Hughes Private Capital Q2 2022 Investor Update

Buy and Hold Fund Continues
to Grow Steadily, Even with
Market Challenges
In March of this year, we shared that we
surpassed $200 Million in assets, which we
consider a major milestone! That trajectory has
continued steadily over the past few months.
We now have around 2,250 doors under
management within the portfolio and a total of
$239 Million assets under management.
Of this $239 Million:
• $57 Million are purchased properties in various
stages, from rehab to ready for sale to the fund.
• $65 Million are assets of the Buy and Hold Fund.
• $117 Million are titled properties held in
investors’ names. (These are composed of 1031
Exchanges or cash investors who are using
outside financing to leverage their investment
to increase their return.)
Like we reported back in March, we’ve continued
to see a slight downtick in tenant occupancy
within our markets (Akron, Toledo, and Cleveland,
OH; St. Louis, MO; and Birmingham, AL). Most of
this is due to the same struggles every industry
is experiencing right now: lack of reliable labor
to complete property rehabs in a timely manner
and lack of resources from the supply chain
hold-ups. These factors contribute to our typical
eviction and turnover process taking longer than
normal, but the good news is that our rockstar
team continues to work closely with our tenants
to ensure that all avenues of rent collection are
being explored and all home rehabilitation is
completed efficiently.

Plus, housing prices even in our “boring little
markets” (as we like to say) continue to increase,
which sometimes affects the properties that fit
within our buying criteria. This means we
occasionally have to spend more money for less
property. For example:
• In July to December 2021, we purchased 301
homes totaling $43.9 Million, with an average cost
of $146,039 per property.
• In the same 6-month duration (January through
June 2022), we purchased 210 homes totaling
$37.7 Million, with an average cost of $179,816
per property.
However, although we are purchasing more
expensive properties that may not produce as
much revenue, these are much more stable
rentals with possible appreciation.
Additionally, higher interest rates have slowed
down the amount of investors using financing to
increase their return.
We continue to follow these trends closely and
expect a softening of the market within the next
6 months or so. As always, we will keep you
informed about market changes that may impact
the funds.

Our New CEO, Aaron Noe
In case you missed the big
news, we welcomed our new
CEO, Aaron Noe, to Hughes
Capital in May. Rest assured
that we (Steve and Greg)
along with our third cofounder, Kyle Krch, aren’t going anywhere.
Having Aaron at the helm allows the three of us to
focus on what we really love, which is developing
the long-term strategy and vision for our funds
and family of companies.
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Aaron brings years of experience and expertise
in raising and managing capital. Last month’s
Hughesletter featured a conversation between
Aaron and Greg, which you can read here:
Bit.Ly/AaronNoe

Hughberry — our Vacation
Home Rental Fund — is
Officially Open for Investors
Earlier this year, we shared that we purchased
two homes in Scottsdale, Arizona for our vacation
home rental venture. We’re pleased to announce
and open this new fund, Hughberry, to our
investors. (You may have already surmised
that the fund name is composed of our two last
names: Hughes and Sixberry).
Some of you may have heard our radio
advertisements about Hughberry over the past
few months. For those new to this, vacation
home rentals are also often called “short-term
rentals” (or STRs for short) and are the types of
homes you can find on sites like AirBnB and VRBO.
We have been trying to gauge the amount of
interest in the marketplace from investors and
get as much feedback so that we could make sure
we have the right product to offer you. Based on
this research, along with the extensive data we’ve
been collecting and analyzing, we know there
is a ton of potential in this space and hope you
will join us!
Out of the two properties, one is already hosting
guests by the time you read this update. The
second home is going through our extensive setup process to transform it into a high-end, shortterm rental home featuring as many amenities
as we can dream up to make our homes the “it”
destination for guests.

Our Scottsdale properties have been beautifully
renovated to feel welcoming and luxurious. This
is the second of our two purchases there, currently
undergoing our vacation home setup process before it
will be available for guests to book.

Why Scottsdale?
We searched all over the country for the best
place to start and found a lot of benefits for
Scottsdale:
•

Over the past several years, Arizona (and
specifically places like Scottsdale and metro
Phoenix) has built up a reputation for being
one of the friendliest places to operate singlefamily vacation rentals.
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Not every state in the U.S. is friendly to shortterm rentals (STRs). Arizona, however, passed
a state-wide law prohibiting a ban on STRs.
The law is Senate Bill 1350 and it was passed in
2016. The chief provision of SB 1350 makes it
illegal for Arizona towns, cities, or counties
to prohibit property owners from using their
residential property as short-term rentals.
Regulating short-term rentals from the state
level like this is fairly unique. Most other
places around the country do not have this
kind of protection backstop and vacation
rental operators are one city council meeting
away from potentially having their entire
business outlawed.
Arizona’s stance on STRs is a huge plus for
us! To operate in a state, we pay taxes to it
and to the municipalities. It seems like that
wouldn’t be a plus (when is paying taxes EVER
a plus?) but when a state collects a tax base,
it is much less likely they’ll want to stop that
revenue stream, so Arizona is much friendlier
to operations like ours. For us as investors, the
taxes are passed onto the guests to pay.
•

Additionally, Scottsdale has tremendously
solid employment and industry for its
residents. For guests, there is plenty to do:
attractions, events, shopping, restaurants,
and more. It is a thriving area and attractive
place to be, weather-wise, for 9 months out
of the year.
Scottsdale is a unique vacation destination in
the sense that it boasts a very diversified and
thriving local economy where tourism is just
one of several factors driving the employment
base and demand for housing. According to
the National Association of Realtors (as of
March 2022), Leisure & Hospitality comprised
9.3% of the Total Employment by Industry.

If there is a serious recession and demand for
tourism declines, we will have the ability to
repurpose our houses in Scottsdale as longterm rentals, or sell them on the open market
if need be. The economy in Scottsdale is so
strong, in fact, that it has consistently ranked
as one of the top places in the country for
overall employment growth, according to
the U.S. Bureau of Labor.

Hughberry will be structured
similarly to the Buy and Hold Fund.
The three ways you will be able to invest:
1. Investors who want to do 1031 Exchanges with
us will be able to buy into a property, secured
with their name on the title to satisfy their 1031
requirements. Hughberry will master lease the
property back. The investor will be diversified
across all of the properties within the portfolio
and will not have any landlord expenses
or hassles. Hughberry will pay the investor a
monthly Performance Rent based on how the
portfolio performs. You have the choice to
receive your income monthly or let it reinvest to
compound your return.
2. You will be able to invest into the fund, own
your pro-rata share, receive your income monthly
or reinvest it to have it compound, and you will
get all the tax benefits associated with the homes.
3. Investors wanting to own their own vacation
home and not be part of the portfolio can
purchase a turnkey property. We will manage it
for them, and they will receive their return based
on the performance of their specific property.
We have included a tear sheet that breaks
down the expectations for Hughberry and the
properties. Investors will receive a cash-on-cash
Preferred Return of 7%. After the 7% is attained,
anything over 7% is split 50/50 with the Manager.
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Assuming a sale of the property in 10 years, we
are expecting an internal rate of return (IRR) of
10% to 16%. Tax benefits will include depreciation
and bonus depreciation through cost segregation
when appropriate. We will close the fund to new
investments at 24 months or sooner.
After extensive research, we’ve found a lot of
potential in this space and want you to reap the
benefits with us!
If you’re interested in getting started,
or have more questions, please
schedule a call with our team by
visiting CallHughesCapital.com,
calling 775.234.4001, or emailing
Invest@HughesCapital.com.

Secondly, we’re taking what we’ve done here in
Reno for several years (meaning, how we run
our company and operations) and replicating
that structure in our Midwest markets.
Rather than thinking of our Reno office as the
headquarters with branches elsewhere, we want
all of our teams across the country to be equally
empowered. It’s especially important that we
have the best people possible steering the ships
in these locations.
After getting to meet so many new team members
in person, we’re confident that we do.

Inspiration and Ideas Abound
at Our 2022 Team Event
In late June, we finally hosted our 2022 Reno
Alignment Event here in town, bringing together
all of our team members from across the
country. We say “finally” because we’d had
to reschedule this event a couple of times (no)
thanks to COVID, but this summer was the perfect
opportunity to make it happen. It was quite a
sight to see our whole work family all in one place,
filling a huge conference hall at the Peppermill.
This event served a few purposes: the first being,
of course, a chance for our corporate and remote
team members to meet in person. This led to
some amazing team-building and brainstorming
sessions, and we’re already witnessing the
benefits of these sessions take effect in the
company.

Until next time,
Steve Sixberry

Greg Hughes

