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CXBCULVE summary

Overview
Chinese investors have long looked towards U.S. real estate as a core investment as evidenced

by the inflow of Chinese capital into the U.S. real estate market in recent years. The United States
remains the principal place for Chinese outbound capital with the United States taking approximately
USD10 billion of total Chinese inbound investment, of which approximately USD4.37 billion is
invested in commercial properties.’

U.S. Property Acquisitions by Chinese Investors
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‘ ‘ Chinese investment in U.S. real estate is a long-term phenomenon. That said, over
time, there will be periods of high volume investment and periods of low volume
investment, which will be driven by economic conditions, availability of suitable
investments and geopolitical considerations. ’ ’

Phil Marra, National Real Estate Funds Leader, KPMG LLP

1 Cushman & Wakefield, Chinese Outbound Investment Jumps to a Record High of USD$21.37 Billion in 2015, March 30, 2016, http://
www.businesswire.com/news/home/20160330005489/en/Chinese-Outbound-Investment-Jumps-Record-High-US21.37. Real Capital

Analytics
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1 Cushman & Wakefield, E2015F3FIMEE X BIL RHI213.712% 7T, 2016538308
http://www.businesswire.com/news/home/20160330005489/en/Chinese-Outbound-Investment-Jumps-Record-High-US21.37.
Real Capital Analytics
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Chinese developers focused on
development assets, and by 2015
they took the lead on ground-up
development projects without the

aid of U.S.-domiciled joint venture
partners. On the other hand, Chinese
individuals have been focusing

on office building, residential
(multifamily), hotel, industrial, and
retail assets, while institutions turned
their attention to operating assets.
As a result of the Chinese Insurance
Regulatory Commission encouraging
Chinese insurance companies to
increase overseas investments,
Chinese insurance companies
invested directly in U.S. mature
commercial properties and office
buildings with stable income. Office
remains the most popular asset class,
accounting for 40 percent of total
Chinese outbound capital in 2015, but
the KPMG 2016 Real Estate Outlook
Survey result indicates there are still
quality properties in play; at the same
time, it is getting significantly harder
to attain sufficient returns.

Chinese insurance companies are
permitted to invest up to 15 percent
of its assets overseas but Chinese
insurers currently invest just

1 percent of their assets overseas.
This suggests there is still significant
potential for Chinese insurers to
increase their overseas investments.
As Chinese insurers’ overseas real
estate holdings are expected to grow
to nearly 5 percent by 2019, which is
equivalent to an additional investment
of USD73 billion,? we expect the
United States to receive a significant
portion of that additional investment.
Discussions with Chinese investors
indicate the next wave of Chinese
investments to the United States to
focus on senior care communities
(e.g., assisted living, independent

living, skilled nursing, or acute care).
China’s former One Child Policy and
the increase in the country’s aging
population have led to the increasing
need to develop the know-how

in running successful senior care
communities, such as assisted living,
independent living, skilled nursing,
and acute care. Chinese investors
are increasingly partnering with U.S.
senior care providers to develop the
understanding and skill sets necessary
to build Western-style senior care
communities in China; one example
of this coming trend is Union Life, a
Chinese insurance company, which
acquired six U.S. healthcare facilities
in a joint venture with Summit
Healthcare REIT in 2015.8

In addition, approval of the Qualified
Domestic Individual Investor program
(QDI2) in October 2015 by China’s
State Council further offers an
unprecedented channel for China’s
middle-class and high-net-worth
individuals (HNWI) to invest overseas
and promises to be a significant step
in the liberalization of China's financial
sector and capital account. The QDII2
initiative complements China’s
commitment to allow foreign-owned
investment managers to access the
Chinese high-net-worth market.

According to Bain & Company’s China
Private Wealth Report, nearly half

of surveyed Chinese HNWIs have
individual investable assets in excess
of RMB10 million (approximately
USD1.6 million) and have plans to
increase their overseas investment

in the next year or two. HNW!Is are
entrusting an increasing “share of
wallet”"—or a percentage of their
investable assets—to private banks or
other high-end wealth management
institutions. The report indicates

2 Cushman & Wakefield, USD73bn Investment bonanza by 2019, Chinese Insurance Outbound Capital,

November 24, 2015

3 Summit Healthcare REIT, Inc. Announces Joint Venture, May 1, 2015, http://www.prnewswire.com/news-
releases/summit-healthcare-reit-inc-announces-joint-venture-300075978.html
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HNWIs are putting 65 percent of their
investable assets in the hands of third
parties compared to 25 percent, on
average, in 2009.# Industry observers
remain confident that the QDII2
scheme'’s implementation will see
real estate emerge as the popular
asset class for investors compared to
(1) shares, bonds, funds, insurance
products, foreign exchange, and
derivative products, and (2) greenfield
and joint venture projects.?

Wealthy Chinese individuals also
accessed the EB-5 program, a

U.S. program that permits foreign
investors to obtain a green card by
investing in development projects
that produce U.S. jobs. The program
was used in many cases to help fuel
development as the United States
came out of the Great Recession. The
EB-5 program has funded multiple
luxury condominium towers and
high-profile projects such as Hudson
Yards in Manhattan. Chinese investors
are also being approached to fund
projects including the redevelopment
of the former Macy's headquarters in
Brooklyn, New York; 1 and 3 Gotham
Center in Long Island City, New
York;® the Brooklyn Heights Library
redevelopment in Brooklyn, New
York;” the latest phase of 2 World
Trade Center in Manhattan, New
York;® and Hunters Point Shipyard in
San Francisco.®

We have also observed large Chinese
real estate companies beginning to
develop an international real estate
fund model to facilitate institutional
and high-net-worth investments,
using expertise gained over the

past five years in owning, operating,
developing U.S. real estate, and
indirectly investing through funds that
are passive investors and vertically
integrated fund managers.

Much of the investment activity

by non-U.S. investors in U.S. real
estate has 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, in
certain circumstances, the Chinese
influence in the United States is felt
beyond the gateway cities with China
Life Insurance Co. Ltd and Ping An
Insurance Group Co. of China Ltd
partnering with Tishman Speyer
Properties to redevelop Boston Pier
4 in Boston, Massachusetts, while
Beijing-based Zhang Long’s Lelege
USA is developing Long Lake, a 108-
acre development with mini-mansions
at the former Canyon Lake Ranch
northwest of Dallas.”

4 Bain & Company, China’s population of high net worth individuals swelled to more than one million in 2014,
doubling from just four years ago, May 26, 2015, _http://www.bain.com/about/press/press-releases/2015-china-
private-wealth-report-press-release.aspx._Used with permission from Bain & Company.

5 KPMG Global China Practice, China Outlook 2015, http://www.kpmg.com/CN/en/IssuesAndInsights/
ArticlesPublications/Documents/China-Outlook-2015-201501-v1.pdf

6 The Real Deal, Tishman Speyer looking to raise EB-5 capital for Macy's redevelopment plan, March 29, 2016,
http://therealdeal.com/2016/03/29/tishman-speyer-looking-to-raise-eb-5-capital-for-macys-redevelopment-plan/

7 The Real Deal, Hudson looks to raise $110M from EB-5 investors for Brooklyn library project, March 25, 2016,
http://therealdeal.com/2016/03/25/hudson-looks-to-raise-110m-from-eb-5-investors-for-brooklyn-library-project/

8 The Real Deal, Silverstein seeks $500M in EB-5 funding for 2 WTC, November 4, 2015, http://therealdeal.
com/2015/11/04/silverstein-seeks-500m-in-eb-5-funding-for-2-wtc/

9 San Francisco Business Times, Who's paying for $8 billion Shipyard? So far, wealthy foreigners. Soon, Wall
Street, July 13, 2015 http://www.bizjournals.com/sanfrancisco/blog/real-estate/2015/07/hunters-point-shipyard-

lennar-foreign-investor-eb5.html?s=print

10 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

11 The Real Deal, Chinese buyers moving beyond “gateway” cities, November 30, 2015, http://therealdeal.
com/2015/11/30/chinese-buyers-moving-beyond-gateway-cities/
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6 The Real Deal, Bl 1&E&ERE, EB-SIBEERITHI, 2016538298, http://therealdeal.com/2016/03/29/
tishman-speyer-looking-to-raise-eb-5-capital-for-macys-redevelopment-plan/

7 The Real Deal, M41EFHBEL. 2%, HERMEBIEER-SME, 20165F3H825H, http://therealdeal.
com/2016/03/25/hudson-looks-to-raise-110m-from-eb-5-investors-for-brooklyn-library-project/

8 The Real Deal, SilversteinZF Kttt BBH025# seeks $500M in EB-5 funding for 2 WTC, 20154 1184H,
http://therealdeal.com/2015/11/04/silverstein-seeks-500m-in-eb-5-funding-for-2-wtc/
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foreign-investor-eb5.html?s=print

10 BiBHIRE, PEAE, PEFR, I THMZETHTTMASHEAINE, 201564888, http://www.
reuters.com/article/us-china-life-insur-ping-an-ins-usa-prop-idUSKBNOMZ0VD20150408

11 The Real Deal, Chinese buyers moving beyond “gateway” cities, November 30, 2015,
http://therealdeal.com/2015/11/30/chinese-buyers-moving-beyond-gateway-cities/
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Recent notable deals since October 2015 include:

Market Property name Asset type Investor Date Transaction information
New York 615 10th Avenue' Development — | Xinyuan Real November | USD60 million acquisition of
Retail/ Estate 2015 development site
Residential
New York 16 and 8-14 Nevins Development — | China Vanke November | USD48 million acquisition of
(Downtown | Street' Residential 2015 development site with Adam
Brooklyn) America Real Estate and Slate
Property Group
New York 565 Broome Street' Condominium | Cindat and Bank | January Cindat (USD135 million equity
of China 2016 interest), Bank of China
(USD320 million construction
loan) development project
with Bizzi & Partners
Development
San Jose Midpoint at 237 Land/Office Gemdale Corp. | February Undisclosed price — project
2016 with Lincoln Property Co.
New York 45 Rivington Street'® Development — | China Vanke February USD116 million acquisition of
Residential 2016 development site with Adam
America Real Estate and Slate
Property Group
New York Seven limited service Hotel Cindat Capital February USD571.4 million (or
hotels in Times Square, Management 2016 USD526,000 per key)
Chelsea, Herald Square,
and the Financial
District operating
under the Holiday Inn,
Hampton Inn, and
Candlewood Suites
brands’’
New York 850 Third Avenue'® Office HNA Property March USD463 million acquisition
Holdings 2016 with MHP Real Estate
Services
New York Strategic Hotels™ Hospitality Anbang March USDG6.5 billion
Insurance 2016
Group
New York Park Lane Hotel?® Hotel Greenland April 2016 | Undisclosed price — 41 percent
Holdings Group stake in project to redevelop
property

12 The Real Deal, Xinyuan to Make Manhattan debut with Hell’s Kitchen condo project: sources, November 4, 2015, http://therealdeal.
com/2015/11/04/xinyuan-to-make-manhattan-debut-with-hells-kitchen-condo-project/

13 The Real Deal, China Vanke joins 33-sotry DoBro condo project, November 4, 2015, http://therealdeal.com/2015/11/04/china-vanke-joins-
adam-america-slates-33-story-dobro-project/

14 The Real Deal, Bizzi, partners secure $450M in Chinese capital for SOHO condo, January 22, 2016, http://therealdeal.com/2016/01/22/bizzi-
partners-secure-450m-in-chinese-capital-for-soho-condo/

15 Silicon Valley Business Journal, Lincoln Property Co. and China’s Gemdale buy 21 acres in San Jose for office campus, February 5, 2016,
http://www .bizjournals.com/sanjose/news/2016/02/05/lincoln-property-co-and-chinas-gemdale-buy-21.html

16 The Real Deal, Vanke, Adam America and Slate pay $116M for LES dev site, February 29, 2016, http://therealdeal.com/2016/02/29/vanke-

adam-america-slate-pay-116m-for-les-dev-site/

17 The Real Deal, Hersha sells seven Manhattan hotels to China Cinda for $571M, February 4, 2016, http://therealdeal.com/2016/02/04/hersha-
sells-seven-manhattan-hotels-to-china-cinda-for-571m/

18 The Real Deal, Chinese conglomerate backs MHP's $463M deal for 850 Third, March 29, 2016, http://therealdeal.com/2016/03/29/chinese-
conglomerate-backs-mhps-463m-deal-for-850-third/

19 Reuters, China’s Anbang to acquire Strategic Hotels for $6.5 billion: source, March 12, 2016, http://www.reuters.com/article/us-strategic-
hotels-m-a-anbang-idUSKCNOWEOQYY

20 The Real Deal, Did a major Chinese investment just revive Witkoff's Park Lane condo plans?, April 28, 2016, http://therealdeal.
com/2016/04/28/did-a-major-chinese-investment-just-revive-witkoffs-park-lane-condo-plans/
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12 The Real Deal, EHMWEMMBEREAE, EXSHESBRT, 2015F1184H, http://therealdeal.com/2015/11/04/xinyuan-to-make-
manhattan-debut-with-hells-kitchen-condo-project/
13 The Real Deal, FHRIME33ZHDoBro A&+, 2015811840, http://therealdeal.com/2015/11/04/china-vanke-joins-adam-
america-slates-33-story-dobro-project/
14 The Real Deal, 4.5(ZFEZREHRN SOHO AF, 20165FE1H22H, http://therealdeal.com/2016/01/22/bizzi-partners-secure-450m-in-
chinese-capital-for-soho-condo/
15 BB EE, MEBEWERARMFENSHBFRBERAERMIZEMAERX, 201652850, http://www.bizjournals.com/
sanjose/news/2016/02/05/lincoln-property-co-and-chinas-gemdale-buy-21.html
16 The Real Deal, /3%, Adam America #Slatetif11.161237T, BXFMWEFAFAM, 2016528290, http://therealdeal.com/2016/02/29/
vanke-adam-america-slate-pay-116m-for-les-dev-site/

17 The Real Deal, Hershalh&TREMIVEELPEERE

hersha-sells-seven-manhattan-hotels-to-china-cinda-for-571m/

18 The Real Deal, &fn&\4.631ZETRMSIGTNE = KES50S, 20165E3H29H, http://therealdeal.com/2016/03/29/chinese-
conglomerate-backs-mhps-463m-deal-for-850-third/

19 Reuters, China’ s Anbang to acquire Strategic Hotels for $6.5 billion Bi513RkiE, PERFR65ZETHRMEHEIERL, 201653812

, EBM5.7T1Z%ET, 201652H4H, http://therealdeal.com/2016/02/04/

H, http://www.reuters.com/article/us-strategic-hotels-m-a-anbang-idUSKCNOWEOQYY

20 The Real Deal, REFENEERZZIRWitkoff WIATABIME? , 20165£4828H, http://therealdeal.com/2016/04/28/did-a-major-
chinese-investment-just-revive-witkoffs-park-lane-condo-plans/
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U.S. office market: Open for
business

Continued growth in the overall U.S.
economy and low interest rates
worldwide will likely support at least
two more solid years for American
real estate. KPMG LLP (KPMG)
expects the U.S. economy to grow
between 2 percent and 3.4 percent
in the remaining quarters of 2016
and through 2017. Solid job growth,
along with better wage gains, will
support the consumer sector and
residential real estate. That spending
will offset the drag coming from the
global slowdown which is widening
the U.S. trade deficit and dampening
manufacturing growth.

Solid job growth also supports a
positive outlook for commercial

office space. Since most of the U.S.
economy is service-related, expanding
businesses will likely need more
office space to house their workers.
Professional and business service
employment grew 2.7 percent in the
year ended in May 2016, faster than
the 1.7 percent growth for all nonfarm
jobs.?! Continued strength in the
technology sector is also expected to
lift demand for office space, although
the focus in that sector remains
largely regional, with California and
New York benefitting the most.?2

Interest rates should remain low
The outlook for low interest rates
will help finance both the purchase
of existing office buildings and
construction of new space. KPMG
expects the Federal Reserve will
increase its policy rate only once

in 2016 as concerns about global
growth present legitimate potential
headwinds to U.S. liquidity conditions
and while the international sector
remains hampered by a still-strong
dollar. KPMG expects rates at the

longer end of the U.S. yield curve

will be held down due to “negative
interest rate policies (NIRP)” being
pursued by the European Central Bank
and the Bank of Japan.

Low rates for the next few years
mean more institutional investors

will look at real estate assets as a

way to obtain yield. Given the stable
outlook for the U.S. economy, many
foreign investors have increased

their purchases of real estate here.

A survey of its members by the
Association of Foreign Investors in
Real Estate (AFIRE) found 64 percent
expect to increase investments in U.S.
real estate in 2016. No one planned

a major decline.?® For the second
consecutive year, New York outranked
London as the top global city for
foreign real estate investment.

Foreign investors have already been
major players in the U.S. office
market. Global investment in U.S.
office buildings reached a record
USD28.8 billion in 2015, according
to Real Capital Analytics.?* Canada
led the list with USD7.3 billion in
investments in U.S. office buildings,
followed by Qatar (USD3.5 billion) and
Germany (USD3.4 billion). According
to Bloomberg data, China’s spending
on U.S. office real estate totaled
USD1.6 billion in 2015.

Foreign investment in U.S. office
buildings is dominated by pension
funds, sovereign wealth funds,

and insurance companies that are
allocating away from fixed income.
At the time of this writing, more than
40 percent of the global bond market
(sovereign and corporate) achieves

a negative yield. Thus, Chinese
investors in U.S. real estate

21 KPMG Economics/Bureau of Labor Statistics—-Employment Situation May 2016 / Haver Analytics
22 "Office REITs Accept Risks Leasing to Growing Private Tech Firms,” Bloomberg Intelligence, December 21,

2015

23 2016 Foreign Investment Survey, Association of Foreign Investors in Real Estate, January 4, 2016

24 "Foreign Investors Boost U.S. Office Values,” Bloomberg Intelligence, March 2016
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will be competing with more global players
seeking fixed income proxies in prime real estate
properties.

Changes to a major real estate tax act also
makes U.S. real estate more attractive to some
foreign investors, specifically qualified foreign
pension funds. In December 2015, as part of

a government spending bill, the United States
eased its restrictions on the tax treatment of
some foreign investment in U.S. real estate.
The provision waived a tax that was imposed on
non-U.S. pension funds under the 1980 Foreign
Investment in Real Property Tax Act (FIRPTA).
While not all investors can take advantage of
the new legislation, it will likely increase capital
flowing into the REIT sector.

Investors should look beyond major cities for
higher yields

Foreign investors have concentrated in the
United States’ “gateway"” cities as they are
considered the most liquid markets. But high
prices and lower yields in those metro areas,
along with the expected increase in demand
thanks to the FIRPTA change, suggest investors

U.S. core product CBD cap rates

Seattle
4.50-5.50%

Portland
5.00-6.50%

Sacramento
5.75-6.50%

San Francisco
3.00-4.00%

East Bay
6.50-7.50%

Los Angeles
5.00-6.00%

San Diego
6.00-7.00%

Phoenix
7.00-7.50%

4.00-5.00%
5.00-6.00%
6.00-7.00%
7.00-8.00%
8.00-9.00%
9.00+

LUEH]
4.50-5.25%

Source: JLL Research

Source: JLL United States Investment Outlook Q4 2015

. Kansas City
7.00-8.00%
™>

DEIER]
5.00-7.00%

6.00-6.50%

should cast a wider net when it comes to
deciding where to spend their money in the
United States.

More than half of all inbound investment has
been spent in only four cities: New York,
Washington, DC, Boston, and Seattle.?® This
type of market concentration is likely to continue
in 2016 since the AFIRE survey found investors
most interested in looking at 2016 deals in

New York, Los Angeles, San Francisco, and
Washington, DC where cap rates are among the
lowest in the nation.

The heavy demand for office buildings, especially
“trophy assets”, has pushed up prices and
lowered cap rates and that trend should continue
into 2016. The price per square foot for trophy
assets jumped a whopping 32 percent in 2015
over 2014.26 This has been somewhat supported
by rising rents paid for Class A buildings in

major central business districts (CBDs). But,

with prices up more than rent rates, cap rates
have come under pressure, especially in primary
markets San Francisco and Los Angeles.?”

' Boston
4.00-5.00%
N

A

Minneapolis WI
6.00-7.00%

Detroit

9.50-10.50% ) Pittsburgh

8.00-9.00%

Philadelphia
¥ 6.00-7.50%

 —

8.50-9.50% Columbus ﬂ

(— 8.00-9.00% ashington, DG
‘ ——I 4.00-6.00%
C nati

m:s).so% w

Charlotte
6.25-7.50%
Atlanta
W 5.00-6.00%
C A

Tampa
5.75-7.00%

Indianapolis

Raleigh
6.50 SC-7.50%

Orlando

5.50-7.00%
Houston

Miami
4.50-6.00%

25 JLL Research, Investment Outlook Q4 2015
26 Ibid.
27 Ibid.
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U.S. core product suburban cap rates

Seattle
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o
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o  {
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. Raleigh
San Diego Phoenix 7.00-8.00%
o
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&
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Houston
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Tampa
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Miami

8.00-9.00%
5.75-7.00%

Austin
5.00-6.00%

9.00+

Source: JLL Research

Source: JLL United States Investment Outlook Q4 2015

Meanwhile, cap rates for smaller cities remain Job growth metrics suggest demand for office
strong, bolstering the case for diversification for space will grow among metro areas outside of
foreign investors. the top cities, but investors should take care to

understand the dynamics of individual markets.
Some cities, such as Detroit and Pittsburgh,
have attractive cap rates but little prospects for
solid job growth, while some larger cities, such
as San Francisco, have strong jobs growth but
corresponding low cap rates; as a result, the
upside potential may be limited. Investors will do
well to look for the “sweet spots” in the office
As reported by JLL Research, creative market; that is, midsized cities that have seen
businesses, including start-ups, have shown a annualized job growth between 2.8 percent to
preference for “architecturally unique” Class B 4.5 percent over the past two years?® which
office space that has been renovated to allow for also exhibit cap rates between 5.0 percent and
new technology. This has resulted in a narrowing  7.25 percent.

in the rents for Class B space versus Class A in

certain metro areas.

Another reason foreign investors may want to
consider looking at deals outside of Class A
buildings in major CBDs is shifting preferences
among U.S. firms and employees. Lower
costs of living and a desire to live in smaller
metropolitan areas are behind the stronger job
growth in midsized U.S. cities.

‘ ‘ Potential U.S. joint venture partners are putting an increasing focus on a foreign
investor’s ability to close a deal quickly, and a track record of actually doing so.
Those that are able to demonstrate this capability will differentiate themselves in
the marketp/ace.’ ,

Jennifer Anderson, Tax Partner, U.S. - China Real Estate Initiative, KPMG LLP

28 KPMG Economics/U.S. Bureau of Labor Statistics/Haver Analytics
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Finding the "Sweet Spot"
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Source: Jones Lang LaSalle for cap rates; KPMG Economics/US Bureau of Labor Statistics/Haver Analytics for jobs growth

Generational preferences also look positive for
office demand among midsized and smaller
cities. From a combination of urbanization, price
or “cool factor”, Millennials—the large cohort of
adults aged 25-34 years—show a preference to
live and work in smaller urban areas. In a recent
survey, Millennials were asked to name the city
they expect to live in or move to in 2016. Among
the top 10 cities named, only three—Atlanta,
Boston, and Seattle—overlapped with the top 10
choices of inbound investors for office space.?
While Atlanta falls within the “sweet spot”
KPMG has described, investors should also
consider cities such as Denver and Charlotte that
have both attractive cap rates and likely growing
demand from employers and employees alike.

U.S. real estate looks set to continue showing
strong if not record-setting growth over the next
two years. Underpinning this growth is a solid
domestic economy, low interest rates worldwide,
and increasing demand from both U.S. and global
investors seeking yield. The best returns are likely
to be found in Class B space that is upgraded

or in midtier and smaller cities that are seeing
population and jobs growth. For Chinese investors
that have traditionally kept to only a handful of
cities, now may be the time to expand their
geographic footprint within the United States.

We hope you find this publication of value as
you consider your real estate investments in the
United States.

29 Realtor.com, “Where's Hot—and Where's Not—for Home-Buying Millennials in 2016.",http://www.realtor.com/news/trends/where-the-

millennials-move-to-in-2016/
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The following provides a market outlook for each asset type—commercial
(office, retail, industrial), residential (multifamily), hospitality (hotel)—for the
New York, Los Angeles, San Francisco, Washington, DC, Chicago, and Dallas
markets for Q4 2015 to Q1 2016 activities.

New York real estate
market

Office — The New York City office
market ended the first quarter of 2016
with a vacancy rate of 7.8 percent.
Vacancy was up over the previous
quarter, with negative net absorption
of 1,188,504 square feet (sf) in

the first quarter. The largest lease
signings occurring in 2016 included the
900,027sf lease signed by McGraw
Hill Financial, Inc. at 55 Water Street
in the Downtown submarket; the
211,400sf deal signed by Citadel
Investment Group at 425 Park Avenue
in the Midtown submarket; and the
210,496sf lease signed by Salesforce.
com, Inc. at Three Bryant Park in the
Midtown submarket. The largest
projects underway at the end of the
first quarter of 2016 were 3 World
Trade Center, a 2,861,402sf building
with 37 percent of its space preleased,
and 30 Hudson Yards, a 2,600,000sf
facility that is 100 percent preleased.®°

Retail — The New York City retail
market did not experience much
change in market conditions in the
first quarter of 2016. The vacancy
rate went from 3.3 percent in the
previous quarter to 3.2 percent in
the current quarter. The largest lease
signings occurring in 2016 included
the 36,900sf deal signed by Frames

Bowling Lounge at Port Authority
Bus Terminal; the 28,000sf renewal
signed by Equinox Fitness at 1633
Broadway; and the 14,189sf lease
signed by Equinox Fitness at 0 Bond
Street. Retail net absorption was
basically flat in New York City in the
first quarter of 2016, with negative net
absorption of 25,412sf in the quarter.
Average quoted asking rental rates in
the New York City retail market are
up over previous quarters but down
from their levels four quarters ago.
Quoted rents ended the first quarter
of 2016 at USD86.10 per sf per year.
During the first quarter of 2016, no
new space was completed in the New
York City retail market. There were
2,630,328sf of retail space under
construction at the end of the first
quarter of 2016.%

Industrial - The New York Outer
Boroughs Industrial market ended
first quarter 2016 with a vacancy

rate of 4.1 percent. The vacancy rate
was unchanged over the previous
quarter, with negative net absorption
of 68,075sf in the first quarter.
Vacant sublease space increased in
the quarter, ending the quarter at
361,643sf. Rental rates ended the
first quarter at USD17.39, an increase
over the previous quarter. There were
699,448sf still under construction at
the end of the quarter.®?

30 The CoStar Office Report First Quarter 2016 New York City Office Market ©CoStar Group, Inc.
31 The CoStar Retail Report First Quarter 2016 New York City Retail Market ©CoStar Group, Inc.
32 The CoStar Industrial Report First Quarter 2016, The New York Outer Boroughs Industrial Market

©CoStar Group, Inc.
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Multifamily — According to Marcus & Millichap, the Hotel — The last 12 months have seen a 10 percent
anticipated delivery of more than 30,000 rental units in 2016  decrease in sales volume versus the prior year, totaling

will result in a 30-basis-point rise in the metro vacancy rate just under USDb billion. First quarter 2016 sales volume

to 2 percent. In 2015, vacancy rates declined 40 basis points  was USD515 million, compared to first quarter 2015 sales
as the pace of construction slowed. Robust net absorption volume totaling just under USD3.1 billion. The average
prompted a 4 percent lift in average effective rents to price per room for first quarter 2016 was USD521,427

more than USD4,000 per month in 2015, with all boroughs (versus USD147,319 nationally). Capitalization rates were
recording strong gains. While the pace of construction up roughly 10 basis points in the first quarter from the same
is anticipated to remain intense through 2016, Marcus & period a year ago, averaging 6.0 percent.

Millichap estimates average effective rents will nonetheless
rise 2.5 percent to USD4,123 per month.*

Office | NYC Metro Based on properties & portfolios ~USD2.5mil or greater
Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per sf (USD) Average cap rate (yield)
® Rolling 12-mo. Total ™ Quarterly Vol. —— NYC Metro == United States ——— NYC Metro United States
40,000 | 600 12%
35,000 1%
30,000 500 T 10%
! |
25,000 w0 = 9%
20,000 8%
' 300
15,000 7%
10,000 200 f=—1 6% E———
5,000 5%
, 100 4%
001 13 Q114 Q115 Q1'16 0 3%
Q113 Q114 Q115 Q116 Q13 Q14 Q115 Q116

. . Sale price
Property name Sale price (USD) Size (sf) (USD per sf) Sale date
63 Madison Avenue 570,000,000 797,377 715 Feb-16
Metropolitan Tower 165,380,654 245,500 674 Feb-16
80 South Street 390,000,000 106,213 3,672 Mar-16
Two Rector Street 225,000,000 440,000 511 Mar-16
Retail | NYC Metro Based on properties & portfolios ~USD2.5mil or greater
Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per sf (USD) Average cap rate (yield)
H Rolling 12-mo. Total ® Quarterly Vol. = NYC Metro United States —— NYC Metro United States
16,000 | 900 12%
14,000 800 1%
12,000 700 \\\ // f\\ 10%
10’000 600 \ / 90/0
8,000 500 1 8%
400 7% |
6,000 300 6%
4,000 200 5% ]
2,000 100 1%
0 0 3%
Q1’13 Q114 Q115  Q1'16 Q113 Q1“4 Q1“5 Q116 Q113 Q114 Q115 Q116

Charts courtesy of Real Capital Analytics. Used with permission.

33 Marcus & Millichap, Multifamily Research Market Report — New York City Metro Area, First Quarter 2016.
34 RCA Trends & Trade, Manhattan Hotels as of April 11, 2016 ©Real Capital Analytics Inc.
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Property name

Sale price (USD)

Size (sf)

Sale price
(USD per sf)

Sale date

202 E 77th Street
386 3rd Avenue

414 W
406 W

Broadway (Retail Condo)
13th St

130 E 12th St

275 Bleecker Street
216 Bowery

516 8th Avenue

Industrial | NYC Metro

Sales Transaction Volume

7,000
6,000
5,000
4,000
3,000
2,000
1,000

0

Sales (millions USD)

B Rolling 12-mo. Total M Quarterly Vol.

Q113 Q114 Q115 Q116

Property name

17,500,000
12,000,000
8,500,000
4,000,000
5,000,000
11,000,000
13,000,000
25,000,000

6,130
8,295
2,900
2,364
4,770
4,519
4,600
7,500

2,855
1,447
2,931
1,692
1,048
2,434
2,826
3,333

Feb-16
Mar-16
Mar-16
Mar-16
Mar-16
Mar-16
Mar-16
Mar-16

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

Pricing Analysis

Average price per sf (USD)

—— NYC Metro United States
160
140 ~—
120 / —\‘ L
100
80 -
_/
60
40
20
0
Q113 Q114 Q115 Q116

Sale price (USD)

Size (sf)

12%
1%
10%
9%
8%
7%
6%
5%
4%
3%

Average cap rate (yield)

—— NYC Metro

United States

Q113 Q114

Sale price

Q115

Q116

Sale date

199 Starr Street (Brooklyn)

26 N 1
550 W

2th Street (Brooklyn)
37th Street

Apartment | NYC Metro
Sales Transaction Volume

30,000
25,000
20,000
15,000
10,000
5,000
0

Sales (millions USD)

M Rolling 12-mo. Total W Quarterly Vol.

Q113 Q114 Q115 Q1'16

10,500,000
53,000,000
44,000,000

20,000
59,405
9,000

(USD per sf)
525
892
4,889

Mar-16
Mar-16
Mar-16

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

Pricing Analysis

Average price per unit (USD)

—— NYC Metro United States
400,000
350,000 -
300,000 ,4/
250,000 _//
200,000
150,000 =
100,000 | ————]
50,000
0
Q113 Q1’14 Q115 Q1'16

Charts courtesy of Real Capital Analytics. Used with permission.
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202 E 77th Street 17,500,000 6,130 2,855 2016F2H
386 3rd Avenue 12,000,000 8,295 1,447 2016E3H
414 W Broadway (Retail Condo) 8,500,000 2,900 2,931 2016%3H
406 W 13th St 4,000,000 2,364 1,692 2016E3H
130 E 12th St 5,000,000 4,770 1,048 20164E3H
275 Bleecker Street 11,000,000 4,519 2,434 2016E3H
216 Bowery 13,000,000 4,600 2,826 20164E3H
516 8th Avenue 25,000,000 7,500 3,333 2016E3H
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199 Starr Street (Brooklyn) 10,500,000 20,000 525 2016%3H

26 N 12th Street (Brooklyn) 53,000,000 59,405 892 2016FE3H

550 W 37th Street 44,000,000 9,000 4,889 20164F3H
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Sale price

Property name Sale price (USD) No. of units per unit (USD) Sale date
Regency South 180,000,000 186 967,742 Mar-16
The Buchanan 270,000,000 289 934,256 Mar-16
320 East 22nd Street 87,500,000 94 930,851 Mar-16
Eastwood Towers 130,000,000 144 902,778 Mar-16
248 N 8th Street (Brooklyn) 125,000,000 169 739,645 Mar-16
Mohawk Apartments (Brooklyn) 56,500,000 86 656,977 Mar-16
Luna (Queens) 70,000,000 124 564,516 Mar-16
1059 Union Street (Brooklyn) 17,850,000 32 557,813 Mar-16
Beaumont 33,310,838 64 520,482 Mar-16
Hotel | NYC Metro Based on properties & portfolios ~USD2.5mil or greater

Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per unit (USD) Average cap rate (yield)
m Rolling 12-mo. Total ™ Quarterly Vol. ——— NYC Metro United States ——— NYC Metro United States
9,000 600,000 12%
- N
6,000 400,000 ==\ / 9%
°.000 300,000 \ / 8% —
4,000 ' \N 7% — - 7
3,000 200,000 6%
2,000 — = 5%
1,000 100,000 2%
0 0 3%
Qs @raa Qs Q16 Q113 Q1’14 Q115 Q1’16 Q113 Q114 Q115 Q116

Property name Sale price (USD) No. of keys peff(':yp([',"sem Sale date
JW Marriott Essex House 707,008,247 518 1,364,881 Dec-15
Doubletree Guest Suites Times 540,000,000 468 1,153,846 Dec-15
Square Hotel
Jade Hotel 78,000,000 113 690,265 Jan-16
Strand Hotel 105,000,000 176 596,591 Jan-16
The Gracie Inn Hotel 6,450,000 13 496,154 Feb-16
Best Western Plus Seaport Inn 38,300,000 72 531,944 Feb-16
Wyndham Garden 60,000,000 124 483,871 Feb-16
Sheraton Tribeca New York 158,000,000 369 428,184 Mar-16
Hotel

Charts courtesy of Real Capital Analytics. Used with permission.
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Regency South 180,000,000 186 967,742 2016%3H
The Buchanan 270,000,000 289 934,256 20165 3H
320 East 22nd Street 87,500,000 94 930,851 2016534
Eastwood Towers 130,000,000 144 902,778 2016FE3H
248 N 8th Street (Brooklyn) 125,000,000 169 739,645 2016%3H
Mohawk Apartments (Brooklyn) 56,500,000 86 656,977 201653H
Luna (Queens) 70,000,000 124 564,516 2016%3H
1059 Union Street (Brooklyn) 17,850,000 32 557,813 201653H
Beaumont 33,310,838 64 520,482 2016534
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JW Marriott Essex House 707,008,247 518 1,364,881 20155128
Doubletree Guest Suites 540,000,000 468 1,153,846 20155128
Times Square Hotel
Jade Hotel 78,000,000 113 690,265 20165 1H
Strand Hotel 105,000,000 176 596,591 2016%1H
The Gracie Inn Hotel 6,450,000 13 496,154 20165FE2H
Best Western Plus Seaport Inn 38,300,000 72 531,944 201652H
Wyndham Garden 60,000,000 124 483,871 2016521
Sher?ton Tribeca New York 158,000,000 369 428,184 201653H
Hote
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Los Angeles real
estate market

Office — The Los Angeles office market
ended the first quarter of 2016 with

a vacancy rate of 10.9 percent. The
vacancy rate was slightly down over
the previous quarter, with positive net
absorption of 811,328sf in the first
quarter. The largest lease signings
occurring in 2016 included the 123,221sf
lease signed by Netflix at Sunset
Bronson Studios — Icon in the Mid-
Wilshire submarket; the 108,259sf

deal signed by International Creative
Management, Inc. at Constellation Place
in the West Los Angeles submarket;
and the 75,214sf lease signed by

Clear Channel Communications, Inc.

at Pinnacle | in the Burbank/Glendale/
Pasadena submarket. The largest
projects underway at the end of first
quarter 2016 were Los Angeles Federal
Courthouse, a 600,000sf building with
100 percent of its space preleased,

and Office Plaza at Wilshire Grand, a
356,141sf facility that is speculative.®®

Retail — The Los Angeles retail market
did not experience much change in
market conditions in the first quarter

of 2016. The vacancy rate went from
4.6 percent in the previous quarter to
4.5 percent in the current quarter. The
largest lease signings occurring in 2016
included the 45,100sf lease signed

by Antelope Valley College at 2301 E
Palmdale Boulevard; the 45,000sf deal
signed by LA Fitness at 29431 Agoura
Road; and the 40,518sf lease signed
by Stater Bros. at 670 E. Los Angeles
Avenue. Retail net absorption was
slightly positive in Los Angeles in the
first quarter of 2016, with positive net
absorption of 683,466sf. Average quoted
asking rental rates in the Los Angeles
retail market are up over previous
quarters and up from their levels four

quarters ago. Quoted rents ended the
first quarter of 2016 at USD27.51 per sf
per year. During the first quarter of 2016,
18 buildings totaling 178,052sf were
completed in the Los Angeles retail
market. There were 1,974,494sf of retall
space under construction at the end of
the first quarter of 2016.%¢

Industrial — The Los Angeles Industrial
market ended the first quarter of 2016
with a vacancy rate of 2.5 percent. The
vacancy rate was up over the previous
quarter, with negative net absorption
of 2,065,754sf in the first quarter.
Vacant sublease space increased in
the quarter, ending the quarter at
1,815,5638sf. Rental rates ended the
first quarter at USD9.17 per sf, an
increase over the previous quarter. A
total of nine buildings were delivered
to the market in the quarter, totaling
691,045sf, with 3,790,267sf still under
construction at the end of the quarter.®

Multifamily — Marcus & Millichap
reports that a slower pace of
construction, coupled with robust
net absorption, fostered a 20-basis-
point drop in the county vacancy rate
to 3 percent as of yearend 2015.
Marcus & Millichap reports that aside
from downtown Los Angeles, which
recorded the highest supply growth,
the vast majority of submarkets
recorded occupancy gains. Marcus

& Millichap forecasts that a multi-
decade high in apartment construction
will foster a 40-basis-point rise in the
metro vacancy rate to 3.4 percent

in 2016. Robust demand for rentals
provided a 6.1 percent lift in average
effective rents to USD1,892 per
month metro-wide in 2015. Marcus &
Millichap forecasts average effective
rent increases slowing to 3.7 percent
to USD1,962 per month in 2016 as
deliveries outpace demand growth.®

35 The CoStar Office Report, First Quarter 2016 Los Angeles Office Market©CoStar Group, Inc.
36 The CoStar Retail Report, First Quarter 2016 Los Angeles Retail Market ©CoStar Group, Inc.
37 The CoStar Industrial Report, First Quarter 2016 Los Angeles Industrial Market ©CoStar Group, Inc.
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Hotel — The rolling 12 months have seen a 3 percent
decrease in sales volume versus the prior year, totaling
just under USD3 billion. First quarter 2016 sales volume
was USD204 million, compared to first quarter 2015
sales volume totaling USD989 million. The average price

Office | LA Metro

Sales Transaction Volume

per room for first quarter 2016 was USD184,515 (versus
USD147,319 nationally). Capitalization rates were up
roughly 46 basis points in the first quarter from the same
period a year ago, averaging 7.7 percent.®

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

Pricing Analysis

Sales (millions USD)

Average price per sf (USD)

Average cap rate (yield)

B Rolling 12-mo. Total m Quarterly Vol. —— LA Metro ——— United States —— LA Metro ——— United States
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200 8%
8,000
6,000 150 [ S ——
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2,000 50 4%
0 0 3%
Q113 Q114 Q1115 Q116 Q113 Q114 Q115  Q1'16 Q113 Q114 Q115 Q116
. . Sale price
Property name Sale price (USD) Size (sf) per sf (USD) Sale date
10960 Wilshire Blvd 476,500,000 576,018 827 Feb-16
Oppenheimer Tower 433,500,000 534,047 812 Feb-16
The Tower 168,000,000 207,000 812 Feb-16
Westwood Center 271,000,000 334,000 811 Feb-16
CNN Building 127,000,000 198,000 641 Feb-16
Pasadena Towers | &l 256,000,000 439,650 582 Mar-16

Retail | LA Metro

Sales Transaction Volume
Sales (millions USD)

Average price per sf (USD)

Based on properties & portfolios ~USD2.5mil or greater
Pricing Analysis
Average cap rate (yield)

W Rolling 12-mo. Total ® Quarterly Vol. — A Metro —— United States — A Metro United States
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Charts courtesy of Real Capital Analytics. Used with permission.

38 Marcus & Millichap, Multifamily Research Market Report — Los Angeles County, First Quarter 2016.
39 RCA Trends & Trade, LA Metro Hotels as of April 11, 2016 ©Real Capital Analytics Inc.
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Sale price

per sf (USD) Sale date

Property name

Sale price (USD)

Size (sf)

Village Glen Plaza 40,500,000 71,606 566 Feb-16
Fred Segal Building 43,000,000 28,747 1,496 Mar-16
Pasadena & Valley Union Building 5,880,000 5,225 1,125 Mar-16
Antiguarius Antique & Jewelry Mall 20,876,000 19,610 1,065 Mar-16
Brookhurst & Adams 18,556,000 24,016 773 Mar-16
Walgreens 9,660,000 14,380 672 Mar-16
Wells Fargo 11,000,000 19,067 577 Mar-16

Industrial | LA Metro

Sales Transaction Volume
Sales (millions USD)

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

Pricing Analysis

Average price per sf (USD)

Average cap rate (yield)

H Rolling 12-mo. Total ™ Quarterly Vol.

— LA Metro

United States

= LA Metro

United States
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Sale price

Property name Sale price (USD) per sf (USD) Sale date
Walmart Distribution Center 105,000,000 507,000 207 Feb-16
1205 Colorado Avenue 19,500,000 19,940 978 Feb-16
2001 East Dyer Road 55,000,000 363,000 152 Mar-16
Corona Dolphin 18,895,500 210,044 90 Mar-16
15025 Proctor Avenue 18,709,000 128,500 146 Mar-16
Telepictures Productions 15,375,000 56,457 272 Mar-16
1727 Buena Vista St 13,940,000 49,486 282 Mar-16
Irvine Industrial Complex 11,801,000 80,892 146 Mar-16
15500 S Avalon Blvd 10,794,000 62,630 172 Mar-16
1565 Eastwood Court 7,250,000 40,000 181 Mar-16
Vishay Americas 6,109,000 53,770 114 Mar-16
1862 E 55th St 5,550,000 48,234 115 Mar-16

Charts courtesy of Real Capital Analytics. Used with permission.
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Village Glen Plaza 40,500,000 71,606 566 2016%2H
Fred Segal Building 43,000,000 28,747 1,496 20165 3H
Pasadena & Valley Union Building 5,880,000 5,225 1,125 2016%3H
Antiquarius Antique & Jewelry Mall 20,876,000 19,610 1,065 201643H
Brookhurst & Adams 18,556,000 24,016 773 2016%3H
Walgreens 9,660,000 14,380 672 201653H
Wells Fargo 11,000,000 19,067 577 2016%3H
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Walmart Distribution Center 105,000,000 507,000 207 2016521
1205 Colorado Avenue 19,500,000 19,940 978 201652H
2001 East Dyer Road 55,000,000 363,000 152 20165 3H
Corona Dolphin 18,895,500 210,044 90 201653H
15025 Proctor Avenue 18,709,000 128,500 146 2016%FE3H
Telepictures Productions 15,375,000 56,457 272 201653H
1727 Buena Vista St 13,940,000 49,486 282 20165 3H
Irvine Industrial Complex 11,801,000 80,892 146 201653H
15500 S Avalon Blvd 10,794,000 62,630 172 20165 3H
1565 Eastwood Court 7,250,000 40,000 181 2016%3H
Vishay Americas 6,109,000 53,770 114 2016E3H
1862 E 55th St 5,550,000 48,234 115 201653H
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Apartment | LA Metro Based on properties & portfolios ~USD2.5mil or greater

Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per unit (USD) Average cap rate (yield)
B Rolling 12-mo. Total ® Quarterly Vol. = LA Metro United States ——— LA Metro United States
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. . Sales price
Property name Sales price (USD) No. of units per unit (USD) Sale date
Capri Apartments 36,550,000 330 110,758 Mar-16
Micropolitan at Urban Lights 27,100,000 45 602,222 Mar-16
Sierra Vista 26,500,000 166 159,639 Mar-16
Hotal | LA Metro Based on properties & portfolios ~USD2.5mil or greater
Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per unit (USD) Average cap rate (yield)
B Rolling 12-mo. Total ® Quarterly Vol. = LA Metro United States = LA Metro ——— United States
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. Sale price
Property name Sale price (USD) No. of keys per key (USD) Sale date
Loews Santa Monica Beach Hotel 442,624,549 342 1,294,224 Dec-15
Ritz Carlton Laguna Niguel 391,172,077 393 995,349 Dec-15
Montage Laguna Beach 248,837,199 250 995,349 Dec-15
Residence Inn Los Angeles Torrance/ 51,750,000 248 208,669 Dec-15
Redondo Beach
Pasadena Inn 14,500,000 67 216,418 Dec-15
Hyatt Valencia 50,967,000 244 208,881 Jan-16
Best Western Royal Palace 16,500,000 55 300,000 Jan-16
Hollywood Hills Hotel 38,500,000 43 895,349 Mar-16

Charts courtesy of Real Capital Analytics. Used with permission.

KkPMG!
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San Francisco real
estate market

Office — The San Francisco office
market ended the first quarter of 2016
with a vacancy rate of 6.8 percent.
The vacancy rate was down over the
previous quarter, with positive net
absorption of 887,196sf in the first
quarter. The largest lease signings
occurring in 2016 included the
404,109sf lease signed by Verily at
Alexandria Technology Campus in the
San Mateo North County submarket;
the 150,000sf deal signed by Airbnb
at 999 Brannan Street in the SF
Downtown South submarket; and the
110,874sf lease signed by GoPro, Inc.
at 3025 Clearview Way in the San
Mateo Central County submarket. The
largest projects underway at the end
of first quarter 2016 were Salesforce
Tower, a 1,420,081sf building with 58
percent of its space preleased, and
Park Tower at Transbay, a 751,500sf
facility that is O percent preleased.*®

Retail — The San Francisco retail
market did not experience much
change in market conditions in the
first quarter of 2016. The vacancy
rate went from 2.1 percent in the
previous quarter to 2.2 percent in
the current quarter. The largest lease
signings occurring in 2016 included
the 25,542sf lease signed by Ross
Dress for Less at 280 Metro Center;
the 12,057sf deal signed by Staples,
Inc. at 1700 Van Ness Avenue; and
the 11,000sf lease signed by Bedroom
Express at 426 El Camino Real. Retalil
net absorption was slightly negative
in San Francisco in the first quarter
of 2016 at (88,851) sf. Average
quoted asking rental rates in the

San Francisco retail market are up
over previous quarter levels and up
from their levels four quarters ago.

Quoted rents ended the first quarter
of 2016 at USD37.92 per sf per year.
During the first quarter of 2016, no
new space was completed in the
San Francisco retail market. There
were 356,786sf of retail space under
construction at the end of the first
quarter of 2016.4

Industrial — The San Francisco
industrial market ended the first
quarter of 2016 with a vacancy rate
of 2.7 percent. The vacancy rate was
down over the previous quarter, with
positive net absorption of 359,380sf
in the first quarter. Vacant sublease
space decreased in the quarter,
ending the quarter at 143,242sf.
Rental rates ended the first quarter
at USD19.22, an increase over the
previous quarter. A total of two
buildings were delivered to the market
in the quarter totaling 7,023sf, with
408,797sf still under construction at
the end of the quarter.*?

Multifamily — Marcus & Millichap
reports that the largest supply increase
in more than 16 years will prompt

a forecasted 20-basis-point rise in
vacancy to 3.6 percent in 2016. In
2015, vacancy remained unchanged
with performance highly dependent on
multiple submarkets. Soaring demand
for apartments is propelling average
effective rents up 6.7 percent over

the past 12 months to USD2,988

per month as of yearend 2015. This
growth follows the 12.7 percent
advancement recorded in 2014.
Marcus & Millichap predicts that in
2016, average effective rents will tack
on 6.3 percent to USD3,176 per month
as a lack of available housing continues
to propel local residents toward rentals.
However, Marcus & Millichap reports
high-end rentals are beginning to see
rent growth level off.*

40 The CoStar Office Report, First Quarter 2016 San Francisco Office Market ©CoStar Group, Inc.
41 The CoStar Retail Report, First Quarter 2016 San Francisco Retail Market ©CoStar Group, Inc.
42 The CoStar Industrial Report, First Quarter 2016 San Francisco Industrial Market ©CoStar Group, Inc.

43 Marcus & Millichap, Multifamily Research Market Report — San Francisco Metro Area, First Quarter 2016.
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Hotel — The rolling 12 months have seen a 44 percent nationally). Capitalization rates were up roughly 61 basis
increase in sales volume versus the prior year, totaling just  points in the first quarter from the same period a year ago,
under USD5 billion. The average price per room for the averaging 6.9 percent.*

first quarter 2016 was USD300,091 (versus USD147,319

Office | San Francisco Based on properties & portfolios ~USD2.5mil or greater
Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per sf (USD) Average cap rate (yield)
B Rolling 12-mo. Total M Quarterly Vol. = SF Metro ——— United States — SF Metro United States
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. . Sale price
Property name Sale price (USD) Size (sf) per sf (USD) Sale date
Bayhill Office Center 215,000,000 515,000 417 Jan-16
Gateway Business Park 203,871,581 284,000 718 Jan-16
530-550 Kearny 103,700,000 197,000 526 Jan-16
The Atrium 61,600,000 162,000 380 Jan-16
Kaiser Center 197,000,000 811,005 243 Feb-16
One & Three Harbor Dr 34,800,000 115,266 302 Feb-16
Fairfield Corporate Commons 29,678,000 228,000 130 Feb-16
Garaventa Park 28,198,000 204,000 138 Feb-16
DeVry University 26,200,000 184,000 142 Feb-16
Peninsula Professional Ctr 21,052,000 102,419 206 Feb-16
Central Park Plaza 68,750,000 300,954 228 Mar-16
Tully Business Center 30,150,000 167,086 180 Mar-16

Charts courtesy of Real Capital Analytics. Used with permission.

44 RCA Trends & Trade, San Francisco Hotels as of April 11, 2016 ©Real Capital Analytics Inc.

KkPMG!
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Bayhill Office Center 215,000,000 515,000 417 20165 1H
Gateway Business Park 203,871,581 284,000 718 2016%F1H
530-550 Kearny 103,700,000 197,000 526 2016FE1H
The Atrium 61,600,000 162,000 380 2016F1R8
Kaiser Center 197,000,000 811,005 243 201628
One & Three Harbor Dr 34,800,000 115,266 302 2016%2H
Fairfield Corporate Commons 29,678,000 228,000 130 2016%E2H
Garaventa Park 28,198,000 204,000 138 2016%2H
DeVry University 26,200,000 184,000 142 2016FE2H
Peninsula Professional Ctr 21,052,000 102,419 206 2016%2H
Central Park Plaza 68,750,000 300,954 228 2016E3H
Tully Business Center 30,150,000 167,086 180 2016%3H
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Retail | San Francisco Based on properties & portfolios ~USD2.5mil or greater

Sales Transaction Volume Pricing Analysis

Sales (millions USD) Average price per sf (USD) Average cap rate (yield)
B Rolling 12-mo. Total M Quarterly Vol. = SF Metro —— United States - SF Metro United States
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. . Sale price
Property name Sale price (USD) Size (sf) per sf (USD) Sale date
400 San Antonio Rd 19,100,889 16,040 1,191 Jan-16
111 West San Bruno Avenue 3,500,000 3,500,000 583 Jan-16
Vida Apts Retail Condo 7,595,000 14,235 534 Jan-16
9 Kearny 4,900,000 3,080 1,591 Feb-16
3023-3027 Fillmore Street 5,200,000 6,623 785 Feb-16
CVS/Pharmacy 10,350,000 15,789 656 Feb-16
Palo Alto Midtown Center 11,850,000 18,160 653 Feb-16
2525 Van Ness Avenue 5,750,000 9,980 576 Feb-16
Destination Art 4,000,000 5,400 741 Mar-16
Former Radio Shack 4,750,000 6,600 720 Mar-16
Lovely Bride 4,100,000 6,207 661 Mar-16
Industrial | San Francisco Based on properties & portfolios ~USD2.5mil or greater
Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per sf (USD) Average cap rate (yield)
B Rolling 12-mo. Total M Quarterly Vol. = SF Metro United States = SF Metro ——— United States
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Charts courtesy of Real Capital Analytics. Used with permission.
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Sale price

Property name Sale price (USD) Size (sf) per sf (USD) Sale date
750 Harrison 7,125,000 5,324 1,338 Feb-16
M-Cubed Global 11,500,000 27,000 426 Feb-16
San Carlos Technology Center 36,450,000 103,000 534 Feb-16
690 East Arques Avenue 20,650,000 65,520 315 Feb-16
47444 Kato Rd 43,000,000 147,485 292 Feb-16
1740 Folsom St 4,920,000 18,862 261 Feb-16
815 Cherry Ln 4,300,000 16,800 256 Feb-16
1284 Forgewood Ave 5,000,000 20,000 250 Feb-16
1255 Terra Bella Ave 9,203,500 17,980 512 Mar-16
1245 Terra Bella Ave 7,541,750 16,000 471 Mar-16
Apartment | San Francisco Based on properties & portfolios ~USD2.5mil or greater
Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per unit (USD) Average cap rate (yield)
B Rolling 12-mo. Total M Quarterly Vol. = SF Metro - United States = SF Metro United States
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Sale price

Property name Sale price (USD) No. of units per unit (USD) Sale date
Sequoia Glen 33,500,000 114 293,860 Feb-16
Harvest Park 30,500,000 104 293,269 Feb-16
Orchard Ridge 22,000,000 77 285,714 Feb-16
395 E Okeefe St 18,024,041 79 228,152 Feb-16
1779 Woodland Ave 12,320,231 54 228,152 Feb-16
Royal Oaks 14,601,755 64 228,152 Feb-16
West Park Apartments 50,877,990 223 228,152 Feb-16
Saratoga Plaza 7,250,000 26 278,846 Mar-16

Charts courtesy of Real Capital Analytics. Used with permission.
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Harvest Park 30,500,000 104 293,269 2016248
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395 E Okeefe St 18,024,041 79 228,152 201652H
1779 Woodland Ave 12,320,231 54 228,152 2016424
Royal Oaks 14,601,755 64 228,152 201652H
West Park Apartments 50,877,990 223 228,152 2016%2H
Saratoga Plaza 7,250,000 26 278,846 2016FE3H
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Hotal | San Francisco Based on properties & portfolios ~USD2.5mil or greater

Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per unit (USD) Average cap rate (yield)
B Rolling 12-mo. Total M Quarterly Vol. = SF Metro ——— United States = SF Metro —— United States
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: Sale price
Property name Sale price (USD) No.of keys per key (USD) Sale date
Four Seasons Silicon Valley 183,783,926 200 918,920 Dec-15
Westin St Francis 1,026,384,824 1,195 858,899 Dec-15
Ritz-Carlton Half Moon Bay 153,186,052 261 586,920 Dec-15
Sofitel 154,500,000 421 366,983 Dec-15
Hilton Garden Inn 74,000,000 160 462,500 Jan-16
Club Quarters 126,047,000 346 364,298 Feb-16
Marriott Courtyard 43,800,000 162 270,370 Feb-16

Charts courtesy of Real Capital Analytics. Used with permission.
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Four Seasons Silicon Valley 183,783,926 200 918,920 20155128

Westin St Francis 1,026,384,824 1,195 858,899 2015128

Ritz-Carlton Half Moon Bay 153,186,052 261 586,920 20155128

Sofitel 154,500,000 421 366,983 2015128

Hilton Garden Inn 74,000,000 160 462,500 2016FE1RH

Club Quarters 126,047,000 346 364,298 201628

Marriott Courtyard 43,800,000 162 270,370 2016FE2H
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Washington, DC real
estate market

Office — The Washington office market
ended the first quarter of 2016 with

a vacancy rate of 15.2 percent. The
vacancy rate was up over the previous
quarter, with negative net absorption
of 1,186,480sf in the first quarter. The
Federal Bureau of Prisons’ headquarters
relocation to the 115,341sf space in the
former Administration for Children and
Families space at 370 L'Enfant Plaza
SW was the largest deal signed in the
first quarter of 2016. Skanska's 2112
Pennsylvania Avenue project landed its
first major tenant with law firm Cleary
Gottlieb Steen & Hamilton LLP taking
114,958sf on the top floors of the
project; the law firm will relocate from
2000 Pennsylvania Ave NW in the first
quarter of 2018. The Universal Service
Administrative Co. signed as an anchor
tenant at One Metro Center where they
will relocate into 102,348sf from 2001
L Street NW in September 2016. The
largest projects underway at the end of
the first quarter of 2016 were Capital
One Campus — Building 3, a 975,000sf
building with 100 percent of its space
preleased and expected to be delivered
in August 2018 as the tallest building

in Northern Virginia. This is part of the
Capital One Headquarters Campus 26-
acre master plan including residential
development. The National Science
Foundation’s new headquarters at
2415 Eisenhower Avenue, a 700,000sf
facility, is expected to be delivered in
January 2017.%

Retail — The Washington retail market
was flat overall, with the 4.2 percent
vacancy rate staying constant from
last quarter to this quarter. The
largest lease signings occurring in
2016 included the 55,500sf lease
signed by Saint Paul Baptist Church
at 6333 Marlboro Pike; the 15,722sf

deal signed by Harbor Freight Tools
at 10800 Promenade Lane; and the
12,415sf lease signed by Loudoun
County Public Library at 22330

S Sterling Boulevard. Retail net
absorption was slightly positive in the
first quarter of 2016, with 251,542sf
absorbed. Average quoted asking
rental rates in the Washington retail
market are down over previous
quarter levels and down from their
levels four quarters ago. Quoted
rents ended the first quarter of 2016
at USD26.13 per sf per year. During
the first quarter of 2016, 14 buildings
totaling 150,078sf were completed in
the Washington retail market. There
were 2,286,627sf of retail space under
construction at the end of the first
quarter of 2016.%8

Industrial — The Washington industrial
market ended the first quarter of 2016
with a vacancy rate of 8.9 percent. The
vacancy rate was up over the previous
quarter, with positive net absorption

of 1,459,134sf in the first quarter.
Vacant sublease space decreased

in the quarter, ending the quarter at
358,849sf. Rental rates ended the

first quarter at USD9.87, an increase
over the previous quarter. A total of 12
buildings were delivered to the market
in the quarter totaling 1,830,295sf, with
2,281,885sf still under construction at
the end of the quarter.*’

Multifamily — Marcus & Millichap
predicts the vacancy rate will be 4.1
percent for 2016, a decrease of 20
basis points from 2015. Average
effective rents advanced 1.0 percent
to USD1,599 metro-wide in 2015 as
property owners opted to fill vacant
units. In 2014, average effective
rents swelled 3.4 percent. Marcus &
Millichap forecasts average effective
rents will increase by 2.8 percent

to USD1,644 per month in 2016 as
tenants fill available rentals.*®

45 The CoStar Office Report, First Quarter 2016 Washington, D.C. Office Market ©CoStar Group, Inc.

46 The CoStar Retail Report, First Quarter 2016 Washington, D.C. Retail Market ©CoStar Group, Inc.

47 The CoStar Industrial Report, First Quarter 2016 Washington, D.C. Industrial Market ©CoStar Group, Inc.

48 Marcus & Millichap, Multifamily Research Market Report — Washington, D.C. Metro Area, First Quarter 2016.
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Hotel — The rolling 12 months have seen an 18 percent price per room for first quarter 2016 was USD296,755
increase in sales volume versus the prior year, totaling just  (versus USD147,319 nationally). Capitalization rates were
above USD1.15 billion. First quarter 2016 sales volume up roughly 81 basis points in the first quarter from the same
was USD125 million, compared to first quarter 2015 sales  period a year ago, averaging 7.7 percent.*

volume totaling just over USD200 million. The average

Office | DC Metro Based on properties & portfolios ~USD2.5mil or greater

Sales Transaction Volume Pricing Analysis

Sales (millions USD) Average price per sf (USD) Average cap rate (yield)

B Rolling 12-mo. Total M Quarterly Vol. ——— DC Metro United States —— DC Metro United States
10,000 400 12%
9,000 350 Vo O 11%
8,000 i \ 10%
7,000 300 == 9%
6,000 250 8%
5,000 200 7/ 79
4,000 150 00 e~
3,000 6%
2,000 100 5%
1,000 50 4%
0 0 3%
Q113 Q114 Q115 Q116 Q113 Q114 Q115 Q116 Q113 Q114 Q115 Q116
. . Sale price
Property name Sale price (USD) Size (sf) per sf (USD) Sale date
1701-1711 Research Blvd 45,278,970 104,703 432 Jan-16
Loudoun Gateway V 20,000,000 131,568 152 Jan-16
733 10th & G 180,000,000 169,038 1,065 Feb-16
McKinley & Pierce Bldgs 158,400,000 574,558 276 Feb-16
1500 Rhode Island Ave NW 16,500,000 22,728 726 Feb-16
4545 42nd St NW 14,750,000 61,412 240 Feb-16
4000 Brandywine St NW 14,475,000 38,396 377 Feb-16
4620 Wisconsin Ave Building 9,902,756 36,485 271 Feb-16
1615 L Street 229,000,000 417,273 549 Mar-16
Longfellow Building 93,000,000 173,688 535 Mar-16

Retail | DC Metro Based on properties & portfolios ~USD2.5mil or greater

Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per sf (USD) Average cap rate (yield)

B Rolling 12-mo. Total M Quarterly Vol. —— DC Metro ——— United States —— DC Metro United States
3,500 400 12%
3,000 350 LA 1%
300 S 10%
2,500 N
/ 9%
250
2,000 V4 8%
200 e —— ?
1,500 = R ——————
150 9
1,000 6%
100 5%
500 50 4%
o= ) ) ) 0 3%
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Charts courtesy of Real Capital Analytics. Used with permission.

49 RCA Trends & Trade, DC Metro Hotels as of April 11, 2016 ©Real Capital Analytics Inc.
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Sale price

Property name Sale price (USD) Size (sf) per sf (USD) Sale date
Regal Stadium 14 64,000,000 58,961 1,085 Jan-16
Plaza del Mercado 55,226,399 96,000 575 Jan-16
Free State 50,629,723 279,000 181 Jan-16
Virginia Gateway (Phase V) 47,250,000 125,653 376 Jan-16
Virginia Gateway (Atlas Walk) 47,249,989 100,684 469 Jan-16
Merrifield I 45,546,037 137,813 330 Jan-16
Barcroft Plaza 37,660,586 101,000 373 Jan-16
Virginia Gateway (Phase | & 11) 34,100,000 104,077 328 Jan-16
Hastings Marketplace 32,250,000 93,000 347 Jan-16
Ballston Quarter 138,526,536 310,704 446 Feb-16
Westgate Plaza 42,500,000 171,909 247 Feb-16
Industrial | DC Metro Based on properties & portfolios ~USD2.5mil or greater
Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per sf (USD) Average cap rate (yield)
B Rolling 12-mo. Total M Quarterly Vol. = DC Metro ——— United States —— DC Metro United States
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Property name Sale price (USD) Size (sf) pﬁf:, '()lT;eD) Sale date
50 W Watkins Mill Rd 25,306,911 62,556 405 Jan-16
Medlmmune 15,981,672 39,505 405 Jan-16
Belward South 19,951,098 49,317 405 Jan-16
Belward North 23,120,733 57,152 405 Jan-16
Novavax HQ 20,705,176 51,181 405 Jan-16
Human Genome 256,911,503 635,058 405 Jan-16

Charts courtesy of Real Capital Analytics. Used with permission.
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Apartment | DC Metro Based on properties & portfolios ~USD2.5mil or greater

Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per unit (USD) Average cap rate (yield)
B Rolling 12-mo. Total M Quarterly Vol. —— DC Metro ——— United States —— DC Metro United States
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. . Sale price
Property name Sale price (USD) No. of Units per unit (USD) Sale date
Canterbury 231,943,398 b44 426,367 Jan-16
Oaks at Falls Church 55,604,476 176 315,935 Jan-16
Northlake 129,615,428 304 426,367 Jan-16
Scarborough Square 35,000,000 121 289,256 Jan-16
Oak Mill 170,546,616 400 426,367 Jan-16
Avalon Potomac Yard 108,250,000 323 335,139 Feb-16
Shelby 69,500,000 240 289,583 Mar-16
Hotal | DC Metro Based on properties & portfolios ~USD2.5mil or greater
Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per unit (USD) Average cap rate (yield)
B Rolling 12-mo. Total M Quarterly Vol. —— DC Metro United States —— DC Metro United States
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. Sale price
Property name Sale price (USD) No. of keys per key (USD) Sale date
Fairfield Inn & Suites - Manassas, VA 4,600,000 80 57,500 Dec-15
Four Seasons 203,145,123 211 962,773 Dec-15
Westin Crystal City 70,000,000 218 321,101 Dec-15
Ritz-Carlton Georgetown 50,000,000 86 581,395 Dec-15
Residence Inn Alexandria at Carlyle 40,545,700 181 224,009 Dec-15
Comfort Suites 7,538,000 85 88,682 Feb-16
Wytestone Suites 7,038,000 85 82,800 Feb-16

Charts courtesy of Real Capital Analytics. Used with permission.
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Chicago real estate
market

Office — The Chicago office market
ended the first quarter of 2016 with

a vacancy rate of 13.2 percent. The
vacancy rate was up over the previous
quarter, with negative net absorption
of 519,5623sf in the first quarter. The
largest lease signings occurring in
2016 included the 277,849sf lease
signed by CNA at 151 N. Franklin
Street in the West Loop submarket;
the 133,283sf deal signed by Echo
Global Logistics, Inc. at 600 West
Chicago Avenue in the River North
submarket; and the 104,376sf lease
renewal signed by Holland & Knight
LLP at Citadel Center in the Central
Loop submarket. The largest projects
underway at the end of the first
quarter of 2016 were 150 N. Riverside
Dr., a 1,284,404sf building that is 80
percent preleased, and River Point, a
1,077,100sf building that is 68 percent
preleased.®

Retail — The Chicago retail market

did not experience much change in
market conditions in the first quarter
of 2016. The vacancy rate went from
7.8 percent in the previous quarter

to 7.7 percent in the current quarter.
The largest lease signings occurring
in 2016 included the 65,816sf-lease
signed by Dominick’s Finer Foods at
1118 Maple Avenue in Mundelein;
the 38,237sf sublease signed by
Jewel Osco at Golf Il Shopping Center
in Schaumburg; and the 33,600sf
lease signed by Gizmos at 66 Orland
Square Drive in Orland Park. Retail net
absorption was moderately positive
in Chicago in the first quarter of 2016,
with 956,615sf absorbed. Average
quoted asking rental rates in the
Chicago retail market are up over the
previous quarter and down from four
quarters ago. Quoted rents ended the
first quarter of 2016 at USD15.62 per

sf per year. During the first quarter of
2016, 30 buildings totaling 351,569sf
were completed in the Chicago retail
market. There were 2,597,727sf of
retail space under construction at the
end of the first quarter of 2016.5!

Industrial — The Chicago industrial
market ended the first quarter of 2016
with a vacancy rate of 7 percent.

The vacancy rate was down over

the previous quarter, with positive
net absorption of 3,425,531sf in the
first quarter. Vacant sublease space
increased in the quarter, ending the
quarter at 1,951,158sf. Rental rates
ended the first quarter at USD5.69,
an increase over the previous quarter.
A total of 12 buildings were delivered
to the market in the quarter totaling
3,294,040sf, with 14,036,591sf still
under construction at the end of the
quarter.5?

Multifamily — Marcus & Millichap
reports that rental unit completions
are expected to rise to the highest
level since 2000 as developers bring
8,000 apartments into service this
year, representing a 1.1 percent
increase in inventory. Of the total,
5,000 rental units are expected to
be delivered in the city, and 3,000
units are expected in the suburbs.
Demand is forecasted to continue to
outpace supply, which will result in

a vacancy decline of 20 basis points
to 3.6 percent across the market

in 2016; a 40-basis-point decline

in vacancy was experienced last
year. After a 5.1 percent jump in the
average effective rent was registered
during 2015, Marcus & Millichap
forecasts rent growth will ease this
year as competition from rental units
in the most desirable neighborhoods
expands concessions. Marcus &
Millichap predicts the average asking
rent will rise 3.9 percent this year to
USD1,360 per month.®

50 The CoStar Office Report, First Quarter 2016 Chicago Office Market©CoStar Group Inc.

51 The CoStar Retail Report, First Quarter 2016 Chicago Retail Market©CoStar Group Inc.

52 The CoStar Industrial Report, First Quarter 2016 Chicago Industrial Market©CoStar Group Inc.

53 Marcus & Millichap, Multifamily Research Market Report — Chicago Metro Area, First Quarter 2016.
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Hotel — The rolling 12 months have seen a 156 percent increase in sales volume versus the prior year,
totaling just around USD2.0 billion. First quarter 2016 sales volume was just under USD1.2 billion,
compared to first quarter 2015 sales volume totaling USD41 million. The average price per room for
first quarter 2016 was USD128,351 (versus USD147,319 nationally). Capitalization rates were up
roughly 51 basis points in the first quarter from the same period a year ago, averaging 7.9 percent.%*

Office | Chicago Based on properties & portfolios ~USD2.5mil or greater

Sales Transaction Volume Pricing Analysis

Sales (millions USD) Average price per sf (USD) Average cap rate (yield)

B Rolling 12-mo. Total M Quarterly Vol. ——— Chicago — United States ——— Chicago United States
10,000 300 12%
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. . Sale price
Property name Sale price (USD) Size (sf) per sf (USD) Sale date
300 South Riverside Plaza (Leasehold) 43,000,000 1,048,367 41 Dec-15
One North Franklin 209,597,287 617,592 339 Dec-15
10 South LaSalle Street 166,500,000 781,426 213 Dec-15
180 North Lasalle Street 198,333,333 767,605 258 Jan-16
100 North LaSalle Street 32,330,000 163,708 197 Jan-16
CNA Plaza 108,000,000 1,144,394 94 Mar-16
1 North LaSalle 82,500,000 489,923 168 Mar-16
177 South Commons Drive 25,871,000 207,750 125 Mar-16

Retail | Chicago Based on properties & portfolios ~USD2.5mil or greater

Sales Transaction Volume Pricing Analysis

Sales (millions USD) Average price per sf (USD) Average cap rate (yield)

B Rolling 12-mo. Total M Quarterly Vol. ——— Chicago United States ——— Chicago United States
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Charts courtesy of Real Capital Analytics. Used with permission.
54 RCA Trends & Trade, Chicago Hotels as of April 11, 2016 ©Real Capital Analytics Inc.
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Sale price

Property name Sale price (USD) Size (sf) per sf (USD) Sale date
Crystal Point Center 46,903,256 339,898 138 Mar-16
Four Flaggs 46,360,200 364,120 127 Mar-16
Rivertree Court 42,585,758 308,610 138 Mar-16
Joffco Square 32,178,406 95,354 337 Mar-16
Joliet Commons 25,286,942 228,393 111 Mar-16
Maple Park Place 24,368,214 220,095 111 Mar-16
Chatham Ridge Shopping Center 22,379,759 175,774 127 Mar-16
Chestnut Court 21,806,631 172,918 126 Mar-16
Bradley Commons 19,364,479 174,901 111 Mar-16
[roquois 17,779,067 140,981 126 Mar-16
Aurora Commons 16,004,326 126,908 126 Mar-16
Industrial | Chicago Based on properties & portfolios ~USD2.5mil or greater
Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per sf (USD) Average cap rate (yield)
B Rolling 12-mo. Total M Quarterly Vol. ——— Chicago United States ——— Chicago United States
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Property name Sale price (USD) Size (sf) pﬁflsef ?Lr;;eD) Sale date
University Technology Research Park At IIT 44,140,650 127,900 345 Jan-16
1132 West Fulton Market 4,900,000 15,000 327 Jan-16
1100 West Fulton Market 3,900,000 15,000 260 Jan-16
2301 West Walnut Street 3,000,000 22,290 135 Jan-16
Clorox 3,940,000 37,964 104 Jan-16
1725 Winnetka Avenue 2,575,000 17,561 147 Feb-16
222 N Maplewood Ave 4,450,000 31,000 144 Feb-16
825 Corporate Woods Pkwy 2,500,000 19,967 125 Feb-16
2509 West Homer Street 6,500,000 59,800 109 Feb-16
Old Dominion Freight Line 18,250,000 78,830 232 Mar-16

Charts courtesy of Real Capital Analytics. Used with permission.

m @2016 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved
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Crystal Point Center 46,903,256 339,898 138 2016%3H
Four Flaggs 46,360,200 364,120 127 201653H
Rivertree Court 42,585,758 308,610 138 2016%3H
Joffco Square 32,178,406 95,354 337 201653H
Joliet Commons 25,286,942 228,393 111 2016%3H
Maple Park Place 24,368,214 220,095 111 20165 3H
Chatham Ridge Shopping Center 22,379,759 175,774 127 2016%3H
Chestnut Court 21,806,631 172,918 126 20165 3H
Bradley Commons 19,364,479 174,901 111 2016%3H
Iroquois 17,779,067 140,981 126 201653H
Aurora Commons 16,004,326 126,908 126 2016%3H
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University Technology Research Park At IIT 44,140,650 127,900 345 2016%F1H
1132 West Fulton Market 4,900,000 15,000 327 2016%F1H
1100 West Fulton Market 3,900,000 15,000 260 2016%1H
2301 West Walnut Street 3,000,000 22,290 135 20165 1H
Clorox 3,940,000 37,964 104 2016%F1H
1725 Winnetka Avenue 2,575,000 17,561 147 201642H
222 N Maplewood Ave 4,450,000 31,000 144 2016F2H
825 Corporate Woods Pkwy 2,500,000 19,967 125 2016528
2509 West Homer Street 6,500,000 59,800 109 2016%2H
Old Dominion Freight Line 18,250,000 78,830 232 2016E3H
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Apartment | Chicago Based on properties & portfolios ~USD2.5mil or greater

Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per unit (USD) Average cap rate (yield)

B Rolling 12-mo. Total M Quarterly Vol. ——— Chicago — United States ——— Chicago United States
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. : Sale price
Property name Sale price (USD) No. of units per unit (USD) Sale date
Park 205 48,250,000 121 398,760 Dec-16
Penthouse Towers 30,000,000 126 238,095 Dec-16
North Water Residences 240,312,000 398 603,799 Jan-16
Wrigley | 8,000,000 18 444 444 Jan-16
3526 North Marshfield Avenue 4,570,000 15 304,667 Jan-16
Gateway West Loop 83,700,000 167 501,198 Mar-16
Lux24 34,860,000 73 477,534 Mar-16
Optima Old Orchard Woods (Bulk Condo) 44,200,000 172 256,977 Mar-16

Hotal | Chicago Based on properties & portfolios ~USD2.5mil or greater

Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per unit (USD) Average cap rate (yield)

B Rolling 12-mo. Total M Quarterly Vol. ——— Chicago United States ——— Chicago United States
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Charts courtesy of Real Capital Analytics. Used with permission.
m @2016 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved
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Sale price

Property name Sale price (USD) No. of keys per key (USD) Sale date
Fairmont 451,611,031 692 652,617 Dec-15
InterContinental Chicago 516,872,741 792 652,617 Dec-15
Candlewood Suites Aurora-Naperville 5,965,000 83 71,867 Dec-15
Hilton Orrington Hotel 60,000,000 269 223,048 Dec-15
Hilton Garden Inn 10,247,000 120 85,392 Jan-16
Lincolnshire Marriott Resort 20,000,000 390 51,282 Jan-16
Blackstone Hotel 58,500,000 332 176,205 Feb-16
Hotel Lincoln 73,000,000 184 396,739 Feb-16
Club Quarters Chicago 106,001,200 321 330,222 Feb-16
Chicago Marriott Southwest at Burr Ridge 22,500,000 184 122,283 Feb-16
Wyndham Glenview Suites 15,000,000 252 59,624 Mar-16

Charts courtesy of Real Capital Analytics. Used with permission.

m @2016 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved
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Fairmont 451,611,031 692 652,617 2015%F128
InterContinental Chicago 516,872,741 792 652,617 20155128
Candlewood Suites Aurora-Naperville 5,965,000 83 71,867 2015%F128
Hilton Orrington Hotel 60,000,000 269 223,048 20155128
Hilton Garden Inn 10,247,000 120 85,392 2016%F1H
Lincolnshire Marriott Resort 20,000,000 390 51,282 2016%1H
Blackstone Hotel 58,500,000 332 176,205 2016%2H
Hotel Lincoln 73,000,000 184 396,739 201652H
Club Quarters Chicago 106,001,200 321 330,222 201652H
Chicago Marriott Southwest at Burr Ridge 22,500,000 184 122,283 201652H
Wyndham Glenview Suites 15,000,000 252 59,524 2016%3H
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Dallas real estate
market

Office — The Dallas/Fort Worth office
market ended the first quarter of 2016
with a vacancy rate of 14.4 percent.
The vacancy rate was up over the
previous quarter, with positive net
absorption of 781,041sf in the first
quarter. The largest lease signings
occurring in 2016 included the
123,716sf deal signed by Toyota at
The Campus at Legacy in the Far North
Dallas submarket and the 120,910sf
lease signed by Mortgage Contracting
Services, Inc. at The Ridge at 121 in
the Lewisville/Denton submarket.
The largest projects underway at the
end of the first quarter of 2016 were
Toyota Motor Corp Headquarters, a
2,100,000sf office campus with 100
percent of its space preleased, and
Liberty Mutual Campus Buildings, a
1,100,000sf office campus that is 100
percent preleased.®

Retail — The Dallas/Fort Worth retail
market did not experience much
change in market conditions in the
first quarter of 2016. The vacancy rate
went from 5.9 percent in the previous
quarter to 5.8 percent in the current
quarter. The largest lease signings
occurring in 2016 included the
44,000sf lease signed by Carnival
Food Stores at the Buckner Bruton
Retail Building; the 25,000sf deal
signed by Locke Supply at 1605 W.
Pioneer Parkway; and the 11,691sf
lease signed by Lincoln at The Star

— Building 3E. Retail net absorption
was strong in Dallas/Fort Worth in the
first quarter of 2016, with 1,599,843sf
absorbed in the quarter. Average
quoted asking rental rates in the
Dallas/Fort Worth retail market are up
over previous quarter levels and up
from their levels four quarters ago.
Quoted rents ended the first quarter

of 2016 at USD15.02 per sf per year.
During the first quarter of 2016,

70 buildings totaling 1,153,098sf were
completed in the Dallas/Fort Worth
retail market, with 3,973,893sf of
retail space under construction at the
end of the quarter.%®

Industrial — The Dallas/Fort Worth
industrial market ended the first
quarter of 2016 with a vacancy

rate of 6.7 percent. The vacancy
rate was down over the previous
quarter, with positive net absorption
of 5,563,276sf in the first quarter.
Vacant sublease space increased in
the quarter, ending the quarter at
1,031,936sf. Rental rates ended the
first quarter at USD5.29, an increase
over the previous quarter. A total

of 32 buildings were delivered to
the market in the quarter totaling
4,208,725sf, with 19,943,582sf still
under construction at the end of the
quarter.%’

Multifamily — Marcus & Millichap
reports that strong apartment demand
supported the absorption of nearly
18,600 units in 2015, driving the
average vacancy rate down 50 basis
points year-over-year to 4.7 percent,
the lowest rate this business cycle.
Comparatively, the vacancy rate
declined 40 basis points on net
absorption of 16,200 rental units in
2014. Marcus & Millichap reports
that a record number of units are
scheduled for delivery in 2016, and
demand will not keep pace. Marcus
& Miillichap predicts vacancy should
rise 20 basis points to 4.9 percent by
yearend 2016. Additionally, Marcus
& Millichap forecasts rent growth to
slow from a record level as a slew of
new units are added to the market
inventory; the average effective rent
should rise 3.9 percent to USD1,021
per month in 2016, following a

7.0 percent advance in 2015.58

55 The CoStar Office Report First Quarter 2016 Dallas/Ft. Worth Office Market©CoStar Group Inc.

56 The CoStar Retail Report First Quarter 2016 Dallas/Ft. Worth Retail Market©CoStar Group Inc.

57 The CoStar Industrial Report First Quarter 2016 Dallas/Ft. Worth Industrial Market©CoStar Group Inc.

58 Marcus & Millichap, Multifamily Research Market Report — Dallas/Fort Worth Metro Area, First Quarter 2016.



AHIR RS b
DR ARHT KRBT EREX 201655
—EETEXN14.4%, b E—FE
BRI LFA, BRAEHNIENTS1,041F
FER, 2016 AENEAMNHEE
RBEIE: FHREANHILIEEThe
Campus at Legacy®&89123,716F 7
EREAR; Mortgage Contracting
ServicesTER 7 Btk /R /A B A The
Ridge at 121%1T89120,910FFER
WEESE. E2016EE—=EXi#
THRABRRIMEEERAELRRY
B AK, 2,100,000 FERBHA
ERERX, 100%8h = EEWTATE,
SIFIEHEEREATDDAXEX IS
HRA, 1,100,000FF5ERDNAG
#1, 100 %#FEHEIAFE, 5

B AR AT EMXNERETS
F2016FFE—FEMIFRGEEER
AANTH, =EXHE—FEMS5.9
%REpE A A —FERS5.8%, 20165F %
EMEAWHEREEEE: Carnival®
mnl&EEBucknerE & KEZ1THI44,000
TAERMWERESME; Locke Supplyf®
LEBAKKI05SFERN25,000F5
HREAESERE; FLincolnTEStark/E
BEERITHILE91IFARRVAEES
[Blo RRLHT/KHTER M X 7 5 L R R 4N
EE2016FE—FELLRES, K
MEF1,599,843FHER, FIYHTHE
X t—FEMaINNFEEHBIL
m, HEHFE20I6FEF—=ERAEE
1502 B FEHFRR. BEINE—F
R, TOREEHEI#IT1,153,098F
FRRIRTEANT, 3,973,893 F75
RRIEFERIEH,

55 CoStar AR ,
56 CoStar@If#iR e ,

Tl —Affr R EMX T i E
2016 FF—FENTEXNG6.7%,
tb E—Z=EHMER, #RAENIE
15,563,276 F FRR. AFTETE
RHEmMRERREM, X£51,031,936
FTHER, BHANS29XZTEBFAE
R, b E—1"Z=E&HEMERK. &=
BE—FER, HBE32HRAH, Hit
4,208,725F KRR BVEBAEARRAT
1, 19,943,582 FHERHEEIEH,

AE—#EMarcus & Millichapiki,
BANANEEREG20I5FERKT
18600EXfE, #HoITEEXTIAS0M
BER, BE4T%, IXNMEFEPR
R=EER, 2T, 2014FFTEX
716,200E, #RAETHETL0NE
&=, Marcus & Millichap¥ill, 2016
FEBENABRUTLER, MABE
RAREBREABREIE S K. Marcus &
Millichapi®flit = ERE2016F K L
F20MER, £E4.9%,. BTFHAE
HARMTEERL, ASEKERTE, He
¥B=LEHA3.9%, E8H1,021F%T,
42015F7.0% g K Z 5, ¢

KRR/ RN AT, 201655 —FE
KR/ AT, 201655 —FE

57 CoStarTWViRkeE , AHUHT/ AT ™, 2016FEE—FE
58 Marcus & Millichap , &/ A AE TS, 2016 FEE—FE

China Inbound Investing in U.S. Real Estate -
FREE P18 2




Hotel — The rolling 12 months have seen a 15 percent

decrease in sales volume versus the prior year, totaling just
under USD833 million. First quarter 2016 sales volume was
USD22 million, compared to first quarter 2015 sales volume
totaling USD239 million. The average price per room for the

Office | Dallas

Sales Transaction Volume

rolling 12 months was USD107,857 (versus USD 148,205
nationally). Capitalization rates were up roughly 64 basis
points in first quarter from the same period a year ago,
averaging 9.1 percent.®

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

Pricing Analysis

Sales by Total (mil)

Average price (USD) per sf

Average cap rate (yield)
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Property name Sale price (USD) Size (sf) pgflsef ?S;eD) Sale date
The Points at Waterview 26,800,000 202,695 132 Dec-15
Baylor Surgery Center 14,385,850 36,880 390 Dec-15
Occidental Tower 95,000,000 549,170 173 Dec-15
2100 McKinney Ave 84,608,670 360,000 235 Dec-15
Texas Oncology 14,000,000 38,182 367 Feb-16
First Choice ER 8,420,275 7,000 1,203 Feb-16

Retail | Dallas

Sales Transaction Volume

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

Pricing Analysis

Sales (millions USD)

Average price per sf (USD)

Average cap rate (yield)
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Charts courtesy of Real Capital Analytics. Used with permission.

59 RCA Trends & Trade, Dallas Hotels as of April 11, 2016 ©Real Capital Analytics Inc.
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Sale price

Property name Sale price (USD) Size (sf) per sf (USD) Sale date
Plaza De Oro 13,350,000 93,941 142 Jan-16
Bedford Meadows 3,700,000 41,205 90 Feb-16
Family Dollar 2,041,861 8,320 245 Mar-16

Industrial | Dallas Based on properties & portfolios ~USD2.5mil or greater
Sales Transaction Volume Pricing Analysis
Sales (millions USD) Average price per unit (USD) Average cap rate (yield)

B Rolling 12-mo. Total M Quarterly Vol. Dallas United States — Dallas United States
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2,000 40 S — J—
1,500 30 6%
1,000 20 5%
500 10 4%
0 0 3%
Q113 Q114 Q115 Q1'16 Q1’13 Q114 Q115 Q116 Q1’13 Q114 Q115 Q116
. . Sale price
Property name Sale price (USD) Size (sf) per sf (USD) Sale date
Arlington Commerce Center 44,148,897 776,798 57 Dec-15
Bldgs A & B
351 Lakeside Parkway 17,410,406 231,660 75 Dec-15
Medline Industries 16,867,764 288,796 58 Dec-15
Apex Tool Group 16,090,300 336,449 48 Dec-15
Ford Motor Company 14,322,285 252,000 57 Dec-15
Southridge Regional One 14,185,882 249,600 57 Dec-15
1301 Ridgeview Drive 9,536,750 116,647 82 Dec-15
Ericsson 8,235,704 121,068 68 Dec-15
Teco Metal Products 3,212,510 90,364 36 Feb-16

Apartment | Dallas Based on properties & portfolios ~USD2.5mil or greater

Sales Transaction Volume Pricing Analysis

Sales (millions USD) Average price per unit (USD) Average cap rate (yield)

B Rolling 12-mo. Total M Quarterly Vol. Dallas United States Dallas United States

9,000 | 160,000 12%

8,000 140,000 11%

7,000 10%

120,000 —~

6,000 100,000 —_— 9%

5,000 ' A —~ —T 8%

4,000 80,000 / 7%

3,000 60,000 6% ——

2,000 40,000 5%

1,000 20,000 4%

0= , ‘ ‘ 0 3%
Q113 Q114 Q115 Q116 Q113 Q114 Q115 Q116 Q113 Q114 Q115 Q116

Charts courtesy of Real Capital Analytics. Used with permission.
m @2016 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent

member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved
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Arlington Commerce Center 44,148,897 776,798 57 20155128
BldgsA&B
351 Lakeside Parkway 17,410,406 231,660 75 2015128
Medline Industries 16,867,764 288,796 58 20155128
Apex Tool Group 16,090,300 336,449 48 2015128
Ford Motor Company 14,322,285 252,000 57 20155128
Southridge Regional One 14,185,882 249,600 57 2015%12RH
1301 Ridgeview Drive 9,536,750 116,647 82 2015128
Ericsson 8,235,704 121,068 68 2015128
Teco Metal Products 3,212,510 90,364 36 201652H
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Property name

Sale price

Villas of El Dorado

Valley Oaks

Hampton Greens

Terraces on the Parkway

Courtyards on Glenview

Parks at Treepoint
Post Oak Place

Hotel | Dallas

Sales Transaction Volume

Sale price (USD) No. of units ) Sale date
45,966,380 248 185,348 Jan-16
17,800,000 322 55,280 Jan-16
19,400,000 309 62,783 Feb-16
19,700,000 297 66,330 Feb-16
22,000,000 241 91,286 Feb-16
61,875,000 586 105,589 Feb-16
34,869,375 354 98,501 Feb-16

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

Pricing Analysis

Sales (millions USD)

B Rolling 12-mo. Total

B Quarterly Vol.

1,400
1,200

1,000
800

600
400
200

0

Q113

Q114 Q115

Property name

Q116

Average price per unit (USD) Average cap rate (yield)

Hyatt Place Dallas

Mesquite Hampton Inn & Suites

Dallas Embassy Suites

Courtyard Fort Worth University Drive

Le Meridien Dallas

Holiday Inn Express & Suites Allen

——— Dallas United States ——— Dallas United States
180,000 ﬁ"f
160,000 o %
140,000 / ~ 10%
120,000 =] 9% —
100,000 7 Vf’ 8%
80,000 7 Zs:f
60,000 o
40,000 N/ 5%
20,000 4%
o 3%
. Sale price
Sale price (USD) No. of keys per key (USD) Sale date
14,000,000 134 104,478 Sep-15
25,182,189 160 157,389 Sep-15
45,031,299 328 137,291 Sep-15
10,676,869 130 82,130 Oct-15
70,000,000 176 397,727 Nov-15
10,400,000 87 119,540 Dec-15

Charts courtesy of Real Capital Analytics. Used with permission.

@2016 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved
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Villas of El Dorado 45,966,380 248 185,348 2016%1H
Valley Oaks 17,800,000 322 55,280 2016%1H
Hampton Greens 19,400,000 309 62,783 201652H
Terraces on the Parkway 19,700,000 297 66,330 201652H
Courtyards on Glenview 22,000,000 241 91,286 201652H
Parks at Treepoint 61,875,000 586 105,589 201652H
Post Oak Place 34,869,375 354 98,501 201652H
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Hyatt Place Dallas 14,000,000 134 104,478 201559H
Mesquite Hampton Inn & Suites 25,182,189 160 157,389 2015%9H
Dallas Embassy Suites 45,031,299 328 137,291 2015%9H
Courtyard Fort Worth University Drive 10,676,869 130 82,130 2015%F108
Le Meridien Dallas 70,000,000 176 397,727 2015118
Holiday Inn Express & Suites Allen 10,400,000 87 119,540 2015%F128
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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 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.

estmentin

v

Whether to buy or build often is 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 team
beyond its regular duties resulting

in 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
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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
of the proposed acquisition, negotiating
the contract, and integrating the target
into existing operations.

Joint ventures and strategic
alliances

If a good acquisition target is 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 federal tax code
includes a specific set of rules that
govern the taxation of foreign investors
in general. In addition, there are specific
federal 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. federal
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.

The type of real estate asset owned by
a fund and type of financing involved

in acquiring it critically impact the U.S.
federal tax treatment of investors; the
type of entity through which investors
invest in funds also affects the U.S.
federal tax consequences. The fund
itself generally is formed either as

a partnership or a limited liability
company classified as a partnership

for U.S. federal tax purposes. As such,
the fund itself is not taxable on its
income; rather the fund'’s income, loss
deduction and credit flow through to
its partners, who are subject to U.S.
federal tax on that income. Also, any
trade or business conducted, directly or
indirectly, by the fund will be attributed,
for many purposes, to its investors.
Limited partnerships and LLCs often
provide more flexibility than other
types of entities in permitting preferred
returns and other non-traditional profit-
sharing relationships.

Partnerships

For U.S. federal tax purposes, a
partnership is an association of two or
more persons to act as co-owners of

a business for profit. 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.
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An entity classified as a partnership
for U.S. federal tax purposes is a
“flowthrough entity” that generally is
not subject to U.S. federal tax on its
income. Rather, the entity’s income
“flows through” to its owners, who
are taxed on that income. An entity
classified as a partnership may come
in various legal forms. The most
common are a limited partnership or
a limited liability company. If formed
in the U.S., each of these entities will
be classified as a flowthrough entity
for U.S. federal tax purposes in the
absence of an election otherwise. A
partnership also may exist for U.S.
federal tax purposes even if no legal
entity is formed; rather, a contractual
arrangement to operate a business
entered into between two or more
parties may give rise to a U.S. federal
tax partnership.

Limited partnerships
A limited partnership is an association
of co-owners formed to own a
business. A limited partnership has at
least one general partner and at least
one limited partner. The liability of a
limited partner generally is limited to
the amount that partner invests in the
partnership.

General partners are subject to
unlimited liability for the debts of the
partnership and are solely responsible
for the management of the business.
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 legal entity that may
be classified as a partnership for U.S.
federal tax purposes is the limited
liability company (LLC). LLCs are
neither partnerships nor corporations
under applicable state law, but they
generally provide limited liability to all
of their owners for obligations of the
business.

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.
business in a corporate or flowthrough
entity which would most likely be a
limited partnership or limited liability
company.

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 and with
proper tax considerations (including, but
not limited to, debt vs. equity analysis).
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.



RIBREBRFISS AN, KIFTF S
I EE R — P RIEEKFBFASHET
TERE” o SEABIRNFRE RN
HFfBEA, MAABEARBABREARNX
5o BUFIEEETUURRERER
FE. RERBNABEREGKELHIHR
REATE. MR EEFHIERE, RIE\EXE
EEXFRIRSSEM, XEAEXRERING
INBISRIA N “RERE” o BIfERE
ARREEE, EXREBABUWESE T
BUFILARTUETE. RERPHED
U EHEAZBREITEEIINEIR L
EEBFABIRBIIUNER RO

BRSA

BRAKZBURRMRE AN GAE—
B ERAR, BRENEDRE
—REBEMUAMN—BBEREUA. &
REMKANZTEEENRTZERAR
BTGB HE.

BEREUANEGUHHESZHEBLRE
£, HENARISEER, BRAMNK
ABEFREMER, BARIFEURNRE
RE#AR., ERXEMNATEEERS
AR EBEINAX T,
BREMUANBRHEEFAZRILEBRSE
ko BEFFEEBEIARRERMKE
BES IR

BRFERAE]

EEBFHHG THRI—MIEREFTER
BEMRIELRRA (LLC) . EEABIM
AT, BRREARBRAZE KT,
HWARZARE, BEBERKREHSIM
BENBULXSAERRREE.

El PR ERE

HINERRABERENAEEEZE R
B, BEEZETIRR. LLRIINE
BAREEMETRERIES (81F
FBE#F=) o

AR TUBYIERR

SNE R BRI TFEENELES (8
HEEM) B, BIUREURBHER
BRATNEEEERERNT LS, &
BERATRAREGUEIHERRREE
LIVACS

—RIBERT, NEEREXRE, MR
EASEFEARTN, HEXENHSK
MM UAE K. Fla0, FEEHMmML
HNABEERENFER T REREE
ANRSHNE AR B S ERNRF5H
S5 EXIRE . NRZ
MEERIVASEXEMRFHENSQ
AN, BATERKRKZSEMRTER
ANEERBE B HITEEMNEE S
D

esting in U.S. Real Estate b
JREFEE MRS




In contrast, if the new U.S. business
is operated as a branch or pass-
through entity (such as an LLC that
is disregarded and treated as a
branch or treated as a partnership),
consideration must be given to:

— Interest expense allocation (to the
extent debt is infused into the new
U.S. business branch)

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

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

If the new U.S. business is operated
as a partnership (in contrast to an
entity 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 flowthrough 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).

@2016 KPMG LLP, a Delaware limited liability partnership anc
1s affiliated with

member firn
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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 flowthrough 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.

the U.S. member firm of the KPMG network of ind

e ("KPMG International”), a Swiss entity. All rights reserved
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111 To effectively I
protect the return on axa ‘Un
their investments,
foreign investors

need to understand
the fundamental

dynamics and
complexities of
U.S. tax law, and

speCIf(ca//y the Under the Foreign Investment in Real interest (USRPI) is deemed to
benefits of proper tax Property Tax Act of 1980 (FIRPTA), conduct a U.S. trade or business and
structuring. In reality, any foreign investor (other than a the gain or loss would be deemed
there is no such thing quallfl_ed fore_|gn pension fund or to be effectively _connected with a
" oo a foreign entity wholly-owned by U.S. trade or business and therefore

asa OnQ—S/ZQ— ”L?‘ a qualified foreign pension fund) subject to taxation on a net basis.
all” solution in this investing in a U.S. real property
regard.

. ’, DTS Tax implications

through P
Angela yl;, Tax Partner, Corporations are generally subject to a tax rate of 35

U.S. = China Real Estate percent and state and local income taxes would also

Initiative, KPMG LLP be applicable. The corporation itself has a tax filing
requirement; however, this eliminates the need for the
U.S. corporation 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.

Similar to U.S. corporations, foreign corporations are
generally subject to a federal tax rate of 35% as well as
state and local income taxes. Repatriation of earnings
from the foreign corporation is generally not subject to
Foreign further taxation in the United States. Generally, stock
corporation 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 United States.

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
taxed at a 20 percent rate for individuals. The portion of
the capital gain related to depreciation expense previously
deducted is taxed at a 25 percent rate for individuals.
However, direct ownership may create a U.S. income

tax related filing obligation and also may create exposure
to the U.S. federal estate tax if the individual dies while
directly holding U.S. real property.

Direct ownership
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Investment
through

Partnership

Tax implications

A foreign partner may be subject to taxation on its share
of allocable U.S. source income and would be withheld
upon under the fixed or determinable annual or periodic
income (FDAP) and Effectively Connected Income (ECI)
rules, and may have a U.S. income tax related filing
obligation. Gain from the sale of USRPI is generally
considered ECI and is therefore subject to withholding
by the partnership at the maximum rates applicable to
the partner (35 percent for corporate foreign partners and
39.6 percent for individual foreign partners).

Real estate
investment trust
(REIT)

REITs are special investment vehicles that are otherwise
not subject to U.S. corporate level tax. Subject to

certain exceptions, if the REIT makes a distribution to

a foreign person attributable to gain from the sale of
U.S. real property 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
considered a U.S. real property holding corporation and
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 10 percent
or less, no tax is imposed. Furthermore the disposition
of shares of a domestically controlled REIT is not subject
to U.S. tax for the foreign seller. Additionally, a qualified
foreign pension fund (or a foreign entity wholly-owned
by a qualified foreign pension fund) is not subject to tax
on the disposition of REIT shares, whether or not it is
domestically controlled, and is not subject to tax on a
distribution arising from a sale of property by the REIT.
Additionally, any distribution of earnings from operations
are treated as FDAP and subject to 30% withholding tax
absent a reduced treaty rate.

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 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
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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 US source effectively
connected income. Additionally, the
partnership is required to withhold and
remit tax in the event of the payment
of interest, dividends, rents and other
FDAP income to foreign partners.

Foreign individuals who receive US
source effectively connected income
or a 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. Such foreign
individuals also may be liable to make
quarterly estimated tax payments with
respect to partnership income.

U.S. and foreign corporations, U.S.

partnerships and foreign individual are
also subject to state income tax filings
based on the location of the business.

Rulings

Private letter 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:

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

— Income that is effectively connected
with a U.S. trade or business

A 30 percent tax rate and withholding
usually are 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. 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).

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. source FDAP
and capital gains are considered
effectively connected to a U.S. trade
or business if either of the following
two tests is met:

— The income or gain is derived in the
active conduct of a U.S. trade or
business (the “asset use test”)
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— 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 generally
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 when that foreign
investor conducts 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:

— 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

— 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,
however.

If a partnership engages ina 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 invests in a U.S. partnership
must also annually file a U.S. income
tax return.

FIRPTA —Dispositions of U.S. real
property interests

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 were
effectively connected with a U.S.
trade or business and taxed at regular
income tax rates.

A U.S. real property interest (USRPI)
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
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a creditor) in a domestic corporation
that is or was a U.S. real property
holding corporation (USRPHC) during
the investor’s holding period. 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
such types of 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 is generally required
to deduct and withhold (under special
withholding rules) a tax equal to 15
percent of the amount realized by

the foreign transferor (seller) upon
disposition of the property and remit

it to the IRS. Under the Protecting
Americans from Tax Hikes (PATH) Act
of 2015, which was signed into law on
December 18, 2015, such withholding
rate was increased to 15 percent
(from the prior rate of 10 percent) for
dispositions occurring after February 16,
2016. 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.

Protecting Americans from Tax
Hikes Act (PATH Act)

Apart from the increase in FIRPTA
withholding rates mentioned earlier,
the PATH Act also contained a number
of revisions to the FIRPTA rules.
Among others, these provisions limit
the application of FIRPTA to certain
non-U.S. investors.

Increase in exempt publicly traded
REIT ownership

Under pre-PATH Act law, a non-U.S.
shareholder holding 5 percent or less
of a publicly traded REIT is exempt
from FIRPTA Tax on any gain from the
disposition of such REIT or capital gain
dividend paid by such REIT. Under the
PATH Act, the 5 percent ownership
threshold has been increased to 10
percent, allowing non-U.S. investors

a larger ownership in such REITs
without being subject to FIRPTA tax.

Exemption for qualified shareholders

Subject to certain restrictions, the
PATH Act further provides a general
exemption from FIRPTA Tax for REIT
stock held by, and certain distributions
made to, a “qualified shareholder”
except to the extent that an investor
in the qualified shareholder (other than
an investor that itself is a qualified
shareholder) actually or constructively
holds more than 10 percent of the REIT
stock.

A qualified shareholder includes
certain foreign entities that (i) are
publicly traded and eligible for the
benefits of a comprehensive U.S.
tax treaty, or (ii) are treated as
partnerships for U.S. federal income
tax purposes with partnership units
representing greater than 50 percent
of the value of all the partnership
units regularly traded on the NYSE
or NASDAQ markets. In addition,

a qualified shareholder includes a
foreign person that is a qualified
collective investment vehicle that
would be treated as a USRPHC
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if it were a domestic corporation

and satisfies certain additional
requirements. The new legislation also
provides the Treasury with authority to
expand the class of eligible qualified
shareholders to include certain other
types of foreign entities that are
designated as qualified collective
investment vehicles.

Expanded determination of
domestically controlled REIT

A USRPI does not include any interest
in a domestically controlled regulated
investment company (RIC) or REIT
(collectively, qualified investment
entities or QIEs). A QIE is domestically
controlled if foreign persons directly
or indirectly own less than 50 percent
of the value of the entity’s stock. It is
often difficult, however, for QIEs to
determine with certainty the U.S. or
foreign status of all of their direct and
indirect investors, particularly in the
context of publicly traded entities.

The PATH Act provides three new
rules and presumptions for purposes
of determining whether a QIE is
domestically controlled. First, a publicly
traded QIE is permitted to presume
(absent actual knowledge to the
contrary) that a person that holds less
than 5 percent of a class of publicly
traded stock is a U.S. person. Second,
any stock in a QIE that is held by a
publicly traded QIE (or a RIC that issues
redeemable securities) is treated as
held by a foreign person, unless the
other QIE is domestically controlled,

in which case the stock is treated as
held by a U.S. person. Lastly, stock in
a QIE that is held by any other QIE not
described above is treated as held by
a U.S. person only to the extent the
stock of the other QIE is (or is treated
as) held by a U.S. person.

The new rules and presumptions
could benefit existing investors in
publicly traded QlEs as well as private
REITs. The changes will make it easier
for both publicly traded QIEs and
private REITs to attain domestically
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controlled REIT status, making them
attractive options for FIRPTA tax
planning for non-U.S. investors.

Exemption from FIRPTA for qualified
foreign pension funds (QFPF)

The PATH Act provides that a capital
gain dividend received by a QFPF (or
by a foreign entity wholly-owned by a
QFPF) from a REIT is not subject to US
taxation. The PATH Act also exempts
QFPFs from U.S. taxation on the
disposition of an interest in a REIT orin
a corporation which is a USRPHC.

A QFPF refers to any trust,
corporation, or other organization or
arrangement:

a) Which is created or organized under
the law of a country other than the
United States

b) Which is established to provide
retirement or pension benefits to
participants or beneficiaries that

are current or former employees

(or persons designated by such
employees) of one or more employers
in consideration for services rendered

c) Which does not have a single
participant or beneficiary with a right
to more than 5 percent of its assets or
income

d) Which is subject to government
regulation and provides annual
information reporting about its
beneficiaries to the relevant tax
authorities in the country in which it is
established or operates

e) With respect to which, under the
laws of the country in which it is
established or operates, (i) contributions
to such organization or arrangement
that would otherwise be subject to

tax under such laws are deductible or
excluded from the gross income of
such entity or taxed at a reduced rate,
or (i) taxation of any investment income
of such organization or arrangement is
deferred or such income is taxed at a
reduced rate.

e U.S. member firm of

the KPMG network of m'\'\"n'@"

1ational”), a Swiss entity. All rights re
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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 tax and
withholding (unless a lower treaty rate
applies). The principal types of this
income include:

— FDAP income - e.g., interest and
dividends

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

— 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:

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

— Interest received on certain deposits
with banks and certain other
financial institutions

— Interest on certain obligations
issued by U.S. state and local
governments

— Original 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

FFlIs) 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
more than 10 percent of a foreign
entity. A substantial U.S. owner
also includes a privately held U.S.
corporation that owns more than

10 percent of a foreign entity.

Payments subject to this new
withholding regime include FDAP
income that is not effectively
connected to a 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 by FFls
and foreign entities other than FFls
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
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.
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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

at arm’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 ina 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
result in a penalty of USD10,000 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, provided 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:

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

— A debt-to-equity ratio at the end of
the taxable year in excess of 1.5
to 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.

@2016 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved
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Check-the-box rules and domestic
reverse hybrids

Under 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 tax
purposes but as a partnership under
foreign law). This structure may allow
startup losses to flow through to the
entity’s foreign investors for foreign
tax purposes while retaining 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”).

@2016 KPMG LLP, a Delaware limited liability partnership anc
member firms affiliated with KPMG International Cooperative (

the U.S. member firm of the KPMG netwo
“KPMG International”), a Sw

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, generally, 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:

— The partner or member of the entity
is not subject to tax on the payment
by the partner or member's
residence jurisdiction

— The tax treaty does not contain
a provision that addresses
the treatment of items paid to
partnerships

rk of independent

ss entity. All rights reserved
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— The partner or member’s residence
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

@2016 KPMG LLP, a Delaware limited liability partnership anc
member firms affiliated with KPMG International Cooperative (*

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.

the U.S. member firm of the KPMG network of independent
KPMG International”), a Swiss entity. All rights re
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Valuationmo
NOMTS

—
CD

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.

— Multifamily: property can vary
from market rate to low-income/
affordable 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.

BlIing

— 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
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
— Life Insurance Companies,

Pension Funds, Public Real Estate
Companies, Pension Fund Advisors,
REITs, and Public C Corporations.

Industrial
— 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.

@2016 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved
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— 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.

Retail

— 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. Higher-end stores
will negotiate rent based on Tls
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.

Multifamily

— Rent and expense modeling are
key in multifamily 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 b- to 10- year hold. Since there
are many multifamily 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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“The U.S. market

is highly complex
across a number

of important
dynamics—Iegal,
regulation, taxation—
and the most prudent
foreign investors
spend substantial
energy on setting

up a network of

local advisers to
ensure they are
executing their
strategy properly and
identifying the best
approaches to this
market. Any wrong
step can significantly
affect their returns. yy

Roger Power, Audit
Partner, Leader,

U.S. - China Real Estate
/ni;_‘iat'f\"/e, KPMGLLP

MG Serv

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-focused professional.

Through our GCP and KPMG LLP's
U.S. Real Estate Practice, KPMG can
assist with 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.

VICes 10
inese investors

Our client focus, commitment to
excellence, global mindset and
consistent delivery build trusted
relationships that are at the core of
our business and reputation.

Our extensive experience serving all
segments of the real estate industry
includes assisting:

— Real estate investment and private
equity fund management

— Real estate investment trusts (REITs)

— Institutional investors and advisers,
including pension and sovereign
wealth funds

— Real estate operating companies
— Real estate service companies

— Lenders and intermediaries

— Developers

— Construction companies and
engineering firms

— 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.

@2016 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved
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1. Set-up and raising money
— Advising on investing in new markets

— Helping to build and assess business
plans and strategies

— ldentifying business or joint venture
partners

— Conducting feasibility studies and
economic assessments

— Advising on effective staff
remuneration

— Fund structuring options to help
mitigate potential tax exposures on
investments in multiple jurisdictions

— Assessing fund mangers’ regulatory
and compliance requirements

2. Acquisition and disposition of

investments

— Advising on corporate mergers and
acquisitions

Performing detailed financial, tax and
purchaser or vendor due diligence

Advising on project financing

Executing forensic background
checks on new investments

Providing valuations on complex
assets or portfolio structures

3. Reporting on performance and

plan delivery

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

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

— Advising on leasehold liability
transfers

4.

Assessing performance
management (and MIS systems) and
recommending improvements

Providing objective and strategic
advice around distressed assets

Advising on process improvement,
organizational transformation and
cost optimization

Improving back-office functions
Performing tax compliance services

Conducting regulatory compliance
reviews

Restructuring, refinancing and

divesting

5.

Providing restructuring advice

Advising on cost-cutting and cost
management

Helping with the development of tax-
efficient structures

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

Providing support before and during
the IPO process

Advising on the feasibility, structuring
and raising of funds for REIT
conversion or international listing.

@2016 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved
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bontact us

KPMG's U.S. - China Real Estate Initiative is a cross-border network of experienced professionals.

U.S. leads
Greg Williams

National Sector Leader--Building,
Construction & Real Estate / Asset

Management
T: +1 214 840 2425
E: gregorylwilliams@kpmg.com

Roger Power
Partner, Audit

Leader, U.S. - China Real Estate Initiative

T: +1 415963 5410
E: rjpower@kpmg.com

Key local office professionals
Los Angeles

Tony Kitchener

Partner, Audit

T: +1 213 955 8695

E: akitchener@kpmg.com

Martin Griffiths
Partner, Tax

T: +1 213 955 8339
E: magriffiths@
kpmg.com

Chicago

Tony Circolone

Partner, Audit

T: +1 312665 2210

E: acircolone@kpmg.com

Paul Chambers

Partner, Tax

T: +1 312 665 2669

E: pchambers@kpmg.com

Jennifer Anderson

Partner, Tax

U.S. - China Real Estate Initiative
T: +1 212 954 7806

Phil Marra
National Real Estate Funds Leader

T: +1 212 954 7864

E: pmarra@kpmg.com

E: jenniferlanderson@kpmg.com

Angela Yu
Partner, Tax

New York

Shirley Choy

Audit Managing Director
T: +1 212909 5074

E: schoy@kpmg.com

Jennifer Anderson

Partner, Tax

T: +1 212 954 7806

E: jenniferlanderson@kpmg.com

Dallas

Troy Butts

Partner, Audit

T: +1 214 840 2107
E: tbutts@kpmg.com

Danny Hertel
Partner, Tax

T: +1 214 840 2250
E: dhertel@kpmg.com

U.S. - China Real Estate Initiative
T: +1 212 954 2680
E: ayu@kpmg.com

Steve Moore
Managing Director,

Head of U.S. Real Estate Deal Advisory

T: +1 212 954 4292
E: smmoore@kpmg.com

San Francisco

Roger Power

Partner, Audit

T: +1415963 5410

E: rjipower@kpmg.com

Graeme Fletcher

Principal, Tax

T: +1 415963 5473

E: graememfletcher@kpmg.com

Key contacts in China

Nelson Lai

Head of Real Estate, China
T: +86 21 2212 2701

E: nelson.lai@kpmg.com

John Gu

Partner, Tax

T: +86 10 8508 7095
E: john.gu@kpmg.com

Washington, DC

Thomas Gerth
Partner, Audit

T: +1 703 286 6566

E: tgerth@kpmg.com

Jonathan Woehrle
Partner, Tax

T: +1 703 286 8261

E: jwoehrle@kpmg.com

Andrew Zhao

Partner, Transaction Services
T: +86 21 2212 3585

E: andrew.zhao@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 endeavor 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.
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