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Dear Reader:

No one likes to be the bearer of bad news, especially me. But with all the dire messages out there about
the weak performance of the economy, the overheated situation in the financial sector, and the fragile
state of the housing market, it looks as though our chances of heading into a recession — if we aren't

already there now — have increased tremendously over the past few months.

In our lead story, "Rough Road Ahead For Investors," read about how negative economic factors, such as
job losses and weak retail sales growth, impact the industry — not just now, but in the near term. After
speaking to numerous investors this quarter, | am sorry to write that things will probably get worse before

they get better.

To help better understand where the commercial real estate industry is heading, | have included a four-
page Overall Cap Rate Analysis section, which includes two new features that will be in the Survey on a
quarterly basis going forward. The first is a breakout of three key assumptions — discount rates, overall
capitalization rates, and residual capitalization rates — for the CBD and suburban submarkets of each
individual office market. The second is an overall capitalization rate forecast for each market. | know that

you will find this new information very valuable.

Also in this issue is the semiannual National Lodging Highlights, as well as information on the four lodg-
ing segments. With both demand and room rate growth decelerating, read this section to find out how

each lodging segment will perform in 2008 and 2009.
To kick off 2008, the cover of the Survey, as well as its table of contents page, small and large tables, text
layout, and various charts and graphs, have been updated to provide a fresh, more contemporary look.

In the coming months, | look forward to debuting more features and enhancements.

As always, | invite your comments and feedback.

Sincerely,

Susan M. Smith
Editor-in-Chief
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National Highlights
ROUGH ROAD AHEAD FOR INVESTORS

EVERYWHERE INVESTORS TURN, BLEAK NEWS REPORTS BROADCAST THE MESSAGE THAT THE
PROBLEMS THAT SPURRED THE HOUSING DOWNTURN AND SUBSEQUENT CREDIT CRUNCH
HAVE UNFORTUNATELY OVERFLOWED INTO THE COMMERCIAL REAL ESTATE INDUSTRY. "Bad

%ag Egiai@ news is everywhere, and it all negatively impacts commercial real estate to some

: degree," bemoans a participant. Mortgage losses are up. Absorption levels are down.
2 Consumer debt levels are up. Same-store retail sales growth is down. Foreclosure rates
nV@ Sio r have soared, and financial write-downs appear far from over. While these occurrences

: alone cause many investors to feel uneasy, combined they convey the fearful message

S U ?V%y that a U.S. economic recession is not only imminent, but could already be here.

The latest piece of troubled news to darken the outlook of the U.S. economy and
the commercial real estate industry was the U.S labor market's loss of 63,000 jobs in
February 2008 — the most in nearly five years, according to the Bureau of Labor
Statistics. This loss comes as a surprise to many economists, who expected either no
gain or a minimal increase in jobs, and is amplified by a downward adjustment to
January's job losses (revised to reflect a loss of 22,000 jobs).

The payroll losses in January and February occurred in various office-using employ-
ment sectors, including financial industries (a loss of 12,000 jobs) and temporary help
(a loss of 28,000 jobs). While these job losses do not immediately shift the office sec-
tor's supply-demand imbalance in favor of tenants, the unwillingness of companies to
hire additional workers and/or expand their space needs has been noticed by many
landlords. "We definitely see fewer companies looking for space," shares a participant.

Since the office sector's fundamentals tend to lag shifts in the U.S economy, in-
vestors who foresee job loss trends throughout 2008 are bracing for rocky times in
2009 and 2010. "Flat or negative job growth in 2008 will be felt several months out
when leases come up for renewal, and companies give back space in order to curtail
spending," says an investor. Many investors, however, believe that a downturn in the
office sector would be short lived due to its current sound fundamentals.

The same, however, may not be true for the retail sector, where a tremendous
amount of new space is being delivered just as demand is falling. The retrenchment
of the U.S. consumer has caused numerous retailers, such as Sharper Image, Pacific
Sunwear, and Wilsons Leather, to close stores. "Many retail CEOs think that things
will get worse, not better, over the next six to 12 months," remarks an investor. And, it
appears that consumers agree. In February 2008, the Consumer Confidence Index fell
sharply to 75. In comparison, the Index averaged about 103 throughout 2007.

Due to such bleak economic data, the bid-ask pricing gap that started to materi-
alize following the credit crisis continues to widen, keeping sales activity to a mini-
mum. "There is so much uncertainty right now that buyers and sellers don't know
how to price assets," comments a participant. In addition, the ability to secure debt —
any amount of debt — has become increasingly difficult. "Banks aren't even lending to
each other," quips an investor. With some analysts predicting commercial real estate
values to drastically fall in 2008 — forecasting declines of 20.0% or higher, many inves-
tors are crossing their fingers and hoping that fundamentals stay sound and the econ-
omy rebounds sooner rather than later. Buckle up; we could be in for a bumpy ride. ¢
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Overall Cap Rate Analysis

THE FACT THAT BUYERS AND SELLERS
STAND AT ODDS OVER PRICING PRESENTS
A GOOD OPPORTUNITY TO EXAMINE
OVERALL CAPITALIZATION RATE (OAR)
TRENDS, AS WELL INTRODUCE TWO NEW
QUARTERLY ADDITIONS TO THE SURVEY —
(1) THE FORECASTING OF OVERALL CAP
RATES FOR EACH MARKET AND (2) A
BREAKOUT OF OVERALL CAP RATES FOR
THE CBD (CENTRAL BUSINESS DISTRICT)
AND SUBURBAN SUBMARKETS OF EACH
INDIVIDUAL OFFICE MARKET. An analysis
of the overall cap rates for the lodging
industry, which tracks the changes over
the past five years, is also included.
The following overall cap rate
analysis will hopefully not only pro-
vide insight into where we have been
and where we are, but it will shed
some light on where we are going.

AVERAGE OAR COMPARISON

On a year-over-year comparative basis,
the average overall capitalization rates
for all the markets surveyed declined
an average of 30 basis points between
the first quarter of 2007 and the first
quarter of 2008 (see Exhibit 1). The
only exception was the Suburban
Maryland office market, which report-
ed a very small increase during that
time period. The largest average OAR
decline occurred in the Houston office
market, which reported a drop of 118
basis points. The Houston office market
posted steady declines in vacancy and
robust increases in rental rates through-
out 2007 and has drawn a lot of atten-
tion from investors.

Interestingly, some of the top-per-
forming office markets in the country,
such as Manhattan and Washington,
DC, experienced some of the lowest
declines in their average OARs over the

past year. "Overall cap rates can't get

much lower in Manhattan," comments
a participant. Over the past year the
average OAR declined only nine basis
points for Manhattan, while it dipped
12 basis points for Washington, DC.

When analyzing the overall cap rate
shifts on a quarterly basis, it is appar-
ent that the current repricing environ-
ment has impacted overall cap rates.
Over the past two quarters, the rate at
which average OARs have declined has
shrunk (see Exhibit 2). Between the
first quarter of 2008 and the end of
2007, the average overall cap rate for
each surveyed market increased an
average of two basis points. By com-
parison, they decreased an average of
about 15 basis points between the first
and second quarters of 2007.

In an upset to the seemingly un-
ending declines in average OARs, an
increasing number of markets have
reported slight upticks in their average
overall cap rate for the past two quar-
ters. In the fourth quarter of 2007, 13
of the 26 surveyed markets posted
increases in their average OAR. In the
first quarter of 2008, eleven markets
posted increases in their average OAR
while nine of them reported no change.

Individual office markets that report-
ed back-to-back quarterly increases in
average overall cap rates include Atlan-
ta, Boston, Denver, and San Diego.
While these markets performed very
well during the recent expansion, a
slowdown in job growth and untimely
additions to supply are negatively
impacting underlying fundamentals.
"There is still a lot of construction, so
rents have been flat," remarks a San
Diego office participant. "We are most
concerned about the impact of nega-
tive job growth on absorption," reveals
an Atlanta office participant

Amid these increases and stand-
stills, it is worth noting that overall cap
rates remain at historically low levels.
In comparison to the first quarter of
2005, the average OAR of all the mar-
kets surveyed is down about 130 basis
points (see Exhibit 2). Over that three-
year period, the largest OAR declines
occurred in the San Francisco office

Exhibit 1
OVERALL CAPITALIZATION RATES
First Quarter 2008

Annual
National Markets Average  Change*
Apartment 5.79% - 10
Warehouse 6.47% =31
CBD Office 6.63% - 24
Regional Mall 6.68% - 2%
Power Center 713% - 15
Surburban Office 7.13% - 52
Strip Shopping Center  7.28% - 10
Flex/R&D 7.47% -26
Office Markets
Manhattan 5.55% -9
San Diego 6.08% =17
San Francisco 6.11% - 45
Wiashington, DC 6.16% - 12
Los Angeles 6.16%  -43
Phoenix 6.55% —
Denver 6.63% —
Northern Virginia 6.83%  -16
Suburban Maryland 6.92%  +3
Chicago 7.00% =22
Atlanta 7.08% - 30
Houston 7.25% - 118
Charlotte 7.27% —
Boston 7.34% - 23
Southeast Florida 7.80% - 2%
Pacific Northwest 7.81% - 71
Dallas 7.95% - 26
Philadelphia 8.15%  -40
KD[** 6.89% -35

* Basis points
** Korpacz Dividend Indicator (see Definitions)
Source: Korpacz Real Estate Investor Survey”
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Exhibit 2
OVERALL CAPITALIZATION RATE TRENDS
Basis Point Changes

1004 4007 3007 20307 1004

OVER OVER OVER OVER OVYER
MARKET 1007 2087 2007 1007 1605
National Regional Mall 0 -18 =2 -1 =65
National Power Center 0 +13 =6 -22 =91
National Strip Shopping Center  + 4 +4 =15 -3 -~ 58
National CBD Office =1 -4 =15 -4 =163
National Suburban Office =7 -4 =5 -36 =150
Atlanta Office +3 +3 =15 -21 =133
Boston Office +13 +7 =25 -18 =141
Charlotte Office +39 _a ca _a ~a
Chicago Office +15 -19 +5 -23 =121
Dallas Office 0 +4 =22 -8 ~95
Denver Office +22 +3 =35 _a ~a
Houston Office -34 -13 =16 -55 =194
Los Angeles Office 0 +2 =18 -27 =228
Manhattan Office +3 0 =12 0 =190
Northern Virginia Office 0 +2 0 -18 - 117
Pacific Northwest Office 0 +8 =79 0 =115
Philadelphia Office 0 0 0 -40 =102
Phoenix Office +5 _a ‘a _a ‘a
San Diego Office +4 +4 =25 _a Ca
San Francisco Office =5 +9 ~32 -17 =234
Southeast Florida Office 0 0 =21 0 =114
Suburban Maryland Office 0 +9 +5 -11 =94
Washington, DC Office +2 0 =7 -7 =115
National Flex/R&D Market =13 +5 =5 -13 =122
National Warehouse Market =1 -5 =5 -20 =141
National Apartment Market +4 -1 =4 -9 =95
Simple Average +2.0 + 0.4 =144 -153 =130.8
(a) Data was not available for this time period.
Source: Korpacz Real Estate Investor Survey®

market (down 234 basis points) and
the Los Angeles office market (down
228 basis points). Like many other
coastal cities, these West Coast power-
houses continue to draw a tremendous
amount of interest and capital from
investors. Although their average OARs
have held relatively stable for the past
two quarters, they remain extremely

low in comparison to the other indi-

PRICEWATERHOUSECOOPERS LLP

vidual office markets in our Survey.

CBD AND SuBURBAN OARs

While overall capitalization rates vary
between markets, they also do so with-
in a given market for many of the same
reasons — location, tenant quality, sup-
ply/demand imbalance, etc. We are
pleased this quarter to debut a break-

out of overall cap rates, as well as dis-

CONFIDENTIAL TREATMENT REQUESTED BY BARCLAYS

count rates and residual cap rates, for
the CBD and suburban submarkets of
each individual office market in our
Survey (see Exhibit 3).

In reviewing the breakout of OARs,
it appears that for the most part overall
cap rates are lower in the CBD sub-
markets than in the suburbs. In the first
quarter of 2008, the average OAR for
the CBD submarkets sat 44 basis points
below the average for the suburbs. A
main reason for this difference is that
higher barriers to entry and a lack of
available land for new development
tend to keep the supply-demand equa-
tion a bit more balanced in a market's
CBD. In addition, downtown cores
tend to provide better forms of mass
transportation and embody a 24-hour,
live-work lifestyle that appeals to many
individuals. As a result, CBD assets are
generally perceived as providing less
investment risk to the owner — less
risk, lower overall cap rate.

The widest gap between CBD and
suburban overall cap rates is seen in
the Boston office market. Boston's high-
tech sector, which was mainly concen-
trated in suburban office areas, got
pummeled during the last recession.
Consequently, Boston's local economy
and office market were a bit slower to
recover than many other major metro
areas. Over the past couple of years,
however, strong job growth spurred
Boston's rebound, which has been par-
ticularly noticeable in its downtown
core, where strong increases in rental
rates have been reported.

Less of a difference in overall cap
rates is seen in the CBDs and suburbs
of Phoenix, Houston, and Dallas. In
Dallas, perpetual additions to supply
and a lack of a 24-hour, live-work
downtown environment are the main
reasons investors see very little differ-
ence in overall cap rates between CBD
and suburban office assets.

www.pwcreval.com | 4
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LOOKING AHEAD

It is important to remember that Survey
participants reflect a cross section of
major institutional equity real estate
investors who invest primarily in insti-
tutional-grade property in the top-per-
forming markets across the country. So,
while various articles within magazines,
newspapers, and trade publications
indicate that overall cap rates "have
noticeably increased," many of our
participants have yet to see such occur-
rences. "We are mostly seeing higher
cap rates for Class-B and Class-C prop-

erties," notes a participant. "We don't

look at anything that isn't 'A' quality,
so we haven't seen the 50- to 100-
basis-point swing that some investors
are talking about," comments another.
Nevertheless, an overwhelming
majority of Survey participants expect
overall cap rates to increase over the
near term. "A pending recession and
capital market turmoil should result in
higher cap rates and decreasing val-
ues," remarks a participant. As shown
in Exhibit 4, the increases range up to
200 basis points (in the Houston office
market) and average 35 basis points.

Of all the national markets covered

in our Survey, the regional mall market
is expected to experience the highest
average increase in overall cap rates
over the next six months, climbing 75
basis points. "l think the mall market is
in for a massive rise in cap rates over
the next 6 to 24 months," predicts a
regional mall participant. For many
retail properties, a drop in consumer
spending has weakened retail sales
growth, causing some stores to close
and downsize their expansion plans.
With consumers spending less, retail
landlords have a more difficult time

raising rental rates and collecting per-

Exhibit 3
BREAKOUT OF KEY INDICATORS
First Quarter 2008

DISCOUNE AT OVERALL CAPITALIZATION RATE RESHIUAL CAP RATE
8D OF: RANGE AVERAGE RANGE AVERAGE RANGE AVERAGE
Atlanta 7.50% = 10.00% 8.43% 5.25% - 9.00% 6.91% 6.50% - 8.25% 7.53%
Boston 7.00% = 11.00% 8.54% 5.00% - 9.75% 6.74% 6.50% = 9.50% 7.65%
Charlotte 7.00%: = 10.00% 8.40% 5.50% - 8.25% 6.88% 6.50% - 6.00% 7.20%
Chicago 7.00% = 10.00% 7N % 4.50% - 3.00% 6.56% 6.75% = 6:00% 7:20%
Dallas 7.50% = 9.00% 8.53% 6.00% — 9.00% 7.67% 7.00% = 9.00% 8.18%
Denver 5.00% = $.00% 7.88% 5.50% — 8.50% 6.44% 6.50% = 6:00% 7:19%
Houston 7.50% = 10.00% 8.46% 4.50% - 10.00% 7.22% 5.00% — 10.00% 7:63%
Los Angeles 5.00% = T E00% 8.04% 3.00% - 9.00% 5.81% 7.32%
Manhattan 6.00% ~ 9.00% 7.66% 3.00% - 8.00% 5.55% 5.75% = 9:.25% 6.81%
Pacific Northwest 5.00% = T E00% 8.63% 5.00% — 11.060% 7.31% 6.25% = 9:00% 7.53%
Philadelphia 6.00%: = 10.50% 9.00% 5.00% - ¢.00% 775% = 9:50% 8:44%
Phoenix 5.00% = 8.25% 7.58% 4.00% - 8.50% 6.70% - 9.00% 7.35%
San Diego 5.60% = 10.00% 7.96% 4.50% - 8.00% 5.50% = 7 75% 6.72%
San Francisco 5.00% = 1 2.00% 7.48% 4.50% - 9.00% 5.00% = 9.00% 6.64%
Southeast Florida 6.00% == 11.00% 8.25% 6.00% - §.50% 7.50% = 8.50% 7.75%
Washington, DC 6.00%: = 9.50% 7.48% 5.00% - 8.00% 5.00% = 9.00% 6.89%

DISCOLUNT RATE GVERALL CAPITALIZATION RATE RESIDLIAL CAP RATE
SUBURBS OF: RANGE AVERAGE RANGE AVERAGE RANGE AVERAGE
Atlanta 7.50% = 10.00% 8.50% 5.80% — 2.00% 7.13% 7.00% — 8.75% 7.69%
Boston 6.00% =1 3.00% 8.97% £.50% — 10.25% 7.89% 7.00% = 10:50% 8:27%
Charlotte T00% = 10.00% 8.50% 6.00% - 9.00% 7.40% 700% = 9.00% 7:.85%
Chicago 700 % = T 00% 8.58% 5.70% - 9.50% 7.49% 700% = 10:50% 8.05%
Dallas 6.00% ~ 3.00% 8.45% 6.50% — 8.50% 7.67% 7.25% = 9.00% 8.05%
Denver 6.00% = 10.00% 8.48% 5.50% - 7.75% 6.70% 6.50% - 8.90% 7.56%
Houston 7.50% - 9.00% 8.34% 5.50% - 10.00% 7.34% £.00% = 10:00% 7:85%
Los Angeles 5.00% = 1 2.00% 8.44% 3.00% - 9.00% 6.14% 6.00% - 9.00% 7.33%
Northern Virginia 6.00% == 11.00% 8.11% 5.00% - 2.00% 6.83% 6.50% = 9.50% 7.61%
Pacific Northwest 5.00% = 1 150% 8.50% 5.00% - 11.00% 7.25% 6.25% - 9.00% 7.63%
Philadelphia 6:50% = 11.00% 9.45% 6.00% - 11.00% 8.30% 8.00% - 10.00% 8.80%
Phoenix 6.00% = 11.00% 8.25% 4.00% — 8.50% 6.59% 6.50% — 8.00% 7.43%
San Diego 6.00% = 10.00% 8.00% 4.50% - 5.00% 6.24% 6.00% = 7.75% 6.96%
San Francisco 5.00% = 9.50% 7.83% 4.50% — 8.25% 6.55% 5.00% — 8,50% 6.91%
Southeast Florida 6.00% =1 1.00% 8.52% 5.20% — 10.00% 7.81% 6.50% = 10:50% 8.06%
Suburban Maryland 6.00% ~ 1 1.00% 8.20% 5.00% — 4.00% 6.92% €.00% — 9.50% 7.67%
Source: Korpacz Real Estate Investor Survey®
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centage rent. As a result, incomes and
property values should decline.

On the other hand, the national
warehouse market is expected to expe-
rience the lowest average overall cap
rate increase of the Survey's eight nat-
ional markets over the next six months.
Due to favorable supply-demand fun-
damentals and the ability to better start
and stop additions to supply, the nation-
al warehouse market is not expected to

LODGING OveRALL CAP RATES

Overall cap rates for hotel assets have
declined significantly over the past five
years. In the first quarter of 2003, the
average OAR was 10.64% in the full-
service segment, 12.06% in the econo-
my/limited-service segment, 9.70% in
the luxury/upper-upscale segment, and
11.33% in the extended-stay segment.

These averages are 58 to 248 basis

points higher than this quarter's aver-
ages (see Table LOR-1). Like other
property types, however, the rate of
decline has slowed over recent years.
Since the lodging industry is usually
quick to feel the impact of an econom-
ic slowdown, investors expect these
rates to tick upward over the near
term. ¢

see significant downward shifts in val- Exhibit 4
ues as investors reprice risk. This sec- OVERALL CAPITALIZATION RATE FORECAST
tor's expected increase in cap rates First Quarter 2008
. CRANGE OVER NEXT 6 MONTHS*
ranges up to 75 basis points and aver- CURRENT GAR {BASIS POINTS)
ages just 25 basis points. MARKET AVERAGE RANGE AVERAGE
For the individual office markets, National Regional Mall 6.68% 25-100 75.0
the average forecasted increase in National Power Center 7:13% 0-75 37.5
overall cap rates is 31.9 basis points National Strip Shopping Center  7.28% 2575 41.7
over the next six months. The Houston National CBD Office 6.63% 0-75 28.1
office market is expected to realize the National Suburban Office 7:13% 0-100 42.5
highest average increase at 79.2 basis :
A ] ) Atlanta Office 7.08% 25 -50 375
points, while the Washington, DC of-
. . R Boston Office 7.34% 25-25 25.0
fice market is expected to realize the
. o _
lowest average increase at 16.7 basis Charlotte Office 7.27% 0-30 18.3
points. Chicago Office 7.00% 0-50 303
Washington, DC remains one of Dallas Office 7.95% 25-50 37.5
the tightest office markets in the coun- Denver Office 6.63% 0-50 25.0
try and performed extremely well dur- Houston Office 7.25% 0-200 79.2
ing the last downturn. Even though it Los Angeles Office 616% 050 0.8
won't fully escape the problems asso- !
. . . Manhattan Office 5.55% 25-25 25.0
ciated with a slowdown in the econo-
. . Northern Virginia Office 6.83% 5050 50.0
my and tighter debt markets, its trou- 5
bles will likely be less severe and short Pacific Northwest Office 7.81% 0-30 2>.0
lived. Philadelphia Office 8.15% _a _a
Phoenix Office 6.55% 0-25 16.6
Table LOR-1 San Diego Office 6.08% _a _a
OVERALL CAP RATE SHIFTS San Francisco Office 6.11% 25 -50 28.1
Basis Point Changes Southeast Florida Office 7.80% 25 -50 375
) 1Q03 1Q05 1Q07 Suburban Maryland Office 6.92% 2550 375
Lodging to to to
Segment 1Q08 1Q08 1Q08 Washington, DC Office 6.16% 0-25 16.7
Full Service =231 114 -4 National Flex/R&D Market 7.47% 2575 458
EFOl,qomy/ , National Warehouse Market 6.:47% 0-75 25.3
Limited-Service —248  -209 -9
Luxury/ National Apartment Market 5.79% 0-100 45.8
Upper-Upscale -220 =120 -6 Simple Average 6.89% 13 -63 35.5
Extended-Stay ~58 -85 0 *All changes are positive unless enclosed in parentheses
(a) An insufficient number of responses were reported for this market.
Source: Korpacz Real Estate Investor Survey”
Source: Korpacz Real Estate Investor Survey”
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Valuation Issues

REPLACEMENT RESERVES

Incorporating an appropriate reserve for
the replacement of building compo-
nents during a holding period plays an
important role in accurately forecasting
the real cash return potential of an ac-
quisition. The ranges and averages of
current and year-ago assumptions for
replacement reserves are shown in Ex-
hibit 5. These figures do not include
estimates for larger capital costs for
items that are replaced only a few times
during the life of a property and that

are usually accounted for separately as

MANAGEMENT FEES

Management fees included in cash flow
projections typically constitute either
an in-house related duty expensed to
an affiliated company or a third-party
cost paid to an outside management
company. Regardless of how they are
contracted, management fees are gen-
erally included as an “above-the-line”

operating expense and are deducted

from revenue in order to derive net
operating income (NOI). The ranges
and averages of current and year-ago
assumptions for management fees are
detailed in Exhibit 6. These manage-
ment fees are expressed as a percent-
age of effective gross revenue (EGR).

LEASING COMMISSIONS
Although leasing commissions may be

Exhibit 5

REPLACEMENT RESERVES PER SQUARE FOOT

First Quarter 2008

o CURRENT QUARTER YEAR AGG
capital improvements. The Investor
. MARKEY RANGE AVERAGE  RANGE AVERAGE  CHANGE
Survey Response tables in the back of
this issue show a samp]ing of speciﬁc Mational Regional Mall $0:15 < $0.50 50.26 $0.10 - $0.50 $0.23 + 13.04%
replacement reserve assumptions for National Power Center $0.10- $0.40 0170 $0.10 - $0.40 $0.17 G.00%
each commercial market surveyed. National Stip Shopping Center $0.10 - $0.50 5020 $0.10- $0.50 5020 6.00%
Over the past year, the average National CBD Office $0.10- $0.75 5023 $0.10- $0.75 5022 4 4.55%
replacement reserve increased in six . ) 5 = o o o
. Natioral Suburban Office SO0 = $1.00 $0.29 SO.10 - $1.00 $0.29 G.00%
markets, decreased in four markets,
. Atlania Office SO = $0.30 50200 $0.10 - $0.50 $0.22 ~9.09%
and was unchanged in 12 of them. The
largest upward shift occurred in the Boston Ciffice SO0 = $0.35 50210 §$0.10 - $0.35 $0.21 C.00%
national regional mall market, where Charlotie Office 0,15 %025 $0.17
the average increased 13.04% to Chicsgo Ottice 0.1 = 8050 $0.25 $0.05 - $0.50 $0.25 0.00%
$0.26 per square foot. The largest Dallas Office 50.10=50.35 5020 $0.10-$035 $0.20  C.00%
decrease occurred in the Pacific Denver Office §0,10 - 50.25 50,18
Northwest office market, where the Houston Office 50,10 - $0.35 5009 50,10 - $0.35 $019  0.00%
average declined to $0.16 per square ‘ R )
Los Angelss Office $0:10 = $1.00 $0.27 0 $0.10 - $1.00 $0.26  +3.85%
foot.
Manhattan Office $0:10 = $1.00 $0.35 0 $0.10 - $1.00 $035  0.00%
Northerm Virginia Office $0:10 = $1.00 $0.24 0 $0.10 - $1.00 $0.24  0.00%
Table VI-1
PARTICIPANTS USING CONCESSIONS Pacific Northwest Qifice 50,10 = 50.20 SO.15 1 $0.10 - $0.50 $020 - 20.00%
Office Markets Only Philadelphia Office $0.10+$1.00 .27 $0.10 - $1.00 $028  -3.57%
Quarter Average Phoenix Office $0.10- $0.25 018
1Q08 79.26% San Diego Cffice $0.10 - $0.25 $0.19
1Q07 85.09%
Q San Francisco Office $0:10=51.00 0,19 $0.10 - $1.00 $0.23 - 17.39%
1Q06 88.33%
Southeast Fiorids Office $0:10 = 50.50 §0.22 $0.10 - $0.50 $0.22 0.00%
1Q05 91.28%
Suburban Maryland Qifice $0.10 = $1.00 §0.258  $0.10-$1.00 $0.26  0.00%
1Q04 89.65% ’
1003 81.04% Washingion, DC Office $0.10 = $1.00 §0.258  $0.10-$1.00 $0.27  +3.70%
1Q02 58.94% National Flex/R&D S0.05 - $0.35 56015 $0.05 - $0.35 $0.15 0.00%
1Q01 37.27% National Warehouse $0.05 - $0.35 $6.13 0 $0.05 - $0.35 5012 +833%
Source: Korpacz Real Estate Investor Survey” National Apartment (per unit)  $100.00 - $600.00  $264.0%  $100.06 - $500.00 $279.55 -+ 1.62%
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Exhibit &

First Quarter 2008

MANAGEMENT FEES AND

LEASING

COMMISSIONS

MAMAGEMENT FEES

LEASING COMMISSIONS

MARKET RANGE AVERAGE RANGE AVERAGE
National Regional Mall 2.00% ~4.50% 336% - _a _a
National Power Center 2.:00%: = 5.00% 3.06% 2.00% - 6.00% 4.50%
National Strip Shopping Ctr. :2.50% = 5.00% 3.53% 2.00% - 6.00% 4.45%
National CBD Office 0:50% =~ 4.00% 2:65% 2.00% - 7.50% 4.60%
National Suburban Office 2.00% = 5.00% 3.04% 2.00% - 8.00% 4.82%
Atlanta Office 2.:00% = 4.00% 2.93% 2.00% - 7.00% 4.05%
Boston Office 2 00% - 4.00% 2:81% b b
Charlotte Office 1.50% = 4.00% 2:60% b b
Chicago Office 1.50% -~ 4.00% 2.48% 3.00% - 7.00% 5.50%
Dallas Office 1.25% -~ 4.00% 2.50% 3.00% - 6.50% 5.38%
Denver Office 2.00% = 3.00% 2.67% - _b _b
Houston Office 2.00% ~4.00% 2.79% 3.00% ~ 6.75% 5.54%
Los Angeles Office 2.00% - 3.50% 2.82% 3.00% ~ 6.00% 4.64%
Manhattan Office 0.50% ~3.50% 1.83% 2.00% ~ 5.00% 3.75%
Northern Virginia Office 2.00% = 4.00% 2.79% - 2.50% ~ 7.00% 4.43%
Pacific Northwest Office 3.00% -+ 3.00% 3.00% 3.00% - 6.00% 4.65%
Philadelphia Office 2.:50% = 5.00% 3.56% 2.10% - 6.50% 4.40%
Phoenix Office 3.00% = 3.00% 3.00% 3.00% - 6.50% 4.63%
San Diego Office 3:00% = 3.00% 3.00% 3.00% - 6.00% 4.75%
San Francisco Office 1.00% = 5.00% 2.43% 2.50% - 7.50% 5.05%
Southeast Florida Office 2.00% = 5.00% 3.30% 3.00% - 6.50% 4.83%
Suburban Maryland Office  2.00% = 4.00% 2.79% 3.00% - 7.00% 4.70%
Washington, DC Office 1.50% =~ 4.00% 2.64% 2.50% - 7.00% 4.31%
National Flex/R&D 1.50% =~ 5.00% 3.22% 3.00% - 9.00% 5.38%
National Warehouse 0.50% = 4.00% 2.60% 0.00% - 8.00% 4.55%
National Apartment 1.00% = 6.00% 3:23% a a

most markets have allowed landlords
to reduce their offering of concessions,
most still provide some form of induce-
ment to tenants (see Exhibit 7). Current-
ly, about 80.0% of our participants in-
dicate that concessions are common in
the office sector. This figure continues
to trend downward (see Table VI-1).

As U.S. economic growth slows and
the pace of leasing activity declines, the
use (and amount) of concessions could
increase over the near term. Although
inducements vary greatly between in-
dividual markets and properties, they
typically include free rent and/or an ex-
cessive tenant improvement (T1) allow-
ance - an additional amount above the
standard T in a given market. Addition-
al inducements, such as the reimburse-
ment of either moving costs or lease
buyouts, are offered on a select basis
and typically are awarded to large,
creditworthy tenants that will be occu-
pying a significant portion of a property.

At just over five months, the Chicago
office market indicated the highest av-
erage amount of free rent of all the city-
specific office markets in our Survey.
This figure reflects its current struggles

due to a slow-moving recovery and per-

(a) Most investors include leasing commissions in their management fee.

(b) An insufficient number of responses were reported for this statistic.

placed either above or below the NOI
line, most investors consider them a
“below-the-line” item. Like manage-
ment fees, leasing commissions are
usually expressed as a percentage of
EGR. Since leasing services are typical-
ly provided as part of a regional mall’s
management agreement, separate leas-
ing costs are generally not incurred for
this property type. In addition, leasing

PRICEWATERHOUSECOOPERS LLP

commissions are normally not included
when preparing cash flow analyses for
apartment investments. Instead, they are
generally included as part of the man-

agement expense. The ranges and aver-
ages of current assumptions for leasing
commissions are detailed in Exhibit 6.

CONCESSIONS
Even though healthy fundamentals in

CONFIDENTIAL TREATMENT REQUESTED BY BARCLAYS

Table VI-2
INITIAL-YEAR MARKET RENT
CHANGE RATES

City-Specific Office Markets Only
Quarter Average Change
1Q08 3.92% +12.97%
1Q07 3.47% + 42.80%
1Q06 2.43% + 56.77%
1Q05 1.55% +72.22%
1Q04 0.90% +11.11%
1Q03 0.81% - 11.96%
1Q02 0.92% -67.61%
1Q01 2.84% - 8.09%
1Q00 3.09% - 19.94%
1Q99 3.86% - 5.86%
1Q98 4.10% —

Source: Korpacz Real Estate Investor Survey®
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sistent additions to supply. At $15.00 Exhibit &
per square foot, the Boston office mar- REPLACEMENT RESERVES AND
MANAGEMENT FEES (% of Total Revenue)

ket ted the highest -
et reported the highest average exces First Quarter 2008

sive Tl allowance of all the individual

LODGING SEGMENT RESERVES FOR REPLACEMENT MANAGEMENT FEES
office markets surveyed.
FULL-SERVICE
In the national warehouse market, Range 4.00% - 8.00% 1.00 - 5.00%
Average 4.72% 2.94%

the use of concessions has dropped

. . ECONOMY/LIMITED-SERVICE
quite a bit over the past year due to a oMY/

Range 4:00% = 5.00% 3.00% - 4.00%
strong landlords' market. Currently, only Average 4:33% 3.25%
53.33% of participants indicate that LUXURY/UPPER-UPSCALE
) ) Range 4.00% = 7.00% 1.00% - 3.00%
concessions are prevalent in the ware- Average 4.61% 2.56%
house sector. EXTENDED-STAY
Range 4.00% - 5.00% 3.00% - 4.50%
Average 4.50% 3.50%
MARKET RENT CHANGE RATES
With vacancy rates still very low, initial- tions to supply, the average initial-year Philadelphia (2.58%) and Southeast
year market rent change rate assump- market rent growth rate assumption is Florida (2.75%).
tions have increased in many office mar- likely to trend downward in the com-
kets. Table VI-2 traces the first quarter ing year. The two office markets that LODGING VALUATION ISSUES
averages for this key assumption from posted the highest average market rent Replacement Reserves
1998 to 2008 for the individual office change rates this quarter were Manhat- Replacement reserve assumptions for
markets surveyed during those times. tan (6.03%) and San Francisco each hotel segment surveyed appear in
Due to a slowing U.S. economy, a (7.23%). The two office markets that Exhibit 8. As a percentage of total rev-
drop off in tenant demand, and addi- posted the lowest averages were enue, the average replacement reserve
ranges from 4.33% to 4.72% and is
Exhibit 7 used for the periodic replacement of
CONCESSIONS - -
e building components and furniture,
irst Quarter 2008 . . .
Q fixtures, and equipment (FF&E) during
CURRENT CURRENT EXCESSIVE TENANT the life expectancy of the building.
PERCENT USING CONCESSIONS  MONTHE OF FREE RENY IMPROVEMENT ALLOWANCE ) )
I These rates have remained relatively
CURRENT  YEAR AGO RANGE AVERAGE  THERANGE  AVERAGE unchanged over the past four years.
Office Market All hotel participants indicate that
National CBD 71.43%  92.31% 0:00-12.00° 6:00 $20.00 $10.00 they deduct the replacement reserve
National Suburban ~ 70.59%  94.12% 0.00-6.00 3.00 15.00 7.50 o
Atlanta 87.50% 100.00% from NOI before capitalization. For
Boston 70.00%  100.00% 0.30-4.00 215 25.00 15.00 participants who use a separate struc-
Charlotte
Chicago 90.91%  90.00% T.009.60 7 5.30 25.00 12.50 tural replacement reserve, 45.0% indi-
Dallas 100.00%  100.00% 0.00-6.00 3.00 7.00 6.00 cate that they deduct this reserve from
Denver 100.00% 1.00=5.00: 3,00 o .
Houston 62.50%  100.00% - 0.00=2.00 " 1.00 5.00 5.00 NOI before capitalization. The remain-
Los Angeles 6250%  71.43% 1.00-2.00  1.50 10.00 7.50 ing 55.0% do not deduct it.
Manhattan 75.00%  75.00% 0.00-9.00 450
Northern Virginia ~ 77.78%  77.78% 0.00 - 4,00 2.00 10.00 6.50
Pacific Northwest ~ 100.00%  100.00% 1.00-7.00  4.00 25.00 13.50 Management Fees
Philadelphia 8333%  85.71% 0.00-350 1.75 15.00 8.50 5 ; ons §
Phoenix 100.00% 1.00-1.00  1.00 ase management fee assumptions for
San Diego 100.00% 1.00-5.00  3.00 the lodging industry appear in Exhibit
San Francisco 63.64%  70.00% 1005600 3,50 25.00 12.50 8 A ‘ £ total
Southeast Florida ~ 85.71%  100.00% 050-300 175 20.00 11.00 - As a percentage ot folal revenue, av-
Suburban Maryland ~ 77.78%  77.78% 0.50-3.00 = 1.75 10.00 10.00 erage base management fees range from
Washington, DC 27.27%  27.27% .
g 2.56% to 3.50%. Incentive manage-
Simple Average 79.26%  85.09% 049518 2:84 16.31 9.65 . .
mpe overs s s ment fees are included in the Investor
National Flex/R&D ~ 80.00%  88.89% 1.00 - 5.00  3.00 Survey Response Tables located in the
National Warehouse 53.33% 73.33% 0.50-3.00 3.00
National Apartment 0.50-3.00 1.14 back of this issue. ¢
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Technology News & Trends

THINGS TO DO IN A SLOWER ECONOMY

By Scott Metro, Partner

Real Estate Systems and Process Assurance — PricewaterhouseCoopers LLP

AS THE CREDIT CRISIS LEAKS ITS WAY INTO
THE COMMERCIAL REAL ESTATE INDUSTRY,
AND THE PROBABILITY OF A RECESSION
OCCURRING IN 2008 INCREASES ON AN
ALMOST DAILY BASIS, MANY REAL ESTATE
COMPANIES ARE BEGINNING TO THINK
ABOUT HOW TO BETTER DEPLOY THEIR
STAFF. Over the past few years, many
REITs, private equity firms, and CMBS
issuers and servicers ramped up their
staff in order to meet the demands of a
booming economy and a rapid-fire
deal environment. Now, with business
slowing down and not likely to pick up
until 2009, these companies are won-
dering what to do with excessive staff
members in their accounting, asset and
portfolio management, and valuation
departments. Surprisingly, many real es-
tate companies are not thinking about
reducing headcounts. Instead, they are
finding creative ways to leverage their
highly qualified employees.

TAKE STOCK OF APPLICATIONS

The process of choosing the technolo-
gies that support a real estate company
is one that never has enough business
user input. While the selection of new
business applications — such as proper-
ty management, deal modelling, or asset
management — is often given a high
priority by management, the day-to-
day business of making money always
seems to supersede committing re-
sources to internal projects and initia-
tives. Companies can capitalize on the
slower business climate by engaging
their key application users to review
the effectiveness of their current appli-
cation suite.

cy of applications is by forming a
steering committee made up of a few
"power users," who are charged with
collecting feedback on the key busi-
ness applications used by the compa-
ny. Any negative feedback collected
during this exercise can be analyzed to
determine whether there are critical
application deficiencies or simply
minor issues that require additional
application training. Current economic
conditions are not the only reason for
companies to take another look at their
applications. Most of the top real estate
vendors, such as MR, Argus, Resolve,
and Yardi, either recently upgraded
their application suites or plan to do so
in the coming months. If users are un-
happy with certain features in their cur-
rent applications, there is a good chance
that these vendors have received simi-
lar critiques and have incorporated

enhancements into their new versions.

TRAINING

Similar to the process of selecting busi-
ness applications, training also often
takes a back seat during busier times.
When business paces are at their high-
est, employees are often brought on
board quickly with minimal applica-
tion training and the hope that they can
learn critical applications "on the job."
While this approach

tions. Without such intervention,
employees may never learn about fea-
tures that can make their job tasks
more efficient. Furthermore, it is never
too late to offer refresher training on
critical business applications. "Lunch-
and-learn" sessions are a great way to
provide abbreviated training on a spe-
cific feature of an application. Plus,
the session can be taught by a power
user of the application — as opposed to
the IT department — who can speak to
the functionality of the application
from the standpoint of an end user.

TAKING CARE OF DEFERRED
MAINTENANCE

As shown in the accompany things-to-
do checklist, now is not the time to
stay idle. Short-term business slow-
downs are a great time to perform
some much-needed deferred mainte-
nance on real estate applications.
Companies choosing to maintain their
headcount during these slower times
are leveraging the knowledge of their
employees to improve the general
understanding of applications, better
document policies and controls, and
reassess the usefulness of applications.
And with any luck, this slowdown will
be just as some economists are pre-

dicting: short and sweet. ¢

is successful in pro-

viding employees

THINGS-TO-D0O CHECKLIST

with rudimentary

Reassess critical application functionality

knowledge for basic
functions, it pales

Perform refresher training on applications

in comparison to

Spruce up policies, procedures, and control documentation

thorough training

wiwlails

Clear up compary contact and address lists

A useful way to assess the adequa- of critical applica-

PRICEWATERHOUSECOOPERS LLP www.pwcreval.com
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Fconomic News

SHAKING THINGS Up
By Steven P Laposa, Ph.D., Director
Clobal Strategic Real Estate Research Group — PricewaterhouseCoopers LLP

WOULD YOU EVER WANT TO JOIN A
CLUB THAT WOULD HAVE YOU AS A

even half full anymore given such news periods of negative returns during the

and Federal Reserve chairman Ben recession of the early 1990s and a se-

MEMBER? This simple question is a para- Bernanke's promise of additional cuts. vere drop for hotels in the early part of
this decade. Yet, at no time over the
horizon did NCREIF total returns re-

motely approach -20.0%.

phrase of the famous Groucho Marx
SHAKING THINGS Up
If the latest economic news isn't enough

comment. It is also an important ques-
tion as real estate investors analyze

current economic and real estate to dampen whatever optimism remains, Using the same methodology of
the recent investment banking reports
on both sides of the Atlantic that esti-

mate commercial real estate values

cycles in order to strategically prepare year-over-year changes in total returns

for the future. and monthly data from the National
Association of Real Estate Investment
Trusts (NAREIT), large declines in REIT
total returns occurred in the 1970s,
October 1990 (-24.3%), and February
1999 (-22.5%). Although REIT total
returns were -17.8% for 2007, histori-

cal patterns indicate a low probability

As 2008 unfolds, which economic
will significantly and drastically fall in
2008 - forecasting declines of 20.0%

or higher — further diminish confidence.

club do you want to join: (1) the reces-
sion-imminent club; (2) the pregnant-

pause club — as one economist recent-
ly described current conditions; or (3) Such reports capture the attention of
the wishful-thinking club (a.k.a. the club

for let-me-first-see-two-quarters-of-neg-

newsrooms and quickly filter to the in-
dustry. Has the economic prognosis for

ative-GDP-growth skeptics). 2008 infected analysts such that com- for continued negative returns for 2008.

mercial real estate values are really at

FINAL THOUGHT

BELIEF SYSTEMS such risk? Theoretically, it is possible

Several economists warn that a reces- for commercial real estate values to Before deciding which club to join, it

sion already started in December drop to the degree forecasted by these is important to remember that the rela-

2007. First, employment numbers analysts. Practically, it may not be. tionship between economics and real

were negative in January and February Exhibit E-1 shows total annual re- estate is not always clear cut. Both are

2008, while chain store sales growth in turns for each property sector, according cyclical and need to be looked at joint-
to the National Council of Real Estate
Investment Fiduciaries (NCREIF). Total

returns are clearly cyclical. There are

January 2008 was at the lowest level ly, as well as independently, especially

since 1970. In addition, home prices during fragile times of economic un-

continued to decline in most markets certainty. %

during the latter part of 2007, accord-

ing to both the S&P/Case-Shiller Home
Price Index and the National Associ-
ation of Realtors.

A plethora of other economic news
is equally negative, including Congress'
recent approval of a $168.0-billion
stimulus packaged aimed at jump-
starting the economy, the U.S. dollar's
continual freefall, the domination of
the housing market's quagmire in the
national and local media, and the Fed-
eral Reserves' dropping of the federal
fund rate from 5.25% (August 2007) to
3.00% (January 2008). The cup is not

PRICEWATERHOUSECOOPERS LLP

Exhibit E-1

ANNUALIZED RATE COMPARISON
1Q1979 to 4Q2007

0%

25%

oo Apartment

20%

Source: NCREIF, BEA, PricewaterhouseCoopers LLP
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National Regional Mall Market

IT APPEARS THAT HIGHER GASOLINE
PRICES, MOUNTING LEVELS OF PERSONAL
DEBT, AND GROWING CONCERNS ABOUT
THE SLUGGISH U.S. ECONOMY ARE TAKING
THEIR TOLL ON CONSUMERS. "Aggress-
ive consumer spending is a thing of the
past, and many retailers are downwardly
adjusting their retail sales projections
for the near term," comments a partici-
pant. Overall, comparable same-store
retail sales posted a 0.10% year-over-
year decrease in December 2007,
according to the Bank of Tokyo-Mitsu-
bishi UFJ. By comparison, year-over-
year growth was 3.8% in the prior
month and 3.1% a year earlier.

On an annual basis, same-store

retail sales increased 2.4% in 2007,

much lower than that reported in 2006
(3.8%), 2005 (3.9%), and 2004 (4.0%).
Stores that posted some of the largest
year-over-year declines in retail sales
in December 2007 were Target (-5.0%),
Macy's (-7.9%), and Bon-Ton (-11.3%).
By comparison, gains were reported
by Costco (+5.0%), Neiman Marcus
(+2.9%), and T} Maxx (+3.0%).
Unfortunately, an upturn in retail sales
is not expected anytime soon. Personal
bankruptcy filings are rising, while con-
sumer confidence is declining.

In 2007, personal bankruptcy filings
totaled more than 800,000 — a 40.0%
jump from 2006, according to the
National Bankruptcy Research Center.

At the same time, the Consumer Confi-

Tahle 1

First Quarter 2008

NATIONAL REGIONAL MALL MARKET

CURRENT QUARTER: LAST QUARTER

YEAR AGC

DISCOUNT RATE (IRR)*

Range 7:00% = 11.00% 7.00% - 11.00% 700% = 11.00%
Average 8:72% 8.53% 8.64%

Change {Basis Foints) +19 8

OVERALL CAP RATE (OAR)?

Range 5:00% = 9:50% 5.00% - 8.50% BO0% - 9.50%
Average 6:68% 6.68% 5.89%

Change {Basis Points) 0 =21

RESIDUAL CAP RATE
Range
Average 7:38%

Change {Basis Points)

6:00% =~ 10.00%

6.00% ~ 11.606% 5.25% ~10.00%
7.94% 7.79%

- 55 =41

MARKET RENT CHANGE RATE®

Range 0:00% = 3.90% 1.20% - 5.G0% 1.20% <+ 5.00%
Average 2.63% 2.94% 2.94%

Change {Basis Points) - 31 =33

EXPENSE CHANGE RATE®

Rangs 3.00% = 3.00% 3.00% — 3.00% 3.00% - 3.00%
Average 3.00% 3.00% 3.009%

Change {Basis Points) 0 8]

AVERAGE MARKETING TIME®

Range 3.00-12.00 3.00-12.00 300 = 12.00
Average 7.4 7.57 249

Change (%} ~5.68 =0.70

a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months

PRICEWATERHOUSECOOPERS LLP
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dence Index fell to 87.9 in January
2008 from 90.6 in December 2007.
January's level is a tick above the low-
est in the past 12 months — 87.8 in
November 2007 — and well below the
110.2 recorded in January 2007.

To offset a slowdown in retail sales,
some retailers are reducing expansion
plans and/or closing stores. In late
2007, Blockbuster announced plans to
close 282 stores, while Foot Locker
announced plans to close 250 stores.
Other well-known retailers, such as
Macy's, Rent-A-Center, and Pacific Sun-
wear, have also announced plans to
reduce store counts, while two retailers
— CompUSA and Discovery Channel —
have announced plans to close all of
their stores. Store closings, however,
are a "normal" occurrence in the retail
sector and do not appear to bother re-
tail landlords too much. "Tenants are
always in a state of flux in the retail
sector. Even during strong economic
times, some retailers struggle and pres-
ent problems to landlords," notes a
participant, who believes that the cur-
rent pace of store closings is nothing to
be alarmed at.

What is alarming to many regional
mall investors, however, is the degree
to which the current credit market tur-
moil is negatively impacting regional
mall valuations. "l think the market is
in for a massive rise in cap rates over
the next six to 24 months," attests an
investor. "Cap rates will increase 50
basis points over the next six months,"
claims another. Although there has
been little transactional information
available to support such predictions,
the widely held belief is that marginal
properties will be difficult to sell due
to a flight to quality and the anticipa-
tion of higher cap rates. ¢
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National Power Center Market

DUE TO LACKLUSTER RETAIL SALES
GROWTH AND WEAKENED CONSUMER
SPENDING HABITS, INVESTORS LOOKING
TO ACQUIRE POWER CENTERS ARE DOING
SO WITH MUCH MORE SCRUTINY AND
MORE CONSERVATIVE UNDERWRITING.
"We are not aggressively pursing any
power center deals right now even
though big-box retailers still dominate
the retail sector," shares a participant.
According to the Bank of Tokyo-Mitsu-
bishi UFJ, comparable same-store retail
sales declined 0.10% on a year-over-
year basis in December 2007. A few
big-box retailers, however, posted strong
gains. Costco, for example, reported a
year-over-year increase of 5.0% in
December 2007, while Bj's Wholesale
Club posted an increase of 3.0%.
While the year-over-year retail sales
growth figures for Costco and BJ's are
positive and above the overall average
decline reported for December 2007,
they sit well below the performances
of prior months (see Table NPC-1).
Disappointing retail sales growth is not
keeping all investors at bay. In one
recent transaction, Dunhill Partners
recently acquired the 589,201-square-
foot Fountains on the Lake power cen-
ter located in the Houston suburb of
Stafford for roughly $174.00 per square
foot. This asset is anchored by Bed

Table NPC-1
YEAR-OVER-YEAR, SAME-STORE
SALES GROWTH

Select National Retailers

Dec. Nov. Oct.
Retailer 2007 2007 2007
Costco 5.0% 6.0% 7.0%
BJ’s 3.0% 7% 4.8%
Target -5.0% 18.68% 4.1%
Wal-Mart 2.4% 1.5% G.4%

Source: Bank of Tokyo-Mitsubishi UF), Ltd.

Bath & Beyond, Borders, Office Max,
SteinMart, and Sports Authority and
was 98.6% leased at the time of sale.
In addition, this transaction included
excess land that will allow the new
owner to expand by as much as
50,000 square feet.

In another trade, De Rito Partners
Development acquired the 1.06-mil-
lion-square-foot Scottsdale Pavilions
located in Scottsdale, Arizona for about
$83.00 per square foot. Tenants at this
center, which was 90.0% leased at the
time of sale, include Circuit City, Mi-
chael's, Target, The Home Depot, and
Petco. The new owner plans to invest
at least $25.0 million in order to ex-

pand the center by 150,000 square feet

and renovate the existing improvements.

Although overall cap rates (OARs)
were not disclosed for these two deals,
our Survey participants indicate that
OARs vary based on a power center's
percentage of big-box space. Specifically,
the average OAR is 7.13% for proper-
ties with 100.0% big-box space. By
comparison, it is 7.27% for properties
where 85.0% of the gross leasable area
(GLA) is occupied by big-box tenants
and 7.38% for properties where 75.0%
of the GLA is occupied by such tenants.
Discount rates (IRRs) also vary, averag-
ing 8.25% for 100.0% big-box space,
8.42% for properties with 85.0% big-
box space, and 8.90% for properties
with 75.0% big-box space. 4

Table 2

First Quarter 2008

NATIONAL POWER CENTER MARKET

Average 7.55%

Change (Basis Points}

CURRENT QUARTER LASY QUARTER YEAR AGQ
DISCOUNT RATE (IRR)*
6.75% =~ 11.50% 6.75% ~ 11.50% 6.75% = TES0%
8.23% 8.23% 8.63%
Change (Basis Points) b} 40
OVERALL CAP RATE (OAR)*
Range Yo 5 9.00% 5.5C% ~ 9.00% 5.50% 4 9.00%
Average TA3% 7.13% 7.28%
Change (Basis Points} [y HE
RESIDUAL CAP RATE
Range 6.50% - 9.50% 6.40% - 9.50% 6.50% < 9.50%

7.45%

+19 =27

7 77%

MARKET RENT CHANGE RATE"

Range O 00% ~ 4.00% 0.00% — 4.00% 0.00% ~ 5.00%
Average 2.88% 2.88% 3.07%

Change (Basis Points) ¢ =19

EXPENSE CHANGE RATE®

Range 3.00% -~ 3.00% 3.00% - 3.00% 3.00% — 3.60%
Average 3.00% 3.00% 3.00%

Change (Basis Points} 6] 0

AVERAGE MARKETING TIME:

Range 3.00=9.00 3.00 - 9.00 3.00=9.00
Average 556 5.5¢ 5.69

Change (%) 8] =228

a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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National Strip Shopping Center Market

CONSTANT ADDITIONS TO SUPPLY AND
A SLOWDOWN IN TENANT EXPANSIONS
CONTINUED TO INCREASE THE VACANCY
RATE FOR COMMUNITY/NEIGHBORHOOD
SHOPPING CENTERS THROUGHOUT 2007.
"Developers who broke ground over
the past six months without strong pre-
leasing activity will be stuck with some
empty space after they've completed
their projects," predicts a participant.
According to Reis, the vacancy rate for
community/neighborhood centers
reached 7.50% in 2007, the highest
vacancy rate for this sector over the
past five years (see Table SSC-1).

This sector's increase in vacancy is
mainly due to continuous additions to

supply. In the fourth quarter of 2007,

approximately 12.0 million square
feet were completed in the U.S. com-
munity/neighborhood shopping center
sector. This figure represents the high-
est quarterly total over the past three
years. When combined with the
current unwillingness of many strip
center tenants to expand, sign new
leases, and/or commit to long-term
renewal agreements, additional
increases in vacancy are likely in
2008. In fact, Reis forecasts this sec-
tor's vacancy rate to reach 8.0% in
2008 — the highest level in 13 years.
Fortunately for many investors, not
all sections of the country are feeling
the impact of too much construction

and too little demand in the retail sec-

Table 3

First Quarter 2008

NATIONAL STRIP SHOPPING CENTER MARKET

CURRENT QUARTER: LAST QUARTER

YEAR AGO

DISCOUNT RATE (IRR)?

Range 6.00% = 10.00% 6.00% - 10.00% &.00% ~10.00%
Average 8:34% 8.34% 5.39%

Change {Basis Points) 0 =5

OVERALL CAP RATE (OAR)*

Range 5:80% = 9:.00% 5.80% - 9.00% 580% - 9.00%
Average 7:28% 7.24% 7.38%

Change {Basis Foints) + 4 =0

RESIDUAL CAP RATE

Range 6:00% = 10.00% 6.00% - 10.00% G.00% < 10.00%
Average 7.78% 7.75% 7.95%

Change {Basis Points) + 3 LT

tor. In certain infill areas, like
Suburban Maryland and Northern
Virginia, for example, vacancy rates
are extremely low — 3.4% and 2.6%,
respectively, in the fourth quarter of
2007, according to Reis.

Other tight markets include
Orange County, Los Angeles, Seattle,
San Francisco, and San Diego. "Many
West Coast retail markets are doing
very well because of strong popula-
tion growth," states a participant.

Between 2000 and 2006, the west-
ern region of the country dominated
population growth, experiencing an
increase of 9.74%, based on data from
the U.S. Census Bureau. By compari-
son, population for the entire United
States grew by 6.39%. With an
increase of 8.83%, the southern region
of the country reported the second
strongest population growth during
that time. Much of this growth
occurred in Georgia, where population
grew by 14.4% between 2000 and
2006. As population has soared in
Georgia, particularly in Atlanta,
demand for retail goods and services
has also surged. It is not surprising that
Atlanta has become a top pick for
institutional investors looking to

acquire strip shopping center assets. 4

MARKET RENT CHANGE RATE®
Range 1:20% = 3.90% 1.20% - 3.90% 1.20% = 4.00% Table §5C-1
Average 2.86% 2.86% 2.81% VACANCY RATE TRENDS
Change (Basis Points) 0 +5 U.S. Community/Neighborhood Centers
EXPENSE CHANGE RATE® Average Y-O-Y Change
Range 2.00% ~ 4.00% 3.00% - 4.60% 3.00% - 4.00% Year (Rounded) (Basis Points)
Average 3105 3.10% 3.10% 2007 7.50% +40
Change {Basis Points) 0 1] 2006 7.10% 430
AVERAGE MARKETING TIME® 2005 6.80% -20
Range 2.00=12.00 2.00-12.00 2.00=12.00 2004 7.00% 420
Average 6:10 6.25 4.10
2003 7.20% —
Change (%} - 2.40 8]
) Source: Reis, Inc.
a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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National CBD Office Market

EVEN THOUGH MANY CBD OFFICE MAR-
KETS ACROSS THE COUNTRY CONTINUE
TO BOAST STRONG OCCUPANCY LEVELS
AND RISING RENTAL RATES, THE RECENT=-
LY RELEASED U.S. EMPLOYMENT FIGURES
ARE MAKING MANY LANDLORDS A BIT
ANTSY. "You get a sense that an increas-
ing number of CBD markets are slowly
starting to shift in favor of tenants,"
notes a participant. In January 2008,
U.S. employment fell by 22,000 jobs,
a large departure from the expectation
of a gain of 75,000 to 100,000 jobs,
according to Economy.com. Although
the private sector managed to gain
1,000 jobs in January 2008, many
office-using employment sectors, like
financial activities and professional-

and-business services, shed jobs.

million square feet for the 31 CBD mar-
kets tracked by Cushman & Wakefield
in 2007. By comparison, overall ab-
sorption totaled 22.3 million square
feet in 2006 and 15.2 million square
feet in 2005. Individual CBDs that re-
ported sharp declines in overall absorp-
tion in 2007 included Chicago, Midtown
and Downtown Manhattan, Houston,
and Washington, DC. In contrast, indi-
vidual CBDs that reported strong gains
in overall absorption in 2007 included
Los Angeles, Atlanta, Bellevue, and
Baltimore.

Despite year-over-year declines in
absorption, overall absorption remains
positive for many CBD markets. As a

result, many landlords have been able

to hold rental rates at current levels. In
fact, increases in rental rates are still oc-
curring in certain CBD markets, albeit
at a much slower pace. This quarter, the
average market rent change rate for this
market held relatively steady at 4.05%
— one of the highest rates ever recorded
for this market in our Survey (see Table
CBD-1). As tenants start to gain the up-
per hand in terms of lease negotiations,
sharp declines in rental rate growth are
not anticipated. Instead, landlords are
likely to be more aggressive with re-
spect to inducements while keeping
face rental rates high. "Before landlords
start to drop rental rates, they'll offer
more free rent and additional work-

letter dollars," attests a participant. 4

While it remains to be seen if a job- Fable 4
. . . NATIONAL CBD OFFICE MARKET
loss trend is emerging, many investors .
. First Quarter 2008
acknowledge that absorption levels have
declined in many major CBD markets CURRENT QUARTER LAST QUARTER YEAR AGO
over the past several months. As a DISCOUNT RATE (IRR)*
whole, overall absorption totaled 11.6 Range GO0% = 10.00% 6.00% - 10.00% 6.00% ~ 10.60%
’ P ’ Average 7.91% 7.84% 8.17%
Change (Basis Points} + 7 =25
Table CBD-1 OVERALL CAP RATE (OAR)?
MARKET RENT CHANGE RATES Range F50% = 9.00% 4.00% - 9.00% A 50% - 9.00%
National CBD Office Market Average 6.63 % 6.64% 6.87 %
Change Change (Basis Foints} -1 =24
Quarter Average (Basis Points) RESIDUAL CAP RATE
1Q08 4.05% +2 Range 5.75% =9.50% 5.75% ~ 9.50% B5.75% = 10.00%
4Q07 4.03% -7 Average 7.29% 741 % 778%
3Q07 4.10% 18 Change (Basis Points) -12 =49
2Q07 3929 T MARKET RENT CHANGE RATE®
1007 3549 i Range 0.00% = 10:00% C.GC% ~ 10.00% 3.00% + 8.00%
54% + 29
Q Average A4.05% 4.03% 3.54%
0,
4Q06 3.25% +21 Change (Basis Points) +2 =y
3Q06 3.04% + 16
EXPENSE CHANGE RATE®
2Q06 2.88% +52 Range 1.50%  4.00% 1.50% ~ 4.00% 1.50% = 4.00%
1Q06 2.36% + 26 Average 2:.96% 2.84% 2.87%
4Q05 2.10% +57 Change (Basis Points} +12 + 9
3Q05 1.53% + 35 AVERAGE MARKETING TIME*
2Q05 1.18% 4 Range 2.00-12.00 2.00-12.00 2001200
1005 1.21% Average 665 6.86 7.05
. 3 . o —_—
Change (%) ~0.15 = 2.84
Source: Korpacz Real Estate Investor Survey” X - X
a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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National Suburban Office Market

THE PACE OF LEASING ACTIVITY HAS
NOTICEABLY DECELERATED THROUGH-
OUT MUCH OF THE NATIONAL SUBUR-
BAN OFFICE MARKET DUE TO A SLUG-
GISH U.S. ECONOMY. "During times of
economic uncertainty, companies look
for ways to save money and put ex-
pansion plans or relocation plans on
hold," comments a participant. At the
same time, however, developers are
forging ahead with new office projects
that continue to increase the level of
supply in many markets. "Supply in-
creases in suburban markets are a sig-
nificant concern, particularly given a
slowing economic environment," states
another participant.

At the end of 2007, construction

activity totaled 51.7 million square feet
in the national suburban office market,
according to Cushman & Wakefield.
Approximately 43.9 million square feet
(85.0%) were considered speculative
with only about 53.0% of the space
preleased.

Office space under construction in
the suburbs has increased dramatically
over the past four years (see Table
NSO-1). Moreover, speculative space
has greatly increased, growing from
60.0% to 85.0% of the total. Suburban
office markets posting some of the
highest additions to supply in the fourth
quarter of 2007 included Phoenix (4.0
million square feet), Northern Virginia

(3.2 million square feet), and Dallas

Tahle 5

First Quarter 2008

NATIOMNAL SUBURBAN OFFICE MARKET

CURRENT QUARTER LAST QUARTER

YEAR AGCH

DISCOUNT RATE (IRR)?

Rangs T00% =1 2.50% 7.00% - 12.50% 700% - 12.50%
Average 8.74% 8.75% 9.10%
Change {Basis Points) -1 - 36

OVERALL CAP RATE (OAR)?

(2.7 million square feet).

Since tenant demand over the near
term is expected to remain sluggish in
these suburban office markets, as well
as many others, our participants expect
property values (on average) to increase
minimally in the national suburban
office market over the next 12 months.
Overall, an average value increase of
0.27% is expected. "I'm worried about
the demand side of the equation and
what a drop off in demand will do to
values," reveals a participant. While
some participants expect property
values to decline as much as 15.0%,
others expect them to rise as much as
5.0%. Last year, the average value
change was 1.55% — a high of 5.0%
and a low of -15.0%.

When combined with a slowdown
in tenant demand and increases in
supply, a weaker appreciation outlook
will likely cause investors to search for
opportunities in the top-performing
suburban office markets. "We are fo-
cusing on buying well-leased assets in
the best markets since they tend to

hold up better against economic ad-

Range 500% = 10.50% 5.00% - 10.50% 5.00% = 10.50%
Average 713% 7.20% 7559, versity in both the long and short run,"
Change (Basis Points) _7 52 shares a participant. Specific suburban
RESIDUAL CAP RATE locations targeted by participants
Range FOD% = 1100%  6.00%-11.00%  6.25%-11.00% include Seattle, Los Angeles, Long
Average 7.90% 7.96% B32% Island, San Francisco, and Boston. 4
Change {Basis Points) -6 =42
MARKET RENT CHANGE RATE® Table NSO-1
Range 0:00% = 8.00% 0.00% - 8.00% G.00% - 7.00%
8 " ’ b e CONSTRUCTION ACTIVITY

Average %:14% 3.11% 2.78% . .

o National Suburban Office Market
Change {Basis Points) +3 + 36

% of
EXPENSE CHANGE RATE" Total Speculative
Range 5.00% = 4.00% 2.50% ~ 4.00% 250% = 4.00% Quarter (000s) Space
Average 3.09% 3.07% 3.05% 4Q07 51,700 85.0%
Change {Basis Points) +2 + 4 4Q06 42,700 85.0%
AVERAGE MARKETING TIME® 4Q05 25,500 80.0%
ange 2:00:=:9: 2.00-9.00 2:00 = 9.
Rang 00 00 00 G 2:00 00 4Q04 17,300 71.0%
Average 6.08 6.14 6.07
. . 4Q03 16,500 60.0%
Change %} - .98 + 16
a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months Source: Cushman & Wakefield
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Atlanta Office Market

TENANTS SEEKING OFFICE SPACE IN THE
ATLANTA OFFICE MARKET HAVE AN EX-
PANDING ARRAY OF OPTIONS TO CHOOSE
FROM AS A RESULT OF OFFICE CLOSINGS
AND DOWNSIZINGS OF MORTGAGE-
RELATED FIRMS, THE CONSOLIDATION OF
SPACE FROM THE AT&T/BELLSOUTH MER-
GER, AND THE 5.0 MILLION SQUARE FEET
OF NEW OFFICE INVENTORY ENTERING THE
MARKET OVER THE NEXT TWO YEARS. At
the same time, landlords in the market
are working to secure leases nearing ex-
piration, back-fill sublease space left by
relocations to new buildings, and/or pro-
tect their assets from further corporate
downsizings in an uncertain economy.

Further contributing to the favor-
able posture of tenants in this market is
a Class-A vacancy rate of 24.8% in the
central business district (CBD) and
14.6% in the suburbs, as reported by
Cushman & Wakefield (C&W) for year-
end 2007. The Atlanta office market had
the highest Class-A CBD vacancy rate
of the 31 CBD markets tracked by C&W
in the fourth quarter of 2007 and is a
sharp contrast to the national Class-A
vacancy rate of 8.7%. Among the sub-
urban Class-A markets, Atlanta is posi-
tioned in the bottom third of the 41
suburban markets tracked by C&W and
is just above the U.S. suburban Class-A
vacancy of 13.3%. Atlanta's suburban
vacancy rate is likely to swell in the
near term due to the 4.5 million square
feet of new office space slated for de-
livery in 2008 and 2009.

Despite a slowdown in job growth,
the Atlanta office market ended 2007
with 2.54 million square feet of Class-A
absorption, up from 1.80 million square
feet in 2006, according to C&W. "Atlan-
ta tends to lag the nation, which in the

case of a slowdown is a good thing,"

State Economic Forecasting Center esti-
mates total annual nonagricultural
employment growth to slow to 1.8% in
2008, compared with 2.0% in 2007.
"We are most concerned about the im-
pact of negative job growth on office
space absorption," reveals a participant.
Transaction activity has steadily
dissipated since a peak of nearly $2.4
billion in the third quarter of 2006.
Office building sales in Atlanta totaled
$700.0 million in the fourth quarter
of 2007, according to Real Capital
Analytics, Inc. Further, the majority
of the fourth quarter's transactions
involved suburban assets, with an
average sale price of approximately

$200.00 per square foot.

Two large office sales that closed in
the fourth quarter of 2007 included
Northpark Town Center in the Central
Perimeter submarket and Midtown 1 and
Il in the urban Midtown submarket. A
joint venture between AEW Capital
and the Bank of Ireland paid $315.0
million for Northpark Town Center.
The Midtown deal was a $242.0-mil-
lion sale-leaseback agreement between
Kan Am and AT&T/Bellsouth, which
fully occupies the asset. Since sales
activity has trended downward in
Atlanta, the average overall cap rate
has turned upward for the first time
since 2003, increasing three basis
points to 7.08% for the first quarter
of 2008.

Tahle 6

First Quarter 2008

ATLANTA OFFICE MARKETY

CURRENT QUARTER LAST QUARTER YEAR AGO
DISCOUNT RATE (IRR)*
Range 7.50% = 10.00% 7.50% ~ 10.00% 6.75% 4 T100%
Average 8.52% 8.48% 8.73%
Change (Basis Points} + 4 =21

OVERALL CAP RATE (OAR)*
Range
Average 708%

Change (Basis Points}

5.25% - 9.00%

5.25% - 9.00% 5.00% = 9.00%
7.05% 7.38%

+3 =39

y

RESIDUAL CAP RATE

Range G.50% ~ 8.75% 6.50% — 8.75% 7.00% = 9.60%
Average 7:63% 7.61% 6.08%

Change (Basis Points) + 2 =45

MARKET RENT CHANGE RATE®

Range O00% — 8.00% 0.00% - 8.00% 0.00% ~ 6.06%
Average 3.25% 3.25% 2.94%

Change (Basis Foints} 6] £33

EXPENSE CHANGE RATE®

Range 2:00% = 3.00% 2.00% - 3.00% 2.00% = 3.00%
Average 2.8%% 2.81% 2.81%

Change (Basis Points} 8] 0

AVERAGE MARKETING TIME®

Range 1:00=9.66 1.06 - 9.6C 1.00 = 9.00
Average 5.50 5.50 5.58

Change (%) 0 =4l

remarks a partidpant- The Georgia a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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Boston Office Market

AFTER EXPERIENCING STEADY ECONOMIC
GROWTH OVER THE PAST FEW YEARS, THE
DOWNTOWN BOSTON OFFICE MARKET
RECORDED ITS LOWEST OVERALL VACAN-
CY RATE IN SEVEN YEARS IN THE FOURTH
QUARTER OF 2007. At the same time,
average asking rental rates in the down-
town area increased for the eleventh
consecutive quarter, moving from
$50.99 per square foot in the third
quarter of 2007 to $53.87 per square
foot at year-end 2007, according to CB
Richard Ellis. As this market feels the
impact of a slowdown in the national
economy, some investors speculate that
rental rates have peaked.

"Rental rates may move up a bit

over the next few months, but we don't

expect to see strong gains like we have
in the past," comments a participant.
Supporting this notion is the recent de-
cline in this market's average initial-year
market rent change rate, which dipped
22 basis points this quarter to reach
3.56%. Of the 18 individual office
markets included in our Survey, 14 of
them reported declines in their average
initial-year market rent change rate
this quarter. The downward shift for
Boston's office market was the fifth
lowest decline. At 188 basis points, the
Houston office market posted the high-
est decline, while Dallas posted the
lowest decline at 8 basis points. The
average decline was 43 basis points.

In order to entice tenants to sign

Table 7
BOSTON OFFICE
First Quarter 2008

MARKETY

CURRENT QUARTER: LAST QUARTIR

YEAR AGO

DISCOUNT RATE (IRR)*
Range
Average 8.86%

Change {Basis Points)

6.00% - 13.00%

6.00% - 13.00%
8.81%

+ 5 =17

TO0% = 13.00%
9.03%

OVERALL CAP RATE (OAR)*
Range
Average 7:34%

Change {Basis Points)

500%: = 10:25%

4.50% ~ 16.25%

7.21%

5.50% ~10.25%
7.57%

+ 13 =23

RESIDUAL CAP RATE
Range
Average 8.01%

Change {Basis Points)

6:50% = 10.56%

6.25% ~ 10.5C0% T00% - 10.50%
7.92% 8.31%

+9 =30

MARKET RENT CHANGE RATE®

deals and in order for landlords to keep
face rental rates high, it appears that
some landlords are offering higher
inducements, such as above-average
tenant improvement allowances and
large amounts of free rent. Even though
the end result is a lower net effective
rent, a strong face rental rate boosts the
market's confidence even if it is just an
illusion. This quarter, about 70.0% of
our participants indicate that conces-
sions are prevalent throughout the
Boston office market. On a six-year
lease, free rent can range up to four
months. Moreover, excessive tenant
improvement allowances — the amount
by which an awarded tenant improve-
ment allowance exceeds that which is
typical for the market — can range up
to $25.00 per square foot.

Despite this market's positive trends
and fundamentals, turmoil in the capi-
tal markets and a widening bid-ask
gap between buyers and sellers have
brought Boston's investment market to
a near standstill. "The number of offer-
ing packages crossing my desk has
dropped dramatically," notes a partici-
pant. While some office property own-
ers are still testing the waters with
offerings, others have pulled properties
from the market due to a lack of inter-
est and the inability of bidders to reach
pricing goals. The owners of Westford
Technology Park East, for example,
decided not to sell the one-million-
square-foot asset located in Westford
after a handful of offers fell short of the
$200.0-million target price.

Even though most participants be-
lieve that market conditions still favor
sellers, many of them will continue to
feel frustrated as the real estate indus-
try works through the current repricing
phase of the real estate cycle. ¢

Rangs $.00%: - 5.00% 0.00% — 6.00% 0.00% - 6.00%
Average 3.56% 3.78% 3.50%

Change {Basis Points) -72 6

EXPENSE CHANGE RATE®

Range 3.00% = 3.00% 3.00% - 3.00% 3.00% — 3.00%
Average 3:00% 3.00% 3.00%

Change {Basis Points) 0 3

AVERAGE MARKETING TIME*

Range 2002400 2.00 - 24.00 2002400
Average 6.71 6.71 7.25

Change (%} 8] A5

a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months

PRICEWATERHOUSECOOPERS LLP www.pwcreval.com l 18

CONFIDENTIAL TREATMENT REQUESTED BY BARCLAYS LBEX-BARFID 0011610



Charlotte Office Market

EVEN THOUGH THE PRIMARY CATALYSTS
OF CHARLOTTE'S LOCAL ECONOMY,
WACHOVIA AND BANK OF AMERICA, ARE
FACING THE STRAIN OF THE NATIONAL
CREDIT CRISIS, STEADY — ALBEIT DECEL-
ERATED — OFFICE EMPLOYMENT GROWTH
IS STILL GENERATING DEMAND FOR OFFICE
SPACE IN THIS MARKET. Nevertheless,
businesses related to the capital mar-
kets industry, such as securities attor-
neys, accountants, and consultants, are
likely to experience a dip in business,
employment needs, and space require-
ments over the near term.

Recent employment figures indicate
a drastic slowdown in job growth for
the professional-and-business-services
sector with only 3,800 new jobs creat-
ed between December 2006 and De-

nancial professional services industries
in the coming months.

The underlying strength of the
Charlotte office market is evidenced by
record low vacancy rates over the past
year in the urban submarkets. "With
the three most influential areas —
Downtown, Midtown, and SouthPark —
posting vacancy under 10.0%, there
has to be a ripple effect to the other
submarkets," emphasizes a participant.
Increasing rental rates for the remain-
ing available urban space may prompt
tenants to look for a better value in the
suburban submarkets. "Class-A rents in
SouthPark have increased from the
$23.00-to-$24.00-per-square-foot
range to the $27.00-to-$30.00-per-

square-foot range," notes a participant.
Two suburban areas preparing to
capitalize on the shortage of available
urban office space are NC-51/Southeast
and 1-77/Southwest. In the Southeast,
Ballantyne Corporate Park, a compo-
nent of the 535-acre, master-planned
community, has four Class-A "green"
buildings under construction that will
add 800,000 square feet to the market
beginning this year. According to Cush-
man & Wakefield, the 1-77/Southwest
submarket had just over 600,000 square
feet of space underway at year-end
2007. Much of this construction is along
the 1-77 Corridor, which is supported by
Northlake Mall and the residential com-

munity surrounding Lake Norman. 4

cember 2007, a large decline from Table &
. CHARLOTTE OFFICE MARKET
2006's gain (see Table CHO-1). In the .
) . o First Quarter 2008
financial-activities sector, employment
held steady between December 2006 CURRENT QUARTER LAST QUARTER YEAR AGO
and December 2007. After adding about DISCOUNT RATE (IRR)*
. . . Range 7009 - 10.00% 7.00% - 10.50%
5,600 new jobs in 2006, this sector's g : " g ’
lack of h in 2007 is di o Average 8.20% 8.50%
ack of growth in Is disappointin
8 ] PP 8 Change (Basis Foints} 6]
to landlords. Despite a much slower
. OVERALL CAP RATE (OAR)?
pace of employment growth in these Range 5.30% = 9.00% 5.00% - 9.00%
sectors, Charlottes' economy should Average 7:27% 6.88%
continue to benefit from job growth in Change (Basis Points) +39
the healthcare, education, and nonfi- RESIDUAL CAP RATE
Range 5.50% = 9.00% 7.GG% ~ 9.00%
Average 7.58% 7.63%
Table CHO-1 Change (Basis Points) -5
ANNUAL EMPLOYMENT GROWTH MARKET RENT CHANGE RATEb
Charlotte-Gastonia-Concord, North Range 3.00% = 6.00% 3.60% ~ 65.00%
Carolina Metropolitan Division Average 3.70% 4.10%
Professi(?nal- Change (Basis Points) -~ 40
Financial and-Business
Year Activities Services EXPENSE CHANGE RATE"
2003 +2,700 + 400 Range 3.00% - 2.00% 3.00% ~ 3.00%
N Average 3:.00% 3.00%
2004 + 1,300 - 400
Change (Basis Points} o]
2005 + 3,400 + 3,500
AVERAGE MARKETING TIME®
2006 + 5,600 + 6,100 Range 200 - 6,00 2.00 - 6.00
2007+ 0 + 3,800 Average 467 4.67
*Compared to December 2006 Change (%) ¢
Source: Bureau of Labor Statistics "
a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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Chicago Office Market

AFTER FINALLY BATTLING BACK AGAINST
POORLY TIMED CONSTRUCTION PROJECTS
DURING THE PAST RECESSION, IT APPEARS
THAT LANDLORDS IN THE CHICAGO
OFFICE MARKET ARE AGAIN BRACING
THEMSELVES FOR A BUMPY RIDE. Since
2006, Chicago's CBD has tightened
thanks to decent gains in office-using
employment. At the start of 2007, the
overall vacancy rate in the CBD stood
at 14.8%, according to Cushman &
Wakefield. By the end of 2007, it had
fallen to 11.9%. Companies that leased
space in the CBD during 2007 included
Citigroup, American Hospital Associa-
tion, The Boston Consulting Group,
and West Publishing Corporation.

In the suburbs, the amount of avail-

able space also declined, but to a lesser
extent due to the addition of approxi-
mately 625,000 square feet of new
office space. At the start of 2007, the
overall vacancy rate in the suburbs
stood at 19.6%, dipping to just 19.1%
by the end of 2007. The submarkets
that comprise Chicago's 95.0-million-
square-foot suburban office area con-
tinue to perform quite differently. The
small North Corridor submarket, which
totals about 21.2 million square feet,
posted the lowest overall vacancy rate
at year-end 2007 (15.8%), while the
much larger Northwest Corridor post-
ed the highest rate (20.6%).
Companies that recently signed

either new or renewal leases within

Tahle 9

First Quarter 2008

CHICAGO OFFICE MARKET

CURRENT QUARTER: LAST QUARTIR

YEAR AGO

DISCOUNT RATE (IRR)?

Range 7:00% =4 1. 00% 6.50% - 11.00% T00%: = 1050%
Average 8.29% 8.22% 8.26%
Change {Basis Points) +7 3

OVERALL CAP RATE (OAR)?

Range A50% = 9.50% A4.50% ~ 9.50% B 50% -~ 9.50%
Average 700% 6.85% 722
Change {Basis Points) + 15 =22

RESIDUAL CAP RATE

Range 6:75% = 10.50% 6.50% ~ 9.25% T00% - 9.50%
Average 7.65% 7.60% 797%

Change {Basis Points) +5 =32

MARKET RENT CHANGE RATE®

Rangs $.00%: = 1 0.00% 0.00% - 10.00% 0.00% -~ 8.00%
Average 2.95% 3.09% 2.30%

Change {Basis Points) - 14 65

EXPENSE CHANGE RATE®

Range 2.00% = 3.00% 2.00% - 3.00% 7.00% ~ 3.00%
Average 2.90% 2.90% 2.53%

Change {Basis Points) 0 +7

AVERAGE MARKETING TIME*

Range 5:00:-1:8:00 3.00 - 18.00 F00 =1 800
Average 8:20 7.77 7.45

Change (%} + 5.53 +10.07

a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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the suburbs included Chicago Bridge &
Iron Co., which inked a lease for 60,000
square feet at Tallgrass Corporate Center
in Bolingbrook; Verizon Business Serv-
ices and the Regus Group, which both
renewed their leases for 41,121 square
feet and 36,438 square feet, respec-
tively, at Triangle Plaza in the O'Hare
submarket; and Hallmark Services
Corp., which signed a 15-year lease
for 256,766 square feet at Naperville
Woods Office Center. Reportedly,
Hallmark received a significant tenant
improvement allowance and free rent.
Unfortunately for many landlords,
inducements will remain all too com-
monplace during lease negotiations
due to the impact of a weaker national
economy, a slowdown in demand, and
a robust development pipeline.
Property owners looking to sell
assets in the Chicago office market are
also facing challenges. "A lack of lend-
ing options is keeping the buying pool
to a minimum, reducing offers, and
diminishing values," comments a partic-
ipant. For many sellers, a large bid-ask
pricing gap has forced them to pull
properties from the market and wait out
the current price correction occurring
in the industry. "There is a lot of confu-
sion about how much property values
have dropped, if at all, because sales
activity has been so low," explains a
participant. "No one wants to be the
first one to jump off the diving board
and test the water only to find out the
pool's been drained," chuckles another.
With so many grey clouds lingering
over head, many investors expect leas-
ing and sales activity to be relatively
quiet in the Chicago office market over
the next several months. "It's a good
time to prepare for the future," suggests

an investor. ¢
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Dallas Office Market

TIGHTER LENDING RESTRICTIONS AND
REPRICING ISSUES HAVE DRAMATICALLY
REDUCED THE PACE OF SALES ACTIVITY
IN THE DALLAS OFFICE MARKET OVER
THE PAST FEW MONTHS. In the fourth
quarter of 2007, sales volume totaled
$500.0 million. By comparison, sales
activity amounted to $2.65 billion in
the third quarter of 2007 and averaged
$750.0 million in the second and third
quarters of that year. For ten of the past
12 quarters, the majority of office
building sales occurred in the suburbs.
In the third and fourth quarters of
2007, however, sales volume was
higher in the central business district.
One of the largest CBD sales to occur
during the latter part of 2007 was
Hines Interests' acquisition of JPMorgan
Chase Tower for $290.0 million or
roughly $240.00 per square foot.
Well-leased, Class-A office assets
continue to receive the most attention
from investors in this market, as well
as in most major markets across the
country. "The trend is back to core,"
attests a participant. In one such local

transaction, Cannon Commercial sold

the 1.4-million-square-foot, Class-A
Galleria towers for a reported $211.00
per square foot. This landmark proper-
ty consists of three buildings — Galleria
1, totaling 469,000 square feet in 25
stories; Galleria Il, consisting of
430,000 square feet in 24 stories; and
Galleria Ill, totaling 520,000 square
feet in 26 stories.

Located in the LB} Freeway sub-
market, this prestigious office property
was purchased by the seller in No-
vember 2006. During its short holding
period, the seller increased both its
occupancy and rental rates. Asking
rental rates for Class-A space in the LBJ
Freeway submarket have increased

quite a bit over the past few quarters.

At year-end 2007, the average asking
rental rate for Class-A space was
$21.24 per square foot, a 3.6% quar-
terly increase, according to Studley Inc.

This rate of growth is comparable
to the average initial-year market rent
change rate indicated by our partici-
pants for the Dallas office market this
quarter. As shown in Table DOM-1,
this market posted the 8th lowest aver-
age for this key assumption of the 18
individual office markets included in
our Survey. The composite average for
the Survey's office markets is 3.92%
for the first quarter of 2008. San Fran-
cisco led the pack with an average of
7.23%, far above Dallas' average of
3.50%. ¥

Tahle 10
DALLAS OFFICE MARKET
First Quarter 2008

CURRENT GUARTER  LAST QUARTER YEAR AGO
DISCOUNT RATE (IRR)?
Range 7.50% = 11.50% 7.50% - 11.50% 7.50% = 11.50%:
Average 8.98% 8.98% 9.06%
Change {Basis Points) 4] “g

OVERALL CAP RATE (OAR)*

Range 6:00% = 10.00% 6.00% - 10.00% 6.00% = 10.00%
Average 7.95% 7.95% B.21%
Table DOM-1 Change {Basis Points) 0 =26
INITIAL-YEAR MARKET RENT RESIDUAL CAP RATE
CHANGE RATES Range 7:00% = T1.00% 7.00% ~ 11.00% 7.00% = T11.00%
First Quarter 2008 Average 8.66% 8.66% 8.7 %
Office Market Rate Change {Basis Points) 0 =5
Pacific Northwest 3.60% MARKET RENT CHANGE RATE®
Range 0:00% = 7.CG0% 1.00% - 7.66% 0:00% = 5.00%
Boston 3.56% Average 3.50% 3.58% 2.90%
Dallas 3.50% Change {Basis Points) - & + 60
Houston 3.26% EXPENSE CHANGE RATE®
Atlanta 3.25% Range 2.00% = 3.00% 2.00% - 3.00% 2.00% = 3.00%
Chicago 2.95% Average 2.67% 2.57% 2.67%
Northern Virginia 2.94% Change (Basis Points) 0 0
Suburban Maryland 2.81% AVERAGE MARKETING TIME®
Range 3.00:=12:00 3.00-12.00 3.00:=12.00
Southeast Florida 2.75% : i
Average 6:30 6.30 6.30
Philadelphia 2.58% Change %) o o
Source: Korpacz Real Estate Investor Survey” a. Rate on unleveraged, all-cash transactions b, Initial rate of change . In months
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Denver Office Market

THE CENTRAL BUSINESS DISTRICT (CBD)
IS A LEADING PERFORMER IN THE DENVER
OFFICE MARKET DUE TO STEADY DEMAND
FROM TENANTS IN THE ENERGY SECTOR
AND RELATED INDUSTRIES THAT HAS KEPT
VACANCY RATES IN THE SINGLE DIGITS.
Since the second quarter of 2007, the
Denver CBD has maintained a sub-
9.0% overall vacancy rate, according
to Cushman & Wakefield (see Table
DEM-1). Furthermore, the Class-A
CBD office sector posted a 5.9% over-
all vacancy rate in the fourth quarter of
2007, down from 6.1% in the previous
quarter. The Northwest and Southwest
submarkets are following closely behind
the CBD with overall vacancy rates of
10.6% and 11.8%, respectively.

Diminishing available space has re-
sulted in speculative development in
the CBD. The 1001 Seventeenth Street
and 1400 Wewatta Street projects, con-
taining a combined total of about one
million square feet of office space, will
open in 2008. Another CBD office proj-
ect located at 1900 Sixteenth Street
broke ground in the fourth quarter of
2007 and will add 335,000 square feet
to the downtown submarket in early
2009. These additions to inventory are
anticipated to ease the tightness in the
CBD over the next 18 to 24 months.
NonCBD deliveries are expected to
total nearly one million square feet over
the same time period.

Favorable vacancy rates and re-

Table 11
DBENVER OFFICE MARKET
First Quarter 2008

CURRENT QUARTER LAST QUARTER

YEAR AGOY

DISCOUNT RATE (IRR)*

Average 8.30%

Change (Basis Points)

Range 5000 =1 0.00%

OVERALL CAP RATE (OAR)?

Average 5.63%

Change (Basis Foints)

Range 5.50% ~ 6.50%

5.00% — 10.00%
8.18%

+12

4.00% - 8.50%
6.41%

£ 22

RESIDUAL CAP RATE

sulting rental rate growth continue to
attract investors to the Denver office
market. However, the velocity of trans-
actions has slowed relative to the robust
activity witnessed in early 2007. "There
are some investors who are turning away
from the CBD largely because of the
prices paid and the aggressive income
assumptions behind those prices," re-
marks a participant. In one recent deal,
CB Richard Ellis, on behalf of Alaska
Permanent Fund Corporation, purchased
Independence Plaza, a 567,287-square-
foot tower. Nearly 98.0% occupied at
the time of sale, this asset garnered a
price of $255.00 per square foot —
above the average sale price for the
Denver CBD over the past twelve
months ($237.00 per square foot), as
reported by Real Capital Analytics, Inc.

Commensurate with the slowdown
in transaction activity and the unstable
capital markets, the overall capitaliza-
tion rate for the Denver office market
ticked up 22 basis points during the
first quarter of 2008. "We do not see a
major surge in overall cap rates. We
will see a truing up of cash flows before
we see dramatic increases in yield

rates," predicts a participant. ¢

Range 6.50% = 5.90% 6.50% - 8.90%
Average 7.40% 7.43% Table DEM-1
Change (Basis Points) -3 OVERALL VACANCY RATE TRENDS
MARKET RENT CHANGE RATE® Denver CBD Office Market
Range 3.00% = 19.00% 3.00% - 10.90% Change
Averag 5 655 Quarter Rate (Basis Points)
Average 3.0 bS5 RS P,
Change (Basis Points} - 125 4Q07 8.60% +30
0, — 60}

EXPENSE CHANGE RATE® 3Q07 8.30% 60
Range 3.00% = 5.00% 3.00% - 5.00% 2Q07 8.90% - 130
Average 3.40% 3.40% 1Q07 10.20% —- 70
Change (Basis Points} 0 1Q06 10.90% _370
AVERAGE MARKETING TIME® QU5 14.60% - 410
Range 00:=8.00 1.00 - 6.00

1Q04 18.70% -30
Average 3.29 3.07

1Q03 19.00% —
Change (%) +7.17 Q
a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months Source: Cushman & Wakefield
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Houston Office Market

AFTER POSTING STEADY DECLINES IN
VACANCY RATES AND ROBUST INCREASES
IN RENTAL RATES THROUGHOUT 2007, THE
HOUSTON OFFICE MARKET STANDS READY
TO FACE THE DIFFICULTIES THAT ACCOM~-
PANY A NATIONAL ECONOMIC SLOW~-
DOWN. "Even though overall growth will
decelerate in the coming year, healthy
market conditions should help alleviate
some of the pain for the Houston area,"
remarks a participant. While this office
market's bustling energy sector has re-
sulted in strong demand for space from
gas and oil companies, it also has spark-
ed demand from supporting industries.
"The local economy doesn't rely solely
on the energy sector anymore," notes a
participant. Nonenergy companies that
recently leased space in Houston in-
cluded 1BM, Sterling Bank, Morgan
Lewis, and Alert Logic.

The strength of Houston's office
market is shown in its overall vacancy
rate trends. In the fourth quarter of
2007, overall vacancy in the CBD
stood at 11.7%, according to Cushman
& Wakefield. A year earlier, this figure
was 13.3%. In the suburbs, the overall
vacancy rate declined from 15.2% in
the fourth quarter of 2006 to 12.2% in
the fourth quarter of 2007. Just two
years ago, these rates were significant-
ly higher — 21.8% for the CBD and
17.4% for the suburbs.

As vacancy rates have declined,
landlords have been able to boost rental
rates. According to Colliers Internation-
al, the average rental rate for office

rental rate growth for Houston, most of
them are a bit less robust. For instance,
Studley Inc. reports that the average
asking rental rate for Class-A space
jumped 36.3% year-over-year in
Houston's CBD in the fourth quarter of
2007. Cushman & Wakefield pegs the
annual increase in the CBD's average
asking rental rate at 33.9%.

The expectation that the Houston
office market will persevere through
the current economic slowdown and
remain a top-performing metro area in
the country appeals to many investors.
As a result, several office properties have
sold recently. In one deal, Westway One,
a 143,000-square-foot, Class-A office
building located in the Northwest sub-

market sold to Behringer Harvard

REIT ! for an undisclosed amount. This
property was completed in November
2007 and holds a LEED Silver certifica-
tion. In another deal, the 224,000-
square-foot, Class-B Kirkwood Atrium 11
in the Energy Corridor reportedly sold
for slightly above $100.00 per square
foot to BGK Group.

Steady interest from investors has
prompted several office buildings to be
offered for sale. Enclave on the Lake, a
premiere 171,091-square-foot office
building located in the Energy Corridor,
is reportedly up for sale. In addition,
the 567,400-square-foot, Class-A Five
Post Oak Park in the Galleria submar-

ket is available for sale. 4

Tahle 12

First Quarter 2008

HOUSTON OFFICE MARKET

CURRENT CQUARTER LAST QUARTER YEAR AGC
DISCOUNT RATE (IRR)*
Range 7.50% = 10.00% 7.50% - 10.00% 50% = 14.00%
Average 841 % 8.52% 9.25%
Change (Basis Points) -1 =87
OVERALL CAP RATE (OAR)*
Range £50% = 10.00% 5.00% - 10.00% H.50% = 12.00%
Average 7.25% 7.59% 8.43%
Change (Basis Foints) - 34 R

RESIDUAL CAP RATE

Range 5:00% =~ 10.00% 5.00% ~ 11.00% 7 25% = 12.00%
Average 7.76% 8.04% 8.94%
Change (Basis Points) -28 =118

MARKET RENT CHANGE RATE®

Range G.00% ~ 5.00% 2.00% - 15.00% G.00% - 7.00%
Average 3.26% 5.14% 270%
Change (Basis Points) - 188 +56

EXPENSE CHANGE RATE®

space n downtown Houston Cllmbed Range 2.00% = 5.00% 2.00% ~ 4.00% 2.00%: - 4.00%
from $23.90 per square foot in 2006 Average 3. 15% 2.95% £.93%
. Change (Basis Points +26 +26
to $36.40 per square foot in 2007, a nee ints)
52.4% year-over-year increase — the AVERAGE MARKETING TIME
o 80 in th i Range 2:0029.00 2.00 - 9.00 7085 9.00
greatest gain of any C in the nation Average 613 613 G
in 2007. While other office market re- Change (%) o B
Ports also show Strong increases in a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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Los Angeles Office Market

THE LOS ANGELES OFFICE MARKET 1S
NOT EXPECTED TO COME AWAY FROM
THE CURRENT ECONOMIC SLOWDOWN
UNSCATHED, BUT IT WILL PROBABLY
HOLD UP BETTER THAN MOST OTHER
MAJOR OFFICE MARKETS ACROSS THE
COUNTRY. Due to a diverse economy
powered by technology, entertainment,
tourism, and foreign trade, it remains a
popular choice for corporate offices
and attracts a dynamic workforce.
"Values should come down, but they'll
still be very high compared to other
markets," comments a participant.

In 2007, the Los Angeles-Long
Beach-Glendale metropolitan statisti-
cal area added 93,200 new nonfarm

jobs, according to the Bureau of Labor

Statistics. Approximately 14,900
(15.9%) of these new jobs were in the
professional-and-business-services sec-
tor. Other office-using sectors also
posted gains during the past year. As a
result of steady employment growth
and an increase in tenant space
requirements, the overall vacancy rate
in downtown Los Angeles markedly
declined during 2007. Specifically, it
dropped 240 basis points between the
fourth quarters of 2006 and 2007 to
reach 13.9%, according to Cushman &
Wakefield (C&W).

Although most suburban submar-
kets posted increases in overall vacancy
over the past year, fundamentals remain

very strong in many of them. In West

Table 13

First Quarter 2008

LOS ANGELES OFFICE MARKET

CURRENT QUARTER LAST QUARTER

YEAR AGO

DISCOUNT RATE (IRR)*

Range BO0% — 12.00% 5.00% ~ 13.00% 5.06% ~13.00%
Average 5.24% 8.29% 8.46%
Change (Basis Points) =22

OVERALL CAP RATE (OAR)*
Range
Average 5.16%

Change (Basis Points)

3.00% - 9.00%

3.00% - 9.00% 5.00% = 9.00%

6.16% 6.59%

0 ~43

RESIDUAL CAP RATE

Change (Basis Points)

Range 5.00% = 9.00% 6.00% - 9.00% 5.50% = 3.00%
Average TA8% 7.20% 7.50%

Change (Basis Points) -2 =32

MARKET RENT CHANGE RATE®

Range 2.00% + 8.00% 2.00% - 8.00% 2.00% 4 0%,
Average 4.50% 4.83% 3.92%

e
- 27

&
SN

EXPENSE CHANGE RATE®

Los Angeles, for example, overall va-
cancy stood at 8.4% at year-end 2007.
Such a low vacancy rate ranks it as the
third tightest suburban office market of
the 41 markets tracked by C&W. Inter-
estingly, the two tightest suburban office
markets in the country are Los Angeles
(8.0%) and Los Angeles Tri-Cities
(7.6%). Even though West Los Angeles'
overall vacancy rate has increased over
the past year due to the delivery of
new space and an increase in sublease
space, investors remain optimistic that
it will continue to be one of the top-
performing submarkets going forward.
Los Angeles' ability to withstand
economic and fundamental downturns
continues to lure investors. "Even if we
head into a recession, Los Angeles will
remain a target for many investors' dol-
lars," believes a participant. In 2007,
transaction volume totaled roughly
$11.85 billion in Los Angeles with an
average sale price of $316.00 per
square foot, according to Real Capital
Analytics, Inc. Top buyers in this market
during 2007 included Maguire Partners,
The Blackstone Group, Broadway Real
Estate Partners, and Hines Interests.
The sales volume number for Los
Angeles in 2007 falls behind two other
powerhouse office markets — Manhattan
at $40.91 billion and San Francisco at
$12.43 billion. Another West Coast
market that experienced strong sales
activity in 2007 was San Diego, where
transaction volume totaled $5.79 bil-

lion. Given such strong investment

Range 2.50% = 5.00% 2.50% - 5.00% 2.50% % 5.00% demand, it is not surprising that these
Average B 337% 3.21% markets posted the four lowest average
Change (Basis Paints) N -4 cap rates of the 18 individual office
AVERAGE MARKETING TIME markets in our Survey in the first quar-
Range 1001200 00— 12.00 3.06=10.60

i ) : ter of 2008 — Manhattan at 5.55%, San
Average 563 5.81 6.08

. o .

Change (%) 140 7an Diego at 6.08%, San Francisco at
a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months 6.11 0/0, and Los AngEIES at 6.16%. #
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Manhattan Office Market

WITH MINIMAL AMOUNTS OF NEW
CONSTRUCTION DEBUTING IN THE MAN-
HATTAN OFFICE MARKET OVER THE NEXT
THREE YEARS, MANY INVESTORS ARE
OPTIMISTIC THAT IT COULD WEATHER A
SIGNIFICANT DROP OFF IN TENANT
DEMAND AND A HIGH NUMBER OF JOB
CUTS. "Leasing activity has been very
slow due to the turmoil in the financial
markets, but fundamentals are extreme-
ly tight and still favor landlords," re-
marks a participant. Nevertheless, the
future health of the Manhattan office
market depends greatly on the extent
to which the troubled financial sector
rebounds from the subprime fallout
and the sluggish economy.

Over the past few years, the finan-
cial-activities employment sector has

the recent gains in this sector, it appears
that fewer financial companies are
searching this market for new (or addi-
tional) space. On the other hand, the
amount of sublease space offered by
financial companies is expected to rise
over the coming months.

Manhattan's proven ability to endure
economic downturns better than most
major CBD markets continues to be
a strong reason for its long-standing
appeal with investors. "This market
has a proven track record for outper-
forming the country during good
and bad times," notes a participant.
Even during the last recession, this
office market boasted extremely low

vacancy rates.

Due to its stellar market conditions
and historical performances, the re-
pricing of risk currently occurring
throughout the industry has yet to fully
materialize in Manhattan. "Sale prices
are still very high, especially for the
best assets up for sale," comments a
participant.

Although a severe economic down-
turn would likely turn this market in
favor of buyers, sellers still hold the
upper hand during price negotiations.
Approximately 87.50% of our Survey
participants believe a sellers' market
still prevails in Manhattan, while the
remaining 12.5% believe that market
conditions equally benefit buyers and

sellers. %

been a strong driver of demand for of- Fabie 14
. . . . MANBATTAN OFFICE MARKETY
fice space in Manhattan. Since losing .
) o ) First Quarter 2008
about 55,200 jobs in this sector during
the last recession, New York City has CURRENT QUARTER LAST QUARTIR YEAR AGO
gained close to 41,100 new jobs in the DISCOUNT RATE (IRR)*
X . s Range 6.00% = 9.00% 6.00% ~ 9.00% 6.00% = 2.00%
financial-activities sector over the past : o ‘
. Table MO-1). Desor Average 7.66% 7.63% 9%,
r r -1). i
our years (see Table ). Despite Change {Basis Points) +3 =7
OVERALL CAP RATE (OAR)?
Table MO-1 Range 3.00% ~ 8.00% 3 00% — 8.60Y% 3.00% - 8.00%
EMPLOYMENT GAINS Average 5.55% 5.52% 5.64%
New York City, New York Change {Basis Points) +3 -9
Financial RESIDUAL CAP RATE
Activities Range 57 5% -~ G 25% 5.50% - 9.060% 5.50% - 9:00%
Year (000s) Change Average £.81% 5.51% 6.95%
2007+ 474.7 + 16,300 Change (Basis Points) 0 L7
2006 4584 = 13,300 MARKET RENT CHANGE RATE®
2005 445.1 + 9,600 Range 3.00% = 10.00% 3.00% - 10.00% 3.00% = 10.00%
2004 435.5 - 1.800 Average 6.03%: 5.91% 6C3A%
2003 433.6 ~11,500 Change {Basis Points) - 88 =31
2002 4451 28500 EXPENSE CHANGE RATE®
Range 3.00% + 4.00% 3.00% - 4.00% 300, =4 00%
2001 473.6 ~ 15,200 S0 o o
Average 3.21% 3.21% 32%%
2000 488.8 +7,800 Change (Basis Points) ] ]
1999 481.0 +3,700 AVERAGE MARKETING TIME®
1998 477.3 + 9,600 Range 2.00 - 8.00 2.00 - 8.00 200800
1997 467.7 — Average 3.94 3.94 394
* Month of December Change (%) 0 U
Source: Bureau of Labor Statistics a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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Northern Virginia Office Market

ALTHOUGH OCCUPANCIES REMAIN GEN-
ERALLY HEALTHY FOR CLASS-A OFFICE
PROPERTIES THROUGHOUT THE NORTH-
ERN VIRGINIA OFFICE MARKET, MANY
LANDLORDS HAVE NOTICED A MARKED
SLOWDOWN IN LEASING ACTIVITY AND
TENANT INTEREST. "Demand has absolute-
ly decelerated," comments a participant,
who reveals that 90 days had recently
elapsed between space showings at
their office buildings. While demand has
somewhat improved, it is mostly from
smaller tenants (around 5,000 square
feet) looking for lower rental rates and
higher concession packages. On the
other hand, tenant demand is virtually
nonexistent for large blocks of space.

For the most part, landlords have

been able to hold rental rates at current
levels. However, landlords are not in the
same position as they were a year ago,
especially in many of the submarkets
located outside the Beltway, where
additions to supply have weakened
fundamentals. In Herndon/Reston, ad-
ditions to supply pushed up the overall
vacancy rate to 12.8% in the fourth
quarter of 2007, roughly 230 basis points
above the rate at the start of 2007. At
the end of 2007, the average asking
direct rental rate for office space in
Herndon/Reston was $30.00 per square
foot, according to CB Richard Ellis.

In submarkets located closer to the
Beltway and immediately outside of

Washington, DC, rental rates are higher

Tahie 15

First Quarter 2008

NORTHERNMN VIRGINIA OFFICE MARKET

CURRENT CRUARTER: LAST QUARTER

YEAR AGO

DISCOUNT RATE (IRR)*

Range 6:00% = 11.00% 6.00% - 11.00% GO0% = T1.00%
Average 8.1 1% 8.11% 8.1 7%

Change (Basis Points) 8] w6

OVERALL CAP RATE (OAR)*

Range 5:00% = 9.00¢ 5.00% - 9.00% 5:00% = 9.00%
Average 6.63% 6.83% 65.99%

Change (Basis Points) 0 216

RESIDUAL CAP RATE

Range
Average 7.61%

Change (Basis Points)

6.50% = 9.50%

6.50% ~ 9.50% 5.50% ~ 9.50%
7.61% T73%

0 =12

MARKET RENT CHANGE RATE®

Range 0:00% = 4.CG0% 0.00% ~ 4.60% 0:00% = 4.00%
Average 2.94% 2.94% 2.94%

Change {Basis Points) 0 0

EXPENSE CHANGE RATE®

Range 3.00%-3.50% 3.00% - 3.50% 3.00% = 3.50%
Average 3.06% 3.06% 3.06%

Change (Basis Points) 0 0

AVERAGE MARKETING TIME:

Range 1.00:-9.00 1.00 -9.00 00 =500
Average 5407 5.07 507

Change (%) ¢ 0

a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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due to stronger demand and limited
additions to supply. In Arlington County,
the average asking rental rate stood at
just under $36.00 per square foot in the
fourth quarter of 2007. Due to Arling-
ton's low vacancy rate, higher rent
level, and proximity to the District, it
remains a top investment location for
investors. In one recent sale there, Lowe
Enterprises Investors recently acquired
Jefferson Plaza, a 517,000-square-foot,
Class-A office asset.

While the migration of new tenants
into the Northern Virginia office mar-
ket is down compared to prior years, it
appears that renewal activity is up. In
fact, several large tenants have renewed
leases over the past few months. Na-
tional Telecommunications Cooperative
Association, for example, renewed its
lease for 31,000 square feet at Stafford
Il in Arlington. In another renewal, Lock-
heed Martin signed an eight-year deal
for its 71,507 square feet at 14550
Avion Parkway in Chantilly. "Our re-
newal percent has gone up over the
past year because companies realize
how expensive it is to move," com-
ments a participant. In the first quarter
of 2008, our participants indicated a
tenant retention percentage ranging
from 60.0% to 75.0% and averaging
67.2%. Two years ago, these figures
were slightly lower, ranging from
50.0% to 70.0% and averaging 64.7%.

Overall, most investors expect the
Northern Virginia office market to hold
up reasonably well during the current
economic slowdown and repricing.
Even though one participant points out
that values have dipped about 5.0%
since the credit crisis, it is still too
early to tell exactly how much prices
have shifted due to a lack of recent
sale transactions. ¢
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Pacific Northwest Office Market

AMID ALL THE UNCERTAINTIES UNDERLY-
ING BOTH THE FUTURE PATH OF THE U.S.
ECONOMY AND THE LONG-TERM RAMIFI-
CATIONS OF THE DISTRESSED CAPITAL
MARKETS, THE PACIFIC NORTHWEST
OFFICE MARKET CONTINUES TO PROVIDE
INVESTORS WITH POSITIVE TRENDS AND
OPTIMISM (ALBEIT SUBDUED). 2007 was
a memorable year for the Pacific
Northwest office market, where steady
employment gains and strong local
economies created an environment
that favored both landlords and sellers.
Even though restrained economic
growth is anticipated for 2008, funda-
mentals will likely remain quite stable.
During the past year, most down-
town landlords were able to increase

rental rates throughout the three main

space in downtown Seattle increased
26.0% in 2007. In downtown
Bellevue, the surge was even more
impressive at 32.0%. On the other
hand, it was muted in Portland's CBD
at only 9.0%.

When comparing the average ini-
tial-year market rent change rates for
the 18 individual office markets
included in our Survey, the Pacific
Northwest office market ranks very
high (see Table PNW-1). In fact, it
posts the second highest gain over the
past year, placing just behind the San
Francisco office market. Healthy rental
rate growth is one reason for this mar-
ket's strong appeal among investors.

Even though slower economic growth

and turmoil in the debt arena should
cause values to decline in the near
term, investors still believe in this mar-
ket's ability to persevere.

"A tremendous amount of capital is
targeting office investments in Seattle,"
remarks a participant. And with prices
likely to dip in the near term, the vol-
ume of capital aimed at this high-rated
market will likely increase. In one
recent trade, the two-building,
532,000-square-foot Kilroy Airport
Center located next to Seattle-Tacoma
International Airport sold for about
$150.00 per square foot to
ScanlanKemperBard Companies, who
plans to rename the asset Sea-Tac
Office Center. %

areas that comprise this market — Fable 16
PACIFIC NORTHWEST OFFICE MARKET
Seattle, Bellevue, and Portland — due .
o ) First Quarter 2008
to strong demand and [imited addi-
tions to supply. Some of the most CURRENT GUARTER LAST GUARTER YEAR AGO
impressive rental rate increases were DISCOUNT RATE (IRR)*
. Range 500% = 13.00% 5.00% — 13.00% 5.00% = 13.00%
recorded in the CBD submarkets of & Lo o
Seat] d Bell A di Average 9.52% 9.52% 9.98%
n vue. rdin
cattie a elievue. Acco gto Change {Basis Points) 0 =4e
Cushman & Wakefield, the average
. OVERALL CAP RATE (OAR)*
rental rate for all classes of office Range 5.00% - 1100%  5.00%-11.00%  6.50% - 11.00%
Average 7.81% 7.81% B.52%
Table PNW-1 Change {Basis Points) 4] =7
MARKET RENT COMPARISON* RESIDUAL CAP RATE
. k¢ 25% = 10:00% 25% - 10.00% 7:00% = 10.00%
TOp Ten Surveyed Office Markets I ange 0:25% = 1 0:00% 0.25% - 10.00% % 10:00%,
Of fif_?_ _"_’_‘31’_'5?_ t 9.‘3.’]59 Average 7:94% 7.94% B:42 %
. Change {Basis Points) 0 248
San Francisco +117
b
Pacific Northwest +110 MARKET RENT CHANGE RATE 5 : o ; ; ;
Range O:00% = 7:00% 0.00% ~ 7.00% 0.00% = 7.00%
Chicago +65 Average 3.60% 3.70% 2.50%
Los Angeles + 64 Change {Basis Points) - 10 L1110
Dallas +60 EXPENSE CHANGE RATE®
Philadelphia 58 Range 2.00% = 5.00% 2.00% - 5.00% 2.00% - 5.00%
Houston 156 Average 3.33% 3.33% 3.33%
Change (Basis Points 0
Atlanta 3 Change (Basis Points) 0 )
San Diego 49 AVERAGE MARKETING TIME«
Range 1.00=12.00 1.00-12.00 3.00:=12.00
Washington, DC 9 Average 5.08 5.08 52
*Initial-year rate of change 1Q07 to 1Q08 Change (%) 0 ~14.19
Source: Korpacz Real Estate Investor Survey” a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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Philadelphia Office Market

A SPIKE IN TRANSACTION ACTIVITY DUR-
ING THE FOURTH QUARTER OF 2007 IN
THE PHILADELPHIA OFFICE MARKET IS
ATTRIBUTABLE TO TWO LARGE-SCALE
PROPERTY SALES. In the first deal, G&l
VI Interchange Office, a joint venture
between a fund managed by DRA
Advisors and Brandywine Realty Trust,
purchased the 29-building, 1.6-mil-
lion-square-foot Brandywine portfolio
for $285.0 million, or about $180.00
per square foot. This portfolio con-
tained Class-A and -B properties in
the Horsham, Bucks, LeHigh Valley,
and Fort Washington suburban sub-
markets.

In the other deal, Berhinger

Harvard purchased three CBD assets

from IPC US REIT for $373.5 million,
or approximately $143.00 per square
foot. The properties included in this
transaction were the Wanamaker
Building (1.4 million square feet),
United Plaza (621,348 square feet),
and 1650 Arch Street (587,000 square
feet). These sales helped raise this
market's fourth quarter transaction
volume to $760.0 million, significantly
above the average reported during the
first three quarters of 2007 ($243.0
million), according to Real Capital
Analytics, Inc.

Despite the increase in transaction
activity, the average overall cap rate
remains at 8.15% for the fourth con-

secutive quarter — the highest rate

Tabie 17

First Quarter 2008

PHILADELPHIA OFFICE MARKETY

CURREMT QUARTER LAST QUARTER

YEAR AGO

DISCOUNT RATE (IRR)*
Range
Average G.30%

Change (Basis Points)

B8.00% = 11.00%

8.00% ~ 11.00%

9.30%

8.00% = 12.50%

9.68%

OVERALL CAP RATE (OAR)?

Range
Average 8.15%

Change {Basis Points)

5.00% = 11.00% 5.00% ~ 11.00%

5.15% 8.55%

0 SHO

RESIDUAL CAP RATE
Range
Average 8.40%

Change {Bas:is Points)

6.00% - 10.00%

6.00% - 10.00% 6.00% - 10.50%
8.40% 3%

0 =33

fxce)
~

among the 18 individual office markets
covered by the Survey (see Table PHL-
1). The pace of transactions is antici-
pated to slow and remain focused on
equity players given tighter lending
restrictions brought about by the
national credit crisis. "Deals will get
done with cash, so smaller, more high-
ly leveraged buyers will have prob-
lems," remarks a participant.

Underlying fundamentals are
surprisingly balanced as the local
economy battles the national subprime
mortgage crisis and slowing job
growth. At year-end 2007, the CBD
posted a Class-A vacancy of 7.1%,
down from 8.5% in the third quarter,
according to Cushman & Wakefield.
Also on the positive side, limited deliv-
eries of new office space are expected
in 2008 and 2009. Nevertheless, a
slowdown in demand is expected to
impede rent growth and leasing activi-
ty. "Demand is unsure in 2008, but
2009 will likely see a downward
movement in rental rates. Also, com-
panies may be downsizing space per
worker and renewing for less square
footage than their current leases,"
notes a participant.

MARKET RENT CHANGE RATE®
Range
Average 2.58%

Change (Basis Points)

8.00% = 5.00%

0.00% - 5.00% 0.00% = 5.00%

2005,

-

2.75%

- 17 +:58

EXPENSE CHANGE RATE®

Table PHL-1
OVERALL CAPITALIZATION RATES

Philadelphia Office Market
Change

Quarter Average (Basis Points)
1Q08 8.15% 0

4Q07 8.15% 0

3Q07 8.15% 0

2Q07 8.15% - 40

1Q07 8.55% - 20

1Q06 8.86% -31

1Q05 9.17% - 44

1Q04 9.61% —

Source: Korpacz Real Estate Investor Survey”

Range 2.00% = 3.00% 2.00% — 3.00% 2.00% = 3:.00%
Average 2.83% 2.83% 2.86%

Change (Basis Points) 0 =3

AVERAGE MARKETING TIME®

Range 3.00:+ 9.00 3.00 - 9.00 3.009.00
Average 5.30 5.30 525

Change (%) 0 0.95

a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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Phoenix Office Market

IN THE PHOENIX OFFICE MARKET, VACAN-
CY RATES ARE RISING IN THE SUBURBS IN
THE FACE OF ONGOING NEW DEVELOP-
MENT AND ARE HOLDING STEADY AS
SINGLE DIGITS IN THE CENTRAL BUSINESS
DISTRICT. Specifically, the Class-A sec-
tor in the CBD posted a 7.2% overall
vacancy rate for the fourth quarter of
2007, according to Cushman & Wake-
field (see Table PHO-1). The CBD is a
mature market with limited land avail-
able for development. As a result, the
two new high-rise developments that
broke ground in the CBD toward the
end of 2007 are expected to fill a need
for space in the short term without
having a negative impact on vacancy
rates in the long term. The two new
projects — CityScape and One Central

this market, buildings with larger blocks
of space should fare well," remarks a
participant.

Although office market fundamen-
tals are being tested on the supply side
due to excessive new construction and
on the demand side due to an econom-
ic slowdown, this market captured the
attention of investors in 2007. Accor-
ding to Real Capital Analytics, Inc.,
Phoenix ranked 16th out of 43 markets
in terms of total dollar volume of office
building sales in 2007. Still, overall
volume fell off slightly from $680.0
million in the third quarter of 2007 to
$600.0 million in the fourth quarter of
2007. "We may pursue something that's

truly advantageous for us, but we are

not purposely running to this market at
this time," reveals a participant.

While the majority of sales in 2007
included suburban assets, a trophy CBD
property closed during the fourth quar-
ter. Hines acquired the one-million-
square-foot One and Two Renaissance
Tower for $280.00 per square foot. This
asset was 95.0% leased at the time of
sale with about 3.0% of the leases set
to expire in 2008 and roughly 10.0%
of them due for renewal in 2009 and
2010. Also in the CBD, Phelps Dodge
Tower is reportedly under contract for
$130.0 million. If this deal closes, its
price of nearly $318.00 per square foot
would set the top end of the range for

Phoenix area office building sales. 4

Park East — total just over one million Fable 18
PHOENIX OFFICE MARKET
square feet and are slated for comple- .
o First Quarter 2008
tion in 2009.
The bulk of nonCBD office construc- CURRENT QUARTER 1AST QUARTER YEAR AGO
tion in this market is occurring in the DISCOUNT RATE (IRR)*
. . Range 5.00%: = 171.00% 5.00% — 11.00%
Scottsdale Airpark, Chandler/Gilbert, : ! ’
X Average L92% 7.88%
and West Valley submarkets. With more o~ o
o Change (Basis Points) +4
than 3.8 million square feet of new
. . OVERALL CAP RATE (OAR)*
space scheduled for delivery in 2008, Range 400% - 8.50% A00% - 8.50%
the suburban vacancy rate is expected Average 5.55% 6.50%
to climb farther than the fourth quarter Change (Basis Points) +5
2007 figure of 16.6%. "Even though RESIDUAL CAP RATE
too much construction is occurring in Range H.70% = 9.00% 6.70% — 9.00%
Average 7-38% 7.46%
Change (Basis Points) -8
Table PHO-1
MARKET RENT CHANGE RATE"
CLASS-A OVERALL VACANCY RATES Range 1.00% — 6.00% 1.00% — 6.00%
Phoenix Office Market Average &y 4759
Quarter CBD NonCBD Change (Basis Points) -~ 50
4Q07 7:2% 16.6% EXPENSE CHANGE RATE®
3Q07 7 4% 15.1% Range 00 - 5.00% 1.00% - 5.00%
2Q07 9.7% 15.5% Average 3.50% 3.50%
1Q07 7 8% 13.6% Chang»:z (Rasis Points) 4]
4Q06 7 8% 11.0% AVERAGE MARKETING TIME:
Range 2.00 = 9.00 2.00 - 6.00
4Q05 12.1% 13.0%
Average 407 364
4Q04 15.1% 17.2%
Q 4 4 Change (%) +11.81
Source: Cushman & Wakefield a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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San Diego Office Market

THE COMBINATION OF NEW CONSTRUC-
TION, DECELERATING JOB GROWTH, AND
RISING UNEMPLOYMENT IS PUSHING UP
VACANCY RATES AND RESTRAINING RENT
GROWTH IN THE SAN DIEGO OFFICE
MARKET. As of year-end 2007, the over-
all vacancy rate increased to 14.0%,
compared with 10.6% in January 2007,
according to CB Richard Ellis. With
nearly 1.9 million square feet of Class-
A deliveries recorded in 2007, the Class-
A vacancy rate hit 15.0% in the fourth
quarter of 2007. Moreover, almost 1.6
million square feet of Class-A space are
currently under construction in the
suburban submarkets, which may neg-
atively impact vacancy rates.

As some landlords fight to lease-up

new office developments, others are
hustling to retain tenants in existing
properties by either lowering asking
rental rates or offering more attractive
concession packages. "There is still a
lot of construction, so rents are staying
flat," remarks a participant. The Survey
data indicates a 25-basis-point drop for
the average initial-year market rent
change rate this quarter, dipping from
4.47% in the fourth quarter of 2007 to
4.22% in the first quarter of 2008.

In one new lease this quarter, UBS
signed a lease to occupy the 22,000-
square-foot top floor of the new
310,000-square-foot 20 Pacifica office
tower beginning in April 2008. In an-

other deal, Bridgepoint Education Inc.,

Table 19
SANMN DIEGCGO OGFFICE MARKET
First Quarter 2008

CURRENT QUARTER LAST QUARTER YEAR AGO
DISCOUNT RATE (IRR)*
Range 5.60% = 10.00% 5.60% - 10.00% 5.60% - 10.00%
Average 7.92% 7.89% S08%
Change {Basis Points) 3 =16
OVERALL CAP RATE (OAR)*
Range 4.50% = 8.00% 4.50% — 8.00% 4.50% ~ 8.00%
Average 6.08% 6.04% 6:25%
Change (Basis Points) +4 =7
RESIDUAL CAP RATE
Range 5:50% = 7.75% 5.50% - 7.75% 5.50% = 775
Average 6:86% 6.86% 5.93%
Change (Basis Points) 0 w7
MARKET RENT CHANGE RATE®
Range 1:00% = 8.:60% 1.00% ~ 8.00% T.00% = 5.00%
Average 4.22% 4.47% A4 3%
Change (Basis Points) - 25 )
EXPENSE CHANGE RATE®
Range 250% = 5.60% 2.50% - 5.00% 2.50% = 5.00%
Average 3.19% 319% 3.33%
Change (Basis Points) 0 P!
AVERAGE MARKETING TIME:
Range T.00:=8:00 1.00 - 6.00 2.00:=6.00
Average 3.94 3.78 4.07
Change (%) +4.23 =319
a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months

signed two leases for a combined
289,800 square feet at Kilroy Sabre
Springs Campus. In the first lease,
Bridgepoint will expand its occupancy
in one building by 22,000 square feet.
In the other lease, it will fully occupy
Phase Il of this project, a 147,500-
square-foot office building.

Other tenants that recently leased
space in San Diego's office market in-
cluded Golden Eagle Insurance, which
renewed its existing 82,000-square-
foot lease at 525 B Street in the CBD;
Qualcomm, which signed an 11-year
lease to fully occupy the 77,300-square-
foot Mira Oberlin Plaza located across
from its headquarters in the Sorrento
Mesa submarket; and the law firm of
Mintz, Levin, Cohn, Ferris, Glovsky, and
Popeo, which inked an 11-year, $24.0-
million deal for 40,000 square feet as
part of a relocation/expansion to the
Gateway at Torrey Hills in the Del Mar
Heights submarket.

As in many cities across the country,
San Diego's red hot investment market
is cooling off. In the fourth quarter of
2007, sales volume totaled $540.0 mil-
lion, significantly lower than the $1.75-
billion average recorded for the first
three quarters of 2007. Even though
sales volume is down, prices are still
up. In a recent high-priced sale, TIAA-
CREF paid $589.00 per square foot for
the three-building Pacific Plaza at Torrey
Hills. In addition, the fully occupied
Hacienda Del Mar office building was
acquired by Cardinal Investments for
$411.00 per square foot in an off-mar-
ket deal from Pflueger Holdings LLC.
The overall cap rate on this transaction
was reportedly just under 5.8%, com-
parable to the range indicated by our
participants for this market in the first
quarter of 2008.
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San Francisco Office Market

POSITIVE REVIEWS ABOUND REGARDING
THE HEALTH AND FAVORABLE UNDERLY-
ING MARKET CONDITIONS OF THE SAN
FRANCISCO OFFICE MARKET. "Vacancy
for Class-A office space is the tightest
it's been in years," exclaims a partici-
pant. According to Cushman & Wake-
field, the Class-A overall vacancy rate
stood at 8.0% at year-end 2007, one
of the lowest for a major CBD office
market along the West Coast. At 7.6%
and 5.3%, Seattle's CBD and Bellevue's
CBD, respectively, posted lower rates.
When combined with [imited addi-
tions to supply, strong leasing activity
has resulted in positive net absorption
trends in this market's CBD. In 2007,
leasing activity downtown totaled close
to 5.0 million square feet. The Class-A

ants are postponing lease signings
unless they absolutely have to do so.
One indication that the balance of
power between landlords and tenants
may soon shift more in favor of tenants
is the recent dip in this market's initial-
year market rent change rate. This quar-
ter, the average for this key assumption
declined 82 basis points to 7.23%.
Nevertheless, this current rate is the
highest of all the individual office mar-
kets included in our Survey. At 6.03%,
the Manhattan office market posted the
second highest average initial-year mar-
ket rent change rate, while Denver
posted the third highest at 5.63%. Inter-
estingly, these two office markets also

posted large declines in this key as-

sumption during the first quarter of
2008, dropping 88 and 125 basis
points, respectively.

Despite the current bumps that
landlords are encountering in the San
Francisco office market, its proven
resiliency and ability to recover from a
dramatic downturn continue to appeal
to investors. "San Francisco is still
ranked as a top pick for office building
investments," affirms a participant.
Class-A assets that recently traded there
include 150 Spear Street, a 256,827-
square-foot, 18-story tower, which sold
for about $557.00 per square foot; and
Hawthorne Plaza, a 441,400-square-
foot, two-building complex, which

traded for an undisclosed price. 4

CBD sector accounted for approximate- Table 20
. . SAN FRANCH FFICE MARKET
ly 78.0% of this total thanks to various 5_ CISCO O =
. First Quarter 2008
large-scale lease transactions. In fact,
eight CBD leases over 40,000 square CURRENT QUARTER LAST QUARTER YEAR AGO
feet, including two leases over 100,000 DISCOUNT RATE (IRR)*
square feet. were completed during the Range S.00% < 12.00% - 5.00% - 12.00%  5.00% - 12.00%
9 ’ P ) 5 Average 7.65% 7.83% 8.09%
last quarter of 2007, according to CB . o )
Change (Basis Foints} - 18 LG
Richard Ellis. The largest leases includ-
. | OVERALL CAP RATE (OAR)?
ed O'Melveny & Myer's 164,000- Range 450% - 9.00% 450% - 9.00%  A00% - 9.00%
square-foot lease at Two Embarcadero Average 6.16% 6.56%
Center and Barclay's 113,000-square- Change (Basis Foints} -5 L5
foot renewal at 45 Fremont Street. RESIDUAL CAP RATE
Since the start of 2008, however, Range 5.00% = 9.00% 5.00% — 9.00% 5.00% = 9.00%
i Average 6.56% 5.B86% 7.35%
the momentum in downtown San Fran- verage it 6.68% T3
X X X Change (Basis Points} -2 ~ 49
cisco's leasing arena has noticeably -
. . MARKET RENT CHANGE RATE®
n
declined. "Sensing that the U.S. econo- Range 250% < 15.00%  2.50% - 15.00% 2.00% = 15.00%
my could slip into a recession, tenants Average 7.03% 8.05% 6.06%
are waiting to see if rental rates come Change (Rasis Points) 5 HERY
down," comments a participant. With EXPENSE CHANGE RATEY
no urgency on the part of most tenants Range 2.00% + 5.00% 2.60% ~ 5.00% 2.00% = 5.00%
to sign deals, landlords with empty Average 3:32% 3.32% 3A7%
X Lo Change (Basis Points} } +ib5
space to fill are left in limbo — hopeful- “hange (Basis Points ¢ £
ly temporarily. "It's a bit too early to AVERAGE MARKETING TIME® . . . .
| what is 2o X  2ddds th Range 100 = 12,00 1.00 - 12.00 100+ 12.00
tell what is going to happen,” adds the Average Sa6 536 644
participant. For now, landlords are Change (%) o e
hOIdIng firm on rental rates while ten- a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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Southeast Florida Office Market

ADDITIONS TO SUPPLY, A WEAKENING
ECONOMY, AND INCREASES IN SUBLEASE
SPACE HAVE COMBINED TO DAMPEN THE
INVESTMENT OUTLOOK FOR THE SOUTH-
EAST FLORIDA OFFICE MARKET. "Property
values could decrease as much as
5.0% over the next 12 months,"
remarks a participant. While not all
Survey participants expect property
values to decrease in the coming year,
most agree that the rate of growth will
decline quite a bit.

Overall, our Survey participants
expect property values to increase an
average of 1.70% in the year ahead.
Just a year earlier, participants were
much more enthusiastic, predicting an

average value increase of 4.25%. As

shown in Table SFO-1, investors' opin-
ions of other key assumptions relating
to this market have also grown glum
over the past year. Excessive Tls are up,
while the intial-year market rent
change rate is down.

What a difference a year makes.
Since the onset of the subprime lend-
ing crisis in the housing market in mid-
2007, the commercial real estate
industry has experienced a dramatic
slowdown in investment activity, as
well as a downward shift in leasing
activity. "The commercial sector has
suffered two blows — much tighter
lending restrictions and an economic
slowdown," remarks a participant. And

unfortunately, the Southeast Florida

Tahle 21

First Quarter 2008

SOUTHEAST FLORIDA OFFICE MARKET

CURRENT QUARTER: LAST QUARTER

YEAR AGQ

DISCOUNT RATE (IRR)?

office market has been unable to
escape the negative affects of either
one.

Tighter lending restrictions and the
ensuing bid-ask pricing gap have
reduced the pace of sales activity
throughout this market. In the fourth
quarter of 2007, sales volume totaled
$22.0 million in Broward County,
$15.0 million in Miami-Dade County,
and $8.0 million in Palm Beach
County, according to Real Capital
Analytics, Inc. These amounts are an
average of 67.0% below the prior
quarter's totals. The largest quarterly
decline occurred in Miami-Dade
County (79.0%), while the smallest
decrease occurred in Broward County
(54.0%).

Once the bid-ask pricing gap clos-
es, many investors are optimistic that
deal flow will increase again through-
out this market. Many institutional

buyers, such as pension funds and

Range 5:00% =11 00% 5.00% - 11.00% GO0 = 11.00% . . . .
* isurance companies, consider this
Average 8.55% 8.55% 8.64% . . o
) o ) market's three main areas — Miami,
Change (Basis Points) 0 <9
Fort Lauderdale, and West Palm Beach
OVERALL CAP RATE (OAR)* . . ) e
Range 520% SO0 L 5.20% — 10.00% 5209 = 10.00% - desirable locations for office building
Average 7.80% 7.80% 8.01% ownership. "Over the long term, we
Change {Basis Points) 0 =2 anticipate steady returns from our
RESIDUAL CAP RATE properties in Miami," shares a partici-
Range 6:50% = 10:50% 6.50% - 10.50% 6.50% = 10.50% pant. 4
Average 809% 8.05% 8.20%
Change (Basis Points) + 4 =11
b
MARKET RENT CHANGE RATE ’ Table SFO-1
Range 0:00% = 5.60% 0.00% — 5.00% 0.00% = 8.00%
- : S KEY ASSUMPTION COMPARISON
Average 27R% 3.42% 3.83%
. o 3 Southeast Florida Office Market
Change {Basis Points) - 67 =108
Average  Average
EXPENSE CHANGE RATE" Statistic 1Q08 1Q07 Change
Range 3009+ 5.00% 3.00% - 5.00% 3.00% = 5.00% ;.
& [nitial-Year
Average 3.36% 3.35% 3.36% Market Rent
Change (Basis Points) 0 0 Change Rate 2.75%  3.83% ~-108
AVERAGE MARKETING TIMEe g’;ecaﬂ Value e 425 -
Range 3.00212.00 3.00-12.00 30021260 ange A% ALt oo
Average b.42 6.42 642 Excessive Tl
Allowance - (psf) $11.00  $7.50 + $3.50
Change (%) 8] 0
N - " Source: Korpacz Real Estate Investor Survey®
a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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Suburban Maryland Office Market

WITH NEARLY TWO MILLION SQUARE
FEET OF NEW OFFICE SPACE DELIVERED
TO THE SUBURBAN MARYLAND OFFICE
MARKET IN 2007 — AND ONLY 32.0% PRE-
LEASED — THIS MARKET IS EXPECTED TO
SEE VACANCY RATES CONTINUE TO CLIMB
IN 2008. "Tenant demand has slowed, yet
construction appears to be on the up-
swing," states a participant. The majority
of recent office building construction
(about 800,000 square feet) has been
delivered in Montgomery County, ac-
cording to CB Richard Ellis. Frederick
and Prince George's Counties delivered
430,000 square feet and 322,000 square
feet, respectively, in 2007.

When combined with a slowdown
in tenant demand, these additions to

supply have caused vacancy rates to

western Prince George's County.

The top-performing submarkets of
Montgomery County remain prime tar-
gets for investors' capital even though
sales activity has slowed recently. In
Bethesda, for example, JBG Companies
purchased Artery Plaza, a 276,191-
square-foot office building, for $489.00
per square foot. Tenants at this proper-
ty include Cambridge Information,
Edens & Avant, Greystone Servicing
Corp., and PNC Financial. Reportedly,
55,000 square feet are leased at below
market rent and expire by 2010.

Approximately 15 office buildings
totaling $584.6 million dollars were
either sold or contracted for sale in the

six months leading up to March 2008,

according to Real Capital Analytics, Inc.
The average sale price was $288.00
per square foot. By comparison, the
average sale price in Northern Virginia's
office market during that time period
was $294.00 per square foot.

Despite their proximity to each
other, investors see Suburban Maryland
as a slightly riskier office investment
location that provides weaker rent
growth potential. In the first quarter of
2008, this market's average overall cap
rate was 6.92%; its average initial-year
market rent growth rate was 2.81%. By
comparison, Northern Virginia's aver-
age overall cap rate was 6.83%; its
average initial-year market rent growth
rate was 2.94%. %

increase. In the fourth quarter of 2007, Table 22
SUBURBAN MARYLAND OFFICE MARKET
the overall vacancy rate for Suburban .
. First Quarter 2008
Maryland was 10.3%, according to
Cushman & Wakefield. A year later, this CURRENT QUARTER LAST QUARTER YEAR AGO
rate increased to 11.9%. Unfortunately DISCOUNT RATE (IRR)*
. . Range GOOY% = TTO0% © 6.00% - 11.00% 6.00% = 11.00%
for landlords, it appears that this upward "8 ! ) ’
dwill e d X I Average 8.20% 3.20% §.17%
rend will contin near
tre continue due to the nearly Change (Basis Foints) G +3
3.1 million square feet of new space
. OVERALL CAP RATE (OAR)?
expected to come on line by year-end Range 500% - 900%  5.00%-900%  5.00% - 9.06%
2009. Approximately 80.0% of this total Average 6.92% 6.92% 6.89%
is located in Montgomery County — Change (Basis Foints) o +3
with the majority (84.0%) located in RESIDUAL CAP RATE
the 1-270 Corridor Range 6.00% = 9.50% 6.00% — 9.50% 6.00% = 9.50%
. Average 7.67% 7.64% 7.70%
Developers adding product to the Veae 7 Gt
X . Change (Basis Points) +3 =3
1-270 Corridor, which includes the top- -
. MARKET RENT CHANGE RATE®
performing submarkets of North Bethes- Range 0.:00% = 4.00% 0.00% - 400%  0.00%~6.00%
da, North Rockville, Gaithersburg, and Average 351, 2.81% 7 99
Germantown, are hoping that the Inter- Change (Basis Points} 0 S
County Connector (ICC) road project EXPENSE CHANGE RATE?®
will increase the submarket’s appeal Range 3.00% = 3.66% ~ 3.00% 3.00% - 3.00%
among prospective tenants. The ICC Average 3.00% 3.00% 3.00%
. . T Change is Points) y
six-lane, 18-mile toll road will link hange (Basis Points) : Y
existing and proposed development AVERAGE MARKETING TIME BN ,
Range 100~ 12,00 1.00-12.00 1.00 - 12.00
areas between the [-270/1-370 and I- s < -
Average 5.79 5.79 579
95/US 1 corridors within central and Change (%) G 0
eastern Montgomery County and north- a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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Washington, DC Office Market

EVEN IN THE FUNDAMENTALLY STRONG
WASHINGTON, DC OFFICE MARKET,
WHERE THE OVERALL VACANCY RATE
CONTINUES TO BE IN THE SINGLE DIGITS,
SALES ACTIVITY HAS BEEN EXTREMELY
SLOW SINCE THE ONSET OF THE CREDIT
CRISIS THIS PAST YEAR. "The District
hasn't escaped the problems recently
created in the debt market," remarks a
participant. Although many investors
continue to shop for opportunities in
this market, they are doing so cau-
tiously while they try to figure out
where pricing has settled. "We have
been low bidding some offerings to
see where things price out and have
been getting some call backs from

sellers," shares an investor. Although

sellers are requesting higher initial
offers, they do not appear completely
discouraged by opening bids.

A Class-A office building that
recently sold in Washington, DC's
CBD submarket was 2000 M Street,
NW. This 227,000-square-foot office
building features a three-level, 375-
vehicle parking facility and sold for
close to $325.00 per square foot. At
the time of sale, this asset was 100.0%
leased to 21 tenants. Some of the con-
tract rents at this property are reported-
ly below market and present some
upside potential to the new owner.
According to GVA Advantis, the aver-
age rental rate for Class-A space in the
CBD was $48.09 per square foot in the

Table 23

First Quarter 2008

WASHINGTON, DC OFFICE MARKET

CURRENT QUARTER  LAST QUARTER YEAR AGO
DISCOUNT RATE (IRR)?
Range 6.00% + 9.50% 6.00% - 9.50% 6.00% = 9.50%
Average 7.48% 7.48% 7.68%
Change (Basis Points) 0 L0
OVERALL CAP RATE (OAR)*
Range 5.00% - 8:00% 5.00% - 8.00% 5:00% - 8.00%
Average 6 16% 6.14% 6.28%
Change (Basis Points) + 2 =12

RESIDUAL CAP RATE

Average CCB9%

Change (Basis Points)

Range 5.00% = 9:.00%

MARKET RENT CHANGE RATE®

Average 377%

Change (Basis Points)

Range 0% = 7.00%

5.00% ~ 9.00% R00% = 9.00%
6 89% 7.:64%

0 =15

3.00% ~ 7.00% 3.060% = 7.00%
3.77% 3.68%

0 +9

EXPENSE CHANGE RATE®

Range 3.00% - 3.50% 3.00% - 3.50% 3.00% = 3.50%
Average 3.06% 3.06% 3.06%

Change (Basis Foints} 0 [}

AVERAGE MARKETING TIME®

Range .00 = 9.00 1.00-9.00 1.006:%9.00
Average 3.94 3.94 3.94

Change (%) 8] [¢]

a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months

third quarter of 2007.

Although the initial-year market
rent change rate for this market has
remained relatively stable for the past
two quarters, it has increased quite a
bit over the past five years (see Table
DCO-1). Between the first quarter of
2003 and the first quarter of 2008, this
market's initial-year market rent change
rate increased 136 basis points. For-
tunately for tenants, rental rates are
showing signs of stabilizing due main-
ly to a slowdown in demand, additions
to supply, and a sluggish national and
local economy. "Leasing demand is
down on the part of the GSA — U.S.
General Services Administration," notes
a participant. Nevertheless, landlords
of core, trophy assets will continue to
hold the upper hand during lease
negotiations.

Market fundamentals, however,
could start to swing more in favor of
tenants if demand pulls back farther
than most investors anticipate. "l am
definitely more concerned about de-
mand than | am about additions to
supply," reveals an investor. If demand
drops off, many landlords will attempt
to hold face rental rates high, but will
start to offer more inducements and cash
incentives to prospective tenants. 4

Table DCO-1

MARKET RENT CHANGE RATES

Washington, DC Office Market
Change

Quarter Average (Basis Points)
1Q08 3.77% +9

1Q07 3.68% 1 36

1Q06 3.32% + 64

14305 2.68% +33

1Q04 2.35% -6

1Q03 2.41% —

Source: Korpacz Real Estate Investor Survey”
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National Flex/R&D Market

STEADY GROWTH IN THE HIGH-TECH
SECTOR AND HIGHER RENTAL RATES IN
COMPARABLE OFFICE BUILDING LOCA-
TIONS CONTINUE TO GENERATE DEMAND
FOR SPACE IN THE NATIONAL FLEX/R&D
MARKET. "Continued demand for high-
tech goods and services is a definite
plus for this unique property type," ex-
presses a participant. Individual market
performances, however, vary greatly.
For the most part, the tightest flex/R&D
markets are located along the West
Coast and include long-standing fav-
orites like Silicon Valley, La Jolla, and
Los Angeles/Orange County.

In Los Angeles County, the overall
vacancy rate for flex/R&D space stood
at 5.7% at year-end 2007, according
to Delta Associates. In Orange County,
the overall vacancy rate for flex/R&D
space was a much tighter 3.7% at
year-end 2007, down from 4.6% in
2006. Fundamentals should remain
very strong in both counties over the
near term due to l[imited additions to
supply. As of year-end 2007, only
95,000 square feet of flex/R&D space
were under construction in Orange
County (of which 37.0% was pre-
leased). In Los Angeles County, no
flex/R&D buildings were under con-
struction at that time.

Table FLX-1
MARKET RENT CHANGE RATES

National Flex/R&D Market
Change

The ability to absorb sublease space
has been a benefit to this sector's sta-
bility. In the first quarter of 2007, sub-
lease space totaled 14.9 million square
feet in the U.S. flex market, according
to CoStar Group, Inc. By the end of
2007, the total amount of sublease
space shrunk to 12.3 million square
feet. With less sublease space in the
market, landlords have a better chance
of increasing rental rates since fewer
space options exist for tenants. "Sub-
lease space tends to rent at rates less
than market rent, so the less sublease
space the better for us," comments an
existing flex/R&D landlord.

Although the initial-year market

rent change rate for this market has

remained relatively stable for the past
two quarters, it has increased quite a
bit over the past five years (see Table
FLX-1). Between the first quarter of
2003 and the first quarter of 2008, this
market's initial-year market rent change
rate increased 156 basis points. The
recent increases in market rent are one
reason that investors continue to pur-
sue flex/R&D assets — higher returns
represent another. This quarter, the
average overall cap rate for the nation-
al flex/R&D market was 7.47%, 100
basis points above that for the national
warehouse market. Even though invest-
ments in flex/R&D assets can run "hot
and cold," the potential for higher re-

turns is quite appealing to investors. %

Table 24

First Quarter 2008

NATIONAL FLEX/R&D MARKETY

CURRENT QGUARTER EAST QUARTER YEAR AGO
DISCOUNT RATE (IRR)?
Range 6. 75% - T000Y% 6.75% - 10.00% 6.7 5% = 10.50%
Average 8.46% 8.46% 5.50%
Change (Basis Points} 6] =34

OVERALL CAP RATE (OAR)*

Range
Average TAT %

Change (Basis Points}

5.00% = 8.00%

5.50% - 10.00% 5.50% = 10.00%
7.60% T73%

-13 ]

RESIDUAL CAP RATE

Range
Average 8.10%

Change (Basis Points)

6.75% = 10.50%

6.75% ~ 10.50% 5.75% = 10.50%

MARKET RENT CHANGE RATE®

Range
Average 2.75%

Change (Basis Points}

G:GG% = 5.00%

8.07% 8.24%

+3 =14

G.66% ~ 5.00% 0.00% - 5.00%
2.75% 761 %

0 14

t As Basis Point:
Quarter verage (Basis Points) EXPENSE CHANGE RATE®
1Q08 2.75% +14 Range 2.00% = 3.00% 2.00% ~ 3.00% Z00% = 3.50%
1Q07 2.61% + 36 Average 2.94% 2.94% 3.00%
1Q06 2.25% + 96 Change {Basis Points) ¥ )
1005 1.29% +10 AVERAGE MARKETING TIME*
Lange 300 -18; 3.00-18. 300 = 1800
1Q04 1.19% 0 Range 3.00.-18.00 3.00-18.00 00~ 186.04
Average 6.06 6.56 5.33
1Q03 1.19% — i
Change (%] -~ 7.62 =27
Source: Korpacz Real Estate Investor Survey” N . X
a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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National Warehouse Market

DUE TO FAVORABLE SUPPLY-DEMAND
FUNDAMENTALS AND THE ABILITY TO BET-
TER START AND STOP ADDITIONS TO SUP-
PLY, THE NATIONAL WAREHOUSE MARKET
IS NOT EXPECTED TO SEE SIGNIFICANT
DOWNWARD SHIFTS IN VALUES AS INVEST-
ORS REPRICE RISK. "We expect ware-
house values to stay relatively stable
and have just very minor declines,"
shares a participant. "We see property
values staying quite stable in the ware-
house sector," notes another. In com-
parison to the office sector, the ware-
house sector is not perceived as being
as economically sensitive to job growth.
And unlike the retail sector, it tends to
be less impacted by changes in con-

sumers' spending habits. "On the con-

sumer side, less spending hurts retail-
ers directly and warehouse assets indi-
rectly," adds an investor.

Viewed by investors as a "safe
haven," it is not surprising that many of
them remain eager to pursue opportuni-
ties within the warehouse sector. "Our
clients have the equity and the desire to
acquire more warehouse assets, but no
one knows how to price risk right
now," states a participant. As a result of
a widening bid-ask gap and the inabil-
ity of many buyers to acquire debt,
sales of significant industrial properties
fell 22.0% in the fourth quarter of
2007, according to Real Capital
Analytics, Inc. Nevertheless, huge

portfolio sales during the first half of

Table 25

First Quarter 2008

NATIONAL WAREHOUSE MARKET

CURRENT QUARTER: LAST QUARTER

YEAR AGQ

DISCOUNT RATE (IRR)?

Range 5:50% = 13.00% 5.50% - 11.50% 5509 = 11.50%
Average 7.87% 7.87% 8.01%

Change (Basis Points) - 20 =34

OVERALL CAP RATE (OAR)®

Range 5:00% = 8.00% 5.00% - 8.80% 5.00% = 8.50%
Average 6:47% 6.48% 6.78%

Change (Basis Points) =37

RESIDUAL CAP RATE

Range 5:50% = B:50% 6.00% - 10.00% 6.00% = 10.00%
Average 71 3% 7.27% T AT

Change (Basis Points) ~ 14 234

MARKET RENT CHANGE RATE®
Range

G:00% = 16.66%

0.00% - 10.00% (2.00%) = 5.00%

2007 made it a record year in terms of
sales volume. Over $46.0 billion of
industrial properties changed hands in
2007, a 7.0% increase over 2006.
Warehouse markets that received
the most dollars from investors in 2007
were Los Angeles ($2.9 billion), Chicago
($2.2 billion), Seattle ($1.1 billion),
Dallas ($1.1 billion), and Atlanta ($1.0
billion). Such locations — described by
investors as "global pathway markets"
that possess dominant ports, vast inter-
state highway systems, and close prox-
imity to international airports — will
continue to see the most interest from
investors. The highest average prices
per square foot in 2007 were reported
in the New York City Boroughs
($152.00 per square foot), San Diego
($149.00 per square foot), Los Angeles
($140.00 per square foot), and Orange
County ($131.00 per square foot).
Sales activity is expected to remain
very low in the warehouse sector for at
least the first half of 2008 and will main-
ly include Class-A assets. In fact, a few
transactions involving Class-A ware-
house assets have already occurred in
top-performing industrial markets, like
Chicago. "Class-A assets will continue
to trade and trade well," comments a
participant. On the other hand, Class-B
warehouse assets are expected to see
less interest from buyers and higher in-
creases in overall cap rates. In one
recent transaction involving a Class-B
warehouse portfolio, a participant noted
that the overall cap rate was up 50
basis points from where it would have
traded in 2007. As more current sales
data becomes available and buyers and
sellers close the bid-ask gap and regain
confidence in the economy, sales
activity will likely increase. But, it will

take some time. %

Average 3.23% 3.23% 2.7 Y
Change (Basis Points) 0 LR
EXPENSE CHANGE RATE®

Range 2:00%+=:3.50% 2.00% - 3.50% 2.00% = 3.50%
Average 3.00% 3.09% 3.00%
Change (Basis Points) 0 0

AVERAGE MARKETING TIME®

Range T.00:-12.00 1.00-12.00 1.00:= 12.00
Average 5.59 5.84 577
Change (%) - 4.28 =312

a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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National Apartment Market

THE RESILIENT FUNDAMENTALS OF THE
NATIONAL APARTMENT MARKET ARE BEING
COMPLEMENTED BY THE GROWING NUM-
BER OF "NEW" RENTERS FALLING OUT OF
HOMEOWNERSHIP, THE AGING ECHO-
BOOMER GENERATION, AND THE BUILD-
ING RESTRAINT SHOWN BY APARTMENT
DEVELOPERS. The national apartment
market is poised to benefit from the
subprime mortgage debacle for two
reasons. First, the woes in the residen-
tial market are forcing more people
into the rental pool. Second, existing
renters are staying put as home buying
becomes cost prohibitive. Interestingly,
it appears that the shadow market in
many areas is not being exacerbated by
additions to supply. Instead, it is being
improved by the aforementioned in-
creases in the number of renters.

The underlying health of the nation-
al apartment market is indicated by its
fourth quarter 2007 vacancy rate of
5.6%, as reported by Reis. Moreover,
the vacancy rate rises to only 6.0% and
6.3% in the next two years given the
combination of rising demand and
fewer than 100,000 units of new sup-
ply annually in 2008 and 2009. At
year-end 2007, the top five apartment
markets in terms of lowest vacancy were
New York (2.1%), Long Island (3.0%),
Northern New Jersey (3.2%), Fairfield
County (3.3%), and Central New Jersey
(3.4%). "Since apartment supply is con-
strained, markets with low housing af-
fordability should perform well," high-
lights a participant. On the contrary,

with a slowdown in transaction volume
and an uptick in overall cap rates
(OARs). In the first quarter of 2008, the
average OAR increased four basis points
to 5.79%. However, it remained the
lowest OAR average of all the property
markets tracked by our Survey. Ex-
cluding Archstone's $22.0-billion pri-
vatization in the fourth quarter of
2007, sales volume totaled $76.0 bil-
lion in 2007 - below that of 2005
($86.0 hillion) and 2006 ($92.0 bil-
lion), according to Real Capital Ana-
lytics, Inc. The top five markets for total
sales volume in 2007 were Manhattan
($8.0 billion), Washington D.C./North-
ern Virginia ($3.7 billion), New York City
boroughs ($2.0 billion), Chicago ($1.9

billion), and Los Angeles ($1.6 billion).
Coincidentally, these were the top five
markets for investment activity in 2006,
albeit in a slightly different order.

With numerous buyers still eager to
acquire apartment assets and many
properties being offered for sale, 2008
could turn out to be another healthy
transaction year for this sector. In South
Florida, where the subprime crisis has
been particularly detrimental, buyers
are aggressively pursuing bank-owned
properties and assets held by specula-
tors from the condo craze. In San Fran-
cisco, where rent growth is at the top
of the list nationally, a 17-property
apartment portfolio is being marketed
for $112.0 million. %

Table 26

First Quarter 2008

NATIONAL APARTMENT MARKET

CURRENT QUARTER LAST QUARTER

YEAR AGO

DISCOUNT RATE (IRR)?

Range 6.00%: = 10:50% 6.00% — 10.50% 6.00%: = 11.00%
Average B:45% B8.147% 8.28%

Change (Basis Points} -2 =13

OVERALL CAP RATE (OAR)*

Range 3:50% — 8.00% 3.50% - 8.00% 3.50% — 8.60%
Average R:79% 5.75% 5.89%

Change (Basis Points} + 4 =10

RESIDUAL CAP RATE

Range
Average 6.56%

Change (Basis Points}

4.50% = 8.50%

4.50% - 8.50%

€.58%

5.00% = 9.00%
6.91%

-2 =35

MARKET RENT CHANGE RATE®
Range
Average 351 %

Change (Basis Points)

G.06% ~ 8.00%

0.60% ~ 8.00% (2.00%} = 2.00%
3.54% 3.50%

-3 +1

EXPENSE CHANGE RATE®

apartment markets struggling with va- Range 2:60% = 3.75% 2.6G% - 3.75% 2.00% = 3.50%
cancy at the end of 2007 were Mem- Average 281 % 2.51% 188
phis (10.4%), Colorado Springs (9.2%), Change (Basis Points) 0 B
and Columbia, South Carolina (8.9%). AVERAGE MARKETING TIME
) ) Range 1.60 = 12.00 1.60 - 12.00 1.00 12,00

From an investment perspective, the Average 579 573 567
apartment market is following a trend Change (%) +0.70 Ry
similar to the other property sectors a. Rate on unleveraged, all-cash transactions b Inifial rate of change  c. In months
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National Net Lease Market

CASH BECOMES KING IN THE NATIONAL
NET LEASE MARKET AS TRANSACTION
ACTIVITY TAKES A PLUNGE DURING THE
FOURTH QUARTER OF 2007 IN REBUTTAL
TO THE NATION'S CREDIT CRISIS. "Unless
there is a concrete reason for someone
to sell an asset right now, they are not
selling — and most sellers are choosing
an all-cash buyer even if a leveraged
buyer comes in at a higher number,"
remarks a participant. The number of net
lease assets sold between the third and
fourth quarters of 2007 declined an as-
tonishing 73.0% — down from 12,266
assets in the third quarter of 2007 to
just 3,290 in the fourth quarter of 2007,
according to Boulder Net Lease Funds.

The office sector saw the greatest de-

cline in transactions during that time,
dropping 77.6%. A total of 18,164 net
lease assets were available for sale as
of year-end 2007, down about 25.0%
from the third quarter of 2007. Retail
dominated the offerings (9,558 assets),
followed by office (5,082 assets) and
industrial (3,528 assets).

As the number of net lease transac-
tions has plummeted, this market has
become bifurcated in terms of tenant
quality. Deals that are reaching fruition
typically involve creditworthy tenants,
such as Walgreens, The Home Depot,
and Kohl's. "Strong demand always
exists for stabilized product,”" empha-
sizes a participant. At the same time,
the tightened debt market has resulted

Table 27

First Quarter 2008

MNATIONAL NET LEASE MARKET

CURRENT QUARTER LAST QUARTER

YEAR ACO

DISCOUNT RATE (IRR)?

Average 9.55%

Change (Basis Points)

Range 8.00% - 12.00%

8.00% ~ 12.00% 8:50% = 12.00%
9.55% 10.25%
0 =70

OVERALL CAP RATE (OAR)?

Range 6.00% ~10.00% 6.00% ~ 10.60% 5:00% — 10.00%
Average 763% 7.60% 7:45%
Change (Basis Points) +3 =2

RESIDUAL CAP RATE

Rang: 6.50% - 10.00% 6.50% - 10.00% 7:50% = 9:50%
Average 8.13% 8.06% 8.41%
Change (Basis Points) +7 -8

MARKET RENT CHANGE RATE®

Average 2.33%

Change (Basis Points)

Range 0.00% = 3.00%

2.50% = 3.00%

2.6%%

2.75% = 3.50%
3.00%

- &7 - 36

EXPENSE CHANGE RATE®

Range 2.00% = 3.00% 2.00% - 3.00% 2.00% = 3:00%
Average 2.75% 2.50% 2.44%

Change {Basis Points) + 23 +:31

AVERAGE MARKETING TIME®

Range 1.00 + 6.00 1.00 - 6.00 100+ 6.00
Average 3.50 3.50 350

Change (%} o] ~2.78

a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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in a bid-ask pricing gap for net lease
assets. As a participant explains, "A
sellers' market exists for 'A' properties,
while 'B' and 'C' properties are back
where they belong with higher cap rates
and indications of a buyers' market."

While our Survey indicates a mini-
mal quarterly increase in this market's
overall capitalization rate (OAR), par-
ticipants anticipate OAR increases
ranging from 15 to 50 basis points over
the next six months. The average ex-
pected increase in OARs is 26 basis
points. "We're still finding there to be a
lag in seller expectations with some
sellers expecting pricing on core deals
that would result in negative leverage
for buyers," summarizes a participant.

In the midst of a turbulent econo-
my, sale-leaseback transactions remain
a viable option for corporations to raise
capital. Berry Plastics sold three manu-
facturing facilities totaling 1.4 million
square feet to W.P. Carey for $87.0
million in a sale-leaseback deal during
the fourth quarter of 2007. In another
deal, Goodyear Tire and Rubber Com-
pany agreed to sell its technical center
and research facilities in Akron, Ohio
to Industrial Realty Group. Some of the
assets will be leased back by Goodyear,
while some will be redeveloped for
commercial use.

In another sale-leaseback deal,
HealthSouth Corporation in Birming-
ham, Alabama sold its 85-acre head-
quarters campus to Daniel Corporation
in a $43.5-million transaction. Daniel
will not only lease the headquarters
building back to HealthSouth, but it will
also complete an unfinished hospital
facility that was under construction at
the time of sale. HealthSouth plans to
retain a 40.0% ownership in this devel-
opment project. ¥
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National Lodging Highlights

THE FOLLOWING INTRODUCTION IS
EXTRACTED FROM "PRICEWATERHOUSE-
COOPERS HOSPITALITY DIRECTIONS —
U.S. EDITION" DATED FEBRUARY 2008.

The U.S. economy's rate of growth
has decelerated significantly with some
analysts assuming that the economy
has already entered a recession. Fre-
quent data revisions and the delay with
which the National Bureau of Econom-
ic Research — the institution that deter-
mines the precise turning points in the
economy — announces the beginning or
end of a recession combine for a high-
ly uncertain macroeconomic outlook.

Irrespective as to whether the econ-
omy is officially in a recession or not,
it is apparent that the credit crisis that
started in the subprime mortgage
industry has quickly spread to other
sectors of the economy, particularly
construction and financial services,
threatening the viability of the ongoing
expansion.

As of February 8, 2008, Macroeco-
nomic Advisers, a private company that
provides U.S. economic outlooks, does
not anticipate a recession — defined as
two consecutive quarters of negative
GDP growth. Declines in interest rates
and the fiscal stimulus package passed
by Congress and signed by the Presi-
dent are forecast to exert a positive
influence on the economy during the
second half of 2008.

Consistent with Pricewaterhouse-
Coopers' (PwC's) recent outlooks, the
U.S. lodging industry experienced a
slowing in 2007 in terms of ADR and
RevPAR growth, while supply growth
accelerated. As consumers restrain dis-
cretionary spending growth due to high-
er energy prices, lower equity wealth,
and continued declines in housing val-
ues, the U.S. lodging industry is also

PRICEWATERHOUSECOOPERS LLP

expected to experience further slowing
in demand and room rate growth.

PROFITS

Due to continued increases, although
at a slower pace, in both ADR and
RevPAR, PwC's Hospitality & Leisure
Advisory group forecasts industry prof-
its (income before income taxes) of
$28.0 billion in 2007 followed by
$29.6 billion in 2008 and $32.5 billion
in 2009. After three straight years of
declines in 2001 through 2003, the
lodging industry experienced a rebound
in aggregate profits in 2004. In 2005,
profits once again topped $22.0 billion
and climbed to $26.7 billion in 2006.

DEVELOPMENT

Supply growth accelerated in the lodg-
ing industry in 2006 and 2007. Accor-
ding to Smith Travel Research (STR),
room starts totaled 141,500 in 2007, up
slightly from 2006's total of 139,700.
These annual figures are up significant-
ly when compared to the room starts
recorded between 2001 and 2005.
During that four-year period, new room
starts ranged from 68,400 in 2002 to

90,500 in 2001 and averaged 80,220.
"Hotel construction seems to be peak-
ing at the same time that demand is
slowing, so | would expect a modest
imbalance between supply and demand
for a while," comments a participant.

Most of the hotel rooms in the con-
struction pipeline are in the upscale
segment, which includes brands such
as Courtyard by Marriot and Hilton
Garden Inn, and the midscale-without-
food-and-beverage (F&B) segment,
which includes brands such as Hamp-
ton Inn and Holiday Inn Express. In
2008, average room supply growth is
forecast at 3.9% and 4.3%, respective-
ly, in these two segments. In 2009,
these figures are both forecast to
increase to 4.4%.

Even though no immediate threat
of an oversupply exists, many investors
express concern that the delivery of
many new projects is poorly timed.
Alleviating their fears is the fact that
stricter underwriting guidelines from
lenders, high land prices, and high con-
struction costs for both materials and
labor will likely delay, postpone, or

cancel some projects.

Exhibit L-1
OccuPANCY RATES
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Exbibit £-2
AVERAGE DAILY RATE (ADR)
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INVESTMENT ACTIVITY

Tighter lending requirements, a fragile
U.S. economy, and an expected decel-
eration in ADR and RevPAR growth
have combined to calm the frenzied
pace of sale transactions in the lodging
industry. "We are definitely more cau-
tious going into a hotel deal now than
we were a year ago," shares a partici-
pant. After back-to-back years of re-
cord-breaking transaction volumes and
huge mega deals, both the volume and
number of property trades are expected
to be much lower in 2008 compared to
prior years. "Once the debt markets set-
tle down, deals should pick up again,"
predicts a participant.

Hotel property sales that recently
closed include Chartres Lodging Group's
4,867-room, five-property Adams Mark
portfolio acquisition, which reportedly
sold for around $100,000 per room.
The hotels are located in Dallas (1,840
rooms), Denver (1,225 rooms), St. Louis
(910 rooms), Buffalo (486 rooms), and
Indianapolis (406 rooms). The new
owner plans to spend approximately
$238.0 million to renovate, rebrand,
and reposition the five properties over
the next 18 months. In another portfo-

PRICEWATERHOUSECOOPERS LLP

lio deal, a joint venture comprised of
Interstate Hotels & Resorts and FFC
Capital Corp. acquired 22 Exel Inns at
an undisclosed amount. The new owner
converted each of the assets to various
Wyndham Worldwide brands.

PERFORMANCE TRENDS

Occupancy

Overall occupancy for the lodging
industry was 63.2% for 2007, a 0.2%
decrease from 2006 (63.3%), accord-
ing to STR (see Exhibit L-1). Occupancy
levels declined in each price segment
over this time period with the excep-
tion of the upper-upscale segment,
which posted an occupancy gain of
0.1%. The midprice-without-F&B price
segment experienced the largest loss,
moving down 0.7%. The luxury seg-
ment incurred the smallest loss in
occupancy at 0.1%.

Geographically, the West North Cen-
tral region of the United States — the
states of North Dakota, South Dakota,
Nebraska, Kansas, Minnesota, lowa,
and Missouri — realized the greatest
increase in occupancy in 2007 with a
gain of 2.4%. The next highest gain in

occupancy (1.5%) was realized in the

CONFIDENTIAL TREATMENT REQUESTED BY BARCLAYS

New England region — the states of
Maine, New Hampshire, Vermont,
Massachusetts, Connecticut, and
Rhode Island. Within the New England
region, Boston reported an occupancy
gain of 1.9%, one of the highest annu-
al increases reported for the top 25
individual markets tracked by STR.

Average Daily Rate (ADR)

Overall ADR for the lodging industry
was $103.64 in 2007, a 5.9% increase
from the same period in 2006 ($97.89),
according to STR (see Exhibit L-2). Im-
provement in ADR was reported in all
chain scale segments over the past
year. The midprice-without-F&B seg-
ment posted the highest annual ADR
increase at 7.1% with both the [uxury
and upscale price segments closely
behind at 6.9% and 6.0%, respective-
ly. The economy segment posted the
lowest gain at 2.7%.

Within the United States, the Middle
Atlantic region realized the greatest in-
crease in ADR in 2007 at 8.5%. The top-
performing market in the Middle Atlantic
region in terms of annual ADR growth
in 2007 was New York, which record-
ed an increase of 11.8%, the highest
annual increase reported for the top 25
individual markets tracked by STR. +

Various trends and forecasts have
been extracted from Pricewater-
houseCoopers Hospitality Directions
- U.S. Edition, a quarterly research
journal published by Pricewater-
houseCoopers Hospitality & Leisure
Group, which provides historical
data and forecasts for the U.S. lodg-
ing industry and each of the six
chain-scale segments with respect
to ADR, occupancy, RevPAR, de-
mand, supply, and revenue. For more
information, please call Abhishek
Jain at 646-471-2016 or email

contact.hospitality @us.pwc.com.
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National Full-Service
Lodging Segment

WITH DEMAND GROWTH UNABLE TO KEEP
PACE WITH THE TREMENDOUS AMOUNT
OF NEW CONSTRUCTION OCCURRING IN
THE UPSCALE LODGING SEGMENT, OCCU-
PANCY IN THIS SECTOR DIPPED FOR THE
THIRD STRAIGHT YEAR. According to
Smith Travel Research (STR), the upscale
lodging segment posted an occupancy
rate of 69.6% in 2007. While demand
increased at 2.8% in 2007, supply out-
paced demand with a growth rate of
3.7%. Supply growth started to out-
pace demand growth in 2006, when
the growth rates were 1.7% and 1.5%,
respectively.

Prior to 2006, difficult lead times

struction time frames, making it that
much more difficult to properly time
them," notes a participant.

Although the number of rooms in
the midprice-with-F&B segment has
declined over the past two years, so
too has demand — and at a greater
rate. These trends are expected to con-
tinue over the next two years causing
downward shifts in ADR and RevPAR
growth. In 2009, this segment's fore-
cast occupancy rate of 58.6% repre-
sents its lowest level since 2004 (see
Table FS-1).

One company busy rebranding and

building full-service hotels in 2008 and
2009 is InterContinental Hotels Group
(IHG). In one rebranding project, IHG
is converting an eight-story, 588-room
Executive West Hotel located in Louis-
ville, Kentucky to a Crowne Plaza. In a
ground-up project, IHG is constructing
a 150-room Crowne Plaza near the Fort
Lauderdale-Hollywood International
Airport. And, IHG is also opening a
250-room Crowne Plaza near the Tampa
International Airport. These three prop-
erties are each independently owned,
under separate license agreements with
a company within IHG.

and the high cost of constructing new Fabie 28 ) o o
.. MATIONAL FULL-SERVICE LODGING SEGMENT
upscale resorts kept additions to sup- .
o First Quarter 2008
ply to a minimum. In 2004, for exam-
ple, supply in the upscale segment grew CURRENT QUARTER |~ THIRD QUARTIR 2007 YEARAGU
by just 0.5%. In 2005, due to a strong DISCOUNT RATE (IRR)*
. Range 9.25% = 14.00% G.60% - 14.00% G.25% = 14.00%
U.S economy and a robust recovery in s
he lode ) Average 10.84% 11.02% 11.26%
in r, many investor
the lo 8ing sector, ma Y estors set Change (Basis Points) -8 =42
their sights on developing new full-
. . OVERALL CAP RATE (OAR)?
service hotels to keep up with strong Range GO0% - 1050%  B.00% - 10.50%  6.00% - 10.50%
demand. Unfortunately, many of these Average 5.33% 8.30% 8.74%
new projects are opening at a time Change (Basis Points) +3 =41
when U.S. economic growth and lodg- RESIDUAL CAP RATE
- - : ange 6.00% = 11.00% D0% = 11.00% 600% = 171.00%
ing demand are slowing. "Full-service Range 6.00% — 11.00% 6.00% — 11.00% 0% — 11,007
. Average 2.08% 8.98% 9.06%
hotel properties have pretty long con- ’
Change (Basis Points) + 10 2
AVERAGE DAILY RATE CHG. RATE®
Table FS-1 Range 3.00% = 8.00% 3.00% — 10.00% 3.00% = 7.00%
LODGING FORECASTS Average 4.39% 4.95% A.A44%
&
Segment 2008 2009 Change (Basis Points) -56 <5
Upscale ‘ OPERATING EXPENSE CHG. RATE®
Occupancy 68.9% 68.5% Range 2.00% = 5.00% 2.00% ~ 5.00% 2.00% ~ 5.00%
130,71 : ; :
ADR $124.87 1307 hverage 3ABY 3.48% 3.40%
RevPAR Growth  + 4.6% + 4.1 % o o
Change (Basis Points) 0 e
Midprice with Food & Beverage
Occupanc . oo AVERAGE MARKETING TIME
cedpaney 58.8% Sao% R 2.00-12.00 2.6~ 12.00 2.00-12.00
2ange 2.6~ 12/ .00 12:66
ADR $89.45  $92.73 ange ‘
Average 594 5.6 5.75
RevPAR Growth — +3.7% -+ 3.4% Average ? >0 373
Source: Hospitality Directions — U.S. Editions, published Change (%) Lo88 330
by PricewaterhouseCoopers LLP; February 2008 a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. ln months
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National Economy/
Limited-Service Lodging Segment

THE TWO CHAIN SCALES THAT COMPRISE
THE ECONOMY/LIMITED-SERVICE LODG-
ING SEGMENT CONTINUE TO PERFORM
QUITE DIFFERENTLY. On one side, the
midscale-without-food-and-beverage
(F&B) segment remains one of the top-
performing chain scales within the lodg-
ing industry, posting impressive gains
in both ADR and RevPAR growth over
the past two years. In 2007, ADR grew
by 7.1% in the midscale-without-F&B
segment, while RevPAR increased by
6.0%, according to Smith Travel Re-

search. In sharp contrast, the economy

chain scale's performance continued
to lag, recording ADR growth of 2.7%
and RevPAR growth of 2.4% in 2007.
According to the February 2008
edition of PricewaterhouseCoopers
Hospitality Directions - U.S. Edition,
the disparity in these sectors' perform-
ances will continue through 2009. The
midscale-without-F&B segment, which
includes brands such as La Quinta Inn,
Hampton Inn, and Wingate Inn, is fore-
cast to achieve RevPAR growth of 5.8%
in 2008 - the second highest growth

rate of the six lodging segments (see

Table 29

LODGING SEGMENT
First Quarter 2008

NATIONAL ECONOMY/LIMITED-SERVICE

CURRENT QUARTER - THIRD (QUARTER 2007 YEAR AGO

DISCOUNT RATE (IRR)?

Range TO00% - 18.00% 10.00% -- 18.00% T10.00% - 18.00%
Average 12.35% 12.35% 12.40%

Change (Basis Points) 8] =5

OVERALL CAP RATE (OAR)*

Range 6.50% = 14.00% 6.50% ~ 14.00% 6.50% = 14.00%
Average 9.58% 9.58% 9.67%

Change (Basis Points) [b] =9

RESIDUAL CAP RATE

Range 7.00% - 14.00% 7.00% - 14.00% 7.06% = 14.00%
Average 10.04% 10.04% 16.13%

Change (Basis Points) 0 =9

AVERAGE DAILY RATE CHG. RATE"

Average A08%

Change (Basis Points)

Range 1.00% = 9.00%

1.00% - 9.00% 1.66% - 9.00%
4.00% 4.00%
+8 +:8

OPERATING EXPENSE CHG. RATE®

Range 2.00% = 4:.00% 2.00% — 4.00% 2.00% = 4.00%
Average 390% 3.10% 310%

Change (Basis Points) ¢ ¢

AVERAGE MARKETING TIME:

Range JeTan 3.00 - 10.00 300 <1000
Average 6.40 €.40 640

Change (%) 8] G

a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months

Table EL-1). At 6.0%, the luxury seg-
ment is forecast to realize the highest
RevPAR growth in 2008. On the other
hand, the economy segment, which
includes brands such as Super 8, Motel
6, Suburban Lodge, and Travelodge, is
forecast to achieve RevPAR growth of
2.6% in 2008 - the lowest growth of
the six lodging segments.

The weaker performance of the
economy sector is due to the com-
bined impact of a decline in demand
and an increase in room supply. In
2007, average room supply in that sec-
tor grew at 2.0%, while demand grew
at 1.7%. The difference between those
two growth rates is amplified by the
1.1% decline in demand in 2006.
Unfortunately, supply is expected to
outpace demand over the next two
years, increasing by 1.5% in 2008 and
1.6% in 2009. "Limited-service hotels
remain attractive plays for developers
because they are faster and cheaper to
construct and have lower breakeven
occupancy points," notes an investor.
According to our participants, break-
even occupancy ranges from 50.0% to
70.0% and averages 59.0% for econo-
my/limited-service hotels. ¢

Table EL-1
LODGING FORECASTS
2008 2009
Midprice without F&B_ T
Occupancy 65.0% 64.9%
ADR $93.10 $98.45
RevPAR Growth  + 5.8% +5.5%
Economy
Occupancy 56.9% 56.8%
ADR $55.20 $56.60
RevPAR Growth  +2.6% + 2.4%
Source: Hospitality Directions — U.S. Editions, published
by PricewaterhouseCoopers LLP; February 2008
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National Luxury/Upper-Upscale
Lodging Segment

DESPITE ADDITIONS TO SUPPLY, THE NAT-
IONAL LUXURY/UPPER-UPSCALE LODGING
SEGMENT CONTINUES TO MAINTAIN A
RELATIVELY FAVORABLE BALANCE BETWEEN
SUPPLY AND DEMAND. "Demand for lux-
ury accommodations is still strong,
especially in the country's top cities,"
confirms a participant. Overall, the lux-
ury chain scale, which includes hotel
brands such as Four Seasons and Fair-
mont, posted an occupancy rate of
71.0% in 2007, according to Smith
Travel Research. The upper-upscale
chain scale's occupancy rate was a tad
higher at 71.3%. By comparison, the
U.S. average was 63.2% in 2007.

The dominant performance of these
lodging segments over the past few
years has prompted several leading [ux-
ury hotel brands, such as Four Seasons,
Rosewood, and Trump, to forge ahead
with the construction of new projects.
According to the February 2008 edition
of PricewaterhouseCoopers Hospitality
Directions - U.S. Edition, average room
supply in the luxury segment grew 3.4%
in 2006 — the highest rate of the six seg-
ments tracked by PwC. In 2007, aver-
age room supply grew by 2.3%. Even
though a slowdown in room supply

growth is expected in 2008 (2.6%) and
2009 (2.6%), it is expected to stay ahead
of demand. As a result, many luxury

hotels could see a decline in occupan-

cy, ADR, and RevPAR.

New luxury hotels that recently
opened, broke ground, or are scheduled

to open in 2008 include the Four

sons Hotels & Resorts' 175-room

mier property located at 99 Church
Street in Downtown Manhattan, Trump
International Hotel & Tower's 339-

first-class property in Chicago, and

wood Hotels & Resorts Worldwide's

229-room W hotel in Minneapolis.
Looking ahead, RevPAR for the [ux-

ury segment is forecast to increase by

6.0% in 2008, a slowdown from the

record-setting 11.8% growth in 2006

Sea-

pre-

room
Star-

and below the 6.7% growth in 2007
(see Table LU-1). In the upper-upscale
segment, occupancy is forecast to
hover around 71.0% through 2009.
Although RevPAR growth for the upper-
upscale segment is forecast to slow in
2008 and 2009 relative to its pace in
2004 and 2005, it will still be favorable

to hotel owners. ¢

Yable 30

LODGING SEGCMENT
First Quarter 2008

NATIONAL LUXURY/UPPER-UPSCALE

CURRENT QUARTER

THIRD QUARTER 2007 YEAR AGQ

DISCOUNT RATE (IRR)*
Range
Average

Change {Basis Points)

8.00% - 13.00%
10:56%

8.00% — 13.00%
10.64%

-8

5.00% - 13.00%
10.83%
=27

OVERALL CAP RATE (OAR)*
Range
Average

Change {Basis Points
2

4.00% = 10:50%

7.50%

4.00% ~ 10.50%
7.53%

-3

4.00% - 10:50%

RESIDUAL CAP RATE
Range
Average

Change {Basis Points)

5.00% = 11.060%

8:72%

5.00% - 11.00%
B.71%

+1

£.00% = 11.00%
f8:69%

+:3
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AVERAGE DAILY RATE CHG. RATE"
Table LU-1 Range %:00% = 8.66% 3.005% ~ 8.00% 300%: = 8.00%
LODGING FORECASTS Average 4.94% 5.25% 5.25%
Segment 2008 2009 Change {Basis Points) - 31 - 31
Luxury OPERATING EXPENSE CHG. RATE®
- - 0, 7 G/
Occupancy 70.6% 70.5% Range 200% = 4.66% 2.00% - 4.00% 2.00% = 4,00%
ADR 309.46 h325.0
$ § N Average 3.22% 3.07% 3A7%
RevPAR Growth  + 6.0% +5.9% R o } :
Change (Basis Points) + 5 +:5
Upper Upscale
Occupancy 71.0% 71.1% :VERAGE MARKETING TIME 400 - B 400 - 6.00 00 - 900
ange =8 - Q. 480 =900
ADR $167.58  $175.3 ange 00 - 800 e
RoVPAR Growth  +4.8%  +4.5% Average 00 38 558
“hanoe (9%} Ve R
Source: Hospitality Directions — U.S. Editions, published Change (%) 143 s
by PricewaterhouseCoopers LLP; February 2008 a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. ln months
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National Extended-Stay
Lodging Segment

WHEN COMPARED TO THE OTHER SEG-
MENTS OF THE LODGING INDUSTRY, THE
EXTENDED-STAY SEGMENT HAS TYPICALLY
ACHIEVED HIGHER PROFIT MARGINS DUE
TO LOWER OPERATING COSTS AND A
TENDENCY TO EXPERIENCE LOWER
DECLINES IN REVENUES AND PROFITS
DURING TIMES OF ECONOMIC DISTRESS.
"The extended-stay segment may not
experience a tremendous run up in
growth when the industry is booming,
but at the same time it doesn't fall as
hard when the industry contracts,"
comments a participant.

Due to these factors, this segment's

annual change in room supply has
been significantly above that of the
entire hotel industry for the past sever-
al years. According to Smith Travel
Research, annual room supply growth
averaged 0.9% in the overall industry
from 2000 to 2006. By comparison,
annual room supply growth averaged
5.1% for the extended-stay segment
during that time period. These robust
additions to supply have negatively
impacted the revenue and income
growth of the two property categories
that comprise this segment — upper-tier
properties and lower-tier properties.

Table 31

First Quarter 2008

NATIONAL EXTENDED-STAY LODGING SEGMENT

CURRENT QUARTER - THIRD QUARTER 2007 YEAR AGO
DISCOUNT RATE (IRR)*
Range THO0Y - 16.00% 11.00% - 16.00% T1.00% = 16.005%
Average 13.30% 13.30% 13.30%:
Change (Basis Points) 8] 6}

OVERALL CAP RATE (OAR)?

Range
Average 10.75%
g

Change (Basis Points)

9.50% = 13.00%

9.50% ~ 13.00%
10.75%

9.50% ~ 13.00%
10.75%
0 3

In the upper-tier category, which
includes brands such as Residence Inn
and Homewood Suites, total revenue
per room stood well above the lower-
tier category's total in 2006. However,
this category's net operating income
declined sharply between 2005 and
2006. In the lower-tier category, which
includes brands such as Extended-Stay
America and TownPlace Suites, total
revenue per room was less than half of
the upper-tier category's total in 2006.
However, growth in net operating
income in the lower-tier category
remained quite stable between 2004
and 2006.

Marriott International opened 18
new TownePlace Suites in 2007, bring-
ing its total number of rooms in that
brand to 14,122. In 2007, Marriott's
TownPlace Suites reported strong
increases in both ADR and RevPAR.
Select extended-stay hotel performanc-

es are shown in Table ES-1. %

RESIDUAL CAP RATE

8.50% ~13.50%

10.46%:

Range
Average

Change (Basis Points)

8.50% -~ 13.50%
10.54%

8.50% ~13.50%
10.58%

=12

AVERAGE DAILY RATE CHG. RATE®
Range 1.06% =
3.25%

5.00%
Average

Change (Basis Points)

1.00% - 5.00%
3.25%

[

1.00% = 5.00%
3.25%

0

OPERATING EXPENSE CHG. RATE"

Range 2.00% = 4.00% 2.00% - 4.00% 2.00% = 4.00%
Average 2.83% 2.83% 2.83%

Change {Basis Points) 0 0

AVERAGE MARKETING TIME®

Range 3.00-12.00 3.00-12.00 3.00-12.00
Average 8.40 8.00 8.00

Change (%; -+ 5.00 +5.00

TABLE ES-1
SELECT HOTEL PERFORMANCES — 2007

Occupancy RevPAR ADR

Choice Hotels (1)

MainStay 68.5% $47.98 $70.04
Change (2) -90 +2.8% + 4.1%

Suburban 67.3% $27.01 $40.13
Change (2) ~510 —2.6% +4.8%

Marriott International (3)

TownePlace

Suites 74.2% $63.56 $85.65
Change (2) -110 +7.2% + 8.9%

$78.27 $107.86
+5.0% +4.2%

SpringHill Suites 72.6%
Change (2) + 60

(1) 12 months ending 12-31-07; compared to 12-31-06
(2) Change for occupancy is reported in basis points
(3) 52 weeks ending 12-28-07; compared to 12-29-06;

comparable company-operated N.A. properties

a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months
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NATIONAL REGIONAL MALL MARKET-INVESTOR SURVEY RESPONGSES
First Quarter 2008

HSCOUNT OVERALL CAP YACANCY REPLACEMENT MARKETING

INFTIALVEAR CHANGE @A RESIDUAL RATE(RR) RATE (OAR) ASSUMPTIONS RESERVE TiME

UNDERLYING - PER
MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY &0 SQUARE
RENT. (93] RATE FXPENSE CLEAR CLEAR VACANT RETENTION CREDITLOSS : FOOT MONTHS

PE.-BUC REAL ESTATE COMPA\Y + Forecast Period: 10 yoars

6.25% 7.50% 4.0% Does
and o I diect o A .
fio; i ditect capy AR %0% 3.00% 40% to §0% i & 75 0% o not
% for € ldss At properties ; and from 7.00% to 8.00% E Ve 5 .
85.25% T00% TO.0% use
£.50% 7.00% 5.00% 6 8! 2.0% $0.15 3
3.0% 3.0% 3.0% to 1.5% o 0 1o o s} kis] to
10.60% 1HA0% 4.50% 9 3.0% $0.25 6
RET ¢ Forecast Peried: 10 years ‘
Uses both DCF and direct capitalization; in direct cap, capitalizes NOI Y e N - 50 \ e, & o = Aivor : L o g
after capital replacement reserva but before Tls and leasing commissions; SO +0% 3% 7% L0% oo 7.08% b A% su.20 fo
5 5
e

new tenants receive $2

PENSION FUND ADVISOR + Forecast Period:

ICF, direct capitalization, and price per sguare foot; nses face 7 00% 900% 5.50% F0%
s when they a uled to occy 2.0% 0% 3.0% to 2.0% i @ 9 £5:0% 10 0.30 9
s, leasing commissions, and capita 8.00% $.50% 7O 2.0%
ooking at malis to redevelop.
. 8.50% 5.50% 70.0% Y% A
30% 3.0% 3.0% o 1.0% in 0 & in 1 50,25 ta
8.25% 9.50% ; 80.0% 2.0% &

PENSION FUND ADVISOR 4 Forecast Period: 18 years

TRNRIR ; ) LT - 6.00% 7.00% 0.5%
Uses both DCF and direct cap ion; in direct cap, capitalizes NG o B \ oo . e
. N P : i ) 30% 3.0% 3.0% to 0.8%: 0 o 3% e, $0.25 9
after capital replacement reserve but before Tls and leasing commissions; e e | EHY
! e 6.75% 8:50% 3.0%

does net use Conc

SSioNS,

Source: Parsenal survey conducted by PricewaterhouseCoopers LLP during

PRICEAATERHOUSE{QOPERS |
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SAVIOUVE A9 AALSANOM INANLVAYL TVLINAAIINOD

8EI91100 ATHIVE-XHA'T

NATIONAL POWER CENTER MARKET-INVESTOR SURVEY RESPONSE

First Quarter 2008

5

INFTIALVEAR CHANGE @A

RESIDUAL

HSCOUNT
RATE(RR)

OVERALL

CA?

RATE (OAR)

YACANCY

ASSUMPTIONS

REPLACEMENT
RESERVE

MARKETING
TiME

MARKET
RENT.

(93]

CAP
RATE

SELLING
FXPENSE

FREE &
CLEAR

FREE &
CLEAR

MONTHS
VACANT

TENANT
RETENTION

UNDERLYING
VACANCY &
CREDITLOSS

258
SQUARE
FOOT

MONTHS

REALTY AD‘V!SOR é Forecagi Pcrmd 5 i6 10 years
i o ’)

<; uses both DCF and direct
ops IRR using tenants’ ho ml rate
are

h gl* cmdi deals with “bond
effective rents.

REAL ESTATE ADVISOR # Forecast Period: 10 years
Uses hoth { ,«nd direct -tap zation; in direct cap, capitalizes NGI
and capital replacement reserve; uses

.mp.nvenren s, sino commissions, ane I replac
uses face rents and revlc 1S Concessions when they are s
[s

i\‘v EBTMENT L\D\’EBOR + Forecast Per:oa 35 \,ear&

talizes NOI
serve; does
ssions when they

r
; uses fam rents and reflects conc

are scheduled to oreur.

3.0%
o

4.0%

3.0%

3.0%

[
B

3.0%

s
Z

[
B

3.0%

w

3.0%

w
&

w

to

7.00%

8.00%

7.00%

to

8.00%

ta

7.00%

9.50%

1.0%
0
2.0%

2.0%

1.0%
el
3.0%

5%
]
2.0%

6.75%
]

8.00%

6.75%

7.25%

7009

]
8.00%

i
i
4.00%

5.75%
0
6.75%

8.00%

dE

[

65.0%

i)
750%

3.0%:

50%

0.6%
(anchors);
5.0% 10'6.0%
inonanchors)

30%

0%
9
2.0%

5.0%:
mnnan;hors)

a4

to

R

a4
to

Fig e

dE

9+

Source: Parsonal survey condh,

< by PricewaterhouseCoopers LLP during January 2008.
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SAVIOUVE A9 AALSANOM INANLVAYL TVLINAAIINOD

6£91100 AdTLIVE-XHA'T

NATIONAL STRIP
First Quarter 2008

SHOPPING CENTER MARKET-INVESTOR SURVEY RESPONSES

i\\/ ESTMENT BA!

E\ER + Fore(asi ?ersm. 10 years

enis; tetail 5a es h.
h refurn is more impurianv

: 10 years
t, well-ane

I

INVESTMENT BANKER 4 Fo*ecasﬁ Period (1] \,(ar&
Uses both DCF wd direc :

REAL ESTATE ADVISOR 4 Forecast Permd 19 years
Uses hath DCF ﬁrd direct capi ¢

DOMESTIC PENSION FUND ¢ Forecast Periad: 10 years

Uses bath DCF and direct capitai-z in direct cap, capi' i

repiacement Ive; uses
they are scheduled to occur,

o0

pawer centers;

izes NC
erve; uses
scheuulno 0 GLCur.

d IE‘flr‘CtS cancessions when

3.0%

3.0%

3.0%

3.0%

3.0%

3.0%

3.0%

8.00%

to
10.00%

6.50%

ta
7.50%

1o
8.50%

2.0%

195

8.58

i
0%

0%,

7.00%

0
() (\'\0/

G 0oy,

8.00%

7.00%,

0
$.00%

9 3%

{anchors)

b
10
2

/'3u/\-

20%

50%

1.0%
0
3.0%

$0.30

BISCOUNT OVERALL CAP VACANCY REPLACEMENT  MARKETENG
INFTIALVEAR CHANGE RATES RESIDUAL RATE(RR) RATE (OAR) ASSUMPTIONS RESERVE TiME
UNDERLYING - PER
MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY &0 SQUARE
RENT. EXPENSES CPi RATE EXPENSE CLEAR CLEAR VACANT RETENTION CREDITAGSS: : FOOT MONTHS
3109
LIFE INSURANCE COMPANY 4 Forecast Period: 10 years 1.2% 7.00% 0% 7.00% 6.00% ) r}m ciares: a5 0% AD% 0.2 3
Uses hoth DCF and direc ion; in direct cap, ¢ izes NOI ti 3.0% 30% 0 0 10 0 P 1_8_“7 "o 0 to
before Tls, teasing Lon‘musmns and capital replacerment reseve. 3.9% 9.50% 3.0% 9.00% 3.00% N $0.30 &

ta
a

i}

Source: Parsonal survey conducted by Pricewater

Ly

January 2008

PrICEAATERHOUSE{ QOPERS




SAVIOUVE A9 AALSANOM INANLVAYL TVLINAAIINOD

0v91100 AdTHIVAE-XHA'T

NATIONAL CBD OFFICE MARKET-INVESTOR SURVEY RESPONSES
First Quarter 2008

HSCOUNTE OVERALL CAP VATANCY REPLACEMENT  MARKETING

INFTTAL-YEAR CHANGE RATES RESIDUAL RATE (iR RATE (DAR) ASSUMPTIONS RESERVE TIMiE
UNDEREVING -~ PER
MARKET CAP SELLING FREE& FREE & MONTHS VACANCY & SQUARE
RENT. EXPENSES <ol RATE EXPENSE CikAR CiEAR VACANT CREDIT LOSS:: FOOT MONTHS
PENSION FUND ADVISOR 4 forecast Peri-)d 16 yaars
Uses both DCF and direc :cuom-m'mn in d 0.0% 1.0% [ 0.5% $0.15
after cap reserve but before g comm 41 30% 3.0% k] % 10 70:0% 0 ]

to .0 0% duris B.0% 2.0%

10 years

A . i 0.0% 7.06%, 7.00% ¢ & &

ves} is more important than o , . -
. then they are schedutad 16 to 3.0% 30% 1 2.0% 10 ) ¢} 5.0% Varies ¢}
ConCessions when they are scheduied to 3 0% .50 4500, g.00% 8 9

OcCy

PUBLIC REAL ESTATE COMPANY + Forecast Period: 10 years

ok 10% Does
h’ld'l‘i\/ ises DCF analy in direct cap, capitalizes cash flow aft 5 .
N . e 4.0% 30% 3.0% @ 6 700% 50% not
2.0% use
PENQEON FUND ADVISOR 4 Forecast Period: 16 years )
. 3.0% 1.0% 6.75% £.50% 5 70:0% $0.10
Isc uses direct capitalization; in direct cap, tH B § e Y : 2 e e 1
i . o % 3.0% 1 s i s H0% kel
mpths NO pas.ng commissions, and capital replacement Y & & S e o S q,. . jig L B o
8.0% 7.00% 2.0% 7.25% 7.00% 153 75.0% $0.20

reserve; uses face rents an
ta occu

cts concessions when ‘hey ¢ scheduled
ain market

REAL ESTATE ADVISOR <4 Forecast Period: 10 years §.0(% 20% G.00% i 6
Uses both DCF and direct capitatization; in dir 35% 15% 2.0% to W i 6 5.0% : to
befare Tis, feasing coran s, and capits 9.00% 3.0% 10.00% 5 8

not use fent ¢

es.

LIFE INSURANCE COMPANY + Forecast ?eriﬂd' 10 years 0.3% 6.50% 0.4% 7.00% 6 65.0% 5.0% $0.10 2
Uses both DCF and direct capitalization; in di ¢ o 0% J.5% ta W 0 10 :; 0 0 10
hefore Tl 6.0% 9.00% 1.5% B00% 8.50% 12 B.0% 0.35 [}
rent spike
PEN‘ZEON FU'\JD ADVISOR 4 Forec asi Period: 10 years 5% 7.00% 0% 7.50%, 5.50% 550 509%
ct fd“lm‘lldnl”l rice per square frmr uses face o 3.6% 20% i i 0 i & 0 W IS
e of 5.0% 7.0% 8.00% 2.0% 8,500 £.50% 7U0% 70%
0.0% 6.00% 1.0% 6.00% 4.50% & 650% 01.0% $0.10
' i 3.0% 3.0% to 0 0 0 to 0 o I 6
hem—"e ” ing comm ""d . L‘P“' “"3‘ cement reserw 10:0% 7.50% 2.0% 8.50% 7.00% 12 756% 70% $0.25

face rents and reflects concessions when they are scheduled to accur.

Source: Parsonal survey condh,

< by PricewaterhouseCoopers LLP during January 2008.

PrIcEVARRHOUSE(QOFERS
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SAVIOUVE A9 AALSANOM INANLVAYL TVLINAAIINOD

IP91100 AIIIVI-XAd'T

First Quarter 2008

NATIONAL SUBURBAN OFFICE MARKET-INVESTOR SURVEY

RESPONSES

ENITHAL-YEAR CHANGE RATES

RESIDUAL

DISCOUNT
RATE (IRR)

OVERALL CAP VACANCY

RATE (DAR)

ASSUMPTIONS

REPLACEMENT MARKETING
RESERVE TIME

UNDER

NG

PER

3.0%

REAL ESTATE ADVISOR + Forecast Period: 10 years

Uses hoth DCF and direct capitalization; in direct cap, capitalizes NOI
before TI ing cammissions, and capital replacerent reserve; uses a
rent spike in certain markeis

Sy
5%

PRIVATE REAL ESTATE FiRM 4 Fo -ecast Pﬁriod‘ 10 years

es NOi

2 USRS

Uses hoth DCF and direct capi v direct cap, ¢
before Tls, leasing commissions, und capi ml Ih})'uChfn"f e
a rent spike of 5.0% in 2008, 7.0% in 2009, and 5.0%

30%

Averages
3.0% over
the for
period

3.0%

3.

e}

o

o

to
8.50%

6.50%
lis)
8.50%

2.0%
i8]
3.0%

7 001
7.00%
io

$.00%

H.00%,

el
G00%,

8:00%

0]
S00%

G .00%,

6.00%
t0
8.00%

6.00%

MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY & SQUARE
RENT EXPENSES 8] RATE EXPENSE CLEAR CLEAR VACANT REVENTION CREENT LOSS - FOOT MONTHS
PENSION FUND ADVISOR + Forecast Period: 10 years
CF and direct capitalization; in direct cap, capits 0.0% 6.75% 2.0% 6.00% [ 650% E0% $0.10
:nt ieserve but before Tls and leasing commissions; 10 3% 3.0% ta W W to i 0 0
5.0% 8.00% 3.0% 7.50% g / 5.0% .20
0.0% 8.50% 9.50% 7.50% 6 5.0% $0.15 &
ta 3.0% 3.0% to 2.0% tis] 0 to 65.0% 0 0 to
X 3.0% 16.00% PLODY 3.50% 9 75% $0.25 4
occur; does not use rent sy
0.6% 7.00% 1.0% 7.50% . [ 61 5.0% $0.15 2z
tu 3.0% 3.0% to w © w ¢ © i ] o
9.00% 4.0% 3:50% ] 12 F2.0% $0.50 [

5.0%

50%

5.50%

=

Does
nol
use

oy
@

io tor
$0.15 8

ol

Source: Parsenal survey conducted by PricewaterhouseCoopers LLP during

anuary 2008

6t
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SAVIOUVE A9 AALSANOM INANLVAYL TVLINAAIINOD

I1100 AT VE-XAd'T

ATLANTA OFFICE MARKET-INVESTOR SURVEY RESPONGSES
Firgt Quarter 2008

HSCOUNT OVERALL CAP YACANCY REPLACEMENT MARKETING

INFTIALVEAR CHANGE @A RESIDUAL RATE(RR) RATE (OAR) ASSUMPTIONS RESERVE TiME

UNDERLYING - PER
MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY &0 SQUARE
RENT. (93] RATE FXPENSE CLEAR CLEAR VACANT RETENTION CREDITLOSS : FOOT MONTHS

. 50%,
PENSION FUND ADVISOR ¢ Forecast Period: 18 years o iy
. : S ) ! 0.0%
Uses both DCF and direct cap ; in direct cap, capitalizes NG 0.0% _“‘D‘?)' . i : )
after capital replacern reserve but before Tls and leasing commissions; ta 3.40% 3% 7.00% to 20% 10 708% 20% $0.15
2 o .
does not use ‘3ni B uses face rents and refiects concessions when 3.0% s e o
{(suburhs) {suhurhs) (suhurhs)
UIFE INSURANCE COMPANY é Forecast Period: 10 years . & hte
. \25% 8:25% o
Uses hoth DCF and direct fization; uses face rents and reflects 0.0% bm?\/\ o : e 6 B.0% $0.20
4 (8D, inboth in both
fos sians when they are scheduled 10 occu S ¥ e rent spikes; & 3%, 30% U;EJ/ 3.0% Rl '% ' a0 '% 10 65.0% o 0 g
in direct cap, capitalizes NOI before Tis, | mmissions, and 3.0% 940" e L,’ o 3 0% $0.25
(amfﬁl .pp. scement reserve. (suburhs) Sunuibhs SUNUIGS
0% 10 8.0%
INVESTMENT BANKER ¢ Forecast Period: 10 years Yoars 152 0% 6 4.0% { [
: in direct cap, rapita MO! before Tis, leasing 3.0% 10 6.0%: 3 o ia 10 [ 0 0
itat c}JlﬁLQﬂ]Qﬂ’ reserve; uses a rend spike of 4.0% 3.0% g 5.0% $3.20 2z

[

07 through 2009 in all subrarkets except downtows, {suburbs)

=3

i.!FE ENSLRANCE COMPANY + Forecast Period: 5 o 8 years 8.00%

5
tion; in direct cap, capitalizes NOI g I e in hoth P P &0 .
. airect cap ) - 3.0% 3.0% 3.0% oy s 2.0% i hoth & 60.0% 0% $0.25 to
t reserve hut before Tls and leas..xg COmmissions; CBO & CED & 6
sions when they are duled to ocour. subirhs e
’ subuils
INVESTMENT ADVISOR ¢ Forecast Period: 10 years o i
N R B 0% 810
Relies on DCF; typical 'nanagﬂ'nen fens are 2.5%; typical leasing fees . .
Years Thody inhath 0.5
on renewals; in direct cap, q“l.ah?es 3:0% 3.0% ; can & o 740% Foa0 6
ns, and capital re t reserve; L e [
thereatter {suburbs) suburbs suburhs

cessions when they duled to accur,

LIFE INSURANCE COMPANY 4 Forecast Period: 10 years 7.50%

1.0% 5.0%

Uses DCF, direct capitalization, and sales comparison approach B in hath
N ' e o - 3.0% 36% 3.0% o ta H 750% 0 $0.15 g
cap, capitatizes NOI befoie Tis, leasing cominissions, and capital CBO & S rar o
! ! 5 2.0% 8.0%
reptacement ieserve. suburhs

Source: Parsonal survey condh,

d by PricewaterhouseCoopers LLP during January 2008. }.BRECEWQQYERHOUSEC\@PERS
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SAVIOUVE A9 AALSANOM INANLVAYL TVLINAAIINOD

EPo1100 AT VE-XAAd'T

BOSTON OFFICE MARKET-INVESTOR SURVEY RESPONSES
First Quarter 2008

HSCOUNT OVERALL CAP YACANCY REPLACEMENT MARKETING

INFTIALVEAR CHANGE @A RESIDUAL RATE(RR) RATE (OAR) ASSUMPTIONS RESERVE TiME

UNDERLYING - PER
MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY &0 SQUARE
RENT. (93] RATE FXPENSE CLEAR CLEAR VACANT RETENTION CREDITLOSS : FOOT MONTHS

8:00%

LIFE INSURANCE COMPANY ¢ Forecast Period: 10 years

; e ) S - . 3.0% 2.0% \ 50% $0.20

Uses hoth D d direct capitalization; in direct cap, capitalizes NG ey 5o N in hoth ; PRSI ; ) :
Vot o N O al rep! . N ta 3.0% 3.0% tn [ H65.0% o el [
nefore Tis, g comrnissions, and capital replacerent reserve; uses & o 3.0% 30 05

face rents and refiects co

wcessions when they are scheduled 10 o

RET + Forecast Period: 10 vears p (CBD: 6 5.0% $0.20
Uses both DCF and direct capt i 1 3:0% 3.0% 2.0% 3.00% to [{a} 0 0
i 3 F.00% 12 8.0% $0.30

{suburhe)

5

INVESTOR 4 Forecast Period: T year
Uses both DCF and direct capitsiization; in direct cap, capi

alizes NO

sl both & e ‘ Years 30% 3.0% 9 50.0% 5.0% .30 to

before Tls, leasing cammissions, and capital replacement reserve; T2 24

crosschecks against comparable sales.

INVESTMENT ADVISOR 4 Forecast Period: 5 to 7 yoars o Ve

) . S e 5.0% Year i

Uses both DCF and direct ¢ ion; in direct cap, capitalizes ca N Venr Zi 5.0%

N f . . ' . ' o et 5, a i oy : £ Ao en a

tlow after Tls, teasing commissions, and capital replacernent reserve; 5 L30% 3.0% 1.5% o 75.0% s} $0.20 3
. Lo ' ' & A S,

uses face rents and reflect ons when they are scheduled to f 10.0%

o rkate.

r; uses a verd spike in

INVESTOR 4 Forecast Peried: 10 years Averages 7.50%
res NOI 3.0% over {CBDY);

zation; in direct cap, capital

nd capits! rep - does {orecait 3.0% 3.0% 7 75% 2.0% [ 50% $0.15 6
period (suburhs)
PRIVATE KEAL ESTATE FIRM 4 Forecast Period: 10 years . e
Uses mainly direct capitalization; major focus is on the initial cash-on- o /\ Lg}: Does
3 caily exie ad to capture impact of all 3.0% (9\‘00"’{' 13% ¢ ol 8 70.:0% 40%; not 5
ns; uses face rents and reflects concessians when they i : use

. (suburbs)
led to occur; does not use rent spikes.

LIFE INSURANCE COMPANY 4 Forecast Period: 10 years 7.50% 6 7.75 6.50% to

Uses both DCF and direct ¢ zation; in direct cap, capit NOI £0% G50% (CBDY, 0.5% hRk BV 9.75% (CRDY), 4 50,20 2
before Tls, teasing comrnissions, and capital reptacernent reserve; uses o 0% 3 03% % 0y 0 A : ta 7009, 5.0% ta ta
face rent: ! reflects concessions when t e scheduled 10 occuy; 0% % 3.0% & $0.3¢ 4
uses a rent spike of 6.0% in certain submarkets in years 1 10 3. suburbs)

Source: Parsenal survey conducted by PricewaterhouseCoopers LLP during

PRICEAATERHOUSE{QOPERS |
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SAVIOUVE A9 AALSANOM INANLVAYL TVLINAAIINOD

Pro1100 AILAVE-XAAd'T

CHARLOTTE OFFICE MARKET-INVESTOR SURVYVEY RESPONSES

First Quarter 2008

INITIAL-YEAR CHANGE RATES

ESIDUAL

DISCOUNT
RATE (RR)

OVERALL CAP  VACANLY

REFLACEMENT "MARIETING
RATE {OAR) ‘

ASSUMPTIONS RESERVE (IME

MARKET

CAP SELLING

UNDERLYING  PER

FREE & FREE & MONTHS TENANT VACANCY: & 11 SQUARE

RENT EXPENSES o RATE EXPENSE CLEAR CLEAR VACANT REFENTION CREDITLOSS - FOOT MONTHS
EIFE INSURANCE COMPANY 4 Forecast Period: 10 years A0,
B.00%
3.0% 3.0%: 7.06%, T.5% in‘hoth 3] b 750 $0.15 &
CRD & 7.00%,
suburhs {suburbz)
RET ¢ Favecast Period: 18 years 5.00% to
e N 30% 7.06% 0% 4.00% 0.25
proaches o valt s NOi beiore . . e jgoe!
o (CES,:G. " 2] renlacement foser ' ,U_]C‘:Ji ti 3.0% 30% to 0 i bot! [ 75.0% 5.0% o [
sions, and capital replacement reserve; may increase 6 0% ’ 2.0% 8D & $050
rnarket rent up to 6.0% in year one. T
suburs

PENSION FUND ADVISOR ¢ Forecast Period: 5 years

Mainly uses BCF a ales comparison app

3.0%

5.0%
Years T:&2;

4.0% Year 3

ect cap,

al replacement

capita NOI be
reserve; piefers the C

PRIVATE INVESTOR ¢ Forecast Period: 3 10 5 vears

3.0%

VALUE-ADDED INVESTOR
Mainly uses DCF analysis; i
ons, and cay
ot for the CBID an

commi

period

3:0% 3.0%
3.0%
30%

7.00%

o 1.0%

8.00%
1o 3.0%
9.00%

8.00%

$0.15
3 7.0% o P
$0.25
9.00% & 750% 5.0% $0.15 2
{CB
7.50%
G.00% $0.20
in heth 9 © 6

7.0

3 &

3 o 5.0% $0.15 6
10.00% 4

{suburbe)

Source: Parsonal survey condh,

< by PricewaterhouseCoopers LLP during January 2008.

9
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SAVIOUVE A9 AALSANOM INANLVAYL TVLINAAIINOD

SPIT100 AdTHIVE-XAd'T

CHICAGD OFFICE MARKET-INVESTOR SURVYEY RESPONSES
First Quarter 2008

HSCOUNT OVERALL CAP VACANCY REPLACEMENT MARKETING
INITIAL VAR CHANGE RATES RESIDUAL RATEORR) RATE (OAR) ASSUMPTIONS RESERVE Tk
UNDERIVING - PIR
MARKET CAP SELLING FREE & FREE & MONEHS TENANT VACANCY & SQUARE
RENT EXPENSES Cri RATE EXPENSE CLEAR CLEAR VACANT RETENTION CREDNT LOSS:: FOOT MONTHS
LIFE INSURANCE COMPANY 4 Forecast Period: 10 years 094 £.00% 10
s i direct % (CED); B0y $0.25 12
s ! thefore Tls and 3.0% 3.0% 20% % 6 g 67 0% 7.0% © ©
asing Commissio ns when they % $0.50 18
are schedule 2 and 3 for (supurhs) (eubirhs)
certain suburhan propertie:
REAL ESTATE ADVISOR + Forecast Period: 10 years
Uses hoth DCF and direct cq ation; in direct cap, capitalizes NOI 0.0% 20019 RD); 4 $0.25
hefore Tis, -hus-rg comrnissions, and capital reptacernent reserve; uses 10 25% 1o 5s) L% o &
face rents and reflects cancessions when they are schaduled {6 occur; 3.0% 32 70.:0% $0.50

ke of up 1o 5.0% in years T and 2 in certain subrarkets.

Avbrages

i i £, ' 7o OVEY . [ 3
: typically extends forecast periad fo capture impact of ail . '([ o 9 8.0% aot 5
. y : . sbcling
se expirations; uses face rents and ref sicy : S use
veriod

are schedulad to 6

O.0%: t0:2.0%:

et e 180 2:60%, Z0% 2.0% 4 0% Z0%: $0.15 6
are extiacted: ars ; .
) 4 N «fx‘e extiacien; K :0, HaaIE o 0 o 0 0 10
O0es N se rent spik 1 afi apital & i ~ P I3 ! 190
s ot use rant sp 0 afier capita ’ 3.60% 5.0% 2.5% ! 6 3.0% $0.20 12
reslacement res (suburbs)
0.3% & 50% $0.45 &
30% 3.0% 3.0% 0 R tor in W Ko ta
0.8% 8.50% 8.50% 12 70.0% 000 h0.25 12
{suburhs) {suburhs,
UIFE INSURANCE COMPANY ¥+ Forecast Periad: 10 years 5.0% 2.0% 0,30
. 0.0% d u,
1 cap n; in direct cap, capitalizes NOI i e 3 0% i o o o
: 0% 3.0% $0.25
INVESTMENT ADVISOR 4 Forecast Period: 10 years £0% $0.10
Relies on DCF; uses face rents and reflects ¢ st y are 3.0% w0 [ 7.0% 4] &
tad 1o arefers i \ 0% 0 4¢
scheduted 10 occur; prefiers the West Loop; does not use rent spikes. (suhurhs) 2.0% feibuihs) veu“urbx (

Saurce: Parsenal survey conducted by PricewaterhouseCoopers LLP during January 2008

PRICEWATERHOUSE(COPERS [
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SAVIOUVE A9 AALSANOM INANLVAYL TVLINAAIINOD
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DALLAS OFFICE MARKET-INVESTOR SURVEY RESPONSES

First Quarter 2008

PR!\'ATE REIT 4 Forecast Period: 10 years

= both DCF uml d rect capitatization; in direct cap, ©
ment reserve but before TIs and leazing
uses & face rents and reflects concessions when they are scheduled (o
s it years 110 3 in Las Colinas,

apitalizes NOI

OCCul; UsCs a rent s
Far North Daltas, and ii.e Toilway.

PENSION FUND ADVISOR + Forecast Period: 16 years
Uses bath DCF and direct capitalization; in direct cap, LﬂUl.ﬂl z
i t reserve but before Tls and leasi ing coms
0% 0 7.0% n 2008 and 2010 in Plano and the
and refiects concessinns when they are scheduled

REIT ¢ Forecast Period: 10 years
Uses bath DCF and direct capitai-
belore Tls, feact

t cap, capi

on; in direc

rep:.men‘u*t cost; mhe: on DC.r. i
capital reptacernent reserve but be

ls arr’ leasing commi

3.0%
to 2.0% 3.0%
o
0%
0.0
16 30% 3.0%
2.0%

30%
© 3.0% 30%
0%

3.0% 3% 3.0%

3.0%
ta 2.0% 3.0%

4.0%

8.00%

{CBD),  1.0%
w0

2.0%

8.25% 1w

9.00%
in both
CBD &

utbs

7.00% to

1.0%
0
PR 2.0%
{sunurns)
10.00% 2.0%

9.00%

HSCOUNT OVERALL CA? VACANCY REPLACEMENT MARKETING
INITIALYTAR CHANGE RA RESIDUAL RATEORR) RATE (OAR) ASSUMPTIONS RESERVE T
UNDERLYING - PIR
MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY & SQUARE
RENT (94 RATE EXPENSE CLEAR CLEAR VATANT RETENTION CREDNTLOSS - FOOT MORNTHS
4. 0% Year 1
i_!F[ ENSLRANQE (GMFANY 4 Forecast Perioa 10 years £.0% Year 2, 5.0%
comparison 3.5% i o in h. +th R M N B
A ) 36% 0% 3.5% i 0% (.25
Of before Tis, Years 3&a 0 3% 8D & bk cap & : 0% s ?
3.0% subuibs suburbs

$0.10
g 0
$0.20
5.5(}% [ $.20 [
in‘both 10 0 10
9 $.25 12

D&

6 508% 0% $0.15
{e o o o
g 70.:0% 3.0% $0.20
9.75% > 0% &
1E 508 I3 o $0.10 to
3.0% G

() (\’\0/
ot
CRD &

suburbs

40% $0.25 [

{suburhs)

Ve

Source: Parsonal survey condh,

< by PricewaterhouseCoopers LLP during January 2008.

PrIcEVARRHOUSE(QOFERS
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LYITIT00 AIIAVE-XHIT

DENVER OFFICE
First Quarter 2008

MARKET-INVESTOR SURVEY RESPONSES

DISCOUNT OVERALL CAP  VACANLY REFLACEMENT "MARIETING
INITIAL-YEAR CHANGE RATES ESIDUAL RATE (RR) RATE {OAR) ASSUMPTIONS RESERVE TIME
UNDERLYING  PER

MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY: & 11 SQUARE

RENT EXPENSES ot RATE EXPINSE CLEAR CLEAR VACANT RETENTION CREDITLOSS 1 FOOT MONTHS
PRIVATE REAL ESTATE INVESTOR ¢ forecast Period: 2 1o 5 years 7.00% 0% 3.00% 6 3
Mainly uses DCF analysis; in direct cap, capitalizes NO! before s, & 0o 3% 10% 50 . i . o 7 0% $0.20 o
cammissions, and acement reserve; uses a rent spike o 8.00% 2.0% 1% 4 G
8.0% in early years; § prefirs the Southeast su 2 (suburbs) ) urhs) i

Averages o 16
5 8.00% .
3.0% to it both 8.00% {Ct‘,D) g $0.70
= ; in bot . [ )
5.0% over 5:0% 3.0% CB;) < 1.0% to 5.0% i 4
¥ . A3 -
tha foracast ; 12 4018
seriod subuibs R
3.0% $0.10 3
toy 3:0% 3.0% [ 3.0% 0 1oy
face rents and 65.0% $0.25 [
uses a rent spike of 4.0%
' Y s 0% 16 % 16
PENS!ON/CORE EI\\IESTOR 4+ Forecast Period: 10 years Kigrages Averages e : - G :
X i before Tie, leasi vEeeRT 5% 7.25% (CBI); % {CBDY, 6 70.0% 5.0%: Does 4
zes NOi before Tie, leasing 3.0% over 3.0% over B L
i believes tha " i 3 3.0% 0 7.50% 16 6.75% 16 1o 0 o ot 1o
1t reserve; believes that market the fotecast | the forecast N . X SE ; ;
ST ’ = 2.0% 8.00% 7.50% g 75.0% 8.0% use 8

y 1.1»0- buyers and m!nu& ceriod oo
period period (cuburbs)

10.0% Year 1; R,
’ 6.5U% o

7.00%
R 3.60% 3.0% bot 0.5% i 7589% 5.0%
cmen- reserve; ises a .en‘. spike of Fi 0% ‘f both Lo b 758% 5.0% 1
CBD &
subuibs

PRIVATE VALUE-ADDED INVESTOR ¢ Forecast Period: 3 to 5 yearg 8.50%
Mainly us ct capitalization; in direct cap, ca NO! before Tis i b

tais ly uses t capitalization; in cirect cap, capita sl >')(?’(\IL Tis, Vasies Virios 0 1.5, .l}hbo: ¥ P 5 00 3
leasing cony s, and capital replacernent reserve; market rent growth CBD &

o submarket and bui

rates vary bas g class.

Source: Parsenal survey conducted by PricewaterhouseCoopers LLP during

anuary 2008

PRICEAATERHOUSE{QOPERS |
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HOUSTON OFFICE MARKET-INVESTOR SURVEY RESPONSES
First Quarter 2008

HSCOUNT OVERALL CAP YACANCY REPLACEMENT MARKETING
INFTIALVEAR CHANGE RATES RESIDUAL RATE(RR) RATE (OAR) ASSUMPTIONS RESERVE TiME

UNDERLYING - PER
MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY &0 SQUARE
RENT. EXPENSES (93] RATE FXPENSE CLEAR CLEAR VACANT RETENTION CREDITLOSS : FOOT MONTHS

SAVIOUVE A9 AALSANOM INANLVAYL TVLINAAIINOD

LAFE INSURANCE COMPANY 4 Forecast Perind: 10 years F.00% 7.00%, I $0.10
Relies on DCF; a zation and sales arisan 358 Yoy 3+ o . n both in both S o
o . o [T i fofara Ti C 3.40% 30% 0.5% to 6.5% to 3
approach; uses 1, capitalizes NOi befare Tis, 359 CBD & CRD & CBD & : $0.35
ment reserve thereafter suburbs suburbs suburhs ' o

SURANCE COMPANY ~$ Forecacﬂ Peringd: 5 10 & years 9.00% to i 7.00% to
Uses bath DCF and direct ca a; also look “ount 1o L% 0% 10.00% Sy 8.00% (C3DY; 50% I3

in-heth

replacement cost; velies on DCF; in direct cap, es NOH after capital o o 3.0% in hoth 2.0% CBD & [ 0 5 10
replacement reserve but hefore Tis and le. ions; uses face 50% 4.0% CBD & ,( - 70% 9
. ; suburbs f
rents and reflects concessions when they are scheduled to accur, suburbs uis (suburbg)
REAL ESTATE ADVISOR + Forecast Period: 13 years 8.90% o
X g ¥ o - Q.00% (CBDY,  2.0% o {CBDY: $0.30 H
Uses poth DCF and direct capit: in direct cap, cay es NOI il Lo S 9.00 ' N (}"; i [ 6 SE e ¥ i f
3.5% 3:0% 3.0% 9.00% 4 S00% 16 50% 5.0% < S
pefoie Tls, feasing comm { capital reptacement reseive; uses " gt il “Jt T 10 EUOO/ GOkw’ o S U 5
a rent spike of 5.0% ! " 2 7 } ?
(suburhbs) {suhurbs)
PENSION FUND ADVISOR 4 Fore Period: 10 vears R 7.50% 0.5%
3 i Be i)
Uses both DCF and direct cap ;ind i 7 in both .
o ' © 30% 3.0% in bod e 6 70.0% 2.0% $0.15 13
nt e E o CBD & 2.0%
B suburhs
7.75% 1.0% 6.50% 5.0%:
P o 5.0 210% 30% o o o g 0% fo o
a sent spike 0f 5.0% 10 7.0 3.00% 2.0% 8.00% 10.0% $0.20
Cariidor, and Wasichase.
7 50% 1o
) e 3.00% 7.00% - -
8.50% 2.0% i hoth  both 6 6.0% $0.20 6
i 61l 1 a0 -
30% 3.0% 3.0% in both t B ‘CBD’ Q © 55.0% i I ©
CBD & 4.0% S o 3 B.0% $0.25 g
suhuibs subuibs

suburbs

SYII100 ATHIVE-XHAd'T

Source: Personal survey condu

i by PricewaterhouseCoopers LLP during January 2008, }.BRECEWQQYERHOUSEC\@PERS

9¢



LOS ANGELES OFFICE MARKET-INVESTOR SURVEY RESPONSES
First Quarter 2008

DISCOUNT QVERALL CAP  YACANCLY REPLACEMENT -MARKETING
INFTIAL-VEAR CHANGE RATES RESIDUAL RATE (IRR) RATE (DAR) ASSUMPTIONS RESERVE TIME

UNDERIYING:: PER
MARKET CAP SELLING FREE& FREE & MONTHS TENANT VACANCY & SQUARE
RENF EXTENSES P RATE EXIENSE CEEAR CLEAR VACANT REFENTION CREDITLOSS  FOOT MONTHS

SAVIOUVE A9 AALSANOM INANLVAYL TVLINAAIINOD

Pr\!‘a!()'\ FUND ADVISOR ¢ Forecast Period: 5 W 10 years R , %00 .
2.0%: 1.0% jos 5 5.0% $0.70 5
Iﬁnks at value indicated by .»re(t capt tion; uses fi(e S {CBDY;
- 6 3.0% ta 300 10 % 0 0 10
0% 2.0% it i $0.50 é
{suburbs)
. A (% to
REAL ESTATE ADVISOR 4 forecast Period: 5, 7, and 10 years 6.50% Iy et CEDY 2 207 6,30
o 5% 6.00% (CB 03,30
Buys turnaround situations as wi al plays in sub é L o fae in both ’ o . hata N
uces Both DEF and . - DCE: e 3.0%: 2:5% 3.0% CBD & 0 {e oy i [
° e o 2.0% 12 1.00
in DCF modet, nat elfective rents in direct capitalization. subuibs

8.00%

!N\IESTMENT BANKER ¢ Forecast Perind: 1‘) yearc 9.00% i s $5.10

Prefe : 3.0% 3.0% 3.0% in hoth 2.0% inboth 10 i 6
before | : s CBD & CRD & 6 $0.20

face rents and concessions when t!ﬂev are ed to accur. suburhs b

PENSION FUND ADVISOR 4 Forecast Period: 10 years 6.25% 10 5.75% o 4.20% G

Uses hoth DCF and dirert capitalizatic direct ¢ i 3.0% 7.00% L% 7.25% 6.40% & 65:0% 0% $0.10
oital replacement reserve but before Tis and o 3:0% 3.0% in both t0 i bm in hath 10 e} iy 0

uses a sent spike of 4.0% tw 5.0% in years 1 through 4 in various 5.0% CRD & 2.0% CBD & g 70.0% L% $0.30

supmarkats, subuihs suhuibs subuibs

7.25% o 7 75% o 5.75% to
LIFE INSURANCE COMPANY 4 Forecast Period: 10 years $.0% 9.00% 0% i608Y, 9.00%, 6 20% $0.15 3
: £ also u e S . .
vily on DCF; also uses direct ca ¢ : toy 3.0% 3.0% in hoth 0 inhot! i both by 16y 10 by
. i \ i en
capitalizes NO! before Tls, leasing commissions, and capital repiacement &0 CBO & 3.0% D& 12 3% $0.25 i
reserve. subiths suburbs
LIFE INSURANCE COMPANY 4 Dt 7.75% 6.50%
B s 6.50% o
' ) q . 3.0% (OB L . o bath 5.0% $0.20 [
1 ¥ i i 5 in hot o
Uses DCF and direct capitali : 3 MO befoie o 300, 4 0% o 2.0% i‘a“’-” . I3 55 .0% 0 0 10
Tis, leasing commissi uses a rent 0o s »L'!D & ,L',D & 7 0% 025 g
Sunuibhs SUNUIGS

spike of 4.0% 6 5.0

6Y91100 AdTLIVAE-XHA'T

Source: Parsenal survey conducted by PricewaterhouseCoopers LLP during

PRICEAATERHOUSE{QOPERS |
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0591100 ATHIVE-XHA'T

MANHATTAN OFFICE MARKET-INVESTOR SURVEY RESPONSES
First Quarter 2008

HSCOUNT OVERALL CAP YACANCY REPLACEMENT MARKETING

INFTIALVEAR CHANGE @A RESIDUAL RATE(RR) RATE (OAR) ASSUMPTIONS RESERVE TiME

UNDERLYING - PER
MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY &0 SQUARE
RENT. (93] RATE FXPENSE CLEAR CLEAR VACANT RETENTION CREDITLOSS : FOOT MONTHS

INVESTMENT BANKER ¢ Forecast Peried: 10 years
i ftown; selling expenses i

o : h o 6.00% 7.00% 3.00% 3 $6.20 Z
ses both DCF ard direct capitatizat 50% 30% En 0 30% w w© © 0% 50% o ©
comrnissions equate 1o 32.0% of first-year rent plus 16.0% for ‘ears Tite 3 : 3 (100 ' e - P B
! g COMIMIsSions qGuate 0 2.0% of first year re to us 6.0% fon Yoars Titee3 3.00% F00% 6.50% & $0.50 5
; e on len-year deals; uses a rent spike of 5.0% in years
110 3 in Midtown and Downtown.
INVESTOR + Forecast Period: 10 years
Uses both DCF and direct ca on; 1 7.5% b2
c issions, and o 4:0% 4.0% 6 758% 5.0% $0.20 10

spike of 10.0% 10:0%

ses include transfer tax; uses & ren
a rent spike of 7.5% in 2009.

PENSION FUND ADVISOR + Forecast Period: 16 years

. i e . . oy T0% 7.00% 2.0% &00% 5 (i3 4.0% $3.30 5
Uses DCF direct capitalization, and price per square foat; in direct cap, e S . . . B N
casitalizes NOI ]mflﬁ o Gramissi ! ndl canital resla 'nlw‘ 1o 3:5%: 3.5% to kel kte] 10 kte] 19} 0 10
sitalizes NO! befar commissi nd capital replacemer AP o, o : ;
o : - coR P TR 8.0% 3.0% G.00% 6 5.0% $1.00 3

reserve; seliing expens wansfer tax.

INVESTMENT ADVISOR 4 Forecast Period: 5 1o 7 years

DS ” ) o N o Vo 1 - .
Uses both DCF and direct cap tion; in di ap, capitalizes NOI 5.0% Year 1; 6.00% 7009

ing commission, and capital repl 4.0% Year 2 3.0% 0% b io 50% a 3
rents and ¢ is when they are sched 3.0% Year 3 9.00% 7.00% 75 0% 0,20
nses include transfer tax.
LIFE INSURANCE COMPANY ¢ Forecast Period: 10 years
Uses both DCF and direct capitali ct cap, capitalizes NO 5 0% 0.3% 7.00%, 5.00% 4 $0.20 X
befare Tis, leasing commissions, al reserve; selling ta 3.9 3.0% 0 0 0 to 70.:0% 50%; 0 to
expenses exclude transfer fax, which does not use 70% 3.0% 9.00%, [ $0.50 [

rent SOKkes.

L i X A & 50% 1o 4.00% 5.001% .30

Uses hoth DCF and direct capitalization; relies on DCF; uses | N . bR >l 5.60% 5.00% b R . $0.30
5 4 5 . y . L pe . i
ncdel, net effective rents in direct capitalization; prefers Midtown T 3% 30% to @ & @ fo Seh A% 0 '

7.00% 2.0% 7.60% 5.00% 8 $1.00

g expenses exclude transfer fax.

Source: Parsonal survey condh,

d by PricewaterhouseCoopers LLP during January 2008. }.BRECEWQQYERHOUSEC\@PERS
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NORTHERN VIRGINIA OFFICE MARKET-INVESTOR SURVEY RESPONSES
First Quarter 2008

DHSCOUNT OVERALL CAP VACANCY REPLACEMENT MARKETENG
INITIAL-VEAR CHANGE RATES RESIDUAL RATE (IRR} RATE (CAR) ASSUMPTIONS RESERVE TIME

SAVIOUVE A9 AALSANOM INANLVAYL TVLINAAIINOD

UNDERLYING - PER
MARKET CA? SELLING FREE & FREE & MONTHS TENANT VATANCY & 0 SQUARE
RENT EXPEMSES Cpt RATE EXPENSE CLEAR CLEAR VACANT RETENTION CREDIT LSS FOOT MONTHS

i

NV EsTMENT BANKER + Forecast Period: 10 years

0.0% 6
to 3:0% 3.0% 2.0% 1oy 5.0% 6
3.0% 9.50% G.00% 3 $0.25

3.0%: 7.50% L0% 7.50% 7.00% 65.0% 1.0% $0.15 ]
o 3.0% 3.0% to 0 0 0 & 0 o 0 tor
4.0%: 3.50% 3.0% S00% 8.00% 70:0% 3.0%: $0.25 &

INSTITUTIONAL INVESTOR 4 Forecas lPer od: 10 years N i p o
T et o > ¥ s it 7.00% 2.0% 7.50% 6.50% 6 65.0% L% $0.10 b
Relies on DCF,; also uses direct cay B , capitalizes Year i; Lo 0% . “ i . o - o © "
MO after capital replacerent reserve nd feasing 3.0% et e 'J, . o N o e . - ',J . e o -
cions: dose ot use et & 7.50% 2.5% 8.50% 7.00% 9 70.0% L% $0.20 9
51008, GOeS NoL use yent &pix
PENSION FUND ADVISOR ¢ Forecast Period: 18 years 7.00% { e
UL 1.3

zation; in direct cap, capitalizes NO

Uses both DCF and direct cap

fofore Tlo | o o . 3.0% 3.0% 3.0% It 2.0% 6.75% 6 o
before Tls, leasing cammissions, and capital replacement reserve; does 7.50% 200, 308
not use re
o 7.25% 2.0% 8.00% 6.00% [} 65.0% 5.0% $0.20 6
Tl I T " 4
s r” Lny % 3.5% to 0 ) 0 fc ) o to to
=ars c Lo U oy a1 .
° : 8.00% 3.0% 8:75% 6.50% ¢ 7 2.0% $0.75 3
6.50% 1.5% £.00% 5.00% 6 8.0% $0.30 3
3.0% 3:0% 3.0% 1o w0 0 1oy s} 0 1oy
7.00% 2.0% 8.00% 18 E4.0% $1.00 6

they are scheduled to occur,

1SO1T00 AIIIVI-XAd'T

Source: Parsenal survey conducted by PricewaterhouseCoopers LLP during

PRICEAATERHOUSE{QOPERS |
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¢S91100 ATHIVE-XAA'T

PACIFIC NORTHWEST OFFICE
First Quarter 2008

MARKET-INVESTOR SURVEY RESPONS

HSCOUNT OVERALL CAP YACANCY REPLACEMENT MARKETING
INFTIALVEAR CHANGE @A RESIDUAL RATE(RR) RATE (OAR) ASSUMPTIONS RESERVE TiME
UNDERLYING - PER
MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY &0 SQUARE
RENT. (93] RATE FXPENSE CLEAR CLEAR VACANT RETENTION CREDITLOSS : FOOT MONTHS
MiNi ADVISOR ¢ Forecast Peried: 10 years i ‘):/ e
in direct cap, cap 3 hefore Tls, leasing . Y 7 /}; o i S 0%
that market 30% 3.0% (([*.P,vs?.g 0.5% 5 5.0%
ears 110 3 A
’ ' subirhs

Uses both “CF anc J direx s in nne Lau capital

INVESTMENT BANKER 4 Forecast Period: 10 years
Uses DCF, di“ﬂc? q“i?alin‘ior and price per square foat; d

use'_ both L)LF and direct capitali
g Comm issions, and o
cts concessions wh

replace
hey are %he tuled to oo

pitalizes N

Tis, ieasing commissions, and
face rents and refiects concessi
uses a rent spike of 6.0% to 8.0% in years 116 3 in Scattle and

nita
s when they are schedul

sin d' sct cap, capitalizes NO
Tt reserve; uses

izes NOI
missions;

crve; uses
ad o creur:

8.00%

10%: 30% 3.0% 3.0%

3.0% 8.00%
toy 3.0% 3.0% to 2.0%
4.0% 9.00%

7.06%,

0.0%

to 3.0% 3.0% in both 2.0%
20% CBD &
suburbs

Vaties kis) 3.0%

 bos
5.0% 309, i o 0%

CBD &
subuibs

Bellevue.

3 5.0% Dioes 3
10 il 0 not to
12 & iuse 12
G.00% 7.00% 4 & 50% $0.15
0 0 ¢} t e 0 6
12.00% G.00% 6 0% $0.20

.00
.00 ’ 5.0% 8.15 6
A 9 65.0% to o t
iy 0.25 9
€BD)
5.0% $0.10 3
[ iy 0 by

(0% to

7.00% $0.10

inhoth & 7510% 50%; 0 4
€A & 5035

suburhs

09

Source: Parsonal survey condh,

< by PricewaterhouseCoopers LLP during January 2008.

PrIcEVARRHOUSE(QOFERS
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€SOT100 AT VE-XHA'T

PHILADELPHIA OFFICE MARKET-INVESTOR SURVEY RESPONSES
First Quarter 2008

HSCOUNT OVERALL CAP YACANCY REPLACEMENT MARKETING

INFTIALVEAR CHANGE @A RESIDUAL RATE(RR) RATE (OAR) ASSUMPTIONS RESERVE TiME

UNDERLYING - PER
MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY &0 SQUARE
RENT. (93] RATE FXPENSE CLEAR CLEAR VACANT RETENTION CREDITLOSS : FOOT MONTHS

INVESTMENT BANKER ¢ Forecast Period: 5 years

Uses both DCF and direct capitalization; in direct cap, capitalizes NOI 2.0% 309,
before Tls, teasing comrnissions, and capital reptacernent reserve; uses

face rents and refiecls concessions when they are scheduled 10 o

14 750% 8.0% 0. 2( 4

TO0%

{suburbe)

REAL ESTATE ADVISOR 4 Forecast Period: 11 years 6 009 e 8:00%
ses both DCF and direct cap s NOI tb'( e 0% ({CBDY:
. ¢} 0 y

=)

9]

zation; in direct cap, capita .
) 0.0%

[
B
w

=
&
5’
=)

€ G

f sl replacement reseive but before Tis and leasing commissions; e 4 1A
7.00% 2.0% 12 $1.00
h DCF and di sitah
BCF and direct capital 5.0% 3.0% 5.0% 2.0% 6 5.0% $0.20 6

Tis, feasing commissians, and
on suburban markets.

(suburbs)

3.0%

5.0%

{suburbs} (CBD}

inboth

3.0% 3:0% 3.0%

50% $0.25 3

INVESTMENT BANKER 4 Forecast Period: 10 years

0.0% Kl

Uses both DCF and direct ¢ tion; in direct cap, ¢ h S X . .
o afior The Tommine commiion. ant cotiol retar ot s, 1 30% 3.0% in hoth 20% to 5.0% o to
flow d‘.1c.. S, feasing Lo‘n.rnl 10118, and Ld‘u!\uﬂ replacement reseive 0% CBD & 9 $0.05 g
‘ 40 crmnath o < - . el -
faveraged 0 simootn outl; aoes not use rent spikes. B

e ' subinths

Source: Parsenal survey conducted by PricewaterhouseCoopers LLP during

PRICEAATERHOUSE{QOPERS |
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PHOENIX OFFICE MARKET-INVESTOR SURVEY RESPONSES
First Quarter 2008

BHSCOUNT OVERALL CAP VACANCY REPLAC MENT MARKETING
INITIAL-Y EAR CHANGE RATES RESIDUAL RATE (IRR) RATE (CAR) ASSUMPTIONS TIME

SAVIOUVE A9 AALSANOM INANLVAYL TVLINAAIINOD

PSOTT100 ATHAVE-XAA'T

UNDERLVING  PER
MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY &1 SQUARE
RENT EXPENSES < RATE EXPENSE CLEAR CLEAR VACANT REVENTION CREDITLOSS - FOOT MONTHS

PRIVATE REAL .":STL\T.": INVESTOR 4 Forecas! Period: 5 (o 7 years 3.00% to

3, capitalizes NOi ve T, ing 1 [ 3

ver uses face 1 3 30% 3.0% §.0(% ot i 50% to

i; uses a tent spike of 5. CRD & g 6
suburbs subuiis

in the first few years.

PRIVATE REIT 4 Forecast Period: 12 years NI 900
. " . . .o R —~ g - f.VL:dEGS (1%
Mamlv uses direct capitalization; in direct cap, capitalizes NOY before Tis, oL Guet
%o Y e
uses face rents and | 50% 3.0%
| hie hotding
arent spike i
) osc arent spike period (suburbs)
nmarxets except Downtown.

1.0% [ 7589% 5.0% 0 4

. e . 31 = Ty il 7
Uses nmh DCF and direct ¢ 3 % o $0.10 E
. . 2 I, % 0% b ’
before Tis, feasing commissi o] 1o 65.0% 3.0% m‘ oy
¢ 1 f . ban the 8.5 & $0.25 &
face rents and reflects conc s when they o
uses a rent spike of up 0 8.0% in years 3 through 5. {sunuros) feulitibs) ‘”“‘rb"

= . . . 6.0% Mear 1; i
PENSION FUND ADVISOR 4+ Forecast Period: 10 years 5 09 Yo 10 2 6 0%
. - . . 5.0% ¥a 0% EO%
e {F i i 7 ANt i & Nzes oo R
Uses n/mh Dk_ and direct capitalization; in direct cap, capitalizes cash GO0 Vear 3 50% o o . 5
flow after Tis, leasing commissions, and capital replacement reserve; 0% 3.0% o i 2.0%
residual cap rates vary.

thereafier

PE\SiON/CORE EI\\IESTOR 4 Forecast Period: 10 years Averages Averages o 50% Does &
N 308 o8 T0%, st 2 B Eea e &
A 3.0% 0 7.25% e 6.75% 10 ta 70.0% @ et 1
he foiecast . the fo «
fhe foiecast . e for ; 2.0% i , 3 70% use 3
spikes. period petiod (suburbs)
6.0% Year 1, 7.50% 1o
4. 0% 0%
p”’ihleﬁ k\l N A 1/"\j " 3 e { O, o 8 LU ;: } il 7 oty ANSTsy k3
s Qars 7 &% 0% 1.5% i both in hoth £ 0.0%; 0% 3
ing rommissions; prefers the Y \’, ERatd 3.0% S Sikind v b sl WU *
el . ’ 30% B & 8D &
n, and Airpart. ” (R i
thereafter SGDUTDS subuibs

Source: Parsonal survey condh,

d by PricewaterhouseCoopers LLP during January 2008. }.BRECEWQQYERHOUSEC\@PERS

9
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SSOTT00 ATHIVE-XHAdT

SAN DIEGO OFFICE MARKET-INVESTOR SURVEY RESPONSES
First Quarter 2008

DHSCOUNT QVERALL CAF VAL REPEACEMENT I MARKETING
RATE (IRQ) RATE (AR} ASSUMPTIONS RESERVE TIME

INFBIAL-YEAR CHANGE RATES

UNDERIYING  PER
MARKET CAP SELLING FREE X FREE & MONTHS TENANT VACANCY. & 11 SGUARE
RENT EXPENSES j ] RATE EXPENSE CLEAR CLEAR ACANT RETENTION CREDITLOSS - FOOT MONTHS

7.00% 1o

OR ¢ Forecast Peried: 2 to 10 years

PRIVATE INVES]

o ot ot Before 1 (CBD); $00% 6 $0.15 3
il n direct cap, captia S N netgre 1S, "oz x 5 i - =1 I i B

{ canit ap, capt o t1ses 3 et anik 3.0% 3:6% 3.0% 7.4 in hoth to 75.0% 5.0% o ©
100S, and capiial replacent T reserve; uses a rent spike 7.50% Ca & g 40.25 P

n initial years in certain s : .
¥ 1oe {suhurbs) suhitibs

PRIVATE RE!T + Forecast Per-od 12 years Averages 0% 1o
ect cap, capitalizes NO¥ belore 4.0% 10 o $0.10
repla RSeIVE: 1sEs ¢ 50%over | 5.0% 3.0% 7.75% 1.0% in hoth i both 6 75.0% 50% o 4
whern they are scheduled 1o occur; d tu fovecast CBL & CBD & $0.15
period suhurhs suhuibs

i 5o PRI B
n approach; 4.5% 65.0% 3

issions, and © 2.5% 1.5% 3 1 T.5% o
sclude Downtown, 5.0% 7 &

o, and Poway.

PRIVATE EQLIH INVESTOR # forecast Period: 3 10 5 years Averages -~ i
; % (D),
y N et SO g, i L% 525% 1o o 6 50% 2
replacemen T reserve; uses a rent spike of 7.25% 2759

2, ard 5.0% in year 3. . :
{suburbe)

and fd“li?l replac ement e erve; uses face rents 113 T08% 0% 0 10
they are sche i uses a rent 3 $0.25 [

Ell
spik of 4. (?% 0 8.0% in years 3 to 5.

FORE!GI\ INVESTOR + Fo-’(msi Perind: 10 vears

6.00% %o {CE,D‘):
1.0% 3.0% 3.0% to 2.0% Yo 15 1¢ 5589% 2.0% 4
‘ 6.50%
subuiban submarkets. ’
PENSION FUND ADVISOR 4 Forecast Period: 10 years 6 0% 6509 2 0% 9.00%
. . . L N oy Q.17 o =0T
Mainly uses DCF ana n direct cap, capitalizes NO before Tis, Yen:: 0% 300 © “ o ' {CBDY; I L0 I
leasing commissions, and capital replacement reserve; submarket . g“ Shiie B ,“,w ét , G, 5 o
5 Ay 3.0% e
o Mar and Route 8 Corridor. H ' subirhe)

fsuburhg)

Source: Parsonal survey conducted by PricewaterhouseConpers LLP du

january 2008 PR;CEE’@{Q?ERHGUSEC@PERS @

€9
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SAN FRANCIS
First Quarter 2008

CO OFFICE MARKET-INVESTOR SURVEY RESPONSES

MSCOUNT DVERALL CAP VACANCY REPLACEMENT MARKETING
INITIAL-YEAR CHANGE RATES RESIDUAL RATE QR RATE (OAR) ASSUMPTIGNS RESERVE TiME
PER
MARKET CAP SELLING FREE & FREE & MONTHS TENANT c SQUARE
RENT EXPENSES P RATE FXPENSE CLEAR CLEAR VACANT RETENTION ("RE'?!T LO8S:: FOOT MONTHS
) 10:0%

INVESTMENT ADVISOR ¢ Forecast Peried: 10 years
Uses both DCF and direct -tap zation; in direct cap, capitalizes NOI 5% 1% I3 7000 7 0% $0.25 [

mlucerront rese!

PENSION FUND ADVISOR 4 Forecast Pericd: 5 to 10 years
Uses bath DCF and direct capitalization but refies an DCF; uses face
ients and ref]
the CBD.

Pi—'\‘al()N FUND Ai)\/l's()!\ ¢ Forecast Period: 310 7 years
DOF a rJ N

REAL ESTATE ADVISOR ¢ Forecast Period: 5 1o 18 years

Buys turnaround situations as well as ratational plays in subuiban
ses both DCF and direct capit on; relies on DCF; uses
face rents in DCF model, net effective rents in direct capitalization.

DOMESTIC PENSION FUND 4 Forecast Pe.mo il) years
Prefers CBD; uses both DCF and i
es NO before

: uses face ren

s NOH

n d irect rap cuunah
ans, and capital replacement resery
5.0% in 2608 through 2010,

‘ro, w
@

n direct cap, ¢
ve Tls and leasing commi

after C&u"u! -‘np.acernem teserve but bef
does not use rent 5

s concessions when they are scheduled to occws; prefers

3.0%

6.0%
30% 2.0%
3.0% 3.0% 30%

3.0%
to 3.0% 3.0%
10.0%

3.0% 3.0%

3.0%

thereafier

2.5% 3.0% 3.0%

{suburbs)

6.00% 0%

i8]

2.0%

1.0%
ki

2.0%

5.00% to
6.00% (CBD);  1.5%

1.0%
0
2.0%

suburhs)

’7 (\'\0/
B
$:00%
{suburhe)

{suburhs)

5
13}
12
5
5.00% :
CBD}: b
5.00% jis
18
(suburbg)

1

to
2

5. )
i - P
G00% to 55.0%
CBD) !

50%

50% io
$0.25
$0.30

0% 0
$1.00

0% $0.10
o 0
30% $0.25

50% 0

50% $0.10
W w
8.0% 50,30

to

12

to

Source: Parsonal survey condh,

v 9

< by PricewaterhouseCoopers LLP during January 2008.
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LSITTO0 AIIAVE-XHIT

SOUTHEAST FLORIDA OFFICE MARKET-INVESTOR SURVEY RESPONSES
First Quarter 2008

HSCOUNT OVERALL CAP YACANCY REPLACEMENT MARKETING

INFTIALVEAR CHANGE @A RESIDUAL RATE(RR) RATE (OAR) ASSUMPTIONS RESERVE TiME

UNDERLYING - PER
MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY &0 SQUARE
RENT. (93] RATE FXPENSE CLEAR CLEAR VACANT RETENTION CREDITLOSS : FOOT MONTHS

RET # Fsre(ist Feriﬁd 5 to 10 years

g for mid-teen rety £.0% 3.00% 0% 8:00% 8.00% & $0.10 4
price pnr J(,LurL font, stabilized cap, and :1) o 3.00% 3.0% to 0 i} 0 tor 5.0%: w0 16
.'ace ents and reflects concessions when { ny are scheduled 1o 5.0%: 9.00% 2.0% 9500 3.50% 12 $0.30 12

o 10.0% in years 2 and 3.

7.50% to

3.00% to

INSTITUTIONAL INVESTOR ¥+ Forecast Period: 5 (o 7 years 0.0% 8.00% ({CBDY; - 1.0% 8.50% {CBD); 5.0% $0.25
Uses DCF analysis only; use en oncessions whern to 3.0% 8.00% to tn 8.50% to 32 i to W &
3.0% 8.50% 3.0% 3.00% 7.0% $0.50
{suburbs) {suburhs)
7.
0.0% 8.50% 1.0% [ 70% $3.10 [
} .,«l rep 1t reserve; o 3.0% 3.0% in both i 10 10 0 10
d en they are scheduled to cccur; 3.0% CBD & 2.0% 12 $1.0% $0.30 9
us of 4.0% m 5.0% in years 2 thraugh 4 in Miami, suburhs
7.50% 7.00% 5.00%
PEl\SiON FUND ADVISOR + Fsrecaai Per:r.-d 1% years 8 i . e ’ B =
3.0% (CBDY); 1.0% CBDy; (CBD 2 0% $0.15
- " 0% BD); 0% OB Dy 0% $0.15
ses both DCF and direct capitaliza
Tis, feasing commissions, recerve: Lse o 3.00% 3.0%: 6.50% 16 0 7.00% to 5.20% 16 & 70.0% tor w0
feasing NISSIO) s reserve; uses . 5/ sl . . o
; g e . o 5.0% 7.75% 2.0% 7.75% 6.50% 40% $0.20
a rent spike of 4.0% to 5.0% in ye s 1 rrJ 4 in Paim Beach. B o
(suburhs) {subuihs) {suhurhbs)

LIFE INSURANCE COMPANY ¢ Forecast Peried: & to B years 8.00%

L X o 3.0% 3.0% 3
Uses both DI d direct capitalization; also Jooks at uit to + hatl .
X : to © 5.0% in both 2.0% in both 70.0 40% $0.25 o
replacement cost; uses face rents and reflects concessions when they are Al CBD & :
| ) ; : 4.0% 4:0%: CBD & [
scheduled to accur; does not use rent spr subhurbs .
’ = Quit e,
suburbs

REIT 4 Forecast Perind: 10 years

n pieference is DCF analysis; alse uses direct cap; in direct ¢ ; ¥ ; 509 g

on preference xsT!'l) analysis; also uses direct cap; in direct cap, S S0 S6% 309 { 5 650% S Y $0.20 &
es NOI hefore Tis, pital replacement 0%

reserves; does not use rend spi efers subuibs. <JL|on-rh5. c\mhrhg (wmrbg

Source: Parsenal survey conducted by PricewaterhouseCoopers LLP during

PRICEAATERHOUSE{QOPERS |
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8SITT100 ATHIVE-XAA'T

SUBURBAN MARYLAND OFFICE MARKET-INVESTOR SURVEY RESPONSES
Firgt Quarter 2008

HSCOUNT OVERALL CAP YACANCY REPLACEMENT MARKETING
INFTIALVEAR CHANGE RATES RESIDUAL RATE(RR) RATE (OAR) ASSUMPTIONS RESERVE TiME

UNDERLYING - PER
MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY &0 SQUARE
RENT. EXPENSES (93] RATE FXPENSE CLEAR CLEAR VACANT RETENTION CREDITLOSS : FOOT MONTHS

INVESTMENT BANKER ¢ Forecast Period: 10 years

* ViR - i A . ) 0.0% 6.50% G.509% 6
Uses hoth D} irect ization; in direct cap, capitalizes cash v s oL } e i L o
P . . L X R R ' 3:0% 3.0% to 2.0% 0 10y 7O0% 5.0% [
flow after Tis, teasing commissions, and cama! replacernent reserve: uses L
9505 1EG0% g

effective rent after alt concessions are extracted

LIFE INSURANCE COMPANY 4 Forcc’qsi ?eﬂ-)d 8 years

Uses bath DCF and direct capitaliz 2.5% 6.00% 5% 6:00% 5.50% 1.0% $0.25 1
before Tls, leasing commissians, and 2 ) uses S 3:0% 3.0% to w © w &} 65.8% 0 0 to
s auf’ cts concessi en they are scheduled to cocur; 3.0% 8.00% 4.0% 8.00% 8.00% 3.0% $0.45 [}
use rent spikes
PRIVATE REAL ESTATE FIRM 4 Forecast Period: 10 years 2o S0 T
Jses both DCF and di irect capi i dire capitalizes NOI o 550 A
wses bolh DL and il 'l“m e h:e 30% 3% 3.0% 2.0% 10 ) ¢ 55.0% 50% w0
e rRsErVi ses .
raueft ! 8.50% 7.(3% $0.30
!'\ST!TLT!QNAL INVESTOR 4 Forccast Period: 10 years " ) . P o
. 7.00% 2.0% &.00% 6 1.0% $0.10 [
isc uses direct cup italization; ect cap, LSUI.G!ILQS L ‘
i 3:0% 3.0% to hd] 16 0 10 16
7.50% 2.5% g 7O0% 20% $.20 g
PENSION FUND ADVISOR ¢ Foracast Period: 10 vears 8.25% 5.25% [ 50% 5030 [
Uses hoth T i 1 in direct cap, capitalizes NOI 4.0% 3.0% 3.0% 2.0% in 0 ta in el Ko to
aftei Ld‘u!\ e Tle and !edmé COMINISSIONS, 9.00% 5.75% 14 70.0% 5.0% 50,80 a
PEl\SiON FUND ADVISOR + Fsrecaai Per:r.-d St 10 )(ar&
DCF and direct capital T.5% 7.00% 5.00% & 50,30 &
al replacen ! ¢ 3.0% 3.0%: 3.0% io in io ta S00% 0% ta
does not use rent spikes; uses face rents and ref oncessions when 9.00% 2.0% 9.00% 7.00% 14 12

they are scheduied to occur.

Source: Personal survey condu

i by PricewaterhouseCoopers LLP during January 2008, }.BRECEWQQYERHOUSEC\@PERS
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WASHINGTON, BDC OFFICE MARKET-INVESTOR SURVEY RESPONSES
First Quarter 2008

DISCOUNT OVERALL CAP  VACANLY REFLACEMENT MARKETING

INITEAL-YEAR CHANGE RATES: RATE (IRR) RATE (OAR) ASSUMPTIONS RESERVE TIME

UNDERLYING: PER
MARKET cap SELLING FREE & FREE & MORTHS TENANE VACANCY & 0 SQUARE
RENT EXPENSES CPi RATE EXPENSE CLEAR CLEAR VACANT. RETENTION CREDIT-LOSS - FOOT MONTHS

INVESTMENT BANKER + Forecast Permd 10 vears

7.50% 7.50% 5.50% 20%: 0.1¢ 2
Uses hoth D o i 5% - 7.5 5% Q% AS ) Z
flow afier 3.0% 3.0% ta 2.0% il el [ 0 io 10
fow afie & (i G Fool P e g 5
face rents and 9.00% $.50% 8.00% 5.0% $0.20 3
167 D, oo 60(}!)/0 [y Ty
ditect ca 4.0% 6.00% 2.5% © 5.50% 6 0% $0.25 1
fit cap, i N 1 N B
eolace ! to 3.0% 30% to to 8.00% to ¢} to e 0 ¢
feplace e, 9 e ; S 4 B e Ak .
. 5.0% 8.00% 4.0% CBD) 12 50% $0.45 [
INSTITUTIONAL INVESTOR ¢ Forecast Period: 1 years - o ; L - ;
on DCF; in direct cap, capitalizes NOi after capital replacement 300 5 5 e 2% o N i it 303 ?
- 0% % 9 ic t ic 1 t 0
reserve but before Tis and | :easxrg commissi present value i b St 0 o 0 to N o to
' Y 7.50% 5.00% & 2.0% 0. 2( &
analysis of eifective rents; does not use rer - - -
RtAi t‘»!A]E AEW!‘\OR + Forecaqi Perios' 50 10 years . . o - :
+ can 5.00% 1.5% 7.00% 5.00% &} $0.30 3
izes \OI after - e rls m("“ ’ 3.0% 3.0%, 3.0%: o 0 16 0 1 3.0%: o0 10
Zes i aner - Te 1S Ay
- ! ’ 7.00% 2.0% 08% 5.00% 12 $1.00 [

leasing commissions

uses a rent spike of 5.0% 10 7.0% in year 2 or 3.

PENSION FUND ADVISOR 4 Fore(asﬁ Period: 10 years

o, A {1010 : ;- L
Uses both DCF and direct capitalization; | i cap, capializes NOS 6.00% 0.L0% 5.00% o 0% FO.15

0% \ 30% 2.0% E E §0% E E
after capital reglacement reserve but hefore Tis and feas sing comnissions; 0% 0% 0% L bl o fol-m, mq o ;000, e 5
does not use rer 0.75% 0.00% 12 2.0% 0.2°
PENSION FUND ADVISOR 4 Forecast Period: 7 10 10 years = y Ao e , A o e .
N - e L ,- X 7.00% 2.0% 8.00%, 5.50% & Bl 0% 50% $0.20 &
Refies on DCF, direct capitalization, and price per square fool; uses a rent 3t e " N N ) )
spike of 5.0% 0 7.0% in years 1 to 3; in direct ’ 5% 359 0 0 o) 0 O n O 0 . O
3.0% 9.00% 6. 12 70.0% 710% $0.75 4

”Lﬂ'a- ",u!’kP’ﬂPﬂ' reserve but before Tis and "’o@H’" COMMISSIOnS.

PENSION FUND ADVISOR ¢ Forecast Period: 10 years

DCF analysis; alsc uses dixec. capiia!iza:ion: 3.0% 6.75% 6.75% $0.20
alizes NF O betore Th toy 30% 3.0% o 2.0% i 3 4.0% 0 [
5.0% 7.25% .00% $0.40

to ocour

Source: Parsenal survey conducted by PricewaterhouseCoopers LLP during

PRICEAATERHOUSE{QOPERS |
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NATIONAL FLEX/R&D
First Quarter 2008

MARKET-INVESTOR SURVEY RESPONSES

INFTIALVEAR CHANGE @A

RESIDUAL

HSCOUNT
RATE(RR)

OVERALL

CA?

RATE (OAR)

YACANCY
ASSUMPTIONS

REPLACEMENT
RESERVE

MARKETING
TiME

MARKET
RENT.

(93]

SELLING
FXPENSE

FREE &
CLEAR

FREE &
CLEAR

MONTHS
VACANT

TENANT
RETENTION

UNDERLYING
VACANCY &
CREDITLOSS

258
SQUARE
FOOT

MONTHS

PENSION FUND ADVISOR ¢ Forecast Period: 18 years

) e y . o ) ! 4.0%
Uses both DCF and direct capitalization; in direct cap, capitalizes NOI v s
505 DOt L - fo 30% 3.0%
befare Tis, leasing commissions, and capital replacement reserve; o
Yo

focuses an price per sguaie foot for rewer product.

PENSiON FL’ND ADV!SOR ‘9 Fsrecasi Perir.-d- 10 to '!" y-‘ars

S 3.0% 3.0%

REAL ESTATE ADVISOR + Forecast Ps-riod 10 years

Uses both DCF and direct capital italizes NO

3.0% 3.0% 3.0%
rve; does
LIFE INSURANCE COMPANY ¢ Forecast Peried: 10 years o0
Uses both DCF and direct capitalization; in direct cap, capitalizes NOI . i sy o
: {9} 3:0% 2.5%
b"fﬁ"—‘Tla, -ms-x.g comrnissions, and C&u"u! replacernent reserve; uses i ¢

5.0%:

ace rents and refiects uled to occur.

cessions when { D)’ are sche

PENSION FUND ADVISOR ¢ Forecast Period: 10 vears
Uses both DCF and direct capitalization; in direct cap, capital
E g commissions, and capital replacement re:

0.0%
res NOH s L
does o 30% 3.0%
s 30%

2.0% Z0%
o 5]
30% 30% 3.0%
REAL ESTATE ADVISOR # Forecast Period: 10 years 0.0
Uses both DCF and direct capitalization; in direct cap, capitalizes NOI e e Y
f toy 3.0% 3.0%

befare Tls, leasing commissions, and capital replacerment reserve; uses
face rents and refiecls concessions when they are scheduled {0 oocur,

PRIVATE REAL ESTATE FIRM ¢ Forecast Period: 10 years

Jses both DCF and direct capt cap, capitatizes NOI 30%
Tis, le. COMIMISSIOnNs, a reserve; does

Hol use ient spikes.

3.0% 3.0%

ta

8.50%

7.00%
lis)
9.00%

7.00%
to

16.50%

7.50%

to
8.00%

m

5%

2.0%
i8]
3.0%

2.0%
kel

3.0%

8:00%

0]
S00%

el
G00%,

H.00%,

el
G00%,

W
8.50%

2.00%

3.0%
0
5.0%

5.0%:

T0%
10
2.0%

T0%
0
20%

3.0%
0
5.0%

30%
o
50%

a4

wr

Source: Parsonal survey condh,

< by PricewaterhouseCoopers LLP during January 2008.
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NATIONAL WAREHOUSE MARKET-INVESTOR SURVEY RESPONSES
First Quarter 2008

HSCOUNT OVERALL CAP YACANCY REPLACEMENT MARKETING

INFTIALVEAR CHANGE @A RESIDUAL RATE(RR) RATE (OAR) ASSUMPTIONS RESERVE TiME

UNDERLYING - PER
MARKET CAP SELLING FREE & FREE & MONTHS TENANT VACANCY &0 SQUARE
RENT. (93] RATE FXPENSE CLEAR CLEAR VACANT RETENTION CREDITLOSS : FOOT MONTHS

PENSION FUND ADVISOR + Forecast Period: 16 years

. PR . R N £.0% [ 3.0% O 3
Uses hath OCF and direct capitali tm in direct cap, capitalizes NOI b i S e N
) d I | . 30} 3.5% 3.5% 10} ey 0 10}
o g on t reserve bu
2 Tls and leasing corm tal replacernent reserve but 5.0% 6.00% G060 B 5.0% $0.15 i

oraduct.

0.0% 6.00% 1.0% 5.50% £ b 03%:
41 3.0% 3.0% ta el % el 10 % 0 [
10:0% 7.50% 3.0% 9.60% 7.60% 2 750% 0% $0.25
REAL ESTATE '*2‘(’[’3(15; fa:lt‘:’f‘“"t Period: 10 years s 8O : o ﬁ 6.00% 2.0% 7 00% 6.00% 6 : 50% 5010 4
commissions, and mmtﬁl er. (orom reserve; does 3.5% 3:6% 3.0% to t0 10 t0 to 750% o o to
3.00% 3.0% 9.00% 8.00% 12 80% $0.05 &

ysis; alsa uses direct LﬂUl'ﬂllL{lt in direct cap, 7.00% 1.0% 5.75% 4 3 $0.05
s MOH before Tis, leasing © ions, and cuom- xeuhceﬂeﬂ' 3.0% 3.0% 30% to 0 0 0 ta 70.0% 70% @ 12
eserve; uses face rents and reflects concessions when they are 8.00% 2.0% 7.50% 7.50% o 50.2¢

PENSION FUND ADVISOR ¢ Foracast Period: 10 years
and direct ca

6.25% 2.0% 6.50% 5.00% & 65.0% £5% $0.05
3.0% 3.0% 3.0% to 0 0 0 to in [ i G
3.0% 8.010% 7.50% i 70.0% 40% $0.15

; in direct cap, capi

. 2.0% 2.0% 6.00% 2.0% 5.00% 5.5 & N 0% $6.10 4
< i ation; in direct cap, capitalizes i fa i i 0 10 to 0 e 0 ¢
¢ capial repiacement reserve bt before 3.0% 3.0% 3.0% 6.50% 3.0% 6.50% 6.00% 8 20% $0.15 8
commissions, ’ g ’ g
REAL ESTATE ADVISOR ¢ Forocast Period: 10 years
Usas bath DCF and direct capitalization; in direct cap, capita 0.0% 6.50% 1.0% 7:50% 5 & $0.05 6
before Tls, leasing commissians, and car r«l rep cement reserve; Lses to 30% 3.0% ta @ el to i 3.0% 0 to
face rents and reflects concessions when they are schedulad to cceur: 3.0% 7.75% 4.0% &.50% 5.75% 9 0% (.35 ¢

kes.

:_:.

S not use a rent s

REAL ESTATE ADVISOR 4 Forecast Period: 10 years 2.0% 6.50% 1.0% £.90% 33 $0.05
Uses DCF and face rents; in direct cap, capita sh flow after Tls, o 3.0% 3.0% 1o o 0 tey 2.0% 0 [
feasing commmissions, and capital replacement ieseive. 6.0% 7.50% 2.0% 7.80% 12 $0.1

Source: Parsenal survey conducted by PricewaterhouseCoopers LLP during

anuary 2008

PRICEAATERHOUSE{QOPERS |
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First Quarter 2008

NATIONAL APARTMENT MARKET-INVESTOR SURVEY RESPO

INITIAL-YEAR CHANGE RATES

VAUANCY

RESIBUAL

DISCOUNT
RATE (IRR)

OVERALL CAP
RATE {OAR)

REPLACEMENT

MARKEDRING
TIME

MARKET

TOTAL

CAP

SELUING

FREE &

FREE &

REAL ESTATE ADVE:OR # Fcretasi Period: 10 vears
Uses both DCF urld

DGME&TEC PENSION FUND + Foremsi ?ersm. LR 1‘) years
and direct ¢

o new property d
a separate structural replacement rese rve.

PENSION FUND ADVISOR ¢ Forecast Period: 10 yoars

Sirong interest in this ;‘;m i pp:.c-s manag tee of
3.0% to 3.5%; uses DCF mphasis is on initial
retuims and per un zes NOI after capital

replacement

5 s i this ma CF pitalizatior
c NOH after capita parale

sty nlacement reserve ﬁf $ )() ] 54(,‘0 per uni

il

PENSION FUND ADVISOR ¢ Foracast Period: 10 years
Uaes ho H’- DCF wd n direct cap, capitalizes NOI
50- 1o 400- partmem

10 managememi;e of 3
all\' funded); reli
and { cost approache
$250 per unit.

s {easing costs and
uses saes

t depending on age.

> 0% Aversge
Lk A
o 3.0% over

the forecast

period

3:0% 3.05%
o 1o
G0% 3.5%

5.0% i
H.0% 30%

Years 1103

3.6
0
3.8%

0:0%

i) 25%

6:0%

3:0%

9] 30%

5:0%

3:0%

o

2:0%

5.5%

Varies

0%

o

o
11.0%

2.0%

i}
7.00%

4.00%
10
6.00%

6.00%
tor
8.00%

RENY EXPENSES VACANCY RATE EXPENSE CLEAR CLEAR UNIT MONTHS
PR!\’ATE REAL ESTATE FIRM 4 Foreussi Period: 2 to 5 years i o "
DCF and divect capital direct cap, capitali 20% 2.0% 1.5% 9.00% 4.50%
ent reserve; does no li use a sepatate sructural o o s o o §250 6
5:0% 7.0% 6:00% 10.00% 6.50%

G}

[}

Source: Personal survey cond

04

PrIcEVARRHOUSE(QOFERS
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£991100 AIAYVI-XHA'T

NATIONAL NET LEASE MARKET-INVESTOR SURVEY RESPONSES
First Quarter 2008

PREFERRED PREFERRED UNDEREVING
PROPERTY CREDHT DISCOUNT OVERALL CAP  VATCANCY & REPLACEMENT  MARKETING
TYPE CHANGE RATES RATING RESIDUAL RALE (RR) RATE (OAR) CREDIT LOSS 1 RESERVE TIME

PER
MARKETY CAP SELLING FREE & FREE & SQUARE
RENT EXPENSES RATE EXPENSES CLEAR CLEAR FOOT MONTH

PRIVATE INVESTMENT FIRM Office, retail
Primary vaua-mn method is DCF analysis; also uses di reu capitalization; in R indostrial s, . All . 2
T L . varies .09 B h {1 n e 0% Nane :
o cap, cap cash flow after Tls, leasing com ws, andd capital banks, ratings ’ B N maximym
. : festarants term é’, 00%
PRIVATE INVESTMENT FIRM ¢ Foreras! Period: Term of !Mse
Primary valuation methoc i 0.0% 2.0% 3.0% 2.06% $0.10 4
NOI before T) ons, and ¢ ap.ta re; to LY o 0 o ] 0
uses DCF an for market rent av 2.5% 2.5% 4.0% 9.00% 8.00% $0.20 5

PRIVATE INVESTMENT FIRM 4 Forecast Period: 5 years
Brimary valuation methad is oroach; also uses DO

les comparison ag 2.8% 3.0%

o
fo
=
=
o
=

0:25%: 8.25% 0.0% $0.20 4

(i

RE!T + Fo-e(az,l Period: 10 to 15 years

[I~ { D . B- 3.00% $0.15 éoffice);
tion method \S CF ana far, 1.0% 3.0% 5 2.0%, 40 Q0% $0.10 4
. Iig-hox ’ AR ’ 2,000, § .
PP i
vetail
¢ Depends BR3 6.50% S00% 6.75% $0.05
on an and to ¢ to G.0% to 3
in direct tﬁPr L“P'H- market market higher 7.50% 8.00% $0.15
replacements reserve.
. . . Dirug stores; e 0 T
INVESTORS AND BROKERS ¢ Farecast Period: 5 years i BBB 6.00% $0.10
o {2} ) to {2} 23 2 © £.0% to (2}

Frimary valuation methaod is direct capitalization; also uses sales

comparnisan appin Ar 8.00% $6.15

PRIVATE INVESTOR 4 Forecast Period: 3 to 10 )carg

e o s | iy B 10.60% 7.0% 4
ry vatuation method is dived capitatizatio ssis; in Retail, , 5 - o . .
Y P Y " B {2) 2) jad {2} 2.0% e] (2} to None o
cl cap, cap s cash tlow after Tls, leasin d capitat restaurant . o .
: A 200%: 8.0% fess

I Does not consider any residual value
2y Did not disclose

Source: Parsonal survey conducted by Pricewater

January 2008

PrICEAATERHOUSE{ QOPERS
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P991100 ATHIVE-XHAA'T

NATIONAL FULL-SERVICE LODGING SEGMENT-INVESTOR SURVEY RESPONSES
First Quarter 2008

OVERALL GROSS ROOM
DISCOUNT. - CAP RATE REVENUE MANAGEMENT MARKETING
INITIAL-VIAR CHANGE RATES RESIDUAL RATE (IRR) (DAR} MULTIPLIER FTES FIXED ASSETS TIME

AVERAGE DAILYOPERATING CA? YEAR SELLING FREE & FREE & P T OF TOTAL
RATE EXPENSES RATE CAPPED EXPENSE CLEAR CLEAR GRRM BASE FEE REVENUES MONTHS

REIT 4 Forecast Period: 5 vears

Usges hoth DCF ar ot capitalization; in di ap, capitaizes prior 540% 2.0% 8.00% 1.5% 10.00% Does 1.0% 4.0%
% OAR to prior 12 ] i} 0 5 G Hot to 4

o OAR to next 12 months of inco
tion markets,

me; 70% 4.0% 9.00% 2.0% 8.00% use 3.0%

OWNER/GPERATOR 4 forecast Period: 5 years 6:0% 30% 4

s both DCF and direct capitalization; in direct cay i 1 @ 10.00% 5 2.0% HLO0% 2.5% ©

12 months income. 80% 50% 8

REAL FSTATE ADVISOR 4 For
nwide; uses IDCF ane C

market rates; grawth rates are sp £.60% 6 i200% Does L S 2

ecast nd growth fram the fundamental demand side based an 4il% A% i o 10% t o nod Vaies o o

forecast growth in roam raie demand and models the mix of four 10.00% 8 0% 10.00% Hse Bt 3
different sources of business, eac y has a different rae.

4.0%

3.0%

. 6.50% 4% &
tedl praperties in growing subur markets, and 3.0% G 11 o 8{cS © W
ers with potential to turn around and add value. 9.25% 2.0% 10:50% 8.00% 8
PRIVATE HOTEL COMPANY ¢ Forecast Period: 10 years Does
s both DCF an ect capitalization; in direct cap, capitalizes next 3.6% 30% 10.00% 11 2.0% 10.00% 10.00% nat 3.0% H0%
12 months of income. USE
P, / i P
PENSION FUND ADVISGR + Forecast Ferod: 5 years £.00% 2.0% 10:00% 6.00% 20 3.0%; A%
3.5% i & or § o to 16 1.5% t0 2.0% 0 4
Arizons, e 8.00% specific 12:00% 8.00% 3.4 incenive fee 5.0%
ANzona, >eal
UIFE INSURANCE COMPANY ¢ Forecast Period: 10 years N L
R - 10.00% 1.5% 10.00% 2.00% Does .
Jses both DCF and direct capitalization; in direct cap, capital S S o ., 1 ., o o i 3.0% 4.0%
12 months of income; prefers New York, Northesst, and South Adantic Eaidd 20 ‘o N o . - g minimum minimem
! 11.00% 2.0% 12.00% 10.50% use

region.

Source: Personal survey condu

iby PricewaterhouseCoopers LLP during January 2008,

PrIcEVARRHOUSE(QOFERS
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991100 ATHIVE-XHA'T

First Quarter 2008

NATIONAL ECONOMY/LIMITED-SERVICE LODGING SEGMENT-INVESTOR

SURVEY

RESPONSES

OWNERWMNA(;ER ¢ Forecast Period: 3 years

h, and Northeast.

PRIVATE HOTEL COMPANY ¢ Farecast Period: 10 years
Northeast, Southeast, and Southwest DCrF
at direct cap, capitalizes prior 12 umrtl"
ducts both FR&E and structural reserves from NI hefare capping.

}

Prefers

oe

PENSION FUND ADVISOR ¢ Forecast Period: 5 years

Uses hoth D(I and direct « in direct cap, capitalizes next
12 months of income; deducts both FFAE and structural reserves from

NOI before capping; prefers California, Denver, Seaitle, Midwe
(Chicago}, and East Coast to New York.

OWNER/AGPERATOR 4 Forera%ﬂ Per-od ii‘ years
Uses hoth DCF and direct ©
12 months of income;

NOI before capitalization; Iikes rescrt areas in major

MORTGAGE BANKER 4 Forecsst Period: 3 10 7 years

Uses both DCF and direct capitalization; in direct cap, capitalizes prior
12 months of income; orefers majo s with 'hamus ic entry in
Northeast and West

in direct cap, capitalizes pricr 12 months

5 ET
Sirte

3%

o
T

ww

revenues

3.0%

20%
o
4.0%

3.0%
o

A.0%

20%:
o
4.0%:

10.00%

7.00%
e

9.00%

11.00%
s}
14.00%

Does
ROt

use

10

to

2.0%

s}

5 o
5.0%

Does
a0t
ase

10:00%

2.00%

10.00%

8.00%
o
10.50%

6.50%

10.00%
16
14.00%

Does
nat

e

4.0%; 10.0%

3. \7 Toi

3.0%;
1.0% to 2.0%
incentive fee

DVERALL GROSS RGOM RESERVE FOR
DEISCOUNT CAP RATE MANAGEMENT  REPLACEMENT OF 0 MARKETING

INFTIAL-VEAR CHANGE RATES RESIDUAL RATE (ERR) {DAR) MULTIPLIER FEES FIXEDY ASSETS TIME

AVERAGE D OPERATING CAP YEAR SELLING EREE & FRET & PERCENT OF TOTAL

RATE EXPENSES RATE CAPPED EXPENSE CLEAR CLEAR GRRIM BASE FEE REVENUES MONTHS
NVE AN 4+ Forecas tad: 5
INVESTMENT BANKER ¢ Forecast Period . 3% 10.00% 2.0% 12.25% 9.50% Does &
Uses hoth DCF and direct « ization; in direct cap, capitalizes next Sl o : )

; ] 3.0% G & 16 {(e] to ol 3.0% 4.0% 0
48% 11.00% 13125% 10.50% iise G

40%

4.0%

40%

4%
0
50%

it
3

=

o

Source: Parsonal survey conducted by Pricewater

€4

January 2008

PrICEAATERHOUSE{ QOPERS
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9991100 ATHIVIE-XHA'T

First Quarter 2008

NATIONAL LUXURY/UPPER-UPSCALE LODGING SEGMENT-INVESTOR SURVEY RESPONS

£S

INFTIAL-VEAR CHANGE RATES

RESIDUAL

DISCOUNT
RATE (IRR)

DVERALL
CAP RATE
{DAR)

GRGSS RODM
RE UE
MULTIPLIER

MANAGEMENT
FEES

RESERVE FOR
REPLACEMENT OF
FIXEDY ASSETS

MARKETING
TRME

AVERAGE D

OPERATING

CAP

YEAR

SELLING

EREE &

FREE &

PERCENT:OFTOTAL

nand ima

izes prior

PENSION FUND ADVISOR 4‘ Fmecad Period: 5 to 7 years
Uses hoth DCF and direc n; in direct cap izes next
12 months of incorne; prefers West Coast, East C

REIT 4 Forecast Period: Syears

and direct ca
Conme; i

DCF

Jses hoth

in direct cap, ¢
i, and ©

italizes piior
ont markets.

Averages
2.5% over
theforecast
veriod

30%

6% 2.0%
© i
8.0% 40%

10,00%

tor
I 9 (\'\0/

5.00%
to

7.00%

Does
not
use

RATE EXPENSES RATE CAPPED EXPENSE CLEAR CLEAR GRRIM BASE FEE REVENUES MONTHS
Owner 4 Forecast Period: 5 vears S oo 6.50% -~ B
- et 1 srrmerihe o f 2 0% 6.50% 7.00% o
s in diect cap, capitalizes net 12 moaths of K0% w o 5 2.6% 19.00% o 40 0
t e gross revenue 'nu'tm"rr, meerﬁ jrban resort areas PN e )
40% 8.50% 8.50% 3
HOTEL OWNER/OPERATOR 4 Forecast Period: 10 years 2.0% Does
Uses bath DCF and direct capitalization; in direct cap, capitalizes next 50% 40% 11 G 8.00% el 3.0% 50% )
12 manths of incame; daes not use gross revenue multiplier, 3.0% use
LIFE INSURANCE COMPANY ¢ Forecast Period: 10 years 3.0% 8.00% 8.00% 6.00% Does 2.5% 4%
Uses hoth D wd direct ca ation; in direct cap, capitalizes next fo 50% ! " 2.0% o o nat to 0]
12 months of H.0% 9.00% JO00% 8.50% use 3.0% 5.08%
LIFE EI\SLRANCE COMPANY + Fo-’cmsi Perind: 10 years 10.00% 1% i 5.00% Dose
Uses both DCF and direct capi e o N N o o .
et 12 montivs of ieome o 3:0% 3.0%: to 11 to o © nst 30% o
oS o e 11.00% 2.0% 12.00% 10.50% use o

50%
0

7.0%

Source: Personal survey condu

VL

iby PricewaterhouseCoopers LLP during January 2008,

PrIcEVARRHOUSE(QOFERS
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First Quarter 2008

NATIONAL EXTENDED-STAY LODGING SEGMENT-

INVESTOR SURVEY RESPONSES

INVESTMENT BANKER + Forecast Peried: 3 yeare

Uses both DCF and direct capt n;in d
12 months of income; deducts hoth FF&
NOI befoie capital

INVESTMENT BANKER ¢ Forecast Peried: 5

years

All hatels are new construction; uses both DC
expecis 15.00% yield upon stal

MORTCAGE BANKER 4 Forecast Period: 3 to 7 years

iUses hath DCF and direct capitalization; in direct cap, ca
manths of income; prefers Northeast and West

HOTEL OWNER ¢ Forecast Period: 5 yoars
Uses bath DCF and direct capitaliz in dire
forecast stabitized income; focusing on

and structuial eseive

nd direct capitali

Ct Cap, capit

. 3.0%
talizes next L
from to 30%
from k
40%

3:43% 2.5%

10% 20%:
izes prior joo] )
RA% 4.0%

3:0% 25%

10.50% 2.0% 10.50% Does
h(e] 6 h(e] G o nat
T1.50% 3.0% 14.00% 11.50% UsE

See
10.50% 5 2.0% 15.00% investor
description
10.00% 4 2.0% 12.00% 9.50%
to to to 16 1c ot
13.50% 8 5.0% 16.00% 13.00% usé

8.50% 5 2.0% 10.50% ot

DVERALL GRGSS RODM RESERVE FOR
ODISCOUNT: . CAP RATE MANAGEMENT  REPLACEMENT OF 1 MARKETING
INFTIAL-VEAR CHANGE RATES RESIDUAL RATE (IRR) {DAR) MULTIPLIER FEES FIXEDY ASSETS TRME
AVERAGE D OPERATING CA? YEAR SELLING EREE & FREE & PERCENT:OFTOTAL
HATE EXPENSES RATE CAPPED EXPENSE CLEAR CLEAR GRRM BASE FEE REVENUES MONTHS
INVESTMENT BANKER ¥ Forecast Period: 10 years 1w
Uses both D d direct (auita“‘ n;in urrod cap izes prios s S e o o " e s
19 months of . e from k9] 3.0% 10.00% 10 3.0% 11:00% 10.50% 4.0% 5.0% &
5107
NOI hefore mp.m.vai-m S
HGTEL OW’NER/OPERATOR ﬁ‘ FDreLasR Per.ﬂd 1 years 10.00% 12.00% 10.00% Does
in direct 540% 30% i 10 2.0% e} to not 3.0% 5.0% &
ted from NI 12.00% 14.00% 11.00% use

3.0%

3.5%

35%

4% 0

40% 12

cL

PrICEAATERHOUSE{ QOPERS
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8991100 ATHIVAE-XHA'T

INVESTMENT AND PROPERTY CHARACTERISTICS: OFFICE MARKETS
First Quarter 2008

FORECAST VALUE CHANGE STRUCTURAL YEARSTO

NEXT 12 MONTRS PRICE AS % OF REPLACEMENT COST VAUANCY STRUCTURAL VACANLY s - NEW (PSFy Tis - RENEWAL (PSH)
MARKET (D RANGE AVERAGY RANGE AVERAGE RANGE AVERACE RANGE AVERAGE RANGE AVERAGE RANGE AVERAGE
Naticral CBD 5:.00%; - O0% 0 223% 60.00% - H10.00% 88.86% 7.75% -5 2.2 $1:0.00 - $60.00 $5.00 ~ §45.00 §i2.14

Northern Virginia (15.00%) = 10.00%:1.29% 30.00% - 120.00% 98.13% 3007 =

San Diego {5:00%) = 5.00%: 0.07% 85.060% -- 95.00%

an francisce (5.00%) = 10.00% 4.51%: 60.00% — e = Y OL00% $0.00 - $20.00 $10.50

on, DC 0.00% = 6.00% 4.06% 75.00% — 120.00% 98.56% 4000 = 10.00% 617% 0-2

$1:0.00 = $50.00 $30.36 $5.00 - $35.00 $20.28

markets

ng January 2008, PRECR’E/%?ERHOUSE(“@PE%

(1 An insutiicient nuraber of responses were eceived for oo

e Personal suivey conducted by PricewaterhouseCoopers LLP

94
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6991100 AdTHIVAE-XHA'T

INVESTMENT AND PROPERTY CHARACTERISTICS: NATIONAL MARKETS
First Quarter 2008

FORECAST VALUE CHANGE PRICE AS % OF CLASS-A+ and A MALLS: CLASE-8+ and B MALLS STARIUZED
EXT 12 MONTHS REPLACEMENT COST iRRs OAR iRRs BARs GCCUPANCY

MARKET RANGE AVERAGE ' RANGE AVERAGE  RANGE AVERAGE | 'RANGE AVERAGE RANGE AVERAGE RANGE AVERAGE  RANGE AVERAGE

Yol = 5.00% T T0%

Regional Mall 6:50% = 1 2.00% 7.00% — 14.00% G0:00% = 99.00%

Fower Center

3% = 97.00%:

Strip Shopping Center (2.00%) ~ 5.00% 151% 90.00% — 140.00%  105.28% INAA N/A NA NIA N/A N/A N/A N/A

FORECAST VALUE CHANGE PRICE AS % OF
NEXT 12 MONTHS REPLACEMENT COST FINISHED: SPACE % Tis - NEW (PSF/UNIT) Tis - RENEWAL (PSE/UNIT)

Market Range Average  Range Average  Range Average Range Average Range Average

(0% 4

Flex/R&1 CERO0%Y = 5009 0309% 78% $0.00-§

Source: Personal survey conducted by PricewaterhouseCoopers LLP during lanuary 2008. S .
PRICEMATERHOUSE{COPERS

LL



YIELD COMPARISONS
January 1, 2008

2003 2004 2005 2006 2007 W07 2008

AVERAGE AVERAGE AVERAGLE AVERAGE AVERAGE - OCTOBER JANDIARY
 Korpacz Yield Indicator (kYD | 11.00%  10.28%  943%  881% . . BA1% 4B32% B33%
 Long-Term Mortgages? v 2:87% | .608% L 557% | 6A5% | 08A% 4 710% L 8d3%
 10:Year Treasuriest o 380% A2 A2 AT 472% GA20% BN o
Consumer Price Index Changed 2.03% 3.16% 4.30% 1.32% 3.50% 1.22% 4.10%

SPREAD TO KYI (Basis Points)
ALong—Term Mortgages 513 420 386 236 157 122 220

10-Year Treasuries 714 607 514 405 369 376 442

Consumer Price [ndex Change 897 712 513 749 491 710 423

a. A composite IRR average of the markets surveyed.

b. Fixed-rate mortgages; immediate funding. Source: Crittenden Publishing, Inc.; For January 2005, data is based on a survey conducted by PricewaterhouseCoopers LLP and reflects fixed-rate debt of 5
t0 10 years, 25- to 30-year amortization, immediate funding; Following April 2005, source is CB Richard Ellis/L.). Melody Capital Markets; typical terms include 10-year term, 25-year amortization,
immediate funding, 75.0% to 80.0% loan-to-value ratio; For January 2008, sou-ce is Cushman & Wakefield Sonnenblick-Goldman, 5- to 10-year fixed-rate debt, minimum 65.0% LTV.

Source: Federal Reserve; the annual average change is the mean of the four corresponding quarters.

Source: U.S. Department of Labor; quarterly changes are annualized based on the index change from the prior quarter; the annual average change is the mean of the four corresponding quarters.

a0

COMPARATIVE YIELDS
January 1, 2008

14.0
e KYI
Mortgages
Treasuries
sennenen  (CP|-U

Yield (

4.0
2.0
0.0 T — T T T T T — T T T T T [ E— m—
o Q N3 ™ © o Q N3 > © Ny
5 S S S S & N N N N
NJ N N N N N ~ ~ 5> S +
<
\/D
DIVIDEND COMPARISONS
January 1, 2008
2003 2004 2005 2006 2007 2007 2008
AVERAGE AVERAGE AVERAGE AVERAGE AVERAGE OCTOBER JANLIARY
Korpacz Dividend Indicator (KDI)2 9.23% 8.62% 7.94% 7.42% 7.01% 6.87% 6.89%
Equity RE[TsP

S&P 500¢ 1.76% 1.63% 1.71% 1.80% 1.76% 1.77% 1.89%

S&P 500 747, 699 623 562 525 510 500

a. A composite QAR (initial rate of return in an all-cash transaction) average of the markets surveyed.
b. Source: National Association of Real Estate Investment Trusts; average annualized dividend yield calculated by PricewaterhouseCoopers LLP; dividend yields are as of the last day of the prior quarter.
. Source: Standard & Poors; average annual dividend yield calculated by PricewaterbouseCoopers LLP; dividend yields are quarterly yields as of the last day of the prior quarter.

PRICEWATERHOUSECOOPERS LLP www.pwcreval.com l 78
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INSTITUTIONAL-GRADE VS, NONINSTITUTIONAL-GRADE PROPERTY RATES
Firgt Quarter 2008

INSTETUTIONAL NONINSTITUTIONAL SPREAD TO INSTITUTIONAL

IRRs QARs IRRs DARs AVERAGE IRR AVERAGE DAR
MARKET RANGE AVERAGE RANGE AVERAGE RANGE AVERAGE RANGE AVERAGE BASIS POINTS BASIS POINTS
National Regional Maii 7:00%s = EO0%: B.72% 5.00%:=+:9. 0.68% 11.00% 5.00% - 12.00% 8.28% 228 160

6:00%

a. Qur participants are not currently pursuing noninstituticnal investments in this market.

Saurce: Persenal survey conducted by PricewaterhouseCoapers LLP during January 2008 PR;CEE’@{Q?ERHGUSEC&)PERS @

64



INCOME CAPITALIZED IN DIRECT CAPITALIZATION?
First Quarter 2008

METHOD 1 METHOD 2 METHOD: 3

MARKET CURKENT YEAR AGO: CURRENT YEAR AGO CURKENT YEAR AGO
National Retail
Regional Mall 28:6% 14.3% 71.4% 71.4% 0.0% 14.3%
Power Center 12.5% 12.5% 87.5% 87.5% 0.0% 0.0%
Strip Shopping Center 20:0% 111% 60.0% 66.7% 20.0% 22.2%
Office
National CBD 7. 7% 0.0% 76.9% 83.3% 15:4% 16.7%
National Suburban 18:8% 12.5% 50.0% 68.8% 31:3% 18.8%
Atlanta 50.0% 25.0% 50.0% 75.0% 0.0% 0.0%
Boston 0.0% 0.0% 90.0% 100.0% 10:0% 0.0%
Charlotte 0:.0% 100.0% 0:.0%
Chicago 27.3% 18.2% 72.7% 81.8% 0.0% 0.0%
Dallas 42:9% 28.6% 57.1% 71.4% 0.0% 0.0%
Denver 0.0% 100.0% 0.0%
Houston 33:3% 22.2% 66.7% 66.7% 0.0% 111%
Los Angeles 40.0% 28.6% 50.0% 71.4% 10.0% 0.0%
Manhattan 25.0% 14.3% 62.5% 85.7% 12:5% 0.0%
Northern Virginia 33.3% 37.5% 55.6% 62.5% THT% 0.0%
Pacific Northwest 16:7% 33.3% 83.3% 66.7% 0.0% 0.0%
Philadelphia 16:7% 14.3% 66.7% 71.4% 16:7% 14.3%
Phoenix G.G% HO0LO% G.G%
San Diego 0.0% 66.7% 33.3%
San Francisco 23.1% 20.0% 69.2% 80.0% 7.7% 0.0%
Southeast Florida 14:3% 14.3% 85.7% 85.7% 0.0% 0.0%
Suburban Maryland 33.3% 37.5% 55.6% 62.5% T11% 0.0%

40.0% 45.5% 60.0% 9. 1% 0.0%

Washington, DC

National Flex/R&D T1:1% 20.0% 88.9% 80.0% 0:0% 0.0%
National Warehouse 20.0% 23.5% 66.7% 70.6% 13.3% 5.9%
National Apartmentb 68:2% 59.1% 18.2% 31.8% 13.6% 91%

All Markets Surveyed

27.2%

Note: Lines may not add to up to 100.0 due to rounding.

o

. Method 1: NOI after capital replacement reserve but before Tls {tenant improvements) and leasing commissions.
Method 2: NOI before capital replacement reserve, Tls, and leasing commissions.
Method 3: Cash flow after capital replacement reserve, Tls, and leasing commissions.

. Method 1: NOI after capital replacement reserve.
Method 2: NOI before capital replacement reserve.
Method 3: Cash flow after capital replacement reserve.

LODGING INCOME CAPITALIZED IN DIRECT CAPITALIZATION
First Quarter 2008

FRIOR 12 MONTHE? FORECAST 12 MONTHS? BOTHE

SEGMENT CLRRENY YEAR AGO CURRENF YEAR AGD CLRREMT YEAR AGO

Full-Service 30.0% 22.2% 60.0% 66.7% 10:0% 11:1%

Economy/Limited-Service 66.7% 50.0% 33.3% 50.0% 0:0% 0.0%

Luxury/Upper-Upscale 55.6% 37.5% 44.4% 62.5% 0:0% 0.0%

Extended-Stay 50:0% 0.0% 50.0% 100.0% 0:0% 0.0%

All Segments Surveyed 45.8% 29.2% 50.0% 66.7% 4.2% 4.2%

(Simple Average)

Note: Lines may not add to up to 100% due to rounding.

a. Percentage of our lodging participants who capitalize the prior 12 months of income in direct capitalization.

b. Percentage of our lodging participants who capitalize the next 12 manths of income in direct capitalization.

c. Percentage of our lodging participants who analyze both the prior 12 months of income and the next 12 months of income in direct capitalization.
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FORECAST PERIODS AND GROWTH RATES

First Quarter 2008
MARKET RENT GROWITH RATES EXFENSE GROWTH RATES
FORECAST FERIOD ENITIAL YEAR FORECAST PERIOE AVERAGE INFTIAL YEAR FORECAST PERIOD AVERAGE
MARKEY RANGE AVERAGE RANGE AVERAGE RANGE AVERAGE RANGE AVERAGE RANGE AVERAGE

D0% - 3.90%: 2.63%

5.00%

6.00%

2.93%,

3.00%

0.00% ~ 15.00% 3.86%

200%

3.00%: - 3:00% 3.00%

2.00% = 3:00%
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Definitions

GENERAL AAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAA

CHANGE RATE

Annual compound rate of change

Market Rent
Achievable current rent if vacant

Expenses
Total property expenses

DISCOUNT RATE (IRR)
Internal rate of return in an all-cash tranac-
tion, based on annual year-end compound-

ing

EXCESSIVE TENANT IMPROVEMENT
ALLOWANCE3

The amount by which an awarded tenant
improvement allowance exceeds that which
is typical for the market

FORECAST PERIOD'

A presumed period of ownership; a period
of time over which expected net operating
income is projected for purposes of analysis
and valuation

INSTITUTIONAL-GRADE REAL ESTATE
Real property investments that are sought
out by institutional buyers and have the
capacity to meet generally prevalent institu-
tional investment criteria

KORPACZ DIVIDEND INDICATOR
(KDI)

A composite OAR average of the surveyed
markets excluding net lease and lodging

KORPACZ YIELD INDICATOR (KYI1)

A composite IRR average of the surveyed
markets excluding net lease, lodging, and
development land

MARKETING TIME

The period of time between the initial offer-
ing of a property for sale and the closing
date of the sale

NET OPERATING INCOME (NOI)
Income remaining after deduction of all
property expenses. In direct capitalization,
investors capitalize one of the following:

1. NOI after capital replacement reserve
deduction but before TIs and leasing
commissions

2. NOI before capital replacement reserve
deduction, Tls, and leasing commissions

3. Cash flow after capital replacement
reserve deduction, Tls, and leasing com-
missions

OVERALL CAPITALIZATION RATE
(OAR)

Initial rate of return in an all-cash transac-
tion

RENT SPIKE
An increase in market rent that is markedly
higher than the general rate of inflation

REPLACEMENT COST!
The cost of construction, at current prices,
of a building having utility equivalent to the
building being appraised but built with mod-
ern materials and according to current stan-
dards, design, and layout

RESERVE

Amount allocated for periodic replacement
of building components during a property’s
economic life

RESIDUAL
Estimated total price at conclusion of fore-
cast period

Cap Rate

Overall capitalization rate used in calcula-
tion of residual price; typically applied to
the NOI in the year following the forecast

Selling Expense
Transaction expenses (legal, brokerage,
marketing, etc.) paid by the seller

RESPONDENT TYPE

Classification of survey participants into
descriptive categories (e.g., domestic pen-
sion fund, REIT, investment advisor)

SHADOW SPACE

Space within an occupied office suite that is
not currently utilized by a tenant and is also
not being marketed for subleasing

STRUCTURAL VACANCY

Normal vacancy rate in a balanced market

VACANCY ASSUMPTIONS

Months Vacant

The number of months a space remains
unleased at the expiration of a vacating
tenant lease

Tenant Retention

Percentage of leased rentable area that is
expected to be released by the existing
tenants at lease expiration

Underlying Vacancy/Credit Loss
Percentage of total revenue uncollected
due to unexpected vacancy or credit loss
(in addition to any rent loss from vacan-
cies at lease expirations)

APARTMENT -

NET OPERATING INCOME
(APARTMENT NOI)

Income remaining after deduction of all
property expenses (which includes leasing
commissions); in direct capitalization, in-
vestors capitalize one of the following:

1. NOI after capital replacement reserve
2. NOI before capital replacement reserve

3. Cash flow after capital replacement re-
serve

GARDEN APARTMENT

Development consisting of two- to three-
story structures built in a garden-like setting
with an abundance of lawn, plants, flowers,
etc.; customarily located in the suburbs or
rural-urban fringe.

HIGH-RISE APARTMENT3
Multifamily housing development consist-
ing of at least four stories.

DEVELOPMENT LAND -

DEVELOPMENT LAND

Land that has been purchased, readied for
subdivision development (i.e. entitlements
and infrastructure), and subsequently sold
to builders

DEVELOPER’S PROFIT?

A market-derived figure that reflects the
amount a developer expects to receive for
his or her contribution to a project

INDUSTRIAL ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

FLEX/R&D3
An industrial property with 14- to 20-foot
clear ceiling heights, up to 100.0% finished

Various sources for these definitions include "The Dictionary of Real Estate Appraisal, Third Edition, published by The Appraisal Institute,
’International Council of Shopping Centers, Yinvestor interviews, *Smith Travel Research, and *National Multi Housing Council.
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office space including lab and clean-room
space (up to 60.0% finished office space
excluding lab and clean-room space), and
dock-high and/or grade-level loading used
for minimal distribution, research and devel-
opment, and specialized office space

WAREHOUSE

An industrial property with 16- to 30-foot
clear ceiling heights, up to 15.0% finished
office space, and dock-high loading facilities
used for the storage and distribution of goods

LODG[NG AAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAA

AVERAGE DAILY RATE (ADR)*

Room revenue divided by rooms sold

CHAIN SCALE LODGING SEGMENTS*
Based on the actual, system-wide average
room rates of the major chains, the five
chain scale segments include luxury, upper-
upscale, upscale, midscale with food and
beverage, midscale without food and bever-
age, and economy. Independent hotels are
included as a separate category.

ECONOMY/LIMITED-SERVICE
LODGING

Lodging with “rooms only” operation and no
food and beverage except possibly conti-
nental breakfast; lower-tier pricing

EXTENDED-STAY LODGING

Lodging with rooms that generally include
work stations with two-line phones, access
to fax machines; mid- and upper-price lodg-
ings include kitchenettes, separate lounging
area; weekly rates

FULL-SERVICE LODGING

Lodging with restaurant and lounge facili-
ties, meeting space, and a minimum service
and amenities level; moderate to lower up-
per-tier pricing; includes all-suite lodgings;
includes upscale and midscale-with-food-
and-beverage chain segments

GROSS ROOMS REVENUE MULTI-
PLIER (GRRM)

The relationship, or ratio, between sale price
and gross rooms revenue

LUXURY LODGING

High-quality lodging offering personalized
guest services, typically with extensive
amenities; upper-tier pricing; includes four-
and five-star resorts; includes luxury and
upper-upscale chain segments

MANAGEMENT FEE
An expense item representing the sum paid
for or the value of management service,

including incentives, expressed as a percent-
age of total revenues

NET OPERATING INCOME
(LODGING NOI)

Income remaining after deduction of all
property expenses: in direct capitalization,
investors capitalize one of the following:

1. Prior 12 months
2. Forecast next 12 months

3. Both of the above

OCCUPANCY*

Rooms sold divided by rooms available

OPERATING EXPENSES

The on-going expenditures incurred during
the ordinary course of business necessary to
maintain and continue the production of
gross revenues, not including reserves, debt
service, and capital costs

PROFPAR

Profit per available room

PROPERTY EXPENSES

Includes all necessary operating expenses
and a reserve for replacement of building
components and FF&E

RESERVE FOR REPLACEMENT

An allowance that provides for the periodic
replacement of building components, and
fumiture, fixtures, and equipment, which
deteriorate and must be replaced during the
building’s economic life

REVPAR

Revenue per available room

NET LEASE s
PROVISION 1031

A tax code that allows the seller of an invest-
ment property to defer capital gains taxes by
exchanging the sale proceeds for an invest-
ment in a similar property or properties with-
in 180 days of the original closing

SALE-LEASEBACK

A transaction in which an owner sells a
property that it fully occupies to a third party
and then leases the space back from the new
owner

RETAI L s
FORTRESS MALL

The dominant performing Class-A+ malls in
the country whose inline stores generate at
least $450 per square foot in retail sales;

they contain inline and anchor stores that
are both well established and unmatched in
the trade area

LIFESTYLE CENTER2

Most often located near affluent residential
neighborhoods, this center type caters to the
retail needs and “lifestyle” pursuits of con-
sumers in its trading area. It has an open-air
configuration and typically includes at least
50,000 square feet of space occupied by
upscale national chain specialty stores.
Other elements, such as restaurants and
entertainment, design ambience and ameni-
ties like fountains and street furniture, make
the lifestyle center serve as a multi-purpose
leisure-time destination. One or more con-
ventional or fashion specialty department
stores often act as anchors.

OUTLET CENTER?

Consist mostly of manufacturers’ outlet
stores selling their own brands at a discount.
Usually located in rural or occasionally in
tourist locations. A strip configuration is
most common, although some are enclosed
or arranged in a “village” format.

POWER CENTER?3

An open center dominated by at least 75.0%
large big-box anchors, including discount
stores, warehouse clubs, and value-oriented
category stores; a minimal amount of inline
store space

REGIONAL MALL23

An enclosed shopping center that contains
at least two department stores and has cli-
mate-controlled walkways that are lined
with smaller retail shops

REGIONAL MALL CLASSIFICATIONS

Class Inline Retail Sales PSF
A+ $450 and up
A $350 to $449
B+ $300 to $349
B $250 to $299
C+ $200 to $249
C $125to $199
D Less than $125

STRIP SHOPPING CENTER23

An open row of stores either with or without
anchor stores that offer convenience (neigh-
borhood centers) and general merchandise
(community centers)

Various sources for these definitions include The Dictionary of Real Estate Appraisal, Third Edition, published by The Appraisal Institute,
“International Council of Shopping Centers, Yinvestor interviews, *Smith Travel Research, and "National Multi Housing Council.
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Industry News

# Atherton-Newport Investments (ANI) filed a vol-
untary Chapter 11 bankruptcy petition after failing
to meet its debt service. ANI is a holding company
that controls about 5,000 units of multifamily prop-
erty in Las Vegas, Phoenix, Seattle, and South
Florida. Each property is reportedly owned by a
separate single-purpose entity, none of which are
considered debtors in the bankruptcy.

# According to DataQuick Information Systems,
the median home price in California fell almost
15.0% in 2007 as sales volume dropped dramatical-
ly. The median home price was reported as $402,000
as of December 2007, compared to $472,000 one
year prior and a peak of $484,000 in Spring 2007.

# Wal-Mart is testing a new, smaller size grocery
store in the Phoenix area called Marketside — the
retail giant's first new trade name in 20 years. Market-
side stores contain approximately 20,000 square feet,
about 10.0% of a Wal-Mart Supercenter, and target
shoppers who find the mammoth stores inconvenient.

# After purchasing $400.0 million in properties in
2007, Crescent Hotels & Resorts is planning $600.0
million in acquisitions for 2008. The financing for
these buys will come from equity raised through a
new fund. Already in 2008, Crescent purchased the
Georgian Terrace Hotel in Atlanta, Hotel Carteret
near Manhattan, and the Baymont Inn & Suites
International Drive in Orlando.

# Prologis announced that all of its new develop-
ment in the United States will comply with the
environmental standards set forth by the U.S. Green
Building Council. Moreover, Prologis intends to reg-
ister all of its buildings in either the design or plan-
ning stage for LEED certification.

# Advance Realty Group of Bedminster, New
Jersey sold two office properties totaling 500,000
square feet to Normandy Real Estate Partners of
Morristown, New Jersey. Park Place, located 30
minutes from New York City, is a campus of four
Class-A office buildings containing 352,000 square
feet and is 93.0% occupied. The other asset, 310
Madison Avenue in Morristown, is a 59,000-
square-foot medical office building.

PRICEWATERHOUSECOOPERS LLP
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# A record-breaking deal in Bristol, Connecticut
was completed when a New York City-based
investor purchased a 1.3-million-square-foot ware-
house/distribution property for $60.5 million. The
primary tenants at the property include Firestone
Building Products Co., Arett Sales, and Clark Steel,
which all signed new ten-year leases.

# Oxford Lodging Advisory and Investment
Group acquired a 4,867-key, five-property Adams
Mark hotel portfolio for an estimated $100,000 per
key. The new owner plans to spend $240.0 million
on renovating and rebranding the assets, which are
located in Dallas, Denver, St. Louis, Indianapolis,
and Buffalo.

# Westminster Troy acquired a fully leased,
150,000-square-foot flex office condominium in
Troy, Michigan. The tenant in the property, Valeo
North America, recently signed a five-year lease.
The first floor of this property is lab space, while
office space spans the remaining two floors.

# Transwestern Investment Company made the
winning offer ($96.0 million) among 14 bids for a
336,939-square-foot office complex in the
Camelback area of Phoenix. This asset's prime
location, 20.0% lease turnover during the next three
years, and below-market rental rates were attractive
to potential buyers.

# Arden Realty is offering 5.0 million square feet of
its Southern California office portfolio for sale with
a desired closing date of early 2008. The office space
is located in Los Angeles County (3.7 million square
feet), Orange County (235,000 square feet), and
San Diego County (1.0 million square feet). Arden
will consider offers on the properties as a portfolio,
groups of buildings, or on an individual basis.

# On behalf of Archstone, Cushman & Wakefield
is marketing an 858-unit apartment portfolio for
sale. The properties are located in the Woodley
Park, Cleveland Park, and DuPoint Circle neighbor-
hoods of Washington, D.C. While an asking price
has not been published, local press indicates an
estimate of $295.0 million for the Class-A and B
multifamily assets. +
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Every effort has been made in this publication to pro-
vide accurate information regarding the subject matter
covered. It is sold with the understanding that this
publication does not render legal, accounting,
appraisal, counseling, investment, or other professional
services. If such services or other expert assistance are
required, the services of a competent professional per-
son should be sought.

Survey Process: Survey participants represent a cross
section of major institutional equity real estate
investors who invest primarily in institutional-grade
property. As such, the information presented is not
generally applicable to noninstitutional-grade invest-
ments. In addition, the information represents
investors’ investment expectations and does not reflect
actual property performances.

Initially, participants are interviewed regarding their
assumptions used in analyzing their U.S. investments.
Subsequently, surveys are completed by mail with
telephone follow-ups. Although we do not represent
that the survey is statistically accurate, its results pro-
vide important insight into the thinking of a significant
portion of the equity real estate marketplace.

Investor Survey Responses: The individual investor
responses contained in the large tables in the back of
each issue are a representative sample. Due to space
constraints, not all responses are included.
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Leasing Commissions First
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Management Fees First
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e-Commerce and Retail Real Estate
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Effective Rent

Third 1993

Green Building Macro Trends

Third 2007
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Medical Office Space
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Net Lease Market First 2000
October 11, 2001* 2001
Power Centers Third 1995
Real Estate Value Cycles First 2000

Regional Mall Market

Second 1996

REITs

Second 1998

Self Storage Industry

First 2003

Terrorism Insurance

Second 2002

*16-page supplement following 9/11
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