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Today, with an unemployment rate among the lowest in the nation, Oklahoma is home to
companies in aerospace, biosciences, defense, engineering, finance, health care,
manufacturing, and oil and gas, among others. Add to that a low cost of living and an
increasingly high quality of life, and you have a combination that’s propelling the apartment
industry to all-time highs. So, has the optimism that closed out 2012 carried forward to 2013?
Not only do we think it has, but we think it is gaining momentum in all facets of the market;
occupancy, rental rates, sales and development.

But clearly supply and demand have reached disproportionate levels. There are simply not
enough apartments for sale to satisfy the over-abundance of investors searching for deals. What
is happening with a lot of groups that can’t get their hands on the product they want at the yield
they want, they are turning to development. Investors are going to pay a cap rate in the 6
percent range for institutional grade apartments, if they want them, or they can develop a
property at a 7 percent-plus cap rate or yield on cost. While that may not seem titillating at first,
there are really no other options for investors that want to be in the market and can’t find existing
core product. And I think that demonstrates the progression of our markets over the past decade
or so; investors really want to be in Oklahoma.

So is that it; the end of the story, or is there still opportunity for investors? If core apartments are
fully priced, if not overvalued, and the cap rates being paid for these properties are placing too
great a premium on the value of cash flows, than where do investors turn? Going beyond the
core may be the answer. Meaning, investors will have to look beyond core assets to find
opportunity.

My belief for a while has been that there may be greater opportunity in class “B” and even “C”
grade properties than core assets. In particular, opportunities where unit upgrades can provide
rent growth. I’m not talking about major rehab deals here. What I am saying is that class “B”
and “C” properties (broadly) represent a good investment opportunity. I believe there is potential
to capture higher returns on stabilized “B” and “C” properties that offer upgrade opportunities.
This is in contrast to buying at a low price on an underperforming property, which for the most
part are gone anyways. In that context, buying a low price on an underperforming property does
not always equate to a good opportunity in itself. Finding a solid “B” or “C” property in a good
location may mean paying a premium as well. But, the (potential) rent growth may be greater on
a $500 to $700 per month apartment than that of a $1,000 per month unit. New carpet, texture,
faucets and lighting fixtures can command a premium for the right deal. Some investors may
dismiss the idea as illogical, but the paradox of paying a premium to earn some added value may
have rationality.

2013 is already off to a strong start with some sizable transactions such as Steadfast Income
REIT’s $38.2 million acquisition of the 294-unit Deep Deuce Apartments and the $25.2 million
acquisition of Watermark at Quail North. Transaction volume in Oklahoma City for the first six
months of 2013 is $107.6 million. While this is down from the same period of 2012, there were
some sizable transactions during the first six months of 2012 that accounted for the $220.8
million in transactions for that period. Tulsa was similar with total sales volume of $42.8 million,
down from $72.7 million for the first six months of 2012. But, there were $60 million of
institutional grade assets that sold in Tulsa at the beginning of 2012 at over $95,000 per unit.
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Oklahoma City

For the first six months of 2013, there were 16 sales on properties that exceed 25 units in
size, for a total of 2,696 units. This was down only slightly from the 2,768 units sold at Mid-
year 2012. Total sales volume was $107.6 million in 2013, as compared to $220.8 million
for the first six months of 2012. The overall average price per unit on apartment
communities with 25 units or more stands at $39,926. This is also down from the same
period of 2012, but these mid-year comparisons can become indistinct because of the
volume of sales in the Post-1990’s category that weights the averages; something that is
not frequent to past reports.

For Pre-1980’s properties, there were 12 transactions involving 1,946 units for an average
per unit price of $17,508. Sales of distressed assets accounted for 37% of these
transactions, which is about equal to 32% at Mid-year 2012. The most distressed of these
sales was recorded at $5,932 per unit, followed by $10,336 per unit. The average for this
category did exhibit a rebound from $10,411 per unit at Mid-year 2012 and was down only
slightly from $17,646 per unit at Year-end 2012. Only 20% of the units in this category
exceeded the $25,000 per unit price point, so there is plenty of room for improvement. In
fact, expect to see more stabilized properties sell in the second half of the year that will
generate prices in the upper 20’s to $30,000 per unit for this category. The sale of Sooner
Crossing Apartments in Norman is a good example. The 118-unit property that was built in
1972 sold for $32,610 per unit. The property is typical 1970’s vintage with flat mansard
roofs with limited amenities.

The average for 1980’s vintage is $46,750 per unit, as compared to $30,315 for the same
time last year. The one sale that singularly drove this category was the 126-unit
Stoneridge Apartments in Norman that sold for $52,381 per unit. The other sale involved
the Willow Run Apartments at 1025 NW 86th that sold for $38,888 for the 90-unit property.
Total volume for this category was $10.1 million, as compared to $3.8 million for the first
six months of 2012.

The Post-1990's category again recorded some sizable sales. Total volume for this
category was $63.4 million during the first six months of 2013, as compared to $210 million
during the same period of 2012. There were 2 transactions involving 534 units for an
average per unit price of $118,858. Both transactions were purchased by Steadfast
Income REIT, which has managed in a very short period of time to do what has taken
others years to accomplish; assemble a sizable multifamily portfolio in Oklahoma City and
Tulsa valued at over $175 million.

This category of newer vintage properties has been very active the past 24 months with
several similar high profile sales in 2012 that included the 708-unit first and second phase
of Lincoln at Central Park Apartments for $108,757 per unit, and the 360-unit Montclair
Parc Apartments at 10900 S. Pennsylvania for $99,305 per unit.
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Tulsa

There were 8 sales in Tulsa during the first six months of 2013 on properties that
exceeded 25 units in size, for a total of 1,860 units sold. This was up 20% from the
1,548 units sold at Mid-year 2012.

Total transaction volume in Tulsa was $42.8 million, as compared to $71.7 million for the
first six months of 2012. The overall average price per unit in Tulsa was $23,022 versus
$46,381 at Mid-year 2012. The big variance occurred because there were $60 million of
institutional grade assets that sold in Tulsa at the beginning of 2012 at over $95,000 per
unit, as opposed to no sales in this category during the first six months of 2013. In fact,
the highest per unit value so far in 2013 was recorded at $27,000. So again, these mid-
year comparisons become somewhat ill-defined because of the extreme pricing being
paid for Post-1990’s properties.

For Pre-1980’s properties, there were 6 transactions involving 1,468 units for an average
per unit price of $22,766. Sales of distressed assets accounted for only 16% of these
transactions. The percentage of lender owned sales has decreased from this same time
last year and the value of those distressed deals has increased, helping the average for
this category rebound from $12,742 at this same time last year. For instance, the most
distressed sale in 2012 brought $6,370 per unit, as compared to $8,984 for 2013.

There were two sales in the 1980's category for the first six months of 2013, although
pricing was somewhat constrained because of size and quality of assets. The two sales
involved 392 units for an average per unit price of $23,980. Total volume for the
category was $9.4 million, but there were no sales during the first half of 2012 for a
statistical comparison. The average price per unit at Year-end 2012 though was
$27,873, so the category is showing a 16% decline from this comparison.

There were no sales in the Post-1990's category during the first half of 2013. The first
six months of 2012 though produced opposite results with the sale of the 336-unit
Sonoma Grande Apartments at $95,833 per unit and the Estancia Apartments at
$94,898 for the 294-unit community. Both properties were purchased by Steadfast
Income REIT, who has almost single handedly set the upper benchmark on pricing in
Tulsa and Oklahoma City.

Property City Price Price/Unit # Units Age

Prairie Village  Pryor $1,450,000 $14,500 100 1975

Courtyard Seminole $1,250,000 $14,705 85 1974

Forty North Stillwater $5,500,000 $18,333 300 1970

2013 Mid-Year Sales - Outlying Markets



Total Sales Volume

51%
Compared to Mid-Year 2012 

Total Units Sold

3%
Compared to Mid-Year 2012

Average Price Per Unit

50%
Compared to Mid-Year  2012

No. of Transactions

20%
Compared to Mid-Year 2012

Oklahoma City
Average Per Unit Prices
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Outlook
As one might expect by now, multifamily remains the most sought after investment type. This is
evident in that product demand grossly outpaces transaction supply. Several factors are
supporting that sustained demand ranging from Oklahoma’s strong economy to property
fundamentals that are very strong right now with occupancies and rental rates on the rise. Look
for there to be a huge pent-up demand for apartments in the second half of 2013.

Falling cap rates on apartments will not deter investors either. Although, competition may drive
investors to go from class “A” core assets to class “B” properties built in the 1980s and even
some 1970s vintage. Competition will also spark more interest in development opportunities
where investors will seek higher returns for taking on development risk.

It is safe to say that the apartment sector is probably more competitive today than at any point in
the past. The reason is that investors took notice of our economy and how well it performed
during the Great Recession and how it held up during the economic downturn and are seeking
that stability.
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Oklahoma City Post 1990’s Post 1980’s Pre-1980’s

Number of Transactions 2 2 12

Total Number of Units 534 216 1,946

Total Number of Sales OKC 2 1 8

Total Number of Sales Edmond 0 0 0

Total Number of Sales Norman 0 1 1

Total Number of Sales Other 0 0 2

Price High per unit
Price Low per unit

$130,000
$105,208

$52,380
$38,888

$32,610
$5,932

Tulsa Post 1990’s Post 1980’s Pre-1980’s

Number of Transactions 0 2 6

Total Number of Units 0 392 1,468

Total Number of Sales Tulsa 0 1 6

Total Number of Sales Other 0 0 0

Total Number of Sales Sand 
Springs 0 1 0

Price High per unit
Price Low per unit

NA
NA

$25,000
$23,780

$27,000
$8,984



Total Sales Volume

40%
Compared to Mid-Year 2012 

Total Units Sold

20%
Compared to Mid-Year 2012 

Average Price Per Unit

50%
Compared to Mid-Year 2012 

No. of Transactions

38%
Compared to Mid-Year 2012 
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Trends to Watch in 2013
Outside direct property investment, investors have been seeking to acquire existing
debt where a maturity default has occurred. Owning the debt gives an investor the
potential avenue to owning the real estate. Maturity defaults have been on the rise,
but much like the supply and demand imbalance, there are more investors than deals.
For the most part, maturity defaults have not translated into foreclosures. Why?
Because borrowers maintain some leverage by keeping their loan payments current,
despite the default, which enables them to work something out with the lender to avoid
the legal action of a receivership or foreclosure. The opportunity that does exist is
finding some added value because of a borrower that needs to be a seller by necessity
than choice.

I think the record benchmarks we are seeing in pricing may be causing investors to
dismiss the idea of how they will dispose of an asset once they own it. The exit
strategy and knowing who they will sell the property to is of little concern for some
investors. This developing trend is helping to push prices to record levels with the
prevailing theory that rents will continue to rise and interest rates will remain low,
making everything fine.

Despite a few blips on the radar screen, the broader outlook for both short-term and
long-term growth in the apartment sector looks positive. With operating margins strong
for now, it bodes well for existing assets and the new developments we will see in
2013. It may be that by the end of 2013, the real risk for investors may have been
getting into the market too late.

Arkansas                            Oklahoma                            Kansas

Property Name Address Price No. of 
Units

Year Built Price 
Per Unit

Sale Highlights Oklahoma City
Park Place 215 NE 28th Street $4,226,000 223 1967 $18,950

Park MacArthur 4500 N. MacArthur $2,700,000 137 1969 $19,708

Wentwood 401 Tinker Diagonal $2,150,000 208 1973 $10,336

Willow Run 1025 NW 86th $3,500,000 90 1984 $38,888

Stoneridge 2681 Jefferson Street $6,600,000 126 1983 $52,380

Deep Deuce 314 NE 2nd $38,220,000 294 2001 $130,000

Olde Londontown 5516 NW 23rd Street $1,900,000 121 1969 $15,702

Yorkshire 2512 N. Glenhaven $2,800,000 111 1970 $25,225

Watermark 2701 Watermark Blvd $25,250,000 240 2012 $105,208

Property Name Address Price No. of 
Units

Year Built Price 
Per Unit

Sale Highlights Tulsa
Rockwood South 1441 E. 62nd Street S $780,000 57 1970 $13,684

Avondale 6760 S. Trenton $7,800,000 328 1980 $23,780

Southern Hills 6609 S. Lewis $2,350,000 107 1965 $21,962

Bristol Park 4414 S. Garnett $11,500,000 512 1979 $22,460

Shoreline 9601 E. 21st Place $12,240,000 464 1974 $26,379

Cedar Ridge 3301 S. 113th $1,600,000 64 1986 $25,000

The Landing 9743 E. 12th Street $1,150,000 128 1973 $8,984

Western Pines 2409 S. Maybelle $5,400,000 200 1971 $27,0008


