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4 China Inbound Investing in U.S. Real Estate

Overview

Following a trend from 2014, the
momentum of private Chinese firms
deal making in the U.S. has not slowed
down. With China’s bureaucracy
reducing restrictions on outbound
investments and commitment to push
forward on the liberalization of the
outbound foreign direct investment
(OFDI), the U.S. economy continues
to appeal to foreign investors which
suggests the U.S. will remain a key
market and Chinese investment in the
U.S. will continue to expand.

Chinese firms spent USD6.4 billion

on 88 FDI transactions in the United
States, the highest first half-year

figure ever recorded.” Real estate and
hospitality continues to be the biggest
draw, accounting for 65 percent of total
investment in the first half of 2015.
Among the transactions is Anbang
Insurance Group Co!s USD1.95 billion
acquisition of the Waldorf Astoria hotel
in February 2015. This trend is consistent
with 2014, where commercial real

" Rhodium Group, Chinese FDI in the United States: TH 2015 Update, July 15, 2015.
2 Rhodium Group, Chinese FDI in the United States: 1H 2015 Update, July 15, 2015.
¢ KPMG Global China Practice, China Outlook 2015. Kpmg.com/globalchina.

Executive summary
R

estate and hotels accounted for 40
percent of total Chinese investment,
compared to just 11 percent two years
before. This growth is driven by growing
investments from big private and
state-owned institutional investors that
are becoming more active in the U.S.
market.?

These Chinese institutional investors
are looking to diversify their portfolio
and hedge risk. These investors

look to the U.S. real estate market

for attractive yields, stability and
predictability. Chinese insurers are
becoming more active investing in
overseas real estate assets, which

is driven by both declining returns in
China's domestic real estate market
and by a series of regulatory reforms.
Chinese insurers are being encouraged
by the Chinese Insurance Regulatory
Commission (CIRC) to increase their
overseas investments, however the
direct investments is restricted by CIRC
to mature commercial properties and
office buildings with stable income,
which are located in the central areas

of main cities of developed countries
and regions. Chinese insurers currently
invest just 1 percent of their assets
overseas, although the CIRC permits

a ceiling of 15 percent, which suggest
there is still huge potential for Chinese
insurers to increase their overseas
investments.®

Although the Chinese stock markets
fell sharply in June and July 2015, the
Chinese stock markets are still higher
than they were on January 1, 2015.
The Shanghai Composite is up roughly
10% since the start of the year, while
Shenzhen Composite is hanging

on to a 33% gain.* In the Ministry

of Commerce's (MOFCOM) press
conference held on July 21, 2015, China
continues further implementation of
the One Belt One Road initiative, Made
in China 2025 Plan, and promotion of
international capacity cooperation.®

At this time, there is no indication the
decline in China’s stock market will
change China's current policies that are
supportive of outbound investment in
real estate.

4 CNNMoney (Hong Kong), 5 reasons not to freak out about China, July 8, 2015. http://money.
cnn.com/2015/07/08/investing/china-stocks-crash-government/
5 Regular Press Conference of Ministry of Commerce on July 21, 2015. http://english.mofcom.

gov.cn/article/newsrelease/press/201507/20150701060540.shtml
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China Inbound Investing in U.S. Real Estate

The recent devaluation of the renminbi
(RMB) is a step towards the exchange
rate liberalization commitment China
pledged to accomplish this year as
China’s high priority goal in 2015 is to
join the Special Drawing Rights (SDR)
currency basket with the International

Monetary Fund.® This exchange rate
move is one of five capital reform steps
China, the International Monetary Fund
and U.S. have been contemplating since
the spring. Chinese investors may be
more motivated to look for investment
opportunities in the U.S. for currency

hedge, particularly in real estate sector,
since some economists suggest that
additional RMB devaluation could be on
the way. Hence, the OFDI expansion
trend is expected to continue in the
second half of 2015. Recent notable
deals include:

Market Property name Asset type Investor Date Transaction information
San Francisco First and Misson Land/Office Oceanwide Holdings  January 2015 USD296 million
Street’
New York Baccarat Hotel (4F Hotel Sunshine Insurance February 2015 USD230.5 million
— 12F)¢ Group
Boston Boston’s Pier 4° Development - China Life Insurance ~ March 2015 USD167 million each in first
Office/Residential  Co Ltd and Ping An phase of redevelopment
Insurance Group Co project with Tishman Speyer
of China Ltd Properties
New York 118 East 59th Street® Development — Euro Properties May 2015 USD210.6 million project
Residential
New York 717 Fifth Avenue Office Anbang Insurance May 2015 USD415 million
(office portion)"
New York 143-161 East 60th Development Kuafu Properties June 2015 USD300 million
Street™
New York 147-151 East 86th Development — Kuafu Properties June 2015 USD340 million project with
Street® Retail/Residential Stillman Development and
Ceruzzi Properties
New York One MiMA Tower — Multifamily Kuafu Properties July 2015 $260 million
460 West 42nd Street
(top 13 floors)™
New York 111 Murray Street' Multifamily Taiping Asset July 2015 USD229 million for an
Management undisclosed equity stake in a
USD820 million project with
Witkoff Group, Fisher Brothers
and Howard Lorber
New York 80 South Street and Development — Oceanwide Holdings  August 2015 USD390 million
163 Front Street' Retail/Residential
Seattle Bellevue Square Development — Create World Group August 2015 Phase | — USD65 million
(1019 103rd Avenue Residential project with Daniels Real
Northeast)"” Estate
New York 520 Fifth Avenue'™ Development - Shanghai Municipal ~ August 2015 USD1 billion project with

Retail/Residential  Investment (SMI)

USA

Ceruzzi Properties

& Rhodium Group, RMB Devaluation: Reform or Anti-Reform?, August 13, 2015. http://rhg.com/
notes/rmb-devaluation-reform-or-anti-reform

7 San Francisco Times, Chinese developer to buy iconic First and Mission site for $300
million, January 14, 2015. http://www.bizjournals.com/sanfrancisco/blog/real-estate/2015/01/
oceanwide-buys-tmg-first-mission-transbay-china.html

8 Real Capital Analytics, Inc. (link: http://www.rca.com)

9 Reuters, China Life, Ping An take majority stake in $500 million Boston property project, April
8, 2015. http://www.reuters.com/article/2015/04/08/us-china-life-insur-ping-an-ins-usa-prop-
idUSKBNOMZ0VD20150408

© The New York Times, First Manhattan Condo by a Chinese Developer, May 8, 2015. http://
www.nytimes.com/2015/05/10/realestate/first-manhattan-condo-by-a-chinese-developer.html;
The Real Deal, Euro Properties makes NYC debut with $210M tower on 59th St., December
15, 2014. http://therealdeal.com/blog/2014/12/15/euro-properties-plans-210m-tower-on-59th-
street/

" The Real Deal, Anbang closes on Blackstone's 717 Fifth Avenue for $415M, May 21, 2015.
http://therealdeal.com/blog/2015/05/21/anbang-closes-on-blackstones-717-fifth-for-415m/

2 The Real Deal, Kuafu to buy UES development site for north of $300M, June 18, 2015. http://
therealdeal.com/blog/2015/06/18/kuafu-to-buy-ues-development-site-for-north-of-300m/

> New York Yimby, Revealed: 1289 Lexington Avenue, 21-Story Upper East Side Condo Tower
Designed by HOK, June 30, 2015. http://newyorkyimby.com/2015/06/revealed-1289-lexington-
avenue-21-story-upper-east-side-condo-tower-designed-by-hok.html

' The Real Deal, Kaufu plans $407M condo offering at MiMA, July 10, 2015. http://www.
therealdeal.com/blog/2015/07/10/kuafu-plans-407m-condo-offereing-at-mima/

'® The Real Deal, Witkoff closes on $229M Chinese investment for 111 Murray, July 8, 2015.
http://therealdeal.com/blog/2015/07/08/witkoff-closes-on-229m-chinese-investment-for-111-
murray/#sthash.ZysF2aDB.dpuf

'® The Real Deal, Chinese firm to pay $390M for Seaport development site, August 7, 2015.
http://therealdeal.com/blog/2015/08/07/chinese-investment-firm-to-pay-390m-for-seaport-
development-site/

"The Seattle Times, A private Chinese real-estate company broke ground Monday in downtown
Bellevue on a six-story, 162 unit apartment building, the first of several its plans on the West
Coast, August 17, 2015. http://www.seattletimes.com/business/real-estate/chinese-firm-local-
partner-start-bellevue

'8 The Real Deal, Ceruzzi, Chinese partner plan $1B condo project at 520 Fifth, August 19, 2015.
http://therealdeal.com/blog/2015/08/19/ceruzzi-chinese-partnerplan-1b-condo-project-at-520-
fifth-ave/
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8 Real Capital Analytics, Inc. (link: http://www.rca.com)
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KAk, 20154-5A21 B & 4&. http://therealdeal.com/blog/2015/05/21/anbang-closes-on-
blackstones-717-fifth-for-415m/

12 The Real Deal, %5 % #b/= 8 F310 % LW £ 7 UES db3f 69 — 3 JF &3, 2015456 A 188 &
*. http://therealdeal.com/blog/2015/06/18/kuafu-to-buy-ues-development-site-for-notth-of-
300m/

' New York Yimby, Revealed: 1289 Lexington Avenue, 21-Story Upper Hast Side Condo Tower
Designed by HOK,, 201546 A 30 8 KA. http:/ /newyorkyimby.com/2015/06/revealed-1289-
lexington-avenue-21-story-upper-cast-side-condo-tower-designed-by-hok.html

' The Real Deal, %5 3 /= 3+ %] h #4.0712 £ 7Ly EMIMAAH , 201547 10 B & 4. http://
www.therealdeal.com/blog/2015/07/10/kuafu-plans-407m-condo-offereing-at-mima/

!> The Real Deal, Witkoff closes on $229M Chinese investment for 111 Murray, July 8, 2015.
http://thetrealdeal.com/blog/2015/07/08/witkoff-closes-on-229m-chinese-investment-for-111-
murray/#sthash.ZysF2aDB.dpuf

'® The Real Deal, Chinese firm to pay $390M for Seaport development site, August 7, 2015.
http://therealdeal.com/blog/2015/08/07/chinese-investment-firm-to-pay-390m-for-seaport-
development-site/

G A AR, b — RAAAY B SR S A K69 E T b8 Bellevuedy —#E55 E, 162
ENGO KRR EF LT, RGN NETGERSRZFARBGLF—R, 201558H17

B & 4. http://www.seattletimes.com/business/real-estate/chinese-firm-local-partner-start-
bellevue

'8 The Real Deal, Ceruzzi, Chinese partnet plan $1B condo project at 520 Fifth, August 19, 2015.
http://therealdeal.com/blog/2015/08/19/ ceruzzi-chinese-partner-plan-1b-condo-project-at-520-
fifth-ave/



China Inbound Investing in U.S. Real Estate

Many of the investment activities by
non-U.S. investors in U.S. real estate
have been concentrated in coastal,
“gateway” cities. New York, Los
Angeles, San Francisco and Washington,
DC are among some of the most

sought after real estate markets in the
United States for Chinese investors.
However as competition in gateway
cities continues to increase, Chinese
investors will need to include other large
metropolitan areas such as Boston,
Denver and Dallas in hunt for better
opportunities.’ This trend may have
already started with China Life Insurance
Co Ltd and Ping An Insurance Group Co
of China Ltd partnership with Tishman
Speyer Properties to redevelop Boston
Pier 4 in Boston, Massachusetts.?°

One trend to watch is the revitalization
of downtown urban centers and
walkable transit oriented suburban
centers. A study performed by Chris
Leinberger shows a shift from suburbs
to drivable (often suburban) or walkable
(often urban) places in downtowns,
urban university areas, suburban town
centers and redeveloped suburbs.

The future growth of walkable urban
places could provide the same

economic base in the 21st century

that drivable sub-urbanism did in the
20th century. However, this growth

will not be realized without appropriate
infrastructure, zoning, and financing.
Currently, Washington DC, New York
City (Manhattan), Boston, San Francisco
and Chicago are ranked the top five
walkable urban places. Washington

DC has more than half of its walkable
urban places in the suburbs. The
economic impact of walkable urbanism
is profound; with higher gross domestic
product (GDP), greater wealth and
higher percentages of college grads

in walkable communities. There isa 74
percent premium in rent per square foot
in office building in walkable areas. This
demand in a new way of live, work, and
play is attributable to the millennials

and television as a reflection of how
people want to live then and now. This
shift in the walkable urban places may
dominate real estate developmentin
many more cities and represents a
structural shift in real estate investment
in the future.?!

The acquisition of stabilized assets like
office buildings and hotels requiring
a longerterm commitment for rental

[-=
[ =
-
o
=
=
E
=

incomes are seen as a “toe in the
water"” gauge for the market, a way

to become familiar with the local

tax system, and a basis for further
development. This is especially true of
Chinese developers investing in U.S.
properties, many of whom seek to
better understand local markets before
investing in greenfield projects.?

Over the past year, we have seen
Chinese developers taking the lead on
some development projects in the U.S.
after familiarizing themselves in the U.S.
market and tax system. The following
ground-up developments have broken
ground or development plans were
announced:

e China Overseas America, Inc., an
affiliate Beijing-based construction
company, China State Construction
Engineering is planning a 95-story
condominium tower at 99 Hudson
Street, Jersey City, New Jersey. The
building will be the tallest building in
the state of New Jersey and the first
major Chinese-backed development
project.?

9 CBRE, China Outbound Real Estate Investment Reaches A Tipping Point, July 16, 2015. http://www.cbre.com.cn/EN/aboutus/
mediacentre/mediaarchives/Pages/China-Outbound-Real-Estate-Investment-Reaches-A-Tipping-Point.aspx

20 Reuters, China Life, Ping An take majority stake in $500 million Boston property project, April 8, 2015. http://www.reuters.com/
article/2015/04/08/us-china-life-insur-ping-an-ins-usa-prop-idUSKBNOMZ0VD20150408
2! Foot Traffic Ahead: Ranking Walkable Urbanism in America’s Largest Metros by Christopher B. Leinberger & Patrick Lynch, The

George Washing University School of Business.

22 U.S.-China Economic and Security Review Commission, Staff Research Report, Chinese Investment in the United States:
Recent Trends in Real Estate, Industry, and Investment Promotion, February 26, 2015.

2 Bloomberg.com, Jersey City, New Jersey, to Get 95-Story Condo Tower, January 20, 2015. http://www.bloomberg.com/news/
articles/2015-01-20/jersey-city-new-jersey-to-get-95-story-condo-tower
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10 China Inbound Investing in U.S. Real Estate

¢ XIN Development Group Inc., U.S.
arm of Xinyuan Real Estate, is
developingThe Oosten, a 216-unit
residential condominium in Brooklyn,
NYC.The site was acquired in 2012
and slated for completion in 2016.%*

e Euro Properties is developing
a 38-story retail and residential
condominium at 118 East 59th Street,
which is being billed as the first
condominium project in Manhattan
developed entirely by a company
from China. The site was acquired
in 2013 and slated for completion in
2017.%

e Greenland Holdings Group is
developing the Metropolis, a multi-
phase development that will create
three condominium towers and an
18-story hotel budgeted for USD1
billion, in Los Angeles. Phase |,
consisting of a 38-story apartment
building with around 300 units and
the 18-story hotel, broke ground in
2014 and slated for completion in
2016.%8

e QOceanwide Holdings is developing
Fig Central, which features a one
49-story tower and two 40-story
towers, all sitting on top of a 100-foot-
tall podium, in Los Angeles. The site
was acquired in December 2013 and
slated for completion in 2018.7

e Hazen Real Estate acquired the Luxe
City Center Hotel and an adjacent
parking lot in August 2014 with plans
to build two residential condo towers
and one hotel tower in two phases.

The project is budgeted for USD700
million and Hazen Real Estate's first
ground-up development in the U.S.
The project is expected to break
ground in 2017 with the first-phase
completion in early 2020.%8

This document reviews the patterns, key
transactions, political developments in
the China-U.S. investment relationship
and the forecast on interest rates to

the U.S. economy. Our publication will
also show the value proposition of real
estate invested in each of the gateway
cities. We hope you find this publication
of value as you consider your outbound
real estate investments in the U.S.

Bilateral Investment Treaty
negative list negotiations

After two years of bilateral investment
treaty (BIT) talks, the U.S. and China

in June 2015 officially exchanged
proposals for “negative” lists with
industries excluded from pre-
establishment rights under the BIT. The
next few months leading up to President
Xi's September 2015 visit to the U.S.

will be a critical phase of negotiation
over the scope of these lists. While

the content of the lists is not public,
there are faint initial indications that the
Chinese submission did not meet hopes
of a significant improvement from the
existing lists of sectors restricted and
prohibited for FDI, and the circulated
negative lists for the free trade zones.
However, the extraordinary degree of
secrecy suggests that expectations for
a step forward during President Xi's visit
to the U.S. in September 2015 are not
completely shot.?®

24 The Real Deal, Chinese developer's Williamsburg condos hit the market, September 16, 2014. http://therealdeal.com/
blog/2014/09/16/williamsburgs-oosten-condominiums-hit-the-market/
25 New York Times, First Manhattan Condo by a Chinese Developer, May 10, 2015. http://www.nytimes.com/2015/05/10/realestate/

first-manhattan-condo-by-a-chinese-developer.html?_r=0

% LA Downtown News, Metropolis, In the Works for 27 years, Breaks Ground, February 14, 2014. http://www.ladowntownnews.
com/news/metropolis-in-the-works-foryears-breaks-ground/article_05ccfb58-95a5-11e3-8153-0019bb2963f4.html

27 LA Downtown News, Huge Project Breaks Ground in South Park This Week, March 16, 2015. http://www.ladowntownnews.com/
news/huge-project-breaks-ground-in-south-park-this-week/article_61137fac-c9c3-11e4-92db-1f4221da6bc7html

2 LA Downtown News, Chinese Developer Reveals Plans for South Park Mega-Project, April 13, 2015. http://www.
ladowntownnews.com/news/chinese-developerreveals-plans-for-south-park-mega-project/article_7bc60640-dfd9-11e4-b420-

2baa8e7966¢9.html

29 Rhodium Group, Chinese FDI in the United States: 1H 2015 Update, July 15, 2015.
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Go West Young Man
and Grow Up with the
Country: Is U.S. Growth

Tilting Westward?3°

The U.S. economy is in a new phase of
the recovery from the global financial
crisis. Jobs have been growing by an
average of 214 thousand per month
over the past three years.®' The Federal
Reserve (Fed) is signaling to the market
that it will no longer keep rates at the
zero-bound. It will likely begin raising
rates in September or December of
2015, yet this rate hiking cycle is likely
to take a much more gradual approach
to rate hikes than during past rate hiking
cycles. The Fed is unlikely to raise rates
at each meeting but rather will observe
and gauge the impact of gradually
higher rates on financial markets and the
economy, both of which have become
accustomed to very low interest rates
over the past six years.

Delving into the particulars of growth
in the U.S. one needs to look past the
stumble of the first quarter of 2015
which was impacted by four distinct

shocks which combined to slow
growth slightly. The first two shocks,
the fall in oil prices and the port closure
had the least direct impact on the

real estate market. The second two,

a strong dollar and unusually heavy
snowfall in the Midwest and Northeast
both slowed growth and slowed real
estate investment. Residential fixed
investment grew by a slower pace than
recent quarters at a 6.6 percent SAAR®
in Q2 of 2015 while corporate real
estate investment fell by 0.6 percent.®
Indications for the remainder of 2015 are
that real estate is poised to grow closer
to 6.0 percent SAAR. KPMG forecasts
that housing will reach a seasonally
adjusted annualized rate of 1.4 million
homes by the fourth quarter of the year,
up from the 1.1 million level recorded in
June .3

The strong dollar helped to slow exports
and increase imports such that net trade
subtracted 190 basis points from growth
in the first quarter of 2015. Beyond

this direct trade impact the strong

dollar has three important impacts for
real estate. The first is a transmission
mechanism that manifests itself in the

amount of spending on structures. If
corporations receive lower overseas
revenues because of a strong home
currency, a frequent immediate reaction
is to reduce spending, especially if the
currency move has been swift and of

a significant magnitude such as the

20 percent appreciation of the dollar
from November 2014 to March 2015.
This translated into less spending by
U.S. firms in the first quarter of 2015
and some of that reduced spending
impacted real estate. The second
transmission mechanism can be seen
in the form of hotel revenues and tourist
dollars spent at restaurants and in retail
establishments. Over time, a strong
dollar can hinder inbound tourist dollars,
recent data on hotel vacancies in major
cities suggests we are experiencing a
lagged effect from this phenomenon.
Finally the strong dollar impacts
inflation in the economy. The stronger
the home currency, the cheaper goods
are to import which increases price
competition exerts downward pressure
on prices across the economy. Itis one
of several reasons the Fed is likely to
increase interest rates slowly once it
does begin to normalize rates.

Figure 1: United States, Personal income, 2011Q1 - 2014Q4 Compound annual growth rate between any two periods

Source: Bureau of Economic Analysis U.S. -3.7%

% Hints toward Reforms (1850), Horace Greeley

31 Haver Analytics, Bureau of Labor Statistics

32 Seasonally Adjusted Annual Rate (SAAR)

% Haver Analytics, Bureau of Economic Analysis; NIPA Accounts
% Haver Analytics, Census Bureau

B 2201076
B 35910419

3.40 to 3.58
. 2.94 10 3.39

2.391t02.93



ZiEQﬁtﬁqé/K, Fa [F]
F— Rk £ B &%
¥ K& AR A 0
ARERENZIG, FERZRFHANT
AFFHER. AT X=5F, #H1g
A AA A F T3 K214, 0004, ¥
(B KR EER S (EBKME) £
THRBRERFRAE, BTH
FE201559 F KIA2 8 Fdshm b, 12
B2 2R T Ak A rb VA AT 89 Ae B B AR 42
1o EBAE R KT AR A DU A
B, AR VIR Fe 2 ho B4 ARk
HAe B G0, BASRT s
F R AL ECE T RE R T HAL
EDEIESE7 8

I RBRANFREBZFIE K @
W, AMFEZARN201555—FE2
FHRAEAR A wES FH R
Bl #%vh . MM T Ao LA G H
FY AT ME R I, BB
E AR {HFe R LR 632G T
RA, WHRETZFHRKEEAG
K. E2015%% 8, EEH
ERFIEKIREH6.6% SAAR, 1%

A1l: 201154 —5E 220145 5w EE LA MK LSFRNIEEZ

BIERR: 2F0WA

B FEHT (1850), Horace Greeley

3" Haver Analytics, % )4t 5)
YRS £ SAAR)

* Haver Analytics, 2 % #7£1; NIPA Accounts
* Haver Analytics, A 43t/5

b EAL £G5S RAE 13

TANUANZE 0, W54
I H M THE06Y o ¥ AAHILL
B, 2015 FFF09 50> KA 2
6.0 % SAAR . HI &AM, 3|
LS G B, AL R HNGA B
891107 A, *HKE1407 A~ (%
HHFRESFHEKE)

R E A BT R 2 e g e
2. 20155 % —F &, #W 5 HEIK
TI90ANE L. BT AR oA
, BHEANEEE KT HH =
KEZH . H—NHh, ALLE
3R E T Y F K A B H
Y kS Y. WwRELLEAKRE
TR m kR SRNR Y, BE
09 AR SRA R Y X, 4F R R A
TR AR B, g KM,
hde £ L2014 411 A $]20154-3 A F
1820 % 693X Beat 1) o 3R £ LA Hoh
R E B ) 20155 % — F R
X, mAPAEIBAEY AR
PR E . BEEANE AW
v R ILAL B S MNFe ity B BAEFa R
T pre9i k. AR IES, £
TLHY 3R BT e A ARSI N,
W0 & KIMTBJE = B HIEEN,

3.40 to 3.58
. 2.94 10 3.39

2.39102.93



14 China Inbound Investing in U.S. Real Estate

of the KPMG network of independer
ority to obligate or bind KPMG International or a|

e

D

Swiss entity. M

("KPMG Interr

ernational provides no client services. No mer
ies, nor does KPMG International have any such authority to obligate or bind any member firm. All rights reserved.

Q
=
o
~

Q
=
[a B
~
o
S
N

Looking forward there are some
interesting trends emerging in the
geography of U.S. growth that could
have important implications for real
estate’s second tier cities. The first

tier cities of New York, Chicago, Los
Angeles and San Francisco remain
dynamic markets for both local and
foreign capital. These global cities
compete with global cities around
world-wide for residential, corporate,
hospitality and retail investment and

all have significant scope to keep up
current activity for several more years
as interest rates are expected to rise
slowly. KPMG has done analysis of the
labor market in the U.S. which reveals a

new trend. 51 percent of jobs created
in the past four years were located
west of the Mississippi River. Looking
at figure 1 we can see that the greatest
increases in income over the past four
years have not surprisingly been in the
Western U.S.This is where we have
seen the greatest jobs growth and the
greatest migration. If we look to figure
2 we see a strong positive relationship
between increases in income growth
and home price appreciation. This tilt in
growth towards the Western U.S. cities
is impacting home values and building
opportunities across the residential,
office and retail spectrum.

Figure 2: Jobs growth causes greater house price appreciation
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Last but not least, one of the most
important factors for assessing the real
estate market over the next 3-5 years is
the outlook for interest rates. In the past
when the Federal Reserve hiked rates

it took them to a level economists call
the “terminal” rate. A rate where if the
economy is at equilibrium the rate will
be neutral in its effect. In the past, given
potential growth rate expectations this
rate was somewhere near 4 percent.
However, due to lower expected
potential growth in the near future and
a slower rate of recovery growth rates,
the terminal or neutral rate has inched
lower. This can be seen in the Fed's own
"dot" forecasts where a dot represents
each governor and Federal Reserve
Bank president’s estimation of where
the terminal rate is. This rate is now

at or below 3.75 percent according to
82 percent of members. The market,
however, has a different view. Looking
at the 2018 December Eurodollar
contract, we can see that the terminal
rate is expected to be closer to the 2.75
percent, that or the Fed Funds will not

Figure 3: Eurodollar Contract Prices

4.50

see a full rate hike cycle before it is time
to cut rates again. Market expectations
of rates have an important impact on
the financing costs for real estate.
Despite arise in U.S. long rates due to
the expectation the Federal Reserve
will commence normalizing rates this
year, we do not see the long end of the
curve rising substantially unless we

get significantly stronger GDP growth
or inflation. An expected 2.75 percent
interest rate is not expected to have a
significant impact on financing for real
estate for the long term.

Thus at the present time, we expect
interest rates to remain supportive for
Real Estate for the remainder of 2015.
This combined with the Westward

tilt of growth means there remain

an abundance of opportunities for
domestic and international real estate
investors who wish to explore new
markets where growth is likely to
support health cap rates and some price
appreciation.
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New York Real Estate
Market

Office — The New York City office
market ended the first quarter 2015
with net absorption totaling negative
(580,989) square feet. The largest
leases signed in 2015 includes the
520,918-square-foot renewal and
expansion signed by Publicis Groupe at
1675 Broadway in the Midtown market;
the 500,000-square-foot renewal and
expansion signed by MetLife, Inc. at the
MetLife Building in the Midtown market;
and the 234,879-square-foot lease
signed by WeWork at 85 Broad Street in
the Downtown market. New York City's
employment continues to improve with
Media and Tech still leading the way.
The largest projects underway at the
end of first quarter 2015 were 3 World

U.S. real estate
market overview

e RN T
I

The following provides a market outlook
for each asset type — commercial
(office, retail, industrial), residential
(multifamily), hospitality (hotel) for the

Trade Center, a 2,861,402-square-foot
building with 31 percent of its space
pre-leased, and 10 HudsonYards, a
1,700,000-square-foot facility that is 77
percent pre-leased.®®

Retail —The New York City retail market
experienced a slight improvement in
market conditions in the first quarter
2015.The largest leases signed in 2015
include the 20,000-square-foot-lease
signed by TD Bank at 100 W 125th
Street; another 20,000-square-foot-deal
signed by Whole Foods at 100 W 125th
Street; and the 16,316-square-foot-lease
signed by John Barrett Salon at 10 W
56th Street. New York's well educated
work force, strong income growth,

and high tourist volume continue to
keep rents rising and invite Luxury
Retailers to expand their presence in

New York, Los Angeles, San Francisco
and Washington, DC markets for Q4
2014 to Q1 2015 activities.

% The CoStar Office Report, First Quarter 2015, New York City Office Market ©CoStar Group Inc.
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the market. The New York City retail
market experienced a slight increase

in absorption in the first quarter 2015.
The vacancy rate went from 3.7 percent
in the previous quarter to 3.4 percent

in the current quarter. Net absorption
was positive 91,271 square feet, and
vacant sublease space increased by
14,135 square feet. Quoted rental rates
decreased from fourth quarter 2014
levels, ending at USD88.26 per square
foot per year. One retail building with
224,682 square feet of retail space was
delivered to the market in the quarter,
with 958,913 square feet still under
construction at the end of the quarter.%®

Industrial —The New York outer
boroughs industrial market ended the
first quarter 2015 with a vacancy rate

of 4.5 percent. The vacancy rate was
down over the previous quarter, with
net absorption totaling positive 280,955
square feet in the first quarter. Vacant

S

L ter' ] e
e = | «]

sublease space decreased in the
quarter, ending the quarter at 112,650
square feet. Rental rates ended the
first quarter at USD17.22, an increase
over the previous quarter. One 30,000
square-foot building delivered to the
market in the quarter, with 48,000
square feet still under construction at
the end of the quarter.?”

Multifamily —The vacancy rate of 3.1
percent for the first quarter of 2015 is
down 10 basis points from the prior
quarter but still up 30 from a year
earlier. REIS predicts the vacancy rate
to increase and remain at 5.0 percent
from 2016 to 2018. The average asking
rent and the average effective rent
slipped a dollar in the fourth quarter of
2014 and rising just 0.3 percent and 0.4
percent, respectively, in the first quarter
of 2015. According to the REIS forecast,
the rent slowdown over the past two
quarters will not continue. Average

rents are forecast to rise by 4.6 percent
asking and 4.2 percent effective in 2015,
and by at least 2.8 percent each year
thereafter.®®

Hotel - First quarter 2015 hotel sales
volume increased more than double
from last quarter 2014, finishing over
USD3 billion in sales volume. The largest
transaction, announced in early October
2014 and closed in February 2015 was
the Waldorf Astoria for roughly USD2
billion. Capitalization rates showed a
slight downwards trend (5.8 percent),
since first quarter 2014. Manhattan is
still the top hotel market in the U.S.,
which can be seen in average sales
price per room of roughly USD734,000
versus the national average of roughly
USD181,000 per room.*®

% The CoStar Retail Report, First Quarter 2015, New York City Retail Market ©CoStar Group, Inc.

37 The CoStar Industrial Report, First Quarter 2015, The New York Outer Burroughs Industrial Market ©CoStar Group, Inc.
% REIS Observer, New York Metro Apartments as of May 5, 2015 ©REIS Inc.

39 RCA Trends & Trade, Manhattan Hotels as of June 5, 2015 ©Real Capital Analytics Inc.
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New York

Office | NYC Metro
Sales Transaction Volume

Sales by total (USD mil)

Average price per sq ft (USD)

based on properties & portfolios ~USD2.5mil or greater

Pricing analysis

Average cap rate (yield)

35,000 600
30,000 500

25,000 400 /\/\—/

20,000

300
15,000
200
10,000
100
5,000
0lllllllll“" 0
Ql12 Q113 Q114  Q1'15 Qrz Qe

Rolling 12-mo. Total ® Quarterly Vol. —— NYC Metro

Property name

Sales price (USD)

Q114

Size (sq ft)

Q115

United States

12%
M %
10%
9%
8%
7%

6% T oo~—

5%

4%

3%

Q112 Q113 Q114 Q115
—— NYC Metro United States

Sales price

(USD per sq ft) Sale date

1095 Sixth Ave (GF5F & 2.200,000,000

1,166,129

1,887 Jan-15

13F40F)
180 Maiden Lane 470,000,000 1,191,850 394 Jan-15
American Bible Society HQ 300,000,000 180,000 1,667 Jan-15
212 Fifth Avenue 260,000,000 223,500 1,163 Jan-15
321 West 44th Street 165,000,000 228,268 723 Jan-15
24 \West 40th Street 91,000,000 77850 1,169 Jan-15
45 West 45th Street 87,000,000 130,000 669 Jan-15
Soho House NYC 67,000,000 64,304 1,042 Jan-15
145 West 45th Street 64,200,000 90,000 713 Jan-15
199 Bowery gg’;g‘er 55,000,000 37000 1,486 Jan-15
11 Times Square 1,400,000,000 1,100,000 1,273 Feb-15
27 West 24th Street 92,500,000 115,000 804 Feb-15
757 Third Avenue 355,500,000 459,002 775 Mar-15
123 William Street 253,000,000 545,000 464 Mar15
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Tt | Y AF TR e Fms —2507 £ ALE
HERHE 5T

EBHER (BF£EA) -7 E R[H (£ ) T3 FAME (%)

35,000 600 12%

30,000 500 1%

25,000 400 f’\—/ 1222

20,000 300 8%

15,000 200 ;:Z ’\\/’A

10,000

5%

100
5,000 49
0lllllllll“" 0 3%

2012415 20134515 E  2014F15E 20155815 WIZFIFE 0DFIFE DFIFE 0I5FIFE 004148 005158 20U4FIFL 0155154

R2ARZFEE mEREE — Y — £H4H — Yy — £H4H

) AR & H (£ L)
(F73#=R) (HFF7#ER)

B AR M (£ L)

1095 Sixth Ave (GF-5F &

13F-40F) 2,200,000,000 1,166,129 1,887 201541 A
180 Maiden Lane 470,000,000 1,191,850 394 201541 R
American Bible Society HQ 300,000,000 180,000 1,667 2015%1 R
212 Fifth Avenue 260,000,000 223,500 1,163 201541 R
321 West 44th Street 165,000,000 228,268 723 201541 A
24 West 40th Street 91,000,000 77,850 1,169 2015%1 R
45 West 45th Street 87,000,000 130,000 669 201541 R
Soho House NYC 67,000,000 64,304 1,042 201541 R
145 West 45th Street 64,200,000 90,000 713 2015%1 A
190 Bowery (Former
Conmpsta et 55,000,000 37,000 1,486 201541 A
11 Times Square 1,400,000,000 1,100,000 1,273 201542
27 West 24th Street 92,500,000 115,000 804 2015%2
757 Third Avenue 355,500,000 459,002 775 201543

123 William Street 253,000,000 545,000 464 201543 F
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New York
Retail | NYC Metro based on properties & portfolios ~USD2.5mil or greater
Sales Transaction Volume Pricing analysis
Sales by total (USD mil) Average price per sq ft (USD) Average cap rate (yield)

900 12%
14,000 1%
2,000 800 10%

700 0
0,000 600 9%
8,000 500 8%

6,000 400 7%
o \__\
4,000 300 °
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2,000 II I 100

4%
, slnlun il o o
Q112 Q113 Q114 Q115 Q112 Q113 Q14 Q115 a1 12 o113 a1 14 Q115

Rolling 12-mo. Total ~ m Quarterly Vol. —— NYC Metro United States —— NYC Metro United States

Sales price

(USD per sq ft) Sale date

Property name Sales price (USD) Size (sq ft)

503 Broadway (Zara

e 284,235,000 41,215 6,896 Jan-15
837-843 Washington
Street (Samsung 200,000,000 63,131 3,168 Jan-15
Building)
olo Pl ’2’_ ?2‘;6 el 87000,000 12,946 6,720 Jan-15
70 10th Avenue 86,000,000 24,682 3,484 Jan-15
1114-1120 Madison
Avenve (Retail Condol 42,250,000 9,240 4,573 Jan-15
IR st 2l 18,800,000 6,000 3,133 Jan-15
Street
306 West 40th Street 16,300,615 4,800 3,396 Jan-15
365 West Street 52,209,859 9,428 5,538 Feb-15
S Pirlnies Siiree 22,500,000 4,000 5,625 Feb-15
(Retail Condo)
47 East 91st Street
(Citibank (Retail Condo 30,000,000 7337 4,089 Mar-15
A))
S0 tlesiten Sz 25,250,000 6,300 4.008 Mar15
(Retail Portion)
Cinie filktelsan sl 21,000,000 6,505 3,228 Mar-15
Condo)
766 Second Avenue 19,800,000 2,940 6,735 Mar-15

108 Chambers Street 17.000,000 1,963 8,660 Mar15
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900 12%
14,000 500 1%
2,000 700 10%
0,000 600 9%
8,000 500 8%

4,000 300 °
200 5%

2,000 II I 100
4%
. slnlnn il 0 o
2012415 B 20135154 20145155 2015415 5 20124148 20138154 201445154 20158154 2E1EE 0BEIEE 04EIEE  01551EE

R2ARHEE LES$:3

— Ay — XH4H — *EHA&R

o

o s & R EM(EL)
N g dp Z - - ‘i Seoanh
e s (-5 % R) (4557 % R)
503 Broadway (Zara
(Retail Condo)) 284,235,000 41,215 6,896 201541 A
837-843 Washington
Street (Samsung 200,000,000 63,131 3,168 201541 A
Building)
S8 Fien évf;;le (et 87,000,000 12,946 6,720 201541 f
70 10th Avenue 86,000,000 24,682 3,484 201541 A
1114-1120 Madison
Avenue (Retail Condo) 42,250,000 9,240 4,573 201541 A
138-142 W 32nd Street 18,800,000 6,000 3,133 201541 A
306 West 40th Street 16,300,615 4,800 3,396 201541 A
355 West Street 52,209,859 9,428 5,538 201542
8-14 Prince Street
(Retail Condo) 22,500,000 4,000 5,625 201542 A
47 East 91st Street
(Citibank (Retail Condo 30,000,000 7,337 4,089 201543
A)
80 Wooster Street
(Retail Portion) 25,250,000 6,300 4,008 201543 A
One Madison (Retail
Condo) 21,000,000 6,505 3,228 201543 A
766 Second Avenue 19,800,000 2,940 6,735 201543

108 Chambers Street 17,000,000 1,963 8,660 201543 A
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New York
Industrial | NYC Metro based on properties & portfolios ~USD2.5mil or greater
Sales Transaction Volume Pricing analysis
Sales by total (USD mil) Average price per sq ft (USD) Average cap rate (yield)
160 12%
6,000 140 1%
5,000 120 10%
9%
4,000 100 s
80 8% ___
3,000 /_/'/ 7% w
60 s
2,000 20 oo
1,000 5%
* -atluiilillll =
0 - ) ) ) 0 3%
Q12 QA Q14 Qs Q112 Q113 Q114 Q115 Q112 Q113 Q114 Q115
Rolling 12-mo. Total ~ m Quarterly Vol. ——NYC Metro United States —— NYC Metro United States

= : Property name Sales price (USD) Size (sq ft) Sales price Sale date
E Z (USD per sq ft)
5 i 619 East 6th Street 4,700,000 2,250 2,089 Jan-15
TZRARE st 2Tt 28,500,000 20,000 1,425 Mar-15
z Street

260-272 Meserole

Street Brookim 26,000,000 72,000 361 Mar-15
11 Spencer Street 7500,000 51,000 147 Mar-15
(Brooklyn)
oA T i 6,987500 50,000 140 Mar-15
(Queens)
o SEESEbleRE S 5,650,000 34,945 162 Mar-15
£ (Brooklyn)
sz 11-1435th Avenue 4,800,000 10,320 465 Mar-15
£3% (Queens)
243 83 Apollo Street 4,500,000 23,000 196 Mar-15
= (Brooklyn)
337 Manida Street 3,975,000 22 500 177 Mar15
(Bronx)
Esposito (Brooklyn) 3,000,000 6,500 462 Mar-15
Zh s Celiven Soe 2,500,000 12,000 208 Mar-15

(Long Island)
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160 12%
6,000 140 1%
5,000 120 10%
9%
4,000 100 ’
80 8% —
3,000 D 7% S
60 6%
2,000 40 °
5%
1,000 20
ilaliinin o
o mill 0 3%
WIZFIFR 20F1FL 0144 1FL 20155158 01215 K 2013F1F & 20145158 2015515 K 0124158 2013154 2014%15& 20154154
R2ARHEE mEEEE — Yy — (B 4E — Yy %(E4H

o 7 AR EM(ET)
~ r 7fm S~ e /= >
B (FH %K) (&-F % FR) :
619 East 6th Street 4,700,000 2,250 2,089 201551 H e
117-119 West 21st 28,500,000 20,000 1425 52 2
Street n
260-272 Meserole
Street (Brooklyn) 26,000,000 72,000 361 201543 A
11 Spencer Street ;
(Brooklyn) 7,500,000 51,000 147 201543 +
79-40 Cooper Avenue
(Queens) 6,987,500 50,000 140 201543 A P
333-359 Moffat Street 7
(Brooklyn) 5,650,000 34,945 162 201543 A £
11-14 35th Avenue o =
(Queens) 4,800,000 10,320 465 201543 A -
83 Apollo Street i
Broal) 4,500,000 23,000 196 201543 A £
337 Manida Street I =
(Bronx) 3,975,000 22,500 177 201543 %
Esposito (Brooklyn) 3,000,000 6,500 462 201543 A f
24 West Carver Strect 2,500,000 12,000 208 201543 HE

(Long Island)
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New York
Apartment | NYC Metro based on properties & portfolios ~USD2.5mil or greater
Sales Transaction Volume Pricing analysis
Sales by total (USD mil) Average price per unit (USD) Average cap rate (yield)
350,000
12%
25,000
300,000 1%
20,000 250,000 \/\——/\/ 10%
9%
200,000
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150,000 9
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0 0 3%
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Rolling 12-mo. Total ~ m Quarterly Vol. —— NYC Metro United States —— NYC Metro United States

Sales price per unit
(USD)

Sale date

Property name Sales price (USD) No. of units

428-432 East 58th

ny other memaoer Tirm vis-a-

32,150,000 22 1,461,364 Jan-15
Street
e Neiligi e - gt 98,250,000 85 1,155,882 Feb-15
Third Avenue
e g test ZEn 30,500,000 20 1,525,000 Feb-15
Street
14-16 5th Avenue 27500,000 18 1,627778 Feb-15
82 West 12th Street 22,750,000 24 947917 Feb-15
36 West 10th Street 14,000,000 8 1,750,000 Feb-15
19 West 96th Street 12,000,000 10 1,200,000 Feb-15
22 Sl Bregelively (2 10,393,620 4 2,598,405 Feb-15
E£2 Floor5 Floor)
- TheBelnord - 2360
2 £ : Broadway (2 Floor-14 575,000,000 215 2,674,419 Mar-15
= 2 Floor)

21 West 10th Street 21,000,000 10 2,100,000 Mar-15
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350,000
12%
25,000
300,000 1%
20,000 250,000 \/\——/\/ 10%
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15,000 8%
150,000 9
10,000 _ 7%
100,000 6%
5,000 s | T~
' 50,000
il o
i N . o
(]
2012415 B 2013015 2014501 5 2015401 5 2012415 2013415 20144015 8 2015415 % 2012418 20134154 2014818 2015415 %
12 Ritg& nEEEE — Yy — XE2E — *E AR

3 - 27 (% 7 44 5 EH BN ET)
US4 Bast 2t 32,150,000 2 1,461,364 201541 A
Street
The Nathaniel - 78-84
ety N, 98,250,000 85 1,155,882 201542 f
Ll Ve 2 30,500,000 20 1,525,000 201542 f
Street
14-16 5th Avenue 27,500,000 18 1,527,778 201542 f
82 West 12th Street 22,750,000 24 947,917 201542 f
36 West 10th Street 14,000,000 8 1,750,000 201542 f
19 West 96th Street 12,000,000 10 1,200,000 201542 f
508 Broadway (2
Floot-5 Floas) 10,393,620 4 2,598,405 201542 A
The Belnord - 2360
Broadway (2 Floor-14 575,000,000 215 2,674,419 201543 A

Floor)
21 West 10th Street 21,000,000 10 2,100,000 2015F3 F
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New York
Hotel | NYC Metro based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume Pricing analysis
Sales by total (USD mil) Average price per unit (USD) Average cap rate (yield)

500,000 12%
7,000 450,000 1%
6,000 400,000 10%
4,000 250,000 8%
0

3,000 200,000 [ N
2000 L —— 6%
000 100,000 5%
: 50,000 4%
OIIII..III.II 0 s

arazarns o ara a1as Q112 Q13 Q14 Q1ns Q112 Q113 Q114 Q115
Rolling 12-mo. Total ~ m Quarterly Vol. ——NYC Metro  —— United States —— NYC Metro United States

Sales price per key

Property name Sales price (USD) No. of keys (USD) Close date
Hotel Carter 172,925,000 600 288,208 Jan-15
Waldorf Astoria 1,950,000,000 1,425 1,368,421 Feb-15
Manhattan at Times 535,000,000 698 766,476 Feb-15
Square

Hilton Garden Inn W
54th Strest 240,000,000 401 598,504 Feb-15
gemEey C"}r)‘ il 47107376 148 318,293 Feb-15
Mondrian Soho 200,000,000 270 740,741 Mar-15
Hilton (Parsippany, NJ) 80,348,889 354 226,974 Mar-15

Hyatt Regency Wind
Watch (Hauppauge, 63,192,417 360 175,534 Mar15

NY)

Westin (Princeton, NJ) 41,275,211 294 140,392 Mar-15
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Hotel Carter 172,925,000 600 288,208 201541
Waldorf Astoria 1,950,000,000 1,425 1,368,421 201542
A ERlEHET G LR 535,000,000 698 766,476 201542 A
Square
Hilton Garden Inn W
S Seecer 240,000,000 401 598,504 201542
Hampton CI%‘ (Lo, 47,107,376 148 318,293 201542 A
Mondrian Soho 200,000,000 270 740,741 201543
Hilton (Parsippany, NJ) 80,348,889 354 226,974 201543
Hyatt Regency Wind
Watch (Hauppauge, 63,192,417 360 175,534 201543
NY)

Westin (Princeton, NJ) 41,275,211 294 140,392 201543
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Los Angeles Real Estate
Market

Office —The Los Angeles office market
ended the first quarter 2015 with

a vacancy rate of 11.6 percent. The
vacancy rate was up over the previous
quarter, with net absorption totaling
negative (242,140) square feet in the
first quarter. Vacant sublease space
increased in the quarter, ending the
quarter at 1,201,495 square feet.
Rental rates ended the first quarter

at USD30.04, a decrease over the
previous quarter. A total of nine
buildings delivered to the market in the
quarter totaling 427,813 square feet,
with 2,571,135 square feet still under
construction at the end of the quarter.*°

Retail —The Los Angeles retail market
did not experience much change in
market conditions in the first quarter
2015. The vacancy rate remained at
4.7 percent as it was at the end of the
fourth quarter 2014. Net absorption
was positive 220,857 square feet, and
vacant sublease space decreased by
(83,764) square feet. Quoted rental
rates increased from fourth quarter
2014 levels, ending at USD25.64 per
square foot per year. A total of 15 retail
buildings with 151,329 square feet

of retail space were delivered to the
market in the quarter, with 1,646,760
square feet still under construction at
the end of the quarter.*!

Industrial —-The Los Angeles industrial
market ended the first quarter 2015
with a vacancy rate of 3.2 percent.

The vacancy rate was down over the
previous quarter, with net absorption
totaling positive 2,747,104 square feet in
the first quarter. Vacant sublease space
increased in the quarter, ending the

quarter at 1,791,987 square feet. Rental
rates ended the first quarter at USD8.37,
an increase over the previous quarter.

A total of 12 buildings delivered to the
market in the quarter totaling 1,482,198
square feet, with 1,493,620 square feet
still under construction at the end of the
quarter.#?

Multifamily —-The Los Angeles
multifamily market has begun 2015
with solid performances for rent and
occupancy. The multifamily market has
a vacancy rate of 3.2 percent which is
unchanged from the prior quarter and 10
basis points up from a year earlier. Rents
posted solid gains in the first quarter.
The average asking rent increased 0.5
percent and the average effective rent
rose 0.6 percent. Apartment sales could
use a little more activity, but that may
pick up as the year progresses. The
market still retains the top spot on the
west coast, as well as its position as

an international living destination. So
far 2015 has been good for multifamily
property owners. REIS forecasts rent
gains that, in another market, might

be considered merely acceptable, but
given Los Angeles’ high rental posture,
are sure to keep landlords happy.*

Hotel —The rolling 12 months have
seen a 63 percent increase in sales
volume versus the prior year, totaling
just around USDO0.9 billion. First
quarter 2015 sales volume was just
over USD300 million, with 7 properties
transacted. The average price per room
was in-line with the national average
at USD180,663 (versus USD181,249
nationally). Capitalization rates were
down roughly 141 basis points in first
quarter from the same period a year
ago, averaging 6.3 percent.*

%0 The CoStar Office Report, First Quarter 2015, Los Angeles Office Market ©CoStar Group Inc.

41 The CoStar Retail Report, First Quarter 2015, Los Angeles Retail Market ©CoStar Group Inc.

“2 The CoStar Industrial Report, Frist Quarter 2015, Los Angeles Industrial Market ©CoStar Group Inc.
“ REIS Observer, Los Angeles Apartments as of May 8, 2015 ©REIS Inc.

“ RCATrends &Trade, Los Angeles Hotels as of June 5, 2015 ©Real Capital Analytics Inc.



B4 L5 Yo = Y

I —20155F- % —F &, BA AL
NAET G BREAH.6 % TEF
v E—ZFF A pr B, 20155 % — &%
JEAG R A E A -242140-F 7 R #
M E B @A E— 2 E A B B4,
AEERAE B @RA1,201,495F 7
FER. MeFRAR—FHEA004E
7, 20145 w9 & B B IE4K; 2015
SHE—FER, EEH LA,
245427 813 Fr 3£ R I d AR AR AF
A, 2,571,135°F 7 & RV AEZEL T, ©

Hh — BB THEREEY
THREEARKRTR. T FFK
B 20145 Jk4.7% 0 KT BB =
A +220,857F 7 H R, ¥ T EH
ARV T 83,764-F 7 3 R, AEIRM
A HEF ¥ R25.644 70, 20144
FEFEAE ., A1 HEE
KA, 151,329F 77 & R &9 B2 = |9
FEARZ AR, 1,646,760-F 7 3%
RABEH T, ¥

ik 2015 % — %, BAANLT
Vi ey EEH32%, ®EH
W E—FEATH, $RHZTH
+2,747,104F 7 3% R, = Eo9#4q
BARSZER MW, £F—FF
Kik# 71,791,987 F 5 E R, % —
ZEMEABTF T ERLITEL,
Wk —FER . ERFE,

O CoStar pAAEIRAE, M IS NAET Y, 20155 % —F 5
W CoStar By #H4R4, BMAHA T, 2015585 —F %

2 CoStar TR, BMATLILTH, 20154 % —F 5

B REIS Observer, &#HLAT, #IEHEF 201545580

T EAL KT 33

H12ANH #1,482,198-F 7 3% R 5%,
A, 1,493,620F 7 3% RAB £ 56 T
q;.o 42

B — EHHINE TR Fe
A, 01558 A THEG AR, £
B FA32%, A8 k201445 K AEAT
., B EERKI0%. Me ERKH
EA, FHAERMN EH05%, FH
H A A K0.6%. NG T,
127 5 T fe & e AT & EAS AL
A7 3R T iy 709 T T A B FRAC A
&R 9. 20155 RS, KA AL
NE TG ERTRA . RIEREIS 6
n, R KA A2 kg E A8 L
AT H R R, 2B NG
hAESG, THEARI . ©

BB — RLI2AAH4E TR
124N B ¥ 4063%, BA4542 LI £
Lo 20155 % —FEA TR L MK
o, BEBRMRIMCET. FIAFHH
% H180,663E 4, 54 HFHYKE
181249 LHFo 5 XF0 R
tb, 20154 % — F 6973 AL
A63%, FHHI4AKSE,

* Real Capital Analytics Inc. Z A 49764 AUIEJE 25 aR%, HAEBE201546A50



34 China Inbound Investing in U.S. Real Estate

Los Angeles
LA Metro | Office based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume Pricing analysis
Sales by total (USD mil) Average price per sq ft (USD) Average cap rate (yield)
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Rolling 12-mo.Total ~ m Quarterly Vol. ——— LA Metro —— United States ——— LA Metro United States

Sales price

Property name Sales price (USD) Size (sq ft) (USD per sq ft) Sale date
The Reserve 316,000,000 380,000 832 Jan-15
199 South Los Robles 52,333,333 163,194 321 Jan-15

Avenue
Former Xerox 49,083,500 336,240 146 Jan-15
Ocean Park Plaza 47000,000 93,400 503 Jan-15
Dreamworks 185,000,000 359,197 515 Feb-15
Animation
3300 Riverside Drive 30,000,000 53,845 557 Feb-15
Broadway Plaza 91,650,000 113,000 811 Mar-15
First Financial Plaza 89,000,000 227000 392 Mar-15
Playa Vista Plaza 48,500,000 89,365 543 Mar15
Legacy Oaks 32,750,000 157000 209 Mar-15
Corporate Center

The City 3800 29,800,000 157231 190 Mar15

Chapman
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The Resetve 316,000,000 380,000 832 201541 :
129 Penin e el 52,333,333 163,194 321 201541 =
Avenue D
Former Xerox 49,083,500 336,240 146 2015414 b
Ocean Park Plaza 47,000,000 93,400 503 201541 ,
Dreamworks ol
AR 185,000,000 359,197 515 201542 A
3300 Riverside Drive 30,000,000 53,845 557 201542 A ’
Broadway Plaza 91,650,000 113,000 811 201543 A i
First Financial Plaza 89,000,000 227,000 392 201543
Playa Vista Plaza 48,500,000 89,365 543 201543 A p
Legacy Oaks Corporate 32,750,000 157,000 209 201543 =
Center 2
The City 3800 29,800,000 157,231 190 201543 A £

Chapman
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Los Angeles
Retail | LA Metro based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume Pricing analysis
Sales by total (USD mil) Average price per sq ft (USD) Average cap rate (yield)
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Property name Sales price (USD) Size (sq ft) (Ussaée:e‘:r:::ft) Sale date
AMC 42,700,000 129,822 329 Jan-15
Sears 42,500,000 165,632 257 Jan-15
Former Macy's 16,078,500 198,169 81 Jan-15
Midtown Crossing 186,600,000 316,000 591 Feb-15
Nordhoff Plaza 115,000,000 256,795 448 Feb-15
8800 Beverly 31,000,000 11,013 2,815 Feb-15
Boulevard
Hawthorne Exchange 25,000,235 60,472 413 Feb-15
Kohl's - Simi Valley 21,850,000 88,003 248 Feb-15
3603-3703 Peck Road 19,100,000 35,616 536 Feb-15
Vineyard Plaza 17.600,000 64,274 274 Feb-15
One Westside 71,500,000 92,729 771 Mar15
Orchard Supply 18,500,000 53,082 349 Mar15
Hardware
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AMC 42,700,000 129,822 329 201541 A .
Sears 42,500,000 165,632 257 201541 A :
Former Macy's 16,078,500 198,169 81 201541 A =
Midtown Crossing 186,600,000 316,000 591 201542 A
Notdhoff Plaza 115,000,000 256,795 448 201542 A
8800 Beverly Boulevard 31,000,000 11,013 2,815 201542 A 7 %
Hawthorne Exchange 25,000,235 60,472 413 201542 A 5
Kohl's - Simi Valley 21,850,000 88,003 248 201542 A
3603-3703 Peck Road 19,100,000 35,616 536 201542 A ¥
Vineyard Plaza 17,600,000 64,274 274 201542 A 3
One Westside 71,500,000 92,729 771 201543 A i
Orchard Supply 18,500,000 53,082 349 201543 ]

Hardware
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Los Angeles
Industrial | LA Metro based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume Pricing analysis
Sales by total (USD) Average price per sq ft (USD) Average cap rate (yield)
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Rolling 12-mo. Total ~ m Quarterly Vol. ~——— LA Metro —— United States ~——— LA Metro

: : Sales price
Property name Sales price (USD) Size (sq ft) (USD per sq ft) Sale date
Cerritos West 43,870,000 392,221 112 Jan-15
Industrial Park
1201 South Grand 26,000,000 44,769 581 Feb-15
Avenue
Graybar Electric 23,338,504 238,148 98 Feb-15
Sugar Foods 22,848,000 168,000 136 Feb-15
Corporation
Future 5th & 16,800,000 123,710 136 Feb-15
Huntington
12901 West Jefferson 15,850,000 32,638 486 Feb-15
Boulevard
Stock Building Supply 15,721,000 31,242 503 Feb-15
6th & Alameda 130,000,000 287376 452 Mar-15
Wholesale Distribution
Center
5151 Commerce Drive 23,540,000 189,137 124 Mar-15
Deluxe Digital Media 22,200,000 90,000 247 Mar-15
Westinghouse 18,593,750 85,650 217 Mar15
Corporate Park
8919-8921 Lindblade 15,150,000 29,357 516 Mar-15
Street
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Cerritos vlzzfndusmal 43,870,000 392,221 112 201541 &
2
AU iouth Cizar 26,000,000 44,769 581 201542 A £
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Graybar Electric 23,338,504 238,148 98 201542
S Fleeds 22,848,000 168,000 136 201542 f
Corporation
Future 5th &
Huntington 16,800,000 123,710 136 201542
12901 West Jefferson
Boslecerd 15,850,000 32,638 486 201542
Stock Building Supply 15,721,000 31,242 503 201542 A
6th & Alameda
Wholesale Distribution 130,000,000 287,376 452 201543
Center
5151 Commerce Drive 23,540,000 189,137 124 201543
Deluxe Digital Media 22,200,000 90,000 247 201543
Westinghouse
Corare bk 18,593,750 85,650 217 201543
8919-8921 Lindblade 15,150,000 29,357 516 201543 A

Street
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Los Angeles
Apartment | LA Metro based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume Pricing analysis
Sales by total (USD mil) Average price per unit (USD) Average cap rate (yield)
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Rolling 12-mo. Total ~ m Quarterly Vol. ~——— LA Metro —— United States ——— LA Metro United States

Sales price per unit

Property name Sales price (USD) No. of Units (USD) Sale date
Esplanade Village 50,750,000 105 483,333 Jan-15
IMT Encino 44,000,000 120 366,667 Jan-15
8th & Hope 200,000,000 290 689,655 Feb-15
Archstone Agoura Hills 53,150,000 178 298,596 Feb-15
Pico & Olive 30,000,000 362 82,873 Feb-15
The Enclave 61,200,000 306 200,000 Mar-15
Torrey Pines 53,775,000 251 214,243 Mar-15
Onyx Warner Center 38,105,000 147 259,218 Mar15
Waterstone at Cheviot 36,250,000 120 302,083 Mar-15

Hills
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Esplanade Village 50,750,000 105 483,333 201541

IMT Encino 44,000,000 120 366,667 201541 &

N

8th & Hope 200,000,000 290 689,655 201542 f é
Archstone Agoura Hills 53,150,000 178 298,596 201542 f
Pico & Olive 30,000,000 362 82,873 201542 f
The Enclave 61,200,000 306 200,000 201543 f
Torrey Pines 53,775,000 251 214,243 201543 f
Onyx Warner Center 38,105,000 147 259218 201543 f

Waterstone at Cheviot

il 36,250,000 120 302,083 201543 A
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Los Angeles
Hotel | LA Metro based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume Pricing analysis
Sales by total (USD mil) Average price per unit (USD) Average cap rate (yield)
250,000
0
3,500 12%
200,000 1%
3,000 0%
2,500 150,000 9%
2,000 8%
1.500 100,000 7%
6%
1,000
50,000 -
> _tllaaal1l
-1 EmBlm 0 >
- ' : : Q112 Q113 Q114 Q115 8%
a1z o118 Q114 Q115 Q112 Q113 Q114 Q115
Rolling 12-mo. Total  ® Quarterly Vol. ——— LA Metro —— United States ——— LA Metro United States

Sales price per key

Property name Sales price (USD) No. of keys (USD) Sale date
Montage Laguna 360,000,000 250 1,440,000 Jan-15
Beach
Malibu Beach Inn 79,400,000 47 1,689,362 Feb-15
Joie De Vivre 58,500,000 157 372,611 Feb-15
Shorebreak Hotel
Residence Inn Tustin 42,800,000 149 287248 Feb-15
Orange County
Residence Inn Los 34,400,000 150 229,333 Feb-15
Angeles
Fairfield Inn & Suites 31,000,000 145 213,793 Feb-15
Tustin Orange County
Residence Inn San 26,309,000 130 202,377 Feb-15
Juan Capistrano
Westin Pasadena 142,500,000 350 407143 Mar15
Sheraton Agoura Hills 44,260,000 280 158,071 Mar-15
Hotel
Carousel Inn & Suites 32,000,000 131 244,275 Mar15
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Montage Laguna Beach 360,000,000 250 1,440,000 201541 A
Malibu Beach Inn 79,400,000 47 1,689,362 201542 A i;
Joie De Vivre &
S Ml 58,500,000 157 372,611 201542 A
Residence Inn Tustin
Orange County 42,800,000 149 287,248 201542 A
Residence Inn Los
Angeles 34,400,000 150 229,333 201542 A
Fairfield Inn & Suites
Tustin Orange County 31,000,000 145 213,793 201542 A
Liritdlotee Jba e i 26,309,000 130 202,377 201542
Capistrano
Westin Pasadena 142,500,000 350 407,143 201543 A
ShemtonH‘?;‘f;“m L83l 44,260,000 280 158,071 201543 A

Carousel Inn & Suites 32,000,000 131 244,275 201543 F
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San Francisco Real
Estate Market

Office —The San Francisco Office
market ended the first quarter 2015
with a vacancy rate of 6.8 percent.
The vacancy rate was down over the
previous quarter, with net absorption
totaling positive 968,806 square feet
in the first quarter. Vacant sublease
space increased in the quarter, ending
the quarter at 1,167,184 square feet.
Rental rates ended the first quarter

at USD46.66, an increase over the
previous quarter. There was 6,119,736
square feet still under construction at
the end of the quarter.*®

Retail —The San Francisco retail market
did not experience much change in
market conditions in the first quarter
2015. The vacancy rate went from

2.0 percent in the previous quarter

to 2.1 percent in the current quarter.
Net absorption was positive 4,458
square feet, and vacant sublease space
increased by 7578 square feet. Quoted
rental rates increased from fourth
quarter 2014 levels, ending at USD35.79
per square foot per year. A total of one
retail building with 6,600 square feet

of retail space were delivered to the
market in the quarter, with 317035
square feet still under construction at
the end of the quarter.*

Industrial —-The San Francisco Industrial
market ended the first quarter 2015
with a vacancy rate of 3.6 percent.

The vacancy rate was down over the

previous quarter, with net absorption
totaling positive 218,378 square feet

in the first quarter. Vacant sublease
space increased in the quarter, ending
the quarter at 413,869 square feet.
Rental rates ended the first quarter

at USD16.40, an increase over the
previous quarter. A total of two
buildings delivered to the market in the
quarter totaling 108,080 square feet,
with 252,593 square feet still under
construction at the end of the quarter.#’

Multifamily — Despite a new
construction wave unprecedented in
recent history, REIS predicts the San
Francisco apartment market will remain
tight and increasingly expensive. Rent
gains are not expected to moderate until
the end of the forecast period, when job
growth slows. The vacancy after rising
to 3.8 percent at yearend 2015 and 4.2
percent at yearend 2017, the rate is
forecast to level off rather than continue
torise. In 2018, when new supply has
slowed, the pace of rent increase is
forecasted to slow to just over 2.0
percent.*®

Hotel —The San Francisco hotel

market ended first quarter 2015 with
two properties that transacted with a
total sales volume of USD880 million.
Quarter over quarter the total sales
volume was up 294 percent, but the
rolling 12 months was up 11 percent
compared to the same period in 2014.
Capitalization rates were lower than the
national average of 8.0 percent, posting
a 6.1 percent average for SF Metro.*°

% The CoStar Office Report, First Quarter 2015, San Francisco Office Market ©CoStar Group Inc.

% The CoStar Retail Report, First Quarter 2015, San Francisco Retail Market ©CoStar Group Inc.

47 The CoStar Industrial Report, First Quarter 2015, San Francisco Industrial Market ©CoStar Group Inc.
“8 REIS Observer, San Francisco Apartments as of May 15, 2015 ©REIS Inc.

4 RCATrends & Trade, San Francisco Hotels as of June 5, 2015 ©Real Capital Analytics Inc.
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San Francisco

Office | San Francisco based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume Pricing analysis
Sales by total (USD mil) Average price per sq ft (USD) Average cap rate (yield)
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é o3 : . Sales price
%é% Property name Sales price (USD) Size (sq ft) (USD per sq ft) Sale date
- 1455 Market St 487,000,000 1,012,000 481 Jan-15
§i§ Sand Hill Commons 239,750,000 133,000 1,803 Jan-15
=5g 301 Howard 200,000,000 307,000 651 Jan-15
gag  1ooh Perkat Freedom 136,500,000 427500 319 Jan-15
5o Circle
:} % 50 Fremont St 629,300,000 817412 770 Feb-15
283 Concar 182 132,394,000 218,985 605 Feb-15
£28 TIBCO HQ 330,000,000 292,000 1,130 Mar-15
g2 Xerox Campus 183,400,000 205,593 892 Mar-15
§§ ; Page Mill Center 139,500,000 175,000 797 Mar15
peo TesiullieeEAch 138,000,000 192,120 718 Mar-15
SES Center
L8 Shorebreeze Il 118,333,000 231,353 511 Mar-15
%i ; Embarcadero Place 108,500,000 192,000 565 Mar15
i 55:‘ Skyway Landing 104,424,500 241,694 432 Mar-15
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Sand Hill Commons 239,750,000 133,000 1,803 201541 i i
301 Howard 200,000,000 307,000 651 201541 A e
Tech Park at Freedom 136,500,000 427,500 319 201541 £ ’
Circle £
50 Fremont St 629,300,000 817,412 770 201542 %
Concar 1&2 132,394,000 218,985 605 201542 A il
TIBCO HQ 330,000,000 292,000 1,130 201543 0
Xerox Campus 183,400,000 205,593 892 201543 * &
Page Mill Center 139,500,000 175,000 797 201543 3
Foothill Research 138,000,000 192,120 718 201543 f
Center L=

Shorebreeze I&II 118,333,000 231,353 511 201543

Embarcadero Place 108,500,000 192,000 565 201543 A

Skyway Landing 104,424,500 241,694 432 201543 A -
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San Francisco

Retail | San Francisco

based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume
Sales by total (USD mil)

Pricing analysis

Average price per sq ft (USD) Average cap rate (yield)
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Sales price

(USD per sq ft) Sale date

Property name

Sales price (USD) Size (sq ft)

Village Oaks (5690

il 111,000,000 175,000 634 Jan-15

SEI IR SeEplng 69,975,000 376,000 186 Jan-15
Center

Mowry Crossing 44,032,000 231,508 190 Jan-15

Macy's 40,000,000 177,000 226 Jan-15

The Gilman District 33,162,000 91,228 364 Jan-15

Cambrian Park Plaza 49,000,000 170,377 288 Feb-15

Oaks Shopping Center 48,000,000 71,740 669 Feb-15

ISR EUSREDS 41,664,500 577009 72 Feb-15
Center

Llity Cistnie’ sie ey 155,000,000 139,000 1,115 Mar-15

Boulevard

Dublin Place Shopping 51,100,000 265,400 193 Mar-15
Center

Best Buy 34,189,000 55,311 618 Mar-15

Ermplie Slheipal g 32,990,000 122,742 269 Mar15

Center
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Village Oaks (5690
Cotde R 111,000,000 175,000 634 201541 A
S o Saogpiag 69,975,000 376,000 186 201541 A 5
Center £
Mowry Crossing 44,032,000 231,508 190 201541 A
Macy's 40,000,000 177,000 226 201541 A
The Gilman District 33,162,000 91,228 364 2015414 ‘
Cambrian Park Plaza 49,000,000 170,377 288 201542 A
Oaks Shopping Center 48,000,000 71,740 669 201542
Westgate Business 41,664,500 577,009 72 201542 A
Center
City Center at Geary
SR 155,000,000 139,000 1115 201543 A
Dublin Place Shopping 51,100,000 265,400 193 201543 A
Center
Best Buy 34,189,000 55,311 618 201543 A
Empire Shopping 32,990,000 122,742 269 201543 A

Center
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San Francisco

Industrial | San Francisco

based on properties & portfolios ~USD2.5mil or greater

Sales transaction volume
Sales by total (USD mil)

Pricing analysis

Average price per sq ft (USD) Average cap rate (yield)
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. . Sales price
Property name Sales price (USD) Size (sq ft) (USD per sq ft) Sale date
FeIILElr OMites) DERes 36,000,000 217,000 166 Jan-15
Distribution
LEiEyEiD BlUsinEss 22,325,000 70,200 318 Jan-15
Park
Dell Industrial Park 16,550,000 110,332 150 Jan-15
477 N Canyons Pkwy 15,390,000 72,610 212 Jan-15
M SelEios & 395,000,000 996,272 396 Feb-15
Technology Park
200 Kansas Street 42,000,000 91,044 461 Feb-15
Sl QLIRS0 22,300,000 78,240 285 Feb-15
Construction
Coronado Business
18,250,000 51,323 356 Feb-15
Park
Whipple Road 46,300,000 444,480 104 Mar-15
Business Park
783-785 Palomar Ave 24,900,000 47355 526 Mar-15
667 Folsom St 21,831,500 17727 1,232 Mar-15
LaSalle Industrial Park 18,052,500 448,000 40 Mar15




PEAE G EHRL 51

EF R Ao mbs — 2507 £AKAE

BN aHT

BHEHR (B7 £1) P ERIH (£U) FHHAME (%)

200 12%

7000 180 M%

6,000 160 10%

5,000 138 9%
0

4,000 100 8%

7%
3,000 80 6°/O T

60 __/ 0
2,000 I I 0 5%
1,000 I I 20 4%
. alnlniilinill 0 o

2012415 2013415 & 2014415 & 2015415 2012415 B 20134015 2014415 2015415 2012415 5 2013415 % 20144158 2015415 %

12AR#HEE LEY $53 — AL — (E4RE — H40 £EH4H

s EH(E£T)
AT (4% 5 %K)
Former Office Depot
Sictibation 36,000,000 217,000 166 201541 A
Lafayette Business Park 22,325,000 70,200 318 201541 A
Dell Industrial Park 16,550,000 110,332 150 201541 A
477 N Canyons Pkwy 15,390,000 72,610 212 201541
Menlo Science &
Technology Patk 395,000,000 996,272 396 201542 A
200 Kansas Street 42,000,000 91,044 461 201542
SIF O S 22,300,000 78,240 285 201542 A
Construction
Coronado Business
18,250,000 51,323 356 201542 A
Park
Wilkpiple 11{;;31‘3 1B 46,300,000 444,480 104 201523 A
783-785 Palomar Ave 24,900,000 47,355 526 201543
667 Folsom St 21,831,500 17,727 1,232 201543 A
LaSalle Industrial Park 18,052,500 448,000 40 201543
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San Francisco

Apartment | San Francisco based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume Pricing analysis
Sales by total (USD mil) Average price per unit (USD) Average cap rate (yield)
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Rolling 12-mo. Total ~ m Quarterly Vol. ——— SF Metro —— United States ——— SF Metro United States

Sales price per key

Property name Sales price (USD) No. of keys (USD) Sale date
481 On Mathilda 17.800,000 105 169,524 Jan-15
575 Pierce St 17.800,000 34 523,529 Jan-15
Mode by Alta 73,600,000 1M1 663,063 Feb-15
Saratoga Downs 58,050,000 178 326,124 Feb-15
Riverstone Village 29,150,000 240 121,458 Feb-15
Apartments
Etta 106,000,000 107 990,654 Mar-15
The Lane on the 84,000,000 141 595,745 Mar-15
Boulevard
Skyline Heights 65,900,000 256 257422 Mar15
Bridgecourt 45,100,000 220 205,000 Mar-15
33 North 44,220,000 82 539,268 Mar15

Jackson Courtyard 15,900,000 45 353,333 Mar15
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481 On Mathilda 17,800,000 105 169,524 201541 A
575 Pierce St 17,800,000 34 523,529 201541
Mode by Alta 73,600,000 111 663,063 201542
Saratoga Downs 58,050,000 178 326,124 201542 £,
LiSheome Vil 29,150,000 240 121,458 201542 A
Apartments £
Etta 106,000,000 107 990,654 201543
The Lane on the =
S 84,000,000 141 595,745 201543
Skyline Heights 65,900,000 256 257422 201543 %
Bridgecourt 45,100,000 220 205,000 201543 :
33 North 44,220,000 82 539,268 201543

Jackson Courtyard 15,900,000 45 353,333 201543 25
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San Francisco

Hotel | San Francisco based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume Pricing analysis
Sales by total (USD mil) Average price per unit (USD) Average cap rate (yield)
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Rolling 12-mo. Total ~ m Quarterly Vol. —— SF Metro United States —— SF Metro United States

Sales price per key

Property name Sales price (USD) No. of keys (USD) Sale date
Park Central San 350,000,000 681 513,950 Jan-15
Francisco
Wyndham 53,450,000 355 150,563 Jan-15
The Sunburst Calistoga 12,000,000 50 240,000 Jan-15
Parc 55 Wyndham 530,000,000 1,010 524,752 Feb-15
Hilton Scotts Valley 33,492,000 177 189,220 Mar15

Hyatt Vineyard Creek 29,050,000 155 187419 Mar15
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s (Sl S 350,000,000 681 513,950 201541 f
Francisco o
Wyndham 53,450,000 355 150,563 201541 A
The Sunburst Calistoga 12,000,000 50 240,000 201541 A
Patc 55 Wyndham 530,000,000 1,010 524,752 201542 A
Hilton Scotts Valley 33,492,000 177 189,220 201543 A

Hyatt Vineyard Creek 29,050,000 155 187,419 201543 A
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Washington, DC, Real
Estate Market

Office —The Washington DC office
market ended the first quarter 2015
with a vacancy rate of 15.0 percent.
The vacancy rate was up over the
previous quarter, with net absorption
totaling negative (1,502,077) square
feet in the first quarter. Vacant sublease
space increased in the quarter, ending
the quarter at 3,437,079 square feet.
Rental rates ended the first quarter

at USD34.39, a decrease over the
previous quarter. A total of five buildings
delivered to the market in the quarter
totaling 393,629 square feet, with
6,514,299 square feet still under
construction at the end of the quarter.®

Retail —-The Washington DC retail
market did not experience much change
in market conditions in the first quarter
2015. The vacancy rate went from

4.5 percent in the previous quarter

to 4.5 percent in the current quarter.
Net absorption was positive 232,041
square feet, and vacant sublease
space increased by 20,652 square feet.
Quoted rental rates decreased from
fourth quarter 2014 levels, ending at
USD25.93 per square foot per year. A
total of 12 retail buildings with 258,173
square feet of retail space were
delivered to the market in the quarter,
with 1,220,503 square feet still under
construction at the end of the quarter.®’!

Industrial —The Washington DC
industrial market ended the first
quarter 2015 with a vacancy rate of
9.6 percent. The vacancy rate was up
over the previous quarter, with net

absorption totaling negative (285,998)
square feet in the first quarter. Vacant
sublease space decreased in the
quarter, ending the quarter at 620,356
square feet. Rental rates ended the first
quarter at USD9.86, a decrease over
the previous quarter. A total of three
buildings delivered to the market in the
quarter totaling 187,949 square feet,
with 2,001,999 square feet still under
construction at the end of the quarter.®

Multifamily —-The Washington DC
apartment market vacancy rate is 6.6
percent in the first quarter 2015 which

is down 20 basis points from the prior
quarter but up 100 from one year earlier.
The rents remained flat over the first
quarter and the effective average was
up 0.2 percent for the quarter. The year
overyear gains are 1.9 percentand 1.8
percent, asking and effective. According
to Transwestern, “Stabilized vacancy
rate for all Classes of investment grade
apartments decreased by 60 basis
points over the past year” %

Hotel —The first quarter ended with
close to $183 million in total sales
volume for hospitality properties.

This was down roughly by 49 percent
compared to fourth quarter 2014. Prior
12 months capitalization rates dipped
roughly 11 basis points over the same
last period ending at an average of 6.9
percent; 110 basis points below the
national hospitality average. The average
price per unit for the last 12 months is
approximately USD212,000 which is
slightly above the national average of
USD181,000.%

50 The CoStar Office Report, First Quarter 2015, Washington D.C. Office Market ©CoStar Group Inc.

51 The CoStar Retail Report, First Quarter 2015, Washington D.C. Retail Market ©CoStar Group Inc.

%2 The CoStar Industrial Report, First Quarter 2015, Washington D.C. Industrial Market ©CoStar Group Inc.
% REIS Observer, District of Columbia Apartments as of June 1, 2015 ©REIS Inc.

* RCATrends & Trade, DC Metro Hotels as of June 5, 2015 ©Real Capital Analytics Inc.
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Washington, DC

Office | DC Metro based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume Pricing analysis
Sales by total (USD mil) Average price per sq ft (USD) Average cap rate (yield)
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Rolling 12-mo. Total ~ m Quarterly Vol. —— DC Metro —— United States —— DC Metro United States

Property name Sales price (USD) Size (sq ft) (USS?)Ie:eI:r:;eﬂ) Sale date
1801 K St NW 445,000,000 563,795 789 Jan-15
Atrium 53,500,000 138,507 386 Jan-15
Reston International 35,000,000 204,003 172 Jan-15
Center
Parkridge |l 34,250,000 100,065 342 Jan-15
8619 Westwood 32,000,000 98,568 325 Jan-15
Center Drive
300 New Jersey Ave 277,262,044 255,904 1,083 Feb-15
Nw
America's Square 222,737945 205,580 1,083 Feb-15
4700 River Rd 30,600,000 324,415 94 Feb-15
2025 M Street 106,962,300 194,224 551 Mar-15
Suffolk Building 96,712,497 257425 376 Mar-15

Parkridge V 32,100,000 203,584 158 Mar-15
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1801 K St NW 445,000,000 563,795 789 201541 A

Atrium 53,500,000 138,507 386 2015414

el Rl g 35,000,000 204,003 172 2015414
Center

Parkridge IT 34,250,000 100,065 342 201541

sl Nesiveed Cemis 32,000,000 98,568 325 2015414
Drive

SLUN eWN];rsey (=7 277,262,044 255,904 1,083 201542 A

Ametica's Square 222,737,945 205,580 1,083 201542

4700 River Rd 30,600,000 324,415 94 201542 A

2025 M Street 106,962,800 194,224 551 201543 A

Suffolk Building 96,712,497 257,425 376 201543 A

Parkridge V 32,100,000 203,584 158 201543
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Washington, DC

Retail | DC Metro based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume Pricing analysis
Sales by total (USD mil) Average price per sq ft (USD) Average cap rate (yield)
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Rolling 12-mo. Total ~ m Quarterly Vol. —— DC Metro United States —— DC Metro United States

Property name Sales price (USD) Size (sq ft) (USS?)Ie;er:r;zeﬂ) Sale date
Downtown Crown (1F) 161,762,500 258,000 627 Jan-15
Fort Evans Plaza I| 65,000,000 250,000 260 Jan-15
Merrifield Town Center 56,500,000 85,000 665 Jan-15
Westfield Wheaton 402,000,000 1,638,567 245 Feb-15
Dulles Towne Crossing 168,845,784 737503 229 Feb-15
Arch Square 107,295,006 56,329 1,905 Feb-15
Stafford Marketplace 75,947097 331,730 229 Feb-15
Bed Bath & Beyond 29,000,000 55,999 518 Feb-15
Springfield Town 465,000,000 1,415,660 328 Mar-15

Center

PNC Bank 60,750,000 48,447 1,254 Mar-15
Osborne Shopping 30,012,996 88,975 337 Mar-15

Center
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Downtown Crown (1F) 161,762,500 258,000 627 201541
Fort Evans Plaza II 65,000,000 250,000 260 201541
Merrifield Town Center 56,500,000 85,000 665 201541
Westfield Wheaton 402,000,000 1,638,567 245 201542
Dulles Towne Crossing 168,845,784 737,503 229 201542
Arch Square 107,295,006 56,329 1,905 201542
Stafford Marketplace 75,947,097 331,730 229 201542 A
Bed Bath & Beyond 29,000,000 55,999 518 201542
Springfield Town 465,000,000 1,415,660 328 201543 ]
Center
PNC Bank 60,750,000 48447 1,254 201543 i
Osborne Shopping 30,012,996 88,975 337 201543

Center
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Washington, DC

Industrial | DC Metro based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume Pricing analysis

Sales by total (USD mil) Average price per sq ft (USD) Average cap rate (yield)
12%
1,400 180 1%
1,200 160 10%
140 9
1,000 120 9%
800 100 8%
600 80 ; j
60 o
400 I I e 5%
200 20 4%
" alnlal NI I ° .

Q112 Q113 Q114 Q15 Q1’12 Q113 Q114 Q1’15 Q112 Q113 Q114 Q115
Rolling 12-mo. Total ~ m Quarterly Vol. —— DC Metro United States —— DC Metro United States
. . Sales price
Property name Sales price (USD) Size (sq ft) (USD per sq ft) Sale date
V Street Industrial Park 115,500,000 820,000 141 Jan-15
Glenn Dale Business 27632,091 315,191 88 Feb-15
Center
Navistar 26,968,519 215,000 125 Feb-15
Innovation Business 24,062,500 125,500 192 Feb-15
Ctr
13129 Airpark Dr 16,126,720 149,888 108 Feb-15

Sully Square 12,500,000 95,254 131 Mar-15
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V Street Industrial Park 115,500,000 820,000 141 201541

Glenn Dale Business

P 27,632,091 315,191 88 201542 A

Navistar 26,968,519 215,000 125 201542

Imova“?;r Business 24,062,500 125,500 192 201542

13129 Airpark Dr 16,126,720 149,888 108 201542 A

Sully Square 12,500,000 95,254 131 201543 A
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Washington, DC

Apartment | DC Metro

Sales transaction volume

based on properties & portfolios ~USD2.5mil or greater

Pricing analysis

Sales by total (USD mil) Average price per unit (USD) Average cap rate (yield)
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Rolling 12-mo. Total ~ m Quarterly Vol. ——DC Metro ~ —— United States —— DC Metro United States

Sales price per unit

Property name Sales price (USD) No. of units (USD) Sale date
Lex 80,000,000 264 303,030 Jan-15
Kilburn Crossing 34,000,000 220 154,545 Jan-15
Aventine Silver Spring 85,000,000 432 196,759 Feb-15
Meridian at Bowie 71,750,000 348 206,178 Feb-15
Gables CityVista 63,713,897 244 261,123 Feb-15
Ashford at Coopers 63,000,000 727 86,657 Feb-15
Crossing
Gables Upper Rock 51,952,049 276 188,232 Feb-15
Residences at The 196,000,000 335 585,075 Mar-15
Avenue
Gramercy at 190,000,000 399 476,190 Mar-15
Metropolitan Park
North Tract Lofts 68,250,000 184 370,924 Mar-15
The Strand of 66,000,000 394 167513 Mar-15

Alexandria
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Lex 80,000,000 264 303,030 201541 A
Kilburn Crossing 34,000,000 220 154,545 201541 A
Aventine Silver Spring 85,000,000 432 196,759 201542 A
Meridian at Bowie 71,750,000 348 206,178 201542 f
Gables CityVista 63,713,897 244 261,123 201542 A
(aeliniorl o3 G 63,000,000 727 86,657 201542 A
Crossing
Gables Upper Rock 51,952,049 276 188,232 201542 A
It temess e e 196,000,000 335 585,075 201543 A
Avenue
Gramercy at
Metropolitan Pack 190,000,000 399 476,190 201543 A
North Tract Lofts 68,250,000 184 370,924 201543 A
The Strand of 66,000,000 304 167,513 201543 A

Alexandria
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Washington, DC

Hotel | DC Metro based on properties & portfolios ~USD2.5mil or greater
Sales transaction volume Pricing analysis
Sales by total (USD mil) Average price per unit (USD) Average cap rate (yield)
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Rolling 12-mo.Total ~ m Quarterly Vol. —— DC Metro —— United States —— DC Metro United States

Sales price per key

Property name Sales price (USD) No. of keys (USD) Sale date
Comfort Inn Herndon 4,900,000 104 47115 Jan-15
Melrose 84,141,944 240 350,591 Mar-15
Churchill Hotel 50,485,166 144 350,591 Mar15
Marriott Courtyard 39,589,150 210 188,520 Mar15
Travelodge Frederick 4,600,000 130 35,3856 Mar-15

Sleep Inn Hagerstown 4,000,000 96 41,667 Mar-15




T EAL K G HT 67

v
AL 2 B 4F X
BB | AR A K EF R F A Fms — 2507 £ ARKE
HERSH=Z M7
BAEH (B £1) HEFHEN (ET) FH) FAE (%)
300m000 12%
1,200 9
250,000 1%
1.000 10%
200,000 9%
800
8%
600 150,000 7%
200 100,000 6%
5%
* thilanll
, Inili_ulNEN . 3%
2012415 & 2013515 20145154 2015515 % 2012815 K 20135155 20145155 20155145  20R2F1FR 2013F1F% 20145158 015513 %
12ARtE=F BEREET — EERHRE — 2E4E A A K (E4AH

5 ;= A £ # (£ ) 4R R 18] % 18 & Hr(E ) A& B )
Comfort Inn Herndon 4,900,000 104 47,115 201541 A4
Melrose 84,141,944 240 350,591 201543 A
Churchill Hotel 50,485,166 144 350,591 201543
Martiott Courtyard 39,589,150 210 188,520 201543
Travelodge Frederick 4,600,000 130 35,385 201543 A

Sleep Inn Hagerstown 4,000,000 96 41,667 201543 A
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Capital markets
Avg Cap Rates by Sector

Support Materials/References
1. Figures taken from Real Capital Analytics, Inc. (link: http://www.rca.com)
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7

-orm of Investment 5
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How to invest in the U.S.
real estate market

The U.S. market offers significant
opportunities for foreign investors.

The continued strong demand from
more than 310 million people for goods
and services has resulted in a trade
balance in the early 21st century that
currently favors foreign exporters.

But the business of exporting goods
and services to the United States can
be complicated by a host of duty and
tariff-related challenges that often

make building or buying a business in
the United States a better long-term
decision. The United States offers
numerous financial incentives to build a
business, and buying a business may be
a cheaper alternative. But the decision
whether to buy or build a business in the
United States is also governed by a host
of factors—geographic, demographic,
financial and industrial—that need to

be studied by foreign investors before
making a commitment.

Buy or build

Development activities comprise a
greater financial risk to a real estate
organization than the ownership of
existing rented assets. The decision

to buy or build real estate assets

often hinges on a number of factors,
including industry maturity, financial
considerations, the potential for
success, internal capacity, and supplier
and customer availability.

Whether to buy or build oftenis a
difficult decision. The build option offers
the significant advantages of business
confidentiality; the opportunity to use
existing technology and intellectual
capital; and the ability to further build
brand, product and service recognition.
Additional information on development
property is required by investors

to obtain a good understanding of

the related risks. The key risks in
developments are approvals, delays,
difficulty financing when there is

no track record, increasing capital
expenses, stretching a management
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team beyond its regular duties and
quality control issues; and, on the
income side, securing an expected or
better sale price or rental income at
suitable terms from quality purchasers
or tenants.

The buy decision often allows for
complete investigation of a target and
the ability to negotiate a specific price
and terms without concern about the
cost overruns and delays that often
occur with the internal build decision.
Disadvantages of the buy decision
include a long, drawn-out negotiation
and closing process that may
sometimes collapse, and the true cost
of the acquisition may be much higher
than the price originally intended.

Mergers and acquisitions

Companies use mergers and
acquisitions as alternatives to internal
expansion. Mergers and acquisitions
take many different forms, ranging from
“friendly” mergers of two companies
to "hostile” takeovers of publicly traded
companies. In the United States, there
are a number of securities and tax
regulations governing mergers and
acquisitions. Therefore, companies
considering this option should seek

not only financial and tax advice, but
also legal advice when contemplating

a merger or acquisition in the United
States. Acquiring businesses has
become a major activity both globally
and in the United States. There are
certain strategies and procedural
matters involved in an effective
acquisition process.

Those not experienced in mergers and
acquisitions may need assistance from
investment banking firms, business

brokers, bankers, business advisers,
financial consultants, valuation analysts,
accounting firms and law firms. These
resources can assist in identifying

and analyzing potential targets,

valuing the target, evaluating the tax
consequences, negotiating the contract
and integrating the target into existing
operations.

Joint ventures and strategic alliances

If good acquisition targets are not
available, a joint venture or strategic
alliance may be a viable way to enter
the U.S. market. These alliances offer
a way to grow and to obtain specific
knowledge that would be very costly
or time consuming to achieve alone.
An alliance demands cooperation and
trust, and is often designed to share
risk. A strategic alliance is a cooperative
arrangement between two or more
organizations designed to achieve a
shared strategic goal.

Investment form

Foreign companies considering
investing in the United States often
are confronted with a maze of legal,
financial and fiscal complications,
including their first exposure to the
U.S. tax system. The tax code includes
a specific set of rules that govern the
taxation of foreign investors in general.
In addition, there are specific tax rules
that cover the taxation of U.S. real
estate owned directly or indirectly by
foreign investors. The foreign investor
should have advanced knowledge of
U.S. taxation under various structures
in order to properly set up their U.S.
structure while at the same time
ensuring the structure allows for the
execution of the business strategy.

A foreign enterprise may operate in

the United States through a variety of
legal forms, including U.S. corporation,
foreign corporation, partnership, limited
liability company (LLC) and real estate
investment trust (REIT). One of the
typical forms for real estate investment
is through a fund structure. Tax and non-
tax concerns can influence a business
choice of legal structure. Certain entities
may elect to be classified for U.S. tax
purposes in a manner different than
their legal form.

Type of real estate asset and type

of financing critically impact the tax
treatment of investors, and the type

of entity through which investors
invest in funds also affects the tax
consequences. The fund itself generally
is formed either as a partnership or a
limited liability company taxable as a
partnership for U.S. federal income tax
purposes. Thus, the fund itself is not
taxable, and the fund’s income, loss
deduction and credit flow through to its
partners. Also, any trade or business
conducted, directly or indirectly, by

the fund will be attributed, for many
purposes, to its investors.

The chart below provides a general
overview of some of the major factors
that should be considered in structuring
real estate funds that invest primarily in
U.S. real property. The chart identifies
the type of investment entity through
which each type of investor may
generally prefer to invest. As the chart
illustrates, the mix of different types

of investors, each with distinct tax
considerations, can lead to divergent
and often conflicting structuring
preferences.
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Investment in U.S. real estate structuring summary chart

Investor classification

Rental Real Estate
— Fractions Rule
Compliant (all passive,

Rental Real Estate
— Not Fractions Rule
Compliant

Opera

no services, incidental

personal property or
personal property
leased with the real

ting Real Estate Dealer Property Only

Business (e.g., Hotels)

property)

Taxable O O O O
Super Tax-Exempt O O O @)
D s 0 0 Ot *
Tax-Exempt (all others) x> = * (W/TRS) *
Foreign = *O * > (W/TRS) *
Foreign Governments

(assuming blockers «O «O> &> (w/TRS) N

are not controlled
commercial entities)

* — Blocker O - Flow-through
(W/TRS) —With Taxable REIT Subsidiary

Common reasons to use a separate
legal entity include the limited liability
accorded by state law to the owners of
qualifying entities (but generally not to
general partnerships) and an improved
ability to access capital markets for
investment capital. Limited partnerships
and LLCs often provide more flexibility
than other types of entities in permitting
preferred returns and other non-
traditional profit sharing relationships.
Finally, in some industries, federal or
state regulators may require that an
enterprise be conducted through a
corporation.

Unlike other countries, the United
States has no federal company law,
and the rules regarding the formation,
operation and dissolution of business
entities are generally defined by
state law rather than federal law. The

following is a brief, general overview

of these state laws. However, because
there are 50 states and the District of
Columbia, these rules can and do vary
to a considerable extent. Consequently,
careful attention to the specific rules of
each appropriate jurisdiction is required,;
consider consulting with tax and legal
advisers about the laws and regulations
that may be relevant to a particular
investment.

Partnerships

A partnership is an association of two
or more persons to act as co-owners

of a business for profit. It is a legal
entity only to the extent that it can

own property and can sue or be sued
(in most states) in its own name. A
partnership agreement may be either
oral or written. However, if the business

< —REIT (assuming domestically controlled)

is to last for more than one year, some
states require that the agreement,
known as the articles of partnership,
be in writing. Generally, partnership
agreements should be written to help
resolve potential disputes among the
partners. In certain circumstances, for
example in states that have adopted
the Uniform Partnership Act (discussed
below), a written partnership agreement
is required.

There is a high degree of similarity of
partnership laws in states that have
adopted the Uniform Partnership

Act (UPA). The UPA outlines the
principal aspects of doing business

as a partnership, including the rules

for determining the existence of a
partnership, the relationship of partners
to persons dealing with the partnership,
the relationship of the partners to



EQEY E N & e R AP 3

B W = AL
M & & (Fractions Rule

C ompliant) i

I3

A ALTE - 3
“FH AN A

HHA

(BT A

WA RIRSGA A
3N i N e i N

B iEE g
(4o % )

T EA LG HT 75

AL H) 25y vk 5 Mo =

B 35 A A AR AN A

AR
LA O O o) @)
2 LB G BAH o) ) ) e
%%m% ] , .
(F5 & 5 A 80 AL ) © © © wiTRS)
%ﬁm#}t#@ . . . .
(B AT S Au ALy ) © © © (wiTRS)
S B Ay * > + > * (W/TRS) *
4k B BUT
(BrREREhES * O *O *& (W/TRS) *
32 7 Ak 52 4K)

— EH 24K (Blocker)

O — FLH A & F N (low-through)

&

(w/TRS) — & R ALE o = FAZ e 8] 89 F 2 8]

FRAER, kP, FFRAH
BEH, EATROBEEE, T
BAXER S SH 77 £ KMZE

12 R Bl 42 AR89 7 LR B LE &
MR T AT o SRR TR K
(ﬁ??%TakQﬂ)ﬁ& eI

TARTImAaRH RS EEFL
<%Eﬁ&¢%$ﬁdi%%£%ﬁ@,
A PR Ty PR TR 8 8w A&
KR EME, B, BRAIIMNAN K

FHIITHERERATL 6 G 3t
AW RiEt.

LATCEARRRANZ, £8 R
A ko Ik, B
R — Al Mk, mAEBE IR AL .
T & A 22 A i sk )N ik 69 ) 2 AR

- G RTARFA G (B2 BN A G 42H])

1252, B AXEARS0MN G EM4F
X, XMW TRER — AL E Loy £
Fo Bk, FREMNEZTHEANEE
XA BARHLN ;2R B AR R
KB FAEEN, @b 5 EER
7] 5140 o

P

Bl

A AR A b S 35 # AN 31 P AN A A AL
A B89, wmALR TR A
ﬁA&@ww‘gkNL%%¢+
AL T P8 A W~ EMQ%Z
Xiﬂ»ﬁj&}:iﬁ (EXFHHM) o &
wa?uiﬂ%i#@%oﬁ%%ﬂ
FHFERE—Fagatia, AL
T AR (AR A K 2) AP
W RNo —ARBL, SR KA

W w “>

m\a nn]# fh



76 China Inbound Investing in U.S. Real Estate

one another, the property rights of a
partner and the rules for dissolving a
partnership. In addition to the UPA or
other partnership laws, partnerships
must comply with local requirements for
licenses, permits and name registration.

The partnership form of business
enterprise lets investors pool their
capital, ideas and management abilities.
This pooling of assets may contribute
to the establishment of a successful
business.

Each member of a general partnership
has unlimited liability for the
partnership’s debts, and each partner
may be held jointly and severally liable
for all partnership obligations. A transfer
of a partner’s interest in the business
may require the approval of the other
partners. Under the UPA, an assignment
of a partner’s interest in the partnership
does not itself cause the dissolution of
the partnership; however, dissolution is
affected by the death or bankruptcy of
any partner.

Limited partnerships

A limited partnership is similar to a
general partnership in that itis an
association of co-owners formed to
own a business. A limited partnership
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has at least one general partner and at
least one limited partner. The liability of a
limited partner is limited to the amount
that partner invests in the partnership.
The liability of a general partner for the
partnership’s obligations is unlimited.

The Uniform Limited Partnership Act
(ULPA), which has been adopted by
many states, sets out the requirements
for creating a limited partnership and
establishes the rights and liabilities of
the members. If the laws of the state
are not strictly followed, the limited
partnership may be considered to be

a general partnership, exposing the
limited partners to unlimited liability for
the partnership’s obligations.

Under the ULPA, a written agreement,
usually called the articles of partnership,
must be filed with state officials. This
agreement sets out the names of

the general and limited partners, the
partnership business, the required
contributions of each partner, and

other general information regarding
the partnership and the rights of the
partners between themselves.

General partners are subject to
unlimited liability for the debts of the
partnership and are solely responsible
for the management of the business.
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Limited partners may neither take part in
the management of the business nor let
their names be used in the partnership
name. Violation of these rules may
cause limited partners to be treated as
general partners.

Withdrawal of a limited partner

usually will not terminate the limited
partnership. However, the withdrawal
of all general partners will cause the
partnership to be dissolved by operation
of law.

Limited liability
companies

Another form of entity is the limited
liability company (LLC). LLCs are neither
partnerships nor corporations under
applicable state law, but they generally
provide limited liability to their owners
for obligations of the business. For U.S.
tax purposes, an LLC can be treated as a
corporation or as a partnership.

Joint ventures

Generally, a joint venture is an
unincorporated business formed by
two or more persons. It is essentially

a partnership formed for a specific,
limited purpose, and the laws governing
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both are basically the same. Once the
business purpose of a joint venture is
accomplished, it usually is dissolved.
There is no distinction between the
taxation of a joint venture and that of a
partnership.

In most states, joint ventures are not
recognized as legal entities apart from
their participants. Some states limit the
permissible acts of the joint ventures
and their ability to legally bind each
other.

Joint ventures also can be conducted in
corporate form. In some situations, the
members of a joint venture that would
otherwise be treated as a partnership
for federal income tax purposes

may elect to be treated as directly
conducting the venture's activities and
taxed directly. Typically, when a foreign
person invests in U.S. real estate with
a third party partner, a limited liability
company (described above) is used.

International
considerations

A foreign investor may want to consider
the following factors when deciding
how to operate a business within the
United States. This discussion assumes
that a foreign parent corporation

has purchased U.S. business assets
(including real property).

Choice of entity

If a foreign corporation makes an
acquisition of business assets (including
real property) located in the United

States, it must decide whether to
operate its new U.S. businessina
corporate or pass-through entity.

As a general rule, a foreign corporation’s
U.S. tax posture may be simplified

from an operational standpoint if it
chooses corporate status. For example,
incorporation following acquisition may
provide a discrete opportunity to infuse
debt into the United States, if desirable.
In later years, it also may be easier

to integrate the new U.S. business
interests with other U.S. targets that
operate through U.S. corporations if the
new U.S. business is itself a corporation
for U.S. income tax purposes.

In contrast, if the new U.S. business

is operated as a branch or pass-
through entity (or as a disregarded
limited liability company that is treated
as a branch or as a partnership),
consideration must be given to:

* [nterest expense allocation (to the
extent debt is infused into the new
U.S. business branch)

e Compliance with U.S. branch-profit
tax rules

e Compliance with the U.S. branch-
level interest tax rules

If the new U.S. business is operated

as a partnership (in contrast to a

limited liability company that is treated
as a branch), it is possible that any
anticipated losses from the new U.S.
business will flow through to the foreign
partner for foreign tax purposes and

possibly, depending on the partner’s
foreign jurisdiction, offset its operating
income. Consideration also must be
given to whether the new U.S. business
will be profitable. If the pass-through
entity is profitable and its income flows
through to the foreign partner, attention
must be given to the home country’s
rules for avoiding double taxation (for
example, exemption of the U.S. income
or granting credits for the U.S. tax
imposed on the income).

Alternatively, operating the new U.S.
business through a reverse hybrid (an
entity that is treated as a corporation
for U.S. federal income tax purposes
and as a pass-through entity for foreign
law purposes) may allow income and
losses from the new U.S. business

to flow through to the foreign parent
while still retaining the operational
benefits of operating as a corporation
for U.S. income tax purposes. Current
dual consolidated loss rules will not
adversely affect the reverse hybrid.
Other issues to be considered if

such a structure is contemplated
include eligibility for treaty benefits;
therefore, these decisions require
careful planning. In all of these cases,
special considerations would apply to
structuring real estate investments
under the Foreign Investment in Real
Property Tax Act of 1980 (FIRPTA).The
most viable choice of entity will likely
depend on the outcome of modeling
exercises that take into account the
nature and extent of proposed income
or losses of the new U.S. business as
well as timing of cash repatriation and
exit strategies.
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Taxation

Under the Foreign Investment in Real the gain or loss would deemed to be
Property Tax Act of 1980 (“"FIRPTA"), any  effectively connected with a U.S. trade
foreign investor investing in a U.S. real or business and therefore subject to

property interest ("USRPI"”) is deemed taxation on a net basis.
to conduct a U.S. trade or business and

Investment Tax implications
through
U.S. Corporation Corporations are generally subject to a tax rate of 35 percent and state & local income taxes would

also be applicable. The corporation itself has a tax filing requirement; however, this eliminates the
need for the foreign investor to personally file a U.S. income tax return. Repatriation of earnings for
the corporation to the foreign investor give rise to double taxation and any dividends paid may be
subject to 30 percent withholding tax absent a treaty reduction or exemption.

Foreign Corporation Repatriation of earnings to the foreign corporation generally is not subject to further taxation in the
U.S. Generally, stock of the foreign corporation can also be sold without the application of FIRPTA
since the stock does not constitute USRPI. One major concern, however, is the 30 percent branch
profits tax that may be assessed on foreign corporations doing business in the U.S.

Direct Ownership  The major advantage to a foreign individual owning property directly is the favorable long term capital
gains tax rate available to individuals as well as the absence of double taxation that would otherwise
be applicable if held through a corporation. Today, long term capital gains are either taxed at a 20
percent or 23.8 percent rate for individuals.

Partnership A foreign partner may be subject to taxation on its share of allocable U.S. source income and would
be withheld upon under the FDAP and ECI rules. Gain from the sale of USRPI is generally considered
ECI and is therefore subject to withholding at the maximum rates applicable to the partner (35
percent for corporate foreign partners and 39.6 percent for individual foreign partners).

Real Estate REITs are special investment vehicles that are otherwise not subject to U.S. corporate level tax. The
Investment Trust REIT makes a distribution to a foreign person attributable to gain from the sale of U.S. real property
(REIT) interest; the distribution would be taxable as ECI to the foreign person. The disposition of REIT shares

are also subject to tax when the REIT is foreign-controlled (greater than 50 percent of REIT stock is
owned by foreign persons). However, if the REIT is publicly traded and the foreign investor owns 5
percent or less, no tax is imposed. Also the disposition of shares of a domestically controlled REIT is
not subject to U.S. tax for the foreign seller.
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The United States does not have a value
added tax, or VAT, system, but many of
the U.S. states impose real and personal
property taxes, in addition to sales or
use taxes.

Administration and tax
return filing requirements

The federal tax administration agency
in the United States is the Internal
Revenue Service (IRS). States have
separate tax administration agencies.

The United States uses a self-
assessment system in which all
taxpayers are required to compute
their own tax liability for the tax period.
Corporate tax returns are due on or
before the 15th day of the third month
following the close of the tax year. The
full amount of tax owed for the year

is required to be paid on or before the
due date of the tax return (without
extensions). An automatic extension for
six months is available. Estimated tax
payments are required on a quarterly
basis. A U.S. corporation must also
withhold and remit withholding tax on
payments of interest and dividends as
applicable to its foreign shareholders.
Foreign corporations with U.S. source
income generally must adhere to these
time limits as well. If a filing is delayed
more than 18 months beyond its initial
due date, the IRS claims to have the
ability to deny the corporate taxpayer
the benefit of deductions, meaning the
foreign corporation risks being taxed on
its gross income if it fails to file within
21.5 months of the end of its tax year.

Partnership tax returns are due on
or before the 15th day of the fourth
month following the close of the tax
year. An automatic extension for five
months is available. The partnership

itself does not pay tax, so there are

no quarterly estimated tax payments
due. However, U.S. partnerships that
have foreign partners are required to
withhold and remit tax on a quarterly
basis based on each foreign partner’s
share of effectively connected income.
Additionally, the partnership is required
to withhold and remit withholding tax
in the event of the payment of interest,
dividends, rents and other “fixed or
determinable annual or periodical
income” (FDAP) income to foreign
partners.

Foreign individuals who receive
effectively connected income/loss from
a partnership or who realize gain from
the disposition of a U.S. real property
interest are required to annually file a
U.S. individual income tax return.

U.S. and foreign corporations, U.S.
partnership and foreign individual are
also subject to state income tax filings
based on the location of the business.

Rulings

Advance rulings may be obtained

from the IRS on many tax issues. The
IRS usually will not consider taxpayer-
specific rulings on issues that are factual
in nature, but general guidance such

as U.S. Treasury regulations, revenue
rulings, notices and revenue procedures
is available.

Foreign investors

A "foreign investor” in this section
refers to both nonresident aliens and
foreign corporations, unless indicated
otherwise. A foreign investor generally
is subject to U.S. income tax on two
types of income:

e (Certain U.S. source income that is
not effectively connected with a U.S.
trade or business

¢ Income thatis effectively connected
with a U.S. trade or business

A 30 percent withholding tax usually is
imposed on U.S. source income that is
not effectively connected with a U.S.
trade or business. In contrast, income
that is effectively connected with a U.S.
trade or business is subject to tax at
the graduated corporate and individual
tax rates as applicable. The highest
federal corporate tax rate is currently 35
percent, and the highest individual tax
rate is 39.6 percent plus an additional
3.8 percent on net investment income.
In addition, a foreign investor also may
be subject to taxes on its disposition

of real property and certain interests in
real property. The highest capital gains
tax rate on corporate entities is 35
percent, similar to ordinary income. The
capital gains tax rate for individuals is
20 percent (25 percent for depreciation
recapture) plus net investment income
tax of 3.8 percent.

Taxes on effectively
connected income

Foreign corporate or individual investors
are subject to U.S. federal income tax
on income that is effectively connected
with a U.S. trade or business. For

this purpose, absent application of

a treaty, the concept of permanent
establishment does not apply. All U.S.
sources FDAP and capital gains are
considered effectively connected to a
U.S. trade or business if either of the
following two tests is met:
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e Theincome orgain is derived in the
active conduct of a U.S. trade or
business (the “asset use test”)

e The activities of the U.S. trade or
business are a material factor in the
realization of income (the “business
activities test”)

FDAP income is a descriptive term
relating to a class of income, rather than
a highly technical definition. It includes
items such as interest, dividends, rents,
certain wages and annuities (fixed
amounts, paid periodically) as well as
items that are potentially equivalent to
these income types, such as royalties
paid in one lump sum. The U.S. resident
payor's perspective—and not the foreign
taxpayer's—is applied to determine
whether any income item is FDAP.

The United States also applies a “force
of attraction rule” and deems all income
earned by a foreign investor from U.S.
sources, other than FDAP and capital
gains, to be effectively connected with a
U.S. trade or business.

As a practical matter, this rule may apply
when a foreign seller has a U.S. trade

or business and, unrelated to that U.S.
trade or business, sells certain property
within the United States. The income
from the sale of unrelated property is
treated as U.S. source income. The force
of attraction rule treats such income as
effectively connected income. This force
of attraction rule does not apply when a
treaty overrides U.S. domestic tax law
and a permanent establishment concept
is applied.

Foreign source income generally is not
treated as effectively connected to a
U.S. trade or business. However, it will
be treated as effectively connected
income if the foreign entity has an
office in the United States to which the

income is attributable, and the income
consists of:

e Rents or royalties for the use of
certain intangible property outside
the United States or gains from the
sale or exchange of such property; or

e Dividends, interest, or gains from
the sale of stock and financial
instruments derived from carrying
on banking, financing or similar
business in the U.S., or received
by a corporation whose principal
business is trading in stock and
securities for its own account.

Generally, foreign investors are not
subject to tax in the United States

on capital gains, including gains from
the sale of stock of other foreign
corporations and gains from the sale
of stock of U.S. domestic corporations,
unless such gains are effectively

connected with a U.S. trade or business.
Special rules apply with respect to
dispositions of certain U.S. real property
and certain U.S. real property holding
corporations that do result in the
taxation of capital gains.

If a partnership engages in a U.S. trade
or business, each foreign partner is
treated as engaged in that trade or
business and is subject to tax on an
annual basis on its share of taxable
income allocated by the partnership
irrespective of cash distributions.
Foreign partners in such partnerships
are generally subject to tax withholding
by the partnership on their allocable
share of the effectively connected
taxable income of the partnership. A
foreign partner that directly investsin a
U.S. partnership must also annually file
a U.S. income tax return.
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FIRPTA—Dispositions
of U.S. real property
Interests

The Foreign Investment in Real Property
Tax Act of 1980 (FIRPTA) treats a foreign
investor’s income or gain (or loss) from
the disposition of U.S. real property and
certain investments in U.S. real property
as if such gain or loss was effectively
connected with a U.S. trade or business
and taxed at regular income tax rates.

A U.S. real property interest generally
includes any interest in real property
located in the United States or in the
U.S. Virgin Islands and any interest
(other than solely as a creditor) in a
domestic corporation that is or was a
U.S. real property holding corporation.
An interest in real property includes
direct interests in U.S. real property,
including land and improvements,
mines, wells, natural deposits and
personal property associated with real
property. A U.S. real property holding
corporation is a corporation that holds
U.S. real property interests with a fair
market value of at least 50 percent of
the sum of the fair market values of

its U.S. real property interests plus its
interests in real property located outside
the United States and its other assets
that are used or held for use in a trade or
business.

The transferee (buyer) of any U.S. real
property interest generally is required
to deduct and withhold (under special
withholding rules) a tax equal to 10
percent of the amount realized by

the foreign transferor (seller) upon
disposition of the property and remit
it to the IRS. The foreign investor

may enter into a prior agreement
with the IRS to reduce the amount

of withholding. The withholding tax
collected by the buyer is not the final tax

liability. A refund may be claimed if the
withholding tax exceeds the maximum
tax liability.

The receipt of FIRPTA gain by a foreign
corporation or individual requires the
filing of a U.S. tax return.

Withholding taxes on
certain U.S. source
Income

Certain types of U.S. source income,
which are not effectively connected with
a U.S. trade or business, are subject to
30-percent withholding (unless a lower
treaty rate applies). The principal types
of this income include:

e FDAPincome—e.g., interestand
dividend

e (Certain original issue discount on
debt obligations when payments of
principal or interest are received or
when the obligations are sold

e Certain gains from the sale of
patents and other intangible
property to the extent the proceeds
are contingent on the future
productivity, use or disposition of the

property

The receipt of FDAP income by a foreign
corporation or individual does not
require the filing of a U.S. tax return as
long as proper withholding is done at
source.

Other types of U.S. source income that
are not effectively connected with a U.S.
trade or business and are not subject

to the 30 percent withholding regime
include:

e Gains from the sale of capital assets
and other property, except U.S. real
property interests

e |nterest received on certain deposits
with banks and certain other
financial institutions

* [nterest on certain obligations issued
by U.S. state and local governments

e QOriginal issue discount on certain
short-term debt obligations

Subject to certain transition rules, the
recently enacted Foreign Account Tax
Compliance Act (FATCA) legislation
imposes a 30 percent withholding

tax on certain payments made after

July 1, 2014, to (1) foreign financial
institutions (FFls) that fail to comply with
certain new disclosure requirements
concerning U.S. accounts; and (2)
foreign entities (other than FFls) that fail
to certify they have no substantial U.S.
owners or, alternatively, disclose the
identities of such owners. A substantial
U.S. owner generally means a U.S.
individual, trust, partnership or estate
that owns directly or indirectly 10
percent of a foreign entity. A substantial
U.S. owner also includes a privately held
U.S. corporation that owns 10 percent of
a foreign entity.

Payments subject to this new
withholding regime include FDAP
income that is not effectively connected
toa U.S. trade or business and gross
proceeds from the sale or other
disposition of a stock or security that
can give rise to payment of U.S. source
dividends or interest. The purpose

of this new withholding regime is to
expand reporting of U.S. persons’
offshore investment activities.

Sourcing of income rules

The sourcing rules for gross income
are organized by categories of income,
including interest, dividends, personal
service income, rents, royalties and
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gains from the disposition of property.
Dividends and interest generally are
sourced based on the residence of the
payer. In the case of a corporate payer,
the determination is based on whether
the corporation is domestic or foreign.
Thus, interest and dividends paid by

a domestic corporation generally are
considered U.S. source. In contrast,
dividends and interest paid by a foreign
corporation generally are considered
foreign source. Rents and royalties are
sourced based on where the underlying
property is used. Numerous exceptions
apply to these general rules.

Transfer pricing

The IRS is authorized to make transfer
pricing adjustments in transactions
between commonly controlled
entities if the price set by the parties

is not at arm’s length. The rules apply
to organizations that are owned or
controlled, either directly or indirectly,
by the same interests. For example,
the IRS is authorized to make transfer
pricing adjustments between a foreign
investor and its wholly owned domestic
corporation.

The IRS is authorized to allocate income,
deductions and other tax items between
commonly owned or commonly
controlled organizations as necessary

to prevent evasion of taxes or to clearly
reflect the parties’ income. In the case
of a transfer or license of intangible
property, the income from the transfer
must be “commensurate with the
income attributable to the intangible.”
Thus, the transfer pricing rules generally
attempt to identify the respective
amounts of taxable income of the
related parties that would have resulted
if the parties had been unrelated parties
dealing atarm’s length.

Advance pricing agreements addressing
transfer pricing issues may be obtained
from the IRS. If a foreign shareholder
owns directly or indirectly stock
representing at least 25 percent of the
vote or value in a U.S. corporation, the
U.S. corporation must complete and
file Form 5472 ("Information Return

of a 25 percent Foreign-Owned U.S.
Corporation or a Foreign Corporation
Engaged in a U.S.Trade or Business
(Under Sections 6038A and 6038C

of the Internal Revenue Code)"”), on

an annual basis, to report certain
transactions with related foreign and
U.S. parties (e.qg., sales of inventory,
interest payments made or received).
This form allows the U.S. tax authorities
to properly audit the transfer pricing of
such transactions. The failure to file one
or more Form(s) 5472 may resultin a
penalty of $10,000 for each such failure.
The penalty also can be applied for
failure to maintain adequate records.

A foreign corporation engaged in a
U.S. trade or business also is required
to file Form(s) 5472 to report certain
transactions with related foreign and
U.S. parties.

Thin capitalization:
earnings stripping rules

The United States applies earnings
stripping rules to certain taxpayers,
including U.S. corporations owned by
foreign corporations. If certain other
conditions are met, a corporation’s
interest deduction is limited when

the corporation makes a substantial
(in proportion to its income) interest
payment to a foreign related person
who is not subject to U.S. tax in whole
or in part on that interest payment. A
corporation’s interest deduction is also
limited when the corporation makes

a substantial interest payment to an
unrelated U.S. or foreign person who is
not subject to U.S. gross basis taxation
in whole or in part on that interest
payment, providing that a foreign related
person has guaranteed the corporation’s
underlying debt. A foreign person is not
subject to U.S. gross basis taxation in
whole or part if, for example, the foreign
person is eligible to claim a reduced or
zero rate of withholding under a U.S. tax
treaty.

A corporation will be subject to the
earnings-stripping rule if it has:

e Excess interest for the tax year
(net interest expense in excess of
50 percent of the adjusted taxable
income), and

e A debt-to-equity ratio at the end of
the taxable year in excess of 1.510 1

If a corporation meets these
requirements, any interest paid to

a related person will be treated as
disqualified interest and disallowed

as a deduction to the extent of the
excess interest expense for the year.
Disallowed interest may be carried over
to future years.

Check-the-box rules and
domestic reverse hybrids

Under the U.S! check-the-box rules,

a foreign investor has flexibility with
respect to an “eligible entity” and may
elect how an entity will be classified

for U.S. federal income tax purposes.
For example, an investor may structure
its investment as a “domestic reverse
hybrid entity” (an entity that is classified
as a corporation for U.S. federal income
tax purposes but as a partnership under
foreign law). This structure may allow



BN, mik A R R IZ A B89
PR 3R o 4eh £ BALIR B, 8] 69
F) 8 o IR K B TR o BpAd RN 4]
) 4F X BK 69 £ B SRS E AL AT KR
A&, g AR IE A EAT KA
P 304 Gooh e 3R i S 09 £ B AL
A — % INE E AL T IR F) 6
AL, N HH Eleh LA
B PR o e I E AL ARIE AR
BUF BRI, R I SR et A, %50
E) A TR AR SRR 0 H G ok Fie BB
i H 69 £ BHLR

Yo R 8 B AT AtF, R A
F) & RN Ao F g AT BLS-0 Fvm

o BEIZMBFEAABRAL (FA
B X AR R S 09 S B PT AT
#50%) ; &

o JE R IRBLE R R B SRR L
#id15: 1,

do R a] i R R, AETAT S
% Bk Ty 69 4] B AR R AL B R A A T A
B A&, W RATAR AR A) & T A
Wmo BRI Ao IR 89 A 8 18 2E 2] H
R A9 o

2B AR A 3k AL
Fo ik A AR (domestic
reverse hybrids)

ARYE & B 89 LA S AR KR S AN
PR BFKH T AR FRFEA
HAEF R, FRBAEXRE
BRFR BT AT AL 77 ) %o AT F S AR AT
flde, FAHTHZAEZA ©

T EAL K G HT 89

B EART (3B X E BRI ATIFHLA
g T NE), miRBINEEAER T A
fhdsab) o AP LM TTAEIZ T E
WKV ARG INE XA, A
BN AGIKI R, TR B AR
wy £ B B IR BT AL 7 @A A AR A
8 K FAREBE MRS, INER FIN
FIAALAT (cashless leverage) #94L
So BAHIFETH RS TR L
AL F 57 & 3E A IR AL

For [ AL
WMEHIALT, BAFEEINE X BT 6
TRk, TihEZHELEESE X
T B BT AT FR A AN Ol F) A
&) B

i
¥
¥
) —




90 China Inbound Investing in U.S. Real Estate

startup losses to flow through to the
entity’'s foreign investors for foreign
tax purposes while the entity retains
the benefits of operating through an
entity classified as a corporation for U.S.
federal income tax purposes, which
may also provide an opportunity to
introduce cashless leverage into such
entity. Special rules apply with respect
to certain aspects of the taxation of
domestic reverse hybrid entities.

Deferral of deductions

A deduction for expenses payable to
certain related foreign persons generally
may need to be deferred until the
foreign person reflects the payment in
income (when received).

Treaties

In addition to the U.S. and foreign
statutory rules for the taxation of foreign
income of U.S. persons and the U.S.
income of foreign nationals, bilateral
income tax treaties limit the amount

of income or withholding tax that may
be imposed by one treaty partner on
residents of the other treaty partner.
For example, treaties often reduce or
eliminate withholding taxes imposed
by a treaty country on certain types of
income, such as dividends, interest and
royalties, paid to residents of the other
treaty country. For another example,
treaties set the standard for taxation

of the business activities of a resident
of the other treaty country (known as a
“permanent establishment”).

Treaties also include provisions
governing the creditability of taxes
imposed by the treaty country in
which income is earned in computing
the amount of tax owed to the other
country by its residents with respect
to that income. Treaties also provide

procedures under which inconsistent
positions taken by the treaty countries
on a single item of income or deduction
may be mutually resolved by the two
countries.

The United States has a network of
bilateral income tax treaties covering
more than 60 countries, including

China (PRC). This network includes all

of the OECD member countries and
encompasses many other countries
with significant trade or investment with
the United States.

The United States has entered into

a series of bilateral tax treaties that
eliminate withholding tax on dividends
paid by one corporation to another
corporation that owns at least 80
percent of the stock of the dividend
paying corporation (often referred

to as “direct dividends”), provided
that certain conditions are met. The
elimination of withholding tax under
these circumstances is intended to
further reduce the tax barriers for
direct investment between the treaty
countries.

The benefit of lower withholding rates
under a tax treaty can be denied if
payments are made to partnerships

or certain hybrid entities, for instance
certain entities that are not treated

as fiscally transparent by the interest
holder’s state of residence. This will

be the case with respect to a foreign
partner of a partnership if the following
circumstances are present:

e The partner or member of the entity
is not subject to tax on the payment
by the treaty jurisdiction

* The tax treaty does not contain a
provision that addressed the treaty
of items paid to partnerships

e The treaty jurisdiction does not
impose a tax on distribution of the
item to the partner or member of the
entity

Special rules also allow the U.S. tax
authorities to deny the benefit of lower
withholding rates under an applicable
income tax treaty in those cases
where it has been determined that

the treaty resident recipient of the

U.S. source FDAP income is acting as
a conduit entity in a conduit financing
arrangement.

Treaties also include limitation of
benefits provisions. In order for a treaty
to apply, the recipient of the income
must meet certain requirements as

to residency or operations of their
business. This prevents treaty shopping.
For example, if the beneficial owner of
the income is not in a country in which
the United States has an income tax
treaty (e.g., Hong Kong), then the use
of an offshore holding company in
between the beneficial owner and the
United States that is located in a treaty
country (e.g., the United Kingdom)
would not result in treaty benefits
pursuant to the U.K./U.S. income tax
treaty.

Pursuant to the income tax treaty
between the United States and China,
interest and dividend withholding that
is treated as FDAP can be reduced from
30 percent to 10 percent when received
by a Chinese individual or corporation
that is entitled to benefits under the
treaty.
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Valuation considerations

by asset type

Office: property is typically viewed
as central business district (CBD)

or suburban. When valuing office
properties, investors typically

rely upon the income and market
approaches. Under the income
approach, the discounted cash flow
method is relied upon in most cases
for multi-tenant offices.

Industrial: property can be classified
as flex/R&D or warehouse typically.
Investors tend to focus on credit
quality and length of lease term

to drive investment returns. All

three valuation approaches will be
considered, especially in build-to-
suit industrial properties that have
minimal comparables.

Retail: property can be classified as
strip-center, in-line, power center, or
regional mall. Depending on what
asset class within retail is being
valued, inputs/assumptions can vary
based on the quality of store/tenant.
Typically, the income or market
approaches are relied upon.

Multi-family: property can vary from
market rate to low-income/affordable

Valuation modeling
norms In the U.S.

T R AE A A

g

housing. Student housing and senior
living are sometimes classified as
apartment/multifamily, but should
really be considered outside of this
asset class. Typically, the income or
market approach will be relied upon
given the short-term nature of the
leases and availability of comparable
sales, respectively.

Hotel/Lodging: property types can
range from economy (no restaurant/
food and beverage department) to
luxury and resort (depending on
amenities). Typically, the income and
market approaches are relied upon.

Office

Valuation drivers for office properties
are the various market leasing
assumptions (rent, Tl's, downtime,
vacancy, expense growth, etc.)
relied upon in a multi-tenant building.
Valuation professionals will typically
use Argus to model discounted

cash flow (DCF) models in multi-
tenant buildings given the roll-over
associated with leasing.

Typical discount cash flow
assumptions will include a holding
period of 7 to 10 years, assuming
reversion of the property one year
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after holding. Terminal cap rates can
be impacted if significant roll-over
occurs in the reversion year.

Typical company types that invest in

institutional real estate

e Life Insurance Companies,
Pension Funds, Public Real Estate

Companies, Pension Fund Advisors,
REITs, and Public C Corporations.

Industrial

e Similar to office, industrial properties

are underwritten based on market

leasing assumptions. In single tenant

industrials, the credit-worthiness of
the tenant and length of term can
drive investment rates significantly.

e Discounted cash flow and direct
capitalization methods are common,
the latter if the property has a single
tenant and a lease term longer than
5 years remaining.

Retall

e Depending on the retail property
type, the credit-worthiness of the
tenant and store sales can have
significant valuation impacts on
retail properties. Generally, U.S.
retail properties will have lease
clauses that derive rent based on
a percentage of gross store sales;
which in well-performing markets
can drive cash flows.

Tenant improvements (Tls) need

to be underwritten appropriately
based on the finishes required by
the tenant. Higherend stores will
negotiate rent based onTls provided
by the landlord, which can impact
cash flow projections.

Modeling is typically done in Argus,
assuming that the retail center

is a multi-tenant building with a
number of different leases and
options to enter into the valuation
considerations.

Multi-family

Rent and expense modeling are
key in multi-family valuation. It is
essential to understand market
demand and vacancy for properties,
given renters need for amenities
and proximity to transportation/
work. Depending on property type
(garden, high-rise, etc.), expenses
can fluctuate significantly and it is
important to understand property
management and expense growth
estimates.

Given the short-term nature of
typical rental leases in the U.S., most
investors will value this property type
with a DCF, assuming a 5 to 10- year
hold. Since there are many multi-
family properties in metropolitan
markets, a market approach on a
dollar per unit will be relied upon
often as well. In applying the market

approach, it is key to understand the
number of units at the comparables
as well as amenities offered and age
of the comparables as these drive
rental demand.

Hotel/lodging

Room rate and occupancy are the
key drivers in hospitality valuation.
Most professionals will assume cash
flow projections as a percentage

of total room revenue or on an
occupied room basis.

It is important to understand the
operating nature of the hotel as well
as benchmark against historical
performance. The hospitality market
in major metro areas is relatively
transparent with completive

reports available that benchmark
your property against competitive
properties in the market. It is
essential to understand what the
“comp set” is comprised of in
terms of number of keys (rooms),
occupancy type (transient, business,
etc.), and amenities.

Valuation models will usually be
done in Excel as Argus does not
have the ability to benchmark all

the departmental revenues and
expenses that are associated with a
hotel.
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KPMG services to
Chinese investors

IR AP E .%L
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KPMG's Global China Practice (GCP)

is a community of professionals
known for providing high quality,
consistent services to China inbound
and outbound investors around the
world. With teams of China experts,
cross-border investment advisors

and Mandarin speakers in strategic
investment locations around the world,
the GCP brings China insights and
China investment experience to our
Chinese clients investing overseas and
to our multinational clients interested
in investing or expanding in the China
marketplace.

The GCP connects our network of more
than 50 local China practices so that our

clients are never far from a China expert.

>
2

7]

Through our GCP and U.S. Real Estate
Practice, KPMG is involved in every
stage of the asset and investment

life cycle and offers experience in
working with all levels of stakeholders
throughout the real estate industry.
Whether your focus is local, national,
regional or global, we can provide the
right mix of experience to support and
enhance your needs and ambitions. Our
knowledgeable real estate professionals
focus on providing informed
perspectives and clear solutions,
drawing experience from a variety of
backgrounds including accounting,

tax, advisory, banking, regulation and
corporate finance. Our client focus,
commitment to excellence, global
mindset and consistent delivery build
trusted relationships that are at the core
of our business and reputation.
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Our extensive experience serving all
segments of the real estate industry
includes assisting:

e Real estate investment and private
equity fund management

e Real estate investment trusts (REITs)

e |[nstitutional investors and advisers,
including pension and sovereign
wealth funds

¢ Real estate operating companies

e Real estate service companies

e |enders and intermediaries

e Developers

e Construction companies and
engineering firms

e Hospitality companies

Homebuilders

An integrated approach

If you are in the business of real estate
investing, our integrated approach

to the investment life cycle helps to
deliver results. How? Our professionals
have an in-depth understanding of the
industry and a global network to draw
localized knowledge. This means our
professionals are well placed to advise
you through the investment life cycle.

1. Set-up and raising money

e Advising on investing in new markets

e Helping to build and assess business
plans and strategies

o

Identifying business or joint venture
partners

Conducting feasibility studies and
economic assessments

Advising on effective staff
remuneration

Fund structuring options to help
mitigate exposure to tax on
investments in multiple jurisdictions

Assessing fund mangers’ regulatory
and compliance requirements

2. Acquisition and disposition of
investments

e Advising on corporate mergers and
acquisitions

e Performing detailed financial, tax and
purchaser or vendor due diligence

e Advising on project financing

e Executing forensic background
checks on new investments

® Providing valuations on complex
assets or portfolio structures
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3. Reporting on performance and
plan delivery

e Driving value from the audit and
delivering efficient, effective
communications with stakeholders

e Performing governance reviews,
including internal audit process,
defining or redeveloping the finance
function and reporting systems and
pre-IPO review

e Advising on leasehold liability
transfers

e Assessing performance
management (and MIS systems) and
recommending improvements

e Providing objective and strategic
advice around distressed assets

e Advising on process improvement,
organizational transformation and
cost optimization

e Improving back-office functions
e Performing tax compliance services

e Conducting regulatory compliance
reviews

4. Restructuring, refinancing and
divesting

e Providing restructuring advice

e Advising on cost-cutting and cost
management

e Helping with tax structuring to
provide optimal positioning

Helping to determine debt capacity

Providing financial modeling or the
audit of current models

. Realization and exit

Advising on extracting capital from
existing property assets and limiting
tax liabilities

Helping to ensure the reliability
of the financial and commercial
information that underpins a
transaction

Helping to ensure the reliability
of the financial and commercial
information that underpins a
transaction

Providing support before and during
the IPO process

Advising on the feasibility,
structuring and raising of funds for
REIT conversion or international
listing.
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Key Contacts in the United States
KPMG's U.S. Real Estate Practice is a network of experienced professionals:

Functional Leads

Greg Williams

National Sector Leader

T: +1214-840-2425

E: gregorylwilliams@kpmg.com

G. Chris Turner
National Tax Leader
T: +1404-222-3334

E: cturner@kpmg.com

Key Local Office Professionals

Los Angeles

Todd Refnes, Audit

T: +1 213-593-6326

E: trefnes@kpmg.com

Martin Griffiths, Tax
T: +1 213-955-8339
E: magriffiths@kpmg.com

Key Contacts in China

Nelson Lai

Head of Construction and Real
Estate

T: +86 21 2212 2701

E: nelson.lai@kpmg.com

New York

Shirley Choy, Audit
T: +1 212-909-5074

E: schoy@kpmg.com

Jennifer Anderson, Tax
T: +1 212-954-7806
E:jenniferlanderson@kpmg.com

John Gu

Partner, Tax

T: +86 10 8508 7095

E: john.gu@kpmg.com

Contact Us
B A &A1

Phil Marra

National Audit Leader
T: +1 212-954-7864

E: pmarra@kpmg.com

San Francisco
Roger Power, Audit

T: +1415-963-5410

E: ripower@kpmg.com

Graeme Fletcher, Tax
T: +1 415-963-5473
E: graememfletcher@kpmg.com

Stephen Ip

Partner, Transaction Services
T: +86 21 2212 3550

E: stephen.ip@kpmg.com

Steve Moore

Managing Director,

Head of US Real Estate Deal Advisory
T: +1212-954-4292

E: smmoore@kpmg.com

Washington, DC
Thomas Gerth, Audit
T: +1703-286-6566

E: tgerth@kpmg.com

Jonathan Woehrle, Tax
T: +1703-286-8261
E: jwoehrle@kpmg.com
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The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavour to provide accurate and timely
information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act upon such information
without appropriate professional advice after a thorough examination of the particular situation.

© 2015 KPMG International Cooperative ("KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International
provides no client services. No member firm has any authority to obligate or bind KPMG International or any other member firm vis-a-vis third parties, nor does KPMG International have any such
authority to obligate or bind any member firm. All rights reserved. Printed in Hong Kong.

The KPMG name, logo and “cutting through complexity” are registered trademarks or trademarks of KPMG International.
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