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Property Overview
The subject property is a multifamily building in
Phoenix, Arizona. Located within the Medlock
Historic District close to the bustling Central and
Camelback intersection, Uptown 68 combines new
school amenities with a retro, old fashion feel. In
fact, large amounts of capital improvements were
made in 2018 to include in demand features like
two resort style pools, hardwood flooring, and a
black and white subway tile backsplash. There are
four separate buildings, ranging from 12 to 20 units
each, which provides flexibility in terms of usage
and exit opportunities. Say property type, location,
etc. Give more insight into the property. Talk about
tenants, etc.

Thesis
301 – 337 West Pasadena Avenue will generate
an outstanding 23.5% return for the Limited
Partners and a 63.27% return for the General
Partners. This growth is driven by the value add
potential of the property. Large capital
improvements were made in 2018 that
significantly boosted rents on some units, but
more renovations could be made to retrofit the
entire property. Additionally, the four separate
buildings allows the investor to get creative with
each one and their possible exit opportunities.
The University of Creighton is in development
for a medical school campus 2 blocks away, and
Arizona State University enrolls 72,000 students
across it’s four Phoenix campuses. Finally,
Phoenix’s strong employment numbers, wage
growth, and cultural scene will continue to
attract higher income residents.
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Multifamily Overview

Multifamily properties in Phoenix and its surrounding suburbs have realized tremendous growth
since 2010. Buoyed by an influx of professional and manufacturing jobs attracting young urban
professionals, Phoenix has blossomed into a thriving city. As more and more millennials are
entering the workforce, they are looking for places that have a good food scene and a burgeoning
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arts and cultural scene. Phoenix is opening new eateries with world renowned chefs everyday and
there is no shortage of places to catch a movie or watch a play. Strong job creation, a decreasing
poverty rate, and wage increases have kept the demand for multifamily housing strong.
Capital improvements will significantly boost NOI
and add tremendous value to the property
In 2018, $2.5 million were invested in exterior and
interior renovations ranging from resort style pools
and new roofs, to new flooring throughout the units
and stainless steel appliances. However, there is still
work to be done. With temperatures in the summer
months routinely hovering above 100°, air
conditioning is extremely important in a city like
Phoenix. After looking at similar properties with
A/C, I found that adding them to the remaining units
could increase rents by $150 a month. Additionally,
each unit minus four have outdated shower tub
combos. Each of the new developments in the area
have modern Carrara subway tile showers with
updated vanities. Thus, remodeling the bathrooms in
the remaining units will increase the appeal of the
property in addition to adding a rent premium of
$150 per month.
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The property consisting of four separate buildings
would allow the owner to get creative with the usage of
each one, providing unique exit strategies.

Possible uses for each building

Convert to
short term
rentals (Air
BnB)

Medical
student
housing

Outfit with
amenities to
appeal to
young urban
professionals

Renovate for
long term
tenancy

Arizona State Univeristy
Enrollment
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•Phoenix has four
consecutive years of
job growth
•Professional and
healthcare services
are driving this
growth

•Leeds the country in
small business wage
growth
•Overall wage growth
is 1.5% higher than
the national average
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This separation of parcels could be a balanced portfolio in
of itself. For example, one of the buildings could be used for
student housing. Historically speaking, student housing has
performed well during economic downturns and is
resistant to recessions. Just two blocks away, the University
of Creighton is building a new medical school campus that
will enroll 900 students. The ability to live so close to
classes with a resort style pool will be intriguing to
students. Arizona State University has a combined 75,000
students in the Phoenix metro region, growing 7.6% from
fall of 2019. Uptown 68 is located on numerous public
transportation routes, providing easy access to each of the
universities four campuses. As enrollment continues to
rise, so will the demand for student housing. Another
creative usage of the space would be to convert some units
into short term rentals. Air BnB’s are extremely popular in
Phoenix, especially during the winter and summer months
where people look to escape the cold and immerse
themselves in the outdoors. Ultimately, its central location
around numerous attractions and resort style amenities
makes it attractive for short term renters. The separation
of parcels would also allow the owner to sell off specific
buildings at any point. This provides some flexibility as far
as exit strategies go.
Phoenix’s strong employment statistics, wage
growth, and cultural scene will continue to attract
residents, fueling the cities explosive population
growth.
Driven by white collar jobs like finance, real estate,
and insurance, Phoenix has gained almost 400,000
jobs in the past five years, good for a 20% increase
and more than any other metropolitan area. Other
industries like healthcare services and aerospace
manufacturing have thrived as well. Seemingly every
year the city adds tens of thousands of high paying
jobs with consistent growth of 3%-4% annually.
Beyond the beautiful weather and abundance of new
jobs, people are attracted to Phoenix because of the
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rising wages; In 2018, Phoenix led the country with a
5.14% year over year increase in small business
wages. With a median age of 33.5, Phoenix is one of
the youngest cities of over 1,000,000 people. It boasts
a budding food and drink scene along with cultural
landmarks that will continue to attract residents from
all over the country.

Location and Demographics
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Phoenix is home
to the #1 airport
in the U.S.

Phoenix is the 8th
best city for recent
college graduates.

Median age of
33.5 makes
Phoenix one of
the youngest big
cities

Top 5 for STEM job
growth.
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Uptown 68’s unique location around places to eat, work,
and play coupled with Phoenix’s strong employment
numbers and young population makes this an intriguing
investment opportunity. Directly adjacent to the property
is the Arrive Phoenix development, which is a $25 million
boutique hotel consisting of a rooftop bar, swimming
pool, and coffee shop, combined with a world class
entertainment space in The Newton building. This lively
scene will draw people of all ages to Uptown, driving up
rents and property values alike. Additionally, the
proximity to One Camelback and the Alliance
Development, where rents are projected to be double to
triple those of Uptown 68, provides investors significant
upside potential. As far as the commute to work goes, the
closest light rail station is a quick three-minute walk
away, providing residents with easy access to key
employment centers like Sky Harbor Airport or the
Central Office Corridor. When it comes time to catch a
ball game or immerse oneself in nature, Uptown 68
provides easy access, with Chase Field only five miles
away, the Phoenix Mountain Preserve being a quick 15
minute car drive, and nationally ranked golf courses close
by. Major employers in the city include Intel and ON
Semiconductor, drawing a young crowd intrigued by the
growth of STEM related jobs. Owing in part to it’s
emergence as a prominent food and drink destination,
Phoenix ranks among the top in job growth and fastest
growing cities.
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Risks

1. Surrounding developments will lessen the demand
for Uptown 68.
A possible risk for this investment is the surrounding
Arrive Phoenix, One Camelback, and Alliance
developments. All are state of the art Class A buildings
with modern day amenities like floor to ceiling windows,
a rooftop cocktail bar with 360° views of the city, and
stainless steel appliances. A young urban professional
seeking ultra modern luxury living may seek these
properties instead. Rents for these properties are projected
to be double to triple that of Uptown 68, offering a much
more expensive lifestyle for relatively the same value.
While certain residents may choose to bypass this
property in favor of any one of the new developments, the
current tenants of Uptown 68, as well as many moving to
the city, will be unable to afford those rents. Additionally,
the gentrification and investments made in the
neighborhood will allow the investor to raise rents in the
future as well as raise property values.

2. Covid – 19 will strip investors of cash, rendering
them unable to make the necessary improvements.

Severity
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2

Probability
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Given high vacancy and potential credit losses during
year one as a result of Covid-19, there won’t be enough
money to make the necessary capital improvements
during year three. If revenue is down and investor’s aren’t
receiving their required rate of return, it will be hard to
come by the $330,000 needed to equip all units with
washer and dryers, air conditioning, and convert the
studios to short term rentals. However, Phoenix has
weathered the pandemic as good as any other city, with a
Q2 vacancy increase of only 30 bps year over year and
delinquencies at 5.5%, well below the national average.
Thus, reports of landlords being unable to pay their
property taxes are greatly exaggerated, at least in
Phoenix. While revenue may dip for a year, the
fundamentals remain strong and Uptown 68 should be
able to generate sufficient cash flow to fund major capital
expenditures.
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3. Climate change will drain the Colorado River and Lake
Mead, Phoenix’s main sources of drinking water.
In an area where rainfall is scarce and rising temperatures
are forcing water sources to dry up, major infrastructure
projects are needed to either pump in water from farther
away or find alternative sources all together. Resident’s in
Phoenix have drastically cut back on their water usage, in
part because of the city charging more during the hot
summer months. While that may be effective in the short
run, plans are in place to construct a $500 million pipeline
to connect northern Phoenix with alternative water
sources like the Salt River. Additionally, the city plans on
recycling waste water into clean drinking water and
developing the technology to clean brackish water and
desalinize salt water from the Gulf of California. While
these are valid concerns, they will likely arise much after
our investment horizon is over and Phoenix is taking the
necessary steps to prepare themselves for the future.

Model Assumptions

We made several assumptions when we underwrote this investment. We used the listing price of
$12,900,000 as the purchase price. Given banks lending restrictions in today’s tight credit
markets, we assumed a low loan to value ratio of 65%. Then, in order to take advantage of record
low interest rates, we assumed a 3.5% interest rate with an amortization period of 25 years and a
prepayment penalty of 3%. In terms of equity, we assumed an LP and GP contribution of 5% and
95% respectively with the addition of a promote of 70% and 30% with an LP preferred return of
8%. Lastly, we assumed an exit cap rate of 4.9%, which is conservative given Phoenix’s average
cap rate of 4.87% for Class A properties and 4.6% for new luxury properties located in metro
areas. Phoenix has weathered the Covid-19 pandemic relatively well, with vacancy rates only 30
bps above the average and defaults low compared to other metropolitan areas like New York and
San Francisco. Thus, we modeled out a 5% credit loss and a 6.2% vacancy, which is equivalent
to 5 vacant units. Given Phoenix’s low cost of living, we projected operating expenses to be only
30% of potential gross income, lower than the national average. After conducting research on
how to best utilize the studio spaces, I realized that converting them to short term rentals can
help maximize NOI. Nightly rates during the Winter can fetch as high as $200 while nightly
rates during the Summer can get as high as $100, with average rates for Spring and Fall in
between those numbers. The current PGI for all three studio spaces is $34,200, but after taking
into account occupancy rates during each season, I found that the converted units would generate
$60,000 in potential gross income. After taking into account renovation costs of $150,000 and
applying a 4.9% cap rate to the final year, I found that this conversion would add roughly
$390,000 of value to the sale price.
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Sources and Uses
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Equity Waterfall
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