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San Francisco's Building Boom: Opportunities and Challenges
for Investors

San Francisco's long-standing housing crisis is seeing a potential turning point, with a wave of new
residential projects spurred by relaxed regulations and a rebounding rental market. Investors
considering exposure to this market should examine both the promising opportunities and lingering
challenges:
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Upsides:

» Increased Supply: New developments, including office-to-residential conversions, are expected to
add thousands of units, potentially easing the tight housing market and leading to rent
stabilization.

» Relaxed Regulations: Streamlined approval processes and reduced red tape for developers could
lower project costs and expedite construction timelines.

o Market Rebound: Apartment rents are returning to pre-pandemic levels, indicating renewed
demand and potential for rental income growth.

» High-End Focus: Projects like the proposed 71-story tower cater to the upper end of the market,
offering premium rents and amenities.

Downsides:

» Financing Dilemma: High-interest rates could deter financing for larger projects, impacting their
feasibility.

o Uncertain Recovery: While rents are climbing, they haven't fully recovered in all segments,
suggesting economic and demographic uncertainties.

» Affordable Housing Concerns: Focus on high-end projects might further strain limited options for
lower-income residents.

» Long-Term Viability: The effectiveness of relaxed regulations and their impact on future housing
affordability need careful consideration.
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For investors, navigating this changing landscape requires a cautious and strategic approach:
« Selective Opportunities: Prioritize projects with strong financing backing, prime locations, and
clear target markets.

» Focus on Value Creation: Consider investments that contribute to diversifying housing options
and building sustainable communities.

San Francisco's building boom presents both promising opportunities and significant challenges for
investors. By thoroughly assessing project fundamentals, remaining attentive to evolving regulations,
and adopting a long-term perspective, investors can contribute to building a more balanced and
sustainable housing landscape while achieving their investment goals.

Remember, the success of any real estate investment is contingent on thorough due diligence, market
analysis, and careful consideration of risks and rewards. While San Francisco's current trajectory
paints a hopeful picture, responsible and informed investment decisions will remain crucial for
navigating this dynamic market.
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Navigating Multifamily Headwinds: Investor Insights from
Lument Study

The multifamily market faces both promise and peril in 2024, as highlighted by Lument's recent study.
Investors seeking exposure to this sector must carefully consider the challenges and opportunities:

Upsides:

e Market Uncorking: The potential easing of market gridlock and continued robust demand
indicate opportunities for rental growth and property value appreciation.

e Tailwind Trio: A slowdown in single-family housing, rising household formation, and
active supply-demand dynamics bode well for the market.

o Strategic Selling: Increased net selling by existing owners creates opportunities for
strategic acquisitions at potentially more favorable terms.

Downsides:

¢ Cost Crunch: Borrowing and insurance costs remain major concerns, impacting project
feasibility and profitability.

¢ Bid-Ask Gap: Uncertainty around the bid-ask gap adds a layer of complexity to pricing
and transaction execution.

¢ Rising Cap Rates: Potential cap rate increases could affect property valuations and
investment returns.
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For investors, navigating this nuanced landscape requires proactive and informed strategies:

o Selective Opportunism: Prioritize assets in favorable locations with strong fundamentals
and potential for value creation.

e Hedging Strategies: Explore options like fixed-rate financing and insurance alternatives to
mitigate cost pressures.

¢ Active Asset Management: Implement operational efficiencies and tenant engagement
initiatives to optimize income and mitigate vacancy risks.

e Long-Term View: While near-term headwinds exist, the multifamily sector's underlying
drivers remain strong, offering potential for long-term returns.

Conclusion:

While Lument's study paints a mixed picture, investors with a comprehensive understanding
of the market dynamics and a focus on strategic risk mitigation can identify compelling
opportunities in the multifamily space. By adopting a data-driven approach, remaining
adaptable, and prioritizing long-term value creation, investors can navigate the current
challenges and capitalize on the sector's enduring potential.

Remember, a cautious and thorough due diligence process is crucial before making any
investment decisions. Partnering with experienced advisors and understanding local market
nuances will further enhance your ability to navigate the complexities of the multifamily
market and position yourself for success.
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Multifamily Market: Navigating Headwinds and
Opportunities

While 2023 brought unprecedented challenges to the
multifamily sector, with a significant dip in occupancy
and rent growth, the future holds both cautionary
signals and promising opportunities. Investors seeking
exposure to this dynamic market should carefully
consider the current landscape and adapt their
strategies accordingly:

Headwinds:

o Supply Surge: Ongoing delivery of a massive
pipeline of new units across the country,
particularly in the Sun Belt, is suppressing
occupancy and rents.

o Market Differentiation: Certain markets like
Austin and Atlanta face substantial rent declines
due to oversupply, while others like Denver and
Boston remain relatively stable.

* West Coast Woes: Regulatory roadblocks,
outward migration, and unique demand dynamics
in Los Angeles and San Francisco pose distinct
challenges.

» Financing and Construction: Increased interest
rates and construction costs may further dampen
development activity.

Opportunities:

o Strategic Acquisitions: Potential buying
opportunities may arise as sellers facing financing
pressures adjust their strategies.

* Market Recovery: The supply wave is expected to
subside by mid-2025, paving the way for a rapid
rebound in rent, occupancy, and property
performance.

» Transaction Resurgence: Lower interest rates
could rekindle the stalled transaction market,
providing opportunities for capital deployment.

o Long-Term Demand: Underlying demographic
trends and the need for 4 million new homes by
2035 suggest long-term growth potential for the
sector.




EVERGREEN

Evergreen Capital Insights:

¢ Selective Investment: Prioritize assets in markets with strong long-term demand and
limited new supply.

¢ Active Management: Implement operational efficiencies and tenant engagement
initiatives to optimize value and mitigate vacancy risks.

¢ Flexible Approach: Remain adaptable to evolving market dynamics and consider value-
add strategies where appropriate.

e Long-Term Focus: While near-term headwinds persist, the multifamily sector's resilient
fundamentals and future demand growth support a bullish long-term outlook.

Conclusion:

The multifamily market presents a complex picture for investors. Navigating the current
challenges requires meticulous due diligence, market-specific analysis, and a flexible
approach. However, by identifying promising opportunities, employing proactive strategies,
and embracing a long-term perspective, investors can successfully navigate the current
turbulence and capitalize on the sector's enduring potential.

Remember, thorough research, partnership with experienced professionals, and a
comprehensive understanding of local market nuances are crucial before making any
investment decisions. By staying informed and adaptable, investors can position themselves
for success in the ever-evolving multifamily landscape.



