Marcus g Millichap

£ D: (602) 687-6767 -
C: (602) 695-7100
pete.tekampe@marcusmillichap.com
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BACKGROUND: Marcus g Millichap

“*Marcus & Millichap 24+ yrs./AMA BOD (6 yr.)
“»Landiscor Housing Study/Land Development Grunt DENRO
“*Bottom Up vs. Top Down (DATA - INFORMATION
- KNOWLEDGE)
»*Strategic Advisor to Principals/Lenders

“*Focused on helping private investors make $$$

< ACCURATE APARTMENT FORECASTS (T or -)




2005/06 FORECAST: UP  2007: Level then DOWN

Business

EASTVALLEY | SCOTTSDALE TRIBUNE

2007 OUTLOOK: INVESTMENT
~

‘THE ARIZONA REPUBLIC
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MONEY WISE ===
Diversificationis calledkey
when investing in real estate
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Wise words to graduates for handling money, future
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Google launches voice, ' African-artifacts dealer wins
text-messaging service lawsuit against Arizona Mills
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Vel rent shoud sz

Apartment rentl changes

Vol et s e ot o ik e vy el
0T even e thousand o e s e epeced o it et

itaney wmem

By MISTY WILLIANS
= gt TRBUE

After facng befy ret in
- §ieg creases the past o years,
Vlley apetment unters may

fnd it ofrelein 007,
i Therentalmarketsexpect
ed tovemainstronginthe con
ingear bt some ndusiry o
servers sayndlords vl ofler
1o concessons a{he mar-

Ketheginsto nomalze.

U “The e of which rents
have b increasing i s

{enebl sad Pete TeKampe,

. et mestment assoite

at Mareus & Milichap and
bioard member of the Arzona
Miithousing Asociton.

Theaverae Vally ret s
$T5l i the third uarter 2008
— the highest th regon ever
seen, TeKampesaid.

A report by the natonal
roferage fim, which ooked
at morethan 40 mejor metro-
poltan areas, fovecastd {hat
the average axking rent  the
Valley could it $785n 2007

[t oo shoved a tedy de-
clne in vacaney Vallywide

Marketexpectedt remain stong

— dropping from 88 percent
in 2004 o prjeted 46 per-
cent his year,

(One reason for the rental
markets grovth vas the tre-
mendous inerease n housig
prices during the boom, said
Bob Kemmath, who tracks
Velleyapartment trends.

Many peale were priced
outthe merket, heaid

Durig thefrenzy, nvestors
also comverted thousands of
apartment i info condo-

SEE RENT + PAGE B2

Vallys edhot sngle-family housng secor cocling ofand the con-
dominm conversion freney over, entals have become more
altractive to thoss looking fora place o e

p e e

yearinthe last
20 yearsfor apartment osmers,” says Pete TeKampe, senior ivest-
ment associate with Marcus and Millchap. “Rents were flat,
concsssions were hich and vacancies broke records.” Butby the end

that cwmers have the occupancy to ustiy . “Investors can antic
pate continued strong cecupancy, which leads to continued rnt
growth and. as a resul, if they pgyace a buikding, they can get
rewarcle forthat. f hey find a mismanaged buikling, the mrket
s strong enough for them to goin with money, tum it around and
end up with a nice, renovated property”

Where s the best place to invest? Core areas of employment.

0f 2005, all that had been b
2006. In the third quarter of 2006, TeKampe says, rents were at a
roord hich, averaging $751, and vacancies were al. 7.7 pement,
down for the 10th straight quarter

“Tocky, the vacancy rate decline run is over or near its end.”
TeKampe says. " think vacancies will kevel off. Concessions are on an
upward trencl The rise in rents & slowing. This means that the rental
market is retuming to a more nomnalized market.” TeKampe
declined to project the vacancy rate for 2007, but he believes rents
are pushing the upperlimits o wht people can afford

Tyler Anderson, vice chairman with CB Richard Ells, views the
dynamics of the rental market a lttle differently. He believes con-
cessions are waning and that rents will increase about 5 percent in
2007. He expects 4,500 to 5,000 new units will be built this year
b h

and tranpy idors, Anderson and Telampe say

There is an unknown that may have an impact on the local
rental market, More than 40 mid- to high-rise owner-ocaupied res-
idential projects are planned along the light il route, according
o TeKampe. The projects phinned raise the following questions:
ow many wil actually be but, will they be affordsble and how
many owners will m around and rent them out? I they are
affordable for ownership, that will lure renters aveay from the rental
market,” TeKampe says. “ff a substantial number of units rent out,
that floods the market with new units.

The bottorm lie, of couse,is to make money The days of the
9 percent cap rate are history, Anderson says, but today an oner
an expec 1o 588, going n, a 45 105 percent cp rate fora Chss-
A building and a 4 to 5 percent cap for a Class:B buiding

hicher percentage of daythanin he

recent, pasl
Beth Anderson and TeKampe agree the metzo Phoenix fenal
matketisa gooclone for vestors nvestors b derjcb and

population grovh, access to trnsporation and the local cost of
housing when deciding whether to risk their meney and Phoenix is
strong on all points, TeKampe says. He ponts to the Valey's loop
frecway system and saysthe costof housing in Phoeni is inexper-
sive compared to any other ity in the West. Aflord:
atracts employers and people who fllup rental unts, he say
“The Phoenix apartment market has contiued to benefit from
ourjob and popultion grouh andl while we have had a coretion
le-family that i P —————
Anderson says. “Everyone's view of ourmarket i that it is strong and
that there is mited development Typically at this time we would
hasethree to fourtimes the number of deals inthe pipelne than we:

ing today are lkely expr 5p @p
aer two years, he notes

“The opportunities would be to buy the units below replace-
ment cost and invest in units where you can catch leases that are
maluting, where you can bump tes up,” TeKanpe says
“Phoenix s attractive on a macre basis. Assets are still trading for
below replacement cost.”

TeKempe has a strong cautionary nte for investors - making
generalized assumptions about the Phoenix matket is a mistake.
“Th I bt ad sici }
People going in nesd to be as completely nfomed as they can
be. If they're not, they are exposed to a huge risk- Pay attention,
Beprudent -

enis

o
nillchap.com
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WHAT WE’LL LOOK AT TODAY Marcus g Millichap

*EXPOSE THE TRUTH ABOUT MARKET

“*EXAMINE WHAT CAUSES BUILDINGS TO
MAKE OR LOSE MONEY

+LOOK AT SUBMARKET/NEIGHBORHOOD-
MICRO LEVEL (NO SUNSHINE)

*IMPORTANT TO LENDERS/INVESTORS




WHY THIS IS IMPORTANT TO YOU Marcus g Millichap

“*ONE CANNOT BE TOO INFORMED
*INFORMED = PREPARED
“*MAXIMIZE UNFOLDING OPPORTUNITIES

\/
0‘0

“*SOUND DECISIONS
“*SOLID STRATEGIES
*PREDICTIABLE OUTCOMES




DISCUSSION POINTS Marcus g Millichap

“*RENTS

“*VACANCIES

“*CONCESSIONS

“*NEW CONSTRUCTION
**SUBMARKET - UNIT MIX/CRIME
“*NEIGHBORHOOD ANALYSIS




4Q14-4Q19:




4Q19: YOY Rent Growth by Decade of Construction

YOY Rent Growth by Unit Type
and Decade of Construction®

4Q18-4Q19
Unit Type
Decade Built Studio 1 BD 1 BA 2BD 2BA
1950s -1.3% 2.2% 10.7%
1960s 9.4% 8.7% 7.9%
1970s 7.5% 7.9% 6.8%
1980s 10.6% 8.7% 9.8%
1990s 13.4% 8.6% 6.9%
2000s 7.2% 8.6% 8.4%
2010s 7.1% 6.6% 6.5%

All Decades 10.2% 9.1% 9.0%

*Phoenix Metro Area Communities 50+ Units




4Q95-4Q19:

Source: Realdata Inc/Phoenix, Marcus & Millichap Research Services, RealData Inc./Phoenix, Peter E. TeKampe, P.C.




40Q95-4Q19: RENT vs. Spent on Rent
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Source: Realdata Inc/Phoenix, Marcus & Millichap Research Services, RealData Inc./Phoenix, Peter E. TeKampe, P.C.




4Q14-4Q19: Phoenix Metro Area Vacancy




1Q99-4Q19: Rents Vacancy
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Any duplication, reproduction or unauthorized use of the information contained herein without prior written consent is prohibited. The information contained herein is proprietary and was obtained from sources deemed reliable. We make no
guarantees. Copyright © 2012 Peter E. TeKampe, P.C. All Rights Reserved. SOURCES: RealData Inc/Phoenix Peter E. TeKampe, P.C.




4Q14-4Q19:




1Q99-4Q19:

R

Source: RealData Inc/Phoenix, Peter E. TeKampe, P.C. Copyright © 2009 Peter E. TeKampe, P.C. All Rights Reserved




2000-2019: Number of Units Built

9,406

8,255
7,460 7,655
6,626 6,765 6,658 6.403
i 5,936
5,518
4,843 119 4,598
4137 4,479
2,119
696 910

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Source: RealData Inc/Phoenix, Peter E. TeKampe, P.C. Copyright © 2009 Peter E. TeKampe, P.C. All Rights Reserved




Unit Mix/Rents of 2019 Constructed Buildings

BD x BA  # of Units SF $ $/SF
Ox1 656 570 $1,347 $2.36
1x1 3,763 741 $1,451 $1.96

1x1.5 1 1,200 $3,449 $2.87
1x2 8 1,296 $1,799 $1.39
2x1 116 837 $1,717 $2.05
2x1.5 1 1,025 $1,683 $1.64
2x2 2,956 1,118 $1,915 $1.71
2x2.5 7 1,448 $4,167 $2.80
3x2 447 1,361 $2,045 $1.50
3x2.5 144 1,643 $1,884 $1.15
3x3 62 1,735 $3,900 $2.25
4x2 9 1,936 $4,532 $2.34
4x3 32 1,909 $2,339 $1.23
4x3.5 53 2,200 $2,266 $1.03

ALL 8,255 937 $1,686 $1.79




Marcus g Millichap

< ANATOMY OF A SUBMARKET
< TOWNSHIP /RANGE- SECTION

NG

*»  Detail level previously ignored

NG

**  Uncovers hidden opportunity

“* Spread between owning and renting



Section 25 T2N R2E: Land Uses

State/County/Municipal 9.01%
Exempt Religious

Residential {) Medical, Street/Alleys/Walkw
4.44% ays, 28.69%

Retail/Office/Wareho
use/ Misc
Commercial, 8.86%

Multi Residential/
MHP, 9.02%

Utilities, 0.44%
Motel, 0.64%

SFR, 38.73%

=




Section 25 T2N R2E: YOY Rent vs. Ownership Cost

Average Own vs.
Year #of Sales AvgPrice YOY %A  Average Price /SF Mortgage Payment =~ Submarket Rent Rent Spread
2013 43 $122,887 -- $84.30 $512.83 $577 -$64.17
2014 38 $143,721 17% $104.14 $599.77 $566 $33.77
2015 57 $164,859 15% $119.56 $687.99 $594 $93.99
2016 66 $179,671 9% $133.45 $749.80 $632 $117.80
2017 83 $201,168 12% $148.37 $839.51 $669 $170.51

2018 103 $275,965 37% $192.42 $1,151.65 $738 $413.65




LOOKING AHEAD Marcus g Millichap

*UNCERTAIN TIMES

*ALL TIME LOW FINANCING RATES

“*INFILL WORKFORCE HOUSING- INTENSE DEMAND
“»*Current Rent of $1,350 is supported by income

“*MGMI needs to grow to support rent rate of growth

“*Nontraditional approach to finding upside opportunities

“*Crime/Evictions/Missed Rent Opportunities (Unit Mix)




Marcus g Millichap

D: (602) 687-6767
C: (602) 695-7100

Pete. Tekampe(@marcusmillichap.com




