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s entry-level housing a
thing of the past?

ccessibility to entry-level hous-
ing in metro Denver is limited
as product is scarce and con-
struction costs soar. Prices for
labor and materials are on the
rise — contributing to the increasing
price tag of new construction projects.
Additionally, because of Colorado’s
litigious environment surrounding con-
dominiums, developers are focused on
products designed for rent. The combi-
nation of increased development costs
and lack of supply creates a housing
market with high financial barriers to
entry. The needs, wants and desires of
young people also are changing. Most
potential first-time buyers are millen-
nials whose spontaneous and dynamic
lifestyles are more aligned with the

renting model. The
coupling of financial
hurdles with chang-
ing consumer tastes
has many industry
experts wondering:
Is entry-level hous-
ing a thing of the
past?

It’s very difficult
to build entry-level
housing in today’s
market, limiting the
supply of available
product for first-time
buyers. Developers are facing higher
construction costs, which equates
to more expensive housing, includ-
ing condominiums. The estimated

Andy Hellman
Senior managing
director, ARA
Newmark, Denver
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price tag to build entry-level product

is $225,000-$250,000 per unit. The bill
for new construction projects will not
be decreasing any time soon. Second-
quarter construction costs in Denver
were recorded up 3.6 percent compared
to 2016, tracking ahead of the national
index. It is estimated that these costs
will rise 3 to 3.5 percent throughout the
rest of 2017, according to Mortenson
Construction Cost Index.

The production of entry-level housing
is not only limited by high construc-
tion costs, but also by regulatory barri-
ers facing Denver area condominium
developers. Historically, entry-level
product has been largely composed of
condominiums or attached housing.
Colorado’s controversial condominium

ARA Newmark/Newmark Knight Frank

environment has greatly impacted
developers’ and investors’ interest in
attached-housing product, providing a
notable deficit in available condomini-
ums. In fact, new construction permits
for condominium units only totaled
roughly 2 to 3 percent of all permits in
2016, with apartment housing making
up the majority (at approximately 60
percent). Today, the limited supply of
new condos and the resale of former
apartments turned condos make up
the affordable housing market. Colo-
rado has not seen significant condo
construction since the late 1990s. While
recent forward strides in condominium
legislation look positive, the immediate
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Aurora and Colorado Springs still offer great
value-add investment opportunities.

Aﬁordable housmg

The preservation of already-built affordable
housing should be Denver’s main priority.

EV charger options

Tips for funding, implementing electric
vehicle charging stations at your property.
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—Letter from the Editor——

Defining “affordable’

t's hard to discuss the Denver

housing market and not end

up on the topic of affordability,

which quickly devolves into gen-

eralities as each person shares
his thoughts on “affordability.” Howev-
et, in this issue, the topic is examined
through multiple lenses and offers
readers perspectives that are rooted
in math and based around current
statistics.

The first set of statistics that may
come in handy next time you find
yourself in this
inevitable con-
versation is Craig
Stack’s article on
| Page 12.Init, he
. looks at average
Denver wages
and compares
them to average
| Denver apart-

ment rents. Based
on the industry-accepted baseline
of spending no more than a third
of your income on housing, Stack
uncovers that the Denver apart-
ment market looks pretty fair.

The accompanying graphic drives
home this point and compares our
income-to-rent ratio with other
thriving cities.

However, while rental rates seem
to be keeping pace with incomes,
the cover story makes an argument
that entry-level housing may be a
thing of the past. The author, Andy
Hellman, makes some compelling
points as he breaks down the costs
of buying and living in today’s typi-
cal condo. When the monthly costs
are considered - basing everything
on averages defined within the arti-

cle — the condo homeowner in the
example ends up spending about
$200 more a month than the aver-
age renter.

However, the larger frustration for
many in this demographic is the
down-payment cost that comes with
a purchase this large. For a $320,000
condo, with a 20 percent down pay-
ment, theyd be looking at paying
$64,000 up front. Saddled with student
loan debt and life expenses, squirrel-
ing away savings for this type of down
payment is challenging, to say the
least.

In fact, for millennials in Colorado,
many are looking at a 10- to 15-year
period of savings before they can
afford an average down payment,
based on income data from the U.S.
Census Bureau, according to a June
report from Abobo Apartments.

Now some may point out that this
equation focuses on condos, and our
legislative environment has not been
friendly to condo development over
the past decade, making the supply
extremely limited and driving costs
up. However, as of late July, Denver’s
median home prices for one- and two-
bedroom houses were $260,000 and
$375,000, respectively, according to
Trulia.

The takeaway seems to be that Den-
ver still is affordable for many rent-
ers who want to live comfortably in
a vibrant community, but purchasing
homes will take time and successful
saving habits. All this bodes well for
the for-rent market.

Michelle Z. Askeland

maskeland@crej.com
303-623-1148, Ext. 104

Apartment

¢ Full details of 1,300 properties,
surveyed quarterly since 2004

e New construction pipeline,
rents, vacancy, owners,

managers

e Denver, Colorado Springs, and
Fort Collins/Greeley

www.apartmentinsights.com
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After slow start, financing finds solid 2017 pace

alfway through 2017 and

it is business as usual

in Denver’s multifamily

market. On the heels of

a record 2016 with sales
volume eclipsing $6.6 billion, the
multifamily investment sales mar-
ket is chugging along at a steady
pace. Since the beginning of 2015,
quarterly multifamily sales volume
in the metro Denver region aver-
aged approximately $1.15 billion,
while the first two quarters of 2017
averaged $935 million (50 units
and greater). The slow start to the
year was not limited to multifam-
ily, as the capital markets slowly
settled into a new normal after
the presidential election in late
2016. The spike in treasuries sent
quoted interest rates on long-term
debt skyrocketing as lenders held
spreads, uncertain how the dust
would settle in the new year.

By mid-February, at the annual
Mortgage Bankers Association con-
ference, the dust had settled as
buyers and lenders alike accepted
the new environment and got
back to business. Spreads adjusted
downward as the treasuries sta-
bilized, and the market geared up
for another year of healthy activity.
For perspective, the post-election
10-year Treasury has fluctuated
between 2.14 to 2.62 percent com-
pared to 2016 (pre-election) when
the index bounced between 1.4 and
2.25 percent.

Fast forward to August and
although the Denver market is on
a slower (but probably more real-
istic) pace than 2016, there is still
plenty of liquidity in the market for

multifamily debt.
Freddie Mac’s new
business volume
trend showed that,
despite the slow
start to the year,
loan origination
was only off 1 per-
cent through the
second quarter
when compared to
the same period in

Jeff Halsey

Vice president,

capital markets,  9016.
CBRE, Denver Denver metro
multifamily

remains a preferred asset class for
lenders and investors as the econ-
omy booms and people continue to
move here in search of opportuni-
ties in employment and in lifestyle.
Though the state legislature has
taken steps toward reforming con-
struction defect laws, new condo-
minium activity has been almost
nonexistent. The single-family
home sector is increasingly com-
petitive and a scarcity of new prod-
uct has benefitted the apartment
market.

Lenders from all food groups have
deployed billions of dollars for new
construction, rehabilitation projects
and long-term, fixed-rate debt for
stabilized properties over the last
few years. Construction financ-
ing faces the strongest headwind
at this point in the cycle, primar-
ily due to tightening regulations
in the banking space coupled with
lender exposure limits tied to the
dramatic amount of new supply.
The seven-county metro area has
welcomed over 31,000 units since
the beginning of 2014 with an

additional 21,700
units under con-
struction and an
additional 18,700
units on the draw-
ing board. While
the increased
supply seems

to be absorbing
steadily, lenders
have expressed
concerns about
increasing conces-
sions and flatten-
ing rent growth,
particularly in the
urban core. Obtaining construction
financing is as challenging as devel-
opers have experienced during this
cycle with lenders ratcheting down
on leverage, introducing higher lev-
els of recourse beyond traditional
completion guarantees, and some
pulling out of new construction
altogether.

Those developers successfully
obtaining construction financing
have experienced higher costs of
capital with Libor, the universal
index for floating-rate debt, creep-
ing higher and higher each time the
Federal Reserve has raised interest
rates. At the time this article was
written, the UK Financial Conduct
Authority announced that Libor will
be eliminated by the end of 2021.
That, however, is a topic deserving
of its own article.

The government-sponsored enti-
ties, Freddie Mac and Fannie Mae,
remain bullish on the Denver mul-
tifamily market and continue to
remain the most popular options
for multifamily debt. In 2016, Fred-

ol |
Brady O'Donnell
Vice chairman,
capital markets,
CBRE, Denver

die Mac, with $56.8
billion in loan orig-
inations, narrowly
outpaced Fannie
Mae at $55.3 bil-
lion, both of which
were new records
for each entity. The
GSEs or “agencies”
are attractive for
borrowers, offer-
ing high-leverage,
fixed- and floating-
rate options, typi-
cally with an inter-
est-only component. Although pre-
payment penalties typically include
yield maintenance or defeasance,
the ability to add supplemental
loans enhances the assumption
process by giving buyers the ability
to push leverage.

Life insurance companies have
adjusted spreads to solve to pre-
election interest rates with 10-year
money as low as 3.5 percent for
low-leverage multifamily. The ability
of life companies to provide long-
term money, up to 40 years in some
cases, makes them an attractive
option for long-term legacy assets.

The commercial mortgage-backed
securities space has seen demand
come and go for multifamily. These
lenders capitalized in 2015 when
the agencies hit the brakes around
second quarter after outpacing their
allocation targets early in the year.
Multifamily loans now are few and
far between in the CMBS space with
the agencies competing fiercely for
new business. The number of bridge

Jill Haug
Vice president,
capital markets,
CBRE, Denver

Please see ‘Halsey,' Page 34
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annoyance of parents everywhere
the Harry Potter series, Philosopher’s Stone, by J.K.
Steve Jobs returns to run
Mars Pathfinder lands on the surface
YAHOO! Mail was launched on the 8th of October
Tiger Woods becomes the youngest golfer to win the
The Green Bay Packers win Super
Bowl XXXI for the first time since 1967
Jones Industrial Average closes above 8,000 for the
“Simpsons” becomes longest-running
animated series in cartoon history.

Titanic, Jurassic

Park, and Men in Black were the three biggest films of

First DVD players arrive on the market in the
U.S. + South Park premiered as the most controversial
The Spice Girls were the biggest
pop group in the world + The Backstreet Boys made
their debut with breakout hit “Quit Playing Games (With
Teletubbies made its debut—much to the

The first book in

The Dow

Catamount started in 1997.

to your trust in our team.

GATAMOUNT

CONSTRUGTOHRS,

As we celebrate our 20th year in business, an enormous amount of humility
accompanies the pride we feel for all that we have accomplished since

Our team has worked in 49 states (still looking for our first job to take us to
Hawaii!) and we have three fantastic regional offices with great reputations
that have earned top 25 GC rankings in all three cities.

The statistic that we are proudest of is our 80% repeat client ratio. It has
been a pleasure working with you year- after-year. We owe our success

ING
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303.952.5592 303.952.5603 303.952.5587

TRANSWESTERN HAS
35 U.S. OFFICES AND ASSISTS CLIENTS

THROUGH MORE THAN 180 OFFICES
IN 37 COUNTRIES

TRANSWESTERN®

Experience Extraordinary

4643 S. ULSTER ST. | SUITE 300 | DENVER, CO 80237 | WWW.TRANSWESTERN.COM/DENVER | 303.639.3000



mailto://john.blackshire@transwestern.com
mailto://tom.wanberg@transwestern.com
https://www.transwestern.com/denver
mailto://rj.francescon@transwestern.com
http://www.crej.com/

Page 6 — Multifamily Properties Quarterly — August 2017

Market Update

WWW.crej.com

Diving into asset class analysis from 2015-2017

verall, the Colorado market

has been strong through the

first half of 2017. The state

has absorbed over 5,500 units

and average effective rent
has increased about 5.1 percent. The
number of units absorbed this year is
higher than in the first half of 2016 and
2015, by about 2,000 units and 1,200
units, respectively. Overall occupancy,
as of the end of June, was at 93 percent,
a slight increase from the 92 percent
average in the previous six months.

For a closer look at the market condi-
tions, it’s helpful to look at the move-
ment in key indicators such as average
effective rent growth, occupancy and
absorption in each asset class.

Class A properties have performed
well when compared to the previous
two years, but there are signs that the
level of new construction is starting
to drag down effective rent growth.

In the first half of 2017, we've seen
almost 1,700 Class A units absorbed, an
increase from the 1,500 in the first half
of 2016 and the 1,470 in the first half of
2015.

However, there is some softness in
effective rent growth. While still posi-
tive, average effective rent grew by only
3.8 percent in the first two quarters, a
noticeable drop from the 6.3 percent
increase in 2016 and the 6.6 percent
increase in 2015. This is signaling that
the top of the market is feeling the
influx of new construction units enter-
ing the market at an accelerated pace.

The silver lining is that despite the
slowdown in rent growth, occupancy
is trending in the right direction. As
of the end of June, average occupancy
was 82.8 percent. This is not an ideal
number, to be sure, but it does mark an

improvement from
the 79.6 percent
rate of the previous
period. Overall for
the top tier, average
effective rents are
up, average occu-
pancy is up and
absorption is up.
Class B proper-
ties have seen a
similar dynamic
play out regarding
these three indica-
tors. Absorption is
up compared to the
first half of 2016 and 2015. A little over
900 units have been absorbed in this
asset class in 2017, whereas 2016 saw
about 700 units absorbed and 2015 had
a negative value of nearly 375 units.
The positive trajectory also is pres-
ent for occupancy. With an average
occupancy this year of 92.6 percent,
the previous six month’s average
of 92.2 percent was ever so slightly
edged out. However, just as with Class
A, there has been some erosion in
effective rent growth. The new sup-
ply at the top if the market means
that some of the properties near the
threshold of Class A and Class B have
been bumped into the latter. This has
resulted in increased competition in
this price tier, although the condi-
tions are hardly bleak. In the first half
of 2017, the average effective rent
growth was a robust 5.7 percent. The
previous two years showed immense
price growth, however, and 2017 did
not keep pace. In 2016, the average
effective rent growth was 6.2 percent,
and in 2015 the figure was 8 percent.
Despite the decline in rent gains, there

Jordan Brooks
Account manager,
ALN Apartment
Data Inc.,
Carrollton, Texas
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certainly isn’t reason for concern in
the near term.

Class C also is on solid ground. After
absorbing 1,200 units on the first half
of 2015 and about 700 in 2016, 2017 saw
a huge increase to slightly over 2,700
units. This represents over half of the
total number of units absorbed in the
state through June. Additionally, average
effective rent growth improved from
the 3.7 percent rate of 2016 by a full 2
percent despite falling short of the 2015
6.5 percent growth. Occupancy also rose
1.5 percent from 92.8 to 94.3 percent,

a substantial improvement from 2015
and 2016, which were both under 1
percent through the first six months of
the year.

Class D has not kept pace with the
great start to the year in the other class-

ALN Apartment Data Inc.

es, but even here, the numbers aren’t
terrible. Absorption decreased by 50
percent from 2016 —but, at a little over
300 units, it is still better than the 2015
number of about 240 units. Additionally,
average effective rent has increased 2.7
percent, which is higher than 2016 and
2015, when both were under 2 percent.
Occupancy has increased by 0.5 per-
cent to 95.5 percent. Absorption in this
class can be shakier than the rest of the
market due to units lost to closure or
demolition. The lack of occupancy loss
and the improvement in effective rent
growth show that the Class D ter is in
good shape.

The driver for much of the movement
in these indicators is new construction,

Please see 'Brooks,' Page 35
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CBRE Debt & Structured Finance has closed nearly $1.1 billion in multifamily financing assignments over the last 12 months

in the state of Colorado. Nationally, CBRE Capital Markets is the non-bank industry leader in commercial real estate loan

originations. How can we help you transform your real estate into real advantage?

For more information contact:

Brady O’Donnell, Vice Chairman

303 628 1777

Jeff Halsey, Vice President
303 628 1769

Jill Haug, Vice President
303 628 1782

CBRE

Build on
Advantage
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* Select properties are displayed. Contact us or visit www.cisgdenver.com for a full property list.

CONTACT US

A FULL-SERVICE MULTIFAMILY INVESTMENT SALES TEAM REPRESENTING YOUR INTERESTS

Craig Stack 44 QOur mission is to ensure each client achieves the highest

Senior Vice President possible price, from the most qualified buyer, in the shortest

+1720 833 4602 period of time. We accomplish this by leveraging our extensive

craig.stack@colliers.com investment sales experience and broad research capabilities
to optimally position, price and market your asset. P?

Bill Morkes

Vice President

+1 303 283 4583
bill.morkes@colliers.com

Colliers International | Denver

4643 South Ulster Street | Suite 1000
Denver, CO 80237

+1 303 745 5800 | fax +1 303 745 5888

",

Linhdan Nguyen Denise Boyd Tyson Pricg Heathgr Heick www.colliers.com/denver
Analyst Transaction Manager ~ Research Director Graphic Designer
N\ For market information, access to upcoming investment opportunities, or for a valuation of your asset,

_/ contact us or register at www.cisgdenver.com %

The information contained herein has been obtained from sources we deem reliable. While we have no reason to doubt its accuracy, no warranty or representation is made of the
foregoing information. Terms of sale or lease and availability are subject to change or withdrawal without notice.
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Aurora and Colorado Springs still offer opportunities

nvestor demand is at an all-
time high in the multifamily
markets of Colorado Springs
and Aurora, due to the strong
growth over the past 18
months and predicted growth in the
next 12 months. Buyers are riding a
market wave, as continued aggres-
sive rent growth is projected into
2018. Local, regional and numerous
national buyers new to both mar-
kets continue to compete for assets,
raising the bar to levels never seen
before. Strong economic drivers
in both markets continue to push
rents, sales and construction; addi-
tionally, investors are capitalizing
on value-add opportunities, reno-
vating older properties and subse-
quently increasing rents.

Aurora has an approximate popu-
lation of 362,000, compared to an
estimated 465,000 in Colorado
Springs. There are about 32,000
existing units in Aurora with an
additional 1,000 under construction.
In contrast, Colorado Springs has
48,000 existing units and another
2,000 under construction.

Colorado Springs had its best
year for multifamily investment
sales in 2016. Annual sales vol-
ume increased 14 percent over
2015, growing from $447.7 million
to $510.4 million, and the aver-
age price per unit grew 12.3 per-
cent. Economic growth in Colorado
Springs is attributed to the vast
number of aerospace, cybersecurity,
IT and medical innovation compa-
nies that call the region home, as
well as more than 30 Fortune 500
firms and five military installations.

Meanwhile,
with the devel-
opments of the
Fitzsimons Innova-
tion Campus, the
$1.8 billion Den-
ver International
Airport build-out
plan underway,
and light-rail

Greg Price expansion spur-
Senior director, ~ ring strong rental
national

growth along
Interstate 225,
Aurora now has
solid economic
and transportation
drivers that should bode well for
years to come. While both markets
are experiencing strong economic
growth, Aurora is seeing higher ‘per
pound’ pricing and slightly higher
average rent levels. Aurora aver-
aged $441 million in sales volume
between 2015 and 2016.

In direct correlation to robust
sales numbers, both markets have
experienced robust rent increases
through the first quarter. Aurora
saw a 12-month increase of 11.4
percent, while rent in Colorado
Springs grew 10.3 percent for the
same period. The year-over-year
rent growth of 10.3 percent in Colo-
rado Springs is ranked second-high-
est nationally behind Reno, Nevada,
for secondary markets.

Both markets should continue to
see paced new construction - in
comparison to central Denver and
the 36 Corridor, for example — as
rising costs versus current market
rents are keeping deliveries moder-

multihousing
group, Marcus &
Millichap, Denver

Unlike stock in many other Front Range markets, value-add opportunities still are abundant
throughout Aurora and Colorado Springs, shown above.

ated. Only select sections in both
markets are viable for new con-
struction.

In addition, both markets contin-
ue to see single-family home prices
climb, pushing upward pressure on
rents. The median home price in
metro Denver has risen 88 percent
since 2011, creating high barriers to
homeownership, particularly among
millennials. This, coupled with
high in-migration, has kept general
vacancy low and demand for rent-

als high in submarkets like Aurora,
where rental units are priced below
a mortgage payment for an entry-
level home. Further both markets
are experiencing some of the lowest
vacancy rates in the state, hovering
in the 3 percent range.

Value-add investment strategies
have been the norm in both areas.
There are countless examples of
buyers purchasing older buildings

Please see 'Price,’ Page 35

Celebrating 30 years of building relationships
and enhancing the value of real estate.
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303.796.2000



http://www.corumrealestate.com/
http://www.signatureflip.com/sf01/article.aspx/?i=9618
http://www.crej.com/

WWW.Crej.com August 2017 — Multifamily Properties Quarterly — Page 9

GREYSTONE

P THE FINANCIAL SWISS ARMY KNIFE FOR
SHIYN\BIURV  APARTMENT OWNERS IN COLORADO.
~

APARTMENT GROUP

RECENT MULTIFAMILY LOAN & BROKERAGE REPRESENTATION:

253 & 263 N Gra;nt Street 3700 Yukon Court

Denver, CO Q] CLOSED:7/18/2017 Wheat Ridge, CO
_-— o] unit:27

INTEREST RATE: 3.97%

LOAN TO VALUE: 77%

LOAN TYPE: FREDDIE SMALL BALANCE
NON-RECOURSE

CLOSED: 6/30/2017
UNIT: 11

INTEREST RATE: 3.80%
LOAN TO VALUE: 80%

LOAN TYPE: FREDDIE SMALL BALANCE
NON-RECOURSE

| 8307 S Reed Street APARTMENT BROKERAGE & LENDING PERFECTED.

> 4 CLOSED: 5/1/2017
thtleton, (@o) UNIT: 26

AR Sl - INTEREST RATE: 380% ' i i
1 o 2o Take advantage of today’s low interest rates & make the first step

LLUR AT EDRINVNIRLWN I  towards selling or refinancing. Call 303.321.5888 to speak
| Dl E SR with a multifamily specialist today!

GET A LIST OF AVAILABLE PROPERTIES & A LOAN QUOTE NOW:

303.321.5888

Marc Lippitt | Scott Shwayder | Kevin Higgins | Patrick Henry | Phil Dankner | Niklas MacCarter | Zach Hansen | Brandon Kaufman | Earl Duffy
www.GreystoneUAG.com

Copyright ©2017 Unique Properties, Inc. All rights Reserved. For more information please visit our website www.GreystoneUAG.com
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Optimism remains for Northern Colo. market

he Class A market-rate

apartment market in North-

ern Colorado remains quite

strong, despite a number of

projects in lease-up and a
higher number of units under con-
struction and in the pipeline than
over the past several years. While
there are a significant number of
additional projects in the pipeline,
it is important to note that I don'’t
believe all of the proposed projects
will be built, and I expect the tim-
ing of many of the deliveries to be
pushed further into the future than
some developers may be anticipat-
ing.

There are a variety of reasons for
this, including, but not limited to:

eEntitlement and permitting time-
lines taking longer than in the past,

eDevelopment impact fees and
raw water costs increasing in some
municipalities,

eGeographical and political barri-
ers to entry,

*Equity requirements from many
lenders being approximately twice
what they have been in this cycle,

eSome lenders pulling back on
apartment construction lending due
to high portfolio concentrations,

ePotential for interest rate
increases,

eConstruction costs (particularly
labor) continuing to escalate quick-
ly, and

eConstruction delays due to labor
shortages.

With a watchful eye on apartment
trends, interest rates, construction
costs and feasibility of projects in
the region, we estimate that of the

nearly 4,000 units
proposed (within
institutional qual-
ity and scale
communities, not
including com-
munities under
construction), only
approximately
one-third or less
of those units will
break ground in
the coming year.

Presently, there
are approximately
1,300 units under
construction
(again, within institutional quality
and scale communities). I still view
Northern Colorado as a favorable
environment for apartment devel-
opment, and I continue to see posi-
tive unit absorption, strong occu-
pancies and rents, as well as a lack
of significant rent concessions in
the market, although nominal con-
cessions are being offered at some
communities.

* Apartment demand. I believe
demand for apartments will remain
strong for the foreseeable future
given that Northern Colorado con-
tinues to see solid population and
employment growth, as well as
rapidly rising home values, which
keeps many would-be homebuyers
in the rental market. Fort Collins/
Wellington/Timnath’s median home
price is projected to reach $395,000,
while Loveland/Berthoud’s median
home price is projected to reach
$338,000, and Greeley/Evan’s medi-
an home price is projected to reach

Jake Hallauer,
M

Vice president,
Chrisland Real
Estate Cos., Fort
Collins

$265,000 in 2017, according to The
Group Inc.

Additional factors driving apart-
ment demand include living prefer-
ences of the millennial and baby-
boomer generations and the relative
nonexistence of condo develop-
ment, although there are a handful
of condo projects under develop-
ment nNow.

Many people within the millennial
and baby-boomer generations are
drawn to renting downtown, urban
or suburban apartments, which
offer close proximity to dining,
entertainment, culture and night
life, while also featuring the com-
munity and shared spaces within
the apartment buildings. Even if
millennials can afford to move to a
house in a more suburban neigh-
borhood, many will choose to live
in apartments instead, according
to Forbes Magazine. This is likely
due to their preference for flexibil-
ity, mobility, and little or no home
maintenance.

Fifty percent of millennials are
renters. Almost half of all adults
and 73 percent of millennials,
report they are “very” or “somewhat
likely” to move in the next five
years, according to the Urban Land
Institute. Apartment living allows
individuals to move with more ease,
rather than being tied to one place.
The number of millennials choosing
to rent rather than own results in a
decline in homeownership, leaving
a record-low percentage of Ameri-
can homeowners under the age
of 35 since 1982, according to U.S.
News & World Report.

When comparing year-over-year
statistics for institutional quality
and scale communities, which we
survey biannually, the occupancy
rate for the properties declined
slightly from 97.67 to 96.69 percent.
The average monthly rental rate, per
unit, decreased to approximately
$1,405 from a previous rate of $1,425.
This equates to an average monthly
rental rate decrease of 1.4 percent
year over year. On a per-square-foot-
per-month basis, the average asking
rental rate decreased from $1.53 to
$1.50, a decrease of 2.03 percent over
this same time period.

Of most importance, the average
gross rent per unit per month, at
the current occupancy and asking
rental rates, decreased from $1,389
to $1,357; a decrease of 2.31 per-
cent year over year. These figures
do not include concessions, which
are minimal in the present environ-
ment, nor do they include items
that would produce other income,
such as garage rent (averaging $88
per one-car-detached garage, per
month); pet fees, deposits and rent;
amenity fees; administration fees;
application fees; and vending and
laundry income.

It is important to note that I attri-
bute the slight decline in occupancy
and effective rents, year over year,
to 474 units being in lease-up at the
same time in the Loveland area. I
have seen this have a similar impact
in the past and the softness appears
to have some seasonality, as the
lease up impacts the market more

Please see ‘Hallauer,’ Page 35

Jay Porterfield

PGIM Real Estate Finance combines one of the industry’s most experienced teams with
extensive lending capabilities and consistent performance in the Colorado market.

We originated over $6 billion* in multifamily loans in 2016 and focused on a
variety of specialized property types including: market rate housing, affordable
housing, student housing, senior housing and health care senior living.

Partner with our experts at PGIMREF.com or contact:

(214) 777-4533, Jay.Porterfield@pgim.com
PGIMREF.com/LinkedIn

@ PGIM REAL ESTATE FINANCE

THE FUTURE OF REAL ESTATE
FINANCING IN COLORADQO:

PGIM REAL ESTATE FINANCE.

*As of 12/31/2016.

© 2017 PGIM is the primary asset management business of Prudential Financial, Inc. (PFI). PGIM Real Estate Finance is PGIM's real estate finance business. Prudential, PGIM, their respective logos as well as the Rock symbol are service
marks of PFl and its related entities, registered in many jurisdictions worldwide. PFl of the United States is not affiliated with Prudential plc, a company headquartered in the United Kingdom.
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Dependably fast.
And simply dependable.

LOW FEES | STREAMLINED PROCESS | BEST-IN-CLASS SERVICE

Get a process that’s fast and service that lasts.

Chase delivers best-in-class service and a simple, straightforward loan process to help
apartment building owners succeed. Coupled with competitive rates and low fees, we "

deliver more to borrowers than any other multifamily lender.

See why we're the #1 multifamily lender nationwide. Call today! CI IAS E

Catherine Murphy Darren Cox

Client Manager Client Manager

(303) 512-1283 (303) 552-1858
catherine.murphy@chase.com darren.p.cox@chase.com

Credit is subject to approval. Rates and programs are subject to change; certain restrictions apply. Products and services provided by JPMorgan Chase Bank, N.A. #1

claim based on 2016 FDIC data. © 2017 JPMorgan Chase & Co. Member FDIC. All rights reserved.187181
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How do Denver wages compare to Denver rents?

s a Denver native, [ know
firsthand how much our city
has changed. [ used to live
southeast of Parker and Arapa-
hoe roads, which was pretty
much in the middle of nowhere. The
only retail at that intersection was the
Barn Store and a gas and convenience
store, which was where I used to ride
my bike to play Donkey Kong and get
an Icee on a hot day. Today, that inter-
section is home to several major retail
centers and luxury apartments.

The population of Colorado has more
than doubled since my childhood, and
with the influx of new residents and
businesses, the cost of renting has gone
up. Some of our clients have been ask-
ing whether Denver has become too
expensive relative to Colorado/Denver
wages. We did some research to find
out just how expensive it is to live in
Denver and how we compare to other
markets.

Rent vs. Income

e How much rent can you afford?
Apartment management companies
often qualify residents on a ratio of
their gross monthly income before
taxes to their rent. A common ratio we
hear from management companies
is three times the rent to qualify. For
example, a person making $36,000 a
year, or $3,000 per month, would qual-
ify for $1,000 per month at three times
his rent. The equation would be $3,000
(monthly income) + 3 (qualifying ratio)
= $1,000 maximum monthly rent.

» Percentage of income spent on rent.
Another way of looking at affordability
is the percentage of a household’s gross
income (annually or monthly) that is

spent on rent. In the
example above, a
person paying $1,000
per month in rent
would be paying
33.3 percent of her
income toward rent.
The equation would

be $1,000 (monthly
V= rent) + $3,000
Craig Stack (monthly income) =
Senior vice 33 percent (income
rﬁrifild%lﬁ, spent on rent).
e St{,‘:l entg, According to the
Colliers Bureau of Economic
International, Analysis, Denver has
Denver a median household

income of just over

$70,000. According to
Apartment Insights, the average metro
rent at the end of the second quarter
was $1,399 per month. If we annualize
the monthly rent to $16,788 and divide
by the annual income, on average,
households in the metro area are pay-
ing about 24 percent of their income
on rent: $16,788 (annual rent) + $70,000
(median household income) = 24 per-
cent of income spent on rent.

In an effort to take a narrower view of
the data, we looked at one of Denver’s
least expensive submarkets, northeast
Aurora, which had an average rent of
$1,039 per month at the end of the
second quarter, according to Apart-
ment Insights. We picked roughly the
center of this statistical submarket and
pulled a 3-mile radius demographic
report, resulting in a $41,000 median
household income. Again, if we take
the annual rent divided by the median
household income, residents in this
submarket pay, on average, 30 percent

Select Markets Ranked by Rent as a Percent of Income
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Colliers International

Using household median income data from the Bureau of Economic Analysis and average
metro rents provided by Axiometrics, the chart compares the percentage of income spent

on rent across several major markets.

of their income on rent: $12,468
(annual rent) + $41,000 (median
household income) = 30 percent of
income spent on rent.

In contrast to household median
incomes, a single person earn-
ing minimum wage of $9.30 per
hour, or $19,344 a year (assuming
40-hour workweeks and 52 weeks
of full-time employment), would be
hard pressed to find an option to
live alone. Using a three times rent

qualifying ratio, a full-time, mini-
mum-wage earmer could only afford a
monthly rent of $537: $1,612 (monthly
income) + 3 (qualifying ratio) = $537
(maximum monthly rent).

How Does Denver Compare?

Using household median income
data from the Bureau of Economic
Analysis and average metro rents

Please see 'Stack,’ Page 36

GRIFFIS =m BLESSING

Full Service Property Management
Construction Services
Due Diligence
Receivership
Financial Services

Come find out
what makes
Griffis/Blessing Different!

5600 S. Quebec $t, Ste B141,
Greenwood Village, CO 80111
(303) 771-0800

102 N. Cascade Ave. Ste 550,
Colorado Springs, CO 80903
(719) 520-1234

www.GriffisBlessing.com
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Want to Refinance Your Multifamily Property?

= 1 jm Choose BankFinancial
_ Y ey : l
|

Why BankFinancial? g8 T RN {77 EYJ Y

Hybrid ARMs
B Low processing and closing costs

Specializing in multifamily financing from $250,000 to $5 million
Up to 30 Year Amortization - No Balloon Payments!

Able to close in 45 days or less

Up to 80% LTV

BankFinancial offers a Multifamily Line of Credit’, giving you additional financial flexibility for
improvements or help in planning for your next purchase.

Contact us and let’s get started!

Banl <F in an Ci al ) lggl?e?\?i?;gg gan kfinancial.com
/_‘

Available to non-owner occupied apartment buildings with eight or more units. Subject to credit approval. 1) The Real Estate Line of Credit that is a second lien subordinate to an existing first lien requires
BankFinancial NA to be the first lienholder and the loan must be in good standing. The line of credit may be used for investments or necessary repairs and replacements relating to the first lien property.
Cannot be used for new construction.

Member @
1.800.468.1100 | bankfinancial.com FDIC ===
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riven by strong in-migration

and job growth, the Denver

area apartment market con-

tinues to attract multifamily

investors. But, as pricing con-
tinues to rise, many would-be investors
are finding it harder to beat out the
competition. As a result, shrewd inves-
tors are expanding their investment
criteria and taking a closer look at
product that is older, smaller or further
from the downtown core.

With over 27,000 apartment units
under construction in metro Denver,
Denver is expected to break the record
for most deliveries in a calendar year,
per Apartment Insights. A large portion
of the development pipeline consists
of Class A luxury units, and as rents in
metro Denver have risen over 60 per-
cent in the past five years, these units
are becoming harder for Denverites to
afford.

Despite the large supply growth, the
Denver market is, by many accounts,
still experiencing a shortage of hous-
ing. Attaining housing that is relatively
affordable is especially difficult — at the
end of June, there were only 475 active

listings of single-
family homes priced
below $300,000 in
the entire metro
Denver area, which
is home to over 3
million people. The
same demand-and-
supply imbalance for
attainable housing is
taking place in the
apartment sector

as well, as vacancy

Craig Kalman
Vice president,
multifamily, JLL

Capital Markets,  for Class C proper-
Denver . -
ties has dipped to
just 3.3 percent, per
Axiometrics June 2017 report.

The numerous apartment market
tracking resources tend to vary in their
performance statistics, but the thing
they can all agree on is that Class C
properties are outperforming Class
A by a significant margin. Apartment
Insights pegs vacancy for Class C
properties at 4.46 percent, Class B at
5.47 percent, and Class A at 6.86 per-
cent. As for rent growth, Apartment
Insights again confirms the discrep-
ancy between Class A and Class C

Investor Insights

Smaller assets may be key to va

Market
Expertise’

*Standard with every loan option

WWW.crej.com

performance, with
Class C at 4.43 per-
cent annual increase
compared to Class
A at 2.04 percent
increase in gross
rents year over year.
Class B rent growth
is close behind at
4.17 percent annual
increase, but the
overall message

is clear — working-
class housing still is
in extremely high
demand.

Since the recession, the Denver apart
ment market has experienced activity
and performance like never before. To
be sure, Denver has cemented its place
on the short list for the top markets
for investors to place capital. Plenty
of capital has found a home within
the Denver market, but the amount of
capital still out there searching for a
home is staggering. The amount of dry
powder held within closed-end private
real estate funds stands at $246 billion,
according to Prequin’s second-quarter
update. North American-focused funds
account for 59 percent of global dry
powder, or $145 billion.

With so much capital to deploy, it
makes sense for many fund manag-
ers to only look at deals that are above
a specific dollar amount or unit count
threshold. The fear among those tasked
with putting all that money to work is
that if they can only take down bite-
sized chunks at a time, then theyd just
be sitting on piles of cash. It stands to
reason that larger properties have been
the primary focus here. The result: 48
percent of apartment properties in

Travis Hodge
Vice president,
multifamily, JLL
Capital Markets,
Denver

FirstBank provides market expert solutions for professional investors
and dreamers alike. Speak with a lender today to see how 50 years’
experience in commercial lending gives us the edge in your plans.

=

EQUAL
HOUSING
LENDER

ue-add success

metro Denver with 200 units or more
have changed hands at least once in
the past five years. The majority of
these properties were purchased either
with the intent of making value-add
improvements or on the heels of a
major value-add renovation.

The result of all this recent activity
is that the Denver market has been
picked over, and large-scale, value-add
opportunities are extremely difficult to
find. This presents a problem for value-
add investors who still want to be in
Denver. The solution, however, may be
right under their noses. Investors will-
ing to look at smaller-sized assets will
find a wealth of opportunity.

For assets with less than 200 units,
only 27 percent of the inventory has
changed hands over the last five years.
Furthermore, 79 percent of buildings
in this category are considered Class C
product, representing a potential value-
add opportunity. In fact, it's hard to find
a Class A product with less than 200
units as only 3.5 percent of the inven-
tory is considered Class A.

If you're a value-add investor and
you're still not convinced that you
should at least consider smaller assets,
then consider the fact that proper-
ties with less than 200 units outweigh
properties with 200 units or more by a
factor of 8.5. The cherry on top is the
fact that these smaller Class C proper-
ties are simply performing better due
to the current market dynamics.

More properties, more transactions
and better performance — there’s sim-
ply more opportunity in this smaller
space. For the investors constantly
describing how hard it is for them to
hit their returns at today’s pricing, it’s
time to take notice. A

banking for good [ENES
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CREATING
BUILDINGS

AND
RELATIONSHIPS
THAT LAST

sHAW

CONSTRUCTION

www.shawconstruction.net
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Housing restrictions won't benefit community

ver the past few years,

our state’s multifamily

rental housing industry

has observed significant

increased demand, especial-
ly in the Denver metro area. Colo-
rado has the lowest unemployment
in the country at 2.3 percent and
people are moving here as a result.
According to the Colorado State
Demographer, the population is
expected to increase at 1.7 percent
each year, which is roughly 396,000
people from 2018 through 2022.

Today, the American Dream is
evolving - no longer focused on
buying the single-family home with
the white picket fence. Increas-
ing numbers of seniors seeking to
downsize are placing walkability,
security and maintenance-free liv-
ing as priorities. College graduates,
often strapped with student loans,
avoid additional debt and look to
rent, which offers the flexibility to
move to another market in pursuit
of the dream job.

Because of these new dynamics,
demand for rental housing is high
and the new “renter nation” is in
full swing. Couple this with a low

inventory of sin-
gle-family homes
and it is clear - our
| metro area com-
munities are in
dire need for more
housing.

Nearly 40,000
multifamily units
along with 37,000
single-family
homes have been
introduced to the
Denver area mar-

Nancy Burke
Vice president,
government
and communigz
affairs, Colorado

Apartment ket over the past
Association, four years, and the
Apartment

absorption rate

for these newly
added units is at
an all-time high. It
is estimated that
another 60,000 multifamily units
are needed before we reach equilib-
rium in the current market. Basic
supply and demand dictates that as
demand for housing continues to
increase, housing costs will contin-
ue to escalate barring an increase in
supply. Industry experts agree that
Denver’s strong economy continues
to drive the rental market, and they

Association of
Metro Denver,
Greenwood Village

Keep in mind, the median new home price in
Denver exceeds $537,000. Average rents are just
over $1,400 per month. If supply is artificially cut off,
housing prices and rents will rise.

emphasize the importance of add-
ing new supply.

» What is being proposed? The
recent growth, driven by a strong
economy and demand for hous-
ing, has led to frustration among
many. Traffic, high housing costs,
gentrification, density and changing
neighborhoods prompt constituents
to call on their elected official to “do
something.” Along with other well-
meaning but misguided legislative
proposals, we are now seeing the
introduction of several antigrowth
ballot initiatives. These reaction-
ary and ill-constructed proposals
severely limit the development of
additional much-needed housing
units.

One such growth limitation
proposal would restrict building
permits to 1 percent of the cur-
rent stock in each of the 10 coun-
ties (Broomfield, Denver, Adams,
Arapahoe, Boulder, Douglas, El
Paso, Jefferson, Larimer and Weld).
It would apply to all types of resi-
dential housing including single-
family, apartments, mobile homes,
condominiums and townhomes.
The potential Nov. 6, 2018, ballot
measure would place an immediate
moratorium on any new building
permits from the day of the election
to the end of the year. Additionally,
counties would be limited to issuing
permits for 1 percent of the existing
housing stock per year until 2022, at
the earliest, if overturned by the vot-
ers through county referendum.

Lakewood and other municipali-
ties are looking at similar measures.

* Is this the right approach?
Restricting housing production

would not only exacerbate ris-

ing housing costs, it also would
drastically diminish the ability to
produce much-needed affordable
housing. Keep in mind, the median
new home price in Denver exceeds
$537,000. Average rents are just over
$1,400 per month. If supply is arti-
ficially cut off, housing prices and
rents will rise. It will become more
difficult for low- and moderate-
income families to find housing.
Unable to afford housing, more indi-
viduals will likely face homeless-
ness. Employers keeping Colorado’s
economy strong will begin to leave
for more affordable markets where
they can find employees who can
afford to live near their work.

Within the five-year timeframe
contemplated by the proposed ini-
tiative, conservative calculations
estimate an economic impact of $26
billion, equating to nearly $5 bil-
lion in lost fees and tax revenue for
local governments. Another inevi-
table result includes the loss of over
50,000 permanent potential jobs for
our communities and the reduction
of 147,000 construction jobs and
from those, induced jobs tallying
over 117,000.

Although there is no silver-bullet
approach to address affordable
housing needs, newly crafted poli-
cies must be thoughtful, document-
ed and studied to accomplish a posi-
tive, meaningful impact for our com-
munity as a whole. A limit on new
housing is not the answer. Let’s keep
our community vibrant, economical-
ly sound, attainable and affordable.
Growing pains can be difficult, but a
studied approach is best. A

Legacy Partners has a 47-year
track record of consistently out
performing the competition:

* Acquisition & Development
* Investment Management

* Entitlement Assistance

*  Construction Management
* Asset Management

Third Party Multi-Family Property
Management Includes:

We're not just multi-family, soent s
. -« New community lease-up
we ,re 1318 |t| -fac eted . s ° Conventional stabilized

* Renovations & repositioning

* Senior communities

* Tax credit & affordable

* Receiverships & broken
condominium projects

The broad depth of our capabilities has made Legacy Partners
a proven leader in all aspects of multi-family real estate.

Contact us today to learn more
about our experience and capabilities.

650 S. Cherry Street # 825
Denver, CO 80246

303-320-3500

legacypartners.com
Battimore | Chicago | Dallas | Denver | Greenville,SC | Inland Empire, CA | Los Angeles ”I_= LEGACY
Minneapolis | Orange County, CA | Phoenix | Portland | San Diego | San Francisco | Seattle | St.Louis =B, PARTNERS
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From
foundations
to front doors
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we are - .
better lives™ Belioasiasd

At Palace, we believe foundations are made of trust, honesty and collaborative partnerships.
Upon these, we construct, repair and restore homes, businesses, schools and much more...

Start laying the foundation for your next project. Call or visit our website today.

Commercial Structural
Multi-family Construction Defect Repair 24/7 Emergency Response
Affordable HOA Reconstruction Fire Restoration
Mixed-Use Structural Repair Water Mitigation
Senior Living Foundation Repair Mold Remediation
Education Window Replacement Vehicle Impact
Healthcare Stair Replacement Storm Recovery
Hospitality Historic Renovation Disaster Response
Retail Expert Witness Insurance Repair

303-777-7999

palaceconst.com

PALACE ‘PA']?'&@'E" 7 S. Galapago St.

CONSTRUCTION oo e I Denver, CO 80223
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Legal

Important considerations for condo conversions

n light of the recently

adopted House Bill

1279 and the Colo-

rado Supreme Court’s

decision in Vallagio at
Inverness Residential Condo-
minium Association, Inc. v.
Metropolitan Homes, Inc., et
al. (217 CO 69), the time finally
may have arrived when devel-
opers and owners of existing
multifamily apartments can
begin converting them into
for-sale condominiums. Before
committing to a conversion
- a process that has not been
greatly utilized in recent years
due to factors including con-
struction-defect risk — develop-
ers should consider several

factors and legal requirements.

« Feasibility considerations.
To avoid potential construc-
tion-defect liability exposure,
many existing multifamily

apartment
projects
have been
restricted,
through
contractual
provisions
or recorded
documents,
from being
converted
to condo-
miniums
until expira-
tion of the
statute of
repose — between six and eight
years in Colorado. And even

if the project is not restricted,
while Colorado law provides
significant protection for archi-
tects and contractors through
the statute of repose, develop-
ers may not have the same
protections if they owned or

Al

Bryce Beecher
Counsel,
Brownstein Hyatt
Farber Schreck,
Denver

controlled
the apart-
ment proj-
ect during
the statute
of repose.

any poten-
tial liability
for defects
in the

Jonathan Pray
Shareholder,
Brownstein Hyatt
Farber Schreck,

Denver Stﬂlction,

developers

undertak-
ing a condominium conver-
sion have potential liability
for defects in any new work

undertaken as part of the con-

version.

Absent restrictions on con-
version, developers should
consider whether the project
will work as a condominium.

The power of Hunt's people:
Experience. Service. Expertise.

You will work with our most experienced financing experts in Colorado. Hunt Mortgage

Group finances all types of multifamily rental housing including: small balance, market rate, workforce
housing and affordable communities. With a 45-year proven track record, and as one of the industry’s
most respected commercial lenders, Hunt Mortgage Group clients benefit from our dedicated expertise

in financing and underwriting commercial real estate. Experience the Hunt difference.

Additionally,
regardless of

original con-

Are utilities submetered, is
submetering necessary and
what is the cost of retrofit-
ting the existing structure to
provide for submetering? Will
additional actions be neces-
sary to bring the condition of
the units and other structural
aspects to a saleable condition,
potentially requiring compli-
ance with current codes?
What amenities will target
unit purchasers expect (and
be willing to support through
homeowner association
assessments), and how does
this compare to the project’s
existing amenities?

« Compliance with the Colo-
rado Common Interest Owner-
ship Act and approval by the
Colorado Real Estate Commis-
sion. Any new condominium
created by a conversion must
comply with the Colorado

HUNT ADVANTAGE:

Privately Owned with Fast and Flexibile
Decision Making Capabilities

Direct Lender — Not an Intermediary or Correspondent
Credit and Pricing Completed in House

Structured more than $21 Billion of Loans

$12.5 Billion Servicing Portfolio
Offers all Agency and FHA Programs

Proprietary Lending Programs for most

Commercial Property Types

Unmatched Local Market Expertise

0

HUNT

HUNT MORTGAGE GROUP

Vice President

720-639-5715

Cell: 720-217-5450

3033 East 1st Avenue, Suite 815 | Denver, CO | 80206

Penny Bradbury

Timothy Hoppin
Director

Affordable Housing
720-639-5722

Cell: 303-378-0993

Stephen Wessler
Director

FHA

720-639-5718

Cell: 303-906-6154

CERTAINTY OF EXECUTION.
CLARITY OF THOUGHT.™

Common Interest Ownership
Act. This means preparing a
condominium declaration, a
condominium map, and arti-
cles of incorporation, bylaws,
rules and regulations, policies
and a budget for the HOA. For
developers not experienced
with condominium projects,
the majority of a declaration’s
framework is established by
CCIOA, but CCIOA also pro-
vides latitude in many areas,
such as assessment and vot-
ing methodologies. The time
to develop a “close-to-final”
set of condominium docu-
ments depends on the level
of complexity involved, the
developer’s readiness to decide
on a few important issues, and
the speed and accuracy of the
Ssurveyor.

If the project will have 20
or more units, compliance
with the Colorado Subdivision
Developer’s Act is required.
The SDA requires registra-
tion and approval from the
Colorado Real Estate Commis-
sion before the negotiation or
execution of unit contracts,
although reservations agree-
ments with fully refundable
deposits may be permitted by
the CREC.

The CREC must approve or
reject the registration appli-
cation or request additional
information within 60 days
after receiving the applica-
tion. The approval period
often is shorter, but the CREC
subdivision developer review
staff is small, so the number
of active applications under
review at any time can impact
the timing. Developers have a
continuing obligation to renew
their registration and disclose
to the CREC certain changes to
the project (for example, the
filing of a lis pendens or law-
suit, or a new blanket encum-
brance).

The application must dis-
close specific information
about any person with a 24
percent or more financial
interest in the developer - or,
if no single person has at least
a 24 percent interest, the per-
son with the greatest financial
interest. The developer must
submit drafts of the proposed
or recorded condominium
documents, the sales contract
and reservation forms, a dis-
closure statement to be given
to each prospective purchaser,
and evidence that units will
be released from any blanket
encumbrance upon sale. While
the CREC may disapprove the
forms, the substance of the
condominium documents is
reviewed primarily to ensure
consistency with the disclo-
sure statement, and the sales
contract is reviewed to ensure
that it includes specific man-
datory provisions, including a
purchaser’s five-day right to
rescind, the timing of delivery
of deeds and title insurance
policies and other matters.

The disclosure statement
must include a description
of all the availability of utili-
ties, access and the amenities
within the project, as well
as the services, its dues and

Please see ‘Beecher,’ Page 36
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ozens of cranes in the Denver

skyline are an encouraging

sign for many residents that

the city’s economy is boom-

ing. New buildings populated
with bright, modemn apartments and
ambitious businesses undoubtedly are
important to Denver’s urban develop-
ment. But another type of building
innovation is happening in the city
and, in many ways, it’s more important
to the communities here. Retrofitting
Denver housing to preserve its afford-
ability and availability is crucial to
many neighborhoods’ vitality. Retrofits
are more cost-effective than new con-
struction, they build on previous public
investment in a way that supports local
economies, and they counteract the
rapid loss of affordable options due to
deterioration, abandonment or conver-
sion to more expensive housing.

As more people move to cities
nationwide, the rising urban popula-
tion will increase investment, property
taxes and competition for housing,

In this article, Denver is used to illus-
trate developments in similar cities
where new investment and the grow-
ing demand for housing are inflat-

ing property values. Where this shift
happens, the number of available
housing options that historically have
been affordable to low- and moderate-
income households can decline dra-
matically. Addressing this trend is espe-
cially pressing given that in the U.S,, for
every 100 households that earn 30 to 50
percent of their area median income,
there are only 65 available and afford-
able units.

e Denver's housing market. As new
construction raises property values
and rent throughout neighborhoods,

City must preserve existing afforable housing

the Denver metro
area has seen a sig-
nificant increase in
demand for afford-
able housing. Homes
with base prices
above $400,000 now
represent 68 percent
of the market, an all-
time high for Den-
ver, according to a
Metrostudy research
released in February.

Meanwhile, less
affordable housing is
being developed and fewer subsidized
housing vouchers are being offered
than ever before. As a result of this
situation, the Colorado Independent
reports that, “the affordable housing
crisis has moved from the ranks of the
impoverished and low-income earmers
into the ranks of the middle class.”

To ensure that all households, regard-
less of income level, benefit from the
development of urban neighborhoods,
practitioners and advocates should
work to preserve existing affordable
housing, protect renters from rising
costs or pressure to move, and ensure
new development includes affordable
options. We will place emphasis on the
first solution, as it is less obvious to
many (particularly ribbon-cutting politi-
cians) why preserving affordable hous-
ing is more impactful than building it.

« Preserving vs. building affordable
housing. Across the U.S., approximately
100,000 affordable housing units are
built each year. But for every unit built,
two are lost due to deterioration, aban-
donment or conversion to more expen-
sive housing. Preserving housing, rather
than building it, has proven to be the

Ravi Malhotra
President and
founder, ICAST,
Denver

Al e 1LY

T

Affordable Housing
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Ben Criswell, ICAST

A historic apartment building in Denver’s Highlands neighborhood recently was retrofitted
to preserve its affordability for low- and moderate-income residents.

most financially sustainable method of
reversing this trend of taking one step
forward and two steps back.

In cities like Denver, with high land
costs and restrictive land use regula-
tions, it can be difficult to build rental
housing affordable for low- and mod-
erate-income households. In fact, the
cost of building new affordable housing
can be as much as double the cost of
preserving a city’s existing stock.

Preservation also protects the billions
of taxpayer dollars already invested in
affordable housing by building on that
investment for future public benefit.
This makes retrofitting our existing
housing stock the most cost-effective

investment that the public sector can
make to ensure that its citizens have
decent and affordable places to live.
These efforts create opportunities to
work with communities to meet their
housing needs. They build upon the
character and history of a neighbor-
hood in a way that values rather than
erases the past.

« Subsidized housing vouchers. Sub-
sidizing rent for low- and moderate-
income households through housing
vouchers offers another solution to
affordable housing shortages. However,
in Denver, the near-impossible acquisi-
tion of these vouchers makes afford-

Please see ‘Malhotra," Page 36
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TAKING PROPERTY
MANAGEMENT TO A

WHOLE NEW ECHELON.

e Lease Up ¢ Branding & Marketing ¢
 Technology & Business Systems ¢ Construction Management o

e Value Add & Renovation Expertise ¢

We are proud to be

The Premiere Multi-family

Management Company In Colorado.

Locally owned and operated, with a nationally renowned reputation,

Echelon Property Group truly delivers...

“Excellence at a Higher Level.”

Contact Bryan Stern and discover how we can take
your asset to a higher level.

7600 E. Orchard Road, Suite 200N ¢ Greenwood Village CO 80111
720 236 1400 » www.echelonpg.com
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ESSEX FINANCIAL
el

GROUP "

Multifamily Properties Quarterly - Financing Sources Matrix

TYPE OF CAPITAL  SOURCE OF CAPITAL EXPLANATION RATES/SPREADS LTV/COVERAGE TERM AMORTIZATION FOCUS TRENDS
* Many life insurance companies are ahead of plan for
multifamily allocations and look to become more selective
Market rate properties in in 2nd half of 2017
) » Non-Recourse 140-200 bps over the ) prop * Most competitive at lower to moderate leverage with
LIFE INSURANCE * Insurance premiums ) *Upto 70% LTV 5-30 major metro areas
i + Longer-term fixed comparable US o 25-30 Years ) . strong sponsor
COMPANY + Annuity and GIC sales . + 1.25x Minimum DCR Years + B quality properties and N . . -
rate loan Treasuries above * Flexible prepayment penalties available for small pricing
premium
« At right leverage (~60%) lenders can do Interest Only
« Best source for terms over 10 years
» Market Rate + Operating through specially designated underwriters
« Sales of mortgage- + Age-Restricted « Comparable pricing for affordable/workforce housing
backed securities with » Non-Recourse 210-250 bps over the |+ Up to 80% LTV 5-30 Affordable/Workforce Minimum investment is typically 750k with no maximum
AGENCY . . « Longer-term fixed comparable US +1.20x Minimum DCR 30 Years K . ypicaly
implied government rate loan Treasuries Years * Major metro areas loan size
guaranty « Secondary/Tertiary Markets « Agencies have expressed a desire for increased loan
« C quality properties and above| volume in 2017
« Spreads have narrowed 25-75 bps since 4Q 2015
Market Rate * Most competitive at higher leverage in secondary and
« Sales of mortgage- » Non-Recourse 225-275 bps over the | « Up to 75% LTV ) ) tertiary markets
- ) . L 57&10 « Second tier properties R
CONDUIT (CMBS) backed securities + Longer-term fixed greater of Treasuries | + 1.25x Minimum DCR Years 30 Years Secondary/Tertiary Markets + 10 years interest-only under 65% LTV
through public markets | rate loan or Swaps « 8.0% Minimum Debt Yield K g4 ry - 5 years interest-only under 70% LTV
« C quality properties and above
« Standards are tightening for Sponsors with no deposit
relationship, and establishing a deposit relationship is
+ Market Rate becoming a requirement
+ Age-Restricted * Maximum LTC for construction loans has dropped to
* Recourse (some non- » Up to 75% LTV for X )
) Upto7 « Affordable/Workforce 55%-60% in last six months
« Corporate Debt recourse available) 200-300 bps over permanent loans Interest Only to ) . ) ) .
BANK ) ) Years * Major metro areas * Most competitive for Sponsors with established banking
+ Deposits + Shorter-term fixed bank cost of funds * Up to 60% of cost for X 25 Years ) X ) ) -
X R Fixed + Secondary/Tertiary Markets relationships and strong borrower history that are willing
and floating rate loans construction loans ) )
+ B quality properties and to accept recourse
above « Primarily recourse loans, with non-recourse available to
strong sponsors at low leverage
* More flexible (open) prepayment terms
* Non-Recourse
*Up to 85% LTC + Market Rat
DEBT FUND / BRIDGE | - Private Capital + Shorter term bridge | LIBOR + 300-550 bps p. ° K 1-5 arket rate . « Pricing depends on leverage level, property quality, and
o . o * Going-in 1.0x DCR Interest Only + Secondary/Tertiary Markets
LOAN « Institutional Capital loans for acquisition (some w/ floors) (3+1+1) ) . Sponsor strength
o « C quality properties and above
and/or repositioning

Essex Financial Group - Recent Multifamily Transactions

Decatur Point Apartments The Commons Apartments Gardens on Paris
Denver, CO Cincinnati, OH Aurora, CO
$39,000,000 Permanent Loan $14,149,000 Permanent Loan $8,692,000 Permanent Loan
Life Insurance Company Agency Agency
JerF Rigas PeTer KEEPPER Cooper WiLLIAMS MIKE JEFFRIES Ep Boxer MICHAEL SALZMAN MicHAEL LAPPORTE ALex Rigas
PRESIDENT / PRINCIPAL MANAGING PRINCIPAL PRINCIPAL PRINCIPAL PRINCIPAL VP oF Loan ProbucTion VP oF Loan ProbucTioN VP orF Loan ProbucTion
(303) 843-0440 (303) 843-6002 (303) 843-4581 (303) 843-9220 (303) 843-9256 (303) 843-6015 (303) 843-4025 (303) 843-4027

JRIGGS@ESSEXFG.COM PETERK@ESSEXFG.COM CWILLIAMS@ESSEXFG.COM MJEFFRIES@ESSEXFG.COM EBOXER@ESSEXFG.COM MSALZMAN@ESSEXFG.COM MLAPPORTE@ESSEXFG.COM ARIGGS@ESSEXFG.COM

Essex Financial Group | 1401 17th Street, Suite 700 | Denver, CO 80202 | www.essexfg.com

This information is intended to te some of the lendin / t. While E: cial Group strives to present this information as ) b antee
to the accu of the data presented, or the availab g e 0 C .Ra d ter S ct to change. Please contact one of our mortgage banke r : and term inform
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Green MIP Reduction program is a useful tool

.S. households residing in
multifamily housing - one
in four households - spend
approximately $40 billion
on energy every year. A 20
percent increase in energy effi-
ciency for these homes would save
$8 billion per year and cut green-
house gas emissions by 430 million
tons, according to the Department
of Housing and Urban Development.

To address these issues, HUD now
offers a reduced annual mortgage
insurance premium for energy
efficienct and green building stan-
dards: The Green MIP Reduction.
The Green MIP Reduction cuts the
MIP from current rates, which gen-
erally are between 45 and 70 basis
points, to 25 basis points for prop-
erties that meet one of the listed
industry-recognized energy efficien-
cy and green building standards.
Fiscally minded taxpayers will be
pleased to know that even with the
reduction in MIP for energy-efficient
loans, HUD predicts that loans
under this program will generate
net revenue for the federal govern-
ment.

To earn the Green MIP Reduction,
the project owner must demon-
strate that the project has achieved
- or must certify that it will pursue,
achieve and maintain - an indus-
try-recognized standard for green
building. Further, the owner must
certify that it has achieved, or will
achieve, a score of at least 75 on the
1-100 Energy Star score using Port-
folio Manager and maintain that
score for the life of the loan, with
certifications done annually.

For existing buildings, the owner

WHEELHOUSE

APARTMENTS

Property Management
Leasing & Maintenance
Accounting
Construction Management
Asset Management
Marketing & Branding

Strategic Planning

White LLP, Denver

must benchmark
the building, then
process a statement
of energy perfor-
mance in the Portfo-
lio Manager with a
score of 75 or great-
er and apply for
Energy Star certifi-
cation. If the exist-
ing property has a
score of less than
75, a qualified green
building profession-
al would need to
audit the building and design a pro-
gram to achieve the green building
certification and meet the required
energy score.

 Developer's perspective. Tyler
Downs, principal of Wazee Part-
ners LLC, is utilizing the Green
MIP Reduction for the upcoming
165-unit multifamily, mixed-use
development known as West End 38
Apartments in Wheat Ridge, which
is being financed through HUD’s
221(d)(4) program. Downs’ advice to
other developers using the Green
MIP Reduction in the 221(d)(4) pro-
gram is to select an experienced,
HUD-compliant green building con-
sultant and to continually involve
the consultant in your engineering
and architecture meetings as early
in the process as possible.

The program will provide the
West End 38 project around $90,000
a year in MIP savings, according to
Downs. The cost to participate in
the program also was in the neigh-
borhood of $90,000 for the green
program certification fees and the
cost of Group14’s consultant fees,

Keely Downs
Attorney, Moye

which include commissioning and
application - the ongoing monitor-
ing will be separate. Most notably,
Downs does not believe there will
be a significant increase in actual
construction cost (and perhaps

no increase) to achieve green pro-
gram compliance for this project.
The program cost was not signifi-
cantly burdensome, perhaps in part,
because the construction industry
has made progress in adopting
some of the standards of the cer-
tification program Wazee Partners
chose as baseline construction
standards, he said. For this project,
the payback for the cost to achieve
green program compliance will be
within one to two years.

« Sustainable design consultant's
perspective. Building green doesn'’t
cost more; you just have to “design
smart to build green,” said Josh
Marceau, sustainable design con-
sultant at Group14 Engineering, the
consultant for the West End 38 proj-
ect. Many studies show that there
is no cost to build green, or that the
cost is very low, he said.

“For example, think about the bal-
ance between the building envelope
and its mechanical systems,” said
Marceau. “A green building that
has better exterior insulation than
a standard building will allow you
to save money by downsizing the
mechanical system, which is one of
the biggest costs to a project.”

There are many opportunities to
save money as well. For example,
water-efficient fixtures are more
energy efficient and will save own-
ers money.

One of the benefits of the Green

MIP Reduction program is the expo-
sure and education it provides.
Any time we can expose builders
or designers who would otherwise
build a standard product to a third-
party green building rating system,
they will learn something and
change their practices, he said. We
are seeing an increase in develop-
ers whose decision-making is based
on the triple bottom line of people,
profits and the planet.

e Lender’s perspective. Most of
the borrowers Scott Graber, vice
president of multifamily and senior
housing at Gershman Mortgage,
works with are using HUD’s Green
MIP Reduction program. One reason
for this is that since most loans
are on a balance between being
either replacement-cost constrained
or debt-service constrained, the
impact of not using the Green MIP
Reduction is too much of a risk, he
said.

“In approximate terms, on a
roughly $17 million debt-service
constrained new construction loan,
a 40-basis-point increase - if the
developer did not pursue the Green
MIP Reduction — would result in a
reduction in mortgage proceeds
and increase in equity requirement
by $940,000,” he said. “On the flip
side, in that same example, utiliz-
ing HUD’s Green MIP Reduction,
there would be roughly $120,000 of
upfront MIP reduction savings, plus
40 basis points of effective interest
rate savings (approximately $67,000
per year), and $940,000 more in
mortgage proceeds.”

Please see ‘Downs,’ Page 37

= |

Multifamily property management that puts
your building on a more profitable track.

Like the railroad platform that spins train cars in a new direction,

Wheelhouse Apartments™ repositions your property for increased

cash flow and building value.

Wheelhouse Apartments is central Denver’s premier apartment property

management company, helping apartment owners maximize income and

property values through expert property management, innovative marketing

and branding, cost-effective renovations and asset management.

Call us for a free initial
consultation: 303.518.7406

In partnership with:

= UNI T GROUP

RTMENT BROKERS

Wheelhouse Apartments e 574 Santa Fe Drive, #110 e Denver, Colorado 80204 e www.wheelhousemgmt.com ® www.wheelhouseapts.com

Part of the Wheelhouse family of companies: Boutique Apartments e Wheelhouse Apartments  Wheelhouse Commercial Management « Wheelhouse Construction
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Aparfment Bus Tour
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Thursday, September 7, 2017 * 8:30 am - 3:30 pm
7
PROPERTY LIST:

Join this highly popular event, and see the latest in recently completed

Class A deals, new projects and projects under construction. Cary Bruteig
of Apartment Appraisers & Consultants, Terrance Hunt, ARA, a Newmark Alexan UptOWﬂ, Tramme" CI'OW

Company and Jordan Robbins and Jeff Haag from HFF will add comments Residential
about the properties during the tour.
Country Club Towers I & lil, Broe R.E.

WHO SHOULD A1TEND Group

Limited to 112 owners/developers/investors and asset managers Mo d era 0 bservato ry Park, Mill Creek
only (plus corporate sponsors) Residential

$95 includes lunch, a tour guide book with the rental information about
the communities visited and general market information.

Outlook DTC, Evergreen Devco

SkyHouse, Simpson Housing
Solana Olde Town, ReyLenn

The Confluence, PM Realty Group

To register, please visit Union Denver, Holland Residential

http://www.apartmentappraisers.com/reg.cfm &

If you have any questions,

please call Cary Bruteig at 303-722-4222. SPONSORS
CONTINUING EDUGATION

6 hours of real estate CE credit has been applied for.
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A full refund will be made if you cancel at least five days before the tour.
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DEPARTURE/RETURN LocArloN CASSRE T

Meet at Sports Authority Field at Mile High at 8:30 AM.
Our parking lot is Lot D on the southwest side of the stadium,
the NWC of I-25 & Colfax. For sponsorship information, please contact Jon Stern at 303-623-1148.
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How to stay on top of investment assumptions

or several years, it has been

a great time to be a seller of

multifamily assets, as new

per-unit sales records are set

on a semiannual basis. And,
if your investment strategy allows
for patient asset pruning without a
pressing need to reinvest capital, all
the better.

But most need to find new invest-
ments and, with rising values, risk
continues to creep up. As usual,
Warren Buffet perfectly captures
the sentiment, “What the wise do in
the beginning, fools do in the end.”

With rising rents, increased
household formation and a millen-
nial tendency to rent versus buy,
how much risk can there be? And
even so, with the need to acquire
and invest, what really can be done
about it?

 Has Colorado reached “peak
renter?” The days of certain rent
increases and favorable capital
terms may be coming to an end in
Colorado, and we may have reached
“peak renter.” But there are ways to
use your data and predictive analyt-
ics to look at the market differently
to make more informed and timely
decisions.

In 2015, Denver absorbed 7,900
new multifamily units — an impres-
sive total. But halfway through
2016, 32,000 units were under con-
struction, with 13,300 units to be
delivered in 2017, according to the
Denver Post. Simply stated, supply
is starting to outpace demand.

Over the last several years, Den-
ver’s average rent increases have
outpaced the national average rent
increases threefold, driven by the

strength of the
job market and a
high concentra-
tion of luxury,
Class A develop-
ments. Denver has
become a desti-
nation. However,
supply is starting
to impact pricing
and vacancy rates.
June saw Denver
area average rents
for one-bedroom
apartments drop
2.4 percent, according to Zumper.
com analysis. This decrease, plus
“free” rent concessions, is driving
an adjustment.

Is this just a matter of supply and
demand? If so, price concessions
and time will work out the overca-
pacity. But what if, instead, we are
reaching “peak renter” and a trend
away from renting?

Much has been made of the
homeownership reaching historic
lows, and that renting is the “new
normal.” Yet there could be another
explanation - the Great Recession
- which led to tight lending stan-
dards, negative household creation
and a delay in college graduates
starting a career, getting married or
buying a home. But that delay may
be over. We now are seeing millen-
nials buying homes, and homeown-
ership likely will return to historic
averages.

« The stage is set for naked swim-
ming: How to prevent it. Recalling
another famous Buffet quote, “[o]nly
when the tide goes out do you dis-
cover who'’s been swimming naked.”

Mike Mauseth

Co-founder,
MapVida, Denver

®

HFF Ranked #1 Mortgage Origination Firm in Colorado
for 2016 by the Mortgage Bankers Association.
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| Development Site
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& Arvada, CO
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Highlands32

Property Sale
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i Denver, CO
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Cornerstar
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= Grand Junction, CO

Holliday Fenoglio Fowler, L.P. (‘HFF”) a licensed Colorado real estate broker.

HFF DENVER | 1125 17th Street, Suite 2540 | Denver, C0 80202 | (303)515-8000 | hfflp.com
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MapVida

By charting neighborhood types, developers can compare a property location versus where
leases originate, as modeled in this Washington, D.C, example.

Those 13,000 apartment units
being delivered in 2017 were under-
written based on assumptions from
2014 and 2015 - and those assump-
tions likely did not include flat or
negative rents, leasing incentives
or higher vacancies. All of those are
likely headed Denver’s way.

That does not mean acquisi-
tions and investments must come
to a standstill, but it does mean an
increased need for diligence to avoid
the aforementioned awkward beach
situation.

There are plenty of tools to evalu-
ate assets, such as detailed diligence
and service records or rent bench-
marks for similar properties. But an
asset does not reside in a vacuum.

There’s a whole neighborhood
around it, and that has proven to be
an essential decision-making factor.

When investors get the neighbor-
hood right, results tend to follow.
Detailed neighborhood analysis
delivers portfolio visibility across
different neighborhood types to bet-
ter understand factors that impact
growth and risk.

Think beyond just demograph-
ics across multiple dimensions and
years, including business activity,
consumer behavior, geographic char-
acteristics, crime, etc.

For example, with new technolo-
gies, developers can compare lessee

Please see ‘Mauseth," Page 39

Successful
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start with a
superior fitle
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Vice President

(303) 780-4080
mgibeau@stewart.com

stewart.com/commercial

© 2016 Saewart. All rights reserved. | C3-1638-22-33 | 11718

When it comes to your complex commercial transactions, you need a title insurance
partner that provides you with legal expertise, timely information, creative solutions
and unrivaled closing services. You need Stewart Title Commercial Services.

Contact me today to learn more.

Commercial Services — Denver Division

stewart title

Real partners. Real possibilities.™



http://www.hfflp.com/
mailto://mgibeau@stewart.com
http://www.stewart.com/commercial
https://www.zumper.com/
http://www.signatureflip.com/sf01/article.aspx/?i=9626
http://www.crej.com/

WWW.Crej.com August 2017 — Multifamily Properties Quarterly — Page 25

CALL NOW FOR A

FREE ESTIMATE! ‘

COMPANY OVERVIEW

Asphalt Coatings Company, Inc. has been servicing the front range since 1986. Since our
humble beginnings with a pickup truck and a striping machine we have built a strong base of
repeat customers through service, quality and dependability. Our experience in asphalt paving and
maintenance is just one of many ways we stand apart from the crowd. From Colorado Springs to
Denver & Longmont, we specialize in asphalt paving & repair. This includes seal coat & maintenance
programs. Since we own three pavers, our paving capabilities are unsurpassed by some of Denver &
Colorado Springs largest outfits.

Our commercial cliental include; apartment complexes, office parks, shopping centers, subdivisions

and townhome parking lots. We offer property owners & managers the best service, quality &
dependability in their paving & pavement maintenance needs. Ask our customers!
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Ripe for disruption: Multifamily needs new tech

echnology disruption occurs
when a new software, hard-
ware or method comes along
that changes the status quo,
making life better and more
efficient. Amazon disrupted retail-
ers, Netflix disrupted VHS, Airbnb
disrupted hospitability, Uber dis-
rupted the taxi industry and, of
course, Apple disrupted the music,
publishing and personal device
market. Why? Because these indus-
tries were all broken in some way.
Having watched multifamily tech
evolve and thrash for nearly 20
years, I've been surprised, disap-
pointed and motivated by the fact
that the number of meaningful
disruptions remains alarmingly
low. The most obvious change is
in the design and construction of
buildings themselves through soft-
ware and construction efficiencies.
Other disruptions include online
rent payment, revenue manage-
ment pricing, internet listing sites
and, recently, some resident-cen-
tric tech, such as package lockers,
which ultimately were a reaction to
another industry’s disruption, not
one stemming from multifamily.
Recently the industry has seen
innovation on the fringes of opera-
tions, resident services, and in
the marketing and leasing of
apartments, but we're not seeing
anything that will truly disrupt
day-to-day leasing and operations
processes. Multifamily technology
generally trails other industries by
two to five years, locking operators
into inefficient and frustrating user
experiences. Examples of this are
rampant.

I can book a
hotel room using
Siri and open
my hotel door
with my iPhone,
but online rental
applications are
a gauntlet of
redundancy and
painfully frustrat-
ing. Thousands of
apartment web-
sites are designed
around how we in
the industry look
for apartments, not how renters
prefer to search for apartments.
And let’s be honest, the software
our management and leasing
teams use every day often requires
browsers that aren’t even sup-
ported by Microsoft anymore and
that have ancient interfaces sitting
on top of legacy software. There
are leasing agents working with
software that literally is older than
they are. I often encourage part-
ners and clients to watch a pros-
pect try to find and lease an apart-
ment online or to observe a leasing
agent try to navigate her property
management software while simul-
taneously talking to a prospect sit-
ting in front of her. Then it quickly
becomes clear where there are
opportunities.

How did this happen? Following
the same pattern as other indus-
tries prior to major disruption,
the largest multifamily technol-
ogy players have little incentive
to make life better for their users.
Revenue potential is directly tied
to the number of units in the mar-

Brent Steiner
CEO, Engrain,
Greenwood Village

Engrain

New technologies are available to enhance the apartment shopping experience, such as
SightMap, which is an interactive app that can be added to any website to visually showcase

unit locations within a property.

ket, meaning incremental growth
is capped, and adding value is
easier by going after the per-unit
cents your competitor has than by
creating something new. Business
requires that the established com-
panies fight for market share, add
erroneous features to their already
overweight products and try to cre-
ate moats around data they don’t
even have a claim to. These behav-
iors are eerily similar to the taxi
industry’s fights against car-shar-
ing services and the music indus-

try’s efforts to hold onto the old
way of doing things until the iPod
was released and a shift became
inevitable.

The resulting race to the bottom
leaves users scrambling to under-
stand their options as they’re held
hostage to old systems because the
market hasn’t presented another
choice. The idea of focusing on core
competency has been stretched
and extended so far that provid-

Please see 'Steiner," Page 37
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Residence Inn

Let us help you with your next project.
www.mpconstruct.com
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Owners do more to differentiate in growing market

ifferentiation is a key word
when talking about apartment
living. It is important to know
what makes your community
special and what it is about a
property, an apartment home and the
community that stands out to rent-
ers. While many developers follow the
same economics, not all build the same
type of buildings. The world is full of
differentiating behaviors and demo-
graphics looking for different features
in apartment living. Following are some
projects covering a variety of needs to
area renters.

e Wide-open spaces. Sure, millen-
nials are flocking to the urban core
for smaller apartments in the down-
town setting. However, that’s not for
everyone, nor can everyone afford
the Class A projects being built
downtown.

Palisade Park near Interstate 25
and Highway 7 offers Colorado-style
living near downtown, but focuses
largely on quality of life. The com-
munity embraces wide-open living
while still caring about ameni-
ties and design. Case in point, its
6,000-square-foot clubhouse features
fire pits, a waterfall and beer on tap.

“People visiting Palisade Park love
that we are located centrally to
downtown Denver, Boulder, Fort Col-
lins and the airport,” said property
manager Christina Alderson. “They
can enjoy the city life while at work
and the serene surrounding of the
mountains and suburbs while they
are at home.” Tenants also enjoy
access to shopping, bike paths and
restaurants nearby without having
to fight the hustle and bustle of traf-
fic, she said.

* Property repo-
sitioning. We know
that areas like
Lower Downtown,
Cherry Creek and
Boulder are get-
ting too expensive
for many renters.
Trying to scrape a
property and con-
struct a new build
may only be able to
reach a high-rent
audience, which is
getting more and
more competitive. One community
just off Pearl Street in Boulder went
for the property remodel and brand
reposition instead. A comprehensive
renovation created 2121 Canyon,
completely remodeled apartments
with open-floor plans and mod-
ern amenities. What once was a
dilapidated building now embraces
modern living design and materials,
such as quartz countertops, a break-
fast bar, new lighting and private
patio spaces. Even larger changes
were made to the building facade,
outdoor pool, lounge area and bike
parking. The changes allowed the
developer to rebrand the property
while appealing to a moderate price
point.

“With new construction costs as
high as they are, 2121 Canyon was
a great opportunity to leverage the
embodied costs of an older building,
create some great new amenities
and deliver value to our residents,”
said Scott Holton, principal of Ele-
ment Properties.

« Unit plan layout. Not everyone
wants a smaller living space and not

Doug Backman
Managing director,
DB Marketing,
Denver

DB Marketing

At 2121 Canyon, an old laundry room was revamped into a resident lounge.

everyone wants 20 floors of neigh-
bors living above them. Belle Creek
Commons, just north of Stapleton
offers two- and three-bedroom rental
townhomes as well as one-, two- and
three-bedroom apartment homes.
Some renters cannot afford the more
expensive for-sale townhomes and
duplexes going up around the metro
area. For that reason, they are happy
to know these types of opportunities
exist for rent.

“Belle Creek represents a unique
opportunity in blending various con-
figuration of single-family homes with
townhomes and apartments, which is
unlike what one would find in most
multifamily communities that are
just that — many multifamily build-
ings segregated from other types of
residential and commercial develop-
ment,” said Ward Ritter, president of

Chartered Homes. “In Belle Creek, you
have a very walkable neighborhood
with multiple parks and open space,
neighborhood shops, a K-8 charter
school and YMCA-run community
center”

Finally, marketing can play an
important role in communicating
what makes all these projects differ-
ent. This level of differentiation and
brand positioning all relate to mar-
keting. The reality is more people see
your marketing than see the inside
of the building. We can talk about
these specific examples of success-
ful differentiation, but if your brand
and the marketing doesn’t embrace
that, then potential renters may never
know. Marketing is the first impres-
sion, what differentiates your property
and what defines the proprety to your
audience. A

Together We Can Move

15

“SAFELY BUILDING A BETTER WORLD”

Fiore & Sons literally moves mountains for our

clients.

In true partnership, we construct the re-

gions housing, transportation, utility and commercial

projects down to the ground and from the ground

down. We know there are a lot of companies out

there that do what we do - It’s how and why we do
it that matters.

WHAT WE DO:

Fiore and Sons is a Colorado - based third

generation family owned heavy civil contractor
providing a range of construction services including
demolition, site utilities, overlot grading, trucking and
material removal/recycling. With trusted subcon-
tractor partners we also have a proven track record
of delivering turn-key projects.

HOW WE DO IT:

Partnerships! We believe our relationships with
our staff, clients, subcontractors, vendors and the
communities in which we live and work are our
most valuable asset. A relationship becomes a
partnership when all stakeholders are focused on
creating win-win solutions resulting in successful

outcomes for everyone.

WHY WE DO IT:

Everything we do incorporates our Core Values
FIORE PRIDE:

Family - Innovation - Opportunity - Respect
Excellence - Pride - Responsibility - Integrity
Devotion - Environment

ouptains

We live by these Core Values to create the best potential for success for all
of our partners (business, community and personal).
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- 24 hour customer service
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. ]
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the American Pet Products

Association conducted its

national pet owners survey,

pet ownership has grown
from 56 percent of U.S. households
to 68 percent, or about 85 million
American families and nearly 90
million dogs. Dogs and their owners
are recognized as a true user group
with needs for recreating outdoors,
hence the increasing popularity of
dog parks.

Dog ownership and the addition
of a dog park have many benefits
to a community and its residents.
A dog is a great companion, who in
the most natural way can reduce
depression, stress or aid in deal-
ing with grief. Dogs help encourage
their owners to get outdoors, which
leads to more physical activity and
socialization - a local dog park can
provide such an opportunity. A
fenced off-leash area helps central-
ize dog activity and promotes bet-
ter cleanliness and waste pick-up
throughout a community. With rec-
ognition of the great value provided
to communities where they have
been added, dog parks have seen
tremendous growth in both the
public and private sectors.

Is your community thinking about
adding a dog park? A popular trend
in established multifamily housing
is to remove infrequently used facil-
ities, like tennis courts or asphalt
basketball courts, and replace them
with fenced off-leash areas. Wheth-
er improving an older site or devel-
oping a new site, here are some tips
that should be considered in your
planning for an effective, popular
and well-maintained dog park.

Gables Old Town North

In choosing a site
for a dog park it

is critical to cre-
ate a space that
can be enjoyed by
users of all abili-
ties. Consider how
people will access
the site, including
surfacing, and plan
for all seasons.
Residents won'’t
be happy having
to trudge through
a bunch of snow
to play with their
dogs. Dog parks
should be planned as a vital compo-
nent within the community. Don’t
pick a location where residents
don’t want to go.

e Well-lit location. Lighting is rec-
ommended if your dog park will be
used in the hours before sunrise
or after sunset — again, consider
the change in seasons. It’s great
if a new dog park can make use
of existing community lighting,
but entry gates and the inside of
the park should be lit. Dog owners
should feel safe and be able to find
their dog’s waste. Solar lighting is a
fantastic option.

» Seating. Permanently installed
benches help get people off their
feet and allow for continued and
longer use of the park by pet own-
ers. Consider the demographics and
future needs of your community
- seating is another means of creat-
ing greater socialization between
your tenants, which builds a stron-
ger and safer community.

* Agility equipment. Visualize a

Josh Anzulewicz,
CPSI

Park planner,
designer and
outfitter, Kids Play
Ltd., Steamboat
Springs

www.hcm2.com

Amenities
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Kids Play Ltd.

With the right landscape and agility features, off-leash areas can be a playground for your
community’s dogs as well as a socialization area for your residents.

dog park as a playground for dogs.
Providing a fenced area and calling
it a park does not go far enough.
There are great products that offer
durability, portability, and attractive
shapes and colors for dogs to run
out some energy. When selecting
dog park products, plan to include
equipment dogs can use intuitively
rather than always having to be led
through by their owner.

e Water. Dogs dehydrate quickly
without lots of fresh water to drink.
Including a water fountain within
your park will create an amenity
where both humans and dogs can
stay and play for longer amounts
of time. There are fountain options
that feature hoses for cleaning or
spraying down dogs as well.

* Double-gate entry/fencing. Install-
ing a double-gate entry provides a
transition or unleash area for users
entering the park. The second gate

ol

also helps ensure that dogs inside
cannot easily escape the park. The
Humane Society recommends a
minimum fence height of 5 feet for
small dogs and 7 feet for large dogs.

* Covered waste containers with
pet-waste bags. Pet-waste stations
are great products that include a
pet-waste bag dispenser and recep-
tacle on a single post. It is recom-
mended that your community
install more waste stations than
you think you need if you want to
increase compliance with picking
up pet waste. Dog waste does not
get picked up if waste bags are not
available; make a conscious effort
to keep bags stocked.

Other items that should be con-
sidered include adequate drainage,
shade and park signage, includ-
ing an emergency contact number.

Please see ‘Anzulewicz,’ Page 39
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“The Love Funding team was wonderful to work with.
They.delivered the loan on schedule, as-promised, and we were able to
lock-in one of the lowest, long-term, non-recourse rates ever achieved by our
company. | would not hesitate to recommend Love Funding for fuiure business.”

LEADERS IN

MULTIFAMILY FINANCE 2

PETER WESSEL 303.777.5016 pwessel@lovefunding.com LOVE FUNDING
www.|ovefunding.com KNOWLEDGE. INTEGRITY. RESULTS.

GERSHMAN

et g | <7 MORTGAGE

New Construction Loan
www.gershman.com
Denver, CO

Security * Experience * Unmatched Service

$46,019,000
Green MIP - 0.25% Annually

Recent Denver Office Closings with

FHA’s Reduced Mortgage
Insurance Premium
(MIP) Programs

FHA Section 223(f)

Michael Thomas .
Permanent Loan - Refinance

303.810.5170 » mthomas@gershman.com
Scott Graber Crawfordsville, IN

303.647.4262 + sgraber@gershman.com 53’395’000
Affordable MIP - 0.35% at

Gershman Mortgage closing and 0.35% Annually

3773 Cherry Creek North Dr. Suite 110
Denver, CO 80209
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Prepare your property for the electric car revolution

lectric vehicles and hybrids

comprise only about 2 per-

cent of auto sales in the U.S.

today, but it is predicted

that 54 percent of all cars
worldwide will be electric by 2040,
according to a new report from
Bloomberg New Energy Finance.
Such a dramatic shift in the global
auto market will have enormous
benefits for the climate, especially
as renewable energy sources pro-
vide a greater percentage of the
electricity required to recharge the
vehicles’ batteries. When a third of
cars are electric, around 8 million
barrels of transportation fuel per
day would be displaced, the report
said.

On July 5, Volvo became the
first mainstream automaker to
announce a phase out of traditional
petroleum-powered vehicles in
favor of EVs. Starting in 2019, all
new Volvo models will be hybrids
or pure electrics. Most carmakers
expect the share of electric vehicles
sold to grow rapidly as the tech-
nology improves, prices fall and
public charging stations become
more common. Rapid advances in
self-driving technology will boost a
transition to battery power, because
it is easier to link the software to
electric motors.

The cost for the lithium-ion bat-
teries used to power EVs is falling
much faster than expected thanks
to improving technology and
increased supply. Batteries are the
most expensive component in an
EV and the cost already has come
down 73 percent on a per kilowatt
basis since 2010. This means elec-

tric cars will not
only be cleaner
than petroleum-
powered vehicles
but also cheaper in
most countries —
as early as 2025.
“Range anxiety”
has limited electric
vehicle adoption,

Kathy Pitts ~ but new cars like
Regional manager, the Chevy Bolt and
Verdek LLC, the Tesla Model 3

Denver

can travel over 200
miles on a single
charge. EVs with shorter ranges can
still be used for 95 percent of day
trips in the U.S. Most people drive
less than 30 miles in any given day.

 More charging infrastructure is
needed. To accommodate the shift
to electric transportation, charg-
ing infrastructure will need to be
available at highway stops, on city
streets and in garages.

To meet the expected future
demand for charging stations in
multifamily housing developments,
it is less expensive to install con-
duit for the stations with each new
development than to retrofit later.
Green building codes in Boulder
and Denver require that a certain
amount of new parking spaces are
prepared for charging stations.

« Grants and tax credits are available.
To improve air quality and encour-
age EV sales, Colorado offers some
of the most generous programs to
encourage electric vehicle growth
in the U.S. A $5,000 state tax credit
may be combined with a federal tax
credit of up to $7,500 per car. Local
group-buy programs have further

Kathy Pitts
Standard Level 2 charging stations deliver
240 volts of electricity to a battery and pro-
vide vehicles with 10 to 20 miles per hour
of charge, which is the appropriate level for
multifamily housing, office parks and other
places where cars typically are parked for
two to six hours at a time.

reduced the selling price for many
models and Xcel Energy recently
offered a $10,000 rebate on Nissan
Leafs.

The Regional Air Quality Council
and Colorado Energy Office operate
a joint grant program to support
the installation of charging stations
throughout the state. Charge Ahead
Colorado grants of up to $6,260 are
available for the installation of a
dual-port Level 2 station. The next
two grant rounds are scheduled for

SOLUTIONS &
STRATEGIES FOR

REAL ESTATE DEVELOPMENT

www.LAlIdesigngroup.com -

Since 1996, LAl Design Group has been involved in a

variety of housing projects ranging from 3 to 100 units
per acre. These solutions include high end luxury urban
living, mixed-use projects and master planned
community environment strategies.

* Recreation & Clubhouses
* Multifamily

* Mixed-Use

* Community Design

* Hospitality & Resort

* Visual Media & Marketing

Call Us Today:
303.734.1777

Architecture

MARKET SECTORS

* Industrial & Logistics Parks

Planning & Entitlements

Sept. 15-Oct. 15 and Jan. 15-Feb. 15,
2018.

And, there’s more funding on the
way from the Volkswagen Diesel-
gate settlement. VW agreed to
settle allegations that it violated
the federal Clean Air Act by sell-
ing diesel vehicles with software
that allowed them to cheat on air
pollution tests. To make amends,
VW will spend $2 billion on public
charging stations and hydrogen
fueling equipment over the next 10
years. Denver was chosen as one
of 11 cities that will receive extra
funding.

The state of Colorado already
received a separate stipend of
$68 million from VW to spend on
charging infrastructure and to
replace fossil fuel vehicles with
cleaner vehicles. The Colorado
Department of Public Health and
Environment will oversee spend-
ing of the state’s settlement
money. The department requested
project proposals for the first
round of funding, but has not yet
announced awards.

CDPHE likely will spend 15 per-
cent (over $10 million) of the settle-
ment money on expanding the
state’s electric vehicle infrastruc-
ture. That’s enough to build 60 DC-
fast charging stations along Colora-
do’s major highways. They also may
use the money to electrify heavy-
duty vehicles, such as buying up to
125 new electric buses. Some of the
money could be funneled into exist-
ing programs, like the Charge Ahead
Colorado grant program.

Please see 'Pitts, Page 39
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Real Estate Development Solutions contact us
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LAI Design Group
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designers that think like developers

Real Estate Advisory
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NEXUS MEANS
CONNECTIONS IN
THE MULTIFAMILY
INDUSTRY.

ADAM RIDDLE
CO-FOUNDER/PRINCIPAL

JASON KOCH
CO-FOUNDER/PRINCIPAL

' NEXUS

o—o e COMMERCIAL REALTY

We value our relationships
with both clients and our
colleagues more than the deal.
Our deep network of buyers,
sellers, vendors, contractors
and more is there to assist

you every step of the way.

Our Values
* Trust
* Growth
» Authenticity
» Collaboration

WALLIS HUTCHENS
MANAGER

SEAN HOLAMON
INVESTMENT ADVISOR

August 2017 — Multifamily Properties Quarterly — Page 33

Our Services
* 1031 exchanges
» Seller rep
* Buyer rep
* Pre-construction
Underwriting
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effects of the changes and subsequent
condo development will not impact
the area’s booming apartment market
in the near future.

Basing this discussion on an aver-
age condo sales price of approximately
$320,000, according to the June Denver
Metro Association of Realtor’s market
trends report, with the addition of
property taxes, insurance and home-
owner association dues, the final
monthly mortgage payment is $1,771,
on average (see chart for details). A
close look at the financial breakdown
indicates the delta between owner-
ship of entry-level product and renting
is approximately $200 per month in
the Denver metro area, based on the
Apartment Association of Metro Den-
ver’s second-quarter report.

This marginal price difference, how-
ever, is not the main financial hurdle
for first-time buyers. The 20 percent
down payment of $64,000, in this
scenario, is nearly impossible for first-
time condo buyers still in the early
stages of their professional careers and
often burdened with student debt and
other financial obligations. Most pro-
spective entry-level buyers simply do
not have the earning power to save the
amount of money it takes to pay that
initial down payment.

Lack of entry-level inventory and

Market Update

METRO DENVER — MONTHLY MORTGAGE PAYMENT VS. RENT

WWW.crej.com
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“RE Colorado

AVERAGE CONDOMINIUM SALE PRICE' $320,000
PROPERTY TAXES METRO DENVER AVERAGE EFFECTIVE RATE - 63% $2,016
HOME OWNERS INSURANCE AVERAGE YEARLY PREMUMF $1273
HOA DUES AVERAGE BASED ON PROPERTY SOLD FOR LAST 180 DAYS* $4,163
TOTAL PRICE PLUS FEES AND TAXES $327.452
DOWN PAYMENT 30-YEAR CONVENTIONAL MORTGAGE AT 45% WITH 20% DOWN $64,000

ARA Newmark

For an average condo, with a sales price of $320,000 and the addition of property taxes,
insurance and homeowner association dues, the final average monthly mortgage payment
is $1,771. This would be in addition to the $64,000 (20 percent) down payment.

financial hurdles aside, renting offers
additional benefits that outweigh the
potential upsides of condo ownership
for many consumers. Mobility options

are increased with renting, and the
millennial generation is known for
craving new experiences, whether in
entertainment, employment or living

arrangements. Owning requires a dif-
ferent mindset, one that is focused
more on stability and continuity. If
consumers decide to rent, the costs
associated with condo ownership

can be focused instead on travel and
transportation or on payment of stu-
dent loans. Renting allows millennials
to live close to downtown while also
taking advantage of the countless
amenities offered by Denver’s newest
multifamily projects — something that
is not feasible in the entry-level hous-
ing market.

What does all this mean for apart-
ment owners in the Denver market?
Vacancy rates are low, 5 percent
in the Denver metro area, despite
record-breaking multifamily con-
struction. This is especially remark-
able considering the historic levels
of in-migration. With metro Denver’s
population expected to increase
another 9.5 percent between 2015 and
2020, there will not be enough entry-
level housing inventory to keep up
with demand. Condo development
will increase as legislation is revised,
but this alone will not alleviate the
pressure on the market. The metro
Denver market will continue to blos-
som with new multifamily develop-
ments as all indicators point to a
future where entry-level housing is a
thing of the past.A

Halsey

Continued from Page 4

lenders has exploded over the last
few years with several equity funds
shifting their focus to providing
senior debt to satisfy investor return
requirements. Short-term bridge
capital provides a compelling option
for value-add investors with flexible
terms, high leverage and generous

or 303.740.9400.

EKS&H

AUDIT | TAX | CONSULTING

EKS&H provides five-star service
and an unmatched client experience.
To help you improve business
outcomes and enhance stakeholder
value, our real estate practice includes
industry-specific audit, tax, technology,

and consulting solutions.

To learn more, please contact
R) McArthur at rmcarthur@eksh.com

interest-only periods.

There is reason for optimism in
the Denver multifamily market.
Despite the continued noise around
overbuilding, slow absorption and
flattening rent growth, the market
fundamentals relative to population
growth and the local economy are
as strong as ever. Denver is a top
performer in wage growth (3 percent

www.eksh.com

per year since 2010), educational
attainment rate (top 10 in the coun-
try) and statewide unemployment
(2.3 percent, tied for the lowest in
the nation). A recent CBRE white
paper on the topic of multifamily
affordability showed that Denver is
still relatively affordable compared
to coastal markets. The average rent-
to-income ratio in Denver is approxi-

mately 23.2 percent, compared to
markets like New York at 56.2 per-
cent and the San Francisco at 40.9
percent. Even without wild rent-
growth projections, investors in Den-
ver’s multifamily market will enjoy

a long runway thanks to abundant
debt capital available with interest
rates still at an attractive spread to
cap rates.A
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Brooks
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in addition to employment and popula-
tion trends. There has been a clear shift
in the new construction pipeline over
the past few years, and its impact on
effective rent growth is clear.

We were tracking about 28,500 new
construction units in the planning phase
in 2015. That number slid to just over
12,000 in 2016 and was at 4,500 through
June. Projects under construction or
entering the early phase of lease-up
totaled about 21,000 units in 2015, about
28,000 units in 2016 and just over 30,000
units for 2017. The number of units in
full lease-up with construction com-
pleted has held steady at about 4,900 for
all three years. This all reflects a clear
movement from planning in 2015, to

construction and beginning of delivery
in 2016 and 2017. Looking ahead into
2018, the last remaining units of the
initial planning boom in 2015 will be
entering the market and will put addi-
tional pressure on the top asset tier that
already is showing some signs of rent
growth slowdown.

Multifamily overall in Colorado had
superior effective rent growth figures
in 2015 compared to both 2016 and
2017.This held true across all four asset
classes. However, the first half of 2017
saw the highest absorption overall and
across all classes, except D, for this
three-year timeframe. Colorado is a
growing market, and short of a prema-
ture increase in planned new construc-
tion, the outlook for the rest of 2017 and
the first half of 2018 is bright. A

Overall Price Class A

Mid-Year Absorption and Effective Rent Gain (%)

Colorado Markets 2015-2017
Price Class B
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in the fall than in the spring. Fol-
lowing a dip in occupancy and rents
in the past five years, I have seen a
strong rebound in occupancy and
rental rates immediately after.
While condo development may

o

IS CERTAINTY OF EXECUTION
AT THE TOP OF YOUR LEIST?
———

begin to ramp up given the recent
construction defect reform legisla-
tion, which was passed in the state,
and the favorable ruling by the Colo-
rado Supreme Court in the Vallagio
case, I don’t expect this to have a
significant impact on the apartment
market for several years, if not much

longer, due to ongoing high insur-
ance costs and a lack of developers,
insurers, contractors and architects/
engineers willing to take the risk on
condo developments as well as the
high cost to develop this product.

Given the strong tenant demand
for apartments, driven by ongo-

ing population and employment
growth and the supply constraints
mentioned, I expect to see deliver-
ies remain relatively staggered and
the apartment market continue to
expand for at least the next two to
three years, barring any unforeseen
black swan event.A
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and fully renovating them or
adding significant upgrades.
For example, in Colorado
Springs, there have been
dozens of Class C properties
renovated over the past 36
months, resulting in dramati-
cally increased rent levels and
property values.

Unlike stock in many
other Front Range markets,
value-add opportunities still
are abundant throughout
Aurora and Colorado Springs.
In Aurora, over the past 12
months, 1980s built proper-
ties have averaged around
$168,000 per unit, compared
to 1960s era properties aver-
aging just under $90,000 per
unit. Comparatively, Colorado
Springs’ older Class B and
C categories have seen less
fluctuation in price per unit
and sales volume based on
the decade of construction.
In 2016, apartment build-
ings constructed in the 1960s
and 1970s traded at around
$80,000 per unit, while 1980s
built construction traded at
$108,000, on average. As of
late, there have been sev-
eral sales, and current for-
sale product, at well above
$100,000 per unit for upgrad-
ed or well-located 1970s prod-
uct in both markets, continu-
ing to state the increasing
strength of the markets.

Firm economic growth and
market fundamentals should
continue to propel investment
activity throughout Colorado
Springs and Aurora in 2017
and 2018, with value-add
opportunities remaining more
prevalent in these markets
than most other Front Range
submarkets. Barring substan-
tial interest rate movement,
both multifamily markets
should remain competitive,
with increasing tenant and
investor demand, creating a
further decline in going-in
cap rates. Further, Colorado
Springs and Aurora continue
to attract new out-of-market
buyer pools, boding well for
continued seller confidence
throughout the rest of the
year and into 2018.A
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provided by Axiometrics, we com-
pared the percentage of income
spent on rent across several major
markets. (Note that Axiometrics’
Denver metropolitan statistical area
rents were $1,442 per month. This
value is slightly higher than Apart-
ment Insights reports, but in the fol-
lowing national analysis Axiometrics
data was used to maintain consis-
tency from city to city.)

The chart speaks for itself. Denver
is a much more affordable market

Beecher

than many of the other major mar-
kets across the country.

« Affordable demand and solu-
tions. The chart averages only take
into account apartment rents and belie
the growing demand for affordability
in some areas. Single-family housing
prices have skyrocketed and the path
to homeownership is difficult, espe-
cially for low-wage earners. Acres of
trailer home communities have been
bulldozed to make way for new devel-
opment. Older, less expensive houses
have been torn down to make way for
high-density, more expensive urban

development. There is a growing need
to address entry-level housing, and
many developers are working to tackle
the problem.

There are new high-quality, low-
income housing tax credit projects
breaking ground in many communi-
ties around the Denver metro. Creative
solutions are making headway, such
as the redevelopment of an old hotel
and ground-up development of more
affordable micro units. The reform of
construction defect litigation laws is
helping pave the way for condo and
townhome development, often the first

stop for entry-level housing. Hopefully,
these solutions can keep pace with the
demand.

Overall, these statistics point to a
healthy apartment market in terms of
rent in relation to incomes. On aver-
age, metro Denver renters based on
the household incomes are paying 24
percent of their income on rent, far less
than the maximum qualifying rent and
less than the national average. Given
the steady influx of residents and the
number of millennials still living at
home with their parents, there is pent-
up demand for apartments.A

Continued from Page 18

fees, and any developer/declarant
control or financial interest in the
HOA. Developers should refrain from
describing amenities that are not
assured of being constructed and
should ensure that the association
budget is accurate and realistic.

o Other timing and legal consider-
ations. A conversion also must com-
ply with the remaining provisions

Malhotra

of Colorado’s Condominium Owner-
ship Act, requiring that tenants be
notified in writing of the conversion
after recording the condominium
declaration. The notice acts as a
90-day notice to terminate but,
unless otherwise agreed, the tenan-
cy may not be terminated before the
expiration of any existing lease, and
those tenants with a shorter remain-
ing lease term may hold over for the
remainder of the 90-day period. As

such, developers should consider,
well in advance of a conversion, the
timing of the conversion and desired
sale of the condominium units, and
adjust their leasing practices accord-
ingly.

Condominium conversions also
may trigger local jurisdictional
requirements related to affordable
housing or, less commonly, right
of first refusal/purchase-option
requirements. In addition, local

subdivision requirements related to
creation of condominiums must be
considered, in terms of approval and
timing.

Overall, while condominium conver-
sions may now be an attractive propo-
sition for developers, the process and
documentation involved can be exten-
sive. As such, developers should hire
experienced counsel in condominium
conversions — especially if the resulting
condominium will have mixed uses.A

Continued from Page 20

able housing further inaccessible to
low- and moderate-income renters. The
Denver Housing Authority is estimated
to receive an annual budget of $60,000
for subsidized affordable housing
vouchers, which will buy approximately
300 vouchers, according to the Colorado
Independent.

The Denver Housing Authority opened
its lottery for 2017 vouchers on Sept. 22,
2016, and by its close the following day,
21,500 applications had been submit-
ted. What'’s worse, of the 300 vouchers
awarded last year, only about half were
used because many recipients were not

able to find a landlord willing to accept
their voucher or the rent landlords were
charging was still too high.

« Recognizing the affordable housing
crisis. To recap the situation in Denver,
which parallels that of many other
growing U.S. cities, greater competi-
tion in the housing market is leading to
higher rent and an increased demand
for affordable housing. Meanwhile
there is not enough affordable housing
under development to meet that ris-
ing demand, and what already exists
is becoming less available as vouchers
become a rarity. All of this points to a
stark shortage in affordable housing and
growing concerns over the associated

risks to community vitality.

There are policies taking shape in the
Colorado Legislature that aim to address
this housing shortage. The most promi-
nent bill recently attempting to incen-
tivize affordable housing in Colorado is
House Bill 17-1309, which would double
an existing filing fee on real estate
transactions. While this bill is some-
what controversial in that it imposes a
fee on real estate agents and it expands
the pool of renters qualifying for assis-
tance to those earning up to 80 percent
of the area median income, which some
believe to be too high of a threshold, it
has the potential to become a crucial
asset to the preservation of affordable

housing in Denver.

Regardless of how the current legisla-
tion fares, plans that emphasize pres-
ervation rather than new construction
offer the most cost-effective solutions
to housing shortages. Because retrofit-
ting housing is much cheaper per unit,
protects previous public investment and
maintains historic communities, urban
housing policies should be designed to
encourage an emphasis on preserva-
tion. If affordable housing preservation
efforts are successfully implemented,
Denver will make significant strides
toward providing safer, healthier and
more equitable housing for citizens who
need it most.A
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There are other benefits to the
program as well. For example, you
have a marketability benefit com-
pared with a nonenergy-efficient
property with similar rents if your
utility cost to the tenant will be
less.

Graber’s advice to owners is to
keep in mind that they have to
recertify annually and maintain
the Energy Star score above 75 for
the life of the loan. So, designing to
meet a minimum score threshold is
risky because the design score is just
theoretical, born out of the State-
ment of Energy Design Intent test.

Once the building is constructed,
owners need to collect and certify
actual data. If the score is below 75,
they will have to remedy it. We do
not yet know what that will look
like from HUD, as the program is
still new. The bottom line is that the
design should have plenty of cush-
ion built in.

One challenge Graber has seen
with the program with respect to
refinancing existing properties is
that certain utility companies are
not willing to release information
about tenant energy use, which will
make it difficult for borrowers to
participate. Whereas, on the new
construction side, owners can place
a requirement to share energy use
information into the tenant’s lease.
However, “Rest assured that utility
companies in Colorado play nice
in the sandbox and gladly provide
data to property owners in a timely
manner, typically in a format that
is easily uploaded to Energy Star’s
Portfolio Manager,” said Graber.

« Certification institute perspec-
tive. At the cutting edge of building
energy efficiency is the Interna-
tional Living Future Institute, whose
Living Building Challenge is one of
the certifications that will qualify
for HUD’s Green MIP Reduction. The
Living Building Challenge is the
world’s most rigorous performance

standard for buildings, creating
ecologically restorative buildings
that give more than they take. For a
glimpse of the living buildings that
are the realization of this concept,
see www.living-future.org.

Although no one has yet com-
pleted the LBC in conjunction
with HUD’s Green MIP Reduction,
there are seven affordable hous-
ing projects currently using the LBC
Affordable Housing Pilot Program.
According to Alicia Daniels Uhlig,
policy director at the Institute, all
property owners could benefit from
the concepts created at the Institute.
She cites its concept of transpar-
ency labels, which are like nutrition
labels for the built environment,
and provide information such as the
construction material ingredients
(declare), organizational social equi-
ty (just) and building energy perfor-
mance (reveal). These tools are avail-
able to all projects — not just projects
pursuing LBC. The idea is transpar-
ency leads to transformation in the

built environment: If you know how
something is performing, you can
improve it as needed, or inspire oth-
ers by your example.

e Conclusion. HUD’s Green MIP
Reduction is working well as a mar-
ket incentive for developers to build
green projects. More subsidies like
this would help to move the market,
including non-HUD projects, toward
greater energy efficiency.

Developer Downs’ suggestion is
to create a deeper subsidy that has
a payback period inside of a typical
developer’s average hold time of a
property. For example, if a deeper
subsidy accelerated the payback
on a solar power system to inside
three or four years, many owners
would undertake the investment
on a purely economically rational
basis, putting aside that it is the
environmentally responsible thing
to do. As the Green MIP Reduction
program proves, these incentives do
influence development and can be
fiscally sustainable. A

Steiner

Continued from Page 26

ers overlap too much and competi-
tive advantage has become scarce.
In technology, it’s impossible to be
good at everything, and innovation
can’t grow when the ground is tram-
pled over by the herd.

The rumblings of disruption are
everywhere and it’s an amazing time
to be in the multifamily technology
space. We know that virtual reality
will have a major impact soon; we're
just not sure where or how yet. It
probably won'’t be in apartment
tours. Smart-home tech is coming
quickly and connected fixtures, locks

and appliances are going to shift
control to the resident. We just need
to figure out how to operationalize
these advancements. As technology
creeps in from other verticals, rent-
ers will insist we follow suit. We're
collaborating with many clients on
creating smart leasing offices that
not only serve the leasing team and
residents, but also replace the need
for the old interfaces they’re stuck
with now.

And like the travel, hospitality,
online shopping and banking indus-
tries, we can certainly streamline
and automate the sales and leasing
process. We can adapt our software

to allow for location-based wayfind-
ing and data visualization, and we
can allow renters to select their own
apartments and take control of their
experience. After move-in, we can
support and integrate with the myri-
ad personalized service and delivery
apps coming to market.

To embrace this interconnected
future, we must shift our focus to
the end user’s experience. Technol-
ogy ultimately defines where value
is. To create fertile ground for dis-
ruption in multifamily, we should
obsess on the experience of the resi-
dents and the team of people serv-
ing them.

Walking the apartment asso-
ciations’ tradeshow floors, nestled
between the large islands, is where
the seeds of disruptions are bud-
ding. There you can find dozens
of technology providers who are
beginning to offer solutions to mul-
tifamily problems. To support inno-
vation, we should insist on seam-
less integrations in our technology
stacks. And we can move faster to
adopt and test new technologies
that find their way into our sec-
tor. In addition, we should provide
quick feedback to tell these innova-
tors how they can solve our needs.

It’s time to shake things up. A
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Continued from Page 24

activity to the proportion of proper-
ties in specific neighborhood types.
In the chart on Page 24, more than
40 Washington, D.C., neighborhood
types are compared, and we can
see the distribution of a company’s
assets and lease activity (signed
leases) in D.C. Neighborhood “Type
31” generates a disproportionate
amount of lessee activity compared
to the available properties. If the
goal is to expand, a good place to
look is in all D.C. neighborhoods that
match the “Type 31” defined neigh-
borhood.

By contrast, neighborhood Type
20 has a good balance of location
and leases, while Types 5 and 41 are
pulling in leases from outside this
neighborhood type — meaning there
is less in-area demand so the prop-
erty requires applicants from other
neighborhoods/areas. Comparative

data like this is actionable sales and
marketing intelligence to developers
and investors.

And, when analysis includes long-
term comparison data, it tends to be
better insulated against short-term
trends. Stated another way, you want
to make sure your “hot” investment
location is based on positively trend-
ing fundamentals (e.g., incomes, rents,
business growth) and not on short-
term trends.

« Using data to bottle success. Most
developers would jump at the chance
to replicate past successes, and neigh-
borhood data analysis puts a new lens
on that investment approach.

First, taking a data-driven approach
to the factors that created past oppor-
tunities lets investors more accu-
rately identify and replicate the right
elements in a new scenario. In the
example on the right, areas in Hous-
ton that outperformed on marketing
efforts (in red) delivered significantly

better traffic for the target property (in
green) than all others. Owners used
these insights to redirect marketing
resources exclusively to these areas
and achieved lease-up faster than
past trajectories, exceeding their own
objectives.

Armed with this data, the same
investor can replicate marketing strat-
egies for the high-performing neigh-
borhood types in other cities, make
more informed decisions and deliver
similar results.

While the Denver market should
be dependable for the foreseeable
future, changing macro trends and
supply issues will require additional
analysis.

Those who stick with standard
diligence may experience standard
outcomes. But looking at invest-
ments with enhanced intelligence,
using neighborhood analysis and
other data tools, will keep naked
swimming at bay (pun intended). A

MapVida
In this example, areas in Houston that out-
performed on marketing efforts (in red)
delivered significantly better traffic for the
target property (in green) than all others.
Owners used these insights to redirect mar-
keting resources exclusively to these areas
and achieved lease-up faster than past tra-
jectories, exceeding their own objectives.

Anzulewicz

Continued from Page 30

Additionally, your community will
receive value by contacting a land-
scape architect or experienced installer
to help with the planning of the dog
park. This professional will help walk

Pitts

you through site considerations and
material options. For example, crushed
granite and engineered wood fiber
make great surfacing options where
grass or artificial turf may be a chal-
lenge.

A well-planned dog park will give

your community a leg up in attract-
ing prospective tenants and holding
on to your existing residents and their
pet rents. Colorado is one of the most
dog-friendly states and chances are
strong that the prospective tenant you
seek owns at least one dog. Including

the right components in your planning
will allow your community to create
and provide a popular service. While
labeled a dog park, these spaces are
really about the people you can bring
together and help connect through a
shared interest. A

Continued from Page 32

» Charging stations. When considering
adding charging stations to your mul-
tifamily community, it is important to
know the options. The higher the level,
the faster the charge.

» Level 1 charging. EVs can charge
using a traditional wall socket, which
will provide 2 to 5 miles per hour of

charging. This is the slowest way to fully
charge vehicles. If you would like to
make outlets available for residents, it
is recommended the outlets are put on
their own circuits to avoid overloading
the breakers. The charging spots should
be located where charging cords do not
cross a walkway and create a tripping
hazard.

e Level 2 charging. Standard charging

ew wood-frame
‘(\;lodes allow for
more flexibility
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stations deliver 240 volts of electric-
ity to a battery and provide vehicles
with 10 to 20 miles per hour of
charge. This is the appropriate level
for multifamily housing, office parks
and other places where cars typi-
cally are parked for two to six hours
at a time.

« DC fast charging. This is the fast-
est way to charge a vehicle. Fast

chargers provide 60-80 miles of
range to an EV in about 20 minutes.
Level 3 stations use a DC current of
480 volts. These chargers are being
deployed along highways. Currently
there are two differing standards
and plug configurations for fast
charging, depending on the vehicle
manufacturer. So many of these sta-
tions provide both standards. A
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