development stage. To As of our yearend 2013 Seattle. More specifically,
.o survey, the Seattle MD has a total of . .
gauge the number of units in the - approximately 4,142 of those units, or
.o o 12,617 apartment units under . .
pipeline, we track all multifamily . 33% of all units under construction
o . . . construction, and another 2,487 new
building permits, physically inspect the - . throughout the Seattle MD, are located
ited it d i th units currently in the lease-up phase. The ithin the Seatt]
pem; (S . s §:, a(lil " recon 1En t e majority of those units under within the Seattle core.
?;lprgrtfrrlegt ur(l)lrs Egim dOIel’lifl ?311:) y Tyl?iz construction will be impacting the Seattle
Seattle Metro Market Summary
Sub Market % No. 2 Year 2 Year S/D 2 Yr.Mkt 2 Yr.Vac. Total
Market Size Vacant Vacant Demand Supply Net Size Rate**  Vacant
Seattle 165,508 3.3% 5,441 9,770 10,898 1,128 176,406 3.9% 6,929
Eastside 68,130 4.5% 3,032 2,494 2,732 238 70,862 5.0% 3,549
Southend 94,099 3.6% 3,427 675 629 -46 94,728 3.6% 3,450
Snohomish 89,450 4.0% 3,586 1,361 1,698 337 91,148 4.3% 3,955
Metro MD 417,187 3.7%* 15,486 14,300 15,956 1,656 433,143 4.1% 17,889

* Weighted Average

**Two-Year Vacancy rate is end of 1st quarter 2016



Supply and Demand Summary

The table below illustrates our
forecast for both apartment supply and
demand within each major submarket in
the Metropolitan area. Vacancies are
expected to start trending upward toward
5% over the next two years as supply
steadily catches up with demand.
However, we expect the vacancy rate to
remain below 5.0% during our forecast
period.

Not all submarkets are created
equal, as the reader can see in the table
below. The Seattle submarket will
receive the vast majority of both the new
supply and demand over the next two

It is because of the events of
the previous years, such as the recession,
lack of available financing, and pent up
demand that has lead to this supply
boom that the Seattle MD is now in the
midst of.

The Seattle submarket can
expect 10,898 new units over the next
two years. The next closest submarket is
the Eastside with 2,732 new units over
the next two years. In the Southend, we
expect only 629 new units to enter the
market. The Snohomish submarket will
see 1,698 new units over our forecast
period.

years.

Equally noteworthy as the
oncoming supply is the demand
expected to impact the Seattle MD
apartment market over the next several
years. The year 2013 experienced over
5,000 units of demand. We expect 2014
and 2015 to be even higher, with 7,441
and 6,859 units of demand ,respectively.

In the table below, we can see
that our in-house supply/demand models
predict vacancies will reach 4.1% in the
Seattle MD by the 1st quarter of 2016.
This is the result of supply slowly
catching up with demand over the
forecast period.

Seattle Metro Market Summary
Sub Market % No. 2 Year 2 Year S/D  2Yr.Mkt 2 Yr.Vac. Total
Market Size Vacant Vacant Demand Supply Net Size Rate**  Vacant
Seattle 165,508 3.3% 5,441 9,770 10,898 1,128 176,406 3.9% 6,929
Eastside 68,130 4.5% 3,032 2,494 2,732 238 70,862 5.0% 3,549
Southend 94,099 3.6% 3,427 675 629 -46 94,728 3.6% 3,450
Snohomish 89,450 4.0% 3,586 1,361 1,698 337 91,148 4.3% 3,955
Metro MD 417,187 3.7%* 15,486 14,300 15956 1,656 433,143 4.1% 17,889
* Weighted Average
**Two-Year Vacancy rate is end of 1st quarter 2016
Seattle Metropolitan Apartment Market Data & Forecast
Apartment Trend Analysis
Seattle MD, 2004-2013
Population (1) Employment (2) Households (3) Apartment Data
Net Apartments Year End Average
Total Percent Total Percent Total Percent Total New Under Vacancy Rent
Year Persons Change Jobs Change Hous eholds Change Units Absorp. Construction Rates Change
2004 2,449,561 0.89% 1,334,983 0.92% 987,860 1.04% 390,133 1,737 6,507 6.72% 1.9%
2005 2,476,345 1.09% 1,370,925 2.69% 1,004,035 1.64% 391,318 1,185 4,902 5.06% 2.0%
2006 2,521,335 1.82% 1,416,017 3.29% 1,020,257 1.62% 393,069 1,751 4,853 3.37% 13.0%
2007 2,560,412 1.55% 1,460,300 3.13% 1,033,178 1.27% 395,606 2,537 5,944 3.47% 8.5%
2008 2,590,455 1.17% 1,478,283 1.23% 1,043,575 1.01% 397,265 1,659 6,931 5.02% 1.4%
2009 2,615,099 0.95% 1,399,900 -5.30% 1,054,885 1.08% 401,149 3,884 2,856 5.72% -10.3%
2010 2,644,584 1.13% 1,376,850 -1.65% 1,062,338 0.71% 405,592 4,443 3,320 4.18% 4.0%
2011 2,659,600 0.57% 1,405,475 2.08% 1,069,930 0.71% 407,742 2,150 3,114 4.12% 7.70%
2012 2,679,900 0.76% 1,443,992 2.74% 1,081,710 1.10% 411,016 3,274 11,932 3.52% 5.43%
2013 2,712,400 1.21% 1,486,236 2.93% 1,118,213 3.37% 417,187 6,213 12,617 3.71% 4.43%
5Yr. Avg. 0.9% 0.2% 1.4% 3,993 6,768 4.2% 2.2%
Apartment Demand Forecast
Seattle MD, 2014-2018
Population Forecast Employment Forecast Household Forecast Apartment Demand Forecast
Total Percent Total Percent Total Percent Total Total Vacancy Rent
Year Persons Change Jobs Change Households Change Units D d Rates Change
2014 2,748,694 1.34% 1,528,952 2.87% 1,131,992 1.23% 425,268 7,441 3.9% 3.4%
2015 2,781,611 1.20% 1,563,068 2.23% 1,144,418 1.10% 433,143 6,859 4.0% 2.7%
2016 2,811,229 1.06% 1,593,462 1.94% 1,156,277 1.04% 437,236 6,546 3.4% 2.7%
2017 2,840,094 1.03% 1,618,632 1.58% 1,167,914 1.01% 442,036 6,284 N/A N/A
2018 2,868,487 1.00% 1,642,399 1.47% 1,179,556 1.00% N/A N/A N/A N/A
5Yr. Avg. 1.1% 2.0% 1.07% 6,081 3.8% 2.9%

(1) Population as of April Ist.

(2) Excludes Military & Self-Employed
(3) Total households are estimates

Metropolitan Area is King & Snohomish Counties

Sources: WA State Employment Security, WA State Office of Financial Management, & PSEF
O'CONNOR CONSULTING GROUP,LLC: Brian R. O'Connor, MAI




Rental Rate Forecast

The two tables to the right illustrate the
recent history and our forecast of
changes in rental rates for each
submarket of the Seattle MD.
Responding to a rapid drop in vacancies,
Seattle MD rents grew by 9.1%% in
2011. In 2012, as some supply entered
the market, rents stabilized somewhat
yet we still saw an increase of 5.4%. In
2013 we have saw a rent increase of
4.4%. Based upon our estimates of new
apartment supply and demand, we
estimate modest rent growth going
forward. As new supply enters the
market, we expect rents to stabilize.

Condo Talk

Many readers may be interested to
learn about the condominium talk circulating
around the Seattle MD. OCG is contacted at
least once a week by lenders and developers
interested in the current state of the condo
market. Over the past year this talk has
picked up and seems to be gaining momen-
tum.

Developers want to be able to time
the market, and anticipate when the condo
market may bounce back so they can have
their project up and running when that hap-
pens.

As seen thus far, there is no evi-
dence in price or velocity to justify the new
construction of condominiums over apart-
ments. However, from January 2013 through
December 2013, the average sale price for
condos has increased by 17.5%. The number
of sales has increased by 22%.

The bottom line is, at the moment,
apartments are more feasible, profitable, and
there is less liability and risk. Until those
factors change, developers will continue to
build apartments. Change will only occur
when market demand desides it is better to
own than rent. That will only occur if we
have true appreciation that buyers believe in.

Seattle-Bellevue-Everett MD Rental Rate History

Submarket 2011 2012 2013

Seattle 9.0% 6.0% 6.2%

Eastside 12.6% 8.0% 3.8%

Southend 5.3% 3.9% 3.6%

Snohomish 10.8% 3.3% 2.3%

Seattle MD Total* 9.1% 5.4% 4.4%
*Weighted Average

Seattle-Bellevue-Everett MD Rental Rate Forecast

Submarket 2014 2015 2016
Seattle 4.0% 3.0% 2.5%
Eastside 4.0% 4.0% 4.0%
Southend 3.5% 3.5% 3.5%
Snohomish 3.0% 3.0% 3.0%
Seattle MD Total* 3.4% 2.7% 2.7%
*Weighted Average
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Map of Apartment Projects Under Construction

The following map is of the Seat-
tle-Bellevue-Everett MD that consists of
every apartment project currently under
construction (as of January 2014). By
mapping the locations of each project it
clearly illustrates the geographic distribu-
tion of supply.

When looking at the map of the
entire Seattle MD, the reader can see that
the vast majority of projects currently un-
der construction are in the Seattle submar-
ket. Within the Seattle submarket, the pro-
jects are focused
the surrounding neighborhoods.

The map as a whole represents an

astounding 12,617 units currently under
construction. The Seattle submarket has
approximately 66% or 8,400 of those
units. The Seattle core has approxi-
mately 33% or 4,100 of all the units
under construction.

Important to note, of the
12,617 units currently under construc-
tion, 5,743 or 46% of those units will
impact the market in 2014. Approxi-
mately 72% of the units impacting the
market in 2014 with be located within
the Seattle submarket.

-~
-

As this map illustrates,
apartment construction is almost en-
tirely focused in centrally located
Seattle neighborhoods. The centrally
located distribution is not a coinci-
dence. As the economy was coming
out of the recession, developers were
able to finance their projects in the
areas with the least amount of risk.
Many of those projects happened to be
in the Seattle Core, where many of the
jobs are located.

This trend that we have seen
&oF the dast fgwyygars, will likely tran-
sition to more projects developed
outside of the Seattle Core.
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For more information on
services offered by the

please contact
Brian O06Con
(206) 622-5100 or visit

our website at:

WWW.0Cgp.com




