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INPERSPECTIVEE

n tough times, as risk escalates and sagging demand threatens
equilibrium, investors gravitate to well-leased, cash-flowing
investment sectors that offer safer bets for maintaining performance
and husbanding value. In anticipation of a cyclical correction in 2002,
Emerging Trends interviewees recommend concentrating on two

perennial cash-cow stalwarts—apartments and industrial properties.

These favorites are not without flaws. Ardor for multifamily has made
this category expensive, despite housing shortages and buoyant
demographic trends. And industrial properties typically soften when
the economy corrects; however, investors draw comfort from this
sector’s record of maintaining control over new supply, compared

with office, hotel, or retail sectors.

Grocery-anchored retail, a favorite choice of pension funds because of high income
returns, also ranks near the top. But investors should be careful—herd investing may
cloud perceptions of increasing risk in these smaller shopping centers. Downtown office
retains a loyal following, but its risk profile has risen in the wake of sublease turmoil and
concern over the economy. Quality office properties in the Consensus Six metro areas
should navigate any market swells. Commodity space will face deteriorating prospects.
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Investors continue to favor smaller to mid-
sized investments over larger properties,
which can tie up too much money.

Investors view suburban office, especially space in EXHIBIT 5-2
|

Property Markets: 2002 Prospects

fringe areas, as more vulnerable than properties in
the major 24-hour office markets. Subcity locations,
however, should hold their own. Research and [ Investment Potential Development Potential

development has taken a well-deserved dive—no

surprise. In the 2001 survey, interviewees, beguiled Apartments 6602
by tech hype, aligned R&D close to downtown 57
oy I 5.
. . . Industrial
office in the risk /return matrix. Now R&D has 5.2
faded to a more realistic position, although its risk Community I 5.5
Shopping Centers 5.0
potential is higher than interviewees suggest. o
o . . Downtown Office M- S.
NCREIF data indicates it may be the most volatile 4.2
of the property types. Suburban Office _3 48
4
Full-service hotels sink in the face of deteriorating e 47
) R&D
revenue streams. Power centers” humble standing 4.2
continues to reflect the country’s overstored Full-Service Hotels B a4
condition, and the questionable viability of many
. . . . Regional Malls ——41
regional malls keeps that sector mired in uncertainty. 2.9
Limited-service hotels—viewed as low-grade and Power Centers _243.0
much too easy to build—are off investment charts. o ) '
Limited-Service | 2.8
. . oy Hotels 2.0
Interviewees continue to favor smaller to midsized
investments over larger properties, which can tie up 0 10
too much money. The sight of the World Trade Poor Excellent
Center’s demise reinforces the angst about bigger

Source: Emerging Trends in Real Estate 2002 interviews
being better. Again, apartments and distribution

centers fill the bill.
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APARTMENTS

STRENG S

DEVELOPHENT

‘ Everyone knows the story: “The demographics are
terrific.” Over the next decade, the burgeoning Echo
Boomer generation as well as growing numbers of
Baby Boomer empty-nesters and new immigrants will
stoke demand for apartments. Also, in recessions,
rental apartment markets tend to be less sensitive to
rate compression than other property types.
“Downside risk is minimal.” Apartments meet
investor demand for more bite-sized investments that
allow risk to be spread across a portfolio.

EAKNESSES

“The buzz can’t get any better,” so too much money
is chasing product. In many markets, cap rates are
too low to sustain decent future gains, especially for
lesser-quality properties. “Apartments are overpriced,
but everybody wants them—it’s got to balance out.”
In 2002, rents could be “flat to down” in some
markets. During economic slumps, roommate
doubling-up increases and younger adults move back
home. Recessions tend to weed out bad
operators—marginally maintained units or properties
saddled with poor leasing agents can suffer.

BEST BETS

Focus acquisition efforts on supply-constrained
markets in Southern California and the Boston-to-
Washington, D.C. megalopolis, but don’t expect any
bargains. Affordability barriers discourage
homebuying in these areas, and Northeast markets
boast the nation’s lowest turnover rates—there’s very
little new construction to lure away renters. The
typical ratio governing need for new apartments is
one unit for every two new jobs created. California
can’t keep up, building only one new unit for every
three jobs. In other areas, weed out portfolios. Sell
mature holdings and capital drains. Wait out the dip
to make new acquisitions, and prepare to strike
quickly after cap rates normalize.

‘ Slow down in hot growth markets! Chicago, New
York, and San Francisco have overdone upscale high-
rise development for the short term. In Southern
California keep building where you can—land costs
can eat into returns. New York needs to
regroup—the residential market will be chilled by
recent events. Expect apartments to be part of any
downtown resurrection (but not in 2002).

‘ Beware of markets that are cooling off. “Apartments
are overrated there.” Dallas, Atlanta, Phoenix,
Austin, Orlando and Las Vegas are “borderline
overbuilt.” In general, pricing at cap rates below 8%
provides problematic upside.

gurLook 2002

‘ Interviewees peg multifamily as the best investment
for the next decade. Demand generators will push
income stream growth and value gains could outstrip
all other sectors, even nosing out office. Any
moderation in pricing during 2002 will provide a
good buying opportunity.

EXHIBIT 3-3
|

NCREIF Apartment Returns
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NCREIF, Rosen Consulting Group
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Interviewees peg multifamily as the best
investment for the next decade.

Addendum

‘ If cities haven’t figured it out yet, the availability of
attractive housing of all stripes—luxury condos,
rechabbed lofts and warchouse space, affordable units
for both low- and middle-income people—will
determine the future health of downtown markets.
Without healthy residential neighborhoods,
downtowns wither—look at L.A.; Dallas, Phoenix, and
Atlanta. New housing must be integrated into
neighborhoods with service retail—supermarkets, drug
stores, cleaners—plus parks and recreational space. Tax
incentives and abatements have keyed revivals in many
cities, coaxing suburban developers into undertaking
infill projects. “If projects can be made profitable,
builders will build,” says a developer from
Philadelphia—where an incentive program looks like a
success story. Houston and Denver have also made
strides to reestablish neighborhoods. The State of
California is launching affordable housing investment
programs through its employee retirement systems to
spur infill development and meet huge unmet demand.
Meanwhile, the low-income housing tax credit
program should be given maximum support at both
the federal and state levels, concentrating the
production of affordable units in urban areas and
densifying suburbs, and avoiding sprawl zones.

HOUSING SHORTAGES

‘2000 census figures point to increased household
formations and a future housing squeeze. Pacing the
increased demand is an immigrant influx from China,
Mexico, India, and former Soviet countries, as well as
more single parents, divorcees, and older people
living on their own. Shortages could become
particularly acute for moderate-income people—tax
credits spur developers to build at the low end while
the luxury end promises greater profit margins.
Immigration gateways will have the tightest markets—
again the Northeast and West Coast metro areas.

SENLDR LIVING

‘ Interviewees have backed off from this category,
realizing all the talk about demographics was a little
premature. Baby Boomers start marching toward
retirement communities in large numbers after
2015—not yet. This group is aging gracefully and
living longer. Independent-living communities offer
today’s best play in a fragile market. “You must be
careful. Investors need the right partner to manage
these properties.” A chunk of this “capital-starved”
industry is in bankruptcy after a late-’90s building
binge, and properties can be picked up at well below
replacement cost. “It’s the early cusp. Rooms will fill”
eventually. Avoid assisted-care or nursing
homes—these are highly specialized businesses.

Apartment Summary 2002
Investment Potential 6.2 1st
Development Potential 6.0 1st
Overbuilding Risk 53 6th (tie)
BUY SELL HOLD
Recommendations 58% 26% 16%
1YEAR  5YEARS 10YEARS
Predicted Value Gains/Losses  3.4% 16.1%  29.7%
Source for all property type summaries in
Chapter 5: Emerging Trends in Real Estate 2002 interviews

EXHIBIT 5-4
|

Multifamily Construction Starts
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INDUSTRIAL

_STRENCTHS

LD

‘ There’s some truth to the old bromide that
“industrial space never gets way overbuilt”—allowing
the market to ride out economic declines better than
most other property sectors. A short project cycle
(only nine months to put up a distribution center)
permits developers to cut back when demand slows.
Owners love the solid income returns and low capital
requirements. Buyers are always plentiful for these
core investor favorites.

W EAKNESSES

‘ The struggling economy has pushed vacancies to new
ten-year highs and will shave income growth. As
consumer confidence skids, distribution activity will
decline further, softening markets. Big-box
warchouses, designed for single-user, high-tech
companies, have been especially vulnerable to tenant
blow-ups. “The risk level of some industrial
properties is higher than historically because of the
specialization and sophistication in inventory
management.”

BEST BETS

‘ Owners should batten down the hatches and ride out
any 2002 squalls. Buyers should look to pick off
some bargains in weakened markets—flexible quad-
box space, which can be divided into fours, is ideal.
Bigger and newer, “more state-of-the-art,” is
definitely better. Over time, primary national
distribution hubs—Dallas, Atlanta, Chicago, northern
New Jersey—and global gateways—Los Angeles, San
Francisco Bay Area, Seattle, and Miami—will become
even more important to shipping strategies.

‘ You hear the warnings so often, it’s like the Chinese
water torture: steer clear of older, lower-ceiling space
without cross-docking capability, or industrial parks
with limited truck access and/or turning-radius
inadequacy. Obsolescence remains a major bugaboo,
and “quality matters.” Older buildings continue to
be removed from stock. Large 500,000-square-foot,
single-user buildings that can’t be easily reconverted
are higher risk. If the tenant takes a head shot, these
buildings can be hard to re-lease. Smaller, local
warehouse markets have been marginalized: just-in-
time logistics remove many of them from distribution
equations and reduce overall inventory-to-sales ratios.

DEVELOPHENT]

If economic soothsayers are correct about slower
growth, the next recovery won’t accelerate demand
for a flood of new space.

ouTLooK 2002

A relatively weak year looms. “If you have well-

located properties, with access to airports, interstates,
and ports, you’ll be fine.” Expect values to flatten or
even decline slightly in markets with bigger vacancies.

Rent growth will be curtailed. But these properties
will bounce back nicely with the economy.

Industrial Summary 2002
L RATNG__RANKING |

Investment Potential 5.7 2nd
Development Potential 5.2 2nd
Overbuilding Risk 53 6th (tie)
=19)4 SELL HOLD
Recommendations 44% 21% 35%
1YEAR 5YEARS 10YEARS
Predicted Value Gains/Losses  2.5% 13.7%  25.5%
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Bigger and newer, “more
state-of-the-art,” is definitely better.

Addendum
L CEILING HEIGHTS

‘ Is 30-foot-clear really necessary? Low ceilings (18-
foot-clear) translate into obsolescence, but most
tenants don’t really need stacking space over 30 feet
high in order to meet requirements for transferring
goods through distribution facilities. Emerging
Trends has pointed out before that “people aren’t
warehousing anything anymore.” Warehouses have
become “processing centers.” Goods are moved
horizontally, not stored vertically. Many owners and
developers have now come to the conclusion that
“ceiling height is totally overrated. You see people
building 36 feet up and stacking only to eight.”
Large truck courts with good parking, ample doors
for simultaneous loading and unloading, carefully-
engineered flat floors, and insurance-rated sprinkler
systems are much more important to functionality
than ceiling height. The sweet spot in terms of
ceiling height is more like 24 feet.

RESEARCH AND
DEVELOPMENT

It’s a common refrain these days: “The late-’90s price
run-up in R&D was so tremendous I should have
unloaded everything I had.” No other property
sector tracked the tech boom and bubble-burst more
closely than R&D, and “everyone forgot that R&D
means high risk.” Silicon Valley, some northern
Virginia markets, Austin, and other pockets of R&D
activity around the country were at the “epicenter of
the implosion.” Just like dot-com analysts and stock
pickers, R&D owners got greedy and “were in a state
of denial.”

“Rents that became office-sized are heading back to
more industrial-like levels,” says an interviewee.
Values have dropped below replacement cost.

Projects built-to-suit for now-cratered start-ups will
need costly retrofits to make them re-leasable.

Despite all the bad news, interviewees remain
guardedly optimistic. R&D markets are relatively
small, and most institutional investors have limited
holdings. Many incubator companies were wiped out,
but the high-tech industry remains the leading-edge
growth sector for the future. The recent carnage
“was nothing like the late ’80s” and markets should
recover—albeit slowly.

Most R&D investors will be sidelined in 2002,
though some opportunistic players may hunt for
bargains. Owners, you’ll have to hang in. You missed
the market peak—Dbig time.

Research & Development Summary 2002

RATING RANKING

Investment Potential 4.7 6th
Development Potential 4.2 4th (tie)
Overbuilding Risk 6.0 4th
BUY SELL HOLD
Recommendations 24% 28% 48%
1YEAR  5YEARS 10YEARS
Predicted Value Gains/Losses  0.4% 109% 21.5%
EXHI B‘I T 3-3
New Industrial Construction (s Billions)
$50 [~
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Sources: Haver Analytics, Rosen Consulting Group
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OFFIGE

STRENGTHS

R

‘ Most interviewees expect the handful of major 24-
hour downtown office markets to stay close to
equilibrium, despite buffeting from demand decline
and “the sublease problem.” The good news about
subleasers: they still pay rent unless they go into
bankruptcy or out of business. Rollover leases will
command big markups, just not as big as a year ago.
New construction has been controlled in downtown
markets, cushioning them against the downdraft.
Subcities also show resilience. Dealmakers and
brokers sagely declined to underwrite stratospheric
rental rates into property analyses, and buyers backed
off well ahead of the market’s turn.

WEAKNESSES

‘ Tenants now have the upper hand over landlords, as
rents decline off record highs in many downtowns.
Suburban markets have softened; too much building
has come on line recently—just in time to meet
fading demand. Corporate cost-cutters ax expansion
plans and tighten belts. It’s bad news for market
absorption trends, and nobody expects zero-to-sixty
acceleration in corporate growth after the economy

turns the corner. “Anything commodity” will show
greater value deterioration.

BEST BETS

‘ High-quality 24-hour city office buildings are keepers
for core investors—it’s no time to sell. Fish for near-

bottom opportunities, concentrating on harder-hit
markets with good long-term fundamentals. The
problem is you’ll have plenty of company. And don’t
expect too many distressed sellers who can be pushed
to the wall on pricing. Suburban office close to
subcities, or in urbanizing nodes, may offer the
greatest buyer bargains.

Another mantra: eschew fringe suburban product and
older, obsolescent space. Recent value run-ups in B-
minus and C space inflated values out of proportion.
Market dips are never kind to these properties and
they take longer to revive. Some never do.

DEVELDPHENT

Wisely, construction lenders closed the vaults and
“developers aren’t stupid—they’re not going to put
their money at risk.” Bankers’ discipline forced
downtown developers to obtain significant preleasing.
Consequently, just-completed projects should have
decent cash flows to carry them through. Suburban
spec developers and their lenders face considerable
uncertainty. Projects scheduled for 2003 hope to
skate past the bad times. Basically, office projects are
non-starters for 2002: “On a risk-adjusted basis,
development looks too chancy today.”

ouTtLOOK 2002

Downtown markets shouldn’t suffer significant
dislocation and will be positioned to resume steady if
unspectacular growth in rental rates once the
economy picks up. Suburban markets will stagger on
for a while, but they feature better acquisition
opportunities as markets rebound.

Downtown Office Summary 2002
L RATNG _RANKING |

Investment Potential 54 4th
Development Potential 4.2 4th (tie)
Overbuilding Risk 5.1 8th
BUY SELL HOLD
Recommendations 42% 10% 48%
1YEAR 5YEARS 10YEARS
Predicted Value Gains/Losses  0.9% 141% 26.2%
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Tenants now have the upper hand over
landlords, as rents decline off record highs
in many downtowns.

Addendum

FUNCTIONAL FLEXIBILITY

‘ The stomach-turning pictures of the World Trade Center
cataclysm raise questions about the future of skyscraper
trophies. Anybody working in a major downtown tower
has a new perspective on the merits of a corner office
with a view. Suddenly, these great buildings seem
incredibly vulnerable targets of mayhem. But once the
collective psyche moves beyond the September 11 attack,
the allure of owning and working in signature properties
should once again reclaim its own magnetic
force—though major companies may look to spread
employees across multiple locations. In general, building
owners will be faced with increased security costs.

SHADOW VACANCY

‘ Large, more sophisticated tenants struggle to shrink
space costs further. Many companies took advantage of
boom times and new technologies to squeeze space
per capita to its limits. Now, they want to eliminate as
many “empty cubes” as possible and utilize their space
to maximum efficiency. Companies are “hyperfocused”
on the “shadow vacancy” problem: pockets of office
space that aren’t being used. Typically, about 5% of
company space suffers from shadow vacancy—*“that
can amount to millions of dollars oft the bottom line
annually.” Space planners and facilities managers attack
the issue with growing fervor as corporate profit
outlooks diminish. Anyone who thought there would
be a backlash move to bigger offices and more space
per employee should think again.

Suburban Office Summary 2002
L RATNG _RANKING |

Investment Potential 48 5th
Development Potential 34 6th
Overbuilding Risk 6.3 3rd
BUY SELL HOLD
Recommendations 39% 18% 43%
1YEAR  5YEARS 10YEARS
Predicted Value Gains/Losses  -1.4% 10.7%  20.9%

‘ Beyond serving cooling and wiring needs for tenant
tech requirements, buildings need to supply open floor
plans, which continue to gain favor over private office
layouts. High ceilings and few columns are key.
Multizone air conditioning is important for improving
the comfort levels in the cube rat mazes. Tenants
increasingly require 24 /7 access, which challenges
cleaning and security operations and increases power
costs. “It’s all about being part of a global economy.”
Most costs can be passed through to tenants.

EXHIBITS a-6., 7, 8
|

Office Vacancy Rates
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HOTELS

_STRENGTHS

’ After ten years of significant profit growth and cost
cutting, hotels today are much better fortified to
withstand lowered occupancies and room rates when
rough economic times hit. That’s good, because the
lodging industry has entered its roughest stretch
since the bleak Gulf War period of 1991. In fact,
business falloff after the terrorist rampage was
unprecedented. However, the industry break-even
occupancy rate stands at an impressive 54%, down
from 64% in 1990. That leaves room for ample
declines in markets that were enjoying 80%-plus
occupancies into 2001. Interest expense has
been cut to just 3.8% of revenues. Owners are well
capitalized—industry-wide default rates hovered
under 2% before September 11. The big operators
have taken advantage of national contracts with
vendors and service suppliers, and use centralized
reservation systems and computers to cut
administrative costs.

The new generation of midpriced hotels without
food and beverage operations are positioned to do
better, attracting business travelers whose more
limited expense accounts won’t cover the tab at
higher-end full-service lodgings. Vacationers are also
attracted to lower price points. Everyone can get by
without room service.

WEAKNESSES

‘ Plenty of those. The public’s heightened fear of

terrorism sends shudders through the travel industry.

“Down trading” pounds at luxury and full-service
hotel room revenues. Travelers look to cheaper
alternatives, and operators lower their rates to retain
market shares, hitting bottom lines. “Profits are
sinking.” Bigger business markets—New York and
San Francisco, in particular—show the biggest drop-
offs just as new construction is completed. New
projects will struggle and defaults could rise
dramatically. Rooms go begging. “Now I can get a

room at a discount even at midnight, where a few
months ago there was nothing available,” says a
seasoned road warrior. Reduced business travel puts
airport hotels directly in the line of fire. Vacation
destinations were late to feel the pinch, but as
consumer spending tanks—and as people stay closer
to home—watch out for more bad news.

BEST BETS

“This is no time to sell” full-service hotels. Buyers
will look for bargains in the trough, calculating their
offers off 2001 income streams, not record 2000
levels. Anyone selling “would be distressed.” Don’t
expect many trades. Everyone is counting on 2003 to
bring a resumption of profit-growth trends, since the
industry—particularly construction lenders—has been
relatively well disciplined recently. The best future
growth markets include Florida destinations,
California, Washington, D.C. (new convention
center), and supply-constrained Boston. New York
suffers from obvious near-term question marks, but
should rebound as the city recovers and rebuilds.

AV

Higher-end product, especially luxury resorts, is
taboo for now. After the tech wreck, people weren’t
feeling quite as wealthy or spendthrift—and may not
for quite a while. September 11 only exacerbated the
business fall-off. Luxury properties are capital drains
and management intensive. Any remaining high-
rollers won’t come back if the lawns aren’t manicured
and beds aren’t turned down.

Many institutional investors have essentially redlined
limited-service hotels. “They scare the heck out of
me.” Budget categories are rebounding, as lower
price points suddenly look attractive to travelers and
new construction temporarily eases. These hotels are
also well positioned to benefit as vacationers take to
the roads over the skies. At current low-teen yields,
you could buy and look to flip. But these properties
are better left to operators who can contend with the
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Everyone is counting on 2003 to bring a
resumption of profit-growth trends.

vagaries of low barriers to entry and plenty of Limited-Service Hotel Summary 2002
competiion.
Investment Potential 28 10th
m Development Potential 20 10th
. . ) Overbuilding Risk 75 1st
Who’s lending? The sector is now capital starved and oy - s
new rooms are plentiful—construction peaked in )
Recommendations 8% 65% 27%

1998 but has tracked down slowly. Hotel

development is a non-starter. A R s

Predicted Value Gains/Losses  -2.7% 5.4% 12.3%

v 4 4

The lodging industry might stay profitable, but it
faces the daunting challenge of overcoming trauma
from the terrorist strikes. If the economy rebounds
and global conditions ameliorate, the damage will be

Full-Service Hotel Summary 2002

RATING RANKING

manageable. Otherwise, 2002 looks like an extremely TnfEsiim 2T FaltEnie] S it
difficult year. Development Potential 3.3 7th
Overbuilding Risk 5.7 5th

BUY SELL HOLD

Recommendations 21% 21% 58%

1YEAR 5YEARS 10YEARS

Predicted Value Gains/Losses  -0.3% 10.4%  20.7%

vV 4 4

EXHIBIT 3-8
|

Hotel Profitability

1997 1998 1999 2000
RevPAR ($) 48 50 52 55
Industry Revenue ($B ) 87 95 103 1144
% Change 9.6% 9.1% 9.1% 10.3%
Industry Profits ($B) 17 20.9 221 24

% Change

Profit Margin 19.6% 22.1% 21.4% 21.1%

Sources: Deutsche Banc Alex Brown, Smith Travel Research, and Lodging Econometrics
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RETAIL

_STRENGIHS |

BEST BETS

‘ Interviewees are uniformly gloomy about retail real
estate and grope for positives. Everyone likes fortress
malls, but only a handful exist and their owners—
mostly REITs or REIT joint ventures—aren’t selling.
In negotiations with national retailers, REIT owners
can leverage coveted store slots in their prime centers to
boost portfolio returns. Power centers, though saddled
with a high-risk reputation because of oversupply and
limited big-box retailer lineups, can nevertheless
“outperform other formats” if they are well located
near fortress malls.

Pension funds like the income from grocery-anchored
strips and community centers and view these properties
as lower-risk. Owners relentlessly point out that
“everybody has to eat.” But whose lunch will be
noshed? Wal-Mart and other discounters muscle into
traditional grocery stores’ market shares, while
supermarket chains consolidate in a low-margin
business. Dry cleaners pose potential environmental
problems, and Mom-and-Pops can take it hard on the
chin during recessions.

WEAKNESSES

Many. America is overstored—too many formats
cannibalize each other. “Everybody feeds from the
same limited trough” and, so far, the Internet only
nibbles away at market share. Fundamentals
deteriorate—comparative sales growth is negative,
consumer spending is down, value retailers are
siphoning department store sales, and more chains are
going Chapter 11. Credit tenants are in short supply,
and apparel sales—traditional mall mainstays—continue
to sag. NCREIF returns for retail lagged all other
sectors over the past five years despite one of the most
robust economic periods in U.S. history, when
consumers were spending themselves into record levels
of debt. What happens when the economy heads south?
Most likely, nothing good—we’ll soon find out.

‘ The pickings are slim. Fortress malls are solid holds,
and nearby complementary power centers with top big-
box retailers should perform well. A few B centers may
be keepers—“they’ve been painted with the same brush
as C malls but may be closer to A than C.” Grocery-
anchored shopping centers make sense if they’re
located in strong infill areas near attractive
neighborhoods, but “it’s difficult to find quality at a
reasonable price.”

T

‘ The usual suspects. The allure of B and C malls wanes
for both retailers and consumers, who follow each
other to the A-class regional centers. Lesser malls have
“no exit strategies.” They burn capital to stay
marginally competitive or else lose market share faster.
“Tenants in malls are trying to stay hot by constantly
remaking themselves, and malls have no choice but to
follow suit.” At the right price, buyers can get great
income returns and depreciating assets, but “it’s like
dope.” Dead and dying malls litter the nation’s
suburbs. Owners need to bite the bullet and sell out to
cut losses or settle on an alternative use. Most power
centers are risky propositions, as category killers and
discounters battle amongst themselves in submarket-
by-submarket survival contests. The only sure thing is
that owners will be challenged to re-lease empty boxes
abandoned by the losers.

DEVELIPHENT

‘ Mall construction is moribund—only five or six are
under way nationally. That’s good news for existing
owners, since new projects inevitably kill off one or more
older, nearby centers. But don’t be fooled. “There’s not
a lot of mall development going on, but there is a lot of
retail development.” Easy-to-build strip retail and power
centers seem to go up willy-nilly, while lifestyle centers (a
hybrid of power centers, malls, and community centers)
continue to be promoted by retailers as the new-wave
format for upscale neighborhoods. They’ll end up
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Tenants in malls are trying to stay hot by
constantly remaking themselves, and malls
have no choice but to follow suit.

stealing business from the other categories, particularly
malls. It’s just more of the same retailer merry-go-round:
rob Peter to pay Paul.

EXHIHIIT a-10

Retail Construction  (square Feet)

- mess  Total (Includes Super Regional Malls)
300 )
= Community Centers
[I u 'I' I. I] [I K 2 I] I] 2 250 | === Neighborhood Centers
200 - Regional Malls
‘ A weak economy promises to exacerbate retailer 150
troubles and bleed returns from shopping centers. 100 [~
Unless and until retailers weed out formats and 0 ‘\
development shuts down, controlling the supply of Qb NS
‘87 89 91 93 95 97 99 '0if

new space, many equity and debt investors will
choose to bypass shopping centers altogether. The
economy could lend a cruel hand. For the present,
“retail is being taken off a lot of radar screens.”

A d dEn dum Investment Potential 55 3rd

Development Potential 50 3rd

Overbuilding Risk 50 Sth

WHITHER DEPARTMENT STORES

BUY SELL HOLD

‘ Underlying the problems of regional malls is the Recommendations 48% 16% 36%
suspect condition of many national department store 1YEAR  5YEARS 10YEARS
chains. Venerable J.C. Penney and Sears are shadows Predicted Value Gains/Losses  2.1% 108%  20.6%

of their glorious pasts. Sterns and Montgomery Ward
are just the latest storied names to go out of business.
Dillards and Nordstrom have lost their former edge.

The tally goes on and on. “They’re only large apparel

stores—very few real department stores exist Investment Potential 3.0 Sth
anymore.” Will more department stores skid into Development Potential 24 oth
oblivion in a recession? “All retail will be highly Overbuilding Risk 6.4 ond
1 » b .
susfffcptlblcli Wlth?utl s;rogﬁ agchgrs tofdraw in | - . oD
traffic, malls are crippled. The demise of many regiona :
’ bP yres Recommendations 6% 72% 22%
centers tracks the fading fortunes of department stores.
1YEAR  5YEARS 10YEARS
m Predicted Value Gains/Losses  -2.2% 4.7% 10.0%

Dead or dying regional shopping centers present a
major challenge not only for owners and investors, but
also local governments. How do you reclaim fertile

Investment Potential 4.1 8th
sources of tax revenues that have become eyesores and
emblems of decline? These huge sites are well suited to Development Potential 29 ]
creative mixed-use projects, which include pedestrian Overbilding Risk 40 10th
friendly residential developments integrated with retail BUY SELL HOLD
and some office. Malls had epitomized the car Recommendations 7% 30% 63%
dependent suburban culture of post World War 11 1YEAR  5YEARS 10YEARS
America. If properly planned, greyfield malls can be Predicted Value Gains/Losses  -0.6%  82%  15.9%
transformed into model communities for the future.

Sources: National Research Bureau, Rosen Consulting Group

Community Shopping Center Summary 2002

Power Center Summary 2002

RATING RANKING

Regional Mall Summary 2002

RATING RANKING
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INTERVIEW/SURVEY PARTICIPANTS 2002

David Twist
AMB Property Corporation

Daniele D. Bodini
American Continental
Properties Group

Bruce H. Braine
American Electric Power
Company, Inc.

Allan J. Sweet
AMLI Residential Properties Trust

David B. Agnew
Amstar Group Ltd.

John P. Skram
ASB Capital Management, Inc.

Bradley A. Olsen
Atlantic Partners, Ltd.

Donald L. Johnson
Gary J. Katunas
Bank of America

Richard Almy
Barnes & Nelson Union
Partners, LLC

William L. Wilson
Belk, Inc.

Joseph I. Neverauskas
Berwind Property Group

James C. Bieri
Bieri & Associates, Inc.

Randy Blankstein
The Boulder Group

Philip L. Hawkins
CarrAmerica Realty Corporation

Thomas D. Senkbell
Carter & Associates

Sean Callum
Catellus Development Corp.

Douglas Herzbrun
Greg Vorwaller
CB Richard Ellis

John S. Gates, Jr.
CenterPoint Properties Trust

Bruce Megowan
Chadwick, Saylor & Company, Inc.

Stephen Smart
Chicago Capital Management

Joseph L. Pagliari, Jr.
Citadel Realty, Inc.

Peter Katz
Citistates Group

Stephen J. Furnary
Stephen B. Hansen
Clarion Partners

Steven Disse
James B. Planey

Colliers, Bennett & Kahnweiler Inc.

Kieran P. Quinn
Column Financial, Inc.

Everett B. Miller, 111
Commonfund Realty, Inc.

Gary D. Arnold
Construction Lending Corporation
of America

Marc Louargand
Cornerstone Real Estate
Adpvisors, Inc.

Roger A. Waesche, Jr.
Corporate Office Properties Trust

John L. Young
Credit Suisse First Boston
Realty Corp.

Stephen G. Jones
Cushman & Wakefield, Inc.

Joseph N. Iadarola, Jr.
David L. Babson & Company, Inc.

Walter M. Korinke
Delaware-Lincoln Investment
Advisors

Richard Horn
Duke Weeks Realty Corporation

David H. Hoster, 11
EastGroup Properties, Inc.

Howard Silver
Equity Inns, Inc.

Thomas Wiese
FelCor Lodging Trust Inc.

Michael Brennan
First Industrial Realty Trust, Inc.

Douglas W. Bennett
Florida State Board of
Administration

Jay Brinkerhoff
Fortis Asset Management

Bernard Freibaum
General Growth Properties

Ngee-Huat Seek
GIC Real Estate Partners Ltd.

Kurt Wright
GMAC

James H. Kammert
The Goldman Sachs Group, Inc.

Michael Goldman
Golub & Company

Gary Barth

Lawrence C. Baucom

Simon Milde

The Greenwich Group International

Jeffrey A. Conrad
Hancock Agricultural
Investment Group

Richard Kateley
Heitman Financial

Charles Wurtzebach
Henderson Global Investors

Lawrence J. Vogler
HI Group

Charles Baughn
Hines Interest L.P.

Jeffrey P. Munger
James Savage
Holliday Fenoglio Fowler, L.P.

Paul Curbo
INVESCO Realty Advisors

Michael Giliberto
J.P. Morgan Chase & Co.
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Charles Beaver
The John Buck Company

Jun Han

Deborah H. McAneny
John Hancock Real Estate
Investment Group

Bruce W. Ficke
Jacques Gordon
Jones Lang LaSalle Inc.

Julien J. Studley
Julien J. Studley, Inc.

Robert E. Gilberg
Kaiserman Company, Inc.

Tracy Kan
Kilroy Realty Corporation

William F. Freeman, III
Kollman (USA), Inc.

W.B. Brueggeman
L&B Realty Advisors, Inc.

Karen Hathaway
John Hathaway
LAACO Ltd.

Michael E. Medzigian
Gwynne M. Murphy
Lazard Freres Real Estate
Investors, LLC

Glenn R. Mueller
Legg Mason, Inc. and
John Hopkins University

Michael McNamara
Lehman Brothers Inc.

Harold E. Holliday

Live Oak Capital Advisors, Inc.

Theodore Leary, Jr.
Lowe Enterprises Investment
Management

J. Alan Steinkamp
Mayer Capital Partners

Joseph C. Ellsworth
MCI Worldcom

Charles R. Broff
James R. Geiger
Mellon Financial Corporation

Henry D. Bullock
Menlo Equities

Charles Davis
Metropolitan Life Insurance
Company

Glenn Rufrano
New Plan Excel Realty Trust

James D. Campbell
New York State Teachers’
Retirement System

Lawrence R. Gottesdiener
Northland Investment
Corporation

Lois A. Smith
Northwestern Mutual Life
Insurance Company

Nicholas G. Buss
Richard DeVore
PNC Real Estate Finance

Kevin R. Smith
Prudential Real Estate Investors

Patrick Mayberry
Riggs & Company

Kenneth T. Rosen
Rosen Consulting Group

Bruce A. Eidelson
Russell Real Estate Advisors

Christopher M. Casey
Secured Capital Corp.

David Weiner
Sentinel Real Estate Corp.

Richard S. Sokolov
Simon Property Group

Marshall D. Lees
Slough Estates USA Inc.

Arthur I. Sonnenblick
Sonnenblick-Goldman Company

Thomas P. Lydon, Jr.
SSR Realty Advisors, Inc.

Christopher Mark
Richard B. Stern
Storage USA, Inc.

Joseph W. Luik
Teachers Insurance and Annuity
Association

Peter L. Katseff
Tennessee Consolidated
Retirement System

Anthony J. Pierson
Philip J. Ward
Times Square Real Estate Investors

David C. Pahl
TMW Real Estate Group

Erwin K. Aulis
Transwestern Investment
Company

Casey R. Wold
TrizecHahn Office Properties, Inc.

Charles J. Lauckhardt
The Tuckerman Group

Henry W. Haunss, Jr.
UBS Realty Investors

Vincent Sanfilippo
Urdang & Associates Real Estate
Advisors, Inc.

Lee T. Hanley
Vestar Development Company

Michael D. Fascitelli
Vornado Realty Trust

Thomas Regnell
Washington Real Estate
Investment Trust

Bruce Choate
Watson Land Company

Sean Tabor
Edward Di Orio
WCB Properties

Mariya Khasina
Weybridge Capital Investors

Gordon F. DuGan
William Polk Carey
W.P. Carey & Company, LLC
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SPONSORING COMPANIES

/’\
Lend Lease

REAL ESTATE INVESTMENTS

Lend Lease operates from more than 40 major cities
on five continents and is recognized as one of the most
diversified real estate investment management
organizations in the world. With more than $52 billion
in our global real estate portfolios, including $43 billion
in the United States, we provide a broad spectrum of
research-driven investment products and services in all
property types in the public and private, debt and equity
markets. Our capabilities include portfolio
management, financing, capital advisory, debt advisory,
asset management, acquisitions, sales, mortgage
originations, tax credit investing, development,
commercial mortgage-backed securities, agribusiness
investments, loan servicing, investment research, real
estate securities, senior-living investment, project
management, and construction.

SENIOR EXECUTIVES:

Fred N. Pratt, Jr.
Chief Executive Officer - U.S.

3424 Peachtree Road, NE
Atlanta, GA 30326
(404) 848-8600

Gene Conway
Real Estate Equities

Ray D’Ardenne
Capital Partners
Donnie Skidmore

Commercial Credit

Marshall Woodward
Real Estate Operations

Jenny Netzer
Housing and Community Investing

Jerry Barag
Chief Investment Officer
Jim Quille

International Investments

PRICEWATERHOUSE(COPERS

PricewaterhouseCoopers  real estate group assists real
estate investment advisors, REITs, public and private real
estate investors, corporations and real estate management
funds in developing real estate strategies; evaluating
acquisitions and dispositions; and appraising and valuing
real estate. Our global network of dedicated real estate
professionals enables us to assemble for our clients the
most qualified and appropriate team of specialists in the
areas of capital markets, systems analysis and
implementation, research, accounting, and tax.

REAL ESTATE LEADERSHIP TEAM:

Patrick R. Leardo Global Real Estate Financial
Adpvisory Services
New York, USA

(212) 520-2666

Robert K. Ruggles, Il Global Strategic Real Estate
Valuation/Consulting
New York, USA

(201) 689-3101

Peter F. Korpacz Global Real Estate Research Group
Bethesda, MD, USA

(301) 829-3770




