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Daniel Thomas

GUEST EDITOR

A LOOK AHEAD

This September’'s EPRA conference in
Brussels is likely to come at a point of
inflexion for the industry, as the steep
descent in property values eases
and opportunities begins to emerge
in parts of the market, although for
some attendees the worst is likely to
be far from over. The next 12 months
could throw up the most interesting
opportunities for nimble investors
and the well-capitalised companies,
but will also see further pressure
on the companies still scrambling
to raise emergency funds to cover
straining balance sheets as banks
take a harder line on problem loans.

There is likely to be more dif-
ficulties on the continent than the
UK, where companies are mostly
breathing out sighs of relief having
gone through the necessary refinanc-
ing trials and are now seeing some
stability returning to pricing. Markets
on the continent have not had it so
bad so far, but are likely to have
further to fall despite expectations
of a shallower peak-to-trough.

Sentiment has still improved
across most countries despite these
expectations of future price declines.
Spring saw a rebound for the real
estate investment trust markets,
supported by hopes that the worst
was at least over and by clear signs
of increasing competition for prop-
erty investments. Some real estate
investment trusts were trading at
near parity to spot net asset values,
a remarkable improvement to the

wide discounts at the beginning of
the year. However, if the optimists
think it is all over, then they are
wrong for now. While stability of
pricing is certainly evident in the UK
market, this is on a relatively narrow
tranche of property, specifically
those boasting longer leases to good
tenants and guaranteeing a decent
long-term rental income.

This is attractive to cash-rich in-
vestors, given the low interest rates
and prospect of inflation within the
next two years, although the market
for properties without these charac-
teristics looks dicier. This is a loom-
ing subprime property problem. The
resurgence of defensive properties
pinpoints the main threat to the real
estate market this year. Rents being
collected have only just begun to fall
and vacancies will rise as the reces-
sion hits occupational market.

The property market character-
istically precedes the economy into
a recession, but normally lags the
recovery. Rental growth is closely
correlated to national earnings, and
again can be more than year behind
a recovery in GDP. Rental values
will fall across Europe as occupier
demand deteriorates, particularly in
the business districts most exposed
to the economic contraction. De-
mand prospects look bleak across all
sectors. The effect on property value
of capital falls are being replaced by
rental value declines.

So, against this backdrop of mixed
fundamental signals, what will the
EPRA conference be talking about
in September? The main topic of
conversation will most likely centre
on the fate of the mountain debt in
the industry. The banking sector has
never been so interesting. A further
leg down in commercial property
values could come from foreclosure

sales by banks, but most are so
far holding action against loans in
default.

Whether or not banks offload
problem loans as they did in
the last recession, calling in bad
debts and forcing companies into
administration, will prove crucial.
Just as important will be when the
debt markets begin loosening again,
with banks still committing to lim-
ited lending and mostly just small
amounts to long-term customers at
low loan-to-value ratios on prime
assets. Commercial mortgage-backed
securities will prove a key compo-
nent, with billions of euros of loans
facing default, and little in the way
of new equity to refinance problem
securitisations.

The CMBS market will be head-
ing into an extended period of
workout and restructuring, although
on the flip-side there is likely to be
new issuance of simple securitised
packages of debt - although again
backed only by the most prime and
defensive sorts of property.

Against prevailing winds for
new debt finance, there are some
companies that also still need refi-
nancing or risk covenant breaches.
The markets have not discriminated
enough between recapitalised stocks
and those that still need new equity,
and this could change quickly. More
need to take action, issuing equity
or buying back debt.

Continental European stocks will
be a focus for the bears, given a
more pressing need to raise capital
as asset values continue to slide, but
there may even be a limited round
of new equity raised among the UK
REITs. This sector has already taken
in more than GBP 4 billion in rights
issues, but some see the opportunity

to raise capital at nearer parity to
build future investment war-chests.

Many of the best buying op-
portunities have so far been at the
expense of the REITs, but the next
stage should an interesting period for
companies that have raised money.
Shareholders are certainly demand-
ing a more proactive approach to
the market recovery, having been
tapped for cash at such discounted
rates. Bankers report that there are
also a number of new listed vehi-
cles looking to raise equity come
autumn. Some have failed to make

it off the blocks before summer,
but financiers say that the autumn
is hoped to bring renewed appetite
for IPOs.

The pressures on debt in some
camps, and the renewed -equity
strength in others, will mean that
the second half of the year may
also see strategic mergers. SEGRO's
courting of its rival Brixton has been
wellreceived by investors, who have
supported its second rights issue of
the year in order to fund the acquisi-
tion. The forthcoming EPRA confer-
ence will be a blend of those that

are strong enough to benefit from
this period, but also of those still
wondering if they could fall victim.
The only thing of any certainty will
be that the pace of events is unlikely
to slow. It should be a busy last few

o~

months of the year. =

Daniel Thomas is the Financial
Times property correspondent
and writes about commercial
and residential property in the
UK and globally.
Dan.Thomas@FT.com
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COMMERCIAL REAL ESTATE

Value of property holding: €6,688 million
Total floor space: 1,165,677 sqm.
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Far more than square meters

© 2009 Ernst & Young LLP. All Rights Reserved.

Boom, bust, boom?

In uncertain times, how you respond to market ups and downs could make all the difference. We can help you
ride the storm. With an integrated team of real estate advisory, finance, tax and assurance professionals across
140 countries, we can help you tackle market situations as they arise. This means, wherever you are, whatever
the conditions, your business can achieve its full potential.

Are you prepared for what's next?

www.ey.com

Ell ERNST & YOUNG

Quality In Everything We Do

UPDATE FROM
PHILIP CHARLS

The year since our Stockholm confer-
ence has been a stark reminder that
gravity applies to building values,
stocks and NAV, as well as to the
overall fascination for property. But
has the dust now settled; will the
coming year be one of more struc-
tured growth and relative stability?
Or alternatively, will it present re-
markable investment opportunities
that perhaps will not be seen again
in our lifetimes? Of course it's too
early to say, however, we do believe
that on September 03-04, EPRA
will facilitate the most informed
and influential European listed real
estate gathering of the year; a meet-
ing in Brussels with 300 of Europe's
largest property company CEOs,
investors and fund managers, CFOs
and financial analysts - in short, the
foundation of our sector.

Join us in Brussels with your
strategy in place, and perhaps even
be prepared to adopt new ideas. The
Annual Conference is afterall as much
a time for inward assessment as net-
working. The programme is stronger
than ever. Economist Analote Kalet-
sky will kick off the conference with
his forecast for the months ahead.
The second day's Keynote speaker
will need no introduction - former UK
Prime Minister Sir John Major, who
can truly relate to global economic
currents. He brings a unique vision
of the interconnected geo-political

factors and risks which are surging
in our direction, and which will
determine all of our professional
and personal paths. His participation
has been kindly organised by Credit
Suisse, to which Sir John is a Senior
Advisor.

As ever, the conference will be as
interactive as possible, and Sir John
will also be fielding questions. We
hope all attendees drive the debate,
share their analysis, and add to the
collective expertise present. Sig-
nificant challenges face us; among
them the threat of reactionary and
inappropriate regulatory reform;
and political influences adding an
additional element of uncertainty
into our operating environment.
All of this on top of the challenge
of managing businesses during the
current economic downturn.

Less in question but no less of
a challenge is the need to continue
promoting real estate securities as an
investment vehicle by raising stand-
ards from within and not shying
away from criticism. EPRA's ongoing
efforts to champion transparency
and Best Practice through initiatives
such as the EPRA BPRs and corporate
governance we believe will ensure
greater comparability, investment
confidence and support a strong
recovery for the listed sector. The
latest EPRA BPRs recommendations

Philip Charls, EPRA CEO

have just been published, and the
Annual Conference will also see a
range of studies released. The EPRA
Global REIT Survey 2009 is also
underway, and the report also to
be made available to attendees in
Brussels. The survey confirms the
robustness and development of REIT
regimes around the world. Harmo-
nisation of REIT regimes throughout
Europe will also be on the agenda,
reflecting our goal to strengthen the
European listed property sector as a
whole and the constructive dialogue
that EPRA has developed with the
European Commission on these
important issues.

That wider REIT story is espe-
cially relevant today as investment
flows will increasingly have an
international flavour. No doubt the
big questions will be raised:

= What opportunities will unfold?

= Will inflation strike next, and how
can listed property as an asset
class benefit?

= What is the right capital structure?

What better place than Brussels
to discuss these issues. See you at
La Hulpe. [
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EPRA CONFERENCE KEYNOTE SPEAKER

Anatole Kaletsky

As this article is designed
to set the stage for the EPRA
conference in September,

it seems appropriate to take
stock of the extraordinary
economic events since

last autumn and consider
what additional risks and
opportunities lie ahead.
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The weakness of occupational de-
mand, the anorexic conditions in
credit markets and the resulting
collapse in property values need no
elaboration. But, as discussed in pre-
vious columns, there are signs that
these powerful deflationary forces are
being overwheled by even stronger
expansionary forces - zero short-
term interest rates, unprecedented
fiscal expansions and open-ended
government credit guarantees.

The upshot is that the world
economy is slowly recuperating from
its heart-attack, market conditions are
stabilising and equity investors are
searching actively for undervalued
assets, cheap enough to offer good

returns, even without much leverage.
There are, however, several widely-
recognised threats to this recovery
- in addition to the obvious and
unanswerable uncertainty about
how quickly consumer demand and
business confidence can recover after
the shock.

In my conference presentation I
will discuss some of these threats in
detail, trying to distinguish between
those that are exaggerated and those
that are really worth worrying about.

Of perception and inflation

Starting with the good news, there
are three widely-discussed economic
problems that I believe can be dis-

missed. The first, and probably the
most important to property investors,
is the fear of a sharp increase in
short-term interest rates from their
present rock-bottom levels. The
second problem that worries many
market commentators is the risk of
an inflationary upsurge fuelled by
that vast amounts of new money
being ‘printed’ by the central banks.
While inflation, if it materialised,
might initially be seen as a blessing
for property rather than a ‘problem’,
the experience of the 1970s shows that
inflation, beyond a certain point, is
actually very dangerous for property
investors because of the soaring capi-
talisation rates it inevitably implies.
The third big worry is the perception,
that governments, especially in the
US and UK, have borrowed so much
money that some kind of national
bankruptcy lies ahead.

These three risks are all pretty far-
fetched, yet they are often presented as
indisputable facts - and they all seem
to point to rising costs for long-term
funding. As a practical consequence,
those property investors fortunate
enough to regain some access to debt
markets are often tempted to seek
protection from future rate-hikes by
‘locking in' long-term funding at high
rates. And many property valuers are
feeling pressure to raise capitalisation
rates on the assumption that today's
exceptionally low interest environ-
ment cannot be sustained for long.
These policies may seem prudent,
but they are likely to prove costly and
wrong.

Property investors need to re-
member that short-term policy rates
are set by central banks at whatever
level they choose and, because of

the nervous-breakdown the financial
markets and the central banks have
suffered, it is as close to certain as
anything can be in economics that
these policy rates will remain near
zero for at least another year. More
importantly, the rate increases that
may begin from the middle of 2010
onwards, as economic recovery
becomes more secure, are going to be
very tentative and cautious.

The upshot is that short-term
policy rates will probably remain
well below 2% until at least the end
of 2011 - and given the high levels
of unemployment and record spare
capacity created by the recession,
it is quite likely that we won't see
policy rates above 2% anywhere in
the world until the middle of the next
decade. Of course, credit markets and
banks are demanding much higher
risk premia above these policy rates
than in the past - but, as the world
economy recovers, these risk premia
are bound to narrow, implying that
variable-rate funding costs to inves-
tors will rise even less than policy
rates in the next few years. If this
turns out to be true, then the interest
rates of 6%-plus paid on long-term
loans today will prove very expensive
compared to variable rates.

But what about inflation? Won't
central banks want to tighten mon-
etary policy drastically to pre-empt
the inflationary threat they them-
selves have created by printing so
much money? The answer is almost
certainly No. Central banks have
certainly created a lot of money - the
so-called ‘monetary base’ consisting
of cash and the central banks' elec-
tronic deposits has roughly doubled
in the US and UK since 2007. How-

ever, the creation of all this ‘central
bank money' has been offset by
shrinking private bank credit, which
accounts for a much larger part of
the total money supply. As a result,
growth in total money the world over
has been very slow, implying that the
threat of a purely monetary inflation
in the next few years is almost non-
existent.

Interest rates should not
present a problem for
property investment

- either this year, or

for many years ahead.

Of course, if economic growth
recovers faster than expected, bank
lending should start to revive and
deflationary pressures will abate.
But even when that happens, central
banks are unlikely to aggressively
raise interest rates. This reluctance
to raise interest rates quickly, even if
economic recovery proves somewhat
stronger than expected, is ironically a
consequence of the huge government
deficits that everybody is so worried
about. Any revival in growth will be
viewed, both by central banks and by
politicians, as a signal for drastic cuts
in public spending and tax hikes in
order to reduce deficits. As a result,
governments all over the world are
likely to undertake huge fiscal re-
trenchments from 2011 onwards - and
under these circumstances, the last
thing central bankers will want to
do is risk causing another slump by
significantly raising interest rates. -
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China has recycled its trade surpluses
through US financial markets to hold
down its currency and finance US

consumption of Chinese exports.

Anatole Kaletsky Anatole Kaletsky is founding
partner and chief economist of GaveKal Dragonomics,
a Hong Kong-based investment boutique providing
economic analysis and asset allocation advice to

500 financial institutions around the world. He is
also Editor-at-Large of The Times, where he writes a
weekly column on economics and politics.

Mr Kaletsky was a full-time journalist for The Times,
Financial Times and The Economist from 1976 until
2002 and received many awards and distinctions,
including Commentator of the Year, Specialist Writer
of the Year, Financial Journalist of the Year and
European Journalist of the Year. In addition to his
involvement with GaveKal, Kaletsky is a director

of several investment companies, including the JP
Morgan Emerging Markets Investment Trust.

Kaletsky was educated at Cambridge University,
where he graduated with a first class honours degree
in Mathematics and at Harvard University, where

he was a Kennedy Scholar and gained an MA in
Economics. He has an honorary Doctorate of Science
in Economics from the University of Buckingham.
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So rising interest rates should
not present a problem for property
investment - either this year, or for
many years ahead - and cap rates,
which many investors assume to be
inevitably on an uptrend, are actu-
ally quite likely to move down. Now
for the bad news - the two genuine
worries for investors, especially for
investors in European property and
financial markets.

A global tide of capital

The first is the continuing instability
of global capital flows. Many econo-
mists and politicians hoped for at
least one benign outcome from the
Lehman crisis: a ‘rebalancing’ of the
world economy, between the coun-
tries with excess consumption - the
US, UK and the periphery of the euro-
zone - and the countries with excess
savings and production, especially
China and Germany. But there isn't
much sign that this is happening.

While US consumers have cer-
tainly tightened their belts to some
extent and the US trade deficit has
therefore substantially narrowed, the
Chinese and German trade surplus
remain huge. The recycling of these
surpluses will therefore have to con-
tinue through the financial markets
and the narrowing US deficit means
that trade deficits will have to widen
in other parts of the world. The obvi-
ous place for this expansion of defi-
cits is Europe outside Germany. The
world has worried for years about
the ‘Circle of Manipulation’, whereby
China has recycled its trade surpluses
through US financial markets to hold
down its currency and finance US
consumption of Chinese exports. But
the same circle is spinning in Europe,
with Germany financing Spain, Italy,

France, Ireland, Greece and Portugal
to keep the euro-zone together and
offer vendor financing to customers
for German cars and other consumer
durables.

While this capital recycling may
well continue, it is not going to be as
smooth in the years ahead as it was
in the last decade. As a result, both
equity investors and international
lenders, including lenders within
Europe, will demand substantially
higher risk premia in the future than
they did in the past.

This leads to a second genuine
worry. A breakdown in capital recy-
cling could trigger further serious fi-
nancial crises. But the next systemic
crisis, if it happens, is much more
likely to originate in Europe than
in the US or Asia. A possible trigger
for such a crisis could even be the
German election in late September.
Might this election spark a public de-
bate about the transfers of German
money that are financing consump-
tion and government spending in
the rest of the euro-zone? And how
would Germany voters react to such
a debate? The answer to such ques-
tions should be clearer by September
03, at La Hulpe near Brussels. =

Deloitte

EPRA AWARDS

FOR BEST

ANNUAL

REPORT 2009

As in previous years, the review
of the financial statements will be
performed by Deloitte. Deloitte will
review each participant’'s annual
report for compliance with, and ap-
plication of, the EPRA Best Practices
Policy Recommendations (BPR). EPRA
issued updated Recommendations in
May 2008 and the annual reports
will be reviewed for compliance
with these for the first time.

Two Awards will be made this
year - 'Best Annual Report' for the
participant which shows the highest
overall score for the current year and
'‘Best Improver' for the participant
which shows the highest consistent
relative improvement in the quality
of annual reporting over the last two
years.

In addition, Deloitte will also
review and comment on key finan-
cial reporting metrics and other
observations to enable companies to
benchmark their reporting practices
against their peers and to identify
future trends in financial reporting.

Claire Faulkner, real estate partner
at Deloitte, said: “Deloitte is delighted
once again to be working with EPRA
on their Best Annual Report Awards.
In addition to identifying the best
and most improved annual reports,
our review findings report will aim
to assist listed real estate companies
to achieve best practice in their
financial reporting.”

The results will be reported
by Deloitte, and the two Awards
presented by PGGM, the award
sponsors, at the EPRA Conference in
September 2009. =

If you have any queries about the
Awards, please contact:

Gareth Lewis, EPRA on:
gareth.lewis@epra.com; or

Claire Faulkner, Deloitte:
cfaulkner@deloitte.co.ulk

Jennifer Chase, Deloitte:
jchase@deloitte.co.uk
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CONFERENCE 2009

Programme

Day 1 - Capital Structure and Investment

09:00

09:20
10:05

11:05

11:15
11:45

12:45

13:00
14:30

15:30
17:00
18:00
19:30
22:00

EPRA Chairman & EPRA CEO
- Opening remarks

Keynote speaker - Anatole Kaletsky

Panel session I - Capital Structure

John Carrafiell (Day Chair)

Bernd Knobloch - HRE

Zubin Irani - Westbrook Capital Partners
Graham Roberts - British Land

David Brush - RREEF Deutsche Bank

Comments by New EPRA Chairman, Guillaume
Poitrinal

Break

Panel Session II - Investors

John Carrafiell (Day Chair)

Guillaume Poitrinal - Unibail-Rodamco
Patrick Kanters - APG

John Richards - Hammerson

Andy Brough - Schroders Investment

CEO Conference Update by Ian Coull - SEGRO
Followed by the Award presentation of

EPRA Best Improved Annual Report 2008

- Sponsored by Deloitte and PGGM

——

Deloitte iil':';"-::m

Lunch

Concurrent Session I - Analyst Scorecard
Scott Crowe - Cohen & Steers (Moderator)
Harm Meijer - JPMorgan

Christophe Kullman - Fonciere des Regions
Steve Buller - Fidelity

Timon Drakesmith - Great Portland

Concurrent Session II - Academic Session

Eamonn D'Arcy - University of Reading (Moderator)
Sotiris Tsolacos - European Research for Property
and Portfolio Research

Giacomo Morri - SDA Bocconi

Alessandro Bronda - Aberdeen Property Investors
Simon Stevenson - CASS Business School

Networking Break

Coaches to Beaux Arts

Cocktails - Palace Beaux Arts
Gala Dinner - Palace Beaux Arts

Coaches depart for La Hulpe

This is the key event of the year for listed real
estate, property investors and the financial
community who are members of EPRA.

The programme has been designed to address the
conditions our sector is facing - with a clear focus
on identifying present realities, future concerns, and
the wider opportunities which will inevitably present
themselves.

Registration - EUR 995 (pius vaT)

This fee includes attendance of the full event and the Gala
Dinner. This does not include accommodation cost - how-
ever, all rooms have been reserved at the venue itself for
attendees. Please book your stay via the registration site
(there is a fax-back form on the back cover for those who
do not have web access). Rooms at the venue are running
out - so make sure you register soon!

www.epra.com/conference2009

The Annual Conference will be
interactive throughout, with Q&A
sessions and feedback encouraged.
You can raise issues anonymously
by Blackberry if you prefer!

Day 2 - Opportunities and Current Affairs

09:15 Keynote speaker - The Rt Hon Sir John Major, KG,
CH, former UK Prime Minister and Senior Advisor
to Credit Suisse

10:00 Panel Session III - Opportunities
Andrew Baum - Henley Business School (Moderator)
Jon Zehner - AREA Property
Jos Short - Internos Real Investors
Gerhard Neisslein - IVG
Stephen Vernon - Green Property

11:00 Break

11:30 Panel Session IV - Current Affairs
Dan Thomas - FT (Moderator)
Patrick Sumner - Henderson Global Investors
Clarence Dixon - Hatfield Philips
Serge Fautré - Cofinimmo
Gerard Groener - Corio

12:30 EPRA CEO - Closing Remarks
12:45 Lunch
14:30 Conference End
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BUILDING
DEBATE

John Carrafiell

Senior advisor of Morgan Stanley, John Carrafiell
is the moderator for Day One of the EPRA Annual

Conference. Here he outlines the discussion
direction of his two panel sessions.

- Debt/Capital Structure panel -
Real estate debt markets and
property company capital
structure: A crisis averted or
waiting to happen?

Mortgage Finance has always been
a critical component of the capital
structure of most property owners
- whether public or private. When
the credit worlds collided during
the Great Credit Crisis of 2008/2009,
liquidity in the real estate debt mar-
kets vanished,; literally overnight.

Yes, credit markets are showing
nascent signs of recovery in High
Investment grade; High Quality High
Yield... and even, the Highest Grade
CMBS (witness the strong rally in the
US on the back of TALF-fueled buy-
ing of AAArated CMBS and the
recently launched Land Securities
AAA Government lease-backed fully
amortising CMBS issue done at +145
bps over); importantly, the Pfandbrief
market is open and banks are begin-
ning to access that market again.

However - for the vast majority
of the Commercial Real Estate Debt
Market - “the stress hasn't even
begun YET." Particularly given that
the peak maturity levels of financing
done during the Great Bull Market in
Credit of 2004-2008 will only come
due in 2009-2013. European CMBS
alone will see EUR 80 billion of
maturities during that period.

This could be a VERY long cycle
indeed, and, when combined with,
at best, weak economic growth over
the next two years, a prolonged
period of stagnation in values along
the trough of this cycle may be the
result - particularly for most assets
- except prime, long leased, well
located ones, which have already
bottomed BUT only make up circa
10-20% of the invested market.

Additionally, who are the
sources for the significant equity re-
quired to continue the deleveraging
process in commercial real es-
tate? ... Public markets have been ac-
cessed, opportunity funds have less
firepower, and institutional investors
have their own liquidity issues to
deal with.

Banks - many of which are cur-
rently controlled or supported by
governments - have still not even
grasped what they have on their
books and what their strategy should
be - position by position.

Where the debt market is heading
is the central issue to the future of
the listed real estate sector, therefore
this panel will address:

= As defaults rise and covenants
are breached during the peak of
maturities from 2010-2013 how will
the market cope with over EUR

250 billion of problems loans and
maturities?

= With most lenders dealing with

problem positions and unwilling
to write new loans, how will this
impact investor sentiment and
therefore valuations?

How will things

change in the Sector

going forward?
What will act as
the catalyst?

Who will drive change?

= Are there attractive investment
opportunities in the debt space?
Are transactions happening? What
pricing level?

= What is the right capital structure
for a publically listed property com-
pany going forward? What type of
debt? How much? What covenants?

= How can publically listed property
companies take advantage of the
‘100-year flood’ of property defaults
and dysfunctional Commercial Real
Estate Debt Markets? 2
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= What about the impact on capital
transaction volumes if financing is
only available in limited quantities
and only at low LTVs and expensive

terms?

John Carrafiell is a London-based senior advisor of
Morgan Stanley, where he has been for 22 years,
and the founder and managing partner of Alpha Real
Estate Advisors, LLP.

John was previously joint global head of Morgan
Stanley’s Real Estate Investing business and joint CIO
of the MSREF Funds. Prior to that, John was global
co-head of Morgan Stanley Real Estate, active in over
20 countries, encompassing principal investing and
investment banking, and a member of the Global
Investment Banking Division's Operating Committee.
John was president of the USD 5 billion MS Real
Estate Special Situations Fund Ill, an open-ended
real estate securities hedge fund. John is the senior
director of several leading European real estate
companies including Multi Corporation, DIC, Grupo
Lar and Canary Wharf, where he is chairman of the
audit committee.

John is a director of the Executive Board of EPRA; a
Trustee of the Urban Land Institute and member of its
Finance Committee; a member of the Dean’s Council
of the Yale School of Architecture; and a member of
the Acquisitions Committee of the Tate Modern.

He is a Sterling Fellow of, and graduated with a BA
from, Yale University in 1987, where he is a member of
the Executive Committee of the USD 3.5 billion “Yale
Tomorrow" campaign and the Chairman of the Class
of 1987 Quarter Century Fund.
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Will the Pfandbrief market open-
ing have impact on new bank lend-
ing or is it just way to improve their
funding costs? Will lenders be able
to supplement or will covered bond
underwriting criteria (i.e. low lever-

age) take over as the only lending
alternative?

Who will rise from the ashes as the
New Breed of Lenders to the sector?

Is CMBS dead forever? If not, in
what form will it re-invent itself?

Having seen the impact of govern-
ment stimulus, is the next step
greater public sector involve-
ment? What role will government
regulations/governance play going
forward? In what form (either
broadly for the market or as govern-
ments try to recoup their ‘invest-
ments' in nationalised banks)?

Inflation - is property an appropri-
ate hedge? Where will inflation be
in five years time? Should borrow-
ers lock rates now ahead of time
and beyond maturities of current
loans?

What happens if we retrace some
steps, and the economy and/or
markets double dip down or go
backwards on the back of negative
news in the next 12 months?

How should companies and/or
portfolios with attractive existing
long-term debt in-place be valued
given this attractive imbedded
advantage?

- Equity Investor panel -

Investing in property companies
for the future: Will the lessons of
the last 24 months be applied?
Listed real estate shares have bounced
off their March 2009 bottom and the
sector has raised over EUR 5 billion of
fresh equity in 2009 to rescue compa-
nies from breaching loan covenants.
A limited select few others have even
successfully raised small amounts of
fresh equity to target opportunities in
the market place.

Is that it? Is the sector back on
its feet and back to normal? Back to
‘Business as usual'?

FEATURES

Sector Performance has been rea-
sonably poor since the peak in the
first quarter of 2007. Is that just the
way it will be going forward since
“everyone in the sector is down"?
Was the sector simply hit by market
events out of its control?

With correlations having gone to
‘' during the downturn of 2008/2009,
institutional investment theory on
diversification into real estate as
an ‘alternative’ should be seriously
questioned; was the theory flawed to
begin with?

How will the Sector re-invent
itself to attract fresh capital from new
investors and grow the size and free
float for the Industry in the face of
the recent underperformance? What
are the ‘keys to success’ to attracting
this capital?

How do we justify our existence?
Why pay all the management costs
and significant transactional trading
fees/costs/expenses/taxes (embed-
ded in a property company) when
today, investors can get exposure
through derivatives, indexes, or even
distressed debt, or listed property
funds which trade at wider discounts
to NAV?

Do investors ask the right ques-
tions of boards? Are Investors able to
take any responsibility for their own
destiny?

Has the Great Credit Crisis of
2008/2009 fundamentally changed
the way Listed Property Company
CEOs think about:

= their strategy - does ‘actively man-
aging’ the portfolio suffice as the
definition of ‘creating value'?

= what their investors want from them?

= their capital structure/balance sheet
and funding sources/relationships?

= their position in the marketplace;

what is their unique competitive
advantage? Is it sustainable? Is
it sufficiently strong to justify al-
locating capital to the particular
company?

what are appropriate returns in
this environment? What should the
benchmark be?

returning capital rather than simply
asking for it? Is it part of their job to
‘take chips off the table’ and return
money to shareholders when at/
near the top?

Equally, will the Investor's ap-
proach change? Everyone looked
brilliant when share prices were
rising into the first quarter of 2007,
why didn't investors hedge or sell to
lock in some/all of their significant
profits? Or encourage companies to
do the same?

Are we invested in the sector
simply to narrowly ‘beat the index'?
Or are we actually investors who
take responsibility to drive our
performance? What tools can we
use to do so?

Is it back to ‘Business as usual'?
Or will Investors radically review
their positions and become:

= more demanding of boards and man-
agement?

* insistent on performance or re-
placement?

= act more like owners rather than
passive stakeholders and ask the
Board the tough questions?

= questioning of the same manage-
ment team'’s ability to wisely invest
their capital this time around?

Clearly there are other important
questions to consider as well,
including:

* Will companies require more capi-
tal if the recession is prolonged?
How will it be priced?

* Are the best companies the ones
which are: the most nimble? Or
the largest, most secure? Can you
really be both?

= How will things change in the
Sector going forward? What will
act as the catalyst? Who will drive
change?

*Is NAV the right benchmark for
valuation? For performance meas-
urement?

= What is the correct gearing level in
this ‘Brave New World"? =

(COHEN & STEERS

Dividends & Diversification

Cohen & Steers, Inc. is a publicly traded (NYSE ticker: CNS) investment manager of income-oriented portfolios.

Founded in 1986, we maintain a strategic focus on real estate securities through global and regional portfolios. We
also manage alternative investment strategies, such as global real estate long-short and global private real estate
multimanager portfolios. Additional investment strategies include listed infrastructure and large cap value equity
strategies. Headquartered in New York City, with offices in London, Brussels, Hong Kong and Seattle, Cohen & Steers
serves individual and institutional investors through separate accounts, sub-advised portfolios, offshore funds and
limited partnerships.

We offer customized real estate solutions to meet investor needs: For more information, please contact:

Global Real Estate Securities Joseph Houlihan

Managing Director
CEO-Europe

+ 44 (0) 32 2 6790660
jhoulihan@cohenandsteers.com

Global (ex.U.S.) Real Estate Securities
U.S.Real Estate Securities

European Real Estate Securities

Asia Pacific Real Estate Securities Paul Osborne

Senior Vice President and
Head of Institutional Marketing-Europe

+ 44 (0) 207 460 6371
posborne@cohenandsteers.com

Global Real Estate Long-Short

Global Private Real Estate Multimanager

NOT INVESTMENT ADVICE OR A RECOMMENDATION OR OFFER OF ANY COHEN & STEERS PRODUCT OR SERVICE. cohenandsteers.com
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over 280 speciality shops and 49 places to dine, it is changing
the face of shopping in the capital.

Westfield's transformation of retail in London will continue in
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CORPORATE REAL ESTATE:

LISTED PROPERTY
COMPANIES

TO REMAIN THE
PREFERRED PARTNER

Philippe Le Trung

Approximately 80%' of French

companies prefer to be tenants rather

than real estate owners or landlords.
However, over EUR 100 billion? of real
estate assets remain on the balance
sheets of CAC 40 companies. We believe

that listed property companies are the

natural buyers of real estate owned by

industrial or services businesses.
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There are two major trends in Europe
beneficial for the listed real estate
sector:

= An increasing amount of long-term
money (pensions, life insurance)
looking for recurring revenue
streams and capital protection
caused by demographics.

= An increasing number of real estate
assets owned by listed specialists
compared against non-specialists
such as corporates and public
authorities.

By way of comparison, the pro-
portion of real estate assets on the
corporate balance sheets in Europe
is substantially higher than the
United States. In the US, the propor-
179% prefer to rent”. Study on 30 of the major French

corporates. “Stratégie, gouvernance et organisation

des fonctions immobilieres des grands groupes :
tendances et perspectives”, June 2009, Eurogroup

2 Source IETF, | »Les actifs immobiliers des sociétés du
CAC 40», 2006.

tion of assets occupied by corporates
and tenanted is 70%. This means
that only 30% of the commercial
properties are still owned by the
companies. However, in Europe, the
same estimate is 50% occupied and
50% owned - there is a substantial
difference  between these two
regions. We believe that European
listed real estate companies are well
positioned to seize opportunities and
remain the corporates’ preferred real
estate partners.

Acquisition of the right assets

‘Externalisation’ or ‘'sale and lease-
back’ is an effective manner of
acquiring real estate assets. The in-
teresting thing is that both parties are
looking to achieve different targets
in the transaction, providing a win-
win deal scenario in many cases.
Alternatively, companies can buy
from other institutional investors or
develop new assets themselves.

In addition, ‘Externalisation’ is
also a good option to acquire the
right assets. For example, in many
cases, the properties will offer the
following benefits:
= The assets are precisely what the
tenants require. The properties
have been chosen, and in some
cases, designed, by the occupier.

= The assets are economically
relevant for the user - tenants are

FEATURES

cost-conscious, service charges
under control, they have optimum
occupancy and density and are
well maintained.

The location is the right one, and
because they are historic locations
for the corporates, they often offer
repositioning opportunities. There
is some upside to densification of
the land or to change destination.

The French example

The French market has offered some
excellent examples of externalisation
over the past ten years. A number of
the large French listed real estate
companies have been part of ‘ex-
ternalisation’ transactions over this
period. Unibail bought the Vivendi
portfolio in 1999, and more recently
undertook a convention and exhibi-
tion business joint venture with
Chambre de Commerce. The Car-
refour retail outlet deal transformed
Klepierre, Gecina bought assets from
Club Mediterannée in addition to the
corporate headquarters of CPR Bank
and the newspaper Le Figaro. Icade
completed a deal with Bricorama, a
French DIY chain, and there is even
an ‘externalisation’ REIT dedicated
to one group: Mercialys is the exter-
nalisation of shopping galleries of
the French food retail group Casino.
In our case, Fonciére des Régions
completed major ‘externalisation’
transactions with France Télécom,

Photo : Fonciére des Régions asset occupied by France Télécom, Rue Cherche-Midi, Paris 6. Credit photo : Olivier Ouadah

EDF, Accor, and more recently Eiff-
age. More broadly, there is good data
available on the ‘externalisation’
market showing the dynamics of the
market and its size.

The externalisation opportunity
amounts to €500 billion as estimated
by IEIF?, a French economic observa-
tory for real estate. This total market
is owned by the corporates and
investible by institutional investors.
The following table from CBRE shows
the volume, number of externalisa-
tions and the market share of the
listed property companies over an
eight-year period.

Externalisations in France
(2000-2007)

The transaction volumes varied from
EUR 1 billion to over EUR 5 billion,
and correlations with the property
cycle appear to be low. There seems
to be a structural flow of business
between the corporates and the
listed property companies. In the
last four years, listed real estate

3 IETF, Les externalisations de patrimoine depuis 2000,
April 2008

Externalisations (€bn) 23 54
Number of transactions 33 36

% of portfolio transactions 53% 4%
% of single-asset transactions 47% 26%
% with listed real estate cies 49% 8%

Ranking of listed

N #1 #2
sector vs other investors”

companies ranked first or second
in terms of investors buying assets
and portfolios from corporates. It is
worth noting that the French REIT
regime has, to a certain extent,
been designed for that purpose - it
contains efficient legislation permit-
ting players to acquire assets from
corporates. The French REIT regime
was amended to offer temporary tax
advantages for companies selling as-
sets to a REIT - instead of incurring
full capital gain tax; it was limited to
50% of the normal amount.

What's next?

Many commentators expect the op-
portunities to come from forced sell-
ers and assets repossessed by banks.
In our view, it is on the corporate
side where assets will move. The
three sectors which are more likely
to be the more active are:

» Industrial (Renault looking for a
buyer for a portfolio of assets oc-
cupied by car dealers)

» Financial services (HSBC recently
put its French headquarters, 103
Champs Elysées on the market)
and,

2002 2003
35 17 10 13 28 4,8
51 39 49 48 55 70

34% 18% 29% 25% 26% 51%
66% 82% % 5% 4% 49%
19% 13% 36% 34% 42% 31%

#4 #3 #1 #2 #1 #2

= Public authorities (the French State
a EUR 450 million disposal target
for 2009).

Listed property companies are, di-
rectly or with joint-venture partners,
as of 2009 or in 2010 likely to be in-
volved in this market. The structural
long-term trend of a larger asset base
in the listed real estate companies is
already here and should continue to
contribute to the growth prospects of
the sector in France. e

Philippe Le Trung is head of investor relations and
Capital Markets, and has been a member of the execu-
tive committee at Fonciére des Régions, since 2008.

Philippe Le Trung has worked in the European real
estate securities industry since 1994. He holds a BA

in Finance (Paris V) and a Masters in Property Law
(Montpellier 1). He started at IEIF, the French economic
observatory for real estate, where he ran the research
department. Then Philippe works as a research ana-
lyst since 1997 both in Paris and in London, notably for
ABN Amro, JPMorgan and Citi, where he was the head

of the European real estate research team.
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Cofinimmo ¢

REMUNERATION
DECISIONS IN
TODAY'S MARKET

Jeremy Banoff

Cofinimmo welcomes EPRA to Brussels!

Convention, challenged.

EPRA needs your input to
help provide in-depth market
insight for its first European
Remuneration Survey.

Executive remuneration is a topic
receiving a great deal of interest in
today’s economic environment, par-
ticularly given recent bonus award
disclosures in the wake of declining
overall corporate performance. Most
of the media attention has focused
on the banking industry due to the
payment of healthy incentive pay-
ments (by absolute standards com-
pared to other industries) in light of
billions of euro in shareholder losses
and public (government) assistance.
However, said payments represent
a major decline on a relative basis
when compared to prior years.

The public real estate community
has not been entirely unscathed, and
pending the time horizon of a recov-
ery and appropriateness of future
remuneration decisions, it is possible

incorporate both absolute and relative
measurement - the range of options
further complicating how to appropri-
ately reward and judge performance.

There are clearly valid reasons
for using either absolute or relative
performance metrics (or some com-
bination thereof) for purposes of
ascertaining bonus compensation.
However, Remuneration Commit-
tees must be careful with how to
incorporate absolute versus relative
metrics in properly aligning pay with
performance.

A level paying field

As a result, in order to provide clarity
to remuneration programmes across
the public European real estate
industry, EPRA and FPL Associates
LP, a leading global advisory firm
dedicated to the real estate and
related financial services industries,
have joined together to launch the
first EPRA European Real Estate Com-
pensation Survey.

a compensation survey with the
Real Property Association of Canada
(REALpac).

Take part

The 2009 EPRA European Real Estate
Compensation Survey is open to all
EPRA members, and we invite you
to participate now in order to receive
a complimentary copy of the survey
results. The submission deadline for
participants is mid-September, how-
ever, if you would like to participate
and need additional time, please
contact us to make appropriate ar-

~

rangements. =

Jeremy Banoff
Managing Director, FPL Associates L.P.

that this battled-tested sector may
encounter part of the spotlight.

This survey is the only one of its
kind - solely dedicated to the Euro-
pean public real estate sector and
covers many common real estate
specific positions of all hierarchical
levels (eg, not just executives) ex-
amining remuneration programme
design and pay levels. The survey
questionnaire has been structured
based on input from a representative
sample of EPRA members located
across Europe. It should be noted
that FPL has partnered for over ten
years with NAREIT, EPRA's sister
association in the US, in which
over time the survey has consist-
ently amassed a participation rate
in excess of 50%. FPL also conducts

Jeremy Banoff is a Managing Director with FPL
Associates, working extensively with senior manage-
ment and Compensation Committees to identify and
implement strategic executive compensation programs
designed to attract, retain, and motivate key employees.

How are you measured?

The majority of public European real
estate companies utilise a sound
blend of financial and operational
metrics in measuring performance
and determining incentive awards,
including: profit before tax, EPRA
earnings per share, EPRA NAV
growth, estimated rental value, total
shareholder return, occupancy levels,
etc. Some companies examine only
internal or absolute performance,
others focus on relative performance
and how the company did versus an
external index or peer group. Others

MACQUARIE

Over his career, Banoff has advised a wide array of
clients in the real estate industry with a primary focus
on the public sector. In addition to overseeing the NA-
REIT Compensation and Benefits Survey over the past
couple of years, which has become the largest survey
of its kinds within the industry, he has completed over
100 assignments in the public REIT sector.

Conventional wisdom dictates choosing between the focus,
specialisation and innovation of a boutique or the reach, flexibility
and resources of a global firm. Macquarie believes conventional
thinking is best left for conventional times.

both focus and flexibility. Our culture of innovation combines the
entrepreneurial energy of a boutique with the capabilities of a
leading global financial services firm to deliver innovative strategic
solutions and the resources necessary to implement them.

With real depth of specialised real estate expertise in addition to a
full-service suite of private capital markets, equity capital markets
and debt capital markets capabilities, Macquarie offers its clients

In these unconventional times, find out how Macquarie can give
your business a competitive edge.

Contact:
www.fplassociates.com
jbanoff@fplassociates.com
+] (312) 368 0569

/,

WWW.macquarie.com/eu

THIS IS MACQUARIE

Macquarie Capital (Europe) Limited (MCEL) is authorised and regulated by the UK Financial Services Authority. It is not an authorised deposit-taking institution for the purposes of the Banking Act 1959 (Commonwealth of Australia), and its obligations do not
represent deposits or other liabilities of Macquarie Bank Limited (MBL) ABN 46 008 583 542. MBL does not guarantee or otherwise provide assurance in respect of the obligations of MCEL.
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EPRA CONFERENCE MODERATOR
Professor Andrew Baum

Key problems for property
investors include illiquidity
and lot size. Large lot sizes
mean that indirect property
investment (investing through
securities and funds) has
become commonplace.

Dr Andrew Baum is a part-time professor of Land
Management at the Henley Business School, University
of Reading. He is chairman of the investment com-
mittee for the CBRE Investors' global multi-manager
team and a member of the Supervisory Board for the
Schroder Exempt Property Unit Trust.
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A boom in cross-border property
investing has been paralleled by a
boom in indirect real estate, taking
two forms: listed real estate markets,
especially the Real Estate Investment
Trust (REIT) format, and unlisted
property funds.

Institutional investors consistently
suggested that the greatest deterrent
to real estate investment is illiquidity
and that the best remedy for illiquid-
ity is a public market quotation.
Listed real estate vehicles have obvi-
ous advantages, providing access to
both liquidity and diversification of
specific risk.

Under normal market condi-
tions, the listed markets have fewer
problems with liquidity, and trades
can be made quickly and easily on
a daily basis, albeit sometimes with
a pricing penalty for transactions of
scale. Listed securities also allow
immediate exposure to the market,
while some unlisted funds will take
capital only as it is required to buy
assets, and ‘blind pool' unlisted
funds also suffer the impact of trans-
action costs as they acquire assets.
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The case for these instruments is
therefore strong.

However, for a variety of reasons
REITs can trade (and have traded)
at discounts to net asset value. The
major reasons appear to be con-
nected with valuation lags, resulting
in huge discounts in falling markets.
In addition, and connected with this,
we observe high return volatility and
some connection with equity market
performance damaging the case for
REITs as diversifiers of equity risk.

Meanwhile, unlisted funds can be
priced at net asset value and appear
to be poorly correlated with equities.
In the conditions that prevailed in
the UK in the second half of 2007,
there would appear be pressure to
take public companies private and
a decline in the value of the listed
sector is inevitable, as we saw.

However, 2009 saw the reversal
of this: huge reductions in valuations
meant that many listed companies
began to trade at premiums to net
asset value. The successful public
launch of Max Property came at

EUROPE NAV discounts

a time when unlisted funds were
(according to Jones Lang LaSalle)
trading at big discounts to their
reported net asset values. In these
conditions, private funds wish they
were public, and private-to-public
arbitrage leading to growth of the
listed sector is very possible.
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Some of the issues we will funds?
investigate at the EPRA Conference = Will unlisted funds seek a listing?
in brussels. = Is the Australian example of the sta-
* How should a property company pled security (separate but linked
or fund manager position itself to  access to the manager platform
take advantage of this potential and the property portfolio) and the
arbitrage? wholesale/retail fund mix helpful?
« Should REITs hold or buy unlisted = What can we expect in 20107 &

.
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Unibail-Rodamco, the leadin
listed European commercia
property operator, investor

and developer. Active in three major
business lines: shopping centres, offices and
convention-exhibition centres.

n° 1 12

listed European countries
1n operations

commercial property
company, part of the
French CAC 40
Euronext 100
and Dutch AEX index

www.unibail-rodamco.com

unibail-rodamco
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BRUSSELS - SEPTEMBER 03-04

EPRA produces a mass of invaluable data each month - over 1,000 pages of decision-defining

graphs, analysis and track-record. Do you get these? Can you afford not to? Company name:
Full name Mr./Ms.:

Telephone number: Fax number:

Position:

Email address:

SEND INVOICE TO:
Name:
Street: Zip/City:
Country:

R e LR i Ryt .
-?.".::_-I'._. ICRET T !

b ..-i-: ]

Email address of responsible person:

Telephone number of responsible person:

CONFERENCE
There will be internet, coffee and meeting rooms available (with prior agreement as the number is limited). You can choose which concurrent
session to attend on the day.

[ | Yes, Iwill join the Gala Dinner (September 03)

[ | Yes, I will remain for lunch following the conference (September 04)

[ | Yes, my partner will attend the Partner Programme (September 03, with a cost-price of EUR 250)
Full name:

[ | Yes, my partner will join me at the Gala Dinner following the Partner Programme

COMMENTS

REGISTRATION FEE: EPRA members EUR 995 (excl. VAT)
MEETING LOCATION: Dolce La Hulpe, 135, Chaussée de Bruxelles, 1310 La Hulpe, BELGIUM. Phone: +32 (0)2 290 98 00

PAYMENT FOR CONFERENCE:
Payment should be managed upon receipt of EPRA invoice.

Payment of invoice by:

1. Bank transfer (bank details will be shown on the invoice) or

2. Cheque (if paying by cheque, please add an additional 10% to your registration fee for bank processing)

PLEASE NOTE: The conference fee cannot be charged to your credit card. Hotel accommodation is not included in the registration fee.

SO WHERE'S THE VALUE?

INVESTORS PROPERTY COMPANIES

PAYMENT FOR ACCOMMODATION:
A special EPRA rate of EUR 196 per night has been negotiated with the venue, which includes breakfast (but excludes VAT) for the nights of
September 02 and 03. The hotel charges an extra EUR 31 for double occupancy. The request below for credit card details is purely a hotel
reservation policy, and for room incidentals. You will need to manage payment for your stay directly with the hotel when you check out.
Checkindate:| |[ |-[ |[ | Checkoutdate:| |[ |-[ |[ |

[ ] Yes, in require double occupancy

| | No hotel needed

HOTEL RESERVATION
Amex / Visa / Master / Diners

Credit Card number: [ [ 11110 HHOOONN Expiry date: | || || ||

Name of cardholder:

CANCELLATION POLICY FOR CONFERENCE & HOTEL ACCOMMODATION
The cancellation period is now over, however you may transfer your registration, without penalty, to another member of your organisation who has not registred yet for the conference.

FATRICK SUMMER. HEAD OF FROFERTT ECLITIES, HENDERSIWY GLORAL INVESTORS £TD

Please tear off this form and send it by fax to EPRA on: +32 (0) 2739 1020.
If you have not received confirmation that we received your faxed registration,
please do get in touch.

FOR MORE INFORMATION: WWAWEPRA.COM
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