CRITTENDEN =1 Real Estate Buyers

Crittenden Research, Inc. -
P.O. Box 1150, Novato, CA 94948
Customer Service: (800) 421-3483

Vol. 28, No. 17 September 3, 2012

NEW MOVES IN NON-INVESTMENT GRADE RETAIL N

Expect more action outside the investment grade retail tenant segment because of more demand attributed
to aftractive debt, possible capital gains tax expiration and higher cap rates in the 8%-plus range. A lack

of shopping center development has stifled associated single-tenant pad construction; watch for
redevelopment of dark boxes to increase. Anecdotally, nonrated to non-investment grade companies are
considered to have better credit compared to pre-crash days, so the segment is considered less risky
compared to a few years ago. '

Realty Income, a third of the way to reaching a $650M acquisitions target for the year, will return to the
non-investment and nonrated tenant segment. In doing so, the public REIT will reverse a trend of buying -
mostly investment grade properties with average low-7% cap rates since January. In the investment grade
realm, where Realty Income has acquired $200M-plus of assets this year, it will encounter competition
from active big buyers American Realty Capital Trust, AEI Fund Management and Cole Real Estate
Investments and Inland Real Estate. Although Realty Income dealmakers want a portfolio with more
than 50% of investment grade properties five years from now, expect it to return to the non-investment
grade/nonrated space that is rich with competition from Brauvin Real Estate, National Retail

Properties, Realty Income, STORE Capital and W.P. Carey & Co..

With another $40M to go, public REIT competitor National Retail Properties plans to meet or exceed
$350M of nonrated/subinvestment buys this year. Dealmakers recently corralled their largest property
ever — a 30,000 s.f. L.A. Fitness in northern New Jersey — and will mix in medical retail buildings and
fitness centers. The company looks for cap rates averaging 8.5% for second quarter acquisitions of all
asset types. Regardless of the aggressive cap rate environment stimulated by rising prices and an increase
of Section 1031 Exchange cash, more action will occur. Convenience stores may heat up as well from
National Retail Properties, which holds a high concentration of convenience stores in several states
including Florida, Illinois and Texas.

Mergers and Acquisitions to Rise

The compressing cap rate environment will also inspire mergers and acquisitions. Realty Income will
likely grow through big trades motivated by mergers, acquisitions or leveraged buyouts. Competitor W.P.
Carey & Co.’s pending REIT conversion and real estate motivated acquisition of invested CPA:15 fund
sets the stage for additional moves. Look for the buyer to follow its REIT conversion with additional
properties for its $2.3B CPA:17 fund that has acquired more than $234M of properties. '

Nonrated to non-investment grade tenant buyers will move outside the box to stay ahead of the capb rate -
compression. Buyers navigate a decreasing cap rate environment that will trigger yield-seeking moves.

Big REITs’ nonrated and sale/leaseback action will be met by private REITs Brauvin Real Estate and
STORE Capital, which eye the segment with new funds and an aggressive pace. STORE Capital shops
for another $250M worth of acquisitions on top of $500M worth of buys made since January. Anticipate
more buy-side action for operating assets key to mostly non-investment grade to nonrated companies,
such as grocery stores, fitness centers, movie theaters and the like; company dealmakers rarely consider
office buildings. Most of STORE Capital’s $2T net leased niche has involved sellers only able to secure
60% to 70% bank financing, compared to richer financing from the unsecured bond market favoring
investment grade companies. : '
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Brauvin Real Estate will add unsubordlnated ground leases and forward comm1tments to its buy-side
stable, in pursuing deals for its $150M 17" fund. Unlike the $120M predecessor fund 16 dominated by
investment grade assets, there should be an equal split between noninvestment and investment grade
tenant assets. Expect the private REIT to acquire $75M worth of buildings this year; so far it has bought
$40M of property occupied by non-investment grade/nonrated and investment grade tenants.

APARTMENT FUNDS TO RAMP UP VALUE-ADD COMPETITION

Value-added apartment buyers’ new and maturing funds will push into suburban and core markets
throughout the Mid-Atlantic, Northeast and West. In coming weeks, action from diversified and specialist
buyers Alex. Brown Realty, Chestnut Hill Realty, Continental Realty Advisors and Pantzer
Properties will capture momentum started by an aggressive public REIT acquisitions campaign that has
led the pack in pushing Class A rent growth in Boston, New York and San Francisco.

Public REIT leaders AvalonBay Communities, Camden Property Trust, Equity Residential, Essex
Property Trust and UDR have successfully driven 5% to 10% range rent growth during the past 18
months and that hasn’t escaped the notice of smaller, private counterparts aiming for gains with infill
buys. Continued GSE financing despite approaching changes at Fannie Mae and Freddie Mac, a lack of
construction and a softening economy will make the value-added segment even more appealing to buyers.

Middle-market dealmakers include the $500M all-in Chestnut Hill Realty Property Trust Fund I,

which will vie for apartments and mixed-use properties in the Northeast. In pursuit of $10M to $80M
properties in Connecticut, eastern Massachusetts, and southern New Hampshire cities including Nashua

and Portsmouth, it will likely encounter Archstone and diversified buyer Alex. Brown Realty, among

others. Approximately $400M remains in Chestnut Hill Realty’s fund for acquisitions through 2014. ,

How deeply Archstone plans to compete in the region and the U.S. depends on the outcome of a planned
$100M IPO. For the time being, the private company — courted earlier this year by Equity Residential —
could use upwards of $300M for acquisitions of value-added and Class A properties nationwide. Recently
it bought a Class A property in Dedham, Mass., southwest of Boston. Count on the buyer to expand in
New York, Virginia and Washington, D.C., in coming months. Another active buyer, Pantzer
Properties’ targeted $150M equity Panco Strategic Real Estate Fund II, will compete for big-ticket deals
beyond a recent value-added Washington, D.C., buy. Sticking to a Mid-Atlantic footprint means
additional competition from public REIT Home Properties, which has approximately $50M of additional
- buys on tap for a $350M acquisitions goal. The Praedium Group also seeks regional and national value-
added buys with partners including The Milestone Group.

Joint Ventures the Ticket

In and out51de the Mid-Atlantic, count on interest from Alex. Brown Realty’s $800M fourth fund that will

focus on joint ventures with reglonal and local developers or operatmg compames Approx1mately 20% of
-Mj r - £ 1 4. _
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Inland Real Estate
(Contd)

Equity One
410 Park Ave., Suite 1220
New York, NY 10022

Excel Trust

17140 Bernardo Center Drive
Suite 300

San Diego, CA 92128

Government Ppts. Income Trust
255 Washington St.

Suite 300

Newton, MA 02458

Home Properties
850 Clinton Square
Rochester, NY 14604

Kennedy Wilson

9701 Wilshire Blvd.
Suite 700

Beverly Hills, CA 90212

Kilroy Realty

12200 W. Olympic Blvd.
Suite 200

Los Angeles, CA 90064

100 First St.
Suite 250 .
San Francisco, CA 94105

Lowe Enterprises

11777 San Vicente Bivd.
Suite 900 . -

Los Angeles, CA 90049 .

National Retail Properties
450 S. Orange Ave.

PO Box 4920

Orlando, FL 32802

Pacific Urban Residential
2600 Michelson Drive
Suite 780

Irvine, CA 92612

Pantzer Properties
540 Madison Ave.
Suite 32A

New York, NY 10022

Phillips Edison & Co.

ARC Shopping Center REIT
175 E. 400 South

Suite 402

Salt Lake City, UT 84111

| The Praedium Group
' 82l§ Third Ave.

36" Floor
New York, NY 10022

Realty Income
600 La Terraza Blvd.
Escondido, CA 92025

STORE Capital -

8501 E. Princess Drive .
Suite 190
Scottsdale, AZ 85255

UDR .

1745 Shea Center Drive

* | Suite 200

Highlands Ranch, CO 80129

. Andrew Cantor

DEALMAKER DATABANK™

Bill Anderson

(630) 218-7354

Fax: (630) 218-7357
anderson@inlandrealestate.com

Lauren Holden Retail -
(212) 796-1746 -
iholden@equityone.net

Steven A. Farnsworth Retail
(801) 294-2400, ext. 304
st@exceltrust.com

David Blackman : Office
(617) 219-1440

Fax; (617) 219-1441
acquisitions-dispositions@govreit.com
John Smith Apartments
(585) 546-4900

Fax: (585) 546-5433
johns@homeproperties.com

Robert Hart Apartments
(310) 887-6400

Fax: (310) 887-6230
rhart@kennedywilson.com

John Fucci Office
(310) 481-8400

Fax: (310) 481-6501
ifucci@kilroyrealty.com

Mike Sanford
msanford@kilroyrealty.com

Bleecker Seamon Apartments
(310) 820-6661

bseaman@loweenterprises.com

Jay Bastian Retail
(407) 650-1144

Fax: (407) 650-1046
jay.bastian@nnnreit.com

Steve Horn
(407) 650-3615

Rory Gardner

(949) 757-0428, ext. 108
Fax: (949) 757-0434
rgardner@purapts.com

Jordan Pantzer
'(212) 310-6403

Fax: (212) 310-6410
jordan@pantzerproperties.com
Hal Scudder Retail
(801) 521-6970

Fax: (801) 521-6952
hscudder@phillipsedison.com

Apartments

Apartments

Chris Hughes Apartments
(212) 224-5600

Fax: (212) 224-5671

Ben Fox

(858) 741-2111

Fax: (858) 741-8617
bfox@realtyincome.com

Mary Fedewa
{480) 256-1100

Single tenant

Single ténant

- Fax: (480) 256-1101

Apartments
(720) 283-6120

Fax: (720) 283-2451
acantor@udr.com

Public REIT acquires grocery
anchored centers and will pursue

- additional West Coast assets.

Public REIT could exceed $250M of
buys this year.

Public investor acquires properties
nationwide. :

Public investor to acquire in East
Coast infill markets; targets $350M
of buys.

Public investor acquires apartments
through fee-simple and note buys.

Public REIT acquires in
West coast markets.

Investment manager acquires
value-added assets and notes
nationwide.

Public REIT targets $350M of
acquisitions by December.

Private investor seeks value-added
buys along West Coast.

Private investor acquires value-added
and luxury properties with $150M
equity fund. '

Private investor acquires grocery
anchored and lifestyle centers for
various nontraded REITs and funds.

Acquires apartments and other
property types nationwide.

Aims to acquire $650M of investment
and noninvestment grade credit
tenant properties nationwide.

Private investor could acquire $250M
of additional single-tenant properties
leased to noninvestment/nonrated
companies.

Public REIT acquires and builds

apartments nationwide.
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_ DEALMAKER DATABANK™ '

USAA Real Estate Co. David Reahl . Office Government Building Fund converts

9830 Colonnade Blvd. : (800) 531-8182 . . : To open end fund and considers

Suite 600 Fax: (210) 641-8425. government leased buildings in
_San Antonio, TX 78230-2239 _ primary markets and beyond.

W.P. Carey & Co. Inc. Trevor Bond Single Tenant Acquires nonrated/noninvestment

50 Rockefeller Plaza (212) 492-1100 rade buildings with $2.38 CPA:17

New York, NY 10020 Fax: ‘&1' 2) 492-1130 . und. '
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