





EXHIBIT 4-15
U.S. Hotels: Full Service

2011 Prospects Rating Ranking
Investment Prospects Fair 477 6th
Development Prospects Very poor 2.23 8th
Expected Capitalization Rate, December 2010 8.7%

Buy Hold

28.9% 52.4%

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on U.S. responses only.

EXHIBIT 4-16
U.S. Hotels: Limited Service

2011 Prospects Rating Ranking
Investment Prospects Fair 467 7th
Development Prospects Poor 2.58 6th
Expected Capitalization Rate, December 2010 9.0%

Buy Hold

26.6% 55.8%

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on U.S. responses only.

EXHIBIT 4-17
U.S. Hotel Occupancy Rates and RevPAR
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Sources: Smith Travel Research (1987 to 2009), PricewaterhouseCoopers LLP (2010 and 2011).
* Forecast.
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Best Bets

“Over the course of any decade, there are two years to buy
hotels and two years to sell them. Now is the time to buy.”
But investors must fork over substantial equity and not get
overly enamored of lobby decors or presidential-suite crea-
ture comforts. “This is a boom/bust property type,” so pre-
pare to sell quickly once any recovery takes hold.

Avoid

Buyers could overpay if they base pricing on a rapid return
to peak occupancies and rates. “Those assumptions may
not pan out,” even in the top markets. Big-ticket resorts
and high-end convention hotels will suffer as travelers and
companies continue to count their pennies and down-
scale. Do not expect spendthrift flings and anything-goes
travel budgets to come back in fashion anytime soon. Also,
beware of gambling-related hotels and resorts. Too many
Native American—operated casinos compete for dollars from
exhausted consumers who do not have the luxury of los-
ing any more money after recent housing and stock market
declines. In particular, Las Vegas loses some glitz.

Development

Some lenders may consider financing an apartment project
or a build-to-suit office for a high-credit corporation, but for-
get about a construction loan for a new hotel in the current

environment: (virtually) no way.

EXHIBIT 4-18
U.S. Hotel/Lodging Property Total Returns

80 m NCREIF
70[" © NAREIT

Sources: NCREIF, NAREIT.
* Data as of June 30, 2010.



Outlook

In an encouraging sign, “chocolates are back on pillows.”
But hotel performance correlates closely to growth in gross
domestic product (GDP), and an expected elongated eco-
nomic recovery bodes for a more-sluggish-than-typical resur-
gence in the lodging sector. Strong brands should attract
more business: guests prefer to play it safe with tried-and-
true innkeepers and make sure budgets go farther. Those
reward programs help, too. “This sector is not for the faint of
heart. You need a good operator.”

Office

Strengths

“Not all office is created equal.” Class A buildings in primary
24-hour markets remain highly coveted by tenants and inves-
tors. Corporate heavyweights and white-glove service firms
still want the prestige and visibility provided by signature
space. Cash-flush, high-net-worth investors and foreign buy-
ers may gravitate to familiar skyline landmarks for ego ben-
efits or out of familiarity, but these high-profile properties can
hold values and sustain cash flows as well as any real estate
subsector. Well-capitalized owners will continue to keep
rollover tenants in place and lure existing tenants away from
debt-ridden competitors, using improvement packages and
free rent periods. “But some concessions begin to shrink—a
good sign” for the overall market.

Weaknesses

Ugh. Where to begin? Outside of New York City, Washington,
D.C., and a handful of other 24-hour downtown cores, few mar-
kets sustain a pulse, buried under high vacancies and falling
revenues. “Demand is the worst I've ever seen.” Companies
turn ultra—cost conscious, expecting deals and wanting effi-
ciencies, which “creates problems for landlords with older,
more obsolescent space.” Renewing firms rarely expand and
either take the same amount of space or less, “not as a func-
tion of recession or one-time downsizing, but reflecting a new
way of doing business and a focus on expense levels.” More
companies outsource and move jobs around on a global
playing field to gain productivity advantages. “It's pervasive.”
Meanwhile, concessions eat into returns: “Face rents don't tell
the story.” Investors turn more wary, especially about commod-
ity assets. “Office outperforms only at peaks; you need to time
the market.” They grow especially weary of inconsistent cash
flows, high capital expenditures, inevitable concessions in
market troughs, exposure to lumpy tenant rollovers, and “only
narrow windows of profitability.”

Property Types in Perspective

EXHIBIT 4-19
U.S. Office Investment Prospect Trends

Central City Office
Suburban Office

2004 2006 2006 2007 2008 2009 2010 2011

3 = poor, 4 = modestly poor, 5 = fair, 6 = modestly good, 7 = good.
Source: Emerging Trends in Real Estate surveys.
EXHIBIT 4-20
U.S. Central City Office
2011 Prospects Rating Ranking
Investment Prospects Fair 5.08 4th
Development Prospects Very poor 2.35 7th
Expected Capitalization Rate, December 2010 71%

Buy Hold Sell

34.7% 53.2% 12.1%
Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on U.S. responses only.
EXHIBIT 4-21
U.S. Suburban Office
2011 Prospects Rating Ranking
Investment Prospects Modestly Poor 3.99 11th
Development Prospects Very poor 1.83 11th
Expected Capitalization Rate, December 2010 8.3%

Buy Hold Sell
17.0% 53.1% 29.8%

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on U.S. responses only.
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EXHIBIT 4-22
U.S. Office New Supply and Net Absorption

Completions = Net Absorption
120 — —120

Completions (msf) .
D o o
o o o

| | |

I Y N |
N A~ O
o O O O O

Net Absorption (msf)

~
S
|
| |
o
PN}
S o

20 — -1 -60
—-1-80
0 — —100

Source: CBRE Econometric Advisors.
* CBRE Econometric Advisors Forecast.

EXHIBIT 4-24
U.S. Office Property Total Returns

EXHIBIT 4-23
U.S. Office Vacancy Rates
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Source: CBRE Econometric Advisors.
* CBRE Econometric Advisors forecast.

Best Bets

Investors with sidelined cash will pursue the best properties
in the best markets. “Even though it scares me that people
use office less, it's hard to stay away from the best assets.”
Tenants should be “very motivated” to take advantage of low
rents and concessions while they can. “We’re several years
away before landlords regain leverage over tenants, but at
least it's moving more in that direction.”
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Sources: NCREIF, NAREIT.
* Data as of June 30, 2010.

Avoid

Suburban markets “could take years to recover” as occupan-
cies slump in the low 80s “with no material demand driv-
ers.” Cutthroat leasing economics give away free rent and
tenant improvements, slicing into net rents. “l can't imagine
why anyone would want to own a suburban office building.

It used to be back offices went to the suburbs. Now they go
to India, Guatemala, Warsaw, or wherever.” These “easy-to-
build assets” turn into a “trading commodity.” Owners have
“no pricing power” over a cycle. The best you can hope for is
“stabilized vacancies in the 10 to 15 percent range.”

Development

On a market-enforced siesta, developers must carefully cali-
brate locating and timing their next buildings. History shows
that following a downturn, early-out-of-the-ground projects
have the best success. Usually they are completed into a
wave of tenant demand. But this cycle may be different, if
the nation’s jobs engine does not ignite and companies stay
in efficiency mode. Many secondary and tertiary markets will
not attract enough growth to warrant much building activity.
Developers instead focus more on infill locations near vibrant
downtown cores and urbanizing suburban nodes, and realize
new projects will need to go green.



Outlook

How much office space do we really need? Companies seem
to “figure not as much.” Expect only pockets of improvement,
mostly in and around the global gateways. “Without employ-
ment growth, it's a zero-sum game. Somebody is winning at
somebody else’s expense.” “Better buildings in better mar-
kets will fill up [vacancies] first,” while B and C assets strug-
gle and any “obsolescence deters leasing.” Through 2011,
tenants will look to trade up from Class B to A space and
retain the upper hand in any lease negotiations. Inevitably,
concession packages become less generous.

Retail

Strengths

Horrendously “low expectations haven’t been met,” and
shopping-center investors regroup. “We're now realistically
confident we can get through this rough period.” Retailers
closed weak stores and shed more than a million jobs,
improving margins, enhancing inventory management, and
making higher profits off smaller volumes. They now realign
lineups in the best locations, benefiting fortress malls and
prime infill community/power centers, but open smaller stores
and command lower rents. At least “tenant seepage has
stopped.” Owners of good retail centers with high-credit ten-
ants also can secure financing. “I'm surprised by how well it's
held up.” In a “survival of the fittest” environment, the strong
not only endure, but fortify.

Weaknesses

Pessimism may have been overdone, but only by degrees.
“Levels of concessions have been unprecedented. Malls look
full, but owners forgive back rent, cap CAM [common-area
maintenance] charges, or just let stores stay open without
paying anything.” Sales start to increase as shoppers con-
centrate buying activity in surviving locations, but overall,
consumers do not spend enough. “We're limping along.”
Strong centers poach tenants from weaker malls. “It [the
poaching] is open and notorious.” For years, interviewees
have wondered about America’s “absurd” retail-space-per-
capita ratios—the world’s highest. Some gross leasable
area will be wiped out across the shopping center land-
scape—anywhere from 5 to 10 percent. “If you drive around
some suburban neighborhoods, everything is empty.” Now
malls and power centers lure supermarket chains into empty
anchor locations—another blow to some already-shaky com-
munity centers, which have trouble meeting loan require-
ments or gaining access to refinancing capital. Internet

Property Types in Perspective

EXHIBIT 4-25
U.S. Retail Investment Prospect Trends

s \eighborhood/Community Centers

8 Power Centers
Regional Malls
7 [
Xl
5
41
1

3 I 1 I I I 1 )
2004 2005 2006 2007 2008 2009 2010 2011

3 = poor, 4 = modestly poor, 5 = fair, 6 = modestly good, 7 = good.
Source: Emerging Trends in Real Estate surveys.

retailing already takes about a 10 percent market share away
from bricks-and-mortar stores, with more to come. “People
continue to spend less time in malls.”

Best Bets

It is the same old story as during any flight to quality: inves-
tors want only the best properties—the best retailers, the best
physical plant, and the best location. REITs long ago cor-
ralled most fortress malls and many prime grocery-anchored
centers. Infill assets enjoy better prospects as retailers

scout for more locations in urban and urbanizing districts.
Secondary locations stay out of play “unless [the investments
are] absolute steals,” and there is only limited buyer interest
in B/B+ malls. But savvy opportunistic investors may pick off
some winners by recognizing the survivors. Any center with
sales per square foot in the $250 range confronts change

of use and redevelopment. Tenants, meanwhile, should use
their ample leverage to lock in favorable deals.

Avoid

In the current climate, fringe retail strips, depending on mom-
and-pop tenants, face longer odds. Regional malls under 1.5
million square feet lose ground as retailers concentrate in
larger fortress centers. The lifestyle fad also seems to have
run its course: a phenomenon of living large expectations
diminishes in credit-starved times. Power centers with empty
boxes may have trouble finding replacements.
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EXHIBIT 4-26 EXHIBIT 4-29
U.S. Neighborhood/Community Centers U.S. Retail Completions and Vacancy Rates:
Top 50 Markets

2011 Prospects Rating Ranking
Investment Prospects Fair 505 5th i Completions = Vacancy Rate %
Development Prospects Poor 3.05 4th
35 112
Expected Capitalization Rate, December 2010 7.6% 20
Buy Hold 5 3
41.5% 41.8% E e
2 20 nE
Source: Emerging Trends in Real Estate 2011 survey. 2 §
Note: Based on U.S. responses only. § 15 =
8
10
EXHIBIT 4-27 5
U.S. Regional Malls . 6
2011 Prospects Rating Ranking ~  ~ ~ " " " T T T T Sooasaasaseass
Investment Prospects Modestly Poor 4.06 9th ?oFurce: RtEIS.
Development Prospects Very poor 1.84 10th 0IEcasts.
Expected Capitalization Rate, December 2010 7.2% EXHIBIT 4-30
U.S. Retail Property Total Returns
Buy Hold
12.6% 61.0%
Source: Emerging Trends in Real Estate 2011 survey. 501
Note: Based on U.S. responses only. 40
30
EXHIBIT 4-28 20
U.S. Power Centers It
g 0 (| BS| B B D] O
2011 Praspeets iy, Lo 0885883588388 55888885882
Investment Prospects Modestly Poor 4.04 10th o T T Sosaees o
Development Prospects Very poor 213 9th . B
Expected Capitalization Rate, December 2010 8.1% 40|
Buy Hold -50L-
9.9% 58.8%
Sources: NCREIF, NAREIT.
Source: Emerging Trends in Real Estate 20117 survey. * Data as of June 30, 2010.
Note: Based on U.S. responses only.
Development tricts must reinvent themselves. “We have the opportunity in

this hiatus to rethink how we deliver retail in better transporta-
tion-linked urban centers, moving away from car-dependent
models.” Expect more mixed-use concepts involving resi-
dential space. “An aging population wants to drive less, and
people in general want to shop closer to where they live.”
Any new development will focus on infill, rejecting big bets on
emerging locations—but nothing happens in 2011.

Simply nada. For the first time since the early 1950s, no
regional malls are under construction in the United States.
“That’s stunning!” The big REITs focus on growth through
consolidation, not building. Realistically, most areas need
less retail, not more. “Endless strip construction is over.”
And some suburban shopping centers in densifying dis-
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Outlook

Shopping center owners could sustain a painful one-two
punch. As a retrenching America buys less, more technologi-
cally enabled consumers also will reduce visits to traditional
retail formats. Chain stores will morph into and be recon-
stituted with different concepts and looks, harnessing web
innovations to drive more sales, whether online or in malls.
Smaller stores in high-visibility, central locations—urban and
suburban nodes—fit their parameters. Just like premier city
shopping districts survived the post-World War Il move to the
suburbs, well-situated fortress malls and community retail will
prosper in denser 21st-century suburbs. Probably more than

any other property sector, retail braces for significant change.

Housing
C
Strengths

Housing markets may offer lessons for other real estate
sectors: prepare for a long slog back to equilibrium after
bouncing around on the bottom. Time and ongoing delever-
aging will cure current imbalances, while forecast population
growth will eventually sop up excess inventory so prices can
advance (modestly). Low interest rates keep markets from
getting worse and let high-credit borrowers reduce their
mortgage costs. Not surprisingly, upscale neighborhoods in
24-hour cities and fashionable suburbs generally sustain val-
ues. Sound familiar?

Weaknesses

Misery engulfs many U.S. homeowners who overleveraged in
a fantasy of ever-escalating values. The market crash erases
not only “cash equity on which they were depending” to sus-
tain lifestyles, but also (American) dreams of secure financial
futures. “It takes a long time to recover lost value in a nor-
malized market,” let alone in an abnormally depressed one.
Absent cheap credit, low early-year payments, and lackadai-
sical underwriting, many borrowers at all income strata could
not really afford their homes and paid too much at inflated
prices. “Perversely,” people with bad credit who need help
the most have been unable to take advantage of low inter-
est rates to refinance or hold on to their homes as lenders
belatedly tighten standards. Even worse, many potential
homebuyers cannot muster enough equity to afford slashed
prices and take advantage of the low mortgage rates. Some

Property Types in Perspective

may be afraid to take the plunge given the unsettled jobs out-
look, but many others have limited savings and debts to pay
off—credit card, car loan, and mortgage. Trading-up buyers,
a mainstay of transaction activity, cope with underwater mort-
gages on their existing homes, and lenders shut out specula-
tors. “You can’t get blood out of a stone.”

Best Bets

For buyers with cash and sound credit, make no mistake:

the time is right to acquire dream homes in dream locations.
Market-bottom prices and record-low mortgage rates provide
a unique opportunity to acquire assets at attractive discounts.
You can have your pick of the right resort golf course haci-
enda or oceanside condo. Empty-nester parents can buy city
digs for kids in preparation for downsizing out of suburban
homes when markets look better. If you have money, you
have plenty of options.

Avoid

Steer clear of tract mansions, “the Hummers of real estate.”
They never made much economic sense, given big heating
bills, high property taxes, and large maintenance costs. “Now
they’re as obsolete as the cars.” Housing in commodity sub-
divisions and more car-dependent areas may take decades
to recover peak pricing.

Development
Good luck!

EXHIBIT 4-31
U.S. Single-Family Building Permits
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Source: Moody's Economy.com.
* Forecast.
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EXHIBIT 4-32
The S&P/Case-Shiller Home
Price Composite-20 Index

250

Index

100
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1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010*

Source: Standard & Poor.
* Data as of June 30, 2010.

Outlook

Housing could stay in critical care well into 2012 or even
2013, until foreclosures and resale product clears. Only

then can homebuilders resume activity, hoping that by then
echo boomers with improved career prospects start to bail
them out, buying at prices 30 to 40 percent off peaks. Shell-
shocked by recent events, fewer people will be able to afford
homes or feel comfortable owning them. Depending on what
happens to Fannie Mae and Freddie Mac, mortgage spreads
should widen and rising interest rates eventually will lead to
higher borrowing costs. Underwriting standards will loosen,
but purchasers will still need significant equity stakes and
solid credit histories in the new world order. Developers have
less success with greenfield subdivisions and concentrate
on infill areas. Attached homes (townhouses) and other forms
of in-town housing become more favored. Don’t be sur-
prised if more families rebond into intergenerational units—
grandparents, parents, and grandchildren all living under one
roof to share costs.
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EXHIBIT 4-33
Prospects for Residential Property Types in 2011

Investment Prospects
Development Prospects

5.44
oS’ Housi
Seniors’ Housing 479
5.30
Student Housi
udent Housing AT
Infill and 5.22
In-Town Housing 430
510
Affordable Housin
e 458
Detached Single-Family: 4.40
Moderate Income 315
Manufactured Home 418
Communities 3.42
Attached Single-Family 410
2.97
Detached Single-Family: 377
High Income 2.64
Multifamily 3.61
Condominiums 2.37
Second and 313
Leisure Homes 1.98
Golf Course 278
Communities 1.71
1 1 |
1 5 9
Abysmal Fair Excellent

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on U.S. respondents only.

Niche Sectors

Retirement Housing

The common wisdom posits that bulging numbers of graying
baby boomers will soon populate seniors’” housing develop-
ments, which should be a major growth sector for builders.
Indeed, seniors’ housing registers relatively high scores for
residential investment and development prospects in Emerging
Trends surveys (see exhibit 4-33). But new realities may tem-
per demand for retirement housing. “People wait longer to buy
into seniors’ facilities,” says an interviewee. “Living longer and
staying healthier, they enter retirement communities toward the
end of life” when they have no choice “and don'’t stay as long.”
Now the economy pushes decisions further off. Compromised



EXHIBIT 4-34
Prospects for Niche and Multiuse Property
Types in 2011

Investment Prospects
Development Prospects

: ) 5.62
Medical Office
4.80
Infrastructure 5.21
484
492
Data Centers
418
Urban Mixed-Use 463
Properties 3.42
4.49
Self-Storage Facilities
3.56
Mixed-Use Town C 4.28
ixed-Use Town Centers
3.09
Lifestyle/ 3.81
Entertainment Retail 263
3.54
Resort Hotels
1.99
Master-Planned 3.48
Communities 2.53
Master-Planned 3.04
Resorts 2.01
1 ] ]
1 5 9
Abysmal Fair Excellent

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on U.S. respondents only.

retirement savings and depleted pensions mean many seniors
cannot afford seniors’ housing and neither can their children,
“so they stay in place or move in with kids for as long as they
can.” No doubt, more nursing home and elder care facilities
will be needed over the next 20 years as leading-edge boom-
ers hit the 85-year-old threshold. But in the meantime, living in
pedestrian-friendly, 24-hour neighborhoods probably makes
more sense than suburban residences for many ambulatory
seniors: they maintain independence and can get to stores
and doctors easily. Seniors’ housing developers begin to
reconsider strategies—pondering urban apartment residences
and thinking twice about more typical landscaped suburban
projects for younger seniors.

Property Types in Perspective

Medical Office

As baby boomers age, physician visits will soar. Building and
owning medical offices plays well into the expected demand
wave. Investors concentrate activity around major hospital com-
plexes. But this niche sector offers only a shallow pool of oppor-
tunities—more for local owners than institutional investors.

Student Housing

Echo boomers boast their own growing influence not only in
multifamily, but also in student housing. Overflowing college
campuses cannot handle demand in existing dorms, and
older students prefer off-campus residences. Developers
and investors should hurry: in about ten years, the number of
college-age kids sharply declines.

Infrastructure

Considering compromised outlooks for commercial and resi-
dential sectors, many investors and developers contemplate
possible growth schemes and take interest in infrastructure.
More than 30 years of government underfunding and large
deficits leave the United States in a major quandary for how
to revamp and finance obsolete systems. Officials come to
understand that a longstanding disconnect between local
and regional planners, as well as a nonexistent national
infrastructure strategy, leaves many metropolitan areas with
inadequate roads, mass transit, and water resources to
sustain future growth. Anticipate government leaders and
institutional investors joining forces in trying to find solutions
for the infrastructure dilemma through public/private partner-
ships. A national infrastructure bank, patterned on the post-
World War Il European model, and tax incentives for public/
private partnerships could be among necessary initiatives.

Emerging Trends in Real Estate® 2011
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CHAPTER b5

FEmerging 'I'rends in

Cana

“In Canada, real estate behaves as advertised, producing steady cash
flow—oriented returns without much volatility, but an OWﬂerShlp

hOld meﬂta”ty frustrates investors looking for opportunities to buy.”

a V-shaped recovery. Now, 2011 promises slowing,

steady growth and decent prospects for real estate
investors as long as the U.S. economy does not drag them
down. “Relieved” Canadian property owners and financial
institutions cannot help contrasting their reasonably healthy
condition with parlous U.S. markets. Fundamentals trend near
equilibrium, “employment bounces back,” and banks boast
sound balance sheets. Most industries experience growth,
including finance and energy, which helps support the ser-
vice sector. “The domestic consumer has been pushing the
economy, and jobs levels bounced back to prerecession lev-
els. It's been phenomenal compared to the U.S.”

C anada barely experienced recession and jolted into

Investment Prospects

U.S. Connection. Recent experience puts “Canada in a
better place” and boosts confidence “that we can escape
U.S. problems.” Always linked to its more populous southern
neighbor, the nation “tries to diversify” beyond a dependence
on U.S. exports, extending trading relationships to Europe
and Asia, particularly China. Still, a weak U.S. greenback and
sputtering U.S. economy dampen cross-border commerce,
hurting especially Ontario industrial markets, which serve
Midwest manufacturing centers.

No Distress. The big difference for Canada has been the
sound condition of its banks—"you can get a loan for any-
thing”—since lenders maintained relatively strict underwriting
standards and never were sucked into the CMBS maelstrom.

“We have no distress—no distressed banks, no distressed
owners, no distressed sales.” Now, rising interest rates cou-
pled with tight bank requirements tamp down a recent home-
buying spurt, particularly in Ontario and British Columbia,
where purchasers stepped up activity before a new sales tax
went into effect.

EXHIBIT 5-1
Firm Profitability Forecast

Prospects for Profitability in 2010 by Percentage of Respondents

Modestly Poor 4.1% Modestly Good 22.5% Very Good 10.2%

Poor4.1%  Fair 26.5% Good 28.6%  Excellent 2.0%

Very Poor 2.0%

Prospects for Profitability in 2011 by Percentage of Respondents

Very Poor 2.0% Modestly Good 30.6% Very Good 8.2%

Fair 16.9% Good 40.8%

Excellent 2.0%

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only.
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EXHIBIT 5-2
Emerging Trends Barometer 2011

EXHIBIT 5-3
Real Estate Business Prospects for 2011

-~ Bwy Hold — Sell
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3 =poor, 5= fair, 7 = good
Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only.

Investment Malaise. For 2011, “fundamentals should be
okay, not great.” Capital is back—"all the savvy players have
dry powder’—and (as usual) investment opportunities will be
limited; institutions dominate the major central city markets,
holding on to assets for steady income instead of trading.
Emerging Trends respondents exemplify the hold-on men-
tality: they think it is a good time to buy, but do not want to
sell (see exhibit 5-2). “Bids are strong,” says a broker, “but
nothing’s for sale.” Investors “go crazy because there isn’t
anything to buy,” and try to show discipline by walking away
rather than overpaying for what is available. They have only
slim chances to land discounted bargains—maybe off market
in a fringe suburban district or a hotel where the owner has
cash-flow problems. In this “compressing cap rate” environ-
ment, many deal-starved Canadians will be active in the
United States, where they should have greater opportunity to
spend their bankrolls and find higher yields.
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Bank Real Estate Lenders _ 6.08
Insurance Company _ 5,89
Real Estate Lenders ’
Public Equity REITs [ 580
Private Local Real _ 5.80
Estate Investors
Private Equity REITs |1 579
Pension Real Estate Funds _ 5.76
Real Estate Investment Managers _ 566
Private Real Estate Equity Funds _ 5.65
Real Estate Consultants _ 560
and Attorneys
Real Estate Brokers _ 5.30
Mortgage REITs _ 5.29
Commercial/Multifamily _ 512
Developers
Architects/Designers _ 5.02
Homebuilders/Residential _ 4,94
Land Developers
CMBS Lenders/Issuers 4.31

[ | |
1 5
Absymal Fair

Excellent

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only.

Restrained Development. Except in Calgary, Canada’s
version of Wild West hot growth, builders have not over-
stepped. Imagine: “no large developers have gone bankrupt”
in the country. North America’s largest condominium market,
Toronto keeps erecting high rises, but a greenbelt boundary
to encourage denser neighborhoods helps support urban
residential development. Toronto probably needs to take a
breather in new office construction: four major new build-
ings come on stream. And the country does not need much
additional retail space. Ontario typically provides good indus-
trial development opportunities, but until the U.S. economy
strengthens, sluggish demand does not support much new
building. Pushed by municipal policies and code changes,
Canadian developers increasingly buy into green building
trends: “Anyone who doesn’t embrace it will be economically
imperiled.”



Emerging Trends in Canada

EXHIBIT 5-4
Prospects for Capitalization Rates

Expected Expected
Cap Rate  Cap Rate
Cap Rate  December Shift
August 2010 2011 (Basis
Property Type (Percent)  (Percent) Points)
Apartment Rental: High Income 5.92 5.74 -19
Apartment Rental: Moderate Income 6.24 6.06 -18
Central Gity Office 6.46 6.35 -10
Power Centers 7.01 6.66 =4
Neigh./Community Shopping Ctrs. 7.28 6.87 -4
Regional Malls 6.77 6.89 +13
Suburban Office 74 1.34 -7
Warehouse Industrial 7.58 1.56 -2
R&D Industrial 7.76 1.77 +1
Full-Service Hotels 8.67 8.68 +1
Limited-Service Hotels 9.15 8.98 -16

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only.

Capital in Balance

Canadians admirably restrain any national gloating, but they
can lay claim to having one of the world’s healthiest capital
markets. “Liquidity is back; no one’s hard pressed.” Except
for some hotel owners, few borrowers confront refinancing
issues. “In Canada, the real estate industry didn’t get over-
levered,” and the markets never suffered any interruption of
credit availability. Canadian banks benefit from a combination
of institutional risk aversion and relatively stringent govern-
ment regulation. Bankers prefer to credit their own discipline
rather than regulator oversight: “We have fear of losing
money.” For whatever reasons, the system works, and the
country and its consumers have “no credit hole to dig out of.”
During the past several years, “very cheap debt” propelled
housing prices, but recent government interest rate hikes
discourage further bubble formation, and lenders never sold
exotic mortgage structures. Overall in 2011, Emerging Trends
respondents expect a reasonable balance in debt market
capital availability and an oversupply of equity capital, the
result of nonsatiated buyers (see exhibit 5-5).

EXHIBIT 5-5

Real Estate Capital Market Balance

Forecast for 2011

Equity Capital for Investing

Substantially
Undersupplied 6.1%

Moderately |
Undersupplied 22.5%

In Balance 20.4%

Debt Capital for Acquisitions

Substantially
Undersupplied 10.2%

Moderately
Undersupplied 40.8%

Debt Capital for Refinancing

Substantially
Undersupplied 12.2%

Moderately ‘
Undersupplied
26.5%

Source: Emerging Trends in Real Estate 2011 survey.

Note: Based on Canadian respondents only.

In Balance 53.1%

Moderately
QOversupplied 42.9%

Substantially
QOversupplied 8.2%

Moderately
QOversupplied 8.2%

In Balance 40.8%

Moderately
Oversupplied 6.1%

Substantially Oversupplied 2.0%

Insurers and Pension Funds. A dominant handful of large
insurance companies and public pension funds, which link
liabilities to steady property cash flows, will continue to com-
mand ownership of the country’s trophy commercial assets—
downtown office space and regional malls. This story does

not change.

REITs. Prices leveled off after strong run-ups in 2009. For
2011, analysts do not see “much room for big gains,” and
these stocks should stick close to valuations. Managements
“can’t significantly improve cash flow generation,” but returns

should be solid.
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EXHIBIT 5-9
Active Providers of Debt Capital in 2011

EXHIBIT 5-6
Equity Underwriting Standards Forecast
for Canada

More Rigorous 35.4% Will Remain the Same 54.2%

Less Rigorous 10.4%

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only.

EXHIBIT 5-7

Debt Underwriting Standards Forecast for Canada

More Rigorous 52.1% Will Remain the lSame 31.3%

Less Rigorous 16.7%

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only.

Mezzanine Lenders
Commercial Banks

Insurance Companies

Nonbank Financial
Institutions

Mortgage REITs

Government-Sponsored
Entities

Securitized Lenders/
CMBS |

1= strongly agree, 2 = agree, 3 = undecided, 4 = disagree, 5 = strongly disagree

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only.

EXHIBIT 5-10
Preferred Strategy for Lenders

EXHIBIT 5-8
Active Buyers/Acquirers of Real Estate in 2011

Public Equity REITs
Private Local Investors

Institutional Investors/
Pension Funds

Private Equity/Opportunity/
Hedge Funds

Private REITs

Cross-border Investors

1 =strongly agree, 2 = agree, 3 = undecided, 4 = disagree, 5 = strongly disagree

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only.
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Sell to a Third Party 13.04%

Foreclose
and Dispose
10.87%
Extend with
Mortgage
Extend without Modification
Mortgage 67.39%
Modification
8.70%

Source: Emerging Trends in Real Estate 2017 survey.
Note: Based on Canadian respondents only.

Foreign Investors. If it is not hard enough for domestic
investors to find good acquisition opportunities, foreign play-
ers struggle even more to break in. “It’s just hard to buy in
Canada with markets dominated by a few players, so offshore
investors can’t build portfolios easily.”
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EXHIBIT 5-11
Canadian Markets to Watch

Prospects for Commercial/Multifamily Investment and Development

Investment
Development

Toronto 6.19
5.28

Vancouver 5.17
4.96

Ottawa 547
437

Montreal 543
4.25

Edmonton 5.07
410

Calgary 470
3.84

Halifax 4.35

3.84
[ | |

1 5 9
Absymal Fair Excellent

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only.

Markets to Watch

For 2011, major Canadian real estate markets settle in a

fair to good investment range, with only modest investment
prospects and constrained development potential. Toronto
bumps Vancouver from the top ranking in the Emerging
Trends survey, while Calgary must hope to recuperate

from cooled demand and a touch of development binging.
Population continues to concentrate in and around a handful
of major 24-hour cores scattered from coast to coast, leav-
ing extremely limited investment opportunities in small cities
and rural areas in between. Shut out of primary cores, some
investors scrounge for product in select secondary and sub-
urban markets.

Toronto. Canada’s “where-to-be market,” Toronto stands out
as a primary North American gateway and the country’s most
important economic engine. This vibrant metropolitan area
radiates “lots of positives”—the rock-solid Bay Street finan-
cial sector and diverse manufacturing industries and service

EXHIBIT 5-12
Canadian Markets to Watch Prospects for
For-Sale Homebuilding

Prospects for For-Sale Homebuilding

Toronto 5.52

Vancouver 5.49

Montreal 5.08

Ottawa 5.04

Edmonton 463

Calgary 461

Halifax 3.82
| | |
1 5 9
Absymal Fair Excellent

Source: Emerging Trends in Real Estate 2011 survey.

businesses, as well as immigration flows to support growth.
“We're hard to slow down.” Some softness creeps into the
office market as major tenants “play musical chairs” and move
into new Class AAA development projects. No one gets too
worried about vacated buildings because institutional owners
will spend the necessary money to upgrade, reposition, and
release space into future demand. Market vacancy will not
increase materially above the current mid-single digits, and
any near-term additional office development will be “small and
niche.” Observers wonder how the condo market just keeps
expanding: new apartment projects pop up in all directions,
fashioning one of the world’s most expansive vertical skylines.
Provincial policies encourage density in high-rise development
south of a legislated greenbelt, which pressures demand.

“We need approximately 40,000 new housing units to keep
pace with population growth, but new projects provide less
than 20,000.” Smart money figured out “you can make a ton
on infill land parcels,” and anything near transit stations looks
like gold. However, opportunities are few: “If you're already

in the game and own, you can make a lot of money; if you're
not, it may be impossible to get in.” Some interviewees worry
about flattening apartment rents as a surfeit of condo inves-
tors lease out units. High housing prices and immigration flows
help make apartments a good bet. Investors retain interest in
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EXHIBIT 5-13
Canadian Apartment Buy/Hold/Sell
Recommendations by Metropolitan Area

EXHIBIT 5-15
Canadian Retail Property Buy/Hold/Sell
Recommendations by Metropolitan Area

Calgary 32.4% 54.1% 13.5%
Montreal 33.3% 51.9% 14.8%
Toronto 46.3% 43.9% 9.8%
Vancouver 40.4% 40.4% 19.2%

L 1 1 L L J
0% 20% 40% 60% 80% 100%

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian responses only.

EXHIBIT 5-14
Canadian Office Property Buy/Hold/Sell
Recommendations by Metropolitan Area

Buy
Calgary 15.4 59.0 25.6 Hold
Sell
Montreal ~ 31.4 571 11.4
Toronto 46.9 44.9 8.2
Vancouver ~ 42.3 42.3 15.4

0% 20% 40% 60% 80% 100%

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian responses only.
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Buy
Calgary 23.1% 59.0% 18.0% Hold
Sell
Montreal 29.0% 54.8% 16.1%
Toronto 40.9% 47.7% 11.4%
Vancouver 38.0% 52.0% 10.0%

1 1 1 1 I
0% 20% 40% 60% 80% 100%

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian responses only.

buying and holding industrial properties, which should recover
from higher-than-average vacancies and rent declines once
the United States gets untracked.

Vancouver. “Office and condo markets almost defy logic”;
they stay “red hot.” Instead of experiencing a post-Olympics
dip, the city caught the attention of well-heeled international
visitors, who stuck around and bought apartments after the
games. “Everybody wants a view and waterfront location,

but not everybody can afford it.” Many wealthy Asians park
money and look for a path to eventual citizenship. Institutional
investors control the relatively small office market, which
enjoys minuscule vacancies. Surrounded by water and
mountain vistas, Vancouver’s natural barriers control devel-
opment and attract investors—a powerful combination. But
some interviewees grow uneasy: “The market is artificially
inflated; it's been too hot for too long.” A new provincial sales
tax raises costs and temporarily cools demand for midtier
housing in some areas outside the core.

Ottawa. Canada’s federal center offers low risk and little
upside. “Nothing much changes.” The government does

not downsize, but the Canadian capital will never attract the
same lobbying intensity or contractor-related business drawn
to Washington, D.C.’s much more vast bureaucracy and
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EXHIBIT 5-16
Canadian Industrial/Distribution Property Buy/
Hold/Sell Recommendations by Metropolitan Area

EXHIBIT 5-17
Canadian Hotel Property Buy/Hold/Sell
Recommendations by Metropolitan Area

Calgary 25.0% 50.0% 25.0%  Buy
Hold
Sell
Montreal 20.0% 46.7% 33.3%
Toronto 41.9% 44.2% 14.0%
Vancouver M.7% 41.7% 16.7%
0% 20% 40% 60% 80% 100%

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only.

military/life sciences-related enterprises. A new convention
center opens next year and could provide a potential market
lift, especially for hotels and retail.

Montreal. Investors tend to short-shrift “slow and steady”
Montreal in comparison with Toronto and Vancouver, but the
market holds its own. “It's a good value” with “better yields.”
Besides mainstay Quebec provincial government offices,
the city features a fairly diversified economy, including aero-
space and financial services.

Edmonton. Edmonton “comes off a boil,” avoiding the level
of oversupply that deflates Calgary. QOil services businesses
thrive because Canada strengthens its position as a leading
supplier of oil and gas to U.S. markets. Locals expect posi-

tive impacts to filter through the economy, including employ-
ment growth.

Calgary. This market behaves more like a U.S. Sunbelt metro
area than the typical Canadian 24-hour city. Sprawl and over-
building “temporarily” subdue outlooks, but “absorption will
come.” Developers retreat in the face of high vacancies and
show no appetite for new office projects. Locals put faith in
robust commodities markets and U.S. consumption of oil from
tar sands. “We may have a dirty process, but not comparable

Buy

Calgary  4.4% 56.5% 39.1% Hold

Sell
Montreal = 22.2% 44.4% 33.3%
Toronto  32.1% 46.4% 21.4%
Vancouver 14.3% 62.9% 22.9%
0% 20% 40% 60% 80% 100%

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian responses only.

to what happened with BP in the gulf.” Expect spreading hot
growth to resume in coming years; voters rejected a high-
density-development greenbelt modeled after the one in
Toronto.

Halifax. Off the radar screens of the big institutions, Halifax
muddles along in slow growth mode. The Maritime Provinces
fail to draw much new population and industry.

Property Types in Perspective

Reflecting modest expectations, property sector ratings
improve over last year’s tepid forecasts, especially for apart-
ments and offices. Retail and industrial hold up, but hotels
suffer from reduced U.S. tourist travel. Commercial markets
promise to deliver cash flow but not much appreciation, while
housing prices could ebb after an unsustainable surge. Most
investors take heart in consistent metrics from markets, which
linger in reasonable equilibrium; it beats writedowns, defaults,
and foreclosures.

Apartments. Owners do not sell, and buyers bid up any
multi-residence deal that comes to market—even older
product. “You can't wrestle anything away from all the mom-
and-pop landlords.” Immigration fuels “high” tenant demand,
while operators “fatten bottom lines” with cost controls, and
overbuilding is a nonissue. Buying REIT stocks may be the
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best way to get a piece of this action. Some investors grow
concerned about deferred maintenance on aging stock: “You
need to factor capex into pricing.”

Office. Occupancies trend well over 90 percent in all major
markets except Calgary, where vacancies settle in the rela-
tively manageable low teens. Even the best U.S. markets
cannot come close to approaching these healthy supply/
demand fundamentals. Rents generally stay in a narrow
range without significant growth drivers. Pension fund owners
“don’t like vacancies,” so they willingly make allowances in
lease deals. In Canada, office investments behave the way
core real estate is advertised, delivering reliable, income-
oriented returns.

Retail. Shopping centers lease to capacity: “At 2 to 3 per-
cent vacancies, they’re essentially full.” Low interest rates
encouraged higher-than-normal levels of consumer debt,
but most Canadians never caught credit fever and avoid
going into hock. After only a mild recession, “we have decent
consumer confidence and people feel good.” Several U.S.
department stores consider expanding across the border—
“reinforcing already-strong demand for space”—but find

few pad options at potential mall sites. Development activity
focuses on small projects in infill areas; urban retail is under-
supplied with stores, but land is difficult to find.

Industrial. Until U.S. exports increase, expect only “marginal
improvement” in warehouse rents and occupancies, which
begin to stabilize after a slump. “Owners work hard to fill
empty space,” but most are not overleveraged and can per-
severe through the turbulence. Seemingly insatiable investor
demand appears unaffected by market softness. If owners
get in trouble, they have ready exits. In Ontario, some ware-
house markets outside of Greater Toronto face greater chal-
lenges, particularly Windsor.

Hotels. Lodging-sector fundamentals show signs of life, but
need a bigger lift from American visitors, who stay closer to
home. Some borrowers cry uncle and bail, giving cash inves-
tors a rare opportunity for bottom feeding.

Housing. Interviewees expect house prices to level off
and soften, possibly slipping 5 to 10 percent, after a solid
run. Rising interest rates and higher sales taxes in Ontario
and British Columbia douse buyer fervor. The market had
taken advantage of “free money”; now it's time to back off.
Overseas purchasers buoy Toronto and Vancouver condo
markets.
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EXHIBIT 5-18

Prospects for Major Commercial/Multifamily

Investment
Development
Apartment 590
4.39
Office 5.66
412
Retail 5.03
3.89
Industrial/Distribution 5.00
41
Hotels 4.36
3.00
| | |
1 B 9
Absymal Fair Excellent
Source: Emerging Trends in Real Estate 2017 survey.
Note: Based on Canadian respondents only.
EXHIBIT 5-19
Prospects for Commercial/Multifamily
Subsectors in 2011
Investment
Development
Apartment Rental: 5.86
Moderate Income 450
Central Gity Office 5.68
431
Apartment Rental: 5.37
High Income 412
Neigh./Community 5.26
Shopping Ctrs. 410
Warehouse Industrial 514
418
Power Centers 5.09
3.90
Regional Malls 4.86
3.4
R&D Industrial 484
3.97
Suburban Office 4.1
3.64
Limited-Service Hotels 431
3.15
Full-Service Hotels 3.97
2.90
| | J
1 5 9
Absymal Fair Excellent

Source: Emerging Trends in Real Estate 2011 survey.

Note: Based on Canadian respondents only.



Chapter 5: Emerging Trends in Canada

EXHIBIT 5-20

Prospects for Residential Property Types in 2011

Infill and Intown Housing
Senior Elderly Housing
Multifamily Condominiums

Attached Single-Family

Detached Single-Family:
Moderate Income

Detached Single-Family:
High Income

Affordable Housing

Manufactured Home
Communities

Student Housing
Second and Leisure Homes

Golf Course Communities

Investment Prospects
Development Prospects

[—— 6.00

6.23
528
5.04
5.04
523
5.04
512
475
4.89
461
465
457
472
3.95
391
391
3.96
3.62
3.04

2.86
241

—_
[Sa)

Absymal Fair

Source: Emerging Trends in Real Estate 2011 survey.

Note: Based on Canadian respondents only.

Best Bets

W Winnow portfolios of select low-yielding assets and rein-

vest opportunistically in a U.S. market recovery.

B Time investments to the market and buy down-but-not-out

center city hotels.

M Ditto on struggling industrial properties in the Greater

Toronto area.

M Buy apartments if you can find anything available. “They

offer the best security.”

B Look for underperforming infill retail or commercial space,

9

Excellent

and position for redevelopment as condos. Canadian cities

will continue to grow vertically as planners seek to encour-

age 24-hour environments.

B Husband land sites inside the Toronto greenbelt for future
residential development; demand and pricing should con-

tinue to increase.

EXHIBIT 5-21

Prospects for Niche and Multiuse
Property Types in 2011

Infrastructure

Urban Mixed-Use Properties

Mixed-Use Town Centers

Medical Office

Self-Storage Facilities

Data Centers

Master-Planned Communities

Lifestyle/Entertainment Retail

Master-Planned Resorts

Resort Hotels

Investment Prospects
Development Prospects

6.04
6.04
6.04
5.92
5.22
5.05
4.86
4.40
459
429
440
4.00
417
3.96
4.04
3.57
3.09
2.82
3.00
250

—

Absymal Fair

Source: Emerging Trends in Real Estate 2011 survey.

Note: Based on Canadian respondents only.

9
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EXHIBIT 5-22

Canada: Downtown Office Vacancy—Class A Space
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EXHIBIT 5-23
Canadian Central City Office

EXHIBIT 5-26

Canadian Neighborhood/Community Centers

2011 Prospects Rating Ranking 2011 Prospects Rating Ranking
Investment Prospects Good 7.26 1st Investment Prospects Fair 5.26 4th
Development Prospects Modestly Poor 4.31 2nd Development Prospects Modestly Poor 410 5th
Expected Capitalization Rate, December 2011 6.4% Expected Capitalization Rate, December 2011 6.9%
Buy Hold Sell Buy Hold Sell
41.9% 46.5% 11.6% 34.2% 47.4% 18.4%
Source: Emerging Trends in Real Estate 2011 survey. Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only. Note: Based on Canadian respondents only.
EXHIBIT 5-24 EXHIBIT 5-27
Canadian Apartments—Moderate Income Canadian Warehouse Industrial
2011 Prospects Rating Ranking 2011 Prospects Rating Ranking
Investment Prospects Modestly Good 5.86 2nd Investment Prospects Fair 5.14 5th
Development Prospects Fair 4.50 1st Development Prospects Modestly Poor 418 3rd
Expected Capitalization Rate, December 2011 6.1% Expected Capitalization Rate, December 2011 7.6%
Buy Hold Sell Buy Hold Sell
59.0% 35.9% 5.1% 31.7% 53.7% 14.6%
Source: Emerging Trends in Real Estate 2011 survey. Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only. Note: Based on Canadian respondents only.
EXHIBIT 5-25 EXHIBIT 5-28
Canadian Apartments—High Income Canadian Power Centers
2011 Prospects Rating Ranking 2011 Prospects Rating Ranking
Investment Prospects Fair 537 3rd Investment Prospects Fair 5.09 6th
Development Prospects Modestly Poor 412 4th Development Prospects Modestly Poor 3.90 7th
Expected Capitalization Rate, December 2011 5.7% Expected Capitalization Rate, December 2011 6.7%
Buy Hold Sell Buy Hold Sell
38.5% 48.7% 12.8% 23.7% 63.2% 13.2%

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only.
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Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only.
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EXHIBIT 5-29
Canadian Regional Malls

EXHIBIT 5-32
Canadian Hotels—Limited Service

2011 Prospects Rating Ranking 2011 Prospects Rating Ranking
Investment Prospects Fair 4.86 7th Investment Prospects Modestly Poor 431 10th
Development Prospects Poor 3.41 9th Development Prospects Poor 3.15 10th
Expected Capitalization Rate, December 2011 6.9% Expected Capitalization Rate, December 2011 9.0%
Buy Hold Sell Buy Hold Sell
23.1% 18.7% 2.6% 12.1% 63.6% 24.2%
Source: Emerging Trends in Real Estate 2011 survey. Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadia respondents only. Note: Based on Canadian respondents only.
EXHIBIT 5-30 EXHIBIT 5-33
Canadian R&D Industrial Canadian Hotels—Full Service
2011 Prospects Rating Ranking 2011 Prospects Rating Ranking
Investment Prospects Fair 484 8th Investment Prospects Modestly Poor 3.97 11th
Development Prospects Modestly Poor 3.97 6th Development Prospects Poor 2.90 11th
Expected Capitalization Rate, December 2011 7.8% Expected Capitalization Rate, December 2011 8.7%
Buy Hold Sell Buy Hold Sell
21.1% 60.5% 18.4% 8.8% 64.7% 26.5%
Source: Emerging Trends in Real Estate 2011 survey. Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only. Note: Based on Canadian respondents only.
EXHIBIT 5-31
Canadian Suburban Office
2011 Prospects Rating Ranking
Investment Prospects Fair 471 9th
Development Prospects Modestly Poor 3.64 8th
Expected Capitalization Rate, December 2011 7.3%
Buy Hold Sell
18.4% 65.8% 15.8%

Source: Emerging Trends in Real Estate 2011 survey.
Note: Based on Canadian respondents only.
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CHAPTETR O

Emergjng Trends in .
| .atin America

Offshore investors see plenty of pOteﬂtial in two primary
emerging markets, but various hurdles |Im|t opportunities.

‘ ?; T here the United States has gone boom-bust and
Canada offers only modest growth, Latin America’s
story centers on the enormous potential of two
emerging markets—Brazil and Mexico. Together they
account for two-thirds of the region’s population “and most
of its growth dynamics.” But amid the swirl of young popula-
tions, an energized middle class, and the immense promise
of expanding industries, investors deal with inevitable cor-
ruption and lack of transparency, the need to sort out the
reliability of local partners, and—in the case of Mexico—the
scourge of drug violence. Enticements and obstacles leave
most North Americans intrigued by the possibilities, but not
straying off home turf. In the United States, particularly, con-

EXHIBIT 6-1
Latin America General Indicators

Unemployment (%) Inflation (%)

Argentina 8.8 10.1
Brazil 6.8 5.1
Chile 9.1 2.0
Colombia 135 38
Ecuador 8.3 40
Mexico 52 46
Peru 8.8 15
Uruguay 74 6.2
Venezuela 6.6 29.7

Source: International Monetary Fund, World Economic Outlook database, April 2010;
Moody's Economy.com.

tending with difficult domestic issues distracts from consider-
ing emerging market investments. But for those who do, the
action is all about two countries: “They take the oxygen away
from all other Latin American markets.”

Brazil: Opportunities and Limits

Emerging Trends interviewees express few doubts: “The boom
period has legs, the cat is out of the bag, people want to be
where the action is, and that's Brazil.” The country is self-
sufficient in agriculture and energy, and expands its high-tech
manufacturing. More offshore institutions “get their feet wet,”
but find limited opportunities in existing real estate because
only a handful of buildings meet investment grade. Then they
confront hurdles from Brazil’s transaction culture of “group
ownership,” which makes deal making difficult. “It's hard to get
all parties to sell.”

Development may be where the real action lies. “There’s
a ton of demand for a ton of new space. You can build hous-
ing forever, and people will want it.” Plus, shopping centers
are few and far between, and distribution warehouse facilities
are in short supply to serve growing consumer appetites. “The
middle class is huge and dramatically increasing; populations
concentrate in urban areas, creating intense demand for high-
rise residential and retail.” Again, local companies with big
development platforms and insider connections have “a tre-
mendous advantage and try to maintain a stranglehold; outsid-
ers can’t compete” and must make alliances. “Brave investors”
enter secondary markets to develop malls, and strip centers
will follow next.
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EXHIBIT 6-2
Latin America Economic Growth

EXHIBIT 6-3
Brazil: Foreign Direct Real Estate Investment

Percentage Real GDP Growth
2007 2008 2009* 2010* 2011* 2012* 2013*

Chile 47 37 15 47 6.0 48 46
Peru 8.9 9.8 09 63 6.0 57 57
Mexico 33 15 -65 42 45 52 49
Brazil 57 51 -02 55 41 41 41
Colombia 75 24 01 23 40 50 50
Uruguay 7.6 8.5 29 57 39 39 39
Argentina 87 68 09 35 3.0 30 30
Ecuador 25 7.2 04 25 23 20 20
Venezuela 8.4 48 -33 -26 04 05 16

Source: International Monetary Fund, World Economic Outlook database, April 2010.
* Projections.

For office markets, investors find an extremely limited
menu in only two cities—Rio de Janeiro and Sao Paulo.
“Everyone wants to be in Rio. The relatively small business
district has virtually “zero percent vacancy,” and rents sky-
rocketed “30 percent in the last year.” The mountains-rising-
from-ocean landscape leaves “no place to build,” while the
coming Olympics and World Cup fuel interest. Similarly, Sao
Paulo’s office sector remains tight, escalating rents and val-
ues. “It's a bubble driven by user demand, not speculators.”
Poor infrastructure limits new development opportunities.
The city’s roads and mass transit cannot handle population
growth; 800 new cars each day add to already congested
streets.

Interviewees expect yields to squeeze down, and markets
to cool off but remain enticing. “Five years ago, investors
expected IRRs [internal rates of return] of 40 percent. Now
that's dropped into the high teens, and core funds are next.”

Mexico: Potential and Concerns

Mexico offers obvious positives—a hard-working popula-
tion, an expanding middle class, and the resulting increased
demand for homes and consumer goods. But everybody
reads about mind-blowing drug wars, police corruption, and

political assassinations. In addition, real estate markets hit the

skids when the U.S. economy tanked. Prices declined 30 to
35 percent and now recover—more than “halfway back”—but
it's been “tough sledding.”
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Finally, banks relax lending curbs after “a huge liquidity
crunch” brought on by the worldwide credit crisis. Mexican
investors did not overborrow: patient equity players “take a
patrimonial view” and count on long-term returns, relying on
healthy demographics and controlled development. In fact,
most cities and property sectors have avoided overbuilding.
Boosters suggest that “markets now align” for significant
growth from pent-up demand, and highlight opportunities
to fill the remaining capital gap. “There’s a large hole to fill,”
especially for construction loans. New laws allow domestic
pension funds to invest in real estate and infrastructure,
which could increase property market liquidity and demand
for product. “We're seeing the checkbook at the end of the
tunnel.” But many jobs depend on the U.S. economy—manu-
facturing of time-sensitive products or heavy machinery that
cannot be shipped by boat from Asia, hotel- and tourism-
related businesses, and call centers. Locals necessarily raise
concerns about when and whether the United States will
emerge from its doldrums.

Industrial real estate “should improve during 2011” after a
no-demand, no-development period. The U.S. downturn cuts
two ways: overall declines in manufacturing and distribution
activity, especially from “hardest-hit” northern border states,
have been offset somewhat by more U.S. manufacturer relo-
cations due to the weakened peso. Interior warehouse mar-
kets, serving Mexico City, suffered less. Retail “makes a good
long-term play,” betting on the growing middle class. Office
markets show decent recovery and low vacancies in Mexico



City, but offer “negligible investment opportunities” because
mostly domestic owners do not sell. Lenders require ten-
ants in place for financing new construction, so “speculative
development won'’t happen.”

Most multifamily housing is owner occupied and heavily
government subsidized. Developers receive a guaranteed
return over ten-year periods without much upside. For-sale
housing remains supply constrained by lack of construction
financing, while the second-home market “went off the cliff”
when U.S. retiree demand evaporated. Canadians fill some of
the void, gaining buying power from their stronger dollar and
the weaker peso. In favored coastal Baja and resort markets,
cheap land could be a bargain. “The second-home market
will come back.”

Latin America

Locals lament “too much distraction from drug issues,”
which torpedo revenues for some resort hotels already feeling
the effects of U.S recession. “We need to deal with percep-
tions; it's our biggest hurdle to overcome.” Other interviewees
admit to “grim” security concerns, particularly in northern cit-
ies like Tijuana, Juarez, and Monterrey. “Business goes on,
but not many relocations.”

Government planners encourage future development to
focus on more urban concepts and city centers, getting away
from expanding suburban envelopes. The road-dependent
sprawl model, copied from the United States, reaches the
point of diminishing returns, creating hardships for many
Mexicans who cannot afford cars or cannot support multicar
households. Serious congestion and pollution, especially
around Mexico City, must be addressed, too.
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Interviewees

Abacus Capital Group LLC
Kyle Ellis
Benjamin L. Friedman

Ackman-Ziff Real Estate
Group LLC

Gerald Cohen

Patrick Hanlon

Simon Ziff

AEW Capital Management
Marc Davidson

Allied Properties REIT
Michael Emory

The Alterra Group of
Companies
Robert H. Cooper

AM Connell Associates LLC
Alice Connell

AMB Property Corporation
Guy Jaquier
Hamid R. Moghadam

APG Asset Management
US Inc.
Steven Hason

Apollo Global Management
Joseph F. Azrack

ARA Finance
Thomas MacManus

The Arden Group
Craig A. Spencer

AREA Property Partners
Steve Wolf

Arnon Corporation
Gillie Vered

Artemis Advisors, LLC
Dale Anne Reiss

Aspac Developments Ltd.
Gary Wong

Associated Estates Realty
Corporation
Lou Fatica

AvalonBay Communities,
Inc.
Bryce Blair

Avison Young
Bill Argeropoulos
J. Richard Chilcott

Aviva Capital Management
Edward M. Casal

AXA Equitable
Timothy Welch

Ayer Capital
V. Raja
Babcock & Brown

Residential
Philip Payne

Bank of America Merrill
Lynch

Jeffrey D. Horowitz

Ron D. Sturzenegger

Barcelo Crestline
Bruce Wardinski

Barclays Capital
P. Sheridan Schechner
Ross Smotrich

Beacon Capital Partners, LLC
Sara Shank

Benchmark Assisted Living,
LLC
Stephanie Handelson

Benenson Capital Partners
Richard Kessler

Bentall L.P.
Gary Whitelaw

Berkshire
David Olney
David Quade

Berkshire Property Advisors
LLC
Larry Ellman

BlackHawk Real Estate LLC
Jamie Conoposk

Boston Properties
Mike Labelle
Mike Walsh

BPG Properties, Ltd.
Arthur P. Pasquarella

Brandywine Realty Trust
Gerard H. Sweeney

Brookfield Office Properties
Dennis Friedrich

Building Industry and Land
Development Association
Stephen Dupuis

Buzz McCoy Associates, Inc.

Bowen H. “Buzz” McCoy

Calloway Real Estate
Investment Trust
Simon Nyilassy

Camden Property Trust
Richard J. Campo

Campus Apartments
James A. Smith Ill

Camrost-Felcorp
David Feldman

Canadian Apartment
Properties Real Estate
Investment Trust
Thomas Schwartz

Capright Property Advisors
LLC

Jay Marling

Selina McUmber

Carr Properties
Weston Andress

Carttera Private Equities Inc.

T. James Tadeson

CBRE Econometric Advisors
Jon Southard

CB Richard Ellis Ltd.
John O'Bryan

Raymond Wong
William C. Yowell Ill

Champion Partners
Jeff Swope

Citco-Real Estate
Investment Fund (REIF)
Services

Michael Peterson

City Ventures
Tony Pauker

The Clarett Group
Veronica W. Hackett

Claridge Homes
Bill Malhotra
Neil Malhotra

CNL Financial Group Inc.
Thomas K. Sittema

Colliers International
Ross Moore

Colony Capital, LLC
Richard B. Saltzman

Condor Properties Ltd.

Continental Development
Corporation
Alex Rose

Cornerstone Real Estate
Advisers LLC

Jim Clayton

David J. Reilly

Credit Suisse
Joshua Blaine
Boriana Karastoyanova

CRE Finance Council
Dorothy Cunningham

Crosland, LLC
Todd W. Mansfield

Crown Realty Partners
Michael Pittana

Cushman & Wakefield
James Carpenter

Bruce Ficke

Maria T. Sicola

Cushman & Wakefield
Sonnenblick-Goldman
Steven Kohn

Developers Diversified
Realty Corporation
David J. Oakes

DiamondRock Hospitality
Company
Mark Brugger

Dorsay Development
Corporation
Geoffrey Grayhurst

DRA Advisors, LLC
Gabe Levin
Paul McEvoy, Jr.

Dundee Real Estate
Investment Trust and
Dundee Realty Corporation
Michael Cooper

Dune Capital
Cornelia Buckley

Emigrant Bank
Patricia Goldstein

Empire Communities
Paul Golini, Jr.

Andrew Guizzetti

Daniel Guizzetti

Equibase Capital Group
Michael Husman

Equity Group Investments,
LLC
Sam Zell

EVS Realty Advisors, Inc.
John Reis

Firm Capital Corporation
Eli Dadouch

First Capital Realty Inc.
Dori Segal

Forest City Commercial
Group
James Ratner

Forum Partners
David Karp

GE Real Estate
Thomas Curtin
Michael Jordan
Ronald Pressman

GLL Partners
Dietmar Georg

Graywood Development Lid.

Great Point Investors
Joseph Versaggi

GreenOak Real Estate
Advisors
Sonny Kalsi

Greenpark Group of
Companies
Carlo Baldassarra

Grosvenor Investment
Management US, Inc.
Douglas S. Callantine

Grubb & Ellis
Robert Bach

Guggenheim Real Estate
Joe Mahoney

H/2 Capital Partners
Spencer Haber

Harbor Group International
Richard Litton
Lane Shea

Hawkeye Partners L.P.
Bret R. Wilkerson

Heitman
Richard Kateley

High Street Equity Advisors
Bob Chargares

HIGroup, LLC
Douglas Cameron

Hilton Worldwide
Christopher J. Nassetta

Hines
Ken Hubbard

HOOPP
Michael Catford

Hopewell Development
Corporation

Lesley Conway

Kevin Pshebniski

Houlihan Lokey
Jonathan G. Geanakos

Humphreys Real Estate
Investments
Kirk Humphreys

Hyde Street Holdings, LLC
Patricia R. Healy

ING Clarion Partners
Chuck Lathem

Institutional Real Estate,
Inc.
Geoffrey Dohrmann

International Council of
Shopping Centers
Mike Kercheval

I-Star Financial
George Puskar

John Buck Company
Charlie Beaver

Steven Shiltz

Kent A. Swanson



JP Morgan Asset
Management
Jean M. Anderson
Mark Bonapace
Sheryl M. Crosland
Kevin Faxon

Mike P. Kelly
Michael O'Brien
Anne S. Pfeiffer
Elizabeth T. Propp
Frederick N. Sheppard
James M. Walsh

Kennedy Associates Real
Estate Counsel

Douglas Poutasse

Preston Sargent

Kimco Realty Corporation
Michael V. Pappagallo

KingSett Capital Inc.
Jon Love

Korpacz Realty Advisors
Peter Korpacz

KTR Capital Partners
Robert Savage

Lachman Associates
Leanne Lachman

LaSalle Investment
Management
Lynn Thurber

LEM Mezzanine LLP
Herb Miller

Liberty Property Trust
Michael T. Hagan

Lubert-Adler Partners
David Solis Cohen

Macquarie Capital Inc.
Simon Breedon

Macquarie Capital Funds,
Inc.
Mark Mullen

Madison Homes
Miguel Singer

Madison International
Realty
Ronald M. Dickerman

Manulife Financial
Constantino “Tino” Argimon
David Shaw

Joseph D. Shaw

Ted Willcocks

Mattamy Homes
Peter E. Gilgan

Melcor Developments Ltd.
Ralph B. Young

Menkes Developments Ltd.

Peter Menkes

Mesirow Financial
Chris Helmetag
Greg Karczewski

Metrus Properties
Robert DeGasperis

Metzler Realty Advisors, Inc.

Donald Wise

Midway Companies
Brad Freels

Monday Properties
Anthony Westreich

Moody’s Investors Service
Merrie Frankel

Moran and Company
Mary Ann King

Morgan Properties
Mitchell L. Morgan

Mount Kellett Capital
Management L.P.
Kevin Naughton

National Association of
Real Estate Investment
Managers

Stephen M. Renna

National Association of
Real Estate Investment
Trusts

Steven A. Wechsler

New Boston Fund, Inc.
Mike Doherty

Tim Medlock

Jim Rappaport

Kirk Sykes

David Willett

New Tower Trust
Patrick 0. Mayberry

Northwestern Mutual Life
Insurance Co.
David D. Clark

0’Connor Capital Partners
Thomas Quinn
Joseph M. Zuber

Otéra Capital
Ross Brennan

Oxford Properties Group
Blake Hutcheson

Pennsylvania Real Estate
Investment Trust

Daniel G. Donley

Jeffrey A. Linn

Joshua G. Schrier

PM Realty Group
John S. Dailey

PNC Real Estate Finance
William G. Lashbrook

Portfolio Advisors
Harry Pierandri

Praedium Group LLC
Russell L. Appel

Principal Real Estate
Investors

Michael J. Lara

Andrew Warren

Prudential Real Estate
Investors
J. Allen Smith

PSP Investments
Neil Cunningham

Pyramid Advisors
Chris Devine

Rick Kelleher

Jack Levy

Quadrant Real Estate
Advisors
Thomas Mattinson

RBC Capital Markets
Carolyn Blair

Daniel Giaquinto
Douglas McGregor

The Real Estate Roundtable
Jeffrey DeBoer

RealNet Canada
George Carras

Real Property Association
of Canada
Michael Brooks

Regency Centers
Corporation
Martin E. Stein, Jr.

Regent Partners
David Allman

RioCan Real Estate
Investment Trust
Edward Sonshine
Frederic Waks

Rockwood Capital
Arne Arnesen

Rockwood Mexico
Blanca Rodriguez

Rosen Consulting Group
Kenneth Rosen

Rothschild Realty
D. Pike Aloian

RREEF
Scott Koenig

Charles B. Leitner
Kurt W. Roeloffs

RXR Realty LLC
Frank Patafio

Savills, LLC
Allison Bradshaw
Jeffrey Cooper
John D. Lyons
Gerard Mason
Arthur Milston

R. John Wilcox

Sentinel Real Estate
Corporation
David Weiner

Seven Hills Properties
Luis A. Belmonte

Shenkman Corporation
Kevin E. McCrann

SL Green Realty Corporation
Isaac Zion

Softec
Gene Towle

Sonnenblick-Eichner
Company
David Sonnenblick

The Sorbara Group
Edward Sorbara
Joseph Sorbara

Square Mile Capital
Management LLC
Jeffrey Citrin

Craig Solomon

Stag Capital Partners
Ben Butcher

Starwood Capital Group
Jeffrey Dishner
Jerry Silvey

Taggart Realty Management
Jeff Parkes

Michelle Taggart

Paul Taggart

Thompson National
Properties LLC
Anthony Thompson

Timbercreek Asset
Management
Ugo Bizzari

Trademark Property Company
Terry R. Montesi

TRECAP Partners
Robert Fabiszewski
Michael McNamara
Douglas Tibbetts

Tricon Capital Group Inc.
David Berman
Gary Berman

TriLyn LLC
Mark Antoncic

TriMont Real Estate Advisors
Brian Pittard
Greg Winchester

Trinity Capital Advisors
Sean J. McKinley

Trinity Real Estate
Richard Leider

UBS Global Asset
Management (Americas) Inc.
Lee S. Saltzman

UBS Realty Investors LLC
Matthew Lynch

University of Denver,
Dividend Capital Group
Glenn Mueller

Urban America
Tom Kennedy

USAA Real Estate Company
T. Patrick Duncan

U-Store-It Trust
Christopher P. Marr

Valtus Capital Group
John Gilchrist

Michael Jabara

Viney Singal

Vantage Real Estate

Partners
Ryan Gilbert

Verde Realty
Jeannette Rice

Virginia Retirement System
Field Griffith

Vornado Realty Trust
Michael D. Fascitelli

Walker & Dunlop
Kieran Quinn

Washington Real Estate
Investment Trust
Thomas Regnell

Weingarten Realty
Gary Greenberg

Wells Fargo
Charles H. “Chip” Fedalen, Jr.

Wells Real Estate Funds
Don Henry

Welsh Capital, LLC
Peter C. Austin

Westhank Projects Corp.
Judy Leung

Westbrook Partners
Sush Torgalkar

Westfield Capital Partners
Ray D'Ardenne

Wright Runstad & Company
Gregory K. Johnson
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