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Peak performance:

Despite a strong dollar and a saturating condominium market, the
industry saw high spending and much foreign investment

® Spending and growth

South Florida construction spending grew in the first
three quarters of 2015 by 19 percent but began to dip
in the last quarter, signaling a shift from high growth
toward stabilization, particularly in the real estate
sector. According to construction intelligence firm
Dodge, Data & Analytics, awarded contracts between
January 2015 and November 2015 amounted to $8.9
billion, exceeding figures from the same period in 2014
by about $200 million, a growth of about 2 percent.
Residential development continued to dominate the
market, even with the fourth-quarter decline, with over
$405 million in new residential contracts in November
compared to $289 million in non-residential contracts
awarded throughout South Florida. However, an
emerging trend, particularly toward the end of 2015,
was divestment from residential housing—dropping
53 percent year-to-year from $758 million to $354
million in October 2015, and 60 percent year-1o-year
from $1.01 billion to $405 million in November 2015.
Challenges for developers present in 2015 likely to
affect development in 2016 include labor shortages,
rising property costs and a resurgent dollar eroding an
important foreign financing base.

® Rising residential and non-residential markets

Post-recession construction continued an upwa‘m’_&:j
trend with residential construction its primary
driver. McGraw Hill Financial estimated that in the
first nine months of 2014, residential developments
accounted for almost 70 percent of South Florid
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estate market at the tall-end of an expansion period
aring "hyper supply” with moderate to high levels of
w construction expected in 2016 as units are delivered,
Non-residential construction spending throughout
uth Florida grew 25 percent from September 2014
to September 2015—even during the fourth quarter
residential dip—according to Dodge, Data & Analytics. A
second quarter JLL report indicated nearly 30 percent of
Florida retall construction was in Miami-Dade, featuring
large, billion-dollar projects such as the 565000 square
feet of retail in Brickell City Centre by Swire Properties
and the 765.000-square-foot Miami Worldcenter.
managed by Art Falcone and Nitin Motwani. In a 2016
outlook, IRR noted that the planned retail supply—
including the $4-billion American Dream Mall, slated to
be the largest U.S. mall at 6.2 million square feet—placed
retail construction at a peak, also nearing “hyper supply.”
In a 2015 third-quarter market analysis, JLL highlighted
that rising occupancy rates—-up 30 basis points vear-
to-year—and retail rents—up 6.5 percent year-to-year
in the second quarter, according to CBRE data—are
spurring the 1.9 million square feet of retail construction,
2 million of which was slated for delivery by the end
f 2015, Similarly, office construction, historically less
ictive than other construction sectors in Miami-Dade,
nded 2015 with 664,199 square feet under construction, larger projects
ported by JLL, indicating a rising market. Notably, us 10 come up
ILL reported no major office construction deliveries for m
015 Developers have embraced mixed-use projects,
pegging office construction to retall and residential
paces, such as the Brickell City Centre's two 12-story
ilice towers and Brightline’s 9-acre MiamiCentral
station, which will feature more than 100,000 square
feet of mixed-use space, Despite these increases, Ezra
Katz, CEO of the Aztec Group, Inc., tells Invest: Miami,
“Office construction has been the least robust of all
the sectors, and, even with some growth, will remain
difficult to finance.”

Construction of MiamiCentral is accompanied by the ng he balance
$275-million Frost Museum of Science, the $430-million  [RUE continue to se¢
Miam| Cancer Institute at Baptist Health South Flori- Anot vigh-performing
da and the $400-million Sun Life Stadium renovation I
as large non-residential or commercial developments
underway in 2015 and 2016, Similarly, the $478-mil-
lion Miami Beach Convention Center’s renovation and
60,000-square-foot expansion by Clark Construction
Group is a major non-residential development slated for f Miami they think of style
completion in 2018. These developments include antici- end brat All of these things spe
pated projects such as development of 2.6 acres at Miami  SEEUREIIRER SR B EIGIRERTIRS IS
Dade College's downtown campus, which took bids in  EEESEREIRINERIE R BRI CVT S
early 2016, and the Miami Innovation District, which, if because of these factors, people continue 1«
approved, will be a tech hub with over 3 million square SIS
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CONSTRUCTION OVERVIEW

feet of office space and 2.4 million square feet of resi-
dential space.

Related to Miami’s robust tourism market is the hotel
industry; 19 hotels opened in 2014, with 17 scheduled for
delivery in 2015. By October 2015, the total number of
rooms rose by 4.3 percent year-to-year according to STR,
Inc. Hotel developments, much like office space, are in-
creasingly being built into mixed-used spaces such as the
236-room EAST Miami in Brickell City Centre and 1,800~
room Marriott Marquis Hotel and Expo Center in the
$1.75-billion Miami Worldcenter.

B Foreign capital

Post-recession construction in Miami-Dade has been
dominated by condominium towers that, in lieu of loans
from wary domestic banks, were largely financed by
buyer investment via the informally adopted 50-percent
deposit rule. Common in Latin America, the practice
requires buyers to invest 50 percent of the unit cost, 90
percent of which can be used to finance construction.
The practice is not a regulatory obligation, and in 2015,
Swire and The Related Group opted to temporarily reduce
deposits to 30 percent at select properties. Reasons for
reducing the rate and raising commission rates indicate
difficulty in selling, perhaps due to devalued foreign
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dynamics of foreign construction investment are
changing, particularly with increased Asian lnterest,‘
CBRE reported $913 million in foreign commercial real
estate investment in Greater Miami for the first half of
2015, dramatically raising its global ranking as a foreign
commercial capital recipient from a top 50 recipient toa
top 10. A 2015 Marcus & Millichap report highlights that
though data is limited, a substantial number of foreign
condominium buyers are transitioning to income-
generating retail properties valued below $50 million,
demonstrated partially in a 17-percent year-to-year rise in
transaction velocity for this type of retail properties. If the
condominium market experiences an expected cyclical
plateau, foreign investors may transition to income-
generating retail and commercial real estate markets.
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@ Increasing loans

Lending from regional and local banks has increased
from original pre-recession lows as evidenced by re-
cord-breaking transactions and lending volumes, but
developers have continued to embrace alternative fi-
nancing tools. Overall, commercial lending volumes
in Miami-Dade, as measured by lending firm Bridgeln-
vest, have risen significantly between 2009 and 2014,
increasing from $3.5 billion to $11.4 billion. Stringent
post-recession lending conditions in local and region-
al banks drove developers to alternative financing
sources, including the aforementioned 50-percent de-
posit practice and increased reliance on out-of-state
specialized real estate development firms.

In 2015, major condominium loans included $118
million for Related’s ONE Paraiso in Edgewater and a
nearly $134-million loan to the Property Markets Group
and S2 Development for Muse, a 47-story residential
tower in Sunny Isles Beach. Florida East Coast Realty’s
53-story Panorama Tower, slated to be the tallest building
in Miami-Dade, secured a record $340-million loan in
Aay 2015 and is also receiving Chinese investment via

1 EB-5 visa program to help complete the $800-million
project. In early 2016, the Miami-based Terra Group
acquired a $91.2-million loan for Eighty Seven Park from
United Overseas Limited, a Singapore-based bank.

¥ Going green and embracing multi-use

Two trends of major residential and retail construction
projects are mixed-use and environmentally conscious
designs. The $4-billion mega projects—American
Dream Mall, headed by the Triple Five Group and
scheduled to begin construction in early 2017, and
183-acre SoLe Mia, headed by LeFrak and Turnberry
Associates, which broke ground in June 2014—
embrace a combination of office, retail and hotel space
with the latter including residential as well.

The mixed-use $1.05-billion Brickell City Centre
incorporates LEED certification into its residencies while
its retail section will include a Climate Ribbon. Other
major developments with LEED certification includfe a
part of Dacra’s growing 1.2-million-square-foot Design
District and Lionheart Capital’s 2.8-hectare Ritz-Carlton
Residences in Miami Beach. Reasons for developelts. to
be environmentally-conscious include marketability,
reduced energy expenditures and the incentive of .an
expedited county review processes. LEED ceniﬁcaL!on
can also increase asset value as energy consumption
savings can be significant to buyers; the US Grgen
Building Council reported in 2015 that LEED certification
increased office property values an average of 6 perr.:em
when adjusted for occupancy rates and, on average, raised
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Downtown Miami saw a marked increase in condominium
construction in 2015,

construction costs by less than 2 percent. A 2014 CBRE
report identified Miami as a top-10 U.S. city for green
building adoption for its high rate of LEED certification.

Just as builders are considering the environment in
terms of preservation, they are also coping with South
Florida's subtropical weather. In anticipation of Tropical
Storm Erika in August 2015, construction projects were
halted and precautions were taken to secure sites to pre-
vent damage that would delay project delivery.

Related to environmental concerns is traffic conges-
tion, which has increasingly become a construction issue

in Miami-Dade. On the construction side, developers are  Isles Beach according t ) :
building mixed-used spaces that allow residents to limit  office—but delay acmaloc;he Ooucxt:ty S property app
driving and are seeking to build around emerging trans- Another challenge to consuu on.

portation hubs in what is known as transit-oriented de- fees, which hay, nstruction is county i

velopment (TOD). Projects such as MiamiCentral, or the
smaller Metrorail-based 184-unit Grove Station Tower
apartments, developed by Grass River Property, LLC,
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offering competitive pay- Miami Worldcenter is

o create 10,000 jobs but has faced community
while negotiating with city officials and unions f
sidies developers claim will create labor opportunit
economically depressed neighborhoods. Another
lenge to construction projects is financing as Latin
ica’s economic growth is projected by the Internatic
Monetary Fund to hover around 1 percent. Econon
cited by the Miami Herald in January 2016 reportedt
Latin American economies already negatively imp
county-wide employment growth. With a high con
ventory and slated deliveries for 2016 and 2017, Ali
vera Lamadrid, managing partner at Cervera Real
that some developers may opt to sell properties
than develop. These transactions create fiduciary be
fits for develo'pment comparﬂes—especianyw[m
ty values as high as 15 percent in Key Biscyane and

e steadily risen according to a

ees increase upfront developwﬁ
as they must be paid before construction and have
rates as high as $14,000 '

are demonstrative of TOD. The City of Miami is also pro-  $10,000 per or single family |
moting TOD by seeking proposals for developments near  and square unit d

Metrorail stations and the Omni bus terminal. Proposals Canvas, a 513-un;

to upgrade and develop around the Douglas Road Metro-  can as high nit, 36-st

rail station ranged from $191 million to $310 million, indi- With the pr

cating that these are substantive projects. Despite the rise

and scarcj
of TODs, the city is improving current transformational 2015 hmtyofbo
infrastructure for the long-term. As Miami Parking Au-  major challe:
thority CEO Arthur Noriega tells Invest: Miami, parking  struction |
wiuconﬂnuetobeac}mllengealomidemassuamitﬂs froma i

Miami grows, requiring thoughtful problem solving. “The
Miami Parking Authority has begun the process of ‘smart
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