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Eight Takeaways on the Current State of Distress Opportunities

CoStar Group Sheds Light on the Who, What, Where, When and How Much of Distressed Real Estate
Since the start of 2009, buyers and sellers have transacted about $16.5 billion in distressed commercial real

estate sales. Certainly more are expected to follow. Banks and CMBS special servicers are currently dealing with
nearly $290 billion in distressed loans and properties.

CoStar Group recently analyzed the state of distressed real estate across the U.S., and presented its findings in
a webinar on Wednesday in which it, discussing who is holding distressed real estate, how much presently exists
by product type, what distressed deals have closed so far, and where the best opportunities are expected for
buying distress in the near future.

Among the findings presented by Dr. Norm Miller, CoStar vice president of analytics; Jay Spivey, CoStar senior
director of research and analytics; and Steve Miller, CoStar director of debt research and risk management,
included eight key takeaways from that discussion.

BANK DISTRESS: A ROLLING WAVE OF OPPORTUNITIES

As of the first quarter of this year, banks carried more than $150 billion in troubled commercial real estate-related
assets on their books. Construction and land development loans accounted for about $80 billion of that. Loans
on nonfarm, non-residential properties accounted for about $60 billion of bank distress and multifamily loans
made up another $10 billion. The bulk of the distressed bank loans currently mature by the end of 2012,
according to the Millers, (who are not related by the way.)
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There is still no assurance over how much of those distressed loans will come to market, though. The trend
among banks since the start of the Great Recession has been to extend the maturity date out on many of the
loans, giving banks and borrowers the first opportunity to recognize a return.

However, that is not the situation for real estate classified as bank OREO (other real estate owned). The
foreclosed CRE holdings of banks surpassed $41 billion at the end of the first quarter and, according to Norm
Miller, which suggests that significant volumes of properties will be coming on the market soon.

Income-producing commercial real estate properties accounted for more than $25 billion of the banks' OREO
amounts and construction and land development projects made up about $16 billion of the amount.

SPECIAL SERVICERS: AN INCREASING FLOW OF DEALS

Distressed loans held in commercial mortgage-backed securities (CMBS) present another huge potential of
opportunity. CMBS delinquency rates have been, by far, the worst among all lenders. Special servicers -- those
firms hired by CMBS trustees to manage problem loans -- are currently dealing with about $135 billion to $140
billion in distressed loans, according to Steve Miller.

The amount of those loans coming to maturity will be spread out over the next seven to eight years, with the bulk
of loan maturities peaking in 2017 -- 10 years after the peak in CMBS issuance.

Multifamily and office loans make up the two largest amounts of CMBS distress at about $35 billion each; retail
totals about $30 billion; and hotels, $28 billion. Loans on industrial properties made up the smallest portion at just
$5 billion.

HEAVY COMPETITION FOR DISTRESSED ASSETS

Of the amounts of distress held by banks and managed by special servicers, CoStar's Norm Miller estimates that
there is near term potential deals on about half of that. At the same time, he said, there is about $200 billion of
money chasing those deals, which has resulted in tremendous competition for high quality distressed assets that
have been brought to market.

"With a few hedge funds in the hunt and much competition from opportunity funds for distressed assets, buyers
must be strategic in getting on the inside with troubled borrowers, or approaching lenders who need to get
delinquent loans off their books," Norm Miller said.

INCREASING INVESTMENT ACTIVITY

Overall distress sales as percent of volume seem to be peaking as the total number of investment sales has
begun to pick up, according to Norm Miller. Distressed sales seem to have topped out at about 22% to 23% of
total volume. However, the number of distress sales has also been picking up, just not at the same pace as
nondistressed sales. There were more than 2,300 distressed deals in the second quarter of this year, about 200
more than in each of the previous two quarters.

DISTRESS INVESTORS FAVORING LARGE MULTIFAMILY COMPLEXES

As of the first quarter of this year, distressed multifamily property sales accounted for about 28% of all apartment
deals. On a dollar basis going back to the start of 2009, about $5 billion of distressed multifamily assets traded
hands compared to $12.6 billion in nondistressed sales, according to CoStar's Jay Spivey, who broke down the
distressed CRE numbers by property type. Spivey analyzed about 48,000 sales since the beginning of 2009 -
about 10,000 of those deals qualified as distress sales.

Distress investors seem to be hunting for larger apartment complexes. The average number of units in the
distress complexes that changed hands was 116 units. That compares to an average of 50 units in nondistress
sales. The average price per unit for all distress deals was $54,565 compared to $91,985 for nondistressed
units.

The most active distress investment markets were similar to those that experienced the most amount of single-
family distress: the Southeast and West. In Atlanta and Jacksonville, FL, more than 70% of recorded multifamily
deals were distress sales. In Orlando, Tampa/St. Petersburg and Las Vegas, more than 50% of all deals were
distress sales.



Going forward, CoStar's Steve Miller analyzed where the best and worst opportunities were expected to be for
distressed properties, based on expected average annual returns (AAR) from 2012-2014 and the relative
estimate of future distress. For apartment properties, Minneapolis, Boston, Houston, and Northern and Central
New Jersey were projected to have AARs of 16% or more and lower projections of future distress. The East Bay
section of San Francisco was literally and figuratively on the other end of the country and spectrum, where
returns were projected to be lower and distress higher.

WIDE DIFFERENTIALS SEEN IN OFFICE DEALS

As of the first quarter of this year, distressed office property sales accounted for about 22% of all office deals. On
a dollar basis going back to the start of 2009, about $2.5 billion of distressed office assets traded hands
compared to $19.1 billion in nondistressed sales.

In a major difference with apartment investors, distress office investors seemed to be favoring smaller projects.
The average size of distressed assets that changed hands was 43,917 square feet. That compares to an
average of 51,623 square feet in nondistress sales. The average price per square foot for all distress deals was
$97 compared to nearly twice as much for nondistressed office space.

The highest percentage of distressed office sales have been occurring in Detroit, Minneapolis, Atlanta and
Memphis, where they accounted from 40% or more of all deals to nearly 80% (Detroit).

Going forward, Boston, Seattle, San Francisco, Houston, Minneapolis and Dallas were projected to have AARs
of 16% or more and lower projections of future distress. Portland (OR), Sacramento, Atlanta and Miami were on
the other end of spectrum, where returns were projected to be lower and distress higher.

CALIFORNIA'S RETAIL MARKETS: HIGH RISKS

As of the first quarter of this year, distressed retail property sales accounted for about 18% of all retail deals. On
a dollar basis going back to the start of 2009, about $2.8 billion of distressed retail assets traded hands
compared to $14.8 billion in nondistressed sales.

Distress retail investors seemed to be favoring the slightly larger properties. The average size of distressed
assets that changed hands was 33,534 square feet. That compares to an average of 25,245 square feet in
nondistress sales. The average price per square foot for all distress deals was $79 compared to $137 for
nondistressed retail space.

The highest percentage of distressed retail sales have been occurring in Atlanta, Orlando and Colorado Springs,
where they accounted from 30% to 45% (Atlanta) or more of all deals.

Going forward, Chicago, Houston and Long Island were projected to have AARs of 15% or more and lower
projections of future distress. The other end of spectrum was littered with markets, including the entire California
coast, Las Vegas, Phoenix, Denver, Detroit and Atlanta, where returns were projected to be lower and distress
higher.

NARROW DIFFERENTIALS ON INDUSTRIAL DEALS

As of the first quarter of this year, distressed industrial property sales accounted for about 17% of all industrial
deals. On a dollar basis going back to the start of 2009, about $1.4 billion of distressed industrial assets traded
hands compared to $11.9 billion in nondistressed sales.

The average size of distressed assets changing hands was pretty close in both categories. The average
distressed property was 54,984 square feet compared to 56,754 in nondistress sales. The price differentials
were also closer together. The average price per square foot for all distress deals was $36 compared to $58 for
nondistressed industrial space.

The highest percentage of distressed industrial sales has been occurring in Honolulu where they accounted
nearly 45% of all deals. Detroit came in at about 27%.

Going forward, many second tier markets were projected to have AARs of 15% or more and lower projections of

future distress: St. Louis, Memphis, Portland (OR), Indianapolis and Houston, as well. The other end of spectrum
included Denver, Atlanta, Las Vegas and Miami, where returns were projected to be lower and distress higher.
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The Incredible Shrinking GM: $12 Bil. in Real Estate Gone

General Motors Co. may have filed a registration statement to raise $6 billion to $8 billion in a new proposed
initial public offering but don't expect the automaker to begin expanding its real estate footprint any time soon; in
fact, it could continue shrinking. Nonetheless, the filing could be good news for Detroit

In its IPO filing, the company said it would continue to consolidate its U.S. manufacturing operations while
maintaining the flexibility to meet increasing 2010 production levels.

The new GM combined with Old GM that filed for bankruptcy protection in the summer of last year, produced 1.9
million vehicles last year. That represents a decrease of 44.5% compared to 3.4 million vehicles in 2008.

However, in the six months ended June 30, 2010, the company had already produced 1.4 million vehicles. Yet
even though auto sales have picked up this year, GM has met the increased demand by temporarily shifting
production from North American plants to other countries and said it would continue to do so.

As of June 30, GM had 117 locations in 93 cities or towns in the United States. Of these locations, 40 are
manufacturing facilities. Of the remaining locations, 26 are service parts operations primarily responsible for
distribution and warehouse functions, and the remainder are offices or facilities primarily involved in engineering
and testing vehicles. The total book value of its real estate not counting manufacturing equipment was $8.1
billion.

That is about a 60% drop in value from the old GM's peak in 2003 and 2004 when it had 370 locations in 220
cities valued at $20.41 billion.
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GM has also been cutting its network of independent retail dealers. As of June 30, there were approximately
5,200 vehicle dealers in the U.S. compared to approximately 5,600 as Dec. 31, 2009. GM said it intends to
reduce the total number of its U.S. dealers to approximately 4,500 by the end of this year.

The trimming aside, though, Detroit's real estate community is viewing the offering and increasing car
productions as good things.

"The slaughter is over," said Andrew E. Hayman, managing partner of The Hayman Co. in Troy, MI. "The offering
can only be a good thing. The slate has been wiped clean and they can operate under a new healthy GM."

Not that new leases will be signed anytime soon, Hayman said, but the market is beginning to see a pick up in
supplier contracts being signed, which could mean good things in 2011 for the automotive industry, GM and
industrial real estate.
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Retail Leading CMBS Issuance Recovery

Retail property loans continue to lead the recovery of the commercial mortgage-backed securities market. The
latest CMBS that will be coming to market is J.P. Morgan Chase Commercial Mortgage Securities Trust 2010-
CNTR, which is collateralized by one fixed-rate loan on 72 retail properties controlled by Centro NP LLC.

Earlier this month, Vornado Realty Trust sold $660 million of 10-year mortgage notes secured by retail properties
into a CMBS and Goldman Sachs priced a $788 million CMBS offering 78% secured by retail properties.
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JPM 2010-CNTR is backed by retail properties distributed across 20 states with the three largest concentrations
in Texas, New York and New Jersey, based on allocated loan balance. Of the 72 properties, 37 are community
centers, 32 are neighborhood centers, two are big box stand-alone retail properties and one is a shadow-
anchored community center.

Bond rating agency Realpoint valued each of the properties using the direct capitalization approach and
concluded an aggregate value of approximately $616.30 million.

The $485 million non-recourse mortgage loan was originated by JPMorgan Chase Bank. This 10-year loan has a
fixed interest rate of approximately 6.2683%, amortizes over a 30-year schedule.

The sponsor of the loan is Centro NP LLC, a limited liability company held by Centro Properties. CPG's U.S.
platform, Centro US, is a retail investment and management platform structured as a REIT, which manages
and/or has interest in 600 properties totaling approximately 98 million square feet, located across 39 states.

The largest property backing the loan pool is Rockland Plaza, a 251,012-square-foot community center,
anchored by Marshall's in Nanuet, NY, in Rockland County. The property is currently averaging $23.65 per
square foot with an economic vacancy of 8.1%.

The D-Word

By: Katie Pelczar, Real Estate Economist

With sellers reluctant to relinquish performing properties and a plethora of buyers bidding up the most desirable
product, it's not surprising that apartment investors are starting to throw around the D-word. You heard that right,
folks: "Development” is no longer an obscene word.
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where can would-be first movers gain the greatest advantage by building now? At the most basic level, the key is
to build into an environment where risk is rewarded.

Exhibit 1 shows rent growth in the years immediately after delivery versus cap rate in the expected year of
completion. The metros appearing in the bottom right quadrant make difficult development targets, since the
yield premium for building could well be negative, given these markets' high cap rates.

On the other hand, investors may be richly rewarded for taking on development risk in markets in the upper left
guadrant. In these markets where cap rates are low and rent growth expectations are high, developers should be
able to build to a significantly higher yield than they can get by purchasing existing property. Of course, it's no
easy task to find a site in markets like Boston or San Francisco, but barring difficulty of development, these
markets are the place to be. But even in low-barrier metros like San Antonio, Atlanta, or Charlotte, which have
strong rent growth prospects but higher market-wide cap rates, particularly constrained micromarkets might offer
opportunities.

Grubb & Ellis Apartment REIT Negotiating 15-Property Deal

Grubb & Ellis Apartment REIT Inc. is in discussions with Mission Residential Management LLC to acquire 15
multifamily properties for $276.4 million, including assumed debt.

Completion of the transactions is still subject to definitive agreements and approvals from investors, board and
the owners of tenant-in-common in six properties.

Grubb & Ellis Apartment REIT is also negotiating the terms of an asset purchase agreement to acquire
substantially all of the assets, including workforce in place and the assignment and assumption of the property
management agreements.

Mission Residential Management, an affiiate of MR Holdings, is the property manager of 41 multifamily
apartment properties containing approximately 12,000 units, including the properties that the company intends to
purchase, for aggregate consideration consisting of $5.5 million of cash plus the assumption of certain liabilities.

Mission Residential Management is a unit of privately held Mission Residential LLC, a multifamily real estate
investment firm with dual headquarters in Oakton, VA, and Austin, TX. It currently controls more than 40
communities in Charlotte, Raleigh, and Greensboro, NC; Atlanta, GA; Dallas and Austin, TX; Salt Lake City, Utah
and Nashville, TN.

Mission Residential is a subsidiary company of Forward Capital LLC.

Red Lion Exploring Options on Some of its Hotels

Red Lion Hotels Corp. in Spokane, WA, has engaged CSCA Capital Advisors LLC as its financial advisor
regarding options for some it properties. CSCA is a New York based investment banking firm with experience in
real estate and capital markets.

"We have already been working with CSCA to develop strategies related to specific owned and leased real
estate currently in our portfolio,” said Jon E. Eliassen, president and CEO of Red Lion Hotels. "CSCA will
continue to work with us to position the Red Lion portfolio of properties for increased growth in our West Coast
markets."

Red Lion Hotels' network is comprised of 43 hotels in eight states and one Canadian province, with 8,383 rooms
and 419,987 square feet of meeting space. It owns or leases 31 hotels and 12 franchised properties. You will
note a decrease in those counts since the last conference call that | want to address.

Red Lion Hotels is also in negotiations with various banks regarding a refinancing of its portfolio, which it hopes
to complete in the latter half of this year and or early next year.
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Aussie Office REIT Looking for Co-Investors for its U.S. Real Estate

While the United States will continue to remain one of two key markets for Charter Hall Office REIT in Sydney,
Australia, the company is exploring bringing in a partner for up to half of its U.S. holdings.

Charter Hall Office REIT owns 8.2 million square feet of office space in the U.S. in major markets in Southern
California; Orlando and Tampa FL; Atlanta, Washington, DC; Denver; Indianapolis, Delaware, Northern New
Jersey and Boston.

"Economic indicators are pointing to a gradual recovery in the global economy,” said Charter Hall Office REIT's
CEO Adrian Taylor. "We expect this will have a positive impact on tenant demand and rental growth over the
medium term. Prime asset valuations are expected to rise in Australia and stabilize in the United States."

Taylor then added: "We will explore wholesale investor demand to co-invest in our U.S. portfolio, predominately
using Charter Hall's long-standing relationships with Australian superannuation fund investors. Actions such as
this are intended to demonstrate the clear value of the U.S. portfolio and assist in reducing the spread between
the unit price and NTA (net tangible assets).”

In the U.S., Taylor said there were some early signs of renewed leasing activity with the REIT leasing almost 1.1
million square feet during the year. Rental rates, however, were coming in 4.4% less over prior rents. The U.S.
portfolio occupancy was 83% as of June 30, 2010, down 6% from year-end 2009 as a result of an AT&T lease
expiration in Atlanta at Promenade Il

Charter Hall Office REIT said it will continue to "strategically invest in existing U.S. assets that provide
demonstrable uplift in earnings and value.” It also plans to continue its orderly exit from the non-core European
and Japanese markets.
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