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Some real estate investors think the homeownership era is over — and the rental era is just beginning.

A partnership with offices in Sacramento and Santa Rosa is among those betting on it. Praxis Capital LLC, which began 18 months ago to
make money by fixing and flipping repossessed houses, last week launched a new effort to draw profits by renting out those properties.

“Homeownership is down by 2 percent” nationally, said Brian Burke, senior managing director at Praxis. That trend is likely to continue,
he said, meaning that a boom in rentals could be coming.

Praxis has bought 200 Northern California homes and 63 in the Sacramento region with the intention of selling them quickly. But the
firm’s newest venture, PLC Income and Appreciation Fund LP, will buy and hold entry-level homes, rent them out to generate cash flow
and — hopefully — see them appreciate over time. Investors in the company’s previous funds had one-year exit clauses; the new fund
has a five-year term.

It’s unclear whether other investors will follow suit. But they might, given the relatively bright outlook for rental properties.

“It’s the darling of real estate,” said Marc Ross, a senior associate with brokerage CB Richard Ellis and a specialist in multifamily
housing. “The fundamentals have been doing quite well.”

Capital-area apartment vacancy rates have dropped from 7.4 percent a year ago to 5.7 percent, according to the firm’s surveys. Many of
those apartment dwellers once owned homes.

Attitudes toward homeownership are changing as well, even among those who can afford to stay in their houses.

“In the past people were told buying a home is an investment — it’s how you build a nest egg for your later years,” Ross said. “Then
people started to view homeownership as a commodity, not an investment. When you look at some areas in the suburbs, where there is
a bunch of identical homes, it certainly looks like a commodity.”

Multifamily housing is likely to see a boost as a result, said real estate consultant John Burns of Irvine. “The stars are aligning for an
apartment boom” because of tighter lending standards and fewer potential homeowners with the capital for a down payment, he said in
a market outlook memo.

Ross expects rents to rise as vacancy rates tighten in the next few years. One reason is there has been no significant apartment complex
construction in the past three years and won’t be any for the next three, he said. That bodes well for investors hoping to rent out homes
as well.

Whether for rental or resale opportunities, investors are pouring into the market and now represent more than one in three buyers.

Real estate information firm DataQuick Information Systems reported investor-purchased homes in the capital region are at their highest
level since 1988.

In January, cash buyers made up 37 percent of all buyers in Sacramento County, while absentee buyers numbered 34 percent. That’s
nearly twice the rate of absentee buyers over the past 23 years.

“The whole state is near record-levels of cash buyers,” said DataQuick spokesman Andrew LePage. “A lot of them figure we are at least
near the bottom. In some neighborhoods you can buy a home for less than you could 10 years ago.”

In El Dorado County, 34.8 percent of buyers paid cash, and 28.5 percent were cash buyers in Placer County.

There are plenty of properties for them to buy. Foreclosures and short sales make up about 60 percent of the market, LePage said.

The opportunities are prompting other companies without previous experience in the rental market to take a look, Ross said. That
includes commercial real estate firms that had been exclusively developers of offices or retail. Small homebuilders from the Bay Area who
cannot compete with the price of a foreclosed house also are plunging into the multifamily market, he said.

Many of Praxis’ principals also were homebuilders, coming from Santa Rosa-based Rivendale Homes Inc. They joined with Burke, who has
been buying foreclosures for 20 years.
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“We realized homebuilding was not the model to be in,” Burke said.

Eric Peterson, managing director for Praxis’ Sacramento office, said the company examines real estate on a neighborhood level and
also has been active in Solano and Sonoma counties. His staff attends foreclosure auctions but also works to buy homes directly from
lenders who have repossessed them. Praxis has in-house construction teams and real estate agents to fix up and market its homes.

The company’s target is at least a 30 percent discount to present value. In a recent transaction, Praxis purchased a foreclosed 1950s-era
Arden-Arcade bungalow with outmoded white vinyl siding for $146,000. The company ploughed $32,000 into new stucco, granite counter
tops and refinished hardwood floors and had a buyer under contract at $237,000 within two months — a 33 percent profit.

The firm solicits institutional funds and investors accredited by the Securities and Exchange Commission, and requires a minimum
investment of $100,000.

“We’re in the middle of the most exciting time,” Burke said. “The best play in today’s economy is not the stock market, it’s in distressed
real estate.”
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