APARTMENT DEAL

FUNDAMENTALS
WHAT HAPPENS AFTER YOU INVEST

APARTMENT DEAL FUNDAMENTALS
What Happens After You Invest

What to expect from closing through operations, reporting and eventually exit.
You have reviewed the opportunity, signed the subscription documents, and funded your investment. Now what?

For a passive investor, the day-to-day workload should generally decrease after closing. You are not leasing
apartments, supervising maintenance employees, managing contractors, or collecting rent.

But the investment itself is just beginning. The sponsor and operating team now have to execute the business
plan, manage the property, comply with the loan, communicate with investors, prepare tax reporting, and

eventually determine when and how the investment should be refinanced or sold.

Your role changes from evaluating whether to invest to monitoring what you invested in.

THE IMPORTANT IDEA

Passive does not mean uninformed.
You should not manage the property. You should understand how it is performing.

01 CLOSING AND TRANSITION
The Business Plan Moves From Presentation to Execution

Once the acquisition closes, control of the property transfers to the new ownership entity and operating
team. The first weeks and months can involve significant activity behind the scenes.

» Transitioning property management

» Taking control of bank accounts and accounting

« Confirming resident ledgers and security deposits
» Reviewing staffing

» Meeting vendors

 Inspecting units and deferred maintenance

» Beginning planned renovations

» Implementing new leasing or collection procedures
» Establishing reporting systems

« Confirming insurance and lender requirements

» Comparing actual property conditions with pre-closing assumptions

A stabilized property may require a relatively straightforward transition. A value-add, redevelopment, or
distressed property may require far more operational change.

WHY THE FIRST MONTHS MATTER

The sponsor is beginning to discover whether the assumptions made during underwriting match the
reality of operating the property. Sometimes they do. Sometimes they do not. The quality of the sponsor
becomes especially important when reality differs from the original plan.
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02WHO IS ACTUALLY RUNNING THE PROPERTY?
Sponsor Oversight and Property Management Are Different Jobs

PROPERTY MANAGER SPONSOR / ASSET MANAGEMENT
 Leasing » Reviewing financial performance
e Collections » Monitoring occupancy and collections
* Maintenance » Evaluating renovation progress
 Staffing » Approving budgets and major expenses
» Resident service » Monitoring property management
e Turnovers * Managing lender requirements
» Property-level accounting » Evaluating market conditions

» Reviewing the business plan
« Communicating with investors
» Making refinancing and sale recommendations

The property manager operates the asset. The sponsor should be managing the manager and
protecting the investment plan. This distinction matters. An experienced sponsor should not
simply hand the property to a third-party manager and wait for reports.

03 INVESTOR REPORTING
Your Primary Window Into the Investment
After closing, investor reports become one of your most important sources of information. Reporting

frequency varies by sponsor and investment, and the governing documents or offering materials may
establish specific requirements.

A useful investor update should help you understand both what happened and why it happened.

o Occupancy

e Leasing activity

 Collections and delinquency

e Rental-rate trends

e Revenue

e Operating expenses

» Net Operating Income

» Renovation progress

» Capital expenditures

o Major repairs

» Debt or financing developments
 Distributions

» Material market changes

» Progress against the business plan
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REPORTING SHOULD PROVIDE CONTEXT

A number by itself tells you very little. For example, Occupancy: 88% becomes useful only when you
know: What was occupancy last month? What was projected? Why did it change? What is the market
doing? What is management doing about it?

THE GOAL
Compare the plan with reality.

Investor reporting should allow you to compare the original plan with what is actually happening and what
management is doing next.

04 DISTRIBUTIONS
Projected Does Not Mean Guaranteed

Many multifamily investments anticipate periodic cash distributions. These may be monthly, quarterly, or
on another schedule depending on the investment. But projected distributions are not guaranteed.

Before cash can be distributed, the property may need to pay or reserve funds for:

» Operating expenses

e Debtservice

e Property taxes
 Insurance

» Repairs

» Renovations

» Capital expenditures

e Required lender reserves
» Future operating needs

A PROPERTY CAN PRODUCE INCOME AND STILL REDUCE DISTRIBUTIONS

Suppose the property experiences higher insurance costs, an unexpected roof replacement, slower
collections, or higher renovation costs. The sponsor may determine that retaining additional cash at the
property is more prudent than distributing it.

That may be frustrating to an investor, but reducing a distribution is not automatically evidence of poor
management.

THE BETTER QUESTION

Do not ask only why the distribution changed.
Ask: What changed, why was cash retained, and how does that affect the business plan?
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05 PREFERRED RETURNS AND DISTRIBUTIONS ARE NOT THE SAME THING
A preferred return may establish priority within the investment's distribution waterfall. It does not mean
cash is guaranteed to be distributed at that rate every year.

If an investment does not generate sufficient distributable cash, the preferred return may be unpaid,
deferred, or treated according to the governing documents. Whether an unpaid preferred return
accumulates - or is cumulative - also depends on the agreement.

THE IMPORTANT IDEA

The waterfall divides available cash.
It does not create money that the property has not generated.

06 WHAT IF THE PROPERTY FALLS BEHIND THE PLAN?
Underperformance Is Not Unusual - How the Sponsor Responds Matters
Real estate business plans rarely unfold exactly as projected. Possible challenges include:

» Slower leasing

e Higher vacancy
 Increased delinquency

» Renovation delays

« Costoverruns

« Unexpected repairs
 Rising insurance or taxes
e Higher interest rates

» New competing properties
o Weak rent growth
 Staffing problems

The existence of a problem does not by itself tell you whether the investment will ultimately succeed or
fail. What matters is whether management:

1. Identifies the problem early

2. Understands what caused it

3. Communicates it clearly

4. Has a realistic response

5. Has sufficient capital and time to execute that response

A GOOD UPDATE CAN INCLUDE BAD NEWS

Thoughtful sponsors should be able to discuss weaknesses, trade-offs, contingencies, and
circumstances in which a plan may fail. Investors should be much more concerned about unexplained
bad news than honestly explained bad news.
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07 CAPITAL CALLS
What Happens If the Investment Needs More Money?

A capital call is a request or requirement for investors to contribute additional capital after the initial
investment. Not every investment permits capital calls.

The governing documents determine:

Whether additional capital can be requested
Who has authority to request it
Whether participation is mandatory or optional

How much may be requested
What happens if an investor does not participate
» Whether non-participating investors can be diluted

» Whether other remedies apply

Capital might be needed because of unexpected capital repairs, operating shortfalls, loan
requirements, renovation overruns, refinancing needs, or extended business-plan timing.

DO NOT WAIT FOR THE CAPITAL CALL
Understand the rules before you invest.

If a capital call later occurs, ask: Why is the money needed? What alternatives were considered? What
happens if | contribute? What happens if | do not?

08 YOUR SCHEDULE K-1
Tax Reporting Is Separate From Cash Distributions
Investors in partnerships commonly receive a Schedule K-1 showing their allocated share of partnership
income, deductions, credits, and other tax items. A K-1 should not be confused with a statement of how
much cash you received.

» You might receive cash distributions while showing a tax loss
» You might receive no cash distribution while still having tax-reporting items
» You may receive allocations that create filing obligations in states where you do not live

Why K-1s Can Arrive Later Than You Would Like

Before K-1s can be prepared, the partnership's accounting and tax work must be completed. That
may involve final property accounting, depreciation, cost segregation, capital improvements,
financing activity, property sales or refinances, information from subsidiary entities, and state tax
reporting.

The sponsor should communicate expected K-1 timing so investors can coordinate with their own tax
professionals. Keep your K-1s and investment records and provide them to your own tax adviser. Do
not assume another investor's tax result will be the same as yours.
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09 COMMUNICATION MATTERS MOST WHEN THINGS CHANGE
Good Investor Relations Is More Than Sending Reports

The quality of sponsor communication often becomes clearest when the investment is not following the
original plan.

TIMELY Material developments should not remain undisclosed simply
because the news is uncomfortable.

SPECIFIC Explain what happened rather than relying on vague
descriptions such as market headwinds.

COMPARATIVE Where practical, show how results compare with the original
budget or business plan.

FORWARD-LOOKING Explain what management is doing next.
BALANCED Discuss both positive and negative developments.
CONSISTENT Investors should not have to repeatedly chase the sponsor for

basic information.

ROBERT'S PERSPECTIVE
AFTER CLOSING, COMMUNICATION TELLS YOU A LOT ABOUT THE SPONSOR

Before an investment closes, sponsors are generally very good at communicating. They are raising capital.

| pay much more attention to how they communicate after they already have your money, especially when
the property encounters a problem.

| do not expect every apartment investment to hit every projection. After more than 30 years in multifamily,
| know that does not happen.

What | expect is that the sponsor knows what is happening, understands why it is happening, is actively
addressing it, and is willing to communicate honestly with investors.

MY RULE

| would rather receive a difficult update that clearly explains a problem and the plan to address it than a
reassuring update that tells me very little.

Investor communication should not disappear when the news becomes uncomfortable. That is when it
matters most.
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10 MAJOR DECISIONS DURING THE HOLD

The original business plan may change as the investment progresses. The sponsor may eventually
consider:

» Changing the renovation strategy
 Increasing or reducing capital expenditures
» Modifying the financing

» Extending aloan

« Refinancing

» Bringing in additional capital

» Selling earlier than expected

» Holding longer than expected

The sponsor's authority to make those decisions - and whether investors have voting rights -
depends on the governing documents. Passive investors usually do not vote on routine operating
decisions. Some major decisions may require investor approval; others may remain under the
sponsor's authority.

HOLD PERIODS ARE TARGETS

A projected five-year hold does not mean the property will automatically be sold five years after
acquisition. Market conditions, financing, property performance, buyer demand, and the governing
documents can all affect timing.

11 WHAT SHOULD YOU DO AS A PASSIVE INVESTOR?

You do not need to manage the property. You should remain engaged enough to understand your

investment.

READ THE UPDATES Do not automatically file them away.

KEEP YOUR RECORDS Maintain subscription documents, governing
documents, investor reports, distribution records,
K-1s, and material notices.

COMPARE RESULTS WITH THE Pay attention to major changes in occupancy,

PLAN collections, NOI, renovation progress, debt,
distributions, and exit timing.

ASK QUESTIONS You invested passively. You did not give up the ability
to ask questions.

KEEP YOUR ADVISERS Tax, estate-planning, financial, or legal issues may

INFORMED arise during a multi-year investment.
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12 DEVELOPMENTS THAT DESERVE YOUR ATTENTION
Not every negative development is a crisis. But certain patterns deserve closer attention.

» Reporting becomes irregular or stops

» Updates contain little financial information

 Significant misses are repeatedly blamed on outside factors without a corrective plan

» Distributions stop without a clear explanation

e Renovation budgets continually increase

» Debt maturity is approaching without a clear financing strategy

 Investors receive unexpected requests for additional capital

» Major changes in the business plan are poorly explained

» The sponsor becomes difficult to reach

» Material problems appear to have been known for some time before investors were informed

ONE DIFFICULT QUARTER IS NOT THE SAME AS A PATTERN

Real estate investments encounter problems. The issue is not whether problems occur. The issue is
whether the sponsor recognizes them, communicates them, and has the capability to respond.

THE MOST IMPORTANT TAKEAWAY
Your Job Changes After You Invest

Before closing, your job is to evaluate the people, property, market, business plan, financing, terms, and risks.
After closing, your job becomes simpler:

REMEMBER
READ. UNDERSTAND. MONITOR. ASK QUESTIONS.

You should be able to understand: How is the property performing? Is the business plan progressing? Why
are distributions changing? Are material risks emerging? Is the sponsor communicating clearly? Has the
expected timing changed?

Passive investing should relieve you of the responsibility to operate the property. It should not relieve you of the
responsibility to stay informed about what you own.

EDUCATIONAL PURPOSE

This material is provided for general educational and informational purposes only and does not constitute
financial, investment, tax, legal, or accounting advice. Investment reporting, distributions, voting rights, capital-
call provisions, tax reporting, and sponsor authority vary by offering and are governed by the applicable legal
documents. Distributions and investment results are not guaranteed, and private real estate investments may
result in partial or total loss. Investors should review the governing documents for their specific investment
and consult their own qualified professional advisers regarding their individual circumstances.
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