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Archstone-Smith Trust (ASN) 
 Could the Buyer Cut Their Losses and Walk Away? 
  

 Cutting Their Losses? — If the Tishman/Lehman partnership that is acquiring 
Archstone had to finance the transaction at today's interest rates or if they had 
to sell the Archstone portfolio, the losses would likely be greater than the $1.5 
billion breakup fee, as outlined below. 

 Reputation and Spillover Risk — While paying the break-up fee could be 
attractive given the potential losses, the parties' reputations would be at risk, 
and the spillover effects could be large, making it an inferior long-term decision. 

 Debt Details Unclear — The degree to which Lehman has hedged the debt and 
equity commitment they made to the transaction is unclear, but Lehman is not 
likely fully hedged, in our view. The debt commitment is through 12/31/07, so 
one option would be to delay the deal closer to year-end when liquidity will likely 
be better. However, it is unclear why Archstone would agree to a delay. 

 Battle over Fee Could Occur — The cap on the break-up fee (limited to "up to" 
$1.5 billion in damages), the likelihood of a legal debate in determining 
damages, and the fact that the break-up fee exists could minimize the damages. 

 Downside Risk — If ASN were to trade at the same implied cap rate as AVB 
today (5.1%), ASN would be at $51, $10 below the deal price. Up to $6 could 
be recovered in the break-up fee, putting ASN at $57. However, ASN would 
likely trade lower than AVB, as the deal has not sat well with investors and ASN 
has historically traded lower, making it likely the stock could trade even lower. If 
the deal goes through as planned, there is 4% upside potential. 
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Hold/High Risk 2H
Price (26 Jul 07) US$58.35
Target price US$60.75
Expected share price return 4.1%
Expected dividend yield 0.0%
Expected total return 4.1%
Market Cap US$13,007M
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 REITs Down 10% — REITs have fallen 10% since the deal to purchase 

Archstone for $60.75 was announced on May 29th. While several aspects of 
the deal were disappointing, including CEO Scot Sellers signing of an 
employment agreement and re-trading of lower bids from $64 to $60.75, 
getting a higher price has moved to the back burner and concerns over 
whether the deal will close have risen. 

 Break-Up Fee Lopsided — The break-up fee of up to $1.5 billion would 
consist of $250 million from Tishman and $1.25 billion from Lehman, 
meaning all of Tishman’s equity commitment in the deal is at risk and only 
one-quarter of Lehman’s and Banc of America’s equity commitments of $4.6 
billion are at risk if they walk. Tishman is less likely to want to walk given the 
quick payback of its equity from fees it can earn going forward in the deal. 
However, the reputation risk for Lehman and Banc of America would be great 
if they walked. 

 Arb Spread Wide, But Not With Risks — ASN screens as a good arb 
opportunity trading 3.9% below the takeout price, representing an annualized 
return of 50% if the deal closed end the end of August, which could occur 
given the shareholder vote scheduled for August 21st. However, the deal 
could be delayed or fall through. 

 Spreads Widened — The all in rate on the $17.1 billion in debt is at least 100 
bps higher than when the deal was announced. AAA spreads have widened 
25 bps, and BBB spreads have widened by over 400 bps (now over 800 bps 
above the index, causing the all in cost to be in the low double digits), while 
the junk piece is likely in the low to mid-teens. 

 Lower IRR — On the equity side, the transaction was tight at the outset, with 
a targeted IRR of around 10% on the sale of the $4 billion in equity. The 
increase in debt costs have likely lowered that IRR to the 6%-7% level at the 
same time that equity investors will likely be demanding higher returns. 

 Likely to Wait — If the deal proceeds, we would expect the debt and equity to 
be re-sold at a later date, some time in the fall after the backlog of LBO 
financings have cleared the market and likely after the current extreme sell-
off has settled down. If it had to be done today, the loss would likely be in 
excess of the break up fee of $1.5 billion. The Lehman/Tishman team seems 
likely to take the chance that loss will be less in several months, rather than 
taking the loss now, in our view, based on the current state of the credit 
market. Lehman and Banc of America have posted the debt commitment, 
with Lehman expected to syndicate the equity. 

 Lehman in Both Chairs — Lehman's position is atypical, as it is in both 
chairs, acting as the PE player and the bank. Typically, the debt is being 
funded by a bank and a PE firm is the buyer, creating a situation where the 
bank has not option to make good on their commitment. We thought it 
instructive to walk investors through the thinking of the buyers, given the 
sufficiently unusual nature of this type of transaction in the REIT space. 
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Levered IRR Falls by 3% Assuming 100 bp Rise in Debt Costs 
We estimate the levered IRR on the deal has dropped by 300 bps, assuming a 
100 bp rise in all-in debt costs. A 9%-10% levered IRR could have been 
achieved, but we estimate this fell by roughly 300 bps assuming a 100 bp rise 
in debt costs. Arguably, exit cap rates may also have to be tweaked higher. Our 
assumptions include: 

 4% initial yield (including closing costs, tax protection payments and higher 
property taxes); 

 6% annual NOI growth; 

 4.5% exit cap rate; 

 an increase in all-in borrowing costs on total debt from 5.75% to 6.75%; 

 debt representing 78% of total deal price, with equity the remainder; and 

 5-year hold period. 

Details from the proxy on the break-up fee highlight uncertainty of amount (this was an item 
discussed and changed during the process): 

In connection with the merger agreement, Lehman Brothers and TS Fund VII 
have agreed to unconditionally and irrevocably guarantee the payment 
obligations of the buyer parties and any obligations to pay losses or damages 
under the merger agreement in an amount up to an aggregate of $1.5 billion, 
consisting of a $1.25 billion guarantee from Lehman Brothers and a $250.0 
million guarantee from TS Fund VII. 
 

Archstone-Smith Trust 
Company description 
Archstone-Smith (ASN) is a large-cap multifamily REIT based in Denver, 
Colorado that owns an interest in approximately 77,700 apartment units 
throughout the United States and 8,300 units in Germany. In addition, the 
company has an interest in 6,700 units under construction in 17 communities. 
Archstone-Smith was formed through the June 1998 merger of its predecessor 
company, Security Capital Pacific, and sister company, Security Capital Atlantic. 
Archstone-Smith focuses on acquiring, developing, and operating multifamily 
units in high-barrier-to-entry markets, primarily Washington, D.C., Southern 
California, northern California, and New York. The company is a member of the 
S&P 500 Index. 

Investment thesis 
We rate ASN shares Hold/High Risk (2H). Archstone owns a portfolio of high 
quality properties, located in high-barrier-to-entry markets, run by a 
sophisticated management team. Archstone is focused in the Northeast and 
California and has the largest Manhattan presence of any publicly traded 
multifamily REIT. Archstone has a $4-billion development pipeline that should 
drive value creation. Our enthusiasm for the shares is tempered by premium 
valuations across the multifamily sector and FFO contribution from Ameriton. 
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Valuation 
We use a dividend plus growth model to forecast total returns, which generally 
assumes the current-year multiple is applied to next year’s earnings. For 
example, if a company’s normalized AFFO (adjusted funds from operations) is 
expected to grow by 8%, our target price is 8% above the current level. We then 
add the dividend yield to arrive at a 12-month forward expected total return. We 
currently believe that REITs will deliver a +/- 10% total return in the next 12 
months. We consider a result falling within a range of +/- 10% of the company’s 
current multiple as typically within the margin of error.  
ASN’s $60.75 target price is within this margin. 

Risks 
We rate ASN shares High Risk, reflecting our increased concern over REIT 
sector valuations. We have High Risk or Speculative ratings on all of the REITs 
in our coverage universe. While we do not see an imminent catalyst to derail the 
sector’s prolonged rally, several factors could cause the group to retreat, 
including higher interest rates, a broad equity market rally, or a shock to the 
credit markets. Our higher risk ratings across the sector suggest the group is 
more susceptible to a downdraft, should a catalyst emerge.  
 
Other factors contributing to our High risk rating on shares of ASN include an 
above-average 2006 AFFO payout ratio and the volatility of the earnings stream 
from Ameriton, the company’s speculative development subsidiary. These 
factors are balanced by ASN's long-term stability of core earnings, below-
average leverage, and relatively large market capitalization.  
Risks we see to the stock’s ability to achieve our target price include:  
1) ASN has a large development pipeline, which may be a drag on earnings if 
ASN is unable to lease up completed developments;  
2) a potential repeal or modification to Proposition 13 in California poses a risk 
of a sharp increase in real estate taxes. 
If the impact of any of these factors proves to be greater/less than we anticipate, 
it could prevent the stock from achieving our target price or it could cause the 
shares to meaningfully exceed our target price. Also, if the 10-year Treasury 
remains at historically low levels, the REIT universe could continue to rally, and 
shares of ASN could outperform our target price. 

AvalonBay Communities, Inc (AVB.N - US$109.18; 2H) 
Valuation 
We use a dividend plus growth model to forecast total returns, which generally 
assumes the current-year multiple is applied to next year’s earnings. For 
example, if a company’s normalized AFFO (adjusted funds from operations) is 
expected to grow by 8%, our target price is 8% above the current level. We then 
add the dividend yield to arrive at a 12-month forward expected total return. We 
currently believe that REITs will deliver a +/- 10% total return in the next 12 
months. We consider a result falling within a range of +/- 10% of the company’s 
current multiple as typically within the margin of error.  
AVB's $125 target price is within this margin.  

Risks 
We rate shares of AVB High Risk, reflecting our increased concern over REIT 
sector valuations. We now rate all of the REITs in our coverage universe High 
Risk or Speculative. While we do not see an imminent catalyst to derail the 
sector’s prolonged rally, several factors could cause the group to retreat, 
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including higher interest rates, a broad equity market rally or a shock to the 
credit markets. Our higher risk ratings across the sector suggest the group is 
more susceptible to a downdraft, should a catalyst emerge.  
Other factors contributing to our High Risk rating on shares of AVB include a 
high level of earnings volatility and the dependence on development where 
yields are difficult to predict. These factors are balanced by AVB’s high quality 
assets, exposure to supply-constrained markets, and below-average 2007 AFFO 
payout ratio.  
Risks to the stock achieving our target price include: Increased costs and slower 
lease-ups have resulted in lower stabilized yield expectations on new 
development (down 200-plus bps). The potential for a repeal or modification of 
Proposition 13 – which has suppressed real estate taxes for many of AVB’s 
properties in California — poses a risk of sharp expense growth.  
If the impact on AVB from any of these factors proves to be greater/less than we 
anticipate, it may prevent the stock from achieving our target price or could 
cause our target price to be materially outperformed. For example, if the 10-year 
Treasury rate stays low, the REIT universe could continue to perform strongly 
and AVB could further exceed our target price. 
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We, Jonathan Litt and Craig Melcher, CFA, research analysts and the authors of this report, hereby certify that all of the views expressed 
in this research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no 
part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. 
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Jonathan Litt acts in a fiduciary capacity for an account of a non-profit organization which holds a long position in the shares of Archstone-Smith Trust. 

Jonathan Litt acts in a fiduciary capacity for an account of a non-profit organization which holds a long position in the shares of Avalon Bay Communities. 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Archstone-Smith Trust. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Archstone-Smith Trust in the 
past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): Archstone-Smith Trust. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: Archstone-Smith Trust. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
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Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

The Firm is a market maker in the publicly traded equity securities of Archstone-Smith Trust and Avalon Bay Communities. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citigroup Investment Research product ("the 
Product"), please contact Citigroup Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same 
important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at 
www.citigroupgeo.com. Private Client Division clients should refer to www.smithbarney.com/research.  Valuation and Risk assessments can be found in the text of the most 
recent research note/report regarding the subject company.  Historical disclosures (for up to the past three years) will be provided upon request. 

Citigroup Investment Research Ratings Distribution    
Data current as of 19 July 2007 Buy Hold Sell
Citigroup Investment Research Global Fundamental Coverage (3320) 47% 39% 14%

% of companies in each rating category that are investment banking clients 71% 70% 70%
Real Estate Investment Trusts -- North America (64) 5% 67% 28%

% of companies in each rating category that are investment banking clients 100% 74% 22%
Guide to Fundamental Research Investment Ratings: 
Citigroup Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citigroup Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) 
and risk rating. 
For securities in developed markets (US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are: Buy (1) (expected total return of 10% or more for Low-Risk 
stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% 
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). 
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
 

Guide to Corporate Bond Research Credit Opinions and Investment Ratings: 

Citigroup Investment Research's corporate bond research issuer publications include a fundamental credit opinion of Improving, Stable or Deteriorating and a 
complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the company featured in the report.  The fundamental credit 
opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to securities market vagaries.  The fundamental credit 
opinion is not geared to, but should be viewed in the context of debt ratings issued by major public debt ratings companies such as Moody's Investors Service, Standard 
and Poor's, and Fitch Ratings.  CBR risk ratings are approximately equivalent to the following matrix: Low Risk    Triple A to Low Double A; Low to Medium Risk    High Single 
A through High Triple B; Medium to High Risk    Mid Triple B through High Double B; High to Speculative Risk    Mid Double B and Below.  The risk rating element illustrates 
the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued by a company is held to maturity, based upon both fundamental and 
market risk factors. Certain reports published by Citigroup Investment Research will also include investment ratings on specific issues of companies under coverage which 
have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citigroup Investment Research's expectations for total return, 
relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are: Buy/Overweight    the bond is expected to 
outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), performances of which are updated monthly 
and can be viewed at http://sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight    the bond is expected to perform in line with the relevant Citigroup bond market 
sector index; or Sell/Underweight    the bond is expected to underperform the relevant sector of the Citigroup indexes. 

OTHER DISCLOSURES 
The subject company's share price set out on the front page of this Product is quoted as at 26 July 2007 01:05 PM on the issuer's primary market. 

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Archstone-Smith Trust. (For an explanation of the determination of 
significant financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citigroupgeo.com.) 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities transactions in a manner 
inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies.  However, it should 
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication.  All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice.  Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product.  Although Citigroup Investment Research does not set 
a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citigroup Investment Research to provide research coverage 
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of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
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certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.  
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
may be placed only through Citigroup Global Markets Inc. 
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market or other risks associated with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it  has been prepared 
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the 
appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to 
obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product. 

© 2007 Citigroup Global Markets Inc. (© Nikko Citigroup Limited, if this Product was prepared by it). Citigroup Investment Research is a division and service mark of 
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addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, the Firm has not reviewed the linked site. 
Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no responsibility for, and makes no representations or warranties 
whatsoever as to, the data and information contained therein.  Such address or hyperlink (including addresses or hyperlinks to website material of the Firm) is provided 
solely for your convenience and information and the content of the linked site does not in anyway form part of this document.  Accessing such website or following such link 
through the Product or the website of the Firm shall be at your own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced 
website. 
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