Greater Kansas City

Multitamily /ﬁ y

Vacancy Holding Steady, Supporting
Ongoing Rent Gains

Highlights I Q2 Snapshot Kansas City Market

> Despite some extreme economic volatility, the Kansas City
multifamily market recorded stable performance in the first
half of this year. The vacancy rate ticked lower, while rents

Market Fundamentals

rose modestly. VaACANCY ... 4.4%
- Year Over Year Change...............ccccccooovvvvniuann. -30 bps
> Local vacancy ended the second quarter at 4.4 percent, down
10 basis points year to date, and 30 basis points lower than ASKING RENT ... $975
the rate one year ago. - Year Over Year Change................cccccocvvevevevennnnn, +3.0%

> Rents in Kansas City inched higher in both the first and second

i : Transaction Activity*
quarters. Asking rents ended the first half at $975 per month,

up 3 percent year over year. Median Sales Price Per Unit (YTD).......co.ccooovvenae.e. $79,900
> Sales of apartment properties slowed during the first half of Cap Rates (AVg YTD) ..., 5.3%
this year, mirroring trends recorded across the industry. In . o
deals that have sold, the median price was $79,900 per unit, Construction Activity
whils cap rates averaged approximately 5.3 percent. Units Under Construction...........c.coveceeinisincincinn, 3,977
Units Delivered YTD.....ocoooovoooieceee 401

*In transactions where pricing is available

Kansas City Multifamily Market Overview

Following a year in which the vacancy rate improved steadily in 2019, Similar to nearly all markets in the country, investment activity in

the Kansas City multifamily market has continued to post healthy Kansas City in the first half of 2020 was modest, with only a handful of
performance even during a time of extreme economic volatility in properties changing hands. This came after a four-year run of steady
2020. Vacancy has inched down through the first half of this year, transaction volume. The factors that fueled investment activity in recent
although the rate will likely creep higher in the second half as new years are still largely in place, and more properties should transact as
construction gains momentum. With vacancy ticking lower thus far in the uncertainty that hindered market activity in the first half of the year
2020, Kansas City has outperformed the national multifamily market. dissipates. While fewer transactions have occurred, cap rates have
Another metric where Kansas City fares well is rent growth. Rents followed interest rate trends by compressing, averaging 5.3 percent in
have inched higher in each of the first two quarters, while rents fell the first half of 2020.

nationally during the second quarter.
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Employment I Employment Overview

> Local net job losses in March and April combined to total more
than 125,000 positions, temporarily wiping out gains from the 4 4%
past several years. Conditions have begun to improve, with
businesses adding back 46,800 jobs in May and June.
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> Year over year through the second quarter, total employment in

Kansas City has contracted by 6.2 percent with the loss of
approximately 68,000 jobs. While the pace of job cuts is
extreme, contraction in Kansas City is actually less severe than
the pace of losses recorded at the national level.
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> While most sectors of the economy have contracted, the o o s
construction industry has continued to expand. Construction s Number of Jobs ——Annual Change
employment in Kansas City has grown by more than 5 percent
in the past year, with the addition of approximately 3,000

new positions. Construction employment in

> Forecast: All major markets in the country are forecast to record Kansas C/Z'y haS e)(panded by
job losses in 2020, but the pace at which jobs will be brought

back is uncertain. In Kansas City, employers have added back more than 5 pefcent n the
nearly 40 percent of the jobs that were originally cut, and that past year
figure could rise to as high as 65 percent by the end of the year.

Sources: NorthMarq, Bureau of Labor Statistics

Vacancy I Vacancy Trends

> Vacancy held steady at 4.4 percent during the second quarter,
after the rate dipped 10 basis points in the first three months of

the year. 5%
> Vacancy has trended lower in recent quarters, as competition B
o 4.5%
from ngw sgpply growth has eased. The current vacancy rf'ate is - -~
30 basis points lower than one year ago and down 60 basis o \/\/
points since the beginning of 2019. £ 3'00/
£ so0
> Vacancy in the Class A segment of the market climbed above g%
6 percent in 2018 after a few years of strong construction activity, 20%
but the rate has improved in subsequent periods. Vacancy in L
Class A properties ended the second quarter at 5.4 percent. 0%
0.5%
> Forecast: While the local vacancy rate has been steady in P e P o
recent quarters, increases are likely in the second half of the W5 W W6 W6 DT AT 0B N N N1 AN
year as job losses linger and more projects work through the SR It
development pipeline. Vacancy is forecast to rise 80 basis points
in 2020, ending the year at 5.3 percent. The current vacancy rate Is

30 basis points lower than
one year ago
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Rents

> While rents declined in most markets across the country during
the second quarter, Kansas City apartment rents crept higher.
Asking rents rose $2 per month on average during the second
quarter, reaching $975 per month.

> Current asking rents are up 3 percent compared to one year
earlier, putting Kansas City among the top markets in the country
for annual rent growth. Rent growth in Kansas City has been
mostly steady in recent years; since 2015, asking rents have
grown at an average rate of 4.5 percent per year.

> The Class A segment is recording the strongest rent growth.
Asking rents in Class A properties are up 3.7 percent year over
year, ending the second quarter at $1,168 per month.

> Forecast: After recording modest gains in the first half of the year,
asking rents in Kansas City are expected to remain essentially
unchanged in the second half of the year. The modest gains
should put Kansas City in the top tier for rent growth in 2020.

Development and Permitting

> After slowing throughout much of 2019, deliveries of apartments
were once again modest during the first half of 2020. Projects
totaling approximately 400 units were delivered during the first
half, but construction is forecast to gain momentum in the
coming quarters.

> Projects totaling approximately 4,000 units are currently under
construction. This year was originally forecast to be a fairly
active one for new deliveries, but it is possible that some
projects may be delayed into the first half of 2021.

> Multifamily permitting activity slowed in the second quarter, but
levels from the first half of this year closely tracked data from
the first half of 2019. During the second quarter, developers
pulled permits for approximately 500 multifamily units, bringing
the year-to-date total to 1,500.

> Forecast: Projects totaling approximately 2,700 units are
scheduled to come online in 2020, up 20 percent from the total
deliveries in the preceding year. Developers have delivered an
average of 3,300 new units per year since 2015.
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Current asking rents are up
3 percent compared to one
year earlier

I Development Trends
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Projects totaling approximately
4,000 units are currently under
construction
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> Sales of apartment properties in Kansas City got off to a slow
start in 2020, and then activity slowed further in the second
quarter as investors waited on the sidelines. Sales velocity in 8125 8%

the first half of this year lagged levels from the same period one % 00
year ago by approximately 75 percent. % \ S
5 H
> During the first half of 2020, the median price fell 20 percent g ¥ 6% S
from the median price recorded in 2019. The median price in E $50 -
sales year to date is approximately $79,900 per unit, although a & 5% g
newer Class A project sold for nearly $192,000 per unit during L
the first quarter. o P
14 15 16 17 18 19 YTD 20
> (ap rates have compressed in 2020, dropping approximately mPrice per Unit = Cap Rate

20 basis points to an average of 5.3 percent. Cap rates in deals Sources: NothWearg, oS, Real Capital Analytics
closed year to date have consistently been in the high-4-percent
to low-5-percent range.

The median price in sales year
to date is approximately
$79,900 per unit

Recent Transactions in the Market

MULTIFAMILY SALES ACTIVITY

Property Name Street Address Units Sales Price Price/Unit
Lexington Farms 8500 W 131<tPI., Overland Park 404 $61,880,000 $153,168
Copper Ridge 341 N Forest Ave., Liberty 292 $56,000,000 $191,781
Knollwood 4700 N Highland Ave., Kansas City 315 $25,800,000 $81,905
Tall Oaks 7001 Chas Dr., Pleasant Valley 52 $3,927,000 $75,519
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Looking Ahead

While Kansas City has posted remarkably consistent property
performance to this point, the wild card in the market will be the labor
market. Employers cut payrolls during the economic shutdown and have
begun to bring back workers. The local apartment vacancy rate has
proven to be resilient to this point in the cycle but will likely trend
higher in the second half of the year as new deliveries regain momentum
and the increased unemployment benefits for laid-off workers expire.

I Employment Forecast
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I Construction & Permitting Forecast
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The local investment market is already showing signs of gaining
momentum, and the outlook is for greater sales volume in the second
half of the year than was recorded in the first half. A preliminary look
shows a handful of transactions already occurring in the third quarter
as investors return to the market after taking a wait-and-see approach
during the COVID-19 outbreak. Assuming the market continues to
record steady operations and interest rates remain low, cap rates are
expected to remain near current levels.

I Rent Forecast
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I Vacancy Forecast

%
8% <{
AN
SN

//
>\.

3%

2%

1%

0%

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019  2020*

*Year End Forecast
Sources: NorthMarg, Reis

NORTHMARQ INVESTMENT SALES

| PAGE 5



GREATER KANSAS CITY MULTIFAMILY MARKET REPORT | 20/2020

About NorthMarq

As a capital markets leader, NorthMarq offers commercial real estate
investors access to experts in debt, equity, investment sales, and loan
servicing to protect and add value to their assets. For capital sources,
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 more
than $14 billion, loan servicing portfolio of more than $61 billion and
the multi-year tenure of our nearly 600 people.

Copyright © 2020 NorthMarg Multifamily, LLC.

The information contained herein has been obtained from sources
deemed reliable. While every reasonable effort has been made to
ensure its accuracy, we cannot guarantee it. No responsibility is
assumed for any inaccuracies. Readers are encouraged to consult their
professional advisors prior to acting on any of the material contained
in this report.

For more information, contact:

Jeff Lamott
SVP. MANAGING DIRECTOR — INVESTMENT SALES

913.647.1640
jlamott@northmarg.com

Gabe Tovar

ASSOCIATE VICE PRESIDENT — INVESTMENT SALES
913.647.1647

gtovar@northmarg.com

Greg Duvall
SVP, MANAGING DIRECTOR — DEBT & EQUITY
913.647.1610

gduvall@northmarg.com

Trevor Koskovich

PRESIDENT — INVESTMENT SALES
T 602.952.4040
tkoskovich@northmarg.com

Pete O’'Neil

DIRECTOR OF RESEARCH
602.508.2212
poneil@northmarg.com
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