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Summary

Knowing your market saves time, and eliminating sub-par submarkets from
consideration saves money. Determining viable markets before ever seeking
assets presents that initial "Y-in-the-road" and saves time. Eliminating
unworthy submarkets is your best strategy to concentrate limited resources
on high-quality rental property acquisitions. Narrowing market selection in
advance of seeking assetsto buy is the key to utilizing one of your most
limited resources, your time.

Market focus allows you to only seek out investments exclusively in viable
submarkets that have a future in your portfolio. By its very nature, market
selection produces market elimination, which is a good thing because a
narrow market focus means you stay in pre-determined geography.
Advanced market selection eliminates "the chase" in areas with limited
appeal.

Knowing your markets upfront is a competitive advantage because your
competition is not as focused. When they look everywhere, you are looking
deeperinto pre-selected locations that you know well, areas that fit with
your investment criteria. Superior market knowledge builds a significant
competitive advantage because, over time, you know your markets better
than anyone.
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Introduction

Whenever a property is purchased, it represents more than just a piece of
the earth with a building on it; it represents an investment into a specific
marketlandscape. The investors have decided to dedicate capital, time,
energy, and effort into making money in this place from this investment.

Unfortunately, the bad news is that people too often devote more time to
deal "analysis" at the expense of market analysis. The proud new owners
can tell you all about the property, but nothing about neighboring assets or
finding food, medical services, orjobs close to the purchased asset just
acquired. Glossingover market datais an error — the new owners have
short-circuited the process and are flying blind.

Knowing your market saves time, and eliminating sub-par markets from
consideration saves money. This simple market assessment allows a rental
property buyer to concentrate their efforts onlyin those places with a high
level of confidence from the get.

Investors are too often enamored by the "squirrel” that jumps in our path.
When buying a rental property, that furry little animal represents a HUGE
return dangling in front of us. Does it matter that the area is 75% rental
assets, and the purchase is 75-years old? Well, yea.

Narrowing market selection in advance of seeking assets to buy is the key to
utilizing one of your most limited resources, your time, towards assets that
have a future in your portfolio.

Decision making in the real estate business is challenging. There is no
standard measurement that works every time to assure potential returns for
a possible acquisition. This challenging environment makes due diligence
the critical component in the buy decision. A focus on high-level market
"markers" is an excellent method to measure markets against each other.

Determining viable markets before ever seeking assets presents that initial
"Y-in-the-road" and saves time; eliminating unworthy markets is your best
strategy to concentrate limited resources on high-quality rental property
acquisitions.
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Multiple submarkets represent every "market," and not all submarkets are
created equal. By its very nature, market selection produces market
elimination, which is a good thing because a narrow market focus means
laser focus on pre-determined geography.

The number of existing and proposed housing units in an area and their
impact on rent growth correlates to population and income. But a
population and income growth where? The "where"isin

submarkets. Within a submarket is where rental properties compete/

A submarketis a geographic area defined by streets, natural
barriers, and the specific properties in which a property must
compete for customers. How To Read A Rent Roll: A guide to
understanding rental income. - John Wilhoit

Quality due diligence at the market level allows buyers to eliminate no-go
deals quickly, allowing focus on purchase contracts with a higher
probability of closing- deals that fit into your business plan in terms of
positive market attributes and return on investment.

When reviewing a subject asset, its market, and comparable investments,
the following data points set the stage for market-specific asset reviews. It's
as essential to understanding the market that your subject asset competes
in as it is to understand the asset itself. Each one of the following is
important individually, but collectively they paint a picture that shines a
bright light into the corners of a potential acquisition and the market where
it competes.

Rent Distribution

While finding Effective Gross Rent (EGR)is crucial- understanding the
range of rents within a market area is essential. The question to askis: do
asking rents at the subject asset fall into the norm for the market area or
outside of it by a small or large percentage? When estimating EGR, it is
vital to reflect if you are underwriting if the market will tolerate the same
rental increases. Value-add investments are primarily dependent on the
surrounding market.
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Owner/ Renter Ratio

The historical base for the homeownership rate in the United States is 63%.
This rate almost touched 70% in the early 2000s before crashing back to
the historical norm. Every market area has its homeownership norm.
Recognizing changesin this metric can provide insight into rental
availability changes, rental product type, and pricing. A submarket with
more than 50% rental property housing stock offers a significant choice to
potential tenants, and as a landlord, you must be even more mindful of
competition to be successful.

Resident / Commuter Ratio

There is always a correlation between rents and the distance of the rental
property from job centers. Market areas with fewer commuters, or market
areas with more jobs, are less exposed to the risk of vacancy due to the
length of resident commutes. The marginal cost of time lost on a lengthy
commute often outweighs the marginal benefit of lower rents, causing
people to pay more for greater convenience. Bottom line: high job
concentration creates greater potential rent growth.

Competitive Versus Comparative Assets

There is a clear distinction between comparative assets versus competitive
assets. Consider two assets two blocks away from each other, both having
the same amenities. Although they are comparative, one cannot assume
they compete. Albeit, in this example, while they are only two blocks apart,
what separates them? Isita freeway ora park? Upscale retail or train
tracks? Differences comeinto focus so clearly when thinking about famous
streets; Broadway in New York, Peachtreein Atlanta, Bourbon Street in
New Orleans.

What makes these places so unique with rents multiples higher than
surrounding streets? It's something- whatisit. People come to these
places based on their offerings or history or the perceived elevated
mystique associated with a particular address. I believe this is why the
American mall will live and then die a swift death; they offer nothing
unique or memorable.
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Once your thinking becomes submarket specific, determining population
growth and income will be an essential part of decision-making. Aligning
submarket level information with available housing stock within the
submarket, including information about amenities offered, proximity to
services, and jobs (the quantity and quality of possible employment), will
guide your thinking about the future of vacancy and rent growth. These
factors have a significant impact on value. How significant?

Starbucks is known as a luxury brand. From inception, this was the plan.
Their first stores in California were always within proximity to five-star
hotels. Was this a happy accident? No, this was strategic planning by the
founders to associate their product with products known for high quality
that did not compete on price. This Starbucks strategy worked so well that
many of us believe $5 coffees were always with us.

Asset Age and Comps

The age distribution of area properties indicates the potential income of a
property. With rare exceptions, a property built in the 1960s or 1970s

seldom generates more revenue as a property built after the year 2000,
even with a significant renovation (there are always exceptions, of course).
When underwriting a new construction asset in an area with an older
product, your rents should be higher than the competition. Just keep in
mind that your new property will be an outlier for the market, for which
there is fewer data and, therefore, less certainty in your assumptions.

Number of Units and Unit Mix

In acquisitions and new construction, it is important to match
demographics and current inventory. Knowing the number of units
currently, absorption and population trends (such as average HH size) can
provide insight into whether a market is under-supplied or over-supplied in
aggregate and unit type level (1,2, 3 bedrooms.) Recognizing a mismatch in
demographics and inventory is a great way to plan unit types for
construction or redevelopment.
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A snapshot of your market, derived from the above data points, can be
worth a million dollars when you can see, digest, use and implement a
course of action from a single page of quality information. As areal estate
acquisition professional or a developer, a constant flow of information is
required to predict outcomes and deliver recommendations. Sitting down
to a total market "snapshot" can save hours, even days, during the critical
due diligence phase.

Concluding Remarks

Select markets first, then assets to buy. Think about and choosing
"markets" in advance of seeking assets for purchase will save you from
hours-days-weeks-months of chasing dead-end assets in under-performing
market areas.

From Memphis to Mumbai, every major city has market areas with "good
bones" and a multitude of places to stay away from for reasons that are very
apparent once you scratch beyond the surface. You are doing yourself no
favors by running "pillar-to-post" looking at every asset that bubbles up for
sale in your price range if the initial cut doesn't consider market attributes.
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Disclaimer

Users acknowledge any actions or outcomes are the result of their free will and that any
suggestions or recommendations provided from John Wilhoit or JohnWilhoit.com
should and will be reviewed by legal, financial and accounting professionals in the
employ of the user. You, the user, take full responsibility for the use or implementation
of any and all educational content consumed from this website or its proprietors. Use at
your own risk.

This content is intended to be used and must be used for informational purposes only.

It is very important to do your own analysis before making an investment based on your
own personal circumstances. You should seek independent financial advice, or
independently research and verify any inform ation that you find on our Website or
Reports whether for the purpose of making an investment decision or otherwise. Simply
put, you should not rely solely on this information to make investment decisions. Seek
professional financial advisors.

Jurisdiction

This information is owned by WIN Publishing in the United States and is not intended
to subject WIN Publishing to the law as or jurisdiction of any country or territory other
than that of the United States. WIN Publishing does not represent or warrant that this
information or any part thereof is appropriate or available for use in any particular
jurisdiction other than the United States and only in those US states and territories
where WIN Publishing is exempt from registration or licensing under applicable state or
federal law. In choosing to review this information, you do so on your own initiative and
at your own risk, and you are responsible for complying with all local laws, rules and
regulation. WIN Publishing may limit the availability to any person, geographic area or
jurisdiction.

Not Financial Advice

The information contained herein and the resources available for download through this
website is not intended as, and shall not be understood or construed as, financial advice.
The author is not an attorney, accountant or financial advisor. The information
presented and contained herein is not a substitute for financial advice from a
professional who is aware of the facts and circumstances of your individual situation.

We have done our best to ensure that the information provided and the resources
available for download are accurate and provide valuable information. Regardless of
anything to the contrary, nothing available on or through WIN Publishing should be
understood as a recommendation that you should not consult with a financial
professional to address your particular circumstances. WIN Publishing expressly
recommends that you seek advice from professions that are well-versed in your personal
circumstances.
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Terms of Use

The content of this report is intended to convey general information. It should not be
relied on as legal or financial advice. WIN Publishing does not sponsor, endorse, verify,
or warrant the accuracy of the information found at external websites or subsequent
links.

Limitation of Liability
TO THE MAXIMUM EXTENT PERMITED BY APPLICABLE LAW, WIN PUBLISHING

AND THE AUTHOR SHALL NOT BE LIABLE FOR ANY INDIRECT, INCIDENTAL,
SPECIAL, CONSEQUENTIAL OR PUNITIVE DAMAGES, OR ANY LOSS OF PROFITS
OR REVENUES, WHETHER INCURRED DIRECTLY OR INDIRECTLY, OR ANY LOSS,
USE, GOODWILL, OR OTHER INTATGIBLE LOSSES, RESULTING FROM (i) YOUR
ACCESS OR USE OF THE INFORMATION CONTAINED HEREIN, OR (ii) ANY
CONDUCT OR CONTENT OF ANY THIRD PARTY. IN NO EVENT SHALL THE
AGGREGATE LIABILITY OF WIN PUBLISHING OR THE AUTHOR EXCEED THE
GREATER OF THE AMOUNT PAID TO ACCESS THIS CONTENT, IF ANY, WITHIN
THE PAST SIX MONTHS FOR SERVICES GIVING RISE TO THE CLAIM. THE
LIMITATIONS OF THIS SUBSECTION SHALL APPLY TO ANY THEORY OF
LIABILITY, WHETHER BASED ON WARRANTY, CONTRACTING, STATUTE, TORT
(INCLUDING NEGLIGENCE) OR OTHERWISE, AND WHETHER OR NOT WIN
PUBLISHING HAVE BEEN INFORMED OF THE POSSIBILITY OF ANY SUCH
DAMAGE, AND EVEN IF A REMEDY SET FORTH HEREIN IS FOUND TO HAVE
FAILED OF ITS ESSENTIAL PURPOSE.
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