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Q1 To Date 2024 Market Report: Denver-Metro

AVG RENTAL RATE (UNIT)

VACANCY RATE

A 9.0%

UNITS SOLD

V¥ 2,830

UNDER CONSTRUCTION UNITS

V¥ 27,513

A $1,813

NET ABSORPTION

V 7,596

AVG. CAP RATE

A 5.0%

Note 1: The data used in this report is first quarter to date (1/1/24 - 3/7/24)
Note 2 : arrows indicate change from previous years unless otherwise specified.
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Denver-Metro Q1 QTD Market Summary

Number Units Market Market Avg . Avg . Effective
Class Sales Vol of Sales Sold Sale Cap Transaction Transaction Rent/Unit
Price/Unit Rate Price/Unit Cap Rate
A $497M 6 1,487 $376,432 4.8% $334,314 6.0% $2,029
$136M 5 521 $260,023 5.0% $260,941 5.8% $1,62
(] $156M 22 822 $202,135 5.5% $213,330 5.7% $1,298
Denver-Metro Top Sales Q1 QTD
Property Information Sale Information
Property Name/Address | Class | Year Built | Units | Vacancy Sale Date Price Price/Unit
Windsor Townhomes and
February
Apartments A 1997 352 7.1% 2024 $124,250,000 $352,982
8153 W Eastman PI.
Frospector Modem A 2022 238 | 20.2% February $75,000,000 $315,126
Apartments 2024




SECTOR OVERVIEW

Demand appears to be stabilizing in the Denver market following years of volatility. Absorption in the last
three quarters of 2023 amounted to over 2,000 units each, and these quarterly figures are largely on pace
with what was typical between 2015 and 2019. While demand has improved this year, Denver has one

of the most aggressive supply pipelines in the country with 28,000 units under construction. With the
exception of 22Q2, new supply has outpaced demand in every quarter dating back to mid-2021. Since
that time, vacancy has increased by 300 basis points to 9.0% as of the first quarter. CoStar's base case
forecast calls for new supply to outpace demand through mid-2026. As a result, vacancies are projected
to remain elevated for another eight consecutive quarters.

Denver consistently ranks among top metros nationally in terms of construction activity. Roughly 28,000
apartment units are under construction, down from the recent high observed in the first quarter of 2023
when over 37,000 units were underway. While construction activity is still high, new construction starts
have recently plummeted as developers find it increasingly difficult to obtain financing for new projects.
According to market participants, it is incredibly difficult to build in Denver right now. Local hurdles include
significant delays in the permitting approval process and the passing of the Affordable Housing Poalicy,
which now requires new developments of 10 or more units to set aside between 8-15% of units as
affordable. Leading up to its passage in mid-2022, developers rushed to submit plans to the city.
However, macroeconomic issues are compounding local issues as developers are navigating higher
construction and labor costs, making potential new developments increasingly difficult to pencil out. Most
of the projects that were grandfathered in ahead of the affordable housing initiative have yet to materialize.

Average rent levels in the region have reached $1,840/month, after rising by 0.6% in the past year.

All apartment classes in Denver continue to face headwinds for various reasons. With 13,000 units
delivered in the past 12 months, the luxury segment is competing with properties in lease up, eroding
property manager's ability to raise rates. Over the last 12 months, annual rent growth in 4 & 5 Star assets
retreated from 13.1% to -0.1%. Demand is suppressed in the 1 & 2 Star and 3 Star segments as lower-
to middle-income households seek out alternatives in the face of a high cost of living. Additionally, after
the steep rent increases in previous years, property managers are reporting difficulty in finding qualified
renters. Annual rent growth has amounted to just 1.6% in the Class B segment and 2.7% in the Class A
segment.
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