

















Apartment Sector

Vacancy across primary apartment markets rose to 7.3% at the end of 2Q 2009, versus 6.3% at the end of
2008 and 5.8% a year ago. Current vacancy is above the sector’s long-term average of 5.3%. As a result,
net asking rents across primary markets are -1.3% since the start of 2009, but just -0.5% from one year ago.
Owners have been trying to hold rents constant while offering inducements to attract renters, which has
pushed concessions above 6.5% (i.e., 3.5 weeks of free rent on a one-year lease) as of mid-year 2009.

Rising vacancy is being caused by mounting job losses, apartment construction overhang, and competition
for renters from unsold for-sale condominiums and single-family homes that have been added to the for-rent
market. As a result, primary markets experienced -25,000 units (0.4% of stock) of absorption in the first half
of 2009. The construction overhang is contributing equally to rising vacancy with 31,500 units (0.6% of
stock) delivered during the first half of 2009. Condominium and townhome construction totaled 52,000 units
in 2008 and 17,000 units in the first half of 2009. There are 76,000 “condominium” units currently under
construction across primary markets scheduled to be delivered over the next two years.

Looking forward, we expect demand for apartments to stabilize in 2010 once job losses stop. Vacancy will
peak above 10% in 2010. With vacancy well above its long-term average, rental rates for multi-family will
remain under pressure through 2010. As well, concessions will remain high. As soon as the economy
begins to grow again, triggering household formations, vacancies will drop, concessions will ease, and
rental rates will rise.

In markets experiencing more severe housing corrections, it remains important to focus on how much of the

single-family and condominium market is being rented as these units are stealing demand from traditional
apartment units.
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* Historical market statistics for the apartment sector are collected and reported by Reis. All forecasts are based on proprietary models developed and managed by the research team at
Kennedy Associates.

2009 Real Estate Outlook - Kennedy's view of the U.S. Economy, Capital and Real Estate Markets 35



36

Retail Sector’

Vacancy across primary retail markets rose to 11.4% at the end of 2Q 2009, versus 10% at the end of 2008
and 8.8% a year ago. Current vacancy is above the sector’s long-term average of 8.5%. Despite a large rise
in vacancy over the past year, asking rents across primary markets are only -1% since the start of 2009 and

-2.2% from one year ago.

At the start of 2009, consumer spending had contracted by $44 billion, or 12.8% over the preceding
12-month period; spending stabilized in 1Q 2009 and has risen by 1.7% since. Unfortunately, the damage
was already done, and primary markets experienced -10 msf (1% of stock) of absorption in the first half of
2009. The construction overhang is also contributing to the rising vacancy rate with approximately 5.1 msf
(0.48% of stock) of new retail space also delivered during the first half of 2009. Based on projects currently
under construction, an additional 8.4 msf of new retail space will be delivered in the second half of 2009.

Looking forward, we do not expect demand for retail space to stabilize and begin to grow again until 2011,
after the job market has started to recover and consumers have made sufficient progress in repairing their
balance sheets. We anticipate that vacancy will peak near 14% in 2011.

From an investment perspective, retail is slightly different from the other property sectors in that there are
always dominant “fortress-like” centers in any market that will provide stability in the downturn and
outperformance in the recovery. The newest format in the best locations will provide the best opportunities.
Properties with tenant mixes that are heavily weighted toward the sale of necessity goods will also
outperform over the short term.
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* Historical market statistics for the retail sector are collected and reported by Torto Wheaton Research. All forecasts are based on proprietary models developed and managed by the

research team at Kennedy Associates.

3 Qur analyses focus on neighborhood, community and power centers. Regional and super regional malls are not included in these statistics.
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Hotel Sector

Demand for hotels is down through the first half of 2009, with average occupancy rates across the top 15
markets falling to 61%, versus 66% during the first half of 2008, and 71% during the first half of 2007.
Current occupancy is below the sector’s long-term average occupancy rate of 67.8%. In 2Q 2009, average
daily room rates (ADR) are -14.8% from 2Q 2008 and -10.7% from 2Q 2007.

The credit crunch hit the hotel sector particularly hard. As outlined in the economic section of this Outlook,
hotels are being hit with a “one-two punch” as both businesses and consumers are cutting expenses
dramatically in order to remain profitable and/or repair their balance sheets. As a result, both business and
leisure travel has pulled back.

Demand for hotels is closely tied to general economic activity, as measured by GDP. During periods of
steep economic decline, this relationship is magnified, resulting in a greater short-term pull-back in demand,
but also a quicker pick-up in demand once the economy starts to recover. Therefore, growth in the demand
for hotel rooms should resume once the recession ends; we expect this to occur in early 2010. With this

said, ADRs will most likely remain under pressure through 2010 until occupancy recovers sufficiently for
operators to start raising rates again.

Hotel Outlook - Top 15 Markets*
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* Historical market statistics for the hotel sector are collected and reported by Smith Travel/Torto Wheaton Research. All forecasts are based on proprietary models developed and
managed by the research team at Kennedy Associates.
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Conclusions

There are a variety of economic indicators in the U.S. and around the globe that reinforce our belief that the
worst of this recession is behind us. While we expect positive, although weak, job growth in 2010 and further
strengthening in 2011, risk remains. A resumption of stronger job growth in 2011 and beyond will drive
demand for commercial real estate.

New supply across property sectors is a known variable as these projects have already been started. Unlike
the last two recessions, developers did not overbuild heading into the peak of the current cycle. As a result,
there is limited construction that will add to vacancy over the next 9 to 12 months. Today, market conditions
do not support new construction projects, and it will be a couple years before they do. This hole in the
development pipeline will not be filled until there is confidence that vacancies have peaked, demand is
returning, and rents will rise. Because of limited construction and the long lead time to deliver real estate
projects, there should be a bounce in rental rates reflecting a demand/supply imbalance two to four years
from now. This has happened before, and in the major markets, we believe it will happen again. At the same
time, we do not believe current valuation assumptions fully reflect the intermediate-term recovery in
occupancies and rents that will occur once growth resumes and before the delivery of new projects.

Values may continue to fall for another one to three quarters, depending upon property fundamentals and
market-specific influences; assumptions of near-term weakening fundamentals and operational challenges
are built in to most valuations. This is helping to contribute to the stabilization in property values.

Regarding capital markets, the public equities markets found a bottom in the first quarter of 2009, but
downside risks will remain until the economy shows sustained recovery. The credit markets have made
tremendous progress by both stabilizing and beginning to heal during the first half of 2009. The debt and
equity capital markets for commercial real estate are fragile and wary; however, they do show signs of
improvement. Their full recovery will lag behind general capital markets.

A material factor affecting real estate capital markets is the substantial amount of debt capital that was
employed during the last cycle that must now be unwound. This deleveraging process is affecting the
availability and cost of debt and, and as a result, the cost of equity. Recently, the NYFRB began applying
TALF to legacy and new issue CMBS. Heading into 2010, this should help improve the availability of debt
for qualified investors.

The readjustment of risk premiums for commercial real estate has resulted in significant progress. The
average cap rate across property types reached 7.7% at the start of 3Q 2009. Given the long-term risk
profile of commercial real estate, we believe cap rates are now at the upper end of a “fair” range, between
6.5% and 8%. This, along with the incorporation of weaker near-term underwriting assumptions in
valuations, will help bring an end to the depreciation investors have been experiencing. In the short term,
cap rates may climb above their “fair” range, reflecting ongoing current distress.
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Our views of investment opportunities across the industrial, apartment, hotel, office, and retail sectors,
include the following:

Demand in the industrial sector will recover with GDP growth, which will occur before job creation
resumes. As a result, demand in this sector will start improving in the first half of 2010. Investors should
focus on modern space in primary distribution nodes with high-quality tenants. The risks to this sector are
growing protectionist sentiments.

We expect apartment demand to start recovering in the first half of 2010. Markets that have experienced
greater degrees of over-building in the for-sale condominium and single-family segments are now going
through more severe housing corrections. Apartment investors need to understand how much of the
single-family and condominium market is being rented as this is and will continue to cannibalize
traditional rental markets.

For hotel investors, resumption of positive GDP growth should lead to a recovery in demand for hotel
rooms. Pricing of hotels has been dramatically impacted by the economic dislocation; this has created
and will continue to create some extraordinary buying opportunities... but not for the risk averse.
Investors’ focus should be on hotels in primary markets whose economic base is closely linked to the
global economy.

For office investments, we recommend the major markets and properties with limited roll-over exposure
until after 2011. As office markets soften in 2010, tenant improvements, leasing commissions and other
capital expenditures will magnify the impact of falling rents and reduced returns.

The deleveraging of the U.S. consumer has, and will continue to depress the retail sector into 2011. With
this said, clarity is developing regarding which retailers are going to survive the recession. There should
be continuing consolidation among retailers in 2010 as the recovery begins. Investors should focus on
centers that have strong orientation to selling “necessity” goods, modern formats and strong locations.

As the end of 2009 approaches, attention should be on aggressively managing existing properties to
maximize their operational performance. In 2010, we believe attractive investment opportunities will
emerge for those investors who are properly positioned. Given that commercial real estate capital
markets will not yet be completely healed, access to investment capital, both debt and equity, will be very
important. Equally important will be the strength of investors’ relationships with operators, developers,
brokers and lenders. Unfortunately for those who made aggressive investments and became addicted to
high levels of cheap debt at the peak of the last cycle, legacy issues will persist.
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