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1Q17 PAYROLL TRENDS AND FORECAST

PAYROLL JOB SUMMARY
Average Payrolls 1,039.8m
Annual Change 1Q17 4.4m (0.4%)
RCR 2017 Forecast 5.2m (0.5%)
RCR 2018 Forecast 4.8m (0.5%)
RCR 2019 Forecast 1.8m (0.2%)
RCR 2020 Forecast -1.4m (-0.1%)
RCR 2021 Forecast -0.8m (-0.1%)
Unemployment (NSA) 5.8% (5/17)

OCCUPANCY RATE SUMMARY
Occupancy Rate (Reis) 96.9%
RED 51 Rank 5t
Annual Chg. (Reis) +0.3%
RCR YE17 Forecast 96.9%
RCR YE18 Forecast 96.6%
RCR YE19 Forecast 96.6%
RCR YE20 Forecast 96.9%
RCR YE21 Forecast 97.3%
EFFECTIVE RENT SUMMARY
Mean Rent (Reis) $819
Annual Change 2.8%
RED 51 Rent Change Rank 37
RCR YE17 Forecast 2.2%
RCR YE18 Forecast 2.1%
RCR YE19 Forecast 1.8%
RCR YE20 Forecast 17%
RCR YE21 Forecast 1.9%
TRADE & RETURN SUMMARY

$2mm+/60-unit+ Sales 5
Estimated Proceeds $26mm
Average Cap Rate (FNM) 5.8%
Average Price / Unit $44,523
Expected Total Return 7.6%
RED 49 ETR Rank 6"
Risk-adjusted Index 6.61
RED 49 RAI Rank 2

Cleveland payroll growth was slow but stable in the first
quarter. Establishments added workers to payrolls at a
4,400-job, 0.4% year-on-year rate, down from 5,500- and
10,900-job gains in the prior and penultimate quarters,
respectively. The healthcare industry remained the growth
leader, adding employees at a 5,100-job, 3.1% rate, the
fastest rate in four years. Financial services were another
highlight, producing new jobs at a 1,300-job, 2.0% annual
rate, the strongest performance since 2014. Otherwise,
trends were sluggish or worse, none more so than the
consumer-driven industries: construction, retail and leisure
service headcounts declined at a 4,000-job, -1.7% pace.
Likewise, manufacturing job attrition continued apace,
shedding employees at an 1,800-job, -2.1% y-o-y rate.

April and May trends exhibited some improvement. Annual
comparisons showed a 7,800-job advance, and seasonally-
adjusted data captured a total net gain of 2,100 jobs, up
from a =500 job loss in the year-before period.

Slow growth is likely to continue through the end of the
decade. RED Research specified a CLE payroll forecasting
equation using US payroll, nominal GDP.2, home price and
industrial production growth, and 10-year Treasury yields
and S&P500 returns as independent variables. The 97.4%
adjusted-R? (SE=0.3%) model expects growth to inch for-
ward at near the current pace through next year under the
base economic forecast before first slowing and then fall-
ing slightly into negative territory in the forecast out-years.

1Q17 ABSORPTION AND OCCUPANCY RATE TRENDS

Absorption was off as tenants vacated a net of -83 previ-
ously occupied units (Reis), down from occupied stock
increases of 40 and 360 units in the prior and year earlier
quarters, respectively. At the same time a developer added
an 83-unit building to the Downtown inventory, resulting
in a -10 basis point decrease in metro occupancy to
96.9%. Preliminary data indicate that demand recovered in
the seasonally stronger spring quarter, propelling Cleve-
land occupancy 20 basis points higher to 97.1% in 2Q17.

Occupancy among a sample of 119 professionally man-
aged, stabilized, same-store properties surveyed by Axi-
ometrics was 93.9% in 1Q17, and 94.6% in 2Q17. The “C"

segment was the 2Q17 class leader on 95.9%. Classes-A
(95.0%) and -B (94.2%) followed. Highest 2Q17 occupancy
was observed in Medina (97.6%), Lake County (97.4%) and
Strongsville (97.2%) submarkets. Lakewood and Downtown
(95.3%) performed well, but Beachwood (89.0%) lagged.

With Detroit, Cleveland is among the few major markets
that is not subject to a pending supply surge. The rate of
inventory growth will rise above the metro's 0.5% annual
average only slightly in 2017 and 2018, before decelerating
to about 0.4%. RCR's demand model suggests absorption is
likely to keep pace, maintaining the occupancy rate in the
high-96% area for the duration of the forecast interval.

1Q17 EFFECTIVE RENT TRENDS

Cleveland rent growth was surprisingly strong in a first
quarter that was largely disappointing nationally. Metro
average effective rent increased $5 (0.6%) sequentially
(Reis), topping the 0.2% RED 49 unit-weighted average.
The year-on-year comparison was moderately weaker,
however; falling from 3.0% in 4Q17 to 2.8%. Preliminary
2Q17 data indicate that asking rents increased 0.6% se-
quentially and 2.6% y-o-y, down from 1Q’s 0.7% and 2.8%.

The Axiometrics same-store survey also recorded con-
structive trends. The sample posted 2.0% and 3.0% y-o-y
gains in 1Q17 and 2Q17, respectively, the latter figure
representing the fastest growth since 2Q16. The relatively

small class-A sector provided much of the momentum,
chalking down a 6.1% surge in 2Q on strength in the A++
segment. Class-B (2.0%) and class-C (1.5%) results were in
line with recent norms. The Downtown/University Circle
area posted a 5.7% average gain. Otherwise, peripheral
suburban submarkets recorded the fastest growth.

RCR’s CLE rent model is less robust than most as metro
rent trends tend to amble with weak correlation to eco-
nomic events. The equation reaches an 89.6% ARS using
inventory, occupied stock and payroll growth as inde-
pendent variables. The model projects slow (CAGR=1.9%)
but stable rent growth through 2021, ranking RED 49 #47.

1Q17 PROPERTY MARKETS AND TOTAL RETURNS

Only eleven multifamily properties exchanged hands in the
first half of 2017, compared to 17 during the second half
2016. RCR estimate that volume was about $60 million,
although transaction pricing information is not complete.
By way of comparison, sales in 2H16 totaled about $170
million, and volume in the 1H16 approximated $55mm.

Price per unit metrics were in the mid-$40,000 range. This
comported closely with longstanding trends, as the aver-
age price of units sold since 2010 was $46,047.

Trade data was insufficient to draw meaningful conclu-
sions regarding market yields. Refinancing terms suggest

that recent construction investment quality properties are
valued to cap rates in the mid-5% to -6% region. Better
quality "B" product is priced to 6% to 7% yields, and class-C
and value-add situations may reach 8% or higher.

Lack of meaningful trade data led RCR to maintain a 6.75%
purchase cap rate proxy for the fourth consecutive quarter.
With a 7.4% terminal cap rate and model derived rent and
occupancy point estimates we estimate that a 1Q17 inves-
tor would expect to earn a 7.6% unlevered annual total rate
of return on a five-year hold, sixth highest among the RED
49. NOI growth is expected to be unusually stable, elevat-
ing risk-adjusted returns to second among the peer group.
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Property Class/  Approx. Date of Total Price Price / Estimated
Property Name (Submarket) Type (Constr.) Transaction (in millions) Per Unit Cap Rate

Not Applicable
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Cleveland Effective Rent Trends
Sources: Reis, Inc., Axiometrics and RCR Forecasts

Cleveland Home Price Trends
Sources: S&P Case Shiller & FHFA Home Price Indices and RCR Forecasts

Cleveland Payroll Employment Trends
Sources: BLS, BEA Data, RCR Forecasts

The information contained in this report was prepared for general information purposes only and is not intended as legal, tax, accounting or financial
advice, or recommendations to buy or sell currencies or securities or to engage in any specific transactions. Information has been gathered from third
party sources and has not been independently verified or accepted by RED Capital Group. RED makes no representations or warranties as to the accu-
racy or completeness of the information, assumptions, analyses or conclusions presented in the report. RED cannot be held responsible for any errors
or misrepresentations contained in the report or in the information gathered from third party sources. Under no circumstances should any infor-
mation contained herein be used or considered as an offer or a solicitation of an offer to participate in any particular transaction or strategy. Any
reliance upon this information is solely and exclusively at your own risk. Please consult your own counsel, accountant or other advisor regarding your
specific situation. Any views expressed herein are subject to change without notice due to market conditions and other factors.
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SUBMARKET TRENDS (REIS)
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