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> The Albuquerque multifamily market has improved in recent
quarters. The vacancy rate has tightened year over year, and rent
growth has topped 5 percent. Demand is healthy, while new supply

Market Fundamentals

growth has been limited in 2019. VaACANCY ... 41%
_ _ - Year Over Year Change...............cccccccceeueunene. -30 bps
> Vacancy in Albuquerque ended the third quarter at 4.1 percent,
30 basis points lower than one year earlier. ASKING BENT......oes $894
- Year Over Year Change................cccccocvvevevevennnnn, +5.1%

> Asking rents have risen 5.1 percent year over year, reaching

$894 per month. The pace of growth has accelerated during the Transaction Activity

past year.
o Median Sales Price Per Unit (YTD).......coccoovvvrcinnnc $70,600
> Multifamily investment activity was steady in the third quarter
before slowing in the final few months of the year. The median Cap Rates (AVg YTD) ... 6.0 %
price was approximately $70,600 per unit, while cap rates averaged . o
5.5 percent in the third quarter and 6 percent year to date. Construction Activity
Units Under Construction...........cococveveieisiececinninn. 296
Units Delivered YTD....ooooooovoioeceee, 58
Albuquerque Multifamily Market Overview
The Albuguerque apartment market has had a strong 2019, with Investment activity in Albuquerque in 2019 was staggered, with a number
demand for units outpacing supply growth. The vacancy rate tightened of sales occurring during the second and third quarters, and minimal
in the early part of the year and then generally held steady in the transaction volume at the beginning and the end of the year. During the
following quarters. After more than 500 units were delivered in third quarter, the average transaction size expanded, with the bulk of the
2018, new construction totaled fewer than 100 units in 2019. With activity occurring in complexes with 150-250 units. Cap rates during the
supply-side pressure limited, the strengthening pace of absorption has third quarter were approximately 5.5 percent, but the average for the year
occurred in existing units, with the vacancy rate tightening across all is closer to 6 percent. With the market forecast to post additional
property classes. Rents are rising, although the pace of rent growth is improvement in the coming quarters, cap rates in the mid-5-percent range
likely to cool in 2020 after healthy gains in 2019. could remain the market norm.
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Employment

>

Employment in Albuquerque maintained its steady pace of
growth during the third quarter. Year over year through the third
quarter, employers in the market had added 3,000 net new jobs,
an expansion of 0.8 percent.

While the overall pace of employment has been fairly modest,
strong gains have been recorded in the professional and business
services sector. Employers have added 2,500 professional jobs in
the past year, a 4.1 percent spike. One year ago at this time,
growth in the sector was less than 1 percent.

One of Albuquerque’s largest employers was on pace to post a
significant expansion in 2019. Sandia National Laboratories had a
goal to expand its local workforce by 1,100 new jobs in 2019,
building on a gain of nearly 650 new positions in 2018.

Forecast: Local employers were on pace to add 3,500 new jobs
in Albuguerque in 2019, and additions in 2020 are forecast to
total 4,000 new positions. This represents annual gains of
approximately 1 percent.

Vacancy

>

Following a steep decline in the second quarter, vacancy held
steady at 4.1 percent during the third quarter. Vacancy ticked up
above 4 percent at the end of 2017 and has generally trended
lower as demand has ticked up and deliveries have slowed.

Year over year, the local vacancy rate dipped 30 basis points as
of the third quarter. Net absorption of units in the first three
quarters of 2019 more than tripled absorption levels from the
same period in 2018.

Vacancy in Class A units ended the third quarter at 4.8 percent,
dipping 10 basis points from the second quarter. Since the end of
2018, vacancy in Class A properties has retreated 40 basis points.

Forecast: Vacancy was expected to end 2019 at 4.1 percent,
70 basis points lower than at the end of 2018. Looking ahead to
2020, with demand forecast to persist and new construction
modest, the rate is expected to dip to 3.8 percent.

I Employment Overview

I Vacancy Trends

Vacancy Rate

Year-over-Year Jobs Added (000s)
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Employers have added 2,500
professional jobs in the past year,
a 4.1 percent spike
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Net absorption in the first three
quarters of 2019 more than tripled
levels from the same period in 2018
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Rents

> After a spike in the second quarter, the pace of rent growth
slowed in the third quarter. Asking rents rose 0.6 percent in the
third quarter, reaching $894 per month. Through the first three
quarters of 2019, asking rents had increased 3.4 percent.

> Year over year through the third quarter, asking rents were up
5.1 percent; one year earlier, rents had increased just 3 percent.

> Rent growth in the Class A segment of the market has been rising.

During the past 12 months, Class A asking rents have advanced
5.7 percent, ending the third quarter at $1,044 per month.

> Forecast: Asking rents were scheduled to end 2019 at
approximately $305 per month, up 4.6 percent from one year
earlier. Rent growth in 2020 is forecast to come in a bit under
4 percent, with rents likely to end the year at $940 per month.

Development and Permitting

> Apartment construction has been limited thus far in 2019, with
projects totaling fewer than 60 units coming online through
the first three quarters. In 2018, projects totaling more than
500 units were delivered.

> Ahandful of projects totaling nearly 300 units are currently
under construction. One year ago, approximately 350 units were
under construction.

> Developers pulled permits for nearly 140 multifamily units
through the first three quarters of 2019, more than doubling the
total from the first three quarters of 2018.

> Forecast: Apartment construction was estimated to total
approximately 85 units in 2019, and developers are forecast to
deliver 225 units in 2020.
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Year over year through the
third quarter, asking rents
were up 5.1 percent

I Development Trends
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Apartment construction has
been limited thus far in 2019

NORTHMARQ INVESTMENT SALES

| PAGE 3



ALBUQUERQUE MULTIFAMILY MARKET REPORT | 30/2019

S | imesmenttrens

> Sales activity in 2019 was concentrated in the middle two
quarters of the year, with fewer transactions occurring at the
beginning and at the end of the year. Activity in 2019 lagged $100 8%
levels from 2018.

EWS % 4
> Intransactions where sales prices have been reported, the E §
median price has been approximately $70,600 per unit. There £ o0 6% S
has been a wide range of prices, with some complexes selling E -
for more than $100,000 per unit, while other sales were in the & o 5% g
$50,000-per unit range. s
> Cap rates have averaged approximately 6 percent in 2019, and % E - T - - R —— 4%
several transactions closed in the third quarter with cap rates mPrice per Unit ——Cap Rate
around 5.5 percent. Sources: NorthMarg, CoStar, Real Capital Analytics

Sales activity in 2019 was
concentrated in the middle
two quarters of the year
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Looking Ahead

The outlook for the Albuquerque multifamily market calls for some
additional improvement in the coming quarters. Development of new
multifamily rental units has been modest, and employers are adding
new jobs at a faster pace than new apartments are being brought
online. In 2020, these trends are forecast to continue, with approximately
4,000 net new jobs forecast to be added and only 225 new apartments
likely to be delivered. This should support some additional vacancy
tightening, setting the stage for another year of rent gains in 2020.

I Employment Forecast
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I Construction & Permitting Forecast
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The investment climate in Albuquerque has picked up in recent years,
as the market has strengthened and buyers in search of yield have
looked to secondary and tertiary markets. This heightened investor
interest is reflected in the greater number of sales of larger apartment
properties. The pace of activity in 2020 will likely be largely determined
by the number of properties made available for acquisition. Cap rates
compressed during the second half of 2019, another sign of the
increasingly competitive market conditions that are forecast to
persist in 2020.

I Rent Forecast
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I Vacancy Forecast
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About NorthMarq For more information, contact:
As a capital markets leader, NorthMarq offers commercial real estate

investors access to experts in debt, equity, investment sales, and loan Cynthia Meister

servicing to protect and add value to their assets. For capital sources, VICE PRESIDENT — INVESTMENT SALES

we offer partnership and financial acumen that support long- and

short-term investment goals. Our culture of integrity and innovation

is evident in our 60-year history, annual transaction volume of

$13 billion, loan servicing portfolio of more than $55 billion and

the multi-year tenure of our more than 500 people. Trevor Koskovich
PRESIDENT — INVESTMENT SALES
T 602.952.4040
tkoskovich@northmarg.com

505-219-0724
cmeister@northmarg.com

Pete O’'Neil

DIRECTOR OF RESEARCH
602.508.2212

poneil@northmarg.com
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