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KPMG LLP the audit, tax and advisory firm, surveyed top-level
executives in the commercial real estate industry during
the second quarter of 2012.

Participants were asked about business conditions in their sector,
the most significant revenue growth areas, and factors that would
impede or support recovery in real estate. These responses were
compared to the findings of a similar survey conducted among
commercial real estate executives in the second quarter of 2011.
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Expectations by commercial real estate executives for a modest but continuing sector recovery are
closely aligned with their expectations for the U.S. economy as a whole. This optimism is more subdued
than last year's assessments, when a larger portion of respondents hoped for a robust or even full
recovery within a year or two. In 2012, it appears the real estate industry recognizes the full extent of
the downturn, and expectations have been adjusted accordingly.

The industry still faces significant barriers to growth, including pricing pressures, sluggish demand,
tight credit markets, and regulatory uncertainty. However, real estate executives in this year's survey
report that their companies are undertaking a number of well-considered and strategic initiatives

to squeeze out unnecessary costs, improve efficiencies, and focus on organic growth to enhance their
competitive posture. Moreover, they plan on ramping up their investments in IT in support of improving
efficiencies, especially in the area of regulatory reporting.

While increasing operational efficiencies and reducing costs will be a primary focus, there is also

a tempered optimism exhibited by executives as industry fundamentals continue to slowly improve
and bright spots emerge. One such bright spot will be in the area of multifamily development, which is
expected to see a significant spike in activity in 2013. In addition, modest gains in hiring and revenue
are expected to continue over the next year, further signaling positive momentum building within

the industry.

On behalf of KPMG, | would like to thank those executives who participated in this survey. | hope
the findings are useful to you in addressing market challenges and opportunities. | also welcome
the chance to discuss this study and its implications for your business in the year ahead.

Greg Williams
National Sector Leader, Building, Construction & Real Estate
KPMG LLP
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Key findings from KPMG's 2012
Real Estate industry outlook survey
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KPMG's survey reflects the responses of nearly 80 senior real
estate executives from large, U.S.-based companies. The majority
of respondents (55 percent) work for companies with annual
revenue between $100 million and $1 billion, while 36 percent
represent companies with annual revenue between $1 billion and
$10 billion, and 7 percent work for companies with annual revenue
exceeding $10 billion. Another 2 percent work for companies with
revenue below $100 million. Forty-seven percent of the executives
surveyed work for companies that are publicly held, while

53 percent are privately held.

Key findings from the real estate sector include the following:

e Fifty-one percent of survey respondents believe that the multifamily sector will see a significant amount
of development beginning in 2013. Fourteen percent anticipate that the industrial sector will experience
significant development during this time.

e Nearly half (46 percent) of the real estate executives surveyed expect to spend the majority of their time
and energy over the next two years on increasing operational efficiencies and reducing costs versus
other initiatives.

e The top three areas where executives plan to increase spending over the next year include technology
(52 percent), business acquisition (37 percent), and employee compensation and training (32 percent).

e More than two-thirds (72 percent) of respondents said improving real estate fundamentals will be
the biggest growth driver over the next one to three years, representing a 22 percentage point increase
in this category as compared to last year's survey.

e Executives cite pricing pressures (35 percent), lack of customer demand (25 percent), access to and
managing capital (24 percent), and regulatory and legislative pressures (21 percent) as the most
significant barriers to growth.

), a Swiss entity. All rights reserved. Printed in the U.S.A
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Fifty-six percent of real estate executives surveyed said their company'’s revenue has increased over
the last year, while 67 percent anticipate continued revenue growth a year from now.

e Forty-seven percent of survey respondents reported adding U.S. employees over the last 12 months, and
58 percent expect to add more over the next year. Meanwhile, 23 percent noted that their company'’s
U.S. headcount has already returned to prerecession levels.

e More than half (58 percent) of the executives surveyed expect some improvement in economic
conditions over the next year. However, 63 percent have pushed back their expectations for a full U.S.
economic recovery until 2014 or later.

© 2012 KPMG LLR 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”
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A tempered outlook for the
year ahead

According to this year's survey, the commercial real estate
market continues to make strides in the right direction despite
a lackluster economy. While progress is slow going, bright
spots are emerging, including some real estate asset classes
that are expected to improve in 2013. However, persistent
slow growth and pricing pressures will likely result in more
executives seeking to increase efficiencies and reduce costs
over the next year. At the same time, executives say they will
concentrate efforts on pursuing growth opportunities, relying
on a return of real estate fundamentals to boost revenue over
the next three years. Overall, modest gains in revenue and
hiring are expected to continue, but sector executives are
less optimistic longerterm, pushing back their predictions

for substantial economic recovery until 2014 or later. This is a
much deflated view from last year’s survey when the majority
of those surveyed believed in the possibility of a complete
economic recovery by the end of 2013.

Future development

Executives expect to see continued development over

the next year, especially in the multifamily sector, where more
than 50 percent believe there will be significant development
beginning in 2013.

Expected areas of development starting in 2013

25%

24%
17% . °
5%

Multifamily Industrial Hospitality Retail Office

Key

B None
Some
Significant amount

A closer look at key fundamentals

Comparing key economic fundamentals, such as
unemployment, job growth, cost of living, etc., in their primary
markets today versus expectations for 2013, 60 percent of
executives anticipate that these dynamics will improve in
2013. Interestingly, when asked specifically about real estate

fundamentals, their responses reflected the same perspective.

Sixty percent of respondents believe real estate fundamentals,
such as vacancy, occupancy, rental rates, deal velocity, etc.,
in their primary markets will improve in 2013.

Key economic fundamentals outlook
2012 (2Q)

Key real estate fundamentals outlook
2012 (2Q)

Key
B Better in 2013 versus today
About the same in 2013 versus today
Worse in 2013 versus today
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Initiatives garnering attention

When asked about the top initiative on the minds of
management over the next two years, 31 percent of executives
cite the need to significantly improve operational processes
and related technology, followed by investing in organic growth
(17 percent) and cost-cutting initiatives (15 percent).

Top management initiative over the next two years

40
31%
30
20 7%
15%
0
13% 12%
10 7%
5%
0 Hm
Key
B Significant improvement of operation Significant investment in organic growth

processes and related technology
[ Significant cost reduction initiatives B Merger/acquisition

B Navigating significant changes in W Strategic divestiture of current assets
the regulatory environment

B Other
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In pursuit of growth and
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Improving real estate fundamentals will be a key revenue driver ~ Meanwhile, pricing pressures (35 percent) and a lack of £20
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Next 1-3 years Lack of customer demand 25% gL %
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o &
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M&A activity

Survey results signaled less enthusiasm toward mergers and
acquisition strategies within the sector. \When asked about the
likelihood of their company being involved in a merger or acquisition
during the next two years, 45 percent of real estate executives in
2012 say they will be involved in an M&A transaction as a buyer,
down from 64 percent a year ago. Meanwhile, 41 percent said their
company has no plans or are unsure if they will be involved in M&A
activity, as compared to just 23 percent in 2011.

Likelihood of M&A activity
No plans/don’t know

41%
Involved in M&A as seller

ZEZ [nvolved in M&A as buyer
45%

2012 (Q2) 2011 (Q2)

Investment opportunities

Forty-five percent of respondents say the environment for
investment opportunities has remained relatively the same
as the previous year, while 38 percent believe it has improved
during this time.

Marketplace for investment opportunities

50
45%

38%

40

17%

About the same

2012 (2Q)

Better this year Worse this year

Real estate executives in this year's survey view distressed
assets as the biggest investment opportunity over the
next 12 months.

Assets most likely to acquire over next 12 months

BiGGEST 2nD BiGGEST  3RD BIGGEST

OPPORTUNITY OPPORTUNITY OPPORTUNITY
Distressed assets 36% 23% 12%
Development 28% 17% 35%
opportunities
Class A assets in
secondary/tertiary 23% 20% 32%
markets
Class B/C assets 8% 36% 18%
Other 5% 4% 3%
Total 100% 100% 100%
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Capital spending and investing

More than half of executives (52 percent) indicate they have Cash position

significant cash on the balance sheet and are ready to start Compared to a year ago, 44 percent of the executives surveyed
spending. In fact, 23 percent of that population acknowledges note that their company's balance sheet cash position has

that investment already is significantly underway, but a plurality  increased, while 38 percent say it has stayed the same.

(33 percent) said they expect to invest it in 2013.

), a Swiss entity. All rights reserved. Printed in the U.S.A

Investment time frame Cash position
40 50
44%
33%
31% 40 38%
30
23% 30
20
0
13% 20 18%
10
10
0 0
Investmentis  Second half of 2012 2013 2014 and beyond Increased Remained the same Declined
significantly
underway
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Capital spending

Forty-six percent of survey respondents predict their
company's capital spending will increase, while 35 percent
expect it to stay the same over the next year. Much of this
spending will be in the areas of information technology

(52 percent), business acquisition (37 percent), and employee
compensation and training (32 percent).

Increased areas of capital spending over the next year
60
52%
50
40 37%
32%
30

21% 20%
20

) II
0

B Information technology (IT)
Employee compensation/training

M Expanding facilities

M Business model transformation
Green/sustainability initiatives
Research and development

19%
15%
M %

II9

Acquisition of a business

B Geographic expansion
New products or services

W Advertising and marketing
Regulation/control environment
Other

%
° 7%

5% 5%

Multiple responses allowed.

Availability of debt

The commercial real estate industry has continued to

see improved access to debt financing, with 54 percent of
executives rating their company’s current access better than
this time last year. Meanwhile, 10 percent report that their
access is worse this year compared to the same period in 2011.

Current access to debt financing compared to last year
60

54%

50

40 36%

30

20

10%
10

Better this year About the same Worse this year

2012 (2Q)

At the same time, 33 percent of executives report that the cost
of debt financing was less expensive than the previous year,
while 43 percent believe it has remained the same.
Cost of debt financing today versus 2011
50
43%
40
33%
30
24%

20

10

More expensive About the same

this year

Less expensive
this year

2012 (2Q)
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Hope for recovery remains
on the horizon

Hopes for a full U.S. economic recovery seem to have been

pushed back, according to the real estate executives surveyed.

The majority (63 percent) believe that it will not actually
occur until 2014-2015 or beyond. This differs from last year's
results, in which 31 percent of survey respondents expected
a full recovery in 2012 (the following year), while 57 percent
anticipated it would happen in 2013 or later.

50

40 37%
35%

30 28%

20

0%

End of 2012 2013 2014 2015 or later

2012 (2Q)

Business conditions

More than half (58 percent) of sector executives believe

that the economy will improve over the next year, while only
33 percent expect conditions to stay the same. This is similar
to last year's results, in which 59 percent and 27 percent,
respectively, answered the same question.

Worse next year

About the same

58% ISP/ Better next year

2012 (Q2) 2011 (Q2)

Revenue

A small majority (56 percent) of survey respondents report
generally modest revenue increases over the last year, which
represents a slight dip from 64 percent who reported a revenue
increase in 2011.

Decrease in revenue

About the same

GZX/3 Increase in revenue
56 %

2012 (Q2) 2011 (Q2)

When asked to describe their revenue expectations a year
from now, 67 percent of executives predict that revenue
will increase, down from 75 percent the previous year.
Meanwhile, 24 percent believe revenue will stay flat over
the next year as compared to 22 percent in 2011.

Worse next year

About the same

Better next year

2012 (Q2) 2011 (Q2)
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Headcount

Real estate executives added more U.S. employees over

the last year, with 47 percent of respondents reporting an
increase in headcount, while 32 percent reported no change.
Executives have higher expectations for the year ahead,

with 58 percent predicting an increase in hiring and 30 percent
expecting headcount to stay the same.

Decrease

About the same

21%

ISR/ Increase

Current headcount Future headcount

expected

Interestingly, 23 percent of survey respondents said that
their U.S. headcount has already reached prerecession levels,
but 16 percent believe it will never return to those levels.

Headcount: Return to prerecession levels

30
25%
23% 23%
20
16%
12%
10
1%
0
Already at  Second half 2013 2014 2015 Never
prerecession  of 2012 or later
level
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Risk and regulatory challenges

Evolving regulation and changing marketplace dynamics are Despite obvious challenges, 51 percent of respondents believe
encouraging more companies to implement strong internal their company is somewhat prepared to seize opportunities
risk frameworks. Asked to identify any challenges preventing as a result of public policy and regulatory reform. Notably,

the adoption of a formal risk policy, 41 percent of survey 27 percent report being very prepared.

respondents cited culture and behavior as a key challenge,
while 25 percent believe that process integration or operational
efficiency pose significant obstacles.

Ability to seize opportunities from regulatory change
60

51%
Challenges preventing the adoption of a formal risk policy 50

50

40
41%

40

30 27%
30 20

25% 25% 24%
21% 1% 1%

20 19% 10

0 - -
1 Very prepared Somewhat prepared  Not prepared Don't know
0

Key
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B Culture and behavior Process integration/efficiency of
operations

1 Governance framework W Clearly defined roles and
responsibilities

B Shared resources across the organization B Don’t know

Multiple responses allowed.
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Data analytics and digital
marketing channels

(2]

w

=z

2
5 < S
Qo un wm
ES% . . e, . . . .. .
g o ':g When asked to describe their organization's maturity regarding Exploring digital marketing channels
& £ s usage of data analytics, 31 percent of executives rate the data Commercial real estate executives plan to use digital,

[0 . . . . . . . . .
g £ § analytics literacy of their company as average, while nearly as social, and mobile technologies in a variety of ways over
a o . . . .

£ ¢ 2 many—25 percent—rate their data analytics literacy as high. the next 12 months. In fact, 43 percent have plans to use
£59 .. social media for external brand promotion, 35 percent will use
¢ ¢z Data analytics literacy of company . . o . .
Zo¥ it to gain customer insight, and 33 percent will deploy it for

o e
é =) 40 recruiting purposes over the next year.
£ g
X 35
£EE 31% Digital marketing strategies planned for year ahead
B e 5 30 . .
§ é % 25% Social media for external brand promotion 43%
é 2 § 23% Social media for customer insight 35%
o O
Fsg 20 Social media for recruiting 33%

2

E g i 12 Customerfacing mobile applications 31%
=0 0
2 g 2 10 Mobile-specific customerfacing web sites 25%
oo .
o Z 5% Mobile-specific enterprise web sites (i.e., mobile intranets) 24%
ged 4% P
58 ¢ Social media for two-way customer engagement 23%
=28 0
% 35 Enterprise mobile applications 23%
£ Z 0
§ § g Key Location-based marketing using mobile technology 21%
E2E W High data analytics literacy Rapidly moving toward high - - - - -
083 analytical literacy Social media for enterprise collaboration/knowledge sharing 20%
© C =
E g g I Average when it com.es to Utl|l%|hg analytcs M Som’e analytical literacy Creation and distribution of digital media internal messages 20%
QX o B No formal data analytics capabilities B Don't know . .
oi? using video
o x N
o ; % Creation and distribution of digital media marketing messages 19%
é £9 using video (including company-specific external video channels)
% 2 % Social media for customer crowd sourcing 19%
© = F . . . .

- Social media for enterprise crowd sourcing 1%

Social media for enterprise risk management 7%
Mobile-commerce technologies including nearfield 4%

communication-enabled payments and mobile wallets

Multiple responses allowed.
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The commercial real estate industry is slowly but steadily coming back from the most
difficult market contraction in a lifetime. Real estate executives are cautiously
optimistic, even though this optimism is tempered by a realistic assessment of

the many challenges still facing real estate companies. Pricing pressures and
mounting regulations continue to pose significant hurdles.

At the same time, future trends point toward a more efficient, cost-effective industry
characterized by innovative processes, new technologies, improved employee
compensation, and a measured approach to growth based on organic development
and carefully chosen acquisitions. The encouraging signs are clear. More than half

of the respondents expect the economy to continue to improve. Fifty-eight percent
expect to add headcount over the next year—up from 53 percent in last year's survey.
In addition, 87 percent of the companies reporting significant cash on hand expect to
make strategic investments, either this year or next.

If one statistic captures the attitude of the industry in 2012, it might be this one:

72 percent of respondents said that improving real estate fundamentals will be the
biggest growth driver over the next one to three years, an increase of 22 percentage
points compared to last year. With a careful focus on costs, markets, and the bottom
line, the real estate industry will likely be well positioned to maintain a path toward
full recovery in the years ahead.
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KPMG LLP’s Building, Construction & Real Estate professionals provide strategic
insights and relevant guidance wherever our clients operate. We provide services
on a local and national level with a network of 1,500 dedicated professionals in

the United States and through the global network of KPMG International member
firms, comprising more than 3,000 professionals in 77 countries. This network

of member firms enables us to serve a broad array of building, construction, and
real estate enterprises worldwide, providing extensive international coordination
and a thorough understanding of global markets and their attendant risks and
opportunities. In the United States, we advise owners, managers, developers,
lenders, intermediaries, construction and engineering firms, and investors

in effectively executing complex transactions ranging from acquisitions and
dispositions, to securitization of real estate assets for individual properties

and portfolios, to entity-level mergers and acquisitions, and to interpretation of and
compliance with a broad range of regulations and standards. KPMG member firms
provide the right resources to meet our clients’ needs, regardless of geography.

KPMG: A leader in serving the Building,
Construction & Real Estate industry




Key contact

GregWilliams

National Sector Leader, Building,
Construction & Real Estate

T: 214-840-2425

E: gregorylwilliams@kpmg.com

kpmg.com

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
itis 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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in 152 countries.
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