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Integra Realty Resources, Inc. provides world-class commercial real
estate valuation, counseling, and advisory services. In fact, we are
now the largest property valuation and counseling firm in the United
States, with 60 local offices coast to coast.

Each Integra office is managed by a director with an average of 25
years of commercial real estate experience in his local markets. This
experience, coupled with our understanding of how national trends
affect local markets, empowers our clients with the unique knowledge,
access and historical perspective they need to make the most informed
decisions.

Many of the nation’s top financial institutions, developers,
corporations, law firms, and government agencies rely on our
professional real estate opinions to best understand the value, use,
and feasibility of real estate in their market.

Experience Integra’s perspective today. And make better decisions
tomorrow.

Integra Realty Resources -
[ o
Local Expertise...Nationally.
The front cover photo is the Eleven Times Square building at 42nd Street and Eighth Avenue in New York City. The 40-story office and

retail building was completed in 2010 by SJP Properties. The photo was taken by Carolyn Koschnick Photography
(www.carolyninc.com). Integra Realty Resources New York most recently appraised the building in 2010.
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Dear Friends and Colleagues:

counseling firm is pleased to present the 21st edition of IRR-Viewpoint 2011. Each

year the valuation and counseling professionals from our 60 offices compile
regional and local data from across the nation to produce one of America’s premiere
real estate industry overviews. This year’s edition, like the 20 previous publications,
provides meaningful market reconnaissance regarding the major property
investment sectors and specialty property sectors in North America and abroad.

Integra Realty Resources, America’s largest commercial real estate valuation and

It is no secret that the last year has been challenging for the commercial real estate
industry. Most areas of the real estate and financing industries are still struggling to
recover from the recession. The high unemployment rate and difficulty obtaining
financing will continue to limit the ability of the industry to fully recover for the
foreseeable future. On the other hand, there are signs of life in commercial real
estate. Transaction volumes are up, and cap rates reported by our offices are lower,
albeit slightly. Our real estate professionals are reporting a segmenting of the
markets as a major theme as we look toward 2011. The best Class A properties are
getting the tenants, buyers and financing, but much of the industry is still struggling
in these areas.

Now more than ever, accurate and reliable information is critical to the successful
execution of every real estate transaction. It is important to rely upon real estate
professionals with expertise and experience in your local market. Integra Realty
Resources draws upon the collective experience of over 160 MAIs and 680
professionals in 60 offices nationwide to bring each client Local Expertise...
Nationally.

This publication is a snapshot, provided to our clients and friends as we enter 2011.
The information provided in IRR-Viewpoint 2011 presents the perspectives of
Integra Realty Resources’ professionals who on a regular basis provide quality real
estate valuation and counseling services to investors, lenders, developers,
governments and property users throughout North America. As you review the
publication, you can be confident that the development of this information was
based upon data researched and evaluated by Integra professionals who actively
participate in each of these specific markets on a daily basis.

Our local offices and corporate staff are continually monitoring market activity, and
stand ready to assist you in better understanding the evolving market conditions in
their markets. You are encouraged to call your local Integra office to discuss a
particular need or to schedule a public presentation of IRR-Viewpoint 2011.

Sincerely,

P S

Anthony S. Graziano, MAI, CRE, FRICS
Chairman of the Board
Integra Realty Resources, Inc.

IRR.
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By: Brandon K. Nunnink, CFA — Managing Director
IRR Corporate & Public Finance, LLC

eal estate markets in the United States began to stabilize

and rebound in certain markets and sectors in 2010. In

our view, two major trends drove this stabilization and
rebound in U.S. real estate values in 2010: the deleveraging of
the market (with the notable exception of the multifamily
sector) and the bifurcation of real estate markets. We will
analyze both trends and look to the future to see what they
might mean for U.S. real estate values in 2011 and beyond.

In order to better understand the deleveraging of the U.S. real
estate markets, it is important to understand the national and
international economic environment in which the markets
operated. The United States economy appears to have officially
pulled itself out of a recession and returned to positive GDP
growth throughout 2010. It appears that most of this growth was
driven as a result of productivity gains, as unemployment remains
at 9.8%. In an effort to spur job growth, the Congress and the
Federal Reserve have attempted to implement expansionary fiscal
and monetary policies; however, these policies have failed as yet
to provide for material job creation. Some of the blame for the
stubbornness in U.S. employment markets is pinned on the fact
that the dollar experienced a very significant appreciation in
value versus major currencies throughout the world in early
2010, limiting foreign demand for U.S. exports, which scuttled
much hope of the U.S. manufacturing sector adding a significant
number of jobs this year. Over the course of the year, the value of
the dollar began to drop, raising hopes that a narrowing trade gap
will not only help U.S. GDP growth in 2011, but also might spur
domestic job growth.

FIGURE 1
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Much of the rise in the dollar in early 2010 can be attributed to the
financial woes of several European governments. With only the

INTEGRA REALTY RESOURCES, INC.
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German economic resurgence serving as an exception, European
governments grappled with soaring budget deficits that threatened
sovereign debt defaults in Greece and Portugal, and forced major
austerity initiatives from such large and developed economies as
Britain and France, as well as many of the continent's smaller
players. Such deleveraging by Europe and the rest of the world will
negatively impact the United States’ ability to materially increase
net exports enough to drive job and GDP growth.

FIGURE 2
U.S. DOLLAR VS. MAJOR CURRENCIES
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In speaking of major international economic trends in 2010,
we would be remiss not to mention that by many measures,
China passed Japan to become the world's second largest
economy, behind only the United States. Such prosperity in
China has drawn the ire of much of the rest of the world, and
fears are rising that a global trade war may be sparked if China
doesn't abandon its weak Yuan policy and successfully convert
its economic base from an export driven economy to a more
diversified economy driven by domestic consumption and
demand.

While the prospects for U.S. export growth remain unclear
against this international backdrop, it is important to remember
that by far the largest portion of U.S. GDP is driven by consumer
spending. U.S. consumer spending began to rebound after
falling for the first time in nearly two decades in late 2008 and
throughout much of 2009. While this is a good sign for U.S.
economic prospects, consumer sentiment remains well below
2006-07 levels, indicating that consumer demand could
disappear quickly and reverse the recent positive consumption
trends. See the graph “Consumer Sentiment and Spending” on
page 16 for additional information.

Reasoning behind the lack of consumer sentiment varies
widely. Some commentators feel that much of the American
consumers’ confidence has been badly shaken by recent
volatility in the U.S. residential housing market as well as the
equity markets. With most of the personal wealth in America
invested in these arenas, it stands to reason that consumer's
confidence would be shaken given the recent volatility in these
markets. After all, American home values have given up half of
their gains from the previous decade in the course of the last
three years (as measured by the Case Shiller 20-city index, see

IRR-VIEWPOINT 2011
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Figure 3), and despite handsome equity returns overall for the  financial crises, it appears clear that the banking sector has
balance of 2010, shorter term volatility such as the May 6th  begun to delever, which should allow for a larger flow of credit
“flash crash” when the Dow Jones Industrial Average dropped  to return to the private business environment in the near future.
nearly 1,000 points, or 9.2%, in the matter of hours has done
little to restore Americans’ confidence. This lack of confidence, FIGURE 5

coupled with a lack of available credit, has led American FDIC BANK FAILURES BY MONTH

households to start delevering (see Figure 4).
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It was a positive year for most of the world's equity markets,
— NAREIT == DJIA especially in the U.S. While the broader equity markets
performed well in 2010, the real estate equity markets
outperformed even this high standard. It is now largely thought
= NASDAQ " — Case Shiller (20 City) that the U.S. REITs were oversold in 2009 as result of the
uncertainty of REITs’ ability to refinance any near term debt
maturities due to the seizure of the global credit markets. As
FIGURE 4 credit markets recovered in the latter half of 2009 and it
U.S. DEBT PER HOUSEHOLD became clear that REITs could raise both equity and debt
$140,000 capital to stave off near term debt maturities, REIT stock prices
soared. Oddly, the value of these stocks rose precipitously just
$120,000 as the property fundamentals of their underlying portfolios
largely declined or stayed flat at best, raising the prospect that
the rebound may have gone too far. The very notable exception
from the rule of declining real estate fundamentals was the
multifamily sector. Population growth coupled with a lack of
credit and confidence to purchase new and existing homes
have helped to drive higher occupancy and rental rates among
the multifamily markets throughout the country. When these
improving property fundamentals are combined with the cheap
leverage available via the Government Sponsored Enterprises
(GSEs) for multifamily properties, the result is that investment
quality multifamily property values have increased materially
] over the previous 12 months. Multifamily REIT prices have
50
50 '55 60 ‘65 70 75 ‘80 '85 00 '95 00 05 responded accordingly, and in fact outperformed the broader
Source: Federal Reserve Bank of St Louis NAREIT index when it has traditionally been a laggard. See
US- Census Bureau Figure 3 for the NAREIT index and NAREIT Apartment index vs.
The lack of available credit is largely due to banks the world ~ major equity indices.
over recovering from being overlevered themselves. While the
number of bank failures in the United States in 2010 has  Real estate debt markets have been slower to recover. Many
outpaced even the torrid pace of 2009 (see Figure 5), the good ~ market participants complain about a lack of debt capital
news is that most of the failures have been smaller in nature. In~ available for even the best of projects. Case in point,
fact, despite the increase in bank failures, the deficit in the  development loan balances nationally have fallen from their
FDIC insurance fund has improved from a low of $21 billionto  recent peak of $630 billion to $380 billion nationally. Very little
its current deficit level of $15 billion. While this is a far cry  of this reduced development loan capacity has been converted
from the $50 billion surplus enjoyed prior to the recent  to larger permanent credit lines, with banks instead deciding to
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reduce real estate exposure and recapitalize. In the absence of
available bank capital, the real estate markets will require the
return of CMBS or another funding avenue in order to refinance
the coming wave of loan maturities. There were mixed signals
in terms of the recovery of the CMBS markets in 2010. On the
positive side, bond spreads tightened to levels making it
financially viable once again to issue new loans for
securitization, and partially as a result, CMBS issuance has
more than tripled in 2010 from 2009. Also positively, the
CMBS market returned this year to offering fusion transactions,
which offer credit to a broader array of real estate borrowers,
as opposed to the single-borrower issuances in 2009 that only
offered credit to the largest institutional borrowers. On the
negative side of things, global CMBS issuance in 2010 is likely
to reach only approximately 5% of the peak issuance in 2007.
Additionally, the rising wave of debt maturities that is coming
increasingly contains larger percentages of CMBS debt as a
percentage of total maturing debt, and working out such loans
when term defaults occur has proven difficult.

FIGURE 6
CMBS ISSUANCES AND BOND YIELDS

10.00% $250
__9.00% $225
1]
%8.00% I $200 2
g 7.00% i $175 %
T 6.00% i $150 o
g I 3
sS.OO% [ $125 §
8 ) 2
T 4.00% $100 &
: | .
5 3.00% I I $75 g
c
3 200% ) ss50 ©

1.00% i I $25

0.00% I I

N

P PP RERSSES

S Ed e
KN

== CMBS (billions)

== 3-Month Treasury Bill (Ann. Avg)

«= Corp. Aaa (Ann. Avg)
== Corp. Baa (Ann. Avg)

Source: (R Finance Council

The scale of the upcoming debt maturities is vast. According to
Foresight Analytics, approximately $350 billion of debt maturities
will need to be refinanced in 2011. Through 2013, the total
maturities are expected to exceed $1.1 trillion. Most of the
properties backing those loans are now valued at less than they
were when the loans were originated, and many of those loans
were underwritten with loan-to-value ratios higher than are
expected to be available in the market. Considering this,
substantial infusion of equity will be required as these debts
mature. The source and terms of these equity investments remains
to be seen. While there is equity capital available for real estate
investments, most opportunity investors are seeking returns that
would require substantially discounted purchase prices.

INTEGRA REALTY RESOURCES, INC.
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MORTGAGE MATURITIES
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According to Real Capital Analytics, commercial property
transaction volumes for the first three quarters are up 82% over
the same period last year, but still less than a quarter of the
amount for 2007. The primary story regarding transaction
volumes in 2010 has been a bifurcation of the market. Class A
properties and “gateway cities” are seeing transactions closed
with large price premiums, while all other assets are trading
well off of 2006-07 levels. The sales of the Hancock Tower in
Boston and 300 N. LaSalle in Chicago are good illustrations.
While much of the U.S. real estate market is struggling, each of
these properties sold to well-capitalized REITs for prices
exceeding $500/SF. Similarly, Integra is aware of 20 large
multifamily properties in major metropolitan areas that sold in
2010 for cap rates of 6% or below. The combined sales prices
for these transactions exceeded $1.6 billion and $250,000 per
unit. The question that remains to be answered is whether
institutions with a need to deploy capital are overpaying for
institutional properties.

FIGURE 8

COMMERCIAL PROPERTY TRANSACTION VOLUMES
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The General Growth Properties restructuring is the epitome of
the market as they delevered (through equity injections) and
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split the company into core (highly valued assets with stable
and credit sure income streams) and the speculative Howard
Hughes Company for development and non-core assets. This
approach is indicative that the taint of speculation was
dragging down the value of one of the nation's most prized
retail real estate portfolios.

A look at commercial property indexes reflects the continued
pain in the national property values. The Moodys/REAL
Commercial Property Price Index (CPPI) for August 2010 is
down 7% YTD and down 45% since its peak in 2007. As we
forecasted last year, vacancy rates increased this year for
office, retail and industrial properties.

EXPECTATIONS FOR 2011

It is still all about the jobs! The U.S. economy should begin
adding jobs towards the end of 2011, absent any dangers. The
many dangers that could derail the slow progress toward job
growth include: (1) fears of inflation as a result of too much
quantitative easing; (2) rising oil prices; (3) regulatory changes
such as FASB changing long-term lease accounting treatments,
carried interest tax changes, and tax increases in general; and
(4) management fears regarding health care and energy costs.

With only timid job growth expected in 2011, we expect slight
improvements in vacancy rates for office, industrial and retail
properties for the coming year. With continued high
unemployment levels and uncertainty in the for-sale residential
market, we expect multifamily property fundamentals to remain
strong for 2011. The anticipated debates in Washington about
GSE reform pose significant risk to the multifamily market. GSE
reform could drastically impact transaction volumes and values
for multifamily properties.

We expect CMBS issuances to dramatically rise in 2011 and
especially in 2012, but not nearly to the 2007 issuance levels.
The structural issues that have hobbled the workouts of loans
in past issuances will lead the market to craft a new acceptable
structure, and issuances will rise dramatically. We expect that
amended CMBS structures will play a major role in refinancing
the coming maturity wave.

IRR-VIEWPOINT 2011
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valuation and counseling, Integra Realty Resources is

uniquely positioned to provide insights into the real estate
industry ranging from a comprehensive view of property sectors
and the macroeconomic trends that impact their performance to
focused analysis of individual transactions and developments
that shape submarket dynamics.

ﬁ s the nation’s largest independent firm focusing solely on

This IRR-Viewpoint 2011 publication gives you a snapshot at
the start of 2011 of the conditions in major metropolitan areas
in the office, retail, apartment, and industrial sectors. We have
also provided summaries of the Lodging, Gaming, and Self-
Storage sectors, in addition to an update regarding issues
surrounding “green” development. Although Integra is perhaps
best known for its work in the United States, we have also had
the good fortune to work with clients throughout North
America and abroad. We are pleased to include market
updates regarding Canada, Mexico, and Japan.

This information allows industry participants to evaluate the
various market areas and develop a base of knowledge that
relates the factors that impact each real estate property type.
However, it is important to recognize that each individual market
area consists of several submarkets that exhibit distinct
characteristics. When focused expertise is required to guide
investment and risk management decision-making, local Integra
professionals can help you gain in-depth insight into the details
of the individual submarkets that impact your business the most.
In the New Investment Criteria section, we summarize the
survey results, and highlight changes that have occurred over
the last year. In the following sections of IRR-Viewpoint 2011,
we dive deeper into each of the four main property types:
office, retail, apartment, and industrial.

MARKET CYCLE PHASES

Throughout IRR-Viewpoint 2011, we refer to four market cycle
phases which include: Recovery, Expansion, Hypersupply, and
Recession. Following are descriptions of these phases and
highlights of the status of the four major sectors of the real
estate industry.

Recovery
¢ decreasing vacancy rates
* low new construction
¢ moderate absorption
¢ [ow-to-moderate employment growth

Expansion
¢ decreasing vacancy rates
* moderate-to-high new construction
* high absorption

. e
moderate-to-high employment growth Continued on Page 8
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TABLE 9

CAPITALIZATION RATES, DISCOUNT RATES, REVERSION RATES, MARKET RENT CHANGE RATES,
EXPENSE GROWTH RATES AND TENANT FINISH ALLOWANCES
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Suburban Office 85 800 775 875 800 875 85 975 800 850 875 850 975 725 1025 850 850 900 925 850 800 800 825 750 870 850 9.0
— Regional Mall 750 800 800 850 675 800 800 950 850 800 900 875 1000 700 900 875 775 800 800 850 800 700 700 750 9.00 850 8.00
& Community Mall 800 825 75 85 775 875 800 950 875 825 900 825 950 750 925 825 800 900 950 9.00 800 800 800 750 880 850 850
4 Neighborhood Strip 750 825 775 900 750 850 800 975 850 825 950 850 975 800 950 850 800 9.00 1000 950 850 850 800 800 810 950 850
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= Community Mal 925 975 925 1050 925 1050 9.00 1050 975 950 1000 950 1050 9.00 1025 950 950 1030 11.00 950 900 900 850  9.50 1050 1050 10.00
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2 R&D 950 950 1000 975 950 1000 11.00 1000 1025 950 975 11.00 975 1175 975 1025 1150 1000 950 1000 9.0 9.00 950 1050 9.25

= Ubon Molifomily 700 800 725 900 650 750 850 1025 900 975 900 900 1025 750 1025 900 975 1050 850 975 850 850 775 750 900 825 9.0
S Sibubon Mulifomly 750 900 725 975 700 750 950 1000 800 975 950 875 1000 825 1025 875 975 1000 925 1000 800 850 775 730 800 825 900

S (BD Lodging 1050 11.00 1150 1175 1050 1225 11.00 1275 1000 1225 11.00 1000 1300 1150 1175 1000 1200 1200 975 11.75 1200 950 1100 870 13.00 12.00

< Suburban Lodging 1100 1150 1150 1250 1050 1250 1200 1275 11.00 1225 1175 11.00 1300 1250 1125 11.00 1200 1300 11.25 1200 1200 950 1100 950 1300 12.00
Airport Lodging 1100 1150 1150 1200 1050 1250 1200 1275 11.00 1225 1175 1050 1300 1250 11.25 1050 1200 13.00 11.25 1250 1200 950 1100 870 14.00 12.00
(BD Office 850 825 825 775 700 800 775 1025 900 950 9.00 800 1325 725 1175 800 9.00 1025 925 925 850 850 875 800 860 950 10.00
Suburban Office 875 850 825 900 850 850 875 1025 850 9.00 9.00 850 1025 775 11.00 850 9.00 1000 975 900 850 850 875 800 930 9.00 10.00

< Regional Mall 775 850 85 875 725 825 825 975 900 850 95 875 1025 750 1000 875 825 1000 850 875 850 750 725 800 950 9.00 9.00

<= Community Mall 825 875 800 875 825 850 825 975 925 875 950 850 1000 800 1025 850 850 1000 1000 925 850 850 850 800 930 9.00 950

E Neighborhood Strip 775 875 825 925 800 875 825 1000 900 875 1000 875 1000 850 1050 875 850 1000 1050 975 900 900 850 850 870 975 950

= Manufacturing 900 925 900 850 9.00 825 950 925 1000 925 950 1025 875 1150 950 1000 1150 950 1025 850 850 850 8.00 11.00 9.00

%= Buk 850 925 825 825 825 800 925 875 900 875 925 1025 900 1150 925 875 1150 950 875 850 850 850 7.00 1020 9.00

2 Office/Worehouse 850 925 850 850 825 875 825 925 900 900 925 875 1025 875 1100 875 875 1150 900 925 950 850 850 800 11.00 9.00 850

S R&D 875 925 900 800 850 875 925 95 950 925 9.00 1025 925 1075 900 975 1100 900 925 950 850 875 8.00 1080 9.00
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= Subutbon Multfomily 625 750 650 800 600 625 775 850 750 825 900 800 925 625 1025 800 775 950 825 900 800 750 650 600 7.60 775 850
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2 Neighborhood Stiip 000 100 000 000 200 000 000 000 000 000 300 05 200 15 000 050 200 000 000 000 000 000 200 000 060 025 0.00

é Manufacturing 000 000 000 000 000 000 000 000 000 200 -00 000 300 000 -.00 000 000 000 000 000 000 000 000 000 100 0.00

= Buk 200 000 000 000 0.00 000 000 200 000 200 -150 000 300 000 .50 000 000 000 000 200 000 000 200 000 300 0.00

E Office/Warehouse 200 000 000 000 000 000 000 000 200 000 200 -5 000 300 000 -5 000 000 000 000 200 000 000 000 000 300 0.00

cc R&D 000 000 000 000 0.00 000 000 200 000 200 000 000 300 000 000 000 000 000 000 7100 000 000 000 050 300 0.00

& Ubon Muliformily 300 700 200 200 300 100 300 200 300 100 200 000 000 300 000 000 200 500 000 100 300 000 200 300 050 000 000
& Sububon Mufffomily 300 700 200 200 300 100 250 200 300 100 200 000 000 300 200 000 200 500 000 000 300 000 200 300 030 000 000

= (BD Lodging 200 200 200 200 300 200 000 200 400 000 100 000 000 300 000 000 000 500 000 -5.00 000 200 000 050 000 0.00
Suburban Lodging 200 200 200 200 300 200 000 200 400 000 100 000 000 300 000 000 000 500 000 -5.00 000 200 000 050 000 0.00
Airport Lodging 200 200 200 200 300 200 000 200 400 000 100 000 000 300 000 000 000 500 000 -5.00 000 200 000 050 -5.00 0.0
(BD Office 300 200 25 300 300 275 300 250 300 250 250 300 250 300 250 300 250 200 300 200 300 200 275 300 300 200 2.00

— Suburban Office 300 200 25 300 300 275 300 250 300 250 25 300 250 300 250 300 250 200 300 200 300 200 275 300 300 200 2.00

82 Regional Mall 300 200 25 300 300 275 300 250 300 250 300 275 250 300 250 275 250 200 300 200 300 200 300 300 200 25 200

w2 Community Mall 300 200 250 300 300 275 300 250 300 250 300 275 250 300 25 275 250 200 300 200 300 200 300 300 300 250 2.00

& Neighborhood Strip 300 200 250 300 300 275 300 250 300 250 300 300 250 300 250 300 250 200 300 200 300 200 300 300 300 250 2.00

= Manufacturing 300 200 250 300 3.00 275 250 300 25 25 275 250 300 250 275 250 200 300 200 300 200 250 300 300 250 2.00

= Buk 300 200 250 3.00 3.00 275 250 300 250 250 250 250 300 250 250 250 200 300 200 300 200 300 300 300 250 2.00

2 Office/Worehouse 300 200 25 300 300 275 275 250 300 250 250 250 250 300 250 250 250 200 300 200 300 200 300 300 300 250 2.00

S R&D 300 200 25 300 3.00 300 25 300 250 250 275 250 300 250 275 250 200 300 200 300 200 300 300 300 250 2.00

& Ubon Moifomiy 300 200 250 300 300 275 350 250 300 250 300 250 250 300 250 250 250 200 300 200 300 200 300 300 250 250 200
 Sbubon Mulfomly 300 200 250 300 300 275 300 250 300 250 300 250 250 300 250 250 250 200 300 200 300 200 300 300 250 250 200

5 (BD Lodging 300 200 25 300 300 275 300 250 300 250 200 225 250 300 250 225 250 200 300 200 300 200 300 300 25 250 2.00
Suburban Lodging 300 200 25 300 300 275 300 250 300 250 200 225 250 300 250 225 250 200 300 2.00 200 300 300 250 250 200
Airport Lodging 300 200 25 300 300 275 300 250 300 250 200 225 250 300 250 225 250 200 3.00 2.00 200 300 300 250 250 200
(BD Office 3500 30.00 40.00 40.00 40.00 1500 40.00 3000 30.00 3000 2000 20.00 1500 2500 18.00 2400 3000 3000 2500 2000 3500 3500 30.00 40.00 30.00 10.00 50.00

= Suburbon Office 2000 3000 3000 40.00 30.00 1500 2500 3000 2500 2000 1500 20.00 1500 2000 1500 2000 2000 2500 1800 2000 2500 0.00 2500 30.00 2500 20.00 30.00

= Regional Mall 3000 2000 500 25.00 10.00 1000 2500 2500 2000 30.00 2500 2000 500 9.00 2500 20.00 10.00 25.00 15.00 0.00 2500 1000 40.00 20.00 25.00

< Community Mall 500 1000 500 2000 5.00 500 2000 1000 1000 500 1500 1500 1000 9.00 1500 10.00 500 2000 1500 500 000 800 500 2000 20.00 15.00

= Neighborhood Strip 500 9.00 500 1500 200 3.00 500 1500 1000 10.00 500 000 1500 1000 7.00 1500 1000 500 1000 1000 500 1500 200 500 1500 10.00 10.00

S Manufacturing 100 500 000 5.00 000 000 5.00 000 300 000 300 000 000 000 000 0.00 0.00 1.00 1000 1.00

= Bulk 100 300 150 5.00 000 000 5.00 000 300 000 300 000 3.00 000 000 1.50 0.00 1.00 000 1.00

 Office/Warehouse 100 500 300 5.00 200 000 000 500 300 000 300 000 300 300 300 300 000 400 300 500 0.00 500 1500 1.00

= R&D 1500 500 1200 0.00 250 000 25.00 000 000 000 800 500 500 000 400 500 2000 0.00 500 1500 1.00

v Urbon Mutifomily/Unit -~ 0.00 000 0.00  0.00 000 000 0.00 000 000 000 000 0.00 0.00 1,000.00  400.00 0.00 000 0.00 0.00

= Suburban Mulffomily/Unit .00 0.00  0.00  0.00 000 000 0.00 000 000 000 0.00  0.00 0.00 800.00 500.00 0.00 000 0.00 0.00

& (BD Lodging 000 000 000 000 000 000 000 000 000 000 0.00 0.00 000 000 000 0.00 000 000 0.00

"= Suburban Lodging 000 000 000 000 000 000 000 000 000 000 0.00 0.00 000 000 000 0.00 000 000 0.00
Airport Lodging 000 000 000 0.00 000 000 0.00 000 000 0.00 0.00  0.00 0.00 000 0.00 0.00 0.00 000 0.00
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INVESTMENT CRITERIA

TABLE 9 continued
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900 750 850 850 9.0 800 650 7.50 850 800 950 900 825 1000 800 800 725 800 1000 750 675 775 850 800 850 10.00 8.00 625 875 838
900 850 850 825 870 825 800 800 900 875 825 950 850 850 900 850 825 825 850 950 775 800 825 850 850 8.00 0 825 700 900 850
7.00 25 800 950 720 700 675 750 750 725 975 175 800 800 775 750 800 925 725 700 750 800 650 850 9.00 8.0 725 725 79
800 75 800 900 760 800 775 825 800 800 800 1000 850 775 900 875 800 775 85 875 700 725 775 800 750 875 950 850 800 750 850 8.30
800 825 875 875 750 850 750 850 825 750 750 1000 875 800 900 875 800 800 875 875 800 750 800 875 750 850 1000 900 900 725 875 848
900 900 925 95 850 900 850 850 825 875 1000 925 9.00 9.50 875 850 825 925 800 800 85 925 85 875 825 850 875 950 887
900 875 925 975 830 825 775 750 800 850 825 1000 9.25 9.75 850 775 825 925 800 725 750 925 850 825 825 900 825 900 851
800 875 900 95 810 825 775 750 850 850 825 950 900 800 950 850 850 825 825 925 725 725 750 9.00 825 850 825 850 875 9.00 851
800 875 900 975 820 825 800 950 875 875 850 1000 9.00 850 9.50 825 850 825 925 725 850 950 9.00 875 9.00 9.00 850 950 876
750 625 875 875 775 775 600 600 7.00 675 600 700 625 850 550 700 650 700 750 600 500 525 875 675 800 950 900 850 500 750 7.6
750 650 875 875 750 650 575 575 625 700 700 600 700 700 800 600 700 650 700 750 625 550 575 875 700 700 900 825 850 550 700 7.4
10.00 1050 10.00 11.00 950 950 9.00 10.00 10.75 925 950 900 875 1050 1075 950 900 9.00 1050 775 9.00 950 1000 710.00 9.00 10.25 850 950 9.70
10.00 11.50 10.00 11.00 1030 925 9.00 1025 1050 11.00 975 950 9.00 1025 11.00 11.00 11.00 950 9.00 1150 950 950 975 10.00 10.00 10.00 1050 11.00  9.00 950 1001
10.00 11.00 10.00 10.50 925 900 1050 950 11.00 1000 950 925 975 1000 11.00 11.00 950 9.00 1050 9.00 975 10.00 10.00 10.00 10.00 10.00 900 950 1001
11.00 9.00 1000 875 1050 9.00 800 9.50 1000 900 1050 9.00 9.00 1150 950 875 850 9.00 1200 850 850 975 1000 875 975 9.00 750 975 9.0
11.00 950 1000 850 1025 900 900 1000 11.00 1025 925 11.00 875 10.00 11.25 1000 9.00 950 1050 11.50 875 950 1025 10.00 9.00 9.00 9.25 825 1000 9.82
900 850 1000 975 890 800 800 825 9.25 975 11.00 9.50 10.50 1000 9.5 875 1000 1050 850 825 825 1000 7.50 1000 9.50 8.00 925 850 940

1000 9.00 1000 925 870 875 850 850 1000 950 950 1150 1000 9.00 1030 1050 875 900 1050 1000 825 875 875 1000 850 975 950 1000 11.00 875 9.00 9.60
1000 1000 1000 900 875 900 850 850 1000 9.00 9.00 1150 950 9.00 1030 1075 875 925 1050 1000 900 875 875 1000 850 950 1000 950 1200 850 9.00 9.66

11.00 10.00 950 950 925 875 11.00 1025 950 11.00 11.00 10.00 12.00 1000 975 900 1050 9.00 10.00 11.00 1000 975 1000 900 1150 975 1050 10.07
11.00 10.00 1000 950 900 850 950 1000 1000 9.00 11.00 11.00 12.00 975 900 900 1050 9.00 9.00 950 1000 925 1100 900 1200 925 925 978
1000 1000 1125 1000 925 900 850 950 1025 1050 9.00 11.00 1050 9.00 1150 1000 975 950 9.00 1050 950 900 950 1125 850 950 900 900 1150 975 950 981
10.00 10.00 975 925 925 900 1150 1075 1025 950 1200 1050 10.00 11.50 950 975 900 1050 825 1000 1150 1100 10.00 11.00 950 1025 10.06
950 850 1150 975 900 800 750 850 875 800 900 950 800 1050 750 900 775 900 950 775 700 750 1150 800 9.00 950 1100 700 850 875
95 875 1150 975 875 800 750 800 875 850 800 900 950 850 1000 800 900 775 900 950 775 800 800 1150 825 800 925 1100 750 850 880
1200 12.00 1200 1150 975 925 1200 12.00 1000 11.00 1150 1150 12.00 1225 1150 1025 1050 11.00 800 11.00 11.50 1200 10.00 12.20 11.00 11.00 1118
1200 13.00 1200 1200 975 925 1250 1250 1300 1000 1150 1150 1300 1300 1250 1300 1075 1050 1300 1150 1150 12.00 1200 11.00 1200 1300 1150 11.00 11.73
1200 12.50 11.50 975 950 1250 1150 1300 1000 1150 1175 1250 1300 1250 1300 1075 1050 1150 11.00 1150 12.00 1200 11.00 12.00 1150 11.00 11.61
950 800 9.00 975 945 850 675 8.00 875 825 1000 950 850 1025 825 850 750 850 11.00 800 725 825 9.00 750 9.00 175 675 900 876
950 900 9.00 950 9.05 850 850 850 950 9.00 850 1050 9.00 975 1000 875 875 850 950 1050 925 850 875 900 775 850 8.50 750 950  9.00
750 775 850 1000 755 750 7.00 800 8.00 750 1050  8.25 10.00 825 775 850 1000 825 750 800 850 650 900 900 850 775 800 846

850 775 850 950 795 850 800 875 850 850 825 1100 900 875 1000 875 850 800 900 950 850 775 825 850 775 925 900 900 900 775 825 877
850 850 925 925 785 875 800 900 900 800 775 11.00 925 875 1000 900 850 825 925 950 850 800 850 925 775 900 950 950 1000 750 825 893

950 950 975 1125 885 950 900 900 9.00 9.00 1050 925 975 1150 925 875 850 1025 850 850 900 975 850 9.25 850 950 9.00 975 939
950 925 975 1125 865 850 875 800 825 875 850 1050 950 1150 900 850 850 1025 850 775 800 975 850 875 850 1000 850 825 9.04
850 925 950 1100 845 850 875 800 875 875 850 1050 925 875 1150 925 900 850 850 1025 825 775 800 950 800 9.00 850 950 9.00 875 9.04
850 925 950 1150 855 875 900 1000 925 900 875 11.00 950 9.25 11.00 875 875 850 1025 850 9.00 1000 950 9.00 9.50 9.50 875 975 932
800 675 925 925 810 800 650 700 750 700 800 750 650 1000 575 750 675 850 800 800 550 625 925 675 850 750 900 550 800 7.64
800 700 925 925 785 675 650 650 700 750 725 800 750 750 950 625 750 675 850 800 850 650 475 925 675 750 750 900 600 800 7.8
1050 11.00 1050 1150 985 975 925 1050 1025 950 1050 9.50 925 1200 11.25 1000 925 950 1150 825 950 1000 1050 1050  9.50 10.50 925 975 1018
1050 1200 1050 1150 1065 975 925 1075 1125 1150 1000 11.00 950 1050 1200 1150 1200 975 950 1250 11.00 1000 1025 1050 1050 10.50 11.00 1150 975 975 1061
1050 11.50 10.50 11.00 975 950 11.00 1000 1150 1025 11.00 975 1000 1200 1150 1200 975 9.50 1150 1075 1025 1050 1050 1050 1050 11.00 975 9.75 1059

000 000 -200 150 000 400 300 150 200 000 200 000 000 000 000 500 000 200 000 300 000 000 -1000 000 000 050 150 000 018

000 000 -100 100 000 000 000 -500 -150 200 000 100 000 000 000 000 -5.00 000 200 000 000 000 000 -1000 200 000 -0.25 000 000 -0.19

000 300 -300 200 200 300 000 0.00 000 300 000 000 000 100 500 000 000 000 000 000 300 000 000 200 0.0 000 1.00 044

000 300 -100 200 200 200 000 -300 000 200 200 000 000 000 000 000 000 000 000 000 000 000 300 000 000 200 -1.00 200 1.00 000 045
1500 000 300 200 000 000 000 000 000 000 000 000 000 150 000 300 000 000 200 -1.00 200 1.00 000 033

. . i X . .00 -15.00 000 200 1.00 000 0.00 000 -300 200 200 000 300 300 -5.00 -10.00 000 000 300 000 000 000 -0.26

000 500 .00 150 000 000 300 -1475 150 200 200 1.00 0.00 000 300 200 200 000 300 300 -5.00 -1000 200 000 300 000 000 000 -0.03
19.00 150 200 000 100 000 000 000 000 -300 200 200 000 300 300 -5.00 -1000 200 000 300 000 000 000 -0.19
1 -1.50

150 100 300 000 225 300 300 000 -5.00 300 000 250 25 500 1.00 000 000 000 300 000 300 300 300 500 300 000 50 500 300 000 171
150 1.00 300 000 25 300 300 300 -500 300 300 000 25 000 500 100 000 000 000 300 000 300 300 300 500 300 000 -5 500 300 200 179
000 200 300 -200 200 200 300 300 -10.00 200 500 250 000 500 200 -250 500 200 000 000 300 300 300 -1000 4.00 1.00 200 000 0.6
000 000 300 -1.00 200 200 300 300 -1400 200 200 -5.00 250 000 500 200 -5.00 500 200 000 000 300 300 300 -1000 4.00 100 200 200 000 057
000 000 300 -1.00 200 300 300 500 200 200 -5.00 250 000 500 200 -5.00 500 200 000 000 300 300 300 -1000 4.00 1.00 200 000 059

200 300 300 100 200 300 25 300 300 15 300 200 250 250 200 275 200 300 300 300 325 300 300 300 200 300 300 285 250 300 262
200 300 300 100 225 300 25 300 300 15 300 200 250 250 200 275 200 300 300 300 325 300 300 300 200 300 300 285 250 300 262
200 300 300 200 200 300 250 3.00 3.00 300 200 250 200 275 200 300 200 300 200 300 300 300 200 300 250 275 250 300 260
200 300 300 200 200 300 250 300 300 150 300 200 250 25 200 275 200 300 200 300 200 300 300 300 200 300 250 275 250 250 300 2.60
200 300 300 200 200 300 250 300 300 150 300 200 250 25 200 275 200 300 200 300 200 300 300 300 200 300 250 275 250 250 300 261

200 300 300 1.00 150 200 250 3.00 300 300 200 250 250 2.00 200 300 300 300 25 300 300 300 200 3.00 250 200 250 300 256
200 300 300 200 150 200 250 300 300 150 300 200 250 200 200 300 300 300 200 300 300 300 200 3.00 250 200 250 300 255
200 300 300 1.00 150 200 250 300 300 150 300 200 250 25 200 275 200 300 300 300 225 300 300 300 200 3.00 250 200 250 300 254
200 300 300 100 200 200 25 300 300 150 300 200 250 250 2.00 200 300 300 300 275 300 300 300 200 3.00 2.80 250 300 258
200 300 300 200 225 300 300 3.00 300 300 200 250 250 200 275 200 300 300 200 275 300 300 300 200 300 250 230 300 250 300 264
200 300 300 200 250 300 300 300 300 15 300 200 250 250 200 275 200 300 300 200 275 300 300 300 200 300 250 240 300 250 300 261
200 300 300 200 200 300 300 3.00 3.00 300 200 250 200 200 275 100 300 500 300 250 300 300 300 200 3.00 230 250 300 261
200 300 300 200 200 300 300 300 300 15 300 200 250 200 200 275 1.00 300 500 300 275 300 300 300 200 300 250 200 250 300 258
200 300 3.00 2.00 300 300 300 300 150 300 200 250 200 200 275 1.00 300 500 300 275 300 300 300 200 3.0 250 250 300 261
3500 35.00 700 2500 3000 5800 2000 3500 2500 3500 30.00 30.00 3000 28.00 17.00 1500 50.00 40.00 20.00 57.00 30.00 20.00 3000 30.00 30.00 5500 30.00 30.26
35.00 20.00 650 2000 2800 30.00 1500 2500 20.00 2000 20.00 30.00 4500 2200 17.00 1500 40.00 3500 1500 4500 20.00 15.00 5000 25.00 25.00 25.00 3000 2500 24.12
25.00 20.00 9.00 5000 2000 2000 2000 5.00 3000 20.00 45.00 9.00 3000 40.00 2000 0.00 20.00 20.00 4000 2500  5.00 2500 20.68
25.00 15.00 500 1500 500 800 800 000 300 500 500 1000 1500 500 500 1200 3500 1000 400 800 800 600 1000 500 1500 1000 500 400 10.06
20.00 15.00 300 500 300 400 400 000 300 500 500 1000 1500 500 500 500 1200 2500 1000 350 400 4.00 600 1000 500 1000 1000 500 400 7.92
000 250 200 500 500 0.00 100 500 000 100 000 000 800 500 200 000 1000 500 600 500 000 000 100 227
000 050 200 500 050 000 100 100 250 0.00 0.00 000 300 500 000 000 050 005 000 5.00 000 100 100 130
000 200 100 5.00 100 500 1000 100 500 2500 100 000 200 250 500 500 400 000 1.00 1.00 000 5.00 000 500 1.00 326
000 400 150 5.00 500 500 1000 1500 1000 0.00 250 0.0 500 1000 1000 1000 3500 1500 5.0 150 25.00 2000 1000 7.5
1.00 30000 000 0.00 0.00 0.00 350.00  0.00 000 000 000 000 000 0.00 5000  0.00 350.00 68.08
1.00 30000 000 0.0 0.00 0.00 350.00  0.00 000 000 000 000 000 0.00 0.00 0.0 350.00 63.92
0.00 0.00 0.00 0.00 0.00 0.00 000 000 000 000 000 0.00 000  0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 000 000 000 000 000 000 000 000 0.00
0.00 0.00 0.00 0.00 0.00 0.00 000 000 000 000 000 000 0.00 0.00 0.00
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NEW INVESTMENT CRITERIA

Hypersupply

® increasing vacancy rates

¢ moderate-to-high new construction

¢ low-to-negative absorption

¢ moderate-to-low employment growth
Recession

e increasing vacancy rates

* moderate-to-low new construction

* low absorption

* |low-to-negative employment growth

Each Integra office analyzes vacancy rate trends, new construction
starts, forecasted absorption figures and employment growth
forecasts to guide them as they assign a cycle phase to each
surveyed city. The investment potential of properties in a particular
market depends significantly upon where the market is in the
cycle. For instance, a market that has entered the last stage of the
recessionary phase should be expected to begin its recovery
within about a year barring any external forces holding it back.
The value of properties in such a market should be favorably
impacted as the fundamentals improve.

OFFICE MARKET

In the office sector cycle, we find that although many markets
remain in recession, a large number have transitioned to the
recovery phase of the cycle. The widespread migration from
the expansion and hypersupply phases that occurred over the
previous two years is now complete and with the exception of
Houston, all markets are currently in the recession or recovery
portion of the cycle. While most markets are progressing
through the cycle, some, such as Memphis, Coastal New
Jersey, and Cleveland, appear to be backtracking.

RETAIL MARKET

Expected to be one of the last sectors to recover, retail is
beginning to show signs of recovery in some markets. The

number of markets that remain in hypersupply has dwindled to
four while the number in recovery has exploded from two last
year to 19 in 2010. We project that the markets with the
highest unemployment rates will be some of the last to recover.

APARTMENT MARKET

In contrast to the retail market, the apartment sector is
commonly the first to show signs of growth following an
economic downturn. The Apartment sector was the only sector
to boast of markets in the expansion cycle during 2010. Eighty-
one percent of markets are in the recovery or expansion phase
compared to only 9% last year.

INDUSTRIAL MARKET

As was the case with the other three sectors, the industrial
market is slow but it has begun to show widespread signs of
recovery. The number of markets in the recovery stage has
increased from seven in 2009 to 14 in the current year. At the
same time, the only market to remain in the hypersupply cycle
is Houston. A majority (74%) remain in various stages of the
recession phase.

CAPITALIZATION AND DISCOUNT RATES

Capitalization and discount rates are important measures of the
conditions in the real estate investment landscape. Rising
capitalization rates can be a sign of weakness, and caution is
warranted. On the other hand, decreasing capitalization rates
are an indication of a strong market that is viewed optimistically
by investors. Comparison of capitalization rates between various
markets and submarkets is a useful exercise that can give a
valuable indication of market conditions. However,
capitalization rates for individual properties are affected by
many factors including specific submarket conditions, tenant
credit, property conditions, etc. Integra representatives have
intimate knowledge of the conditions within their markets, and
can help you analyze specific submarkets and properties.

TABLE 10
2010 CAP RATE RANKS
2010 2010 Low 2010 High 2010 Avg.
Rank Property Type (%) (%) (%)
1 Suburban Multi Family 5.50 9.25 7.14
2 Urban Multi Family 5.00 9.75 71.16
3 Regional Mall 6.50 10.00 7.96
4 Community Mall 7.00 10.00 8.30
5 (BD Office 6.25 12.75 8.38
6 Neighborhood Strip 7.25 10.00 8.48
7 Suburban Office 7.00 10.25 8.50
8 Office/Warehouse 7.25 10.00 8.51
9 Buk 6.50 10.50 8.51
10 R&D 7.25 10.00 8.76
11 Manufacturing 7.50 10.50 8.87
12 (BD Lodging 7.75 11.50 9.70
13 Airport Lodging 8.00 11.50 10.01
14 Suburban Lodging 8.50 11.50 10.11

© Copyright 2010 Integra Realty Resources
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TABLE 11

PROJECTED CAP RATE CHANGE

Property Type Decline (%) Increase (%) Stable (%)
GBD Office 316 12.3 56.1
Suburban Office 29.8 12.3 57.9
Regional Mall 20.0 20.0 60.0
Community Mall 25.9 20.7 53.4
Neighborhood Strip 25.9 13.8 60.3
Manufacturing 22.2 74 70.4
Bulk 222 9.3 68.5
Office/Warehouse 25.9 8.6 65.5
R&D 212 13.5 65.4
Urban Multifamily 59.6 18 38.6
Suburban Multifamily 56.9 1.7 14
CBD Lodging 37.7 1.3 50.9
Suburban Lodging 36.4 10.9 52.7
Airport Lodging 37.3 13.7 49.0
AVERAGE 32.3 11.2 56.4

© (opyright 2010 Integra Realty Resources
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Discount rates are the annualized, expected rates of return for
property investments and they also provide clues about the
weakness or strength of a market. Basically, relatively low
discount rates are an indication that the investors view the market
as exhibiting relatively low risk. On the other hand, higher
discount rates are an indication that a market is viewed as riskier.

In a significant reversal from the previous two years, only
11.2% of participants are projecting a cap rate increase. In
2009 and 2008, 79.1% and 90.4% respectively anticipated an
increase. This year, 32.3% of those surveyed predict a decline
while 56.4% think that rates will remain stable. At 59.6%,
Urban Multifamily is the sector that most believe will
experience a drop in cap rates. On the other end, 20.7% of
participants believe that the cap rates of the Community Mall
sector will climb. In general, 32.3% expect a decline in cap
rates, 11.2% anticipate an increase, and 56.4% believe that
rates will remain stable over the succeeding year. The mixed
results of the survey indicate that signs of recovery are
tempered by a level of uncertainty.

Similar to the trends witnessed in capitalization rates, discount
rates decreased across the board. For the upcoming year,
survey respondents indicated that 13.7% of property types are
expected to experience increasing discount rates, 33.1%
declining, and 53.2% stable. Multifamily properties are
expected to experience the largest decline in discount rates
while Community Mall markets are the most likely to increase.

TABLE 12
2010 DISCOUNT RATE RANKS
2010 2010 Low 2010 High 2010 Avg.
Rank Property Type (%) (%) (%)
1 Urban Multi Family 6.50 11.50 8.75
2 Suburban Mulfi Family 7.00 11.50 8.80
3 Regional Mall 7.50 11.00 9.40
4 (BD Office 7.50 14.50 9.60
5 Community Mall 8.25 11.50 9.60
6 Neighborhood Strip 8.50 12.00 9.66
7 Bulk 8.50 12.00 9.78
8 Office/Warehouse 8.50 12.00 9.81
9 Suburban Office 8.25 11.75 9.82
10 R&D 8.25 12.00 10.06
11 Manufacturing 8.75 12.00 10.07
12 (BD Lodging 8.00 13.00 11.18
13 Airport Lodging 8.70 14.00 11.61
14 Suburban Lodging 9.25 13.00 11.73

© Copyright 2010 Integra Realty Resources
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TABLE 13

PROJECTED DISCOUNT RATE CHANGE

Property Type Decline (%) Increase (%) Stable (%)
(BD Office 321 17.0 50.9
Suburban Office 321 18.9 491
Regional Mall 231 173 59.6
Community Mall 27.3 218 50.9
Neighborhood Strip 309 12.7 56.4
Manufacturing 220 8.0 70.0
Bulk 28.0 12.0 60.0
Office/Warehouse 315 14.8 537
R&D 220 14.0 64.0
Urban Multifamily 53.7 5.6 40.7
Suburban Multifamily 545 1.8 43.6
(BD Lodging 373 17.6 451
Suburban Lodging 321 17.0 50.9
Airport Lodging 36.5 135 50.0
AVERAGE 331 137 532

© Copyright 2010 Integra Realty Resources

INTERPRETATION OF SURVEY DATA

All cap rates, discount rates and other data as reported on
pages 6 and 7 are for Class A properties. The inventory,
vacancy and absorption data reported in the Office, Retail,
Apartment and Industrial sections are for all available
properties in the marketplace.

The cap rates for Class A properties have generally decreased
slightly this year. On the other hand, the vacancy rates for
Office, Retail and Industrial properties have increased. The
divergence between decreasing cap rates and rising vacancy
rates is reflective of the bifurcation of the commercial real
estate markets that we have highlighted in IRR-Viewpoint
2011. Class A properties, particularly those in “gateway cities,”
are getting the tenants, buyers, and financing, and have
experienced decreasing cap rates over the past year. At the
same time, much of the rest of the market is struggling with
rising vacancy rates and lack of financing.




ffice: CBD &
Suburban

OFFICE (CBD & SUBURBAN) BY THE
NUMBERS

e CBD Office cap rate and discount rate rankings each
remained in the same spot as last year.

e Suburban Office cap rate rank rose from eighth to seventh,
while its discount rate rank fell from seventh to ninth.

* The CBD Office cap rate decreased 23 basis points, while
the Suburban Office cap rate experienced a similar drop
of 20 basis points.

e For the second consecutive year, Suburban cap rates
exceed those of CBD cap rates.

* Survey respondents project that cap rates and discount
rates will experience similar pricing forces in the next
year, with cap rates for both types expected to rise in
12.3% of the markets surveyed. CBD and Suburban cap
rates are projected to decline in 31.6% and 29.8% of
markets respectively. Remaining markets’ cap rates are
expected to remain stable.

CBD Office cap rates range from 6.25% to 12.75%, with
an average of 8.38%. Discount rates range from 7.5% to
14.5%, with an average of 9.6%.

Suburban Office cap rates range from 7.00% to 10.25%,
with an average of 8.5%. Discount rates range from 8.25%
to 11.75%, with an average of 9.82%.

The CBD Office weighted average vacancy rate is currently
14.55%. Compared with a 13.42% vacancy rate last year, we
find that CBD Office occupancies increased in a majority of
metropolitan areas. Similarly, Suburban Office vacancies have
increased from 16.45% to 17.10%.

To a certain degree, the decreasing cap rates and discount rates
indicate that the market anticipates a reversal of the increasing

FIGURE 14
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TABLE 15

OFFICE MARKET CONDITIONS AND FORECASTS: Central Business District

TOTAL FORECAST TOTAL FORECAST
AVG ANNUAL UNDER AVG ANNUAL VALUE TOTAL VALUE EST.
VACANCY NET ABSORP. CONST. NET ABSORP. CHANGE CHANGE YEARS
INVENTORY RATE VACANCY 2007-2010 2011-2014 2011-2013 2007-2010 2011-2012 TO
MARKET AREA (SF) (%) (SF) (SF) (SF) (SF) (%) (%) BALANCE
Atlanta, GA 16,213,000 21.80% 3,534,434 62,667 0 186,000 -30.00% 2.00% 5
Austin, TX 8,691,222 16.00% 1,390,596 126,191 200,000 100,000 1.00% 8.00% 2
Baltimore, MD 21,936,311 16.90% 3,707,237 -86,396 156,000 59,518 -20.00% 3.00% 5
Boise, ID 5,588,965 9.26% 517,538 0 0 0 -30.00% 0.00% 2
Boston, MA 60,000,000 18.00% 10,800,000 -700,000 2,150,000 633,333 -23.00% 8.00% 4
Charlotte, NC 17,023,832 7.60% 1,293,811 0 0 -450,000 -7.00% -15.00% 6
(Chicago, IL 121,317,000 16.08% 19,507,774 127,292 1,900,000 191,583 0.00% 5.00% 3
Cincinnati, OH 10,600,000 17.00% 1,802,000 -25,000 800,000 208,333 -8.00% -2.00% 4
(leveland, OH 11,800,000 22.00% 2,596,000 -1,000,000 170,000 156,667 -20.00% 5.00% 7
Columbia, SC 4,970,000 23.10% 1,148,070 -120,000 125,000 33,333 -11.00% 0.00% 8
Columbus, OH 10,100,000 17.00% 1,717,000 100,000 175,000 36,667 -10.00% 8.00% 10
Dallas, TX 37,141,997 26.30% 9,768,345 45,013 433,000 175,000 15.00% 0.00% 20
Dayton, OH 9,500,000 28.00% 2,660,000 -100,000 0 41,667 -40.00% -5.00% 18
Denver, (0 25,989,000 18.10% 4,704,009 -29,750 176,000 218,000 -20.00% 8.00% 3
Detroit, MI 10,690,000 22.00% 2,351,800 -464,500 0 -40,000 -20.00% 0.00% 5
Fort Worth, TX 11,249,434 10.70% 1,203,689 18,830 252,000 -17,333 20.01% 6.00% 10
Greenvills, SC 3,425,000 18.25% 625,063 0 200,000 41,667 -8.00% 2.00% 8
Hartford, (T 8,546,000 22.40% 1,914,304 -829,000 0 8,333 -40.00% 0.00% 7
Houston, TX 46,400,000 12.00% 5,568,000 332,000 3,500,000 1,620,000 3.00% 3.00%
Indianapolis, IN 10,445,000 15.70% 1,639,865 33,000 0 -36,333 1.00% -5.00% 4
Kansas City, MO/KS 14,000,000 18.00% 2,520,000 0 0 133,333 -15.00% 10.00% 5
Las Vegas, NV 3,401,344 9.20% 312,924 26,000 45,000 3,333 -32.28% -10.00% 5
Los Angeles, CA 69,821,136 11.08% 7,735,395 -332,869 1,100,000 -300,000 -30.00% -5.00% 5
Louisville, KY 10,940,000 13.00% 1,422,200 131,675 700,000 200,000 -3.00% 3.00% 2
Memphis, TN 12,424,238 10.10% 1,254,848 44,346 0 83,333 0.00% 0.00% 15
Migmi, FL 6,352,000 13.20% 838,464 -98,000 985,862 515,333 -10.00% -5.00% 5
Milwaukee, WI 12,984,000 19.00% 2,466,960 -125,667 1,158,000 113,333 -35.00% 5.00% 5
Minneapolis, MN 27,170,000 17.60% 4,781,920 -45,500 672,000 233,667 -20.00% 0.00% 3
Nashville, TN 7,581,000 21.00% 1,592,010 54,000 42,000 103,333 -22.00% -4.00% 3
New Jersey, Coastal 2,800,000 9.00% 252,000 0 0 58,333 -20.00% 5.00% 1
New Jersey, Northem 16,000,000 17.00% 2,720,000 -50,000 0 0 -17.00% -1.00% 5
New York, NY 356,000,000 11.60% 41,296,000 -3,300,000 8,700,000 3,400,000 -19.00% 9.00% 4
Oakland, CA 12,263,184 14.35% 1,759,767 21,612 77,000 60,500 -30.00% 20.00% 4
Orlando, FL 6,905,000 16.50% 1,139,325 -123,000 672,000 124,667 -10.00% 3.00% 5
Philadelphia, PA 60,854,337 10.70% 6,511,414 -18,912 -13,298 -15.00% 6.00% 3
Phoenix, AZ 7,479,084 21.66% 1,619,970 -40,000 0 83,333 -20.00% -10.00% 5
Pittshurgh, PA 29,632,500 10.80% 3,200,310 0 0 75,000 -11.00% 2.00% ]
Portland, OR 19,508,628 10.70% 2,087,423 228,192 435,120 150,000 -15.00% 5.00% 2
Providence, RI 3,150,000 11.00% 346,500 55,000 275,000 32,500 -25.00% -12.00% 6
Raleigh, NC 3,567,000 12.00% 428,040 45,429 0 20,000 -10.00% 3.00% 3
Richmond, VA 11,580,000 18.00% 2,084,400 -80,000 0 100,000 -12.00% 3.00% 5
Sacramento, (A 10,945,000 17.00% 1,860,650 150,000 0 83,333 -25.00% -15.00% 10
Salt Lake City, UT 7,100,000 15.00% 1,278,000 75,000 0 100,000 -15.00% -5.00% 3
San Antonio, TX 4,963,000 23.40% 1,161,342 -45,000 0 35,333 8.00% 6.00% 10
San Diego, CA 10,207,130 17.40% 1,776,041 31,000 365,000 316,667 -24.00% -3.00% 3
San Francisco, CA 50,168,153 14.65% 7,349,634 -662,766 503,000 378,667 -5.00% 20.00% 3
San Jose, CA 8,384,596 25.30% 2,121,303 26,626 503,000 129,333 -30.00% 15.00% 4
Seattle, WA 48,109,276 17.83% 8,577,689 331,576 920,000 586,667 -35.00% 5.00% 5
St. Louis, MO 11,800,000 22.00% 2,596,000 -1,000,000 170,000 156,667 -20.00% 5.00% 7
Syracuse, NY 6,900,000 23.00% 1,587,000 -58,000 0 23,333 3.00% 0.00% 5
Tampg, FL 7,118,000 19.20% 1,366,656 -131,000 466,000 207,000 -25.00% -5.00% 4
Tulsa, OK 8,171,419 25.00% 2,042,855 -40,000 0 0 -15.00% 5.00% 10
Washington, DC 146,112,121 11.50% 16,802,894 1,047,109 5,253,000 979,667 -10.00% 8.00% 3
Wilmington, DE 12,900,000 16.00% 2,064,000 -95,000 0 100,000 -10.00% -5.00% 10
Total:  Simple Avg: Total: Total: Total: Total: Average: Average: Average:
1,478,918,907 o h: %.%8% 215,403,467 -6,577,828 33,279,002 11,439,803 -15.21% 1.65% 5.60
eighted Avg:
: 14.55§A
© Copyright 2010 Integra Realty Resources
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TABLE 16

OFFICE MARKET CONDITIONS AND FORECASTS: Suburban Market Area

TOTAL FORECAST TOTAL FORECAST
AVG ANNUAL UNDER AVG ANNUAL VALUE TOTALVALUE  EST.
VACANCY NET ABSORP. CONST. NET ABSORP. CHANGE CHANGE YEARS

INVENTORY RATE VACANCY 2007-2010 2011-2014 2011-2013 2007-2010 2011-2012 TO
MARKET AREA (SP) (%) (SF) (SF) (SF) (SF) (%) (%) BALANCE
Atlanta, GA 126,196,000 19.76% 24,942,395 116,000 5,223,000 1,949,333 -30.00% 1.00% 5
Austin, TX 33,426,779 22.00% 7,353,891 130,860 1,100,000 500,000 -20.00% 5.00% 3
Baltimore, MD 110,128,675 13.45% 14,808,489 591,447 3,046,000 401,666 -20.00% 3.00% 2
Boise, ID 16,482,101 18.60% 3,005,360 129,000 55,000 -37.50% 0.00% 3
Boston, MA 105,900,000 21.82% 23,107,000 175,000 2,100,000 900,000 -23.00% 8.00% 6
Charlotte, NC 31,448,447 19.94% 6,271,379 975,636 175,000 -25,000 -13.00% -7.00% 4
(Chicago, IL 123,141,000 21.82% 26,868,494 -706,750 2,176,000 115,400 0.00% 4.00% 5
Cincinnati, OH 22,200,000 21.42% 4,756,000 5,500 750,000 250,000 -8.00% -2.00% 3
(leveland, OH 34,700,000 16.00% 5,552,650 560,000 1,490,000 533,333 -15.00% 15.00% 4
Columbia, SC 4,935,000 22.00% 1,085,700 -145,000 125,000 33,333 -11.00% 3.00% 9
Columbus, OH 22,930,000 20.71% 4,749,400 -5,000 950,000 236,667 -10.00% 8.00% 6
Dallas, TX 220,660,662 19.08% 42,093,334 368,972 5,351,000 1,671,000 15.00% 0.00% 10
Dayton, OH 30,200,000 11.25% 3,398,500 127,500 220,000 83,333 -20.00% 0.00% 7
Denver, CO 62,586,000 22.33% 13,974,515 -600,000 2,331,000 1,041,000 -34.00% 4.00% 4
Detroit, MI 121,087,000 24.51% 29,679,770 -870,600 300,000 47,000 -18.00% -2.00% 7
Fort Worth, TX 60,119,514 11.93% 7,174,156 161,957 692,000 260,667 15.00% 6.00% 8
Greenville, SC 7,900,000 17.50% 1,382,500 200,000 41,667 -8.00% 2.00% 9
Hartford, CT 24,352,000 23.00% 5,600,960 -1,508,000 45,000 50,000 -30.00% 5.00% 5
Houston, TX 205,120,000 14.04% 28,791,650 2,082,100 2,750,000 600,000 3.00% 3.00%
Indianapolis, IN 21,581,000 24.31% 5,246,987 7,000 103,000 231,667 2.50% 1.00% 4
Kansas City, MO/KS 31,800,000 16.71% 5,314,000 -187,000 250,000 166,667 -20.00% 10.00% 5
Las Vegas, NV 46,316,587 24.44% 11,319,929 -46,600 420,000 16,667 -40.00% -10.00% 5
Long Island, NY 47,000,000 12.80% 6,016,000 -500,000 1,300,000 300,000 -22.00% 1.00% 6
Los Angeles, CA 319,292,548 12.06% 38,517,599 -2,966,954 4,005,000 -2,000,000 -30.00% -5.00% 5
Louisville, KY 13,600,000 17.72% 2,409,500 190,156 500,000 90,000 -3.00% 2.00% 5
Memphis, TN 36,758,206 12.80% 4,704,420 209,793 67,300 133,333 -17.00% 0.00% 5
Migmi, FL 35,424,000 16.29% 5,768,999 -483,000 51,000 0 -10.00% -5.00% 5
Milwaukee, WI 17,083,000 19.96% 3,409,525 -139,000 1,274,000 108,333 -35.00% 5.00% 5
Minneapolis, MN 48,413,000 21.21% 10,269,148 -22,000 1,715,000 720,333 -20.00% 0.00% 4
Naples, FL 27,200,078 19.40% 5,276,815 -1,139,059 235,364 61,708 43.56% -5.00%
Nashville, TN 23,700,000 9.69% 2,296,000 538,000 280,000 80,000 -17.00% -2.00% 2
New Jersey, Coastal 24,940,000 13.16% 3,281,600 -481,500 100,000 150,000 -20.00% 5.00% 4
New Jersey, Northern 144,000,000 19.00% 27,360,000 -400,000 1,530,000 1,766,667 -23.00% -3.00% 7
Oakland, CA 48,927,155 21.74% 10,638,235 -638,734 1,197,000 654,667 -40.00% 10.00% 5
Orange County, CA 146,124,050 15.90% 23,233,724 -910,000 1,668,000 677,667 -45.00% -15.00%
Orlando, FL 28,618,000 19.10% 5,466,415 -165,000 481,000 352,333 -10.00% 3.00% 3
Philadelphia, PA 187,921,325 13.92% 26,151,450 252,792 139,660 -15.00% 2.00% 3
Phoenix, AZ 85,840,841 24.63% 21,141,914 -1,035,000 250,000 566,667 -20.00% -10.00% 5
Pittshurgh, PA 52,550,791 10.15% 5,335,510 350,000 150,000 -13.00% 2.00% 1
Portland, OR 32,245,922 18.44% 5,946,832 70,718 149,431 100,000 -27.00% -10.00% 7
Providence, RI 12,878,075 16.33% 2,103,270 170,000 245,000 46,667 -25.00% -10.00% 6
Raleigh, NC 33,851,000 17.28% 5,850,448 581,428 1,084,000 345,000 -14.00% 2.00% 6
Richmond, VA 45,490,000 18.35% 8,347,800 -310,000 400,000 500,000 -12.00% 3.00% 5
Sacramento, CA 42,893,000 23.69% 10,160,930 -435,000 687,000 300,000 -35.00% -20.00% 10
Salt Lake City, UT 24,000,000 16.15% 3,876,000 700,000 1,100,000 283,333 -15.00% -15.00% 7
San Antonio, TX 22,789,000 17.60% 4,010,864 345,000 1,274,000 457,667 8.00% 6.00% 7
San Diego, CA 67,621,874 17.67% 11,950,374 482,835 1,600,000 433,333 -24.00% -3.00% 5
San Francisco, CA 75,192,682 17.74% 13,337,188 -21,484 1,034,000 444,667 -10.00% 15.00% 5
San Jose, CA 54,462,019 17.39% 9,470,721 -826,757 1,908,000 820,000 -30.00% 15.00% 4
Sarasota, FL 24,570,648 12.50% 3,071,331 -278,512 0 196,748 -36.52% -5.00% 3
Seattle, WA 77,820,193 14.48% 11,265,309 750,061 1,500,000 800,000 -35.00% 5.00% 5
St. Louis, MO 34,700,000 16.00% 5,552,650 560,000 1,490,000 533,333 -15.00% 15.00% 4
Syracuse, NY 6,000,000 14.00% 840,000 75,000 80,000 -667 3.00% 0.00% 3
Tampg, FL 33,397,000 21.50% 7,181,456 -1,434,000 559,000 222,333 -30.00% -6.00% 6
Tulsa, OK 12,854,592 22.19% 2,851,839 337,500 150,000 133,333 -10.00% 5.00% 10
Washington, DC 309,772,407 13.93% 43,163,708 1,366,684 7,703,000 1,987,667 -25.00% 6.00% 5
Wilmington, DE 17,900,000 12.36% 2,213,000 55,000 550,000 166,667 -10.00% -5.00% 8

Total: ~ Simple Avg: Total: Total: Total: Total: Average: Average: Average:
3,679,048,171 17.79% 629,007,634 -4,139,011 66,369,095 20,825,849 -18.39% 0.70% 5.28
Weighted Avg:
17.10% © (opyright 2010 Integra Realty Resources
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vacancy rate trend. The divergence in cap rates and vacancy
rates is also reflective of the bifurcation of the office markets
that we have highlighted throughout this IRR-Viewpoint 2011.
Cap rates reported herein are for Class A properties and reflect
slight decreases. The vacancy rates reported are for all
available office spaces in the market, and generally reflect
deteriorating conditions in 2010. Thus, while the general office
markets continue to face challenging conditions, the best Class
A properties are getting the tenants, buyers, and financing. This
is particularly evident in the high sales prices for the Hancock
Tower in Boston and 300 N. LaSalle in Chicago, which were
discussed on Page 4.

The projection for years required to balance office supply and
demand decreased over the last year. For CBD markets, the
estimated years to balance fell from 6.25 to 5.66. For Suburban
markets, the estimated time required to balance supply and
demand dropped from 5.96 years to 5.28.

Due to limited construction activity, office inventories have
remained relatively unchanged from last year. Furthermore,

FIGURE 17
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development in the pipeline remains low as it was last year.
For both CBD and Suburban markets surveyed, construction
activity for the next three years is expected to decrease
approximately 10%.

QUICK MARKET GLANCE

Continued high unemployment rates, particularly in cities such
as Detroit and Las Vegas, are suppressing recovery in the
Office sector. In November 2010, the national unemployment
rate was 9.8%, up slightly from previous months.
Unemployment is still tremendously high when compared to a
mean rate of 5.86% since January 2000. In locales where
major employers persist in downsizing their workforce,
vacancy rates continue to increase and rents fall as supply
overshadows demand. On the other hand, a select group of
markets such as Kansas City, San Jose, and Salt Lake City are
beginning to see a reversal in vacancy rates and some cities are
even seeing new construction. Notably, the picture on the front
cover of this IRR-Viewpoint 2011 is the newly completed
Eleven Times Square multi-tenant, spec office building in New
York City. The 1.1 million square-foot, state-of-the-art office
and retail tower will be the new home of international law
firm, Proskauer Rose, LLP, which is expected to take
occupancy of 400,000 square feet in 2011.

As was highlighted in last year’s version of IRR-Viewpoint,
demand for medical office space remains strong due to the
uninhibited increase in demand for medical services.

Cities with diversified industries were less impacted by the
downturn in the economy than were cities that relied heavily
on financial services and real estate sectors. In many cases, the
downfall in those industries detrimentally impacted other local
industries and rising vacancy rates multiplied. For instance,
Miami participants note that “vacancies began with the
residential market downturn and quickly spread to include
mortgage, title, and other associated businesses. Today, many
financial firms and banks are suffering.” In order to combat
rising vacancy rates, many markets have resorted to offering
increased rent abatements and tenant improvement
allowances.

As vacancy rates remain high for long periods of time, falling
rent rates will begin to feed upon themselves. Some markets
report that tenants are requesting better proposals from brokers
even though those tenants have no intention of relocating or
expanding. However, as demand improves, this problem is
expected to gradually remediate itself and rent rates will revert
back to normal levels.




etail

RETAIL BY THE NUMBERS

* Retail capitalization rates averaged a decrease of 23 basis
points while discount rates dropped approximately 41
basis points over the past year.

e Community Mall cap rates remained the most stable of all
retail sectors with a mere decrease of 13 basis points.

* Neighborhood Strip properties experienced the greatest
increase in cap and discount rate rankings, rising from
ninth to sixth.

* Following a rise in cap rates for two consecutive years, cap
rates for Regional Malls fell 26 basis points.

Retail inventory totals approximately 4.69 billion square feet,
with overall vacancy at 8.83%. Vacancy increased 14 basis
points over the past year.

The time expected to absorb market supply continues to
decrease year by year. In 2008, the number was 4.87 falling to
4.64 in 2009 and 4.23 in 2010. This indicates that many
market participants are gradually becoming more optimistic
about the prospect of a recovery in the retail market. The
decrease in time to supply-demand balance is also related to
decreased construction in the sector. As market participants
respond to the continued downward trend in the retail market,
development in the pipeline for 2011 - 2014 is estimated at
78.7 million square feet, a slight decrease from last year’s
number of 82.3 million square feet. The expected retail
construction is down substantially from the peak of 213 million
square feet in 2008.

QUICK MARKET GLANCE

According to CoStar Group, the number of retail properties with
occupancy rates below 80% fell in the third quarter of 2010
compared to the fourth quarter of 2009. However, the market
continues to suffer and is expected to be one of the last sectors to
regain the ground that was lost over the previous couple of years.

FIGURE 18
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TABLE 19

RETAIL MARKET CONDITIONS AND FORECASTS: Central Business Districts and Suburban Market Areas

TOTAL FORECAST TOTAL FORECAST
MALL AVG ANNUAL UNDER AVG ANNUAL VALUE TOTAL VALUE EST.
VACANCY VACANCY NET ABSORP. CONST. NET ABSORP. CHANGE CHANGE YEARS
INVENTORY RATE VACANCY RATE 2007-2010 2011-2014 2011-2013 2007-2010 2011-2012 TO
MARKET AREA (SF) (%) (SF) (%) ((SF) (SF) (SF) (%) (%) BALANCE
Atlonta, GA 83,815,000 14.16% 11,866,231 6.00% -1,797,233 2,859,000 449,000 -35.00% 3.00% 3
Austin, TX 40,457,895 8.00% 3,236,632 10.40% 120,135 1,370,000 213,333 0.00% 10.00% 0
Baltimore, MD 124,976,878 6.60% 8,248,474 8.00% 278,266 1,062,000 232,667 -20.00% 6.00% 2
Boise, ID 19,174,143 13.00% 2,492,604 257,000 86,000 -40.00% 0.00% 4
Boston, MA 172,200,000 9.45% 16,271,000 7.00% 0 1,250,000 233,333 -25.00% 5.00% 5
Charlotte, NC 33,968,338 9.55% 3,245,089 3.20% 546,169 324,425 -233,333 -17.00% -15.00% 3
Chicago, IL 102,056,000 1243% 12,687,339 8.60% -326,750 3,142,000 606,333 -15.00% 5.00% 4
Cincinnati, OH 109,250,000 9.58% 10,469,500  14.00% 160,000 1,100,000 33,333 -13.00% -5.00% 3
(leveland, OH 130,000,000 9.00% 11,700,000 9.50% 2,710,000 3,370,000 533,333 -15.00% 0.00% 5
Columbig, SC 18,525,000 14.00% 2,593,500 11.00% 0 375,000 50,000 -8.00% -5.00% 7
Colymbus, OH 50,900,000 14.90% 7,584,100 20.00% 500,000 1,300,000 333,333 -15.00% 8.00% 3
Dallas, TX 207,268,021 9.76% 20,224,787 6.87% 714,181 2,178,000 407,000 15.00% 5.00% 8
Dayton, OH 16,675,000 17.57% 2,929,250 7.00% -170,000 300,000 -8,333 -25.00% -5.00% 8
Denver, CO 88,875,316 9.19% 8,165,413 7.00% 709,700 1,498,000 299,667 -25.00% 8.00% 2
Detroit, MI 63,346,000 14.43% 9,139,511 8.00% 2,007,000 452,000 148,333 -13.00% -3.00% 5
Fort Worth, TX 132,958,803 8.90% 11,830,015 5.07% 298,354 1,010,000 246,333 27.00% 10.00% 7
Greenville, SC 32,100,000 9.00% 2,889,000 5.00% 175,000 525,000 175,000 -3.00% 5.00% 4
Hartford, CT 14,403,000 11.80% 1,699,554 13.00% -128,000 225,000 33,333 -20.00% -10.00% 3
Houston, TX 174,040,000 16.17% 28,135,575 8.00% 2,492,500 3,530,000 473,333 -3.00% 0.00%
Indianapolis, IN 108,967,108 8.57% 9,336,529 4.50% 1,062,068 4,865,000 1,028,333 -25.00% 0.00% 6
Kansas City, MO/KS 43,900,000 14.02% 6,155,500 25.00% -190,000 1,540,000 333,333 -15.00% 3.00% 6
Las Vegas, NV 51,861,113 10.34% 5,361,794 5.00% 305,696 2,065,000 165,000 -35.00% -10.00% 4
Long Island, NY 31,000,000 6.30% 1,953,000 7.00% -300,000 1,050,000 433,333 -20.00% 6.00% 3
Los Angeles, CA 372,591,396 4.96% 18,493,503 5.00% 612,413 2,766,000 666,667 -35.00% -10.00% 5
Louisville, KY 17,185,000 14.15% 2,431,700 172,488 250,000 116,667 1.00% 3.00% 4
Memphis, TN 73,266,919 9.17% 6,716,769 8.80% 383,705 1,323,671 200,000 11.00% 4.00% 3
Miami, FL 123,658,846 4.75% 5,873,522 3.00% 1,213,672 844,000 211,667 -29.00% 1.00% 3
Milwaukee, WI 15,526,000 12.00% 1,863,126 14.00% 173,998 250,000 103,000 -35.00% 5.00% 3
Minneapolis, MN 62,369,000 8.75% 5,460,382 8.43% -417,218 1,734,000 304,333 -15.00% 0.00% 3
Naples, FL 68,476,299 13.00% 8,901,919 5,773 422,285 1,016,392 -38.28% -5.00%
Nashville, TN 26,600,000 8.67% 2,307,100 13.00% 40,000 100,000 133,333 -25.00% -5.00% 4
New Jersey, Coastal 44,050,000 10.88% 4,790,500 -1,075,000 725,000 533,333 -12.00% 5.00% 5
New Jersey, Northern 58,000,000 7.00% 4,060,000 7.00% -250,000 1,790,000 833,333 -21.00% 3.00% 3
New York, NY 18,000,000 5.90% 1,062,000 6.00% -150,000 1,940,000 383,333 -14.00% 10.00% 2
Oakland, CA 128,579,682 5.72% 7,354,089 10.00% 266,443 1,408,000 389,667 -30.00% 5.00% 4
Orange County, CA 127,259,897 6.10% 7,762,854 3.40% -478,000 1,450,000 391,333 -20.00% -10.00%
Orlando, FL 36,487,000 13.45% 4,906,589 8.50% -195,750 1,100,000 308,333 -15.00% 5.00% 4
Philadelphia, PA 252,133,374 7.3% 17,970,786 7.00% 606,297 241,385 -15.00% 3.00% 3
Phoenix, AZ 206,753,412 10.07% 20,817,238 15.00% -495,000 2,800,000 166,667 -32.20% -26.60% 2
Pittsburgh, PA 82,655,000 7.19% 5,943,525 15.00% 1,000,000 -14.50% 2.50% 1
Portland, OR 44,176,339 8.02% 3,541,438 4.70% 257,652 1,000,000 500,000 -20.00% 0.00% 3
Providence, RI 19,600,000 20.00% 3,920,000 20.00% 80,000 240,000 45,000 -26.00% -15.00% 7
Raleigh, NC 27,824,000 9.60% 2,670,657 352,286 999,915 391,000 -8.00% -5.00% 3
Richmond, VA 69,900,000 6.82% 4,768,100 10.00% -235,000 900,000 500,000 -20.00% 5.00% 0
Sacramento, CA 45,760,000 14.61% 6,685,800  15.00% -1,009,000 1,630,000 427,667 -50.00% 3.00% 10
Salt Lake City, UT 36,750,000 9.26% 3,401,500 9.00% -350,000 1,280,000 233,333 -30.00% 0.00% 5
San Antonio, TX 56,748,437 12.30% 6,980,058 6.50% 143,640 1,200,000 260,667 10.00% 4.00% 10
San Diego, CA 124,580,000 5.91% 7,366,764 7.25% 905,000 1,000,000 200,000 -24.00% -6.00%
San Francisco, CA 91,672,811 3.39% 3,108,667 10.00% 488,170 657,000 228,000 -30.00% 5.00% 3
San Jose, CA 77,488,223 5.71% 4,426,191 10.00% 194,551 923,000 278,667 -40.00% 5.00% 4
Sarasota, FL 47,557,743 7.30% 3,471,715 -127,040 0 338,340 -60.19% -5.00%
Seattle, WA 53,556,304 10.87% 5,819,968 4.80% 2,560,024 2,150,000 483,333 33.00% -5.00% 4
St. Louis, MO 130,000,000 9.00% 11,700,000 9.50% 2,710,000 3,370,000 533,333 -15.00% 0.00% 5
Syracuse, NY 10,030,749 15.24% 1,528,792 12.00% 54,721 1,495,000 75,000 3.00% 3.00% 3
Tampa, FL 19,639,000 12.04% 2,364,284 9.70% -56,000 1,020,000 238,667 -40.00% -6.00% 4
Tulsa, OK 18,715,000 12.95% 2,423,350 10.00% 450,000 100,000 -18.00% 3.00% 10
Washington, DC 228,394,885 551% 12,586,427 4.80% 2,153,099 4,658,446 994,235 -20.00% 8.00% 2
Wilmington, DE 27,500,000 9.50% 2,612,500 2.90% -30,000 350,000 133,333 -15.00% 0.00% 7
Total:  Simple Avg: Total:  Average: Total: Total: Total: Average: Average: Average:
4,694,202,931 10.06% 414,306,209 9.03% 17,930,009 78,702,742 18,146,018 -18.18% 0.08% 4.23
Weighted Avg:
8.83% © Copyright 2010 Integra Realty Resources
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PROPERTY SECTORS - RETAIL

The retail sector is marked by variable performance both
between and within individual markets. Cities with high
unemployment such as Detroit, Sacramento, and Syracuse
have suffered the largest setbacks. Since 2008, those markets
have seen vacancy increases of 6.09%, 7.32%, and 4.62%
respectively. The markets with the highest retail vacancy rates
in 2010 are Houston at 16.17%, Dayton at 17.57% and
Providence at 20.00%. At the other end of the spectrum, some
locales have actually seen a drop in vacancy rates since 2008.
These include Austin, Greenville, and San Francisco.

However, submarkets with varying strength are inherent within
all markets including strong locations such as San Francisco
and weak ones like Dayton. Many survey participants
indicated that stabilized, well anchored properties with a good
tenant mix were still in demand despite an influx in supply of
retail property as a whole.

The falling rents, increased vacancy rates, and an inability to
obtain capital that has been associated with the economic
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downturn have effectively shut down many new construction
projects.

Underlying the challenges of the retail sector is that consumer
sentiment remains low. Figure 21 displays that the Consumer
Sentiment Index is still at one of the lowest levels seen in the
past 30 years. Although it increased earlier in 2010, it currently
sits at essentially the same level as at the end of 2009. Strong
increases in consumer sentiment are not expected until the
unemployment rate improves significantly.

FIGURE 21
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Overall, the retail sector is still suffering and hopes for a
turnaround are tied closely to local unemployment rates.
Integra in Orlando sums up the situation found in many cities
by stating that, in Orlando, “retail vacancy remains high and
rents have continued to decline over the past 12 months.
Overall, conditions are expected to remain relatively weak
into 2011 with improvement not anticipated until the latter
part of the year and into 2012.”

IRR-VIEWPOINT 2011
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APARTMENTS BY THE NUMBERS

e The Urban Multifamily capitalization rate average fell
from 7.82% to 7.16%.

e Similarly, the Suburban Multifamily capitalization rate
dropped; plummeting 66 basis points to 7.14%.

e Suburban Multifamily and Urban Multifamily continue to
hold the top two rankings in our cap rate survey. They
further distanced themselves by posting the top two largest
drops in cap rates for the year.

® Survey results indicate that a majority of participants
expect their respective market to continue in the same

declining trend. Cap rates for Urban Multifamily and
Suburban Multifamily are anticipated to decrease by
59.6% and 56.9% of respondents, respectively. Less than
2% expect an increase in each sector.

¢ The average Suburban Multifamily discount rate average is
8.80%, a decrease from last year's 9.44%. Urban
Multifamily discount rates decreased by a similar amount,
from 9.39% to 8.75%.

Along with improving pricing metrics, the average apartment
vacancy rates decreased from 7.63% to 5.05%. At 13.87%
Houston, TX posted the highest apartment vacancy, while New
York, NY reported a vacancy of just 3.30%, the lowest of all
surveyed markets. In conjunction with decreased vacancy, the
estimated years required to balance current supply and
demand fell from 2.74 to 1.83.

Construction forecasts, which were down 17.7% in 2008 and
18.6% in 2009, are up 6% this year. With construction and
absorption expectations improving, of the four major markets,
the apartment sector is showing the strongest signs of recovery.

FIGURE 22
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TABLE 23

APARTMENT MARKET CONDITIONS AND FORECASTS: Central Business Districts and Suburban Market Areas

TOTAL FORECAST TOTAL FORECAST
AVG ANNUAL UNDER AVG ANNUAL VALUE TOTAL VALUE EST.
VACANCY NET ABSORP. CONST. NET ABSORP. CHANGE CHANGE YEARS
INVENTORY RATE VACANCY  2007-2010 2011-2014 2011-2013 2007-2010  2011-2012 TO
MARKET AREA (UNITS) (%) (UNITS) (UNITS) (UNITS) (UNITS) (%) (%) BALANCE
Atlanta, GA 360,831 11.40% 41,152 1,343 9,992 5,048 -30.00% 8.00% 2
Austin, TX 160,500 5.00% 8,025 710 7,500 2,567 5.00% 20.00% 0
Baltimore, MD 142,573 6.20% 8,840 1,127 3,780 1,265 -5.00% 8.00% 0
Boise, ID 13,521 6.30% 852 446 -12.00% 3.00% 0
Boston, MA 197,000 6.00% 11,820 2,700 4,000 2,000 -10.00% 8.00% 0
Charlotte, NC 89,712 10.29% 9,232 939 1,391 1,667 -23.00% 10.00% 4
Chicago, IL 451,129 6.62% 29,856 -1,645 6,626 3,130 -2.00% 6.00% 0
Cincinnati, OH 104,900 7.50% 1872 65 1,750 467 2.00% 4.00% 1
(leveland, OH 118,700 8.50% 10,090 -1,500 2,030 797 -10.00% 8.00% 1
Columbia, SC 31,700 12.00% 3,804 350 1,125 233 -8.00% 2.00% 7
Columbus, OH 124,616 9.56% 11,920 -561 3,472 1,244 0.00% 5.00% 0
Dallas, TX 413,070 9.99% 41,276 1,551 12,919 5172 15.00% 6.00% 3
Dayton, OH 33,395 8.83% 2,949 215 700 350 -10.00% -5.00% 4
Denver, CO 172,225 6.02% 10,363 188 8,312 2,100 -13.00% 15.00% 0
Detroit, MI 206,496 8.26% 17,060 774 1,620 985 -27.00% 3.00% 4
Fort Worth, TX 160,018 10.74% 17,187 384 3,940 1,764 0.00% 6.00% 4
Greenvills, SC 32,025 8.70% 2,786 600 1,550 500 0.00% 7.00% 3
Hartford, (T 36,459 5.70% 2,078 420 500 117 -30.00% 10.00% 3
Houston, TX 587,296 13.87% 81,432 2,264 13,200 5,500 8.00% 6.00%
Indianapolis, IN 109,120 9.58% 10,450 425 5,375 667 -10.00% 1.00% 5
Kansas City, MO/KS 120,249 8.35% 10,042 -424 1,224 270 -5.00% 5.00% 2
Las Vegas, NV 134,547 11.08% 14,914 176 320 2,233 -25.00% -10.00% 4
Long Island, NY 98,000,000 4.80% 4,704,000 -200 2,800 900 -15.00% 10.00% 0
Los Angeles, CA 753,412 5.48% 1,273 1,97 11,215 4,267 -5.00% 5.00% 2
Louisville, KY 49,061 4.77% 2,340 4,300 700 4.00% 4.00% 0
Memphis, TN 55,153 8.35% 4,606 918 1,150 500 -8.00% 0.00% 3
Miami, FL 104,964 6.18% 6,488 -3,367 1,670 1,144 -2.19% 6.00% 3
Milwaukee, WI 96,279 5.02% 4,831 42 2,623 708 0.00% 5.00% 3
Minneapolis, MN 154,458 5.05% 7,793 160 4,359 1,002 0.00% 5.00% 0
Naples, FL 18,094 12.30% 2,226 -45.00% -5.00%
Nashville, TN 91,503 8.79% 8,042 1,223 6,670 1,443 -22.00% 0.00% 5
New Jersey, Coastal 29,200 4.92% 1,436 200 575 200 3.00% 7.00% 0
New Jersey, Northern 973,000 6.00% 58,380 2,000 4,260 4,000 -10.00% 10.00% 2
New York, NY 158,000 3.30% 5,214 4,000 35,000 10,000 -5.00% 7.00% 0
Oakland, CA 145,854 5.51% 8,031 -130 5,296 1,759 -30.00% 10.00% 0
Orange County, CA 205,359 6.40% 13,143 60 5,854 1,891 -25.00% 5.00%
Orlando, FL 130,030 9.89% 12,863 516 2,540 2,367 -7.75% 10.00% 2
Philudelphia, PA 201,407 6.33% 12,750 -50 1,262 -2.00% 9.00% 2
Phoenix, AZ 257,399 11.52% 29,642 901 5,000 2,000 -20.00% 10.00% 5
Pittshurgh, PA 84,894 5.62% 4,768 659 2,178 448 -2.00% 5.00% 0
Portland, OR 104,101 5.80% 6,036 838 3,600 827 -10.00% 10.00%
Providence, RI 48,500 11.20% 5,430 495 375 80 -8.00% 0.00% 5
Raleigh, NC 101,688 7.94% 8,077 2,593 6,167 1,447 -19.00% -3.00% 5
Richmond, VA 67,755 7.20% 4,877 -155 2,880 767 -9.00% 5.00% 2
Sacramento, CA 101,510 6.93% 7,037 -331 4726 1,362 -5.00% 3.00% 0
Salt Lake City, UT 84,000 7.80% 6,589 2,585 4,000 750 -15.00% 0.00% 2
San Antonio, TX 147,942 10.00% 14,794 2,200 4,830 2,456 8.50% 5.00% 3
San Diego, CA 117,463 4.13% 4,851 500 5,200 1,000 -26.00% 0.00% 0
San Francisco, CA 135,648 4.98% 6,750 112 3,926 1,254 -30.00% 10.00% 0
San Jose, (A 109,519 4.24% 4,645 -170 5,826 1,445 -30.00% 10.00% 0
Sarasota, FL 15,659 8.90% 1,394 -45.32% 10.00%
Seattle, WA 221,036 5.32% 11,752 2,832 15,000 2,500 -13.50% 1.50% 0
St. Louis, MO 118,700 8.50% 10,090 -1,500 2,030 797 -10.00% 8.00% |
Syracuse, NY 17,200 4.82% 829 -150 180 0 -2.00% 3.00% 1
Tampa, FL 151,481 9.65% 14,625 2,580 5,656 1,867 -24.00% 6.00% 2
Tulsa, OK 66,500 8.50% 5,653 800 3,600 867 -5.00% 10.00% 0
Washington, DC 400,675 6.28% 25,143 4,130 23,241 7,164 -5.00% 6.00% 0
Total: Simple Avg: Total: Total: Total: Total: Average: Average: Average:
107,317,526 7.59% 5,420,394 28,893 278,499 97,247 -11.06% 5.61% 1.83
Weighted Avg:
5.05% )
© Copyright 2010 Integra Realty Resources
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QUICK MARKET GLANCE

Supported by poor performance in single family residential
markets, the multifamily sector is beginning to build up some
steam. The Boise office states that, “the apartment market has
been relatively strong due to the combined influences of a weak
single-family market and continued availability of financing for
multifamily.”

In a majority of the cities surveyed, capitalization rates and
vacancy rates have fallen and rents are beginning to rebound.
This is particularly true for upper-end and newer properties.
However, Minneapolis and other cities cite low interest rates
as a drag on the ability to raise rents. In markets where
financing is readily available for single family residences,
demand is shifting in that direction - causing an oversupply in
the apartment market.

According to Real Capital Analytics, sales of significant
apartment properties through the first three quarters of 2010 is
nearly double the amount of sales that occurred through the

FIGURE 24
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PROPERTY SECTORS - APARTMENT

same period of time in 2009. However, Real Capital Analytics
tempers the good news by stating that a portion of this increase
was due to the size of the transactions rather than the number.
The number of transactions increased by 31% during the first
three quarters of 2010 compared to the same period in 2009.

Apartment fundamentals turned around sharply in 2010.
Survey participants indicated that vacancy rates improved
from 7.63% in 2009 to a 2010 rate of 5.05%. The national
unemployment rate is stuck in the mid-to-upper 9% range and
future decreases are expected to further strengthen demand in
the apartment sector.

Regarding market-by-market fundamentals, Integra survey
respondents relayed a wide spectrum of market conditions,
demonstrating that real estate markets truly are impacted
foremost by local and regional forces. In Northeastern locations
such as Hartford, New York, and Coastal New Jersey, market
participants cite that apartment fundamentals have remained
largely stable. Limited by high barriers to entry, vacancies in
Northeast apartment markets remained near 5%. Still, while
higher quality properties continue to enjoy strong occupancies
and stable rent, many older Class B properties are struggling to
compete. As single-family residences are added to the market,
Integra expects further pressure to be placed on lower end
multifamily properties. In the Southeast and other recently
expanding markets, however, the influx of apartment supply,
along with the troubles in the owner-occupied housing market,
has caused apartment fundamentals to decline sharply. Those
locations will be the last to exhibit signs of recovery.
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INDUSTRIAL BY THE NUMBERS

* The Manufacturing capitalization rate average dropped
from to 9.12% 8.87%.

* The Office/Warehouse cap rate average also decreased
from last year’s 8.71% to this year’s average of 8.51%.

® R&D cap rates reversed its upward trend with this year’s
average of 8.76%, down from last year’s 8.98%.

* The Bulk property class also saw a decrease in cap rates
from last year’s 8.71% to this year’s 8.51%.

¢ Bulk and Office/Warehouse cap rate ranks dropped, while
Manufacturing and R&D rankings were unchanged.

e In contrast to last year, roughly 25% of survey participants
expect cap rates and discount rates for industrial sectors to
decline. Last year, no offices expected decreased rates. A large
majority of participants predict discount rates to remain stable.

Vacancy rates continued the climb from 8.57% in 2008 to
10.17% in 2009 to 10.85% in 2010. Notably, projected annual
absorption for 2011 - 2013 reversed its free-fall of 41%, from
86 million square feet per year in 2009 to 51 million square
feet per year in 2010, by increasing to 59 million square feet
per year in 2011.

Planned development has seen a decrease. Last year, 197.1
million square feet were in the pipeline as compared to this
year’s 184.3 million square feet.

QUICK MARKET GLANCE
Both the 2009 and the 2010 versions of IRR-Viewpoint
highlighted the recent tumble of the U.S. Consumer Demand
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TABLE 26

INDUSTRIAL MARKET CONDITIONS AND FORECASTS: Central Business Districts and Suburban Areas

TOTAL FORECAST TOTAL FORECAST
AVG ANNUAL UNDER AVG ANNUAL VALUE TOTAL VALUE EST.
VACANCY NET ABSORP. CONST. NET ABSORP. CHANGE CHANGE YEARS
INVENTORY RATE VACANCY 2007-2010 2011-2014 2011-2013 2007-2010 2011-2012 TO
MARKET AREA (SF) (%) (SF) (SF) (SF) (SF) (%) (%) BALANCE
Atlanta, GA 619,348,545 14.43% 89,380,464 81,714 19,096,000 4,792,333 -20.00% 3.00% 3
Austin, TX 38,000,000 18.10% 6,878,000 119,726 1,600,000 366,667 -20.00% 2.00% 5
Baltimore, MD 191,442,319 10.80% 20,675,770 188,692 4,633,000 1,645,000 -20.00% 10.00% 5
Boise, ID 31,311,843 12.12% 3,794,635 -6,000 52,000 -30.00% 3.00% 3
Boston, MA 102,800,000 23.23% 23,876,000 -300,000 2,900,000 1,033,333 -25.00% 5.00% 4
Charlotte, NC N,7N1,176 16.95% 7,070,991 419,892 125,407 83,333 -20.00% -4.00% 4
(Chicago, IL 1,139,888,340 12.14% 138,330,483 -1,505,000 14,945,000 4,578,333 -15.00% 8.00% 5
Cincinnati, OH 295,300,000 9.17% 27,076,000 615,000 4,500,000 1,833,333 -7.00% 0.00% 2
(leveland, OH 250,000,000 9.50% 23,750,000 30,000 4,600,000 1,263,333 -10.00% 10.00% 2
Colymbig, SC 35,020,000 9.30% 3,256,860 50,000 350,000 116,667 -8.00% 3.00% 5
Columbus, OH 206,000,000 11.30% 23,274,000 1,120,000 4,550,000 933,333 -10.00% 7.00% 8
Dallas, TX 508,855,671 12.26% 62,398,514 1,098,914 9,141,000 2,555,667 9.00% 4.00% 7
Dayton, OH 100,275,000 10.21% 10,240,250 650,000 3,000,000 283,333 -15.00% -5.00% 4
Denver, (O 178,727,651 7.90% 14,122,842 1,045,162 5,799,000 1,749 667 -9.00% 8.00% 1
Detroit, MI 303,712,000 18.78% 57,044,160 -5,677,000 411,000 -100,000 -20.00% -4.00% 7
Fort Worth, TX 243,250,497 11.14% 27,104,634 317,754 7,686,000 1,932,667 15.00% 6.00% 5
Greenville, SC 146,800,000 11.00% 16,148,000 200,000 675,000 125,000 -3.00% 5.00% 5
Hartford, (T 87,267,257 13.80% 12,042,881 -7,894,488 357,000 50,000 -10.00% 5.00% 6
Houston, TX 499,450,000 6.32% 31,552,950 7,030,500 11,200,000 2,783,333 3.50% 3.00%
Indianapolis, IN 232,500,000 8.22% 19,110,000 950,000 11,000,000 1,666,667 -4.00% -8.00% 8
Kansas City, MO/KS 232,100,000 8.04% 18,662,000 -900,000 3,250,000 833,333 -10.00% 5.00% 0
Las Vegas, NV 103,356,277 16.24% 16,789,763 -370,509 1,400,000 -470,000 -30.00% -6.00% 4
Long Island, NY 48,000,000 8.60% 4,128,000 -800,000 300,000 400,000 -22.00% 4.00% 4
Los Angeles, CA 1,007,363,109 5.44% 54,835,948 -6,220,173 14,880,000 -666,667 -20.00% 5.00% 3
Louisville, KY 63,720,000 17.08% 10,882,200 815,105 1,000,000 1,333,333 -8.00% 0.00% 10
Memphis, TN 196,222,227 14.12% 27,703,586 1,180,232 1,361,703 1,333,333 -7.00% 5.00% 3
Miami, FL 244,801,014 9.26% 22,667,799 2,544,672 196,500 1,112,000 -15.00% -10.00% 4
Minneapolis, MN 113,367,096 13.14% 14,896,284 642,956 6,975,000 1,404,667 -15.00% 5.00% 3
Naples, FL 49,115,185 16.40% 8,054,890 -809,647 14,784 -285,532 -22.35% -5.00%
Nashville, TN 162,337,566 10.43% 16,935,274 -1,248,431 700,000 600,000 -4.00% -3.00% 3
New Jersey, Coastal 36,115,000 9.43% 3,406,550 -675,000 400,000 250,000 -4.00% 8.00% 3
New Jersey, Northern 710,000,000 8.50% 60,350,000 -1,400,000 565,000 4,333,333 -21.00% 3.00% 4
New York, NY 37,000,000 10.20% 3,774,000 -200,000 0 733,333 -24.00% 7.00% 2
Oakland, CA 230,369,439 11.46% 26,390,285 -3,173,553 3,059,000 1,023,667 -23.00% 15.00% 3
Orange County, CA 308,018,324 6.81% 20,963,974 -881,895 3,627,000 349,333 -40.00% -10.00%
Orlando, FL 109,937,000 14.63% 16,088,635 -219,000 4,277,000 1,524,333 -10.75% 3.00% 4
Philadelphia, PA 353,688,228 12.88% 45,556,383 237,608 414149 9.00% 1.00% 5
Phoenix, AZ 275,512,336 15.68% 43,188,585 -1,250,000 2,500,000 1,000,000 -28.00% -15.00% 5
Pittshurgh, PA 130,512,247 9.44% 12,323,969 1,368,000 600,000 233,333 -3.00% 2.00% 5
Portland, OR 156,986,853 8.56% 13,435,082 1,085,074 1,415,000 500,000 -15.00% 3.00% 1
Providence, RI 24,500,000 12.00% 2,940,000 42,500 330,000 50,000 -7.50% -10.00% 7
Raleigh, NC 28,599,000 19.10% 5,462,409 -98,000 188,000 358,000 -24.00% 1.00% 5
Richmond, VA 98,730,000 12.20% 12,045,740 -561,000 1,500,000 333,333 -15.00% 5.00% 4
Sacramento, (A 170,300,000 15.28% 26,014,500 -1,787,000 2,664,000 845,667 -25.00% -5.00% 10
Salt Lake City, UT 112,092,793 7.20% 8,070,681 4737134 1,100,000 4,583,333 25.70% 6.00% 1
San Antonio, TX 58,861,000 11.60% 6,827,876 303,750 2,806,500 712,667 9.00% 5.00% 8
San Diego, CA 188,292,664 11.73% 22,092,551 900,000 2,000,000 1,000,000 -16.00% -5.00% 4
San Francisco, CA 84,198,813 8.28% 6,967,784 898,656 2,426,000 872,000 -13.00% 15.00% 3
San Jose, CA 225,439,500 13.72% 30,929,034 -1,987,944 2,615,000 1,475,333 -20.00% 10.00% 3
Sarasoa, FL 51,276,947 13.00% 6,666,003 -516,945 0 381,552 -33.38% -5.00%
Seattle, WA 294,658,401 8.43% 24,838,055 1,449,779 1,250,000 416,667 -5.00% 5.00% 3
St. Louis, MO 250,000,000 9.50% 23,750,000 30,000 4,600,000 1,263,333 -10.00% 10.00% 2
Syracuse, NY 24,200,000 12.00% 2,904,000 100,000 0 66,667 -10.00% 2.00% 4
Tampa, FL 78,379,379 9.26% 7,258,028 -127,300 3,599,000 836,000 -39.00% -4.00% 4
Tulsa, OK 59,775,000 10.50% 6,276,375 150,000 600,000 83,333 3.00% -3.00% 6
Washington, DC 242,340,046 12.50% 30,292,506 -551,570 5,093,000 1,517,837 -20.00% 7.00% 4
Wilmington, DE 30,800,000 13.02% 4,011,000 -65,000 400,000 66,667 -10.00% -5.00% 10
Total: ~ Simple Avg: Total: Total: Total: Total: Average: Average: Average:
11,842,635,743 11.80%  1,285,507,186 -9,062,087 184,312,894 58,510,360 -13.33% 1.88% 440
Weighted Avg:
10.85% )
© Copyright 2010 Integra Realty Resources
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PROPERTY SECTORS - INDUSTRIAL

Index (CDI) and its impact on the industrial property market. In
February of 2009, consumer demand fell to a historic low of
137 points below the year 2000 base score of 100. As of July
2010, the CDI has rebounded to 113 points below the baseline.

In 2009, survey participants reported an increase in rent
concessions. This fact, combined with a 1% to 2% drop in
rents indicated that tenants were using oversupply and high
vacancy rates to their advantage. Rents are expected to
continue falling in 2010, albeit at decreased rates. In addition,
rent concessions remained virtually the same as they had been
in the previous year. These statistics are most likely an
outcome of a stabilizing vacancy rate. Integra offices report an
average vacancy of 10.85% in 2010; up 68 basis points from
2009. This increase is significantly less severe than the 2008 to
2009 increase of 160 basis points.

2010 survey participants anticipate that the number of years
required to balance the industrial market is slightly less than

FIGURE 27
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four and half years. This represents a marginal improvement
over 2009 projections.

Some Integra locations, such as Boise, are indicating that the
industrial sector is the strongest of the three non-residential
markets. The markets which fared the best over the past couple
of years are those that entered the economic slowdown with
little current speculative construction. For instance, Memphis
reports that new construction effectively ceased in 2008 and
any first generation property that is available in 2010 is quickly
being filled. As would be expected, many markets report that
the first submarkets to show signs of recovery include well-
located, high-quality properties.

Tampa posted a 3.48% decrease in vacancy. At the other end,
Las Vegas reported a vacancy rate increase of 5.65%.

PROPERTY SPOTLIGHT: QUARRY MARKET

IRR-San Antonio reports that the Sand & Gravel Mining Industry
in the U.S., which is made up primarily of quarry operators
mining sand and gravel (95%) as well as clay, ceramic, and
refractory minerals (5%), peaked in industry production and
revenues in mid-year 2006 and began declining thereafter
through year 2010 caused by the effects of the national
recession and an unprecedented drop in the housing and
commercial construction markets. Since the industry’s peak in
mid-year 2006, the market production rate has declined by
some 38% overall through year 2010. Overall revenues have
declined over the same time period by some 32%. However,
the industry is expected to bounce back over the next five years
growing in production at a rate of approximately 6% per
annum, returning to near year 2006 levels by year-end 2015,
both in overall production and revenues. The future growth is
anticipated to result from a rebound in the housing
construction market and potentially increasing demand in the
highway and bridge construction market.
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odging

By: Kenneth Jaggers, MAI, FRICS
IRR-Lodging / Hospitality Specialty Practice Group

s of third quarter 2010, the market appears more than

ready to recognize the inherent value of quality full service

properties and well known brands. Lodging Econometrics
reports that REITs have spent $1.87 billion on third quarter 2010
acquisitions. This is over ten times the amount spent by REITs for
the same period in 2009. Year-to-date, REITs have acquired 52
times the dollar volume of lodging properties divested. Private
hotel companies and individual owners were sellers for 60% of
the 2010 transactions through the third quarter but accounted
for only 30% of the buyers. Real Capital Analytics reports that
the top ten transactions through the first three quarters of 2010
ranged from just over $300,000 to over $1 million per guest
room. The top business travel and tourism markets will continue
to see the lion’s share of activity as evidenced by these
transactions for properties in NYC, Aspen, and San Francisco.

Meanwhile, the 680-property, Extended Stay America (ESA)
portfolio emerged from bankruptcy after being sold to a
Blackstone-led group for $3.93 billion. This totaled approximately
one half the 2007 acquisition price in which Blackstone was the
seller and reportedly retained 10% of the deal. Blackstone
purchased the ESA portfolio in 2004 for $2 billion. Can you say
Midas?

FIGURE 28
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The total supply of rooms is estimated to be up 2.2% for 2010,

which is above the average supply change over the past 10 years.

Smith Travel reports that after demand dramatically declined by

6.0% in 2009, the forecast for 2010 is a 6.6% increase in demand

with a forecast of another 2.5% increase in 2011. The average
annual change in demand is 0.5% over the past 10 years.

Occupancy is forecast to increase 4.4% in 2010 to 57.1% as
compared to the 61% average occupancy from 1999 to 2009.
Occupancy is expected to increase another 1.4% for 2011 to
57.9%. ADR is projected to end 2010 up 0.5% at $97.74
increasing to $101.55 for 2011. In 2004, the lodging industry
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grew out of the preceding recession with an increase in
occupancy of 3.5% and an increase in ADR of 3.6% resulting in
RevPAR increasing by 7.2%. While RevPAR was down 16.7% in
2009, year end 2010 should see a 4.0% increase. As an encore,
the RevPAR is projected to see an increase of 5.3% for 2011 to
$58.75 according to Smith Travel Research.

What may be surprising is that the limited service market
appears to be in a far deeper and longer recession. This is
demonstrated by information from Real Capital Analytics below.
Full Service lodging has seen an increase in total sales volume
(dollar and guest rooms), and average sales price. The Limited
Service segment has seen no significant change in sales volume;
however, the decline in the sales price per guest room is
significant. As seen with other property sectors, the best Class A
properties are achieving significantly higher transaction volumes
and prices while other properties are still struggling.

TABLE 30
Traing 12 Sales Volume ~ Sales Volume  Average Weighted
Months Millions Properties  Price/Room iyl
Ending Oct. Rate
2007 $57,300 879 $170,000 7.55%
. 2008 $10,100 281 $159,000 7.34%
Full Service
2009 $1,800 9 $109,000 9.11%
2010 $5,381 159 $164,926 6.80%
2007 $21,100 1,777 $101,000 8.54%
. . 2008 83,775 378 $97,000 9.09%
Limited Service
2009 $1,056 82 $106,000 10.32%
2010 $1,0M 87 78,753 4.90%

Source: Real Capital Analytics

The hospitality industry is certainly one, if not the most, dynamic
of the commercial property sectors. These dramatic changes in
occupancy and ADR, combined with scarce construction
financing and a sparse development pipeline suggest the favored
brands and locations of this sector will be able to regain footing
quickly. In the secondary and tertiary markets and where the
demand drivers remain distressed, solid footing may remain
elusive for the foreseeable future.
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eniors Housing

By: Charles A. Bissell, MAI, CRE
IRR-Seniors Housing and Health Care Specialty Practice

SECTOR FUNDAMENTALS

While not entirely immune to the recent recession, the seniors
housing market outperformed the primary property sectors
through the recent recession. According to the NCREIF Property
Index (NPI), the seniors housing properties in the NPI generated
a cumulative return of 2.7X the mid 2003 level through the end
of 2009. This compares to a return of 1.4X for the apartment
index and 1.5X for the NPI as a whole. To a large degree, this is
due to the fact that seniors housing rents continued to grow
throughout the recession, while rents in other sectors declined.
Further, seniors housing occupancy levels did not fall as steeply
through the recession as did occupancy levels in other sectors.

OCCUPANCY LEVELS

Of the three types of seniors housing, the independent living sector
was negatively impacted by the recession to the greatest degree. In
the 31 largest MSAs, independent living occupancy levels fell 460
basis points since the beginning of the recession in 4Q-2007. Over
the same period, the average assisted living occupancy fell only
150 bp and nursing care occupancy levels fell 160 bp.

FIGURE 31
OCCUPANCY LEVELS - 31 LARGEST MSAs

95%

94%
«&—Majority Independent Living

93%
92%
Majority Nursing

91%
90%

89%
Majority Assisted Living

Average Occupancy

88%
87%
86%

85%

Source: NIC MAP

Independent living is more of a lifestyle decision than a needs-
based decision, and seniors and their children have simply
delayed or foregone this lifestyle change in the face of a
challenging housing market and economy. Not surprisingly, the
markets with the most significant housing sector issues have seen
the greatest challenges in independent living occupancy levels. It
appears that occupancy may have bottomed, as public operators
such as Capital Senior Living and Brookdale are reporting
stabilization or improvements in occupancy in their portfolios.

yL INTEGRA REALTY RESOURCES, INC.

Occupancy levels in the assisted living and nursing care sectors
held up much better through the recession. These are more needs-
based products, and seniors and their caregivers found ways to
finance the move to assisted living or nursing care even in the face
of the most severe economic downtown since the great
depression. It should be noted that while independent living is
almost entirely private pay, nursing care is predominately funded
by Medicaid and Medicare, and Medicaid funding in assisted
living is becoming more prevalent.

NEW CONSTRUCTION

The inventory of seniors housing grew at an annual rate of 1.7% in
the third quarter of 2010, which is a slowdown from the levels seen
a few years ago. For more than three years prior to the second
quarter of 2010, inventory was growing in excess of 2% annually.

CAPITAL MARKETS

Seniors housing industry loan performance remains high with
non-performing loans at a low 1.0% as of the fourth quarter of
2009 according to the National Investment Center for the
Seniors Housing & Care Industry (NIC). The main providers of
debt for seniors housing continue to be Fannie Mae, Freddie
Mac, and HUD. All of these GSEs offer attractive leverage and
terms depending on the seniors housing type. While a big chunk
of the lending is being provided by GSEs, there are still local and
regional banks getting deals done.

The absence of CMBS lending is impacting the industry to a
degree. In the past, CMBS loans funded large acquisitions, such
as the Fortress acquisition of Holiday Retirement, and Carlyle
Group’s acquisition of ManorCare. However, there are rumors
that the CMBS seniors housing market will be opening up in the
near term, albeit at lower leverage levels than in past cycles.

CAPITALIZATION RATES

Historically, seniors housing capitalization rates have moved in
lockstep with cap rates for other asset classes (the sole exception
being SNF cap rates which have remained in a fairly narrow
band). This is shown in the graph that follows.

FIGURE 32
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As seen, apartment capitalization rates have started to decline in
recent quarters, as investors have gotten more aggressive and
Continued on Page 32
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aming

By: Anthony S. Graziano, MAI, CRE, FRICS — Chairman
Anthony M. Graziano, MAI, CRE, FRICS — Managing Director
Integra Realty Resources — Coastal New Jersey

Shelli Lowe, MAI — Managing Director
Integra Realty Resources — Las Vegas

ANYTHING HAS GOT TO BE BETTER
THAN THIS

While various business sectors have started the slow recovery
from the recession, the Casino Industry is not among them.
Analysts predict slow, to no, growth in 2011 with results still
showing an overall decline in earnings. The continued drag on
home prices coupled with the increased cost of air travel is
expected to limit recovery of the casino industry nationwide.
However, the consensus is that the industry has hit the bottom.

Casinos are being sold all over the country at bargain prices and
in unusual ways. The M resort was just picked up for $230.5
million by Penn National Gaming, which acquired the $860
million dollar debt from the lender. MGM Resorts sold its 50%
interest in Atlantic City’s Borgata for $250 million, representing
about one-half of the expected sales target. City Center, which
was built for $8.5 billion, has a reported equity value of $2.65
billion. That works out to $1.325 for MGM’S 50% interest.

Usually, financially poor businesses try to resolve their
problems with filing bankruptcy and working their way out, or
with foreclosure auctions. These two approaches include
public venues with bidding and published procedures. These
processes are even more complex with casinos. Regulators
require investors to be licensed before they can operate a
property. This intrusive investigation is a long, hard process that
limits buyers. Additionally, both MGM and Harrah’s on-going
debt loads are causing them to spend a great deal of their time
dealing with liquidity issues rather than acquisitions.

Many lenders are trying to work with troubled casinos rather
than taking them back and trying to identify a licensed and
qualified operator to run them. Compared to the many
foreclosed homes that sit empty, casinos are too lucrative to
shut down. By working to forgive or modify casino debt, the
lenders are allowing casinos to operate as usual until they can
get back on their feet.

As examples, the Las Vegas Hilton amended its $230 million
loan to increase the principal by $22 million as an advance for
unpaid interest. Hooters hasn’t made an interest payment on the
$130 million it owes for over a year, and lenders have agreed to
hold off foreclosure. Both the Green Valley Station and Aliante
casinos are in financial straits, but lenders are also holding off.

Valuing a casino is much more difficult now because the
earnings potential is much harder to predict. Casinos are
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generally sold based on a multiple of EBITDA. The prior range
in multiples had been six to ten times earnings. These multiples
now appear to have come down to four to seven times earnings.
The big question remains...how does one develop a credible
earnings estimate upon which to apply the multiple?

LAS VEGAS

The recession is still alive in Nevada. Except for Baccarat,
Nevada is down from last year, which was a poor year.
Revenues are down to the level of the win recorded in 2004.
New Strip resorts have diluted earnings for existing
establishments instead of improving results. No new resorts
are planned on the Strip for years. However, Moody’s reports
that it expects gaming to stabilize by the end of 2010. As of
August 2010, the Strip has been flat or up from the same
month a year earlier for the fourth time in eight months.

Almost one half of all visitors travel to Las Vegas by plane. Air
travel projections show fares will continue to rise in 2011 —
negatively impacting visitors. The budget casinos with the
lower income clientele will be the most impacted since their
customer base is more cost conscious. The other shoe to drop
is that baby boomers are exiting their peak spending years. The
predominant tourist profits are from the 44 to 53 age group.
The size of this group is declining. Additionally, many are
trying to pay down debt and many have had their credit lines
eliminated or severely reduced.

Employment is also weak and not expected to recover much
in the coming year. The little hope the casinos have is the
forecast 15% increase in convention travelers.

ATLANTIC CITY

Atlantic City, the country’s second largest gaming venue, saw a
25% reduction in win from 2007 to 2009. The current estimate
of $3.6 billion for 2010 is even lower at 31% off the 2007 peak.

Atlantic City has sailed into a perfect storm. In addition to the
national financial crisis, casinos and racinos opening in New
York and Pennsylvania have cut into Atlantic City’s primary
customer base. By January of 2010, the former “slot parlor
only” operations in Delaware and Pennsylvania began opening
table games.

By early 2010, many projects had stalled. Pinnacle Entertainment
had abandoned their development plans for Atlantic City. Cape
Advisors put their plans on hold indefinitely. REVEL halted
construction on their $2.5 billion project while their partner,
Morgan Stanley, took a $1+ billion write-down.

Atlantic City has been a hotbed of operators and opportunists for
a long time. Most notable is the recent purchase of Resorts
International Hotel and Casino by a private partnership headed
by Dennis Gomes at a deeply discounted price of $35M.
Although an older and dated property, this acquisition reflected a
purchase price at 10% of the already impaired book value. In
late 2009, Carl Icahn, a key bondholder, acquired the Tropicana
through the bankruptcy court at effectively seven times EBITDA,

or at 65% of the impaired book value for the prior year.
Continued on Page 32
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elf-Storage

By: Charles Ray Wilson, MAI, CRE — Director
Integra Realty Resources — Metro LA
President — Self Storage Data Services, Inc. (S5DS)

Russel Babbitz, MAI, RM — Director
Integra Realty Resources — Metro LA
Director — Self-Storage Valuations

he self-storage industry has reached maturity, largely
meeting or overreaching demand in many markets. As a

result, the industry is going through a normal real estate
cycle which peaked in 4th quarter 2007 and which now
appears to have reached bottom. If the operating performance
data that Self Storage Data Services, Inc. (SSDS) collects every
90 days from over 6,000 facilities nationwide is painting a
picture, it is one of a slow, but steady recovery.

CURRENT STATUS

The Self Storage Performance Index (SSPI)® reached its low
pointin 1st quarter 2010, reversed direction and has increased
in each of the last two quarters. The improvement in the SSPI
is reflective of the increase in performance over the prior
quarters due primarily to the reduction in the number of
facilities offering concessions and the cost of those
concessions. The SSPI in the 3rd quarter ending September 30,
2010 stood at 93.2, up 2.6% from the prior quarter, but down
5.76% from the 3rd quarter 2009.

While the deepest recession in U. S. history is officially over,
most self-storage owners would argue that given the current
level of supply of space, it will be a very long time before they
will be able to increase asking rental rates as often and in
amounts similar to the pre-recession years.

SUPPLY AND DEMAND

As it continued to expand, the self-storage industry has gradually
been building towards an imbalance between supply and demand
and, unfortunately, most markets reached an oversupply just prior
to the nation entering the worst downturn since the great
depression. The good news is that there has been virtually no new
construction for the past 18 — 24 months and the likelihood of
significant new construction anytime soon is remote.

Based upon the rental activity in nearly one million storage units
that SSDS tracks nationwide, demand is increasing. The ratio of
move-ins to move-outs started to improve back in April 2009
and has continued to improve through 3rd quarter 2010.
Absorption turned positive in January 2010, and is following the
cyclical nature of the storage industry.

OPERATING PERFORMANCE

Given the current level of supply, just following the national
trend in the asking rental rates of the benchmark 100 square
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foot ground level, non-climate-controlled units can be
misleading (see table below). The asking rates for those units
declined 5.2% year-over-year, however, the asking rental rates
for other unit types is improving in various markets around the
country. The 100 square foot, upper level, climate-controlled
units in the Midwest for instance, increased over 10% year-
over-year. The 300 square foot, upper level, climate-controlled
units in the same market increased nearly 14%. Out West
however, those same 100 square foot units’ asking rental rates
declined nearly 1% compared to September 2009.

TABLE 33

OPERATING PERFORMANCE INDICATORS

3Q 10 vs. 30 09 Annualized
Asking Rental Rates -5.2% -1.4%
Physical Unit Occupancy -1.2% -0.3%
Rental Income -5.9% -1.6%

Source: Self Storage Data Services, Inc. Copyright © 2010

As demonstrated by the annualized percentage changes, a
slow but steady recovery in self-storage is underway. Like the
rest of the economy however, a real recovery is dependent
upon the creation of jobs and consumer spending.

INVESTMENT MARKET

The investment market has started to show signs of life again.
Believing the worst is over and being unable to find investment
grade facilities in prime core lower-risk markets; investors are
becoming more aggregative in their pricing even before the
operating performance of facilities recovers.

At the same time, owners are becoming frustrated with the
pace of the economic recovery and more and more concerned
about the uncertainty of the debt that is coming due. It now
appears the spread between the amount buyers are willing to
pay and the amount sellers are willing to accept is finally
narrowing. The industry is once again seeing multiple bids on
the same offerings and a big force in the market, self-storage
REITs, are bidding against one another.

The range in cap rates based upon the most recent listings is
shown in the following table. Since these implied cap rates are
based upon asking prices, they set the lower limit of the range.

TABLE 34

Number of
Size of Facility Listings  Average* Median* Minimum* Maximum*
<100 Units 18 8.77% 9.03%  5.7% 10.50%
100 - 299 Units 25 8.67% 8.85%  4.63% 10.94%
300 Units + 23 7.80% 8.00%  5.30% 9.45%
Portfolios 20 7.82% 7.95%  517% 10.00%

Source: Self Storage Data Services, Inc. Copyright © 2010
*Capitalization rate based on asking price
Continued on Page 32
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reen Building

By: Mark R. Lamb, MAI, MRICS, CPA — Managing Director
Integra Realty Resources — Dallas

John Nolan, LEED AP
Integra Realty Resources — Chicago

VALUATION TRENDS IN
SUSTAINABLE REAL ESTATE

The past few years have been a dynamic and fascinating time
in the green building industry; and the near future promises
more of the same. The on-going green retrofit of New York’s
Empire State Building and proposed retrofit of Chicago’s Willis
(formerly Sears) Tower are the most visible harbingers of the
growing trend toward sustainable construction and retrofitting.

The “greening” of commercial real estate creates both
opportunities and challenges for anyone who owns, invests,
operates, appraises, or underwrites property. A major driver for
green development has been the pressure placed upon
companies to position themselves as green or sustainable. The
entrance into the workforce of the Echo Generation (children
of baby boomers), which overwhelmingly identifies itself as
eco-friendly, has profoundly affected demand for green space.
As awareness grows among the general workforce, attitudes
toward green building continue to shift. Attracted by the
prospects of a healthier work environment and increased social
responsibility, today’s top talent is attracted to companies
which tout its green credentials.

The move toward sustainable building practices is becoming
standard procedure—arguably even compulsory in select
markets—to provide a desirable workspace. According to
figures from various studies, including the U.S. Environmental
Protection Agency (EPA) and U.S. Green Building Council
(USGBC), Denver, Colorado has more green building activity
per capita than any other major city in the nation. Other cities
in which significant green building and retrofitting are
occurring are San Francisco, Houston, Minneapolis/St. Paul,
Washington D.C., and Chicago. Even traditionally non-green
cities are getting into the action; a 500,000 LEED-Platinum-
registered office building was opened in September 2010 in
Des Moines, and 170,000 square-foot net-zero-emissions
speculative office building is slated for construction in St.
Louis. Since these two markets are traditionally among the
lowest utility rates in the country, these projects indicate that
the initial cost of construction for eco-friendly buildings have
dropped to rates similar to that of standard construction.

The initial wave of green construction and retrofitting activity was
driven by sustainability enthusiasts and businesses looking to
market themselves as “green.” However, the prevailing mindset
among most property owners is a more pragmatic, “I'm only
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‘going green’ if it will save me some green.” While the cachet of
“going green” still attracts many companies, a positive cost
benefit is sine qua non to enact any green construction activity.
Market participants have begun to place greater emphasis on
refining the measurement of energy saving efforts and resulting
cost savings. Unfortunately, quantifiable empirical evidence of
green cost savings has traditionally been scarce. In response, the
EPA has encouraged Energy Star rated properties to provide on-
going measurement of a building’s energy usage. The U.S. Green
Building Council introduced LEED v3 last year which also places
a greater emphasis on continuous measurement. In addition, the
USGBC has recently partnered with American Society of Heating,
Refrigerating and Air-Conditioning Engineers (ASHRAE) and the
Chartered Institution of Building Services Engineers (CIBSE) to
introduce new Performance Metric Protocols to provide guidance
about how to measure the on-going operational performance of
occupied commercial buildings.

Continuous measurement of building performance not only
gauges the effectiveness of current sustainable features, but also
provides hard economic data to support green construction and
upgrades. Integra Realty Resources is conducting research and
monitoring current research.

In addition to the cost savings, a building with lowered utility
costs benefits from lowered risk characteristics, due to its
reduced exposure to utility fluctuations. With utilities across
the country raising rates as much as 30% annually, mostly to
pay for soaring costs, construct new plants, and refurbish an
aging power grid; building owners and investors are beginning
to recognize a significant risk benefit to lowering their
exposure to those costs. Recognizing the lower risk profile is
important to securing financing for green construction projects.

Although certain market studies have suggested higher lease
rates for buildings with an eco-label (LEED or Energy Star),
many market participants have yet to see a discernible increase
in rates above non-green buildings. The primary variable in
which green buildings excel over non-green buildings is in
vacancy and tenant retention.

Even without an increase in lease rates, higher leasing velocity,
higher occupancy/tenant retention, and lower operating costs
can demonstrate why green buildings have a lower risk profile
and are ultimately a more stable investment relative to
competing non-green buildings.

Market demand, current construction projects, and societal
trends in the green real estate market are profoundly affecting
current purchase and leasing activity. Developers, investors,
owners, appraisers, underwriters, and anyone with a financial
investment in commercial real estate will benefit from a deeper
understanding of current and future market dynamics to make
informed decisions with their money.
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By: Yuji Hirota — Deputy Managing Director
Yoshiyuki Kikuchi, Ph.D. — Research Fellow
Japan Real Estate Institute (JREI)

apan Real Estate Institute and Integra Realty Resources

established a business relationship in 2009. The following is

a summary of the JREl Real Estate Investor Survey as of
October 2010. JREI is the oldest and largest real estate
appraisal and research firm in Japan, founded in 1959. It
conducts the real estate investor survey twice a year by asking
opinions of major investment market participants. Its first
survey was carried out in 1999. Since April 2010, it expanded
its survey to overseas. The survey is regarded as one of the most
comprehensive data sources for the Japanese real estate
investment market. For more information about the survey and
JREI, please visit its website at www.reinet.or.jp/en/index.html.

OFFICE CAP RATE TREND

The lowest cap rate is always found for Class A office buildings
in the Marunouchi/Otemachi area in Tokyo’s CBD. The office
cap rate of the area trended downward in the survey until
October 2007, when it was registered at 3.8%, and then
moved up. The latest figure stood at 4.5%. Most Class A office
buildings in the Marunouchi/Otemachi area are owned by some
of the largest real estate firms, which seldom dispose of holdings
in the area. The office cap rates of Osaka and Nagoya were
reported at 6.0% and 6.4%, respectively, in October 2010.

FIGURE 35
OFFICE CAP RATES (CLASS A OFFICE)
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TOKYO CAP RATE TREND BY ASSET TYPE

Regardless of the asset type of investment real estate in Tokyo, cap
rates moved upward since around October 1997. The latest cap
rates in October 2010 were as follows: 4.5% (office), 4.7%
(retail), 5.8% (multifamily), 6.0% (industrial), and 6.5% (limited-
service hotels).

The scale of the office building market is larger than those of
other types of property assets. The size of each office building
is usually bigger than those of other categories.
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OFFICE CAP RATE COMPARISON

The survey ranked Sydney and Chicago as the cities with the
highest office cap rate (7.0%), followed by Beijing (6.5%). Hong
Kong’s 3.4% office cap rate was the lowest among monitored
cities in the survey.

FIGURE 36

CAP RATE IN TOKYO BY ASSET TYPE
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In terms of risk free rates, the 0.9% yield rate of 10-year Japanese
Government Bond was by far the lowest among the major cities.
The risk free rates in other cities ranged from 2% to 5%. The risk
premium for Tokyo was reported at 3.6%, which was the third
highest after Chicago (4.4%) and Los Angeles (3.7%). Real estate
assets in Tokyo still attract investors because of their stable
income streams and wide yield gap.

FIGURE 37

OFFICE CAP RATES IN MAJOR CITIES
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JAPANESE REAL ESTATE MARKET

The recent global financial crisis hit the Japanese real estate
investment market as hard as other parts of the world. Investment
conditions deteriorated during the downturn. There are some
signs of improvement. The market saw a number of M&A
activities in the REIT sector and real estate investment fund
formations since the second half of 2009. The volume of
transactions is gradually recovering. The favorable investment

Continued on Page 32
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By: Bradford T. Knipe, MAI, ARA, CCIM, CRE, FRICS
Integra Realty Resources — Boise

LAND OF OPPORTUNITY

One word best describes our neighbor and ally to the north:
Potential. Canada is a land of geographic, cultural, and
economic diversity. Despite being almost identical to the U.S.
in overall size and GDP per capita, it has roughly one-tenth
our population and population density. The median age of the
population is older, and the life expectancy is slightly longer.
As of the most recent report, the inflation rate was much
higher than its U.S. counterpart, reported GDP growth was
similar, and the unemployment rate is slightly higher (but has
generally trended much higher long-term).

Perhaps the most interesting trends, and certainly the most
relevant to this IRR-Viewpoint 2011 publication, are in the
commercial real estate arena. In the tables and graphs that
follow, we have analyzed data obtained from Real Capital
Analytics (RCA) for activity 2007 to 2010 year-to-date.
Trending in the data would suggest that the Canadian
commercial real estate market peaked in transaction volumes
(most sectors) in 2007, and saw cap rate lows in 2007
(apartment and hotel) or 2008 (industrial, office, and retail).

FIGURE 38

CAP RATE TRENDS
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Note: Insufficient sample size to report average 2010 Hotel Cap Rate.
Source: Real Capital Analytics

In most segments, the market saw a transactional volume
trough in 2009, but even with a partial-year reporting, 2010
year-to-date shows more closed transactions in most segments
than all of 2009, and in some cases, a decline in overall
capitalization rates. This would suggest that the impact of the
recession on commercial real estate in Canada may have
been milder and more short-lived than in many U.S. markets.
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TABLE 39

Canada Totals—By Property Type 2007 2008 2009 2010

Apartment  No. of Transactions 187 126 73 88
Average Price per Unit $94,058  $101,523 $101,064  $67,818
Average Cap Rate* 5.7% 5.9% 6.1% 6.3%
Hotel No. of Transactions 94 39 18 14
Average Price per Room $171,958  $139,363  $75,828  $129,135
Average Cap Rate 7.0% 7.8% 9.3% NA**
Industrial  No. of Transactions 230 112 66 62
Average Price per SF S117 $103 $92 81
Average Cap Rate 7.4% 6.1% 8.0% 8.3%
0ffice No. of Transactions 196 110 51 A
Average Price per SF $216 $289 $214 $§215
Average Cap Rate 7.1% 6.4% 8.0% 7.8%
Retail No. of Transactions 109 163 54 92
Average Price per SF $195 $200 $202 $265
Average Cap Rate 6.8% 6.7% 7.9% 7.3%

*Average of averages (not weighted average). **Insufficient sample size.
Source: Real Capital Analytics, compiled by Integra Realty Resources, © 2010

While transactional volumes seem to be on the uptick, and
cap rates appear to be stabilizing to declining, all is not well
with the Canadian commercial real estate market. The data
would suggest that in most sectors, the increase in transaction
volumes correspond to flat to declining per unit prices.

Housing trends, as compiled by the Canadian Real Estate
Association (CREA), would suggest a market where price
declines ended April 2009 and turned positive for each
successive month with a rate of increase that may be
stabilizing near cost of living levels as of the past three
reporting periods. CREA also reports that “The seasonally
adjusted number of months of inventory stood at 6.6 months
at the end of September on a national basis. This is down from
6.9 months in August, and 7.2 months in July.”

The National Post recently cited a Jones Lang LaSalle Global
Transparency Index which acknowledged the relative strength
of the Canadian real estate market, and the relative contrast
with the bank closures and real estate foreclosures that have
permeated the 2009-2010 U.S. markets. Per the National
Post, “The country’s large, conservative financial institutions
contributed to its high ranking, as did its relatively stringent
protections for investors. Canada’s largest investment banks
are housed within its chartered banks, which have strong
deposit bases and high capital reserve ratios, making bank
runs and wholesale failures unlikely.”

In all, the neighboring Canadian market has some surprising
similarities to the U.S. market, and some important contrasts.
It provides opportunities for relative stability and investment
diversity. In a word, Canada offers a vast potential in local and
regional resources, while serving as a reminder that real estate
competes in a global marketplace.
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exiCo

By: Oscar J. Franck Terrazas, FRICS — Managing Director
Integra Realty Resources de México

exico’s economic recovery has been stronger than

previously predicted. Private analysts consulting with

Banxico’s (Mexican Central Bank) raised their estimates
for the 2010 PIB (i.e. Mexican GDP) growth to 5.0% after having
contracted 6.5% in 2009. However, expecting a deceleration
during 2011, the IMF has lowered its expectations of growth of
the Mexican economy to 3.9% given its strong ties to the USA.
See the following table for key economic indicators.

TABLE 40
MEXICO KEY ECONOMIC INDICATORS AND OUTLOOK

2008 2009 2010 2011
(Est) (Est)

Producto Interno Bruto (PIB), i.e. GDP

PIB % annual real variation 1.5 6.6 50 39
Income per cipita USD $10,305 98,144  $9,551 $10,159
Billions of USD 1,099 876 1,025 1,100
Inflation (%, Avg.) 5.1 53 45 3.9
Interest Rates
Bank Funding 7.9 54 45 53
Cefes 28 days 7.6 54 45 54
TIE 28 days 8.3 59 49 55
Treasury Bond 10 years 8.4 8 1.1 18
Exchange Rate Pesos x Dollar (Avg.) 11 13.5 12,5 12,0
Unemployment Rate % 4 55 5 42

Sources: BBVA research, Banxico and IMF

Real estate prices and rents declined during 2009 but started a
slow, stabilizing process during 2010. Vacation and secondary
homes in coastal areas, which have typically sold to
foreigners, were the most impacted properties experiencing
price declines of about 35%. Industrial rents declined 10% to
15% in 2010, but are starting to rebound.

On May 25, 2010, The Economist reported “The office market
panorama in Mexico City is quite optimistic” as more than two
million square feet of office space is expected to be added to
the existing 52 million square foot inventory. Santa Fe, Mexico
City’s new corporate heart, is the largest and fastest growing
office market with over 8.6 million square feet of office space.
Santa Fe is outpacing the Reforma-Polanco corridor; however,
the latter still commands the highest rents and remains the most
exclusive and desirable zone. Most notably, rental rates have
generally stayed stable. The Insurgentes-Periférico corridor is
probably the best choice for tenants seeking lower rent levels.

The BMI Mexico Retail report forecasts that the country’s retail
sales will grow from $182.58 billion in 2010 to over $250 billion
in 2014. Although retail rents and leasing activity contracted
during 2009 and the first quarter of 2010, the recovery is
becoming even more apparent as disposable income increases.

Mexico’s tourism industry had to contend with the H1N1
influenza, the economic recession, the bankruptcy of Mexicana
airlines, and the insecurity factor that afflicts the country.
However, there have been clear indications that the tourist
industry is recovering as tourist arrivals by plane have increased
19.2% YTD to 7.1 million. Several major projects are under
development with several other expansions planned.

Integra recently spoke with several leaders in the Mexican
real estate industry. Although they are following a cautionary
course, they have an appetite for new acquisitions in Mexico,
and they are stacking their chips on the side of the
opportunities that the recovery is generating.

hic &

D : o Trend

It is easier to run a race with the wind at your back. Likewise, it
is easier to find good real estate investments in growing markets.
Integra Realty Resources has once again compiled demographic
data from the country’s largest Consolidated Metropolitan
Statistical Areas (CMSAs), as well as ten additional markets in
which we operate offices. The table on the facing page
summarizes for each CMSA the current population, annual

growth rates, household income levels and growth rates, and the
trend in unemployment rates for the past five years.

As we have highlighted throughout IRR-Viewpoint 2011, the
key to the health of the commercial real estate markets is jobs.
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While unemployment rates are marginally better than last year,
on average they are still more than twice the levels observed in
2006. Markets with less of a hole to climb out of will have an
advantage in the coming years.

With so many variables to consider, we would like to highlight
particular CMSAs that we believe are best positioned for future
growth. We have ranked the Top 10 markets by examining
population trends, projected changes in household income,
and the current unemployment rate. Washington DC, bolstered
by the lowest unemployment rate of 6.2%, is this year’s top
ranked market as displayed in Table 42 on page 32.

While the Top 10 markets have favorable demographic factors
relative to other markets, it is important to note that substantial
variability exists within every market. Considering the tenuous
conditions of the U.S. real estate markets, it is critical is make
investment and lending decisions with the counsel of

Continued on Page 32
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TABLE 41

DEMOGRAPHIC AND ECONOMIC TRENDS

POPULATION HOUSEHOLD INCOME EMPLOYMENT
2010 Annual Growth Rate Absolute Annual Growth 2010  Ann Grth Rate Unemployment Rate
Current  '10-'15 '10-'15 '00-'10 '00-'10 '10-'15 '10-'15 '00-'10 '00-'10 Median '10-'15 '10-'15 Aug-06 Aug-07 Aug-08 Jul-09 Aug-10 Rank Change
CMSAs (000's) Rank (%) Rank (%) Rank (000's) Rank (000's) ($) Rank (%) (%) (%) (%) (%) (%) 2010 '06to'10
Atlanta, GA 55692 9 211 8 275 2 12259 2 13212 60647 58 095 47 44 63 107 104 43 57
Atlantic City, NJ 2724 44 047 39 076 53 129 52 1.99 54950 35 140 54 52 67 118 115 48 6.1
Ausfin, TX 17040 3 244 4 315 12 4359 13 4542 58,887 52 114 43 37 45 713 72 4 2.9
Baltimore, MD 26772 48 026 47 048 46 694 39 1242 66,711 5 189 44 38 48 80 82 16 3.8
Birmingham, AL 1,130.1 42 056 41 072 49 638 47 7.78 48852 6 187 37 36 47 99 89 26 5.2
Boise City, ID 6237 71 229 5 298 32 1493 34 1589 52454 29 151 27 25 46 97 91 W 6.3
Boston, MA-NH 45621 51 021 51 038 39 981 32 17.07 70,675 15 168 46 39 48 84 76 ! 3.0
Buffalo, NY 1172 60 058 59 046 57 641 56 529 41,072 41 123 46 45 60 86 77 10 3.0
Charlotte, NCSC 17807 4 238 6 296 11 4442 14 45.02 55,606 54 11T 50 48 71 124 110 46 6.0
Chicago, ILAN-WI 96512 45 042 44 059 14 117 9 55.28 62,177 51 119 45 50 71 106 98 36 53
Cincinnati, OH-KY-IN 21775 41 057 36 081 35 12.56 33 1678 54949 39 135 52 50 63 103 94 3 42
(Cleveland, OH 20755 59 050 57 034 58 -10.30 58 726 49991 46 125 56 60 74 93 96 34 4.1
Columbia, SC 7448 24 121 23 142 4 9.21 42 9.77 49,462 34 142 60 54 69 93 100 39 4.0
Columbus, OH 18001 34 083 30 111 3 1519 30 1874 54577 42 133 48 48 62 93 83 18 3.5
Dallas-Fort Worth, TX 64932 11 189 11 232 1 12724 1 13307 58202 43 130 49 42 51 83 84 19 35
Dayton, OH 8333 56 034 56 018 56 2.82 55 149 4825 59 087 59 58 75 122 103 4 44
Denver, (0 25820 19 140 19 171 W7 31.25 15 4027 61853 53 113 44 38 54 80 81 13 37
Detroit, MI 43924 57 037 55 014 60 -15.99 57 601 54474 60 061 74 78 88 177 144 58 7.0
Greenville, SC 6402 23 121 25 135 44 197 46 803 45999 57 09 62 55 68 105 103 42 4.1
Hartford, CT 11957 52 021 49 040 51 253 50 471 67027 32 149 46 47 66 82 94 33 48
Houston, TX 59097 12 186 12 228 4 11408 4 11943 57050 22 160 50 43 50 84 87 722 3.6
Indianapolis, IN 17482 27 107 24 137 7 1919 28 2231 55163 45 125 44 40 55 87 91 28 47
Jacksonville, FL 13722 14 177 13 203 26 2522 26 2494 54624 16 167 47 42 65 105 119 50 7.2
Kansas City, MOKS 20310 36 079 31 101 30 16.24 29 1950 56,699 37 140 52 50 62 89 88 23 3.
Las Vegas, NV 19047 10 209 2 331 13 4157 10 5290 58452 14 169 42 50 71 131 147 59 10.5
Los Angeles, CA 132555 35 082 42 070 5 11030 6 88.99 60,649 11 71 47 50 76 17 121 52 7.5
Louisville, KY-N 12012 40 066 35 082 42 839 4 9.92 48731 48 123 53 47 66 102 100 38 47
Memphis, TN-MS-AR 12983 43 053 40 075 45 7.00 44 9.31 47,247 55 1.09 59 51 71 103 97 35 3.8
Miami, FL 55199 31 095 34 098 7 5339 1 5123 50,325 12 171 38 42 64 108 128 5 8.9
Milwaukee, W 15422 53 012 52 027 52 1.83 51 4.14 55,101 50 121 50 52 53 94 85 20 34
Minneapolis, MN-WI 32192 31 078 33 1.00 25 2593 22 31.04 66,604 44 127 35 41 57 719 70 3 3.5
Naples, FL 3328 6 234 7 285 43 816 45 8.14 62,736 30 151 39 57 84 121 136 57 9.7
Nashville, TN 15960 17 160 15 198 24 2634 24 2842 52,798 40 134 44 40 57 96 88 24 44
New Orleans, LA 11942 25 115 60 097 34 14.03 60 1223 48041 7 185 45 36 47 74 81 14 3.6
New York, NYNJ-PA 19,1042 50 024 48 042 10 4551 7 7812 64976 N 161 45 45 56 91 88 25 4.3
Oklahoma City, OK 12285 30 09 29 L1538 11.91 38 1331 47307 19 162 39 42 38 59 63 2 24
0rlando, FL 21388 8 222 10 266 9 49.62 12 49.43 52,081 28 151 33 41 63 110 119 5I 8.6
Philadelphia, PA-NJ-DE-MD 59133 49 025 50 039 33 1490 27 22.62 61,681 25 155 48 43 59 88 94 32 4.6
Phoenix, AZ 44488 2 245 3 318 3 11450 3 119.69 56,890 20 1ol 34 32 51 87 91 29 57
Pittsburgh, PA 2,3400 58 050 58 038 59 1148 59 911 47453 23 159 49 44 56 78 82 17 3.3
Portland, OR-WA 22502 22 130 N 156 23 2999 N 32.23 58575 38 137 52 50 61 115 102 40 5.0
Providence, RI-MA 15919 54 014 53 006 55 230 53 0.89 56,206 9 184 55 53 85 127 118 49 6.3
Raleigh, NC 1,149.2 1 285 1 373 19 34.67 20 3521 61130 5 104 35 36 54 91 82 15 47
Richmond, VA 12410 29 097 7 1.24 37 1228 35 1441 60,072 10 174 34 32 50 80 79 12 4.6
Riverside, CA 42536 5 237 9 2.71 6 10551 5 99.87 57,457 4 194 52 64 92 143 148 60 9.6
Sacramento, CA 20665 13 178 17 189 15 40.08 19 36.97 62,145 8 185 46 54 74 118 124 53 78
St. Louis, MO-IL 28352 47 033 46 049 40 9.34 37 1352 54139 36 140 53 56 712 99 99 37 45
Salt Lake City, UT 11508 18 152 18 174 728 18.00 31 1819 60773 41 134 31 29 38 60 75 6 45
San Antonio, TX 2090 16 167 14 202 18 36.06 17 3783 48395 31 149 48 41 50 71 76 8 28
San Diego, CA 31093 26 108 32 100 2 34.40 23 29.54 64890 3 196 41 48 64 103 106 45 6.5
San Francisco, CA 43775 38 073 43 060 22 3249 25 2538 77877 13 169 43 47 62 105 106 44 6.3
San Jose, CA 18793 33 091 37 080 29 17.34 36 1435 90089 49 121 45 50 66 118 112 47 6.7
Sarasota, FL 7131 15 169 16 191 36 1247 40 1231 50677 17 167 32 46 73 118 125 54 9.3
Savannah, GA 3428 21 135 20 158 50 476 49 498 49307 18 165 41 39 58 100 91 30 5.0
Seattle, WA 34197 28 099 28 107 20 34.58 18 3758 65890 27 152 43 37 50 89 85 N 4.2
Syracuse, NY 6425 55 025 54 012 54 1.2 54 077 49,204 26 155 42 39 57 81 176 9 34
Tampa, FL 27821 20 138 722 151 16 3943 16 38.61 47,630 24 159 35 45 69 M3 126 55 9.1
Tulsa, OK 9300 39 068 38 079 48 6.46 48 705 47225 33 143 38 40 38 68 77 M 39
Virginia Beach, VANC 16707 46 041 45 058 47 684 43 943 51979 2 201 34 34 48 70 74 5 4.0
Washington, DCVAMD-WY 54389 32 095 26 177 8 5254 8 6427 85983 1 206 33 31 40 62 62 1 29
Nationwide 309,039.0 0.80 0.94 2,521.11 276171 52,795 45 47 62 98 96 51

Copyright © 2010 Integra Realty Resources, Inc.
Source: Population and household income data from The Nielsen Company. Unemployment data from the US Bureau of Labor Statistics. Data compiled by Integra Realty Resources, Inc.

This analysis includes the 50 largest (MSAs in the United States and additional markets in which Integra Realty Resources maintains an office.
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SENIORS HOUSING
Continued from Page 24

long-term financing rates have fallen to historical lows. The most
recent quarter that has been reported for seniors housing
capitalization rates is the first quarter of 2010. Sales and
pending sales data collected by IRR indicates that capitalization
rates have fallen since then, and are now in the 7% to 8% range
for high quality independent and assisted living assets in major
markets. Nursing home capitalization rates continue to be in the
12% to 15% range, depending upon age, quality and location.
REITs have announced several large deals recently using Taxable
REIT Subsidiaries. The largest such deal is the planned acquisition
of Atria by Ventas in a deal valued at $3.1 billion. The reported
capitalization rate on the stabilized portfolio is a low 6.5%.

2011 FORECAST

It appears that occupancy levels for assisted living and skilled
nursing facilities bottomed in 2010, while independent living is
still searching for a floor. Absent a setback in the economic
recovery, we anticipate occupancy levels in all three sectors will
rise throughout 2011. There is a low level of new construction
underway in the seniors housing market, but demand will
continue to grow. Thus, it is likely that occupancy levels and rent
levels will increase for several years as supply tightens.

New capital is likely to continue flowing into the sector. The REITs
that focus on seniors housing have built large war chests of
funding, and will need to deploy them over the next few years. In
addition, a number of institutional and opportunity funds have
been raised and are seeking opportunities to invest this capital.
While 2009 and 2010 saw very few sales transact, there have been
several recent very large sales announced and this is likely a sign
of things to come. Due to sound sector fundamentals and the
opportunities for income growth, we expect to see capitalization
rates decline relative to levels seen in 2009 and early 2010.

GAMING
Continued from Page 25

ASIA

All this bad news domestically, and we have not even
mentioned the huge international gaming expansion in Macau,
Singapore, Philippines, and potentially Dubai. These growing
markets will be serving Asian high rollers who used to travel
the 10,000 miles to Las Vegas and Atlantic City. Macau,
considered the most mature Asian market, has seen
tremendous market growth. Most recent reports indicate
October year-over-year win was up over 50% ($1.6 billion vs.
$2.6 billion). MGM’s departure from Atlantic City signals their
bullishness on global opportunities in Macau and elsewhere.
In 2010, the Casino Control Commission mandated that MGM
sever ties with certain Macau partners. MGM opted to not
comply; thereby, forfeiting their gaming rights in Atlantic City.

CONCLUSIONS

The industry slowdown extends from coast to coast. When you
combine the longest recession in recent history, tightening credit
markets, loss of consumer confidence, high unemployment, and
increased competition, even the most optimistic investor must
be cautious. Industry observers recognize that the gaming
industry has matured and supply may have exceeded market
demand. There are over 1,800 operations throughout 40+ states
in the U.S., and the current economic climate has reduced the
number of gamblers and the scale of the action.

Many anticipate a shake out of the highly leveraged operations
and second tier properties. To some degree, a turn around has
been observed at the premier properties that provide a high-
quality adult entertainment experience. Atlantic City and Las
Vegas have recognized that the monopoly game is over. It is
now time to get down to business with competitive pricing,
quality amenities, and just good old fashioned hospitality.

SELF-STORAGE
Continued from Page 26

CONCLUSION

Self-storage has proven to be more resilient in a down economy
than most other types of real estate. Demand from customers as
a result of the recession is moving the storage industry toward
recovery earlier than the office or retail sector, for instance.
While performance is improving, recovery on the income side,
as with the overall economy, will be a slow process.

The industry’s low loan default rate and the scarcity of good
quality facilities available for purchase is leading investors to
become more aggressive in their pricing and thus, the investment
market’s recovery is ahead of the recovery in operating
performance.

DEMOGRAPHIC AND ECONOMIC TRENDS

Continued from Page 30

experienced real estate professionals with on-the-ground
knowledge. Integra offers the premier real estate consulting
and valuation services on which you can depend for
successfully navigating the current real estate markets.

TABLE 42

TOP 10 LIST FOR 2011
Rank CMSA

1 Washington, DC-VA-MD-WV

Houston, TX

Phoenix, AZ

Austin, TX

Dallas-Fort Worth, TX

JAPAN

Continued from Page 28

fund-raising conditions for market participants were created by
improving capital and financial markets thanks in part to the
Japanese government efforts, including easing monetary
policies. However, uncertainties still exist in the real estate
investment market. The average vacancy rate is still high, and
it is still a renter’s market.
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