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Investment Psychology
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I1t’s All About Expectations
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Returns Strongd

Compounded Annual Rates of Return as of 9/30/2014

Consumer Price Index' 1.71% 1.64% 2.30%
10-Year Treasury Bond? 2.66% 2.21% 3.37%
NASDAQ? 19.14% 22.99% 9.01%
S&P 500 19.73% 22.99% 8.11%
NCREIF Property Index* 1.21% 11.32% 8.63%
NAREIT Index (Equity REITs) 13.17% 17.17% 8.53%

" Based on the published data from the BLS (seasonally-adjusted).

2 Based on Average End of Day T-Bond Rates.

? Based on Price Index, and does not include the dividend yield.

“ NCREIF returns are as of 2Q14

Sources: BLS, Federal Reserve Board, S&P, NCREIF, NAREIT, compiled by RERC.
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Treasurys Still Very Low

10-Year Treasurys
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Global Risk Free Rates
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Sources: Real Capital Analytics, 2Q 2014, CNN Money, October 2014.
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Global Risk Free Rates
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“The difficulty lies not so much in
developing new ideas as in escaping
from old ones.”

- John Maynard Keynes




m RESEARGH - - .
CORPORATION PRECARIOUS BALANCE

A Situs Company

CRE Very Attractive

Investment Ratings
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Source: RERC, 3Q14 preliminary.
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“CRE is favored the most in an era of
moderate growth, low interest rates,
the search for yield, and uncertainty....”

-Institutional Sponsor
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Buy-Sell Gap Forming

RERC Buy, Sell, Hold Ratings

Rating

1.3 6.7

2Q14=7.6 2Q14=6.8

Buy Sell Hold

Source: RERC, 3Q14 preliminary.
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Buy-Sell Gap Continues

RERC Historical Buy, Sell, Hold Ratings
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Source: RERC, 3Q14 preliminary.
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SIBRADIEY e, 1988, Au ReHTS RESERVED

=

IT ALL STARTED WHEN I GoOT INVOLVED
IN A coMNPoMINIUM DEAL IN FANORAMIC,
NEBRASKA. HOW WAS I TO KNow THEY DoN'T
EVEN HAVE CONDOS IN FANCRAMIC, NEBRASKA?
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Value Ratings Above Avg.

RERC Institutional Value vs. Price Ratings
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“..core markets have reached
unattainable rent/price levels....”

-Institutional Sponsor
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Spread Growing

RERC Rates vs. 10-year Treasurys
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Rates Still Compressing

RERC Rates and 10-year Treasurys
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Rates Still Compressing

RERC Rates and 10-year Treasurys
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Sources: RERC, Federal Reserve, 3Q14 preliminary.
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“..underwriting seems rational, but not
necessarily price....”

-Institutional Sponsor
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Underwriting Lagging

Availability vs. Discipline (Underwriting) of Capital
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Underwriting Lagging

Availability vs. Discipline (Underwriting) of Capital
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Houston Market Booming

Top 10 Markets for Office Construction
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Source: CBRE Econometric Advisors, 3Q14.
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Underwriting Lagging

Availability vs. Discipline (Comparing w/ Volume)
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Office Volume/PPSF
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Industrial Volume/ZPPSF

PRECARIOUS BALANCE
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Retall Volume/PPSF
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Apartment Volume/PPU
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Prices Increasing

Moody’s/RCA CPPI
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Source: Moody’s/Real Capital Analytics, 2Q 2014.
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Value Index Less CapEx

NCREIF Value Index
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NCREIF Markets

NCREIF Value Index
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Source: NCREIF, 2Q 2014.



REAL ESTATE *

R€RC o PRECARIOUS BALANCE

NCREIF Markets

NCREIF Value Index
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Source: NCREIF, 2Q 2014.
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Top 7 Markets - NPI

Top 7 Outperforming Markets (10-yr Period)
I MSA Total Return I N\PI Total Return

Source: NCREIF NPI, compiled by RERC, 20Q 2014.
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Top 7 Markets - NPI

Top 7 Outperformance and 26 of Mkt Value (10-yr period)
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Top 10 Risk-Adjusted

Top 10 Markets with highest 10-Year Risk-

Adjusted Return
B MSA RAR Metric

B NPl RAR Metric
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Source: NCREIF NPI, compiled by RERC, 20Q 2014.
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RERC’s Outlook

RERC/NCREIF Value Outlook
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Note: Shaded area reflects RERC’s outlook for the Base, Upside, and Downside scenarios from
3Q14 to 4Q16.



m RESEARGH - - .
CORPORATION PRECARIOUS BALANCE

A Situs Company

Chicago Booth

Real Estate
Conference

Precarious Balance

Thank You & Questions



Situs

Global Experience.

Intuitive Leaders.

Trusted Advisors.

Since 1985, Situs has served as the commercial
real estate industry’s most trusted advisor.

As a premier, global provider of end-to-end commercial real estate (CRE) and loan
advisory services and integrated solutions, we offer customized services to leading
financial institutions, investors, owners, and developers.

Our wide array of services include enterprise and process improvement, capital markets and
CRE advisory, primary and special servicing, technology and data analytics, and creative staffing
solutions. Situs' strategy has remained consistent, in terms of expanding our footprint globally

while maintaining a unique and unparalleled perspective on the current market dynamics.
For more information, contact Situs today.

Steven Powel Tino Korologos
(212) 294-1302 (212) 294-1346 Sltus
situs.com

steven.powel@situs.com tino.korologos@situs.com

©2014 Situs. All Rights Reserved.
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Trust, Respect

and Integrity
Since 1931.

Real Estate Research Corporation (RERC) was one Lf the ﬁrst,
and continues to be one of the most recognized, commercial real
estate rese_arcb, valuationand camulting irms inghe nation.

s

Having seen many real estate cycles in their 80-year history, RERC's expertise in valuation management
and fiduciary services, appraisal and litigation services, and research, risk analysis and publications has
been able to help clients successfully navigate through even the maost volatile investment periods.

Today, many of the nation’s largest retirement funds, insurance companies, and real estate investors
count on RERC, an SEC-registered investment advisor, to provide the market intelligence, integrity, and

vision which has made RERC one of the most trusted resources in the industry since 1931.
For more information, contact RERC today.

REAL ESTATE Brian Velky Ken Riggs
RESEARCH (515) 309-7601 (312) 587-1900
CORPORATION

bvelky@rerc.com riggs@rerc.com

@2014 RERC. All Rights Reserved.
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