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EXECUTIVE SUMMARY

The U.S. multifamily market is transitioning from a record supply and demand cycle toward a more balanced, but increasingly
divergent, recovery phase. While elevated deliveries continue to pressure occupancy and rent growth in portions of the
market, particularly across supply-heavy Sun Belt metros, forward-looking fundamentals are improving. Future supply is
declining rapidly, affordability dynamics have strengthened, demand is bolstered by delayed homeownership and liquidity is
beginning to recover following several years of repricing.

This uneven and differentiated market rebound supports a multi-pronged strategic response that integrates acquisitions,
operating execution, and selective next-cycle ground-up development pipeline control. In our opinion, the next phase of the
cycle will be defined less by broad market appreciation and more by submarket selection, basis discipline, and executable
asset-level value creation business plans. The strategic framework is informed by five critical market dynamics:

= The supply wave is ending rapidly. Multifamily deliveries are projected
to decline by more than 60% over the coming years as construction starts
have fallen to their lowest levels since the GFC. This dramatic supply
contraction creates a thinning future delivery pipeline and positions
well-selected markets for accelerating rent growth and for compelling
next-cycle development opportunities as competitive supply diminishes.

= Affordability dynamics are becoming increasingly supportive of rent
growth. Income growth has outpaced rent growth across many markets
since 2019, supporting future rent increases.

= Demand is bolstered by durable sector tailwinds. While employment
growth has cooled, the asset class continues to benefit from the
rent-versus-own affordability gap, delayed homeownership, and shifts in
lifestyle preferences expected to drive sustained demand for rental units.

= Replacement cost dislocation and pricing gaps are creating selective
acquisition opportunities. Construction costs have outpaced
the increase in multifamily values since 2019, creating acquisition
opportunities at a discount to replacement cost that vary by market and
product type, while the gap between public and private market valuations
remains near levels historically seen only during the Global Financial
Crisis (GFC).

STRATEGIC FRAMEWORK:
A THREE-PRONGED APPROACH

Against the backdrop of divergent market dynamics, the current opportunity set supports a three-pronged strategy. On the
investment side, a prudent posture balances the acquisition of assets offering near-term NOI stability in markets with durable
fundamentals together with basis-driven opportunities where supply pressure has reset values well below replacement cost
and created pricing upside. Operationally, performance-driven execution centers on protecting cash flow through renewals,
pricing discipline, and expense control, while actively managing through the supply transition with targeted incentives until
concessions burn off and effective rents recover. Looking ahead, controlling a selective ground-up development pipeline

in high-barrier submarkets can secure future upside by positioning deliveries into a thinning 2027-2029 supply window as
construction starts fall and local constraints limit new supply.

This paper applies a market-scoring framework that classifies major U.S. multifamily markets into three performance groups
based on operating fundamentals, affordability, rent momentum, and relative valuation. Tier 1 markets reflect sustained
rent growth and constrained supply supporting near-term NOI durability, Tier 2 markets exhibit resilient but more timing
and submarket dependent fundamentals, and Tier 3 markets face near-term oversupply but offer basis driven opportunities
with recovery potential. Together, this tiering provides a disciplined lens for aligning acquisitions, operations, and selective
development strategies across an uneven market recovery cycle.
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A RECEDING CONSTRUCTION WAVE:
SUPPLY DYNAMICS BY MARKET TIER

Nationally, the multifamily market is still absorbing the tail end of a historic wave of new supply. Although deliveries
have begun to moderate from their 2024 peak, the cumulative volume of units delivered since 2023 continues to weigh
on occupancy and extend stabilization timelines across several markets, particularly in portions of the Sun Belt where
construction activity accelerated aggressively during the post-pandemic recovery.

However, forward supply dynamics are becoming increasingly supportive of multifamily fundamentals. Higher interest rates,
tighter construction financing, and elevated development costs have caused development pipelines to contract rapidly across
much of the country. Key national supply trends include:

= Net delivered multifamily units peaked at just under 700,000 units nationally in 2024, representing the largest wave
of new supply in decades. Deliveries are projected to decline by more than 60% over the coming years, falling to
approximately 234,000 units by 2028, representing the lowest annual levels since the market emerged from the GFC.

= Construction starts continue to fall sharply. Starts totaled just 54,000 units in the first quarter of 2026, the
lowest quarterly level since 2012, and less than one-third of the roughly 180,000 unit quarterly average recorded
during 2022.

While the national backdrop is important, multifamily supply pressures have been highly uneven across markets. The recent
development cycle was disproportionately concentrated in Sun Belt metros, where strong population growth, relative
affordability, and easier development environments supported an unprecedented acceleration in construction activity during
the post-pandemic period. As a result, many of these markets are experiencing significant near-term pressure on occupancy
and effective rents as newly delivered units continue to lease up.

Exhibit 1 highlights the extent to which construction activity surged above historical norms in recent years, as well as the
magnitude of the subsequent decline relative to both recent peaks and to average construction levels over the prior decade.

EXHIBIT 1: AVERAGE NET CONSTRUCTION UNIT DELIVERIES, 2026-28 AVERAGE VS. PREVIOUS?
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1. Note that 10-year average covers 2016 to 2025. Peak reflects highest calendar year of post-pandemic period.
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The recent surge in deliveries has translated into elevated vacancy rates. As shown in Exhibit 2, current vacancy levels in
many markets remain above their respective 20-year averages, reflecting the ongoing process of absorbing recently completed
supply. Of note is the distinction between stabilized vacancy rates and overall market vacancy rates. Stabilized vacancy
measures only assets that have reached operational stabilization, whereas overall vacancy rates also capture newly delivered
properties that remain in initial lease-up.

On the demand side of the equation, absorption activity has moderated over the last three quarters following several years
of exceptionally strong leasing demand. However, despite the substantial macroeconomic shifts experienced in recent years,
including elevated mortgage rates that slowed migration activity, and significant volatility in employment growth, the relative
pattern of demand across multifamily markets has remained surprisingly stable. Markets that have historically demonstrated
durable demand drivers generally continue to do so, even amid a slower overall growth environment. That said, demand
conditions remain an important variable to monitor moving forward, particularly as evolving employment trends and changes
in immigration policy could meaningfully influence household formation and future absorption across certain markets.

The gap between current overall vacancy and long-term historical averages provides a useful measure of the excess vacancy
that still must be absorbed as construction activity subsides and recently completed units stabilize. Notably, Chicago, San
Francisco, and New York are currently the only major markets where both overall vacancy rates and stabilized vacancy
rates are already below their respective 20-year historical averages, suggesting these markets remain well-positioned. On
the flip side, Austin, San Antonio, and Denver have significant excess vacancy to work through, creating near-term operational
challenges but also positioning select assets for meaningful rebound upside as supply pressures normalize.

EXHIBIT 2: TOTAL AND STABILIZED VACANCY RATE DIFFERENCES TODAY VS. 20-YEAR AVERAGE?

%
6%
5%
4%
3%
2%
1%
0
7 ¢
o 'S B vs. 20-Year Avg
-2% -
’ Stabilized vs. 20-Year Avg
-3%
0O 90 X 9 > © o ® ¢ @ ®© S ® B F ® o € ©®© © 8 £ O X @® @8 5 0o c
o £ = = = = = E «© Y= 8« £ = £ 9 = 5
s 2 8 3568 ¢ 5§ L 2§ s & b g EEE G 8 58 ¢ §5 B
£ 9 W 9 ¢ O g 0 & £ £ s T = > & 5 8 E g § 4o 2 §F =T o £ 2
£ ¢ 2 ¢ ® £ = T 5 +~ 3 £ @ g Ao £ <
O 8 8 < % ¢ g g @O F e 5 Qo @ O 5 € & r & 2 <
L 2 c £ ®© < g @ & o @ T [} 2 5
g & £ O F S B 4 O =
(%]

Source: CoStar, Affinius Capital Research

While elevated vacancy rates remain a near-term headwind in portions of the multifamily market, the rapid slowdown in future
construction activity should gradually restore market balance over the coming years. As recently delivered units stabilize

and the supply pipeline contracts, vacancy rates across many markets are likely to move back toward long-term historical
averages, assuming macroeconomic conditions remain relatively stable. Exhibit 2 is a framework for understanding where
near-term recovery potential may be strongest, as historically, vacancy rates reaching their long-run average has coincided
with accelerating rent growth, as concessions begin to burn off and landlords regain pricing power.

2. Note that 20-year average covers 2006 to 2025.
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AFFORDABILITY S ——--

DYNAMICS SUPPORT 77
FUTURE RENT GROWTH

Another tailwind to rent growth as we enter the next
phase of the cycle comes from easing rent burdens.
Multifamily affordability has quietly improved over the
past several years. Since 2019, income growth has
outpaced rent growth across many markets, as shown in
Exhibit 3, serving to ease affordability pressures. This
dynamic has been most pronounced in coastal markets
that lagged during the early pandemic rent acceleration,
as well as in several Sunbelt markets where recent rent
declines have reset affordability levels. These conditions
suggest a degree of embedded runway for rent growth in
the coming years. By contrast, markets on the right-hand
side of the exhibit, largely concentrated in the Midwest,
have experienced stronger recent rent growth without

a commensurate increase in incomes, indicating that
affordability constraints may begin to temper forward rent
growth potential.

EXHIBIT 3: CHANGE IN MEDIAN HOUSEHOLD INCOME VS. MULTIFAMILY RENTS, 2019 TO 2025
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Source: CoStar, Affinius Capital Research
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A second tailwind to rent growth and demand is the cost of homeownership relative to renting, which remains near historical
highs. Exhibit 4 breaks down the contribution since 2019 by factor across the top 30 markets, highlighting that the primary
drivers of the increase in ownership costs nationally have been home price appreciation and higher mortgage rates, driving
60% and 29% of the cost increase, respectively. The change in multifamily rents over the same period, shown by the blue
diamonds, underscores that even with a meaningful decline in mortgage rates, the own vs. rent affordability gap would remain
wide. Markets such as Phoenix, New York, Atlanta, Los Angeles, and Orlando stand out as having experienced the most
significant deterioration in homeownership affordability relative to renting. This dynamic should support multifamily demand,
as marginal household formation increasingly skews toward renting and higher-income households remain renters for longer.
The strategic implication is that the homeownership affordability gap reinforces demand across all market tiers.

EXHIBIT 4: RENT GROWTH INCREASINGLY AFFORDABLE VS. RISING MORTGAGE COSTS
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Source: Moody'’s Analytics, RealPage, ICE, Bloomberg, Affinius Capital Research

THE RETURN OF LIQUIDITY AND THE
PUBLIC-PRIVATE VALUATION GAP

Three Federal Reserve rate cuts at the end of 2025 catalyzed some momentum in the commercial real estate capital markets.
While the market has experienced multiple false starts over the past few years, there are increasing signs that liquidity
conditions are improving and investor confidence is beginning to rebuild.

= Borrowing costs for multifamily assets through the agencies currently sit at approximately 5.1%,> down meaningfully
from a peak near 6.0% in late-2024. Lower financing costs are beginning to support underwriting and transaction
feasibility once again.

= Transaction activity began to improve, with overall commercial real estate transaction volumes increasing 28%
year-over-year in the first quarter of 2026. However, multifamily has lagged the broader recovery. Multifamily
transaction volumes increased only 6.5% year-over-year, compared to a 39% increase across non-multifamily property
sectors. Relative to pre-pandemic activity levels, multifamily transaction volumes remain approximately 15% below
20109 levels, while the remaining major property sectors are back to pre-pandemic levels. We continue to monitor the
conflict in Iran and resulting higher interest rates, as this may further delay the transaction volume recovery.

3. AsofJuneb5, 2026.

AFFINIUS CAPITAL U.S. MULTIFAMILY MARKET BIFURCATION 5



Despite improving liquidity conditions and a gradual recovery in transaction activity, property valuations have remained
remarkably flat in recent periods, suggesting the sector’s repricing adjustment may be finished. Key valuation indicators include:

= The FTSE NAREIT Apartment Index, as of May 2026, remains essentially flat relative to levels from three years earlier.*

= The NCREIF Property Index (NPI) similarly indicates limited movement in private market apartment valuations, with
apartment values effectively flat over the last seven quarters and increasing just 0.6% cumulatively since Q2 2024.

Historically, periods where values flatten following a repricing have often preceded renewed appreciation as capital markets
normalize and operating fundamentals improve. With a potentially higher inflation environment, multifamily remains an
effective hedge, as our RESEARCH\ shows that apartment returns have historically demonstrated some of the strongest
positive correlation to rising inflation across the major property sectors, supported by shorter lease durations and the ability
to reprice cash flows more rapidly. As we assess the current phase of the cycle, however, several important differentiators
stand out.

= Since 2019, multifamily construction costs have increased by approximately 43%, materially outpacing the
roughly 21% appreciation in asset values, though the resulting replacement cost dislocation varies meaningfully by
market and product type. As values have lagged replacement costs, select near-term acquisition opportunities have
become increasingly compelling, especially for newer, high quality assets that would be difficult to replicate today.
Concurrently, the sharp decline in future supply supports controlling selective next cycle development opportunities in
well chosen submarkets as competitive deliveries diminish.

= The pricing gap between the public and private markets also remains unusually wide, at levels previously observed only
during the Global Financial Crisis, as shown in Exhibit 5. REIT valuations remain 32% below the 2021/22 peak levels,
whereas the private market is down just 17%, suggesting relatively attractive entry points via the public markets.

EXHIBIT 5: MULTIFAMILY REIT VS. NFI-ODCE CAP RATES
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Source: NCREIF, Green Street, Affinius Capital Research

Pricing adjustments have been uneven across markets and performance tiers, resulting in pronounced dispersion in relative
value and forward return potential across the multifamily landscape. Valuation resets have varied geographically, with Tier 1
Coastal markets offering relatively attractive valuations, from a long-run perspective, and constrained supply levels. At

the same time, yields in several Sun Belt markets remain comparatively low relative to historical norms despite the recent
supply wave and softer near-term operating performance, albeit with deeper discounts to replacement cost that create more
asymmetric, basis-driven, recovery-oriented opportunity sets.

4. Asof May 8, 2026.
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= Tier 1 markets represent the highest conviction
targets for acquiring assets with near-term NOI

EXHIBIT 6: MULTIFAMILY PERFORMANCE
OUTLOOK COMPARISON ACROSS MARKETS
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growth potential and offer the most attractive nodes for selectively controlling next cycle ground up development,
where delivery timing can be positioned into a thinning 2027-2029 competitive set as starts decline. San Francisco
exemplifies Tier 1 positioning, combining elevated rent growth, low vacancy relative to historical average, and strong
income to rent dynamics, alongside selective basis opportunities where high density infill Type | assets trade at
meaningful discounts to replacement cost. On the development side, the collapse in construction starts and persistent
entitlement barriers make San Francisco an attractive market for selectively controlling next cycle pipeline, positioning
future deliveries into a thinning 2027-2029 supply window.

Tier 2 markets currently demonstrate more mixed signals, with outcomes that can be timing and submarket dependent.
Boston illustrates the balanced, submarket driven strategy required in Tier 2 markets. Acquisition activity targets core
plus assets in supply constrained submarkets with durable demand, while selectively underwriting localized delivery
pockets where timing driven volatility has created attractive relative value entry points. Operationally, execution
centers on protecting cash flow through renewals and pricing discipline, supplemented by tactical concessions in
submarkets absorbing new supply. Development exposure is highly selective, focused on infill opportunities in high
barrier locations with favorable entitlement profiles, allowing controlled participation in the next cycle without
assuming broad supply risk.

Tier 3 markets, concentrated in select supply heavy Sun Belt markets and Midwest markets where recent rent increases
have strained affordability, face more near-term headwinds. Austin represents a Tier 3, recovery oriented opportunity
set shaped by near-term oversupply and longer term demand durability. Acquisitions are basis driven, targeting newer
institutional assets trading at deep discounts to replacement cost as elevated vacancy and negative rent momentum
weigh on pricing. Operating strategy is proactive, emphasizing lease up execution, targeted concessions, and expense
control to bridge the absorption period while preserving effective rent floors.

This combined framework links quantitative market scoring to a clear performance tiering system, as shown in Exhibit 6,
providing a consistent lens for capital deployment, operating execution, and selective development across the cycle.
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CONCLUSION

The U.S. multifamily sector is transitioning from one of the most significant supply and demand cycles in modern real
estate history toward a more balanced, but increasingly divergent, recovery phase. While near-term pressure persists across
supply-heavy Sun Belt metros, where elevated vacancy and concessions reflect the tail end of a historic construction

wave, the forward-looking backdrop is becoming increasingly constructive. Construction activity is collapsing nationally,
affordability dynamics are improving, the rent-versus-own equation remains highly supportive of renter demand, and capital
markets liquidity is beginning to recover after several years of dislocation.

The next phase of the cycle will be defined less by broad market beta and more by precision: market selection, basis
discipline, submarket-level underwriting, and executable asset-level value creation.

Against this backdrop, the opportunity set supports a three-pronged strategic framework that integrates acquisitions,
operating execution, and selective next-cycle development positioning. On the investment side, a prudent approach should
balance assets offering near-term NOI upside, where durable demand, constrained supply, and favorable affordability

trends support sustained pricing power, with opportunistic, basis-driven acquisitions where supply pressure has created
dislocation and future recovery upside as absorption progresses. On the operating side, performance-driven execution will
remain a critical differentiator during the supply transition period, centered on protecting cash flow through renewals, pricing
discipline, and expense control while actively managing through near-term volatility with targeted incentives until concessions
burn off and effective rents recover. On the development side, the sharp decline in construction starts is opening a narrow
window to control selective, high-barrier development opportunities in Tier 1 and certain Tier 2 submarkets, effectively
positioning future deliveries into a thinning 2027-2029 supply window where local constraints and collapsed construction
pipelines may create a structurally undersupplied environment and accelerate rent growth.

Portfolios positioned to execute across this three-pronged framework are well situated to generate differentiated,
risk-adjusted returns as the market transitions into its next phase. The combination of collapsing future supply, improving
affordability, durable demand tailwinds, and replacement-cost dislocation creates a compelling forward environment, but
one in which precision, differentiation, and execution will matter more than at any point in the last decade. Investors who can
successfully navigate market heterogeneity, deploy capital with discipline across performance tiers, and maintain operational
excellence through the transition period are positioned to capture disproportionate value as the cycle evolves.
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