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Slicing And Dicing Rental Housing

U.S. Rental Housing Inventory By Units

Rent
Subsidized
3.3 Million
8%

Market Rate
&

Market/Affordable
16.0 Million
37%

Sources: U.S. Census Bureau; CoStar Portfolio Strategy

&
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1-4Units
23.5 Million
55%

As of August 2016
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Slicing And Dicing Rental Housing ':z CoStar-
U.S. Rental Housing Inventory By Units

1& 2 Star
5.6 Million
13%

Sources: U.S. Census Bureau; CoStar Portfolio Strategy As of August 2016
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One- And Two-Star Rating Criteria oY CoStar-
L

CoStar Building Rating System (BRS)

RATING GROUP DEFINITION

—— Exterior Materials/Facade Br'ick, stucco, EIFS, precast concrete, siding with noticeable

Design ; : : 24!0g. : ; A
Fenestration/Glazing/Views | Small, seemingly inadequate windows.
Overall Aesthetics Average, functional.

2 g Structure/Systems | Purely functional.

A Unit Amenities/Design Below average finishes, inefficient use of space.
Site Amenities Likely only one or no on-site shared facilities.

Site/Landscaping Minimal or no landscaping, no exterior spaces.

Certifications Unlikely a certified/labeled green and energy efficient building.

e Practically uncompetitive with respect to typical multi-family investors, may require significant renovation,
possibly functionally obsolete.
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Three-Star Rating Criteria oY CoStar-
L

CoStar Building Rating System (BRS)

RATING GROUP DEFINITION

. : Brick, st , EIFS, t te, vinyl or fib t
Exteriar Matarials/Facade rick, stucco precast concrete, vinyl or fiber cemen

siding, possibly 4 Star materials with signs of age.

Punched windows, fair mix of glazed and opaque surfaces that
provide adequate natural light.

Average with respect to background buildings, contextually

Architectural
Design Fenestration/Glazing/Views

I G §
Overall Aesthetics

appropriate.
Structure/Systems | Likely smaller and older with less energy-efficient and controllable systems.
Amenities Unit Amenities/Design Average quality finishes, layout conducive to compact lifestyle

but not necessarily an open floor plan.

A few on-site shared facilities and spaces such as a

Site Amenities Clubhouse/Party Room, Fitness Center, Business Center, Pool,
Laundry Facilities, etc.

Site/Landscaping Modest landscaping and likely small or no exterior spaces.

Certifications Possibly a certified/labeled green and energy efficient building.
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Four-Star Rating Criteria oY CoStar-
L

CoStar Building Rating System (BRS)

RATING GROUP DEFINITION

4-Star buildings are constructed with higher end finishes and specifications, providing desirable amenities to
residents and designed/built to competitive and contemporary standards.

Durable materials, well-detailed and constructed metal panel,
Exterior Materials/Facade | wood veneer or terracotta cladding; possibly exhibiting minor
signs of weathering and wear.

Fenestration/Glazing/Views | Large windows, great natural day lighting and views.
Representing recent trends and standards in design and/or of a
timeless, perhaps an historic quality.

& ; Structure/Systems | Likely to have some 5 Star qualities, or of a prior generation of buildings.

Includes some high quality finishes such as hardwood floors,
granite countertops, stainless steel appliances, bay window(s),
crown molding, a balcony/patio and in-unit washer/dryers. Also
may have an open floor plan and high/vaulted ceilings.

Several on-site shared facilities such as a Clubhouse/Party
Room, Fitness Center, Business Center, Pool, Concierge, etc.
Well maintained landscaping where applicable; likely to have exterior gathering spaces, roof
terrace or courtyard.

Certifications Possibly a certified/labeled green and energy efficient building.

Architectural
Design

Overall Aesthetics

Unit Amenities/Design
Amenities

Site Amenities

Site/Landscaping
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Five-Star Rating Criteria oY CoStar-
KN

CoStar Building Rating System (BRS)

RATING GROUP DEFINITION

A 5-Star building represents the luxury end of multi-family buildings defined by finishes, amenities, the overall
interior/exterior design and the highest level of specifications for its style [garden, low-rise, mid-rise,

or high-rise).

High-guality durable materials - natural stone, glass, well
Exterior Materials/Facade | detailed and constructed metal panel, wood veneer, or
terracotta cladding; accentuating lighting.

Large windows, abundant natural day lighting, generally
available exterior views, high efficient glazing specification.
Representing current trends and standards in design and/or of
a timeless, perhaps a historic quality. Aesthetically exceptional
arrangement of forms, massing and materials. Possibly

B o designed by a notable or signature architect.

High ceilings; modern energy-efficient, central HVAC, individually controlled systems, high-
speed elevators, likely new or newly renovated.

Requires numerous high quality finishes such as hardwood
floors, granite countertops, stainless steel appliances, bay
Unit Amenities/Design window(s), crown molding, a balcony/patio and in-unit
washer/dryers. Also typically has an open floor plan and
high/vaulted ceilings of 9'+

Requires plentiful on-site shared facilities including a

Site Amenities clubhouse/party room, fitness center, business center, pool,
concierge, etc.

Continually maintained landscaping where applicable; exterior gathering spaces, roof terrace
or courtyard.

Certifications Possibly a certified/labeled green and energy efficient building.

Architectural Fenestration/Glazing/Views
Design

Overall Aesthetics

Do s b Structure/Systems

Amenities

Site/Landscaping
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CoStar Building Rating System '2 CoStar-

EXTERIOR INTERIOR
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Affordability Issues More Significant At Top End Of Market ,:: CoStar-
Rent As A % Of 100% Area Median Income By Star Rating

28% Rent As A % Of Income

26% /-\ 26.4%
— _ —

23.4%
22%

20%

_ - 19.6%

17.8%

16% e T 16.5%

14% 15.3%

12%

10%
2013 2014 2015 2016

—] & 2 Star =3 Star =4 & 5 Star

Source: CoStar Group As of 16Q2

page 9



1 & 2 Star Rents Remain Affordable In Most Metros ,:: CoStar-

1 & 2 Star Apartment Rents As A Percent Of 100% Area Median Income

1 & 2 Star Rent
As A% Of Income

- 5%
15% - 16%
18% - 17%

7% - 20%
B - 0%

Sources: ESRI; CoStar Portfolio Strategy
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1 & 2 Star Represents A Major Portion Of The Market oY CoStar-
LN

Number Of Units By Star Rating

22.3%
3,393,118

36.2%
5,501,144

41.5%
6,310,441

m] &2Star =3 Star w4 &5 Star

Source: CoStar Group As of August 2016
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The Vast Majority Of Multifamily Properties Are 1 & 2 Star oY CoStar-
LN

Number Of Properties By Star Rating

4.7%

75.4%
253,467

m] &2Star =3 Star ®4 &5 Star

Source: CoStar Group As of August 2016
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1 & 2 Star Properties Can Be Found Almost Anywhere

1 & 2 Star Units By Metro
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Los Angeles And New York Dominate oY CoStar-
L\

1 & 2 Star Properties By Metro

Number Of Properties (000s)
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Almost Half Of 1 & 2 Star Inventory In 50+ Unit Buildings = ¢*% -~ gtar-
o Codtar
Number Of Units By Building Size And Star Rating

40 Number Of Units (Millions)
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Source: CoStar Group As of August 2016
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Most Units Built More Than 35 Years Ago ¢ CoStar-
L\

1 & 2 Units By Building Age

le Number Of Units (Millions)
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Source: CoStar Group As of August 2016
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1 & 2 Star Properties Spread Out Around The D.C. Area  ¢*% -~ giar-
o Codtar
Washington, DC 1 & 2 Star Inventory
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High Vacancy Properties Are Few And Far Between

Washington, DC 1 & 2 Star Vacancy Rates
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1 & 2 Star Large Part Of Inventory In Close-In Submarkets oY CoStar-
L\

1 & 2 Star Construction As A Percent Of Inventory
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Vacancies Show The Effect Of Construction ,:: CoStar-
Average Vacancy By Star Rating
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Source: CoStar Group As of 16Q2
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Rent Spread Has Widened Slightly ¢ CoStar-
|\

Average Asking Rent By Star Rating
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Source: CoStar Group As of 16Q2
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Average Asking Rent
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But On A Comparative Basis May Be Relatively Cheap ':z CoStar-
1 & 2 Star Apartment Rents As A Percent Of Market Rent

1 & 2 Star Rent
As A % Of Market Rent

- 5%
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775% - 80%
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Strong Long-Term Rent Growth In 1 & 2 Star Segment oY CoStar-
L

Average Rent Growth By Star Rating

8% Rent Growth
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Source: CoStar Group As of 16Q2

page 24



Lower Vacancies Levels The Playing Field oY CoStar-
LN

Average Rent Growth By Star Rating
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Lower Vacancies Levels The Playing Field oY CoStar-
LN

Average Rent Growth By Star Rating
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CoStar-
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Market Capitalization Of 1 & 2 Star Inventory

Market Capitalization (Billions)
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CoStar-
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Pricing Plays A Role In Values

Market Capitalization Of 1 & 2 Star Inventory
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Pricing Plays A Role In Values

Market Capitalization Of 1 & 2 Star Inventory
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Cap Rate Spreads Are Narrowing Y CoStar-
a

Cap Rates By Star Rating
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Source: CoStar Group As of 16Q2
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More Attractive Spreads Outside Of New York And L.A. #® CoStar-
a

Cap Rates By Star Rating Excluding New York And Los Angeles

9.0% Average Cap Rate Spread (BPS) 350
8.5% 300
8.0% 250
7.5% 200
7.0% 150
6.5% 100
6.0% 50
5.5% 0
5.0% (50)
4.5% (100)
4.0% (150)
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Source: CoStar Group As of 16Q2
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Ownership Concentrated In Regional And Local Players

Top Owners Of 1 & 2 Star Properties
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Shaw Lupton
slupton@costar.com

Ethan Vaisman
evaisman@costar.com
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CoStar Building Rating System

':3 CoStar-

| MULTI-FAMILY

Rating

Definition

L

A 5Star bullding represents the luxury end of multi-famidy bulldings defined by finlshes, amenities, the overall interlor'extenor design and the highest level of specifications for Its style (garden, low-rise,

mid-rise, o high-rise).

Architectural Avathatic /
Dosign

Aminties

Sl | Lanoscagiyg

Cartifcations

Extorior Matedals | Fagade

“Forestration / Glazing / Viewn

Oveenll Assthescn
Hgh cedings: modorn onoegy-off
Unit Amerties | Design

| Bitw Amanitios

High-qualiy durabie mererials - natursd stone. glass, well detalled and constructed metal panel, wood veneer, of larracotia dadding, accentuating
lightry
Large windows, abundant naturs day lighting, peneraly avalable exteror views, Noh efficient giazng spechcaton
Ropresanting current rends and standards i desgn antlor of a limelass, perhaps a higlors qualty. Aesthetcally exceptional amangement of forms,
massing and maderkals. Possibly designed by a notable o signature architect

ciont KVAC, digitaly controlied systems, gh-speed elevalors, |kaly nsw or newly renovated
Numarous high quality finishes such as harowood Soars, granits counterops, stainiess stesl appllances, bay windaw(s), crown molding, » balcony'psto
and In-unit washes'dryaes, Also typically has an open floor plan and highivmied calings
Plentiful onsite shared facilites and spaces inchisng a duthoussiparty om, liiness contey, DusIness conter, pool cmcovpu ok

Consrmally mantained landscapng whore appscabie; extancr gathanng spaces, roof Jormace o courtyard

Possibty o cortifiod | labeted gro

00 0rvd energy efficient bulkding

4-Star bulldings are constructed with higher end finishes and specifications, providing desirable amenities 1o residents and designedbullt to competitive and contemporary standards.

Architectral Aastiatic
Duun

Exterior Materials | Fagade
“Fanastration / Glazing / Views
“Ovienll Anstnsce

Unit Amerdties / Dasign

Durable materials, wel detaled ared constiucied metsl paned, wood veneer of larmscotin dedding; posstily exhibiting minor signs of wealhenng and waer
Lage windaws, great natural day lighting and views.
Represanting recant trends and standards in deskgn andior of a bmeless, parhaps an hissare quality.

| Likely to have some & St qualities, possily with okler ystems,

Incudes soma high quakty fnahes such as hardwood oes, Graniie countarnops, stankess sleol applances, bay wndow(s), crown moukding, a
balcony/patio and v .unit washer'dryers. Also may have on open Boor plan and high'vauited cellings

Gite Amanition Sovaral on-8ilo shared faciities and spaces such as s Clubhousa/Party Room, Fitnass Cantor, Business Center, Pool, Conderge, ol
it/ Langscaplyy | Wol mainsained landscaping whare applicatio. ikely to have exterior gatherng spaces. ool sarraos of courtyard
tht 1 Possibly a certified | beled green and energy efliaent buliding
Arctitactural Aosthotic / _Extorior Materlaly / Fagade Brick. stucco, EIFS, precast concrate. viend or Boer coment sidex), poasibly highor qualty (4 Stae) matorials with signg of age
Design “Fanasiration | Glazing / Views | Punched windows, fair mix of glazed and opagua surfaces that peovides adequate naturl ight
A “Overoll Asstotcs Averag with respact b background buldings, contextunlly appropriad.
.A,,‘A,,A Structure / Systonms Likely smaliar and older wilh less enery-efcient systoms
ERERE] Ameniies Unit Amenties / Design Avorage quiity finshes, layout conducive to compeat Mestyle bul not necessanty an cpen foor plan
b S0 Bitn Amanition A fow on-site shared laclities and spaces such as & Clubhause/Pary Room, Fitnass Center, Businesa Centar, Pool, Laundry Faclities, oo
Sitn / Landacaping Modest andscaping and kel small of no exteror spaces,
Carli Passibly o cortitied | labeled green oificiont bulkd
Extorior Matarinls / Fagade | Brice, stucco, EIFS, precast concrate. sding with naticesble aging
g'::g:wm Avsthatio/ “Fanestration / Glazing / Views | Small, seemingly inadequate windows
Uk POIEINS Ovornll Apsmescy Average, functonal
Structuto / Systoms Purely incticnal
ﬁ iit Ameniios Unit Amarstios | Dasign Bokw average finshes, inefficlent use of space
“Blin Amanitios Liknty only o0 or v on-aite shared faciiaes
“Gilo )/ Landscaphg | hAnimal of na landscaping, no extenor spaces
Caniications Uinlialy a cortified / lnbolied groon and aneegy officant bullding

Practically uncompatithve with regpect (o typical mult-family nvestons, miy requine sgnlficant rencvation, pessibly lunctionaty cbisolote
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Average 1 & 2 Star Asking Rents By Metro oY CoStar-
L\

Rank Metro Name Average Asking Rent Rank Metro Name Average Asking Rent
1 San Francisco  $ 2,589 28 Minneapolis $ 882
2 San Jose $ 2,188 29 Nashville $ 875
3 East Bay $ 1,973 30 Raleigh $ 860
4 New York $ 1,763 31 Norfolk $ 841
5 Honolulu $ 1,742 32 Orlando $ 840
6 Long Island $ 1,696 33 Pittsburgh $ 835
7 Orange County  $ 1,551 34 Salt Lake City $ 821
8 Boston $ 1,484 35 New Orleans  $ 806
9 Los Angeles $ 1,477 36 Tampa $ 805
10 San Diego $ 1,362 37 Dallas - FW $ 796
11 Washington, DC  $ 1,321 38 Houston $ 795
12 Northern NJ $ 1,249 39 Atlanta $ 794
13 Miami $ 1,180 40 Richmond $ 765
14 Seattle $ 1,103 41 Detroit $ 761
15 Fort Lauderdale $ 1,094 42 Milwaukee $ 761
16 Stamford $ 1,060 43 Charlotte $ 729
17 Denver $ 1,042 44 San Antonio $ 729
18 Inland Empire $ 1,034 45 Phoenix $ 713
19 Portland OR $ 1,030 46 Jacksonville $ 702
20 Hartford $ 1,012 47 Kansas City $ 682
21 Austin $ 991 48 Cleveland $ 677
22 Baltimore $ 987 49 Saint Louis $ 670
23 Palm Beach $ 987 50 Las Vegas $ 646
24 Philadelphia $ 975 51 Indianapolis $ 645
25 Sacramento $ 950 52 Columbus OH $ 635
26 Chicago $ 898 53 Cincinnati $ 635
27 Minneapolis $ 882 54 Oklahoma City $ 610

Source: CoStar Group As of 16Q2
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0:: CoStar-

These CoStar Portfolio Strategy materials contain financial and other information from a variety of public and proprietary
sources. CoStar Group, Inc. and its affiliates (collectively, “CoStar”) have assumed and relied upon, without independent
verification, the accuracy and completeness of such third party information in preparing these materials.

The modeling, calculations, forecasts, projections, evaluations, analyses, simulations, or other forward-looking information
prepared by CoStar and presented herein (the “Materials”) are based on various assumptions concerning future events
and circumstances, which are speculative, uncertain and subject to change without notice. You should not rely upon the
Materials as predictions of future results or events, as actual results and events may differ materially. All Materials speak
only as of the date referenced with respect to such data and may have materially changed since such date. CoStar has no
obligation to update any of the Materials included in this document. You should not construe any of the data provided
herein as investment, tax, accounting or legal advice.

CoStar does not represent, warrant or guaranty the accuracy or completeness of the information provided herein and shall
not be held responsible for any errors in such information. Any user of the information provided herein accepts the
information “AS IS” without any warranties whatsoever. To the maximum extent permitted by law, CoStar disclaims any
and all liability in the event any information provided herein proves to be inaccurate, incomplete or unreliable.

© 2016 CoStar Realty Information, Inc. No reproduction or distribution without permission.
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