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Administrative ltems

« All lines are currently on “mute.”

 Please hold questions until the designated question and
answer period.

 To ask a question, press *6 on your telephone keypad to
unmute your conference line. Press *6 again to put your line
back on mute.

* If asking a question, remember to also ensure that your
phone is not on mute.

* This presentation and accompanying materials are for internal
staff only.
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About the Program

Risk Connection is a call-in program for
delivering highly-targeted training and
Information on topics such as new job aids,
new workprograms, new rules and
regulations, and other risk-specific topics.
The program is hosted and administered by
the Risk Coordination Unit. These calls are
recorded for future reference (see Risk
Coordination Training Resources and image
at right).

Questions about the program can be
directed to Wally Young, Director of the Risk

Coordination Unit. (\
=
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http://bsr.sf.frb.org/BSRWeb/Risk-Coordination-Training-Resources.asp
http://bsr.sf.frb.org/BSRWeb/Risk-Coordination-Training-Resources.asp

Today’s Topic

Market Trends
&

Discussion with an Appraiser & Review Appraiser
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Agenda

1. Market Trend Presentation by CoStar Group

2. Discussion with an Appraiser from Curtis-Rosenthal, Inc.
and a Review Appraiser from Greer Advisors, LLC
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The knowledge market

James Watson | Managing Director

Stephen Basham| Sr. Market Analyst
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Presenter
Presentation Notes
 


Agenda:

USPAP Compliance & CoStar
CosStar Intro/Overview
17Q1 Multifamily Overview
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Presenter
Presentation Notes
 


USPAP COMPLIANCE & COSTAR

&
"3 CoStar-

 Top 3 Vital Signs: Absorption, Vacancy, & Rents

 Most Appraisers Don’t Comply With USPAP
— Standards Rule 1-1: Use Due Diligence & Due Care

— Standards Rulel-3: Avoid Unsupported Assumption Or
Premise About Market Area Trends

— Standards Rule 1-4: Must Collect, Verify, And Analyze all
Information Necessary For Credible Assignment Results

 USPAP Requires “As-Is” values In Addition To
Hypothetical Values For Construction Projects

Internal FR
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USPAP COMPLIANCE & COSTAR Y CoStar

 Lenders Are Required To Verify Appraiser
Compliance To USPAP

o CoStar Mirrors The Market
— Supply And Demand
— Market Area Trends
— Sales Comps
— Lease Comps
— Track Under Construction & Proposed Projects
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40+ Banks and Credit Unions Use CoStar in L.A.

Manufacturers Bank
Farmers & Merchants Bank
Union Bank

America’s Christian Credit Union
EverTrust Bank

Logix Credit Union

Pacific Western Bank

East West Bank

Luther Burbank Savings
Cathay Bank

Far East Bank

Wing Lung Bank

American United Bank

California Credit Union
Community Bank

Boston Private Bank & Trust
American Business Bank
Royal Business Bank

Banc of California

First Community Bank

1st Century Bank

Premier America Credit Union
Grandpoint Bank
Community West Bank

FDIC, OCC, Federal Reserve

&
¢

&
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CoStar

LoopNet"

Apartments.com®

S BizBuySell

g Landsof America
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CoStar Research

g @ %)
200 Field Research 2,000 Full-Time 30 Third Party Data Feeds
Vehicles Researchers (MPAC, TERANET, etc.)

Research is what we do
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Presentation Notes
The real power of our CoStar is the people that are behind the data.  The majority of our employees are researchers, with…..

No other company has a approach to their research like we do
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Presentation Notes
The real power of our CoStar is the people that are behind the data.  The majority of our employees are researchers, with…..

No other company has a approach to their research like we do
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Asking Rents
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Effective Lease Comps
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Daily Reports fa oSt

Analysts receive alerts about
significant changes and update the
written narrative accordingly

All current and historical analytic
data, tables and graphs are updated
to reflect latest changes

New forecasts are generated every

night so they are based on the new
reality




Daily Reports

Overview

12 Mo. Deliveries in Units 12 Mo. Net Absorption

ead-Brookhaven Apartment

Vacancy Rate 12 Mo. Rent Growth

864 1,815

Market Analyst: Benjamin Braley - bbraley@costar.com

Buckhead is still one of the maore exclusive submarkets in Atlar
Downtown/Midtown. More than 50% of households rent here, €
metro and lead all submarkets inside of the perimeter and in se
from 2010-15 grew at more than double the metro rate, includi
binge of 4 & 5 Star deliveries this cycle has generally been mel
renters and household incomes, fundamentals in this submarke
to heavy development.

The inventory in Buckhead has increased by 30% since 2010,
reached a cycle high of maore than 12% at the end of 2015. Hoy
growth and the absorption of new properties have remained he
the second half of 2015 or later have averaged a physical abso
demand has allowed Buckhead vacancy to retreat close to 8%,
average. However, the improvement in vacancies and above-a
construction delays that have only stalled deliveries. Another 1
dauble 2016 figures. Also, deliveries are increasing in nearby s
Springs/Dunwoody that were not previously considered major ¢

But even with rising competition from surrounding submarkets :
stress fundamentals, demand for high-end rental product in Bu
continue to exhibit healthy fundamentals, and the bulk of projec
stabilized are expected to do so without offering more than one

KEY INDICATORS

Annual Trends
Vacancy

Net Absorption
Net Deliveries
Rent Growth 12% 1.0% 0.4%
Effective Rent Growth 1.2% 1.0% 0.4%
Sales ($ millions) $1,234 5304 N/A

Internal FR
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8.1% 1.2%

As of end 2016 Q4

Overview

Buckhead-Brookhaven Apartment

12 Mo. Deliveries in Units 12 Mo. Net Absorption Vacancy Rate 12 Mo. Rent Growth

910 1,326 8.3% -0.3%

As of end 2017 Q1

Market Analyst: Benjamin Braley - bbraley@costar.cem
All the data and charts in this report have been updated for the latest forecast Round. The written analysis below
Is based on 2016Q4 data and will be upcated soon.

Buckhead is still one of the more exclusive submarkets in Atlanta, despite increasing competition from
Downtown/Midtown. More than 50% of households rent here, and median incomes are among the highest in the
metro and lead all submarkets inside of the perimeter and in secondary core markets. More tellingly, income
from 2010-15 grew at more than double the metro rate, including among affluent renter households. Hence, the
binge of 4 & 5 Star deliveries this cycle has generally been met with strong demand. But despite the increase in
renters and household incomes, fundamentals in this submarket finally began to fray toward the end of 2015 due
to heavy development.

The inventory in Buckhead has increased by 30% since 2010, which naturally created an uptick in vacancy that
reached a cycle high of more than 12% at the end of 2015. However, other fundamental indicators such as rent
growth and the absarption of new properties have remained healthy, albeit at falling rates. Properties delivered in
the second half of 2015 or later have averaged a physical absorption rate of 15-20 units per month. This
demand has allowed Buckhead vacancy to retreat close to 8%, while rent growth has stayed above the historical
average. However, the improvement in vacancies and above-average rent growth have benefited from
construction delays that have only stalled deliveries. Another 1,500 units are expected to deliver in 2017, nearly
double 2016 figures. Also, deliveries are increasing in nearby submarkets like Decatur and Sandy
Springs/Dunwoody that were not previously considered major competitors.

But even with rising competition from surrounding submarkets and a wave of deliveries expected to temporarily
stress fundamentals, dema t. Stabilized properties

continue to exhibit healthy u 7 that haven't yet
stabilized are expected to ions.

KEY INDICATORS As of end 2017 Q1
Annual Trends 12 Month Change Hist. Avg. Fcst. Avg. Peak

Vacaney -16% 56% 75% 11.4% 2

Net Absorption 1,358 751 732 2429 2

Net Deliveries 910 892 857 3222 2 . o

Rent Growth 03% 1.0% 0.5% 57% 2002 Q1 65% 2004 Q1
Effective Rent Growth 03% 1.0% 0.5% 5.7% 2002 Q1 6.5% 2004 Q1
Sales (§ millions) §1,234 $319 N/A $1,234 2017 Q1 52 2003 Q1

February 11th

~
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Decline In Homeownership Has Driven Rental Demand

Homeownership Rate

70%0
69%0
68%0
67% 5
H.O. Rate in 2004 Peak : 69.2%
o 2016 Q4 H.O. Rate : 63.7%
66%0 Increase in Renter HH's : 10.1M
Increase due to HH Formation: 3.6M
6590 Increase due to Changein H.O. Rate: 6.5M
64%
63%
62%
60%0
94 96 o8 (0]0) 02 04 06 08 10
mmm Renter Households -—J.S. HO Rate

Sources: Moody's Analytics; U.S. Census Bureau (CPS/HVS); CoStar Portfolio Strategy
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P:\Apartments\Current Charts\16Q4\16Q4 APT BB Section 2 - H.O. Rate.xlsx











Homeownership Declined Across Most Age Cohorts

Homeownership Rate Index* (100=1990)
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Sources: Moody's Analytics; U.S. Census Bureau (CPS/HVS); CoStar Portfolio Strategy As of 16Q4

Internal FR *Three-Quarter Moving Average

23



Presenter
Presentation Notes
P:\Apartments\Current Charts\16Q4\16Q4 APT BB Section 2 - H.O. Rate.xlsx
Notes (13Q3): This graph shows the secular shift in homeownership trends. Older households still prefer to own homes, whereas younger households have drastically reduced the rate of ownership, shifting towards a preference for renting. This bodes well for the multifamily market, as these young households are the prime renters and since more of them prefer to rent now, there is more demand for apartments.










LA Near-Term Outlook: Household Formation Vs Apt Growth

5o . HH Vs Apt Growth (000s)

?JJlJfJlelll

5 -
05 06 07 08 12 13 14 15 16 17 18 19
@Household Growth (Renters) H Apartments Growth
Source: Moody's Analytics; CoStar Market Analytics As of 16Q4
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L:\CoStar Market Analytics\Specialization Initiatives\Presentations and Webinars\Cool Slides\HH Growth Vs Apt Deliveries.xlsx











Los Angeles Cumulative Housing Unit Supply

Cumulative Net Supply of Housing Units (000s) 40
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L:\CoStar Market Analytics\Specialization Initiatives\Presentations and Webinars\Cool Slides\HH Growth Vs Apt Deliveries.xlsx











Peak Construction Expected In 2017

Supply (000s Units)
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Presentation Notes
P:\Apartments\Current Charts\16Q4\16Q4 APT BB Section 1 - SDV.xlsx
Notes (14Q1):
massive supply wave will exceed post-recession increase in demand in major markets, pushing vacancy rates back up 
Huge amount of product coming to market in 2014 and 2015.








Historical Deliveries By Metro

Units Delivered
12,000

10,000

8,000 -

6,000

4,000

2,000

16

@Los Angeles @Orange County @Portland OR H San Diego H Seattle

Source: CoStar Market Analytics As of 16Q4
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C:\Users\sbasham\AppData\Local\Microsoft\Windows\Temporary Internet Files\Content.Outlook\D0VPCUBY\Multi Metro Comparison.xlsx











Units Under Construction

Units Under Construction

19,049

30,000 -
25000 - 24,661
20,000 -
15,000 -
10,420
10,000 - 8,798
7,126
- .
O = T T T
Los Angeles Orange County Portland OR San Diego
BLos Angeles @ 0Orange County @Portland OR @5San Diego

Source: CoStar Market Analytics
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C:\Users\sbasham\AppData\Local\Microsoft\Windows\Temporary Internet Files\Content.Outlook\D0VPCUBY\Multi Metro Comparison.xlsx











Average Rent Levels — 1 Bedroom Unit

Rent/Unit
$2,000 -
$1,878
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/ T
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C:\Users\sbasham\AppData\Local\Microsoft\Windows\Temporary Internet Files\Content.Outlook\D0VPCUBY\Multi Metro Comparison.xlsx











Annual Rent Growth By Metro

Rent Growth Y/Y

15% -
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0% T 1
2016 Rent Growth
Los Angeles: 4.21%
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Source: CoStar Market Analytics As of 16Q4
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C:\Users\sbasham\AppData\Local\Microsoft\Windows\Temporary Internet Files\Content.Outlook\D0VPCUBY\Multi Metro Comparison.xlsx











Median Price Per Unit By Metro

Price Per Unit (000s)
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Historical Sales Volume By Metro

Sales Volume (Millions)
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Review Issues for
Commercial Real Estate Appraisals

Everett (Allen) Greer, MAI, FRICS, Al-GRS
Greer Advisors, LLC

March 31, 2017 — Federal Reserve Board

Greer Advisors, LLC




Goals of Presentation

= Regulations

= Qualifications

= Scope of Work / Written Document
= Examples of Issues

Note: PPT Deck will be posted to www.GreerAdvisors.com

Market information is updated via Newsletter, sign up on web site.

Greer Advisors, LLC



http://www.greeradvisors.com/

Regulations

= Commercial Appraisal Reviewers must be Certified in at least one State. Discuss
Opinions on this issue.

= The Appraisal Subcommittee concluded *“...that for federally related transactions the
review appraiser need not register for temporary practice or otherwise be subjected to
the regulatory jurisdiction of the State agency in which the appraisal was performed, so
long as the review appraiser does not perform the technical review in the State within
which the property is located.” See Appraisal Subcommittee Policy Statements, Page

13 via link below.
= http://GreerAdvisors.com/ASC _Policy Statements 2008.pdf
= Some states attempt to require certification in their state.
= | the value iIs changed in the review, or the reviewer steps foot in the State, they must

be certified.

Greer Advisors, LLC



http://greeradvisors.com/ASC_Policy_Statements_2008.pdf

Qualifications

= As noted before, the reviewer must be certified in at least one State.
= The reviewer must be competent to perform the review.
= Competency Is impacted by:

- Complexity of the Valuation Assignment

- Complexity of the Property / Property Type / Location
- Complexity of the Scope of Review
- Many other issues...next slide

Greer Advisors, LLC
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Scope of Work / Written Document

= The following are examples of the scope of the review:
- Is the entire report read, or merely portions?
- Is the math checked, or not?
- If a DCF is used, is the DCF checked for accuracy?
- If the DCF is via Argus, does the reviewer have Argus, and is the reviewer competent with
Argus?
- Is the sales history/listing status of the subject verified?
- Are comparables verified?
- Does the reviewer pull new data, i.e. comparable not in the report?
- Does the reviewer have access to appropriate data sources, e.g. Argus, LoopNet, RealQuest
Pro, ESRI?
- Does the reviewer understand environmental or other issues?
= Not all review documents are equal. Some reviews are so thin, you can’t tell the reviewer read
the report, i.e. “Trust Me.” Some are comprehensive.

Greer Advisors, LLC




Examples of Recent Issues in past 60 days

= Two Properties, nearly identical. Two appraisals. Two companies. Different
Values.

= Appraiser versus Assistant Completing the work. Large change in value. Scope
was NOT sufficient.

= Appraisal Quality is NOT an Absolute, Differs Regionally by Bank, by Dept. in
Bank.

=\Who Is driving the appraiser, appraisal dept., lender, borrower, other?
= Third Party Reports

Greer Advisors, LLC




Questions / Answers

Greer Advisors, LLC

www.GreerAdvisors.com

Internal FR
40



Allen Greer

Everett Allen Greer, MAI, FRICS has been in the appraisal industry
since 1982, including nearly 18 years in various management
roles at Bank of America, managing roughly 100 employees. He
has personally reviewed or been responsible for the review of
more than 50,000 commercial appraisals. He spent 8 years as the
Director Research for Real Estate Risk Assessment at Bank of
America working on developing risk rating models, loan pricing
models, and hosting numerous data solutions for employees
throughout the bank. He is the Managing Member of Greer
Advisors, LLC, and specializes in commercial appraisal review,
appraisal management & appraisal policies, and portfolio analytics
(valuation, monitoring and optimization). He was the Appraisal
Institute’s Government Relations Chair for years, and runs/owns
www.AppraisalRegulations.com. He is considered an expert in
appraisal and regulations. He holds a Bachelor of Science in
Business Administration Degree and a Master of Real Estate
Development Degree from the University of Southern California.
He remains on the Alumni Board with USC. He has been on
boards of several nonprofits, including Little League, United Way
and Habitat for Humanity.

(=
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http://www.appraisalregulations.com/

David Rosenthal

David Rosenthal, MAI, FRICS has over 30 years of
experience providing commercial real estate appraisals,
appraisal reviews and appraisal consulting for financial
institutions, attorneys, corporations and public agencies
throughout California. He is a founding principal of
Curtis-Rosenthal, Inc., a commercial real estate
appraisal firm with over 150 years of collective appraisal
experience among its team of professionals. Mr.
Rosenthal has testified as an expert witness in the
Federal, Municipal and Civil Court Systems. Prior to
founding Curtis-Rosenthal, Inc., Mr. Rosenthal was a
corporate lending officer at Security Pacific National Bank.

He has an MBA in finance and accounting from the J.L.
Kellogg Graduate School of Management at
Northwestern University, and a BS in business/finance
from the University of Florida. Mr. Rosenthal has
lectured on real estate valuation at UCLA and Loyola
Marymount University and he is a frequent panelist and
public speaker. He is a regular author of articles for
commercial real estate publications and his “Economic
Update Report” is a feature on RENTV.com.

Internal FR (:"_
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James Watson

James grew up in Walnut Creek, CA before attending
UCLA and obtaining his B.A. degree in Political Science.
After graduating, James spent nearly a decade working in
the copier/digital imaging industry where he held positions
in sales, major accounts, and Regional Sales
Management for Canon in Los Angeles. James went out
on his own for two years helping companies start up sales
divisions prior to joining CoStar. He has been with CoStar
for 17 years; he has held multiple sales and leadership
roles, including Financial Services Sales Specialist,
Regional Director of field sales for Los Angeles, and
Managing Director of Specialists for the Western U.S.
Financial Services Division focused on business
development for PPR (forecasting/advisory) and CoStar
Market Analytics solutions for investment managers and
lenders. James currently manages a regional sales team
and sales managers in Southern CA focused on providing
CosStar information/analytics/forecasting and
LoopNet/Apartments.com advertising solutions to all CRE
disciplines.

Internal FR (:"_
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Steve Basham

Steve Basham is a Senior Market
Analyst for the CoStar Group,
specializing in the Los Angeles
market. He has authored more than
50 reports on Los Angeles
commercial real estate, with an
emphasis on targeted, granular
analysis of submarkets and micro-
markets. Mr. Basham also partners
with CoStar's Portfolio Strategy group
to develop CRE forecasts at the
national, metro, and submarket level.
His work has been featured in
regional and national media outlets
Including the L.A. Times, NPR'’s
Marketplace, and The Real Deal.
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Review Issues for
Commercial Real Estate
Appraisals

Everett (Allen) Greer, MAI, FRICS, AI-GRS
Greer Advisors, LLC

March 31, 2017 — Federal Reserve Board



Goals of Presentation

= Regulations

= Qualifications

= Scope of Work / Written Document
= Examples of Issues

Note: PPT Deck will be posted to www.GreerAdvisors.com

Market information is updated via Newsletter, sign up on web site.

, Greer Advisors, LLC



http://www.greeradvisors.com/

Regulations

= Commercial AthaisaI Reviewers must be Certified in at
least one State. Discuss Opinions on this issue.

= The Appraisal Subcommittee concluded “...that for
federally related transactions the review appraiser need not
register for temporary practice or otherwise be subjected to
the regulatory jurisdiction of the State agency in which the
appraisal was performed, so long as the review appraiser
does not perform the technical review In the State within
which the property is located.” See Appraisal Subcommittee
Policy Statements, Page 13 via link below.
http://GreerAdvisors.com/ASC_Policy Statements_2008.pdf

= Some states attempt to require certification in their state.

= If the value Is changed in the review, or the reviewer steps
foot in the State, they MUST be certified in that State.

, Greer Advisors, LLC



http://greeradvisors.com/ASC_Policy_Statements_2008.pdf
http://greeradvisors.com/ASC_Policy_Statements_2008.pdf

Qualifications

= As noted before, the reviewer must be certified in at least
one State. If the reviewer changes the value, they have
effectively re-appraised the property and the reviewer
MUST be certified in the State where the property is
located. If the reviewer performs a review while located In
the State where the property is located, the reviewer must be
certified in that State.

= The reviewer must be competent to perform the review.

= Competency is impacted by:
- Complexity of the Valuation Assignment
- Complexity of the Property / Property Type / Location
- Complexity of the Scope of Review
- Many other issues...next slide.

s Greer Advisors, LLC
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Scope of Work / Written Document

= The following are examples of the scope of the review:

- Is the entire report read, or merely portions?
- Is the math checked, or not?
- If a DCF is used, is the DCF checked for accuracy?

o {F\ ghree\;?ec\/\lie|rsc\6|rfi11 ﬁér llJ] , V@'ﬂﬁs Apgur@newer have Argus, and Is

- Is the sales history/listing status of the subject verified?
- Are comparables verified? Are the adjustments checked?
. rDe?)%Sr ttpe reviewer pull new data, i.e. comparables not in the

' ng%atrr,'%redﬂg,\'\f_ecr)gﬁl\ﬁ%t? ggfé%gﬁqu&r%%qgta sources, €.g.
- Does the reviewer understand environmental or other issues?

= Not all review documents are equal. Some reviews are so
thin, you can’t tell the reviewer read the report, 1.e. “Trust

5 Me.” Some are very comprehensive. Greer Advisors. LLC




Examples of Recent Issues in past 60 days

= Two nearly ldentical Properties, Nearly Identical Locations
Two appraisals from Competing National Firms. Different
Values. 22% apart on the Going Concern. 44% apart on the
allocation to Real Estate. VValues should have been equal.

= Appraiser versus Assistant Completing the work. Recent
Large change in value, $1,380,000 down on $500,000. First
Report Missed the recent Listing of the Subject. Scope was
NOT sufficient.

= Appraisal Quality is NOT an Absolute, Differs Regionally
by Bank, by Dept. in Bank.

=Who is driving or influencing the appraiser. Is it the
appraisal dept., mortgage broker, lender, borrower, who? It
was the borrower/developer in the first example.

= s the appraiser competent t0 UNJerstan fa—
. Environmental / Engineering Reports? Greer Advisors, LLC




Questions / Answers

Greer Advisors, LLC

www.GreerAdvisors.com
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