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Real Estate Investment Trusts 
(REITs)

&
Real Estate Operating Companies

(REOCs)
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Session Objectives
 Asset Securitization
 Define REIT

What makes a REIT?
 Types of REITs
 Advantages and Disadvantages of REIT Structure

 Case Study – the US market in the 1990s
 FFO versus EPS
 Global REIT Performance and Implications for 

Investment
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The Investment System and Capital 
Markets

 The Investment System has Two Parts
 Underlying Real Assets: a collection of physical, 

human, and legal assets and relationships that 
produce cash flow through the production and sale of 
goods and services

 Financial Assets: these are not directly productive (as 
real assets), but are direct or indirect claims on the 
directly productive underlying real assets 

 The investment system matches heterogeneous investors 
(sources of financial capital) with heterogeneous 
productive assets (physical capital) 
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Exhibit 1: Capital Markets without Asset Securitization

1. Underlying physical assets produce cash flows through products and sale of goods and commodities
2. Financial assets do not directly generate cash flow, but are indirect claims on the productive
real assets
3.  The investment system matches heterogeneous investors (sources of capital) with heterogeneous 
productive assets (physical assets and receivables)

Managerial Discretion?
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Exhibit 2: Financial Markets with Asset Securitization

1. Traditionally, investors in industrial firms “indirectly”  own the underlying assets through ownership  
of financial claims, they do not  own the underlying real assets directly; securitization has made it 
possible for investors to own directly the cash flows of specific assets or receivables of industrial and 
financial firms

2. Real estate investors traditionally own “directly” the real assets ; asset securitization has made it 
possible  for these investors to indirectly own real estate related assets 

3. In short asset securitization has changed the investments decision making

Firms sells securities
To raise capital

Proceeds used to buy
assets for operation

Real assets generate
positive cash flow Cash either reinvested

or returned to investors

Securitized 
Assets

For securitized assets specific cash flow goes directly to investors.
Securitized assets and their associated cash flows are in effect owned
directly by investors   ----   Limited Managerial Discretion

(5)
Investors

in securitized
Assets
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Asset Securitization has Changed 
the Investment and Financing 
Decisions 

  Asset securitization has made it possible for investors 
in real estate entities to own financial claims, (REIT, 
MBS, CMBS), on the real estate (indirect ownership) 
as well as own the real estate (direct ownership)

 Asset securitization has also made it possible for 
investors in industrial firms to own specific pieces of 
the firm’s cash flows or receivables through ABS 
(“direct ownership”), as well as hold financial claims on 
the underlying productive real assets of the firm 
(indirect ownership through shares and bonds) 



What is Asset Securitization?

 Generally speaking, this is the trend towards real assets, 
commodities, products, or receivables , etc, being 
transformed into liquid securities tradable in financial 
markets
 real estate investment trusts (REITs) vs. real property
 commercial mortgage backed securities (CMBS) vs. 

commercial mortgages
 residential mortgage backed securities (RMBS) vs. 

residential mortgages
 asset backed securities (ABS) vs. receivables (credit 

cards, auto loans, trade receivables, leases, royalties, 
telephones receivables, future flows, infrastructure 
projects, etc)
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What is a REOC?

 A company that derives its income from  
real estate investment.

 A company that lists its primary business 
as real estate. 
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U.S REITs versus U.S. REOC 
Structure

 What is REOC?
 (1) U.S REITs are prohibited from certain lines of 

business, e.g. hotel operations, parking 
operations,  REOCs are not

 (2) REITs operating loss (OL) can be carried 
forward for 15 years not back, REOCs can carry 
loss back

 (3) REOCs may decide to retain all of its earnings 
to fund growth opportunities, REITs must pay 90% 
of their earnings to shareholders to avoid double 
taxation
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What is a REIT?

 Securitized real estate investment
 Ownership form created by tax code
 Basic requirements:
Be Real Estate
Pass-through income to shareholders 

 High dividends / low retained earnings
Avoid corporate tax
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General Structure of 
Real Estate Investment Trusts (REITs)
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Key Requirements of US REITs

 Asset Test:
 At least 75% of a REIT’s asset value must come from real estate, cash, and 

government securities at the close of each quarter of taxable year
 No more than 5% of the value of the assets may consist of the securities of one 

issuer,  and REIT may not  own more than 10% of the outstanding shares of one 
issuer, if those securities are not includable in the 75% test

 Income Test:
 At least 95% of gross income must come from dividends, interests, rents, or gains 

from sale of certain assets
 No more than 30% of REITs gross income can be derived from sale of real estate 

held for less than four years or securities  held for less than six months 
 Distribution Test:

 At least 90% of the REIT taxable income must be distributed to shareholders 
 Stock and Ownership Test:

 REIT shares must be transferable and must be held by a minimum of 100 persons
 No more than 50% of REIT shares may be held by five or fewer persons
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Other Typical Attributes of REITs

 REITs can be structured either as a corporation 
(US) or a unit trust (Australia)

 REITs can either be directly managed internally 
(US) or externally managed through a third party 
asset management company (Asian Countries)

 A REIT typically does not make a market – i.e. 
investors cannot require the REIT to redeem their 
shares (they are closed-end funds)

 Listed REITs are typically set up to operate 
indefinitely, although they can be structured with 
finite life.
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REIT Types

 Equity
 Mortgage
 Hybrid
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Equity REITs

 Blank Check
 does not disclose investments to shareholders prior to 

acquisition.
 Specified Trusts

 purchase a specific property (Rockerfeller Center 
Properties)

 Mixed Trusts
 invests in both blank check and specific properties
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Mortgage REITs

 Invests in mortgages
earn the spread between costs of funds and 

mortgage loan rates
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U.S. REIT Property Sector and Sub-
sector

 Industrial/Office (9% / 21%)
 Office
 Industrial
 Mixed

 Retail (25%)
 Shopping Centers
 Regional Malls
 Free Standing

 Residential  (19%)
 Apartments
 Manufactured Homes

 Diversified (8%)
 Others (18%)

 Lodging/Resorts
 Self Storage
 Health Care**
 Mortgages

 Home Finance
 Commercial Financing
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REIT Benefits

 Invest in a diversified RE portfolio managed by 
professionals
 Regular income and relatively high dividend yield

 Higher liquidity
 REIT shares traded on stock exchanges

 Access to broad capital markets
 Corporate governance mechanisms 
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REIT Disadvantages

 possible conflicts of interests between 
sponsor and REIT shareholders
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Innovation in U.S. REITs
 Pre 1986 REITs – passive management

 Directors, trustees or employees of REITs were not 
allowed to actively manage REIT properties

 Independent contractors performed these functions
 REIT owns underlying physical assets directly

 Post 1986 REITs --- Modern REITs (active management)
 1986 Tax Reform Act relaxed management restrictions
 Allowed REITs to provide normal maintenance and 

other services for tenants
 Created vertically-integrated operating companies 

fundamentally different from passive REITs of pre-1986
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Major ’90s Innovation: UPREIT

 REIT formed by consolidating limited-
partnerships

 partnerships allocated REIT shares based 
on appraised value of partnership property
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Umbrella Partnership REITs or 
UPREITs

 REIT does not directly own the underlying properties
 Rather the REIT and other real estate owners own units 

(operating partnership units or OP units) in a partnership
 The REIT and in real estate owners have contributed ort 

sold properties to the partnership
 OP units are convertible into shares of REIT, offering voting 

rights and dividends
 This complicated arrangement allowed property owners 

(developers) to “sell” their properties to the REIT without 
triggering taxable event
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REIT Shareholders

REIT

AB

Umbrella Partnership Managed by A (formed by REIT)
General Manager of Operating Partnership is REIT

Property 1 Property 2 Property 3 Property 4

A’s OP units are sold to REIT
for cash or shares

B has the option to
convert OP units to 
shares of REIT

Umbrella REIT FORMATION
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Taubman UPREIT

Taubman Realty Group (TRG)
Partnership – 

owns 19 shopping malls

Taubman
75% ownership

Affiliates
25% ownershipGM Pension Trust

Convertible debt
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The Innovation in UPREITs

 The UPREIT is a form of financial engineering or 
structured financing 
 The structure is a tax-deferred mechanism through which real 

estate developers and other owners transferred properties in the 
form of a tax-exchange

 Since the transaction did not trigger a taxable event the REIT is 
able to acquire properties at better earning multiples

 Conceivably this resulted in shareholder wealth maximization
 The development of UPREITs resulted in massive growth in REIT 

equity market capitalization in 1990s
 These modern REITs feature active management so as to grow 

cash flows and portfolio size
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Another Innovation in U.S. REITs Structure: 
Paired Share REITs

 It allows the REIT to enter into prohibited business 
and still avoid double taxation
 The process starts with an REIT acquiring an REOC 

engaged in active real estate business that the REIT 
cannot enter (e.g. parking operations, hotels, and health 
businesses)

 All properties acquired by the REIT are leased back to 
the REOC

 REOC in turn pays most of its income to the REIT in the 
form of rent

 REIT passes most of its income to shareholders and 
avoids double taxation
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International REITs Trend
 The growing demand for publicly traded real estate likely to be met by 

growth of REITs
 Two largest REIT markets in the world are in the United States and 

Australia
 United States market commenced in the early 1960s. First Australian LPT 

IPO was in 1971
 Both markets grew very rapidly in the 1990s.  This was after the property 

markets in both countries crashed in the early 1990s – Exhibit 4
 REIT markets also established in:

 Canada, UK, Italy, Belgium, France, Netherlands, Japan, New 
Zealand, Malaysia, Korea,  Singapore, Hong Kong, Taiwan, to name a 
few
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US and Australian REIT Markets
Exhibit 4: US and Australia saw explosive growth in the early 1990s

Australia
United States

Source: NAREIT, UBS
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Global REIT Performance

 Total Returns 
 Dividend Yields
 Correlations
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Source: FTSE EPRA/NAREIT Global Real Estate Index – Monthly Bulletin
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Source: FTSE EPRA/NAREIT Global Real Estate Index – Monthly Bulletin

36 Month EUR Correlations
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36 month local correlations

Source: FTSE EPRA/NAREIT Global Real Estate Index – Monthly Bulletin
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Source: FTSE EPRA/NAREIT Global Real Estate Index – Monthly Bulletin
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Source: FTSE EPRA/NAREIT Global Real Estate Index – Monthly Bulletin
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Source: FTSE EPRA/NAREIT Global Real Estate Index – Monthly Bulletin
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Historical US REIT Performance

 Sept 2003 to Sept 2013
 Sept 2002 to Sept 2007
 Sept 2006 to Sept 2007



43Source: www.SNL.com
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REIT Market Capitalization
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 Why the big increase in REIT numbers 
and capitalization during the 1990s?
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Structural Changes Influencing 
the REIT Market
 1986 Tax Reform Act
Reduced incentives to hold real estate in 

private/partnership form (leveled playing field)
Still, no move to public market financing until 

late 1992
 TRA was necessary, but not sufficient condition for 

the rise of equity REITs
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Structural Changes

 End of High LTV Nonrecourse Financing
By early 1990s, commercial banks and 

insurance companies had reduced exposure 
to real estate
 Regulatory pressure on banks
 Regulatory pressure and changing business 

conditions on insurance companies
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Structural Changes

 With high LTV nonrecourse loans, real 
estate owners had no need to raise equity

 made them abnormal compared to other capital 
intensive businesses in the US
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Structural Changes

 Debt Rollover Timing
 Industry refinanced with 5-7 year miniperms 

following bond market rally of 1986
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Structural Changes

 End of high LTV financing and debt 
rollovers created a capital squeeze in 
1992 that forced many real estate owners 
to consider raising equity in the public 
markets for the first time

 UPREITs created
allowed original owners to maintain effective 

control of assets
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Dual Models of REIT Value
 We earlier noted the existence of two parallel real estate 

asset markets
 The public market (stock market) where REITs trade
 The Private property market where the  REITs’ underlying 

physical assets trade
 Three fundamental questions arise from this dual market 

model that are of interest to real estate investors
 (1) Which asset market to use for real estate investment decision?
 (2) Is there a possibility for arbitrage by trading between the two 

markets to make seemingly (or nearly) riskless profits?
 (3) Do the two markets value differently the same underlying 

physical asset?
 First, we focus on the third question dealing with 

differential valuation between the two markets



52

Exhibit 16:
End of Year Public vs Private Asset Mkt Commercial R.E. Values:

(Indexes set to have Equal Avg Values 1974-98)
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The Dual Market Nature of Real Estate Creates “Windows of Opportunity”
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NCREIF (Unsmoothed)

Exhibit 16:
End of Year Public vs Private Asset Mkt Commercial R.E. Values:
(Indexes set to have Equal Avg Values 1974-98)
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Ex.7-4

		$Trillion

		Cash		2		6.06%

		Stocks		11		33.33%

		Bonds		12		36.36%

		Real Estate*		8		24.24%

		*Excludes value in mortgages and corporate real estate.

		Stocks		11		35.48%

		Bonds		12		38.71%

		Real Estate*		8		25.81%
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Exhibit 7-4: Approximate Aggregate Value of Asset Classes, USA late 1990s ($Trillion)



TRetCharts

		

				CPI		TBill		SP500		LGBond		RE		SPTrend		RETrend		Year		Stock Deviation Around Trend		Year		RE Deviation Around Trend

		69		1.00		1.00		1.00		1.00		1.00		1.00		1.00		69		0.00		69		0.00

		70		1.05		1.07		1.04		1.12		1.21		1.13		1.09		70		0.09		70		-0.11

		71		1.09		1.11		1.19		1.27		1.40		1.28		1.20		71		0.09		71		-0.20

		72		1.13		1.15		1.41		1.34		1.43		1.44		1.31		72		0.03		72		-0.12

		73		1.22		1.23		1.21		1.33		1.52		1.63		1.43		73		0.42		73		-0.09

		74		1.37		1.33		0.89		1.38		1.45		1.84		1.57		74		0.95		74		0.11

		75		1.47		1.41		1.22		1.51		1.53		2.08		1.72		75		0.86		75		0.18

		76		1.54		1.48		1.51		1.77		1.92		2.35		1.88		76		0.84		76		-0.04

		77		1.65		1.56		1.40		1.75		2.11		2.65		2.05		77		1.25		77		-0.06

		78		1.79		1.67		1.49		1.73		2.56		3.00		2.25		78		1.51		78		-0.31

		79		2.03		1.84		1.77		1.71		3.26		3.39		2.46		79		1.62		79		-0.80

		80		2.28		2.05		2.34		1.64		3.75		3.83		2.69		80		1.49		80		-1.06

		81		2.49		2.35		2.22		1.67		4.29		4.32		2.94		81		2.10		81		-1.35

		82		2.59		2.60		2.70		2.35		4.24		4.88		3.22		82		2.18		82		-1.02

		83		2.68		2.83		3.31		2.37		5.02		5.52		3.52		83		2.21		83		-1.50

		84		2.79		3.11		3.52		2.73		5.76		6.23		3.86		84		2.72		84		-1.90

		85		2.89		3.35		4.65		3.58		6.15		7.04		4.22		85		2.39		85		-1.93

		86		2.93		3.55		5.51		4.45		6.37		7.96		4.62		86		2.45		86		-1.75

		87		3.06		3.75		5.79		4.33		6.83		8.99		5.05		87		3.19		87		-1.78

		88		3.19		3.99		6.77		4.75		7.64		10.15		5.53		88		3.39		88		-2.12

		89		3.34		4.32		8.90		5.61		8.04		11.47		6.05		89		2.57		89		-1.99

		90		3.54		4.66		8.62		5.96		7.60		12.96		6.62		90		4.34		90		-0.98

		91		3.65		4.92		11.25		7.11		6.36		14.64		7.24		91		3.39		91		0.88

		92		3.76		5.09		12.11		7.68		6.32		16.54		7.92		92		4.43		92		1.60

		93		3.86		5.24		13.32		9.09		7.05		18.69		8.67		93		5.37		93		1.62

		94		3.97		5.44		13.50		8.38		8.12		21.11		9.48		94		7.62		94		1.36

		95		4.07		5.75		18.55		11.03		8.96		23.85		10.38		95		5.30		95		1.42

		96		4.20		6.05		22.83		10.93		10.37		26.95		11.35		96		4.12		96		0.99

		97		4.27		6.36		30.44		12.66		12.42		30.44		12.42		97		0.00		97		0.00

		98		4.34		6.67		39.14		14.32		14.91		34.39		13.59		98		-4.75		98		-1.31

				CPI		TBill		SP500		LGBond		RE

		69		1.00		1.00		1.00		1.00		1.00

		70		1.05		1.07		1.04		1.12		1.21

		71		1.09		1.11		1.19		1.27		1.40

		72		1.13		1.15		1.41		1.34		1.43

		73		1.22		1.23		1.21		1.33		1.52

		74		1.37		1.33		0.89		1.38		1.45

		75		1.47		1.41		1.22		1.51		1.53

		76		1.54		1.48		1.51		1.77		1.92

		77		1.65		1.56		1.40		1.75		2.11

		78		1.79		1.67		1.49		1.73		2.56

		79		2.03		1.84		1.77		1.71		3.26

		80		2.28		2.05		2.34		1.64		3.75

		81		2.49		2.35		2.22		1.67		4.29

		82		2.59		2.60		2.70		2.35		4.24

		83		2.68		2.83		3.31		2.37		5.02

		84		2.79		3.11		3.52		2.73		5.76

		85		2.89		3.35		4.65		3.58		6.15

		86		2.93		3.55		5.51		4.45		6.37

		87		3.06		3.75		5.79		4.33		6.83

		88		3.19		3.99		6.77		4.75		7.64

		89		3.34		4.32		8.90		5.61		8.04

		90		3.54		4.66		8.62		5.96		7.60

		91		3.65		4.92		11.25		7.11		6.36

		92		3.76		5.09		12.11		7.68		6.32

		93		3.86		5.24		13.32		9.09		7.05

		94		3.97		5.44		13.50		8.38		8.12

		95		4.07		5.75		18.55		11.03		8.96

		96		4.20		6.05		22.83		10.93		10.37

		97		4.27		6.36		30.44		12.66		12.42

				CPI		TBill		SP500		LGBond		RE

		83		1.00		1.00		1.00		1.00		1.00

		84		1.04		1.10		1.06		1.15		1.15

		85		1.08		1.18		1.40		1.51		1.22

		86		1.09		1.26		1.66		1.88		1.27

		87		1.14		1.32		1.75		1.83		1.36

		88		1.19		1.41		2.05		2.01		1.52

		89		1.24		1.53		2.69		2.37		1.60

		90		1.32		1.65		2.60		2.52		1.51

		91		1.36		1.74		3.40		3.01		1.27

		92		1.40		1.80		3.66		3.25		1.26

		93		1.44		1.85		4.03		3.84		1.40

		94		1.48		1.92		4.08		3.54		1.62

		95		1.52		2.03		5.60		4.66		1.78

		96		1.57		2.14		6.90		4.62		2.06

		97		1.59		2.25		9.20		5.35		2.47

		98		1.62		2.36		11.83		6.05		2.97

		Year		Real SP Tret		Year		Real RE Tret

		69		-14.43%		69

		70		-1.33%		70		15.21%

		71		11.01%		71		12.79%

		72		15.53%		72		-1.05%

		73		-23.43%		73		-2.59%

		74		-38.68%		74		-16.66%

		75		30.19%		75		-1.58%

		76		19.03%		76		20.25%

		77		-13.96%		77		3.48%

		78		-2.44%		78		12.01%

		79		5.13%		79		14.11%

		80		20.02%		80		2.61%

		81		-13.85%		81		5.60%

		82		17.54%		82		-5.05%

		83		18.71%		83		14.58%

		84		2.32%		84		10.67%

		85		28.38%		85		3.03%

		86		17.34%		86		2.46%

		87		0.82%		87		2.84%

		88		12.40%		88		7.49%

		89		26.85%		89		0.58%

		90		-9.29%		90		-11.60%

		91		27.48%		91		-19.40%

		92		4.77%		92		-3.57%

		93		7.25%		93		8.88%

		94		-1.37%		94		12.53%

		95		34.89%		95		7.71%

		96		19.76%		96		12.46%

		97		31.66%		97		18.11%

		98				98
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Annual Real Total Return Comm.R.E.



		NCREIF Annual Appreciation/Price Returns (from "974typwk.xls")

		AnnLev				AdjApp		Unsmthd		AdjLev				UnsmthLev		SP500		LTBonds

		1.0000		774						0.4324

		1.0823		784		0.0823				0.4680				1.0000		1.0000		1.0000

		1.2192		794		0.1264		0.1926		0.5272				1.1926		1.1231		1.1331

		1.3532		804		0.1100		0.0853		0.5852				1.2943		1.4125		1.2737

		1.5143		814		0.1190		0.1326		0.6548				1.4659		1.2752		1.3875

		1.5909		824		0.0506		-0.0520		0.6880				1.3896		1.4635		1.4412

		1.7093		834		0.0744		0.1102		0.7392				1.5427		1.7161		1.4960

		1.8587		844		0.0874		0.1069		0.8038				1.7076		1.7400		1.5551

		1.9688		854		0.0592		0.0169		0.8514				1.7365		2.1985		1.6138

		2.0486		864		0.0405		0.0125		0.8859				1.7582		2.5200		1.6321

		2.1131		874		0.0315		0.0179		0.9138				1.7897		2.5712		1.7041

		2.2243		884		0.0526		0.0844		0.9619				1.9407		2.8902		1.7792

		2.3125		894		0.0397		0.0202		1.0000				1.9798		3.6780		1.8618

		2.2815		904		-0.0134		-0.0930		0.9866				1.7957		3.4368		1.9756

		2.0580		914		-0.0980		-0.2248		0.8899				1.3920		4.3408		2.0363

		1.8754		924		-0.0887		-0.0748		0.8110				1.2878		4.5347		2.0953

		1.8055		934		-0.0373		0.0399		0.7808				1.3393		4.8546		2.1527

		1.8190		944		0.0075		0.0746		0.7866				1.4392		4.7799		2.2104

		1.8362		954		0.0094		0.0123		0.7940				1.4570		6.4102		2.2665

		1.9088		964		0.0395		0.0847		0.8254				1.5803		7.7092		2.3417

		2.0381		974		0.0678		0.1102		0.8814				1.7544		10.0997		2.3817





		

		69		1.00

		70		1.11

		71		1.21

		72		1.17

		73		1.16
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		_____________		_____________		_____________		_____________		_____________		_____________

		STATISTICS ON ANNUAL RETURNS (1970-98):

				Average						Average		Average

		Asset Class		Tot.Return		Std.Dev				Inc.Return		Apprec.Ret

		T Bills		6.80%		2.66%				6.80%		0.00%

		G Bonds		10.20%		11.80%				9.18%		1.01%

		Real Estate		10.22%		9.92%				6.60%		3.62%

		Stocks		14.68%		16.21%				4.13%		10.55%

		Inflation		5.24%		3.24%

		____________		____________		____________		____________		____________		____________

				Income		Growth

		T Bills		6.80%		0.00%

		G Bonds		9.18%		1.01%

		Real Estate		6.60%		3.62%

		Stocks		4.13%		10.55%

		T Bills		2.66%

		G Bonds		11.80%

		Real Estate		9.92%

		Stocks		16.21%





		



Income

Growth

Exh.7-9a: Avg.Ann.Total Return (70-98)



		



Exh.7-9b: Annual Volatility (70-98)



																				From Eviews rerisem99.wf1 file:

																						gunl		guns		vunl		vuns		NAREIT (Unlevered)		NCREIF (Unsmoothed)		reitgro_opp

																				74		-0.5637		-0.0911		1.0000		1.0000		1.0000		1.2021		-0.2021

																				75		0.1505		-0.1321		1.1505		0.8679		1.1505		1.0433		0.0931

																				76		0.2287		0.1118		1.4136		0.9650		1.4136		1.1600		0.1794

																				77		0.0319		0.0388		1.4587		1.0024		1.4587		1.2050		0.1739

																				78		-0.0929		0.1402		1.3232		1.1430		1.3232		1.3740		-0.0384

																				79		0.1115		0.1680		1.4707		1.3350		1.4707		1.6047		-0.0912

																				80		0.0542		0.0659		1.5504		1.4229		1.5504		1.7104		-0.1032

																				81		-0.0294		0.0652		1.5049		1.5156		1.5049		1.8219		-0.2106

																				82		0.1994		-0.0846		1.8051		1.3874		1.8051		1.6677		0.0761

																				83		0.1327		0.1017		2.0446		1.5284		2.0446		1.8373		0.1014

																				84		0.0371		0.0731		2.1205		1.6401		2.1205		1.9715		0.0703

																				85		-0.1070		-0.0006		1.8935		1.6391		1.8935		1.9703		-0.0405

																				86		0.0867		-0.0305		2.0577		1.5891		2.0577		1.9101		0.0717

																				87		-0.1979		0.0039		1.6505		1.5953		1.6505		1.9176		-0.1619

																				88		0.0133		0.0513		1.6724		1.6772		1.6724		2.0161		-0.2055

																				89		-0.1227		-0.0104		1.4672		1.6597		1.4672		1.9950		-0.3597

																				90		-0.2660		-0.1185		1.0770		1.4630		1.0770		1.7586		-0.6329

																				91		0.2161		-0.2326		1.3098		1.1227		1.3098		1.3496		-0.0304

																				92		0.0242		-0.1034		1.3414		1.0066		1.3414		1.2100		0.0979

																				93		0.1061		0.0073		1.4837		1.0140		1.4837		1.2189		0.1785

																				94		-0.0971		0.0407		1.3396		1.0553		1.3396		1.2686		0.0530

																				95		0.1486		-0.0040		1.5387		1.0511		1.5387		1.2635		0.1789

																				96		0.1223		0.0558		1.7269		1.1098		1.7269		1.3340		0.2275

																				97		0.0834		0.0933		1.8711		1.2133		1.8711		1.4585		0.2205

																				98		-0.1399		0.1053		1.6093		1.3411		1.6093		1.6121		-0.0017

																				99										1.4129		1.5558

																				2000										1.6461		1.6190





		



NAREIT (Unlevered)

NCREIF (Unsmoothed)

Exhibit 7-3:
End of Year Public vs Private Asset Mkt Commercial R.E. Values:
(Indexes set to have Equal Avg Values 1974-98)



		



reitgro_opp

Chart 3:
History of REIT "Growth Opportunities":
"Accretion Potential" measured by: 
(Publ.Val-Priv.Val) / Priv.Val, Based on Chart 2



		Norm, Here is stocks, bonds, bills, & real estate (based on NCREIF unsmoothed & extended farther back in time from other similar sources) for 1969-94.  R=total return, G=capital, Y=income return, V is accumulated G and M is accumulated R.																																																2.62%		0.0361793103

		YEAR		INFL		CPI		RTB		MTB		VTB		YEAR		RSP		MSP		YSP		GSP		VSP		CFLSP		YEAR		RLGI		MLG		YLG		GLG		VLG		CFLLG		YEAR		RRE		MRE		YRE, This is ypunsci from unsl in /75dat after 78		GRE		VRE		CFLRE		GUNS4		YUNS4(mod)																		VRE																				Values of Real Estate Stats (no formulas), for copying to clipboard . . .

		1969		5.93%		1.0000		6.58%		1.0000		1.0000		1969		-8.50%		1.0000		0.0292		-11.42%		1.0000				1969		-5.07%		1.0000		0.0576		-0.1083		1.0000				1969				1.0000				This is gpunsci from /unsl.wf in /95dat after 78		1.0000																						1969		100.00																				RRE		YRE		GRE		VRE		MRE		CFLRE

		1970		5.34%		1.0534		6.53%		1.0653		1.0000		1970		4.01%		1.0401		0.0385		0.16%		1.0016		0.0385		1970		12.11%		1.1211		0.0727		0.0484		1.0484		0.0727		1970		20.55%		1.2055		0.0965		10.90%		1.1090		0.0965		0.0840		0.1215																1970		110.90																		69				This is QYUNS from \data\94datq, since 81		This is QGUNS from \data\94datq		1.0000		1.0000

		1971		3.30%		1.0883		4.39%		1.1121		1.0000		1971		14.31%		1.1889		0.0352		10.79%		1.1097		0.0353		1971		13.23%		1.2694		0.0662		0.0661		1.1177		0.0694		1971		16.09%		1.3995		0.0720		8.89%		1.2076		0.0798		0.0639		0.0970																1971		120.76																		70		0.2055		0.0965		0.1090		1.1090		1.2055		0.0965

		1972		3.45%		1.1258		3.82%		1.1545		1.0000		1972		18.98%		1.4146		0.0334		15.64%		1.2832		0.0371		1972		5.69%		1.3417		0.0604		-0.0035		1.1138		0.0675		1972		2.40%		1.4331		0.0588		-3.48%		1.1656		0.0710		-0.0598		0.0838																1972		116.56																		71		0.1609		0.0720		0.0889		1.2076		1.3995		0.0798

		1973		8.77%		1.2245		6.92%		1.2344		1.0000		1973		-14.66%		1.2072		0.0271		-17.37%		1.0603		0.0347		1973		-1.11%		1.3268		0.0659		-0.0770		1.0280		0.0734		1973		6.18%		1.5216		0.0631		-0.13%		1.1641		0.0735		-0.0263		0.0881						vrunl from unsl in /95dat		vpunsci from unsl in /95dat		vrunl from unsl in /95dat		vpunsci from unsl in /95dat		grunl		1973		116.41																		72		0.0240		0.0588		-0.0348		1.1656		1.4331		0.0710

		1974		12.21%		1.3741		8.03%		1.3336		1.0000		1974		-26.47%		0.8876		0.0325		-29.72%		0.7452		0.0345		1974		4.35%		1.3845		0.0780		-0.0345		0.9926		0.0802		1974		-4.45%		1.4539		0.0719		-11.64%		1.0286		0.0837		-0.1414		0.0969						0.7639214805		1.0285552239		76.39		75.59				1974		102.86																		73		0.0618		0.0631		-0.0013		1.1641		1.5216		0.0735

		1975		7.01%		1.4705		5.79%		1.4109		1.0000		1975		37.20%		1.2179		0.0566		31.55%		0.9803		0.0421		1975		9.20%		1.5118		0.0847		0.0073		0.9998		0.0841		1975		5.43%		1.5328		0.0917		-3.74%		0.9901		0.0943		-0.0624		0.1167						0.875231049		0.9900872586		87.52		72.76		0.1360		1975		99.01																		74		-0.0445		0.0719		-0.1164		1.0286		1.4539		0.0837

		1976		4.81%		1.5412		5.06%		1.4823		1.0000		1976		23.84%		1.5083		0.0469		19.16%		1.1681		0.0459		1976		16.76%		1.7653		0.0869		0.0807		1.0805		0.0869		1976		25.06%		1.9170		0.0869		16.37%		1.1522		0.0860		0.1387		0.1119						1.0694272412		1.1521645428		106.94		84.67		0.2004		1976		115.22																		75		0.0543		0.0917		-0.0374		0.9901		1.5328		0.0943

		1977		6.78%		1.6457		5.12%		1.5582		1.0000		1977		-7.18%		1.3999		0.0432		-11.51%		1.0337		0.0505		1977		-0.68%		1.7533		0.0718		-0.0786		0.9956		0.0776		1977		10.26%		2.1137		0.0651		3.75%		1.1954		0.0750		0.0125		0.0901						1.1009798573		1.1953707131		110.10		87.85		0.0291		1977		119.54																		76		0.2506		0.0869		0.1637		1.1522		1.9170		0.0860

		1978		9.00%		1.7938		7.19%		1.6703		1.0000		1978		6.56%		1.4917		0.0550		1.06%		1.0446		0.0568		1978		-1.18%		1.7325		0.0787		-0.0905		0.9055		0.0783		1978		21.01%		2.5577		0.0718		13.83%		1.3607		0.0858		0.1133		0.0968						1.0000008786		1.3606904828		100.00		100.00		-0.0962		1978		136.07																		77		0.1026		0.0651		0.0375		1.1954		2.1137		0.0750

		1979		13.31%		2.0327		10.37%		1.8436		1.0000		1979		18.44%		1.7668		0.0613		12.31%		1.1732		0.0641		1979		-1.23%		1.7111		0.0861		-0.0984		0.8164		0.0779		1979		27.42%		3.2592		0.1063		16.80%		1.5892		0.1446		0.1112		0.0954						1.104695963		1.589226335		110.47		116.80		0.0996		1979		158.92																		78		0.2101		0.0718		0.1383		1.3607		2.5577		0.0858

		1980		12.40%		2.2848		11.24%		2.0508		1.0000		1980		32.42%		2.3396		0.0665		25.77%		1.4755		0.0780		1980		-3.96%		1.6434		0.1004		-0.1400		0.7021		0.0820		1980		15.02%		3.7486		0.0843		6.59%		1.6939		0.1340		0.0737		0.0898		From \data\94datq				1.1610055706		1.6938962254		116.10		124.49		0.0497		1980		169.39																		79		0.2066		0.0704		0.1362		1.5460		3.0862		0.0958

		1981		8.94%		2.4889		14.70%		2.3523		1.0000		1981		-4.91%		2.2248		0.0481		-9.72%		1.3321		0.0710		1981		1.87%		1.6742		0.1220		-0.1033		0.6296		0.0857		1981		14.53%		4.2934		0.0802		6.52%		1.8043		0.1358		0.1230		0.0868		QYUNS		QGUNS		1.1279146091		1.804265873		112.79		132.60		-0.0289		1981		180.43																		80		0.1635		0.0648		0.0987		1.6986		3.5908		0.1002

		1982		3.87%		2.5853		10.54%		2.6002		1.0000		1982		21.41%		2.7011		0.0665		14.76%		1.5288		0.0885		1982		40.36%		2.3499		0.1641		0.2395		0.7803		0.1033		1982		-1.18%		4.2429		0.0729		-8.46%		1.6516		0.1315		-0.0123		0.0807		0.0423		0.0270		1.3564403318		1.651612733		135.64		121.38		0.1845		1982		165.16																		81		0.2098		0.0618		0.1480		1.9500		4.3441		0.1050

		1983		3.80%		2.6836		8.81%		2.8293		1.0000		1983		22.51%		3.3092		0.0525		17.26%		1.7927		0.0803		1983		0.65%		2.3651		0.1047		-0.0982		0.7037		0.0817		1983		18.38%		5.0227		0.0821		10.17%		1.8195		0.1356		0.1097		0.0816		0.0504		0.1281		1.5317315635		1.8195063699		153.17		133.72		0.1215		1983		181.95																		82		0.0694		0.0423		0.0270		2.0027		4.6454		0.0826

		1984		3.95%		2.7895		9.85%		3.1080		1.0000		1984		6.27%		3.5165		0.0487		1.39%		1.8177		0.0874		1984		15.47%		2.7310		0.1315		0.0232		0.7200		0.0925		1984		14.61%		5.7566		0.0731		7.31%		1.9524		0.1329		0.0536		0.0742		0.0425		0.0890		1.5874228737		1.9524214126		158.74		143.49		0.0357		1984		195.24																		83		0.1785		0.0504		0.1281		2.2593		5.4748		0.1010

		1985		3.78%		2.8949		7.72%		3.3478		1.0000		1985		32.16%		4.6474		0.0581		26.35%		2.2966		0.1056		1985		30.97%		3.5769		0.1313		0.1784		0.8485		0.0946		1985		6.81%		6.1486		0.0687		-0.06%		1.9512		0.1342		-0.0170		0.0746		0.0495		-0.0028		1.4211135012		1.9512081451		142.11		143.40		-0.1107		1985		195.12																		84		0.1315		0.0425		0.0890		2.4603		6.1948		0.0961

		1986		1.13%		2.9277		6.16%		3.5541		1.0000		1986		18.47%		5.5058		0.0384		14.63%		2.6325		0.0883		1986		24.54%		4.4545		0.0955		0.1499		0.9757		0.0810		1986		3.59%		6.3693		0.0664		-3.05%		1.8917		0.1296		-0.0121		0.0747		0.0402		0.0344		1.5428188574		1.8916650008		154.28		139.02		0.0822		1986		189.17																		85		0.0468		0.0495		-0.0028		2.4535		6.4845		0.1219

		1987		4.41%		3.0568		5.47%		3.7484		1.0000		1987		5.23%		5.7938		0.0320		2.03%		2.6859		0.0843		1987		-2.71%		4.3336		0.0798		-0.1069		0.8714		0.0778		1987		7.25%		6.8310		0.0686		0.39%		1.8991		0.1297		-0.0727		0.0723		0.0455		-0.0631		1.237096456		1.8991006963		123.71		139.57		-0.2208		1987		189.91																		86		0.0746		0.0402		0.0344		2.5380		6.9684		0.0986

		1988		4.41%		3.1917		6.35%		3.9865		1.0000		1988		16.81%		6.7677		0.0440		12.41%		3.0192		0.1182		1988		9.67%		4.7526		0.0931		0.0036		0.8745		0.0811		1988		11.90%		7.6441		0.0677		5.13%		1.9966		0.1286		0.0193		0.0776		0.0519		0.0414		1.2534303786		1.9965906636		125.34		146.73		0.0131		1988		199.66																		87		-0.0176		0.0455		-0.0631		2.3779		6.8460		0.1155

		1989		4.64%		3.3398		8.37%		4.3201		1.0000		1989		31.49%		8.8989		0.0423		27.26%		3.8422		0.1278		1989		18.12%		5.6137		0.0950		0.0862		0.9499		0.0831		1989		5.22%		8.0429		0.0626		-1.04%		1.9757		0.1250		-0.0147		0.0723		0.0466		0.0084		1.1024538416		1.9757341724		110.25		145.20		-0.1283		1989		197.57																		88		0.0934		0.0519		0.0414		2.4764		7.4851		0.1235

		1990		6.11%		3.5440		7.82%		4.6577		1.0000		1990		-3.17%		8.6166		0.0339		-6.56%		3.5902		0.1301		1990		6.18%		5.9605		0.0879		-0.0261		0.9251		0.0835		1990		-5.49%		7.6015		0.0636		-11.85%		1.7416		0.1257		-0.1386		0.0725		0.0386		-0.0943		0.8051002128		1.7415974205		80.51		127.99		-0.3143		1990		174.16																		89		0.0549		0.0466		0.0084		2.4971		7.8963		0.1154

		1991		3.07%		3.6527		5.59%		4.9181		1.0000		1991		30.55%		11.2489		0.0425		26.30%		4.5345		0.1524		1991		19.30%		7.1110		0.0920		0.1010		1.0185		0.0851		1991		-16.33%		6.3602		0.0693		-23.26%		1.3365		0.1207		-0.1932		0.0801		0.0517		-0.1785		0.9825532716		1.3365389432		98.26		98.23		0.1992		1991		133.65																		90		-0.0557		0.0386		-0.0943		2.2617		7.4563		0.0963

		1992		2.90%		3.7586		3.51%		5.0905		1.0000		1992		7.67%		12.1117		0.0320		4.47%		4.7370		0.1453		1992		8.05%		7.6836		0.0771		0.0034		1.0220		0.0786		1992		-0.67%		6.3173		0.0967		-10.34%		1.1983		0.1292		-0.1128		0.0955		0.0608		-0.0733		1.0058125398		1.1983280727		100.58		88.07		0.0234		1992		119.83																		91		-0.1268		0.0517		-0.1785		1.8580		6.5109		0.1169

		1993		2.74%		3.8616		2.90%		5.2379		1.0000		1993		9.99%		13.3216		0.0293		7.06%		5.0713		0.1390		1993		18.24%		9.0853		0.0753		0.1071		1.1314		0.0770		1993		11.62%		7.0513		0.1088		0.73%		1.2071		0.1304						0.0733		0.0217		1.1136356569		1.2071193651		111.36		88.71		0.1018		1993		120.71																		92		-0.0126		0.0608		-0.0733		1.7217		6.4292		0.1129

		1994		2.68%		3.9651		3.91%		5.4424		1.0000		1994		1.31%		13.4958		0.0285		-1.54%		4.9932		0.1444		1994		-7.77%		8.3794		0.0652		-0.1429		0.9698		0.0738		1994		15.21%		8.1239		0.1114		4.07%		1.2563		0.1344										1.009061381		1.2562992098		100.91		92.33		-0.0986		1994		125.63																		93		0.0950		0.0733		0.0217		1.7592		7.0400		0.1261

		1995		2.54%		4.0658		5.60%		5.7470		1.0000		1995		37.43%		18.5472		0.0332		34.11%		6.6963		0.1658		1995		31.67%		11.0330		0.0863		0.2304		1.1932		0.0800		1995		10.25%		8.9564		0.1065		-0.40%		1.2513		0.1337

		1996		3.32%		4.2006		5.21%		6.0462		1.0000		1996		23.07%		22.8268		0.0281		20.26%		8.0533		0.1882		1996		-0.93%		10.9302		0.0644		-0.0737		1.1053		0.0768		1996		15.77%		10.3690		0.1019		5.58%		1.3211		0.1275

		1997		1.71%		4.2723		5.26%		6.3642		1.0000		1997		33.36%		30.4424		0.0235		31.01%		10.5504		0.1896		1997		15.85%		12.6631		0.1261		0.0324		1.1411		0.1394		1997		19.82%		12.4237		0.1047		9.35%		1.4447		0.1383

		1998		1.61%		4.3412		4.86%		6.6733						28.58%		39.1433				26.67%		13.3642						13.06%		14.3172										1998		19.99%		14.9074		0.0927		10.72%		1.5995

		AVG		5.26%				6.79%						AVG		13.91%				4.16%		9.82%				0.0937		AVG		9.69%				0.0897		0.0061				0.0830		AVG		10.22%				0.0816		2.06%				0.1160		0.0017		0.0883										115.71		115.51

		STD.DEV.		3.19%				2.57%						STD.DEV.		16.21%				1.21%		15.89%				0.0478		STD.DEV.		11.73%				0.0245		0.1064				0.0131		STD.DEV.		9.75%				0.0163		9.06%				0.0237		0.0921		0.0139				74						76.39		75.72

		YEAR		CPI		MTB		MLG		MRE		MSP		YEAR		CPI		VTB		VLG		VRE		VSP		YEAR		RTB		CFLLG		CFLRE		CFLSP		YEAR		RVALTB		RVALLG		RVALEASIM		RVALSP		YEAR		RCFLTB		RCFLLG		RCFLEASIM		RCFLSP								75						87.52		72.89

		1969		100.00%		1.0000		100.00%		1.0000		1.0000		1969		100.00%		1.0000		1.0000		100.00%		1.0000		1969		0.0658								1969		1.0000		1.0000		1.0000		100.00%		1969		0.0658														76						106.94		84.82

		1970		105.34%		1.0653		112.11%		1.2055		1.0401		1970		105.34%		1.0000		1.0484		110.90%		1.0016		1970		0.0653		7.27%		0.0965		0.0385000008		1970		0.9493		0.9952		1.0527		95.08%		1970		0.0620		6.90%		0.0916		0.0365								77						110.10		88.00

		1971		108.83%		1.1121		126.94%		1.3995		1.1889		1971		108.83%		1.0000		1.1177		120.76%		1.1097		1971		0.0439		6.94%		0.079848		0.0352563123		1971		0.9189		1.0271		1.1097		101.97%		1971		0.0403		6.38%		0.0734		0.0324								78						100.00		100.17

		1972		112.58%		1.1545		134.17%		1.4331		1.4146		1972		112.58%		1.0000		1.1138		116.56%		1.2832		1972		0.0382		6.75%		0.0710062979		0.0370680688		1972		0.8883		0.9894		1.0354		113.98%		1972		0.0339		6.00%		0.0631		0.0329								79						110.47		117.00

		1973		122.45%		1.2344		132.68%		1.5216		1.2072		1973		122.45%		1.0000		1.0280		116.41%		1.0603		1973		0.0692		7.34%		0.0735472124		0.0347421222		1973		0.8166		0.8395		0.9506		86.59%		1973		0.0565		5.99%		0.0601		0.0284								80						116.10		124.70

		1974		137.41%		1.3336		138.45%		1.4539		0.8876		1974		137.41%		1.0000		0.9926		102.86%		0.7452		1974		0.0803		8.02%		0.0836952474		0.0344722533		1974		0.7278		0.7223		0.7485		54.23%		1974		0.0585		5.83%		0.0609		0.0251								81						112.79		132.83

		1975		147.05%		1.4109		151.18%		1.5328		1.2179		1975		147.05%		1.0000		0.9998		99.01%		0.9803		1975		0.0579		8.41%		0.094318514		0.0421467328		1975		0.6800		0.6799		0.6733		66.66%		1975		0.0394		5.72%		0.0641		0.0287								82						135.64		121.59

		1976		154.12%		1.4823		176.53%		1.9170		1.5083		1976		154.12%		1.0000		1.0805		115.22%		1.1681		1976		0.0506		8.69%		0.0860385828		0.0459416285		1976		0.6488		0.7011		0.7476		75.79%		1976		0.0329		5.64%		0.0558		0.0298								83						153.17		133.95

		1977		164.57%		1.5582		175.33%		2.1137		1.3999		1977		164.57%		1.0000		0.9956		119.54%		1.0337		1977		0.0512		7.76%		0.0750059117		0.0504858859		1977		0.6076		0.6050		0.7264		62.81%		1977		0.0311		4.71%		0.0456		0.0307								84						158.74		143.74

		1978		179.38%		1.6703		173.25%		2.5577		1.4917		1978		179.38%		1.0000		0.9055		136.07%		1.0446		1978		0.0719		7.83%		0.0858276172		0.0568465291		1978		0.5575		0.5048		0.7585		58.23%		1978		0.0401		4.37%		0.0478		0.0317								85						142.11		143.65

		1979		203.27%		1.8436		171.11%		3.2592		1.7668		1979		203.27%		1.0000		0.8164		158.92%		1.1732		1979		0.1037		7.79%		0.1446319117		0.0640645693		1979		0.4920		0.4016		0.7818		57.72%		1979		0.0510		3.83%		0.0712		0.0315								86						154.28		139.26

		1980		228.48%		2.0508		164.34%		3.7486		2.3396		1980		228.48%		1.0000		0.7021		169.39%		1.4755		1980		0.1124		8.20%		0.13395963		0.0779920908		1980		0.4377		0.3073		0.7414		64.58%		1980		0.0492		3.59%		0.0586		0.0341								87						123.71		139.81

		1981		248.89%		2.3523		167.42%		4.2934		2.2248		1981		248.89%		1.0000		0.6296		180.43%		1.3321		1981		0.1470		8.57%		0.1358123226		0.0709711706		1981		0.4018		0.2529		0.7249		53.52%		1981		0.0591		3.44%		0.0546		0.0285								88						125.34		146.99

		1982		258.53%		2.6002		234.99%		4.2429		2.7011		1982		258.53%		1.0000		0.7803		165.16%		1.5288		1982		0.1054		10.33%		0.1314524289		0.0885431889		1982		0.3868		0.3018		0.6388		59.13%		1982		0.0408		4.00%		0.0508		0.0342								89						110.25		145.45

		1983		268.36%		2.8293		236.51%		5.0227		3.3092		1983		268.36%		1.0000		0.7037		181.95%		1.7927		1983		0.0881		8.17%		0.1356276253		0.0802550881		1983		0.3726		0.2622		0.6780		66.80%		1983		0.0328		3.04%		0.0505		0.0299								90						80.51		128.22

		1984		278.95%		3.1080		273.10%		5.7566		3.5165		1984		278.95%		1.0000		0.7200		195.24%		1.8177		1984		0.0985		9.25%		0.132945998		0.0873736723		1984		0.3585		0.2581		0.6999		65.16%		1984		0.0353		3.32%		0.0477		0.0313								91						98.26		98.40

		1985		289.49%		3.3478		357.69%		6.1486		4.6474		1985		289.49%		1.0000		0.8485		195.12%		2.2966		1985		0.0772		9.46%		0.1341875508		0.105636828		1985		0.3454		0.2931		0.6740		79.33%		1985		0.0267		3.27%		0.0464		0.0365								92						100.58		88.22

		1986		292.77%		3.5541		445.45%		6.3693		5.5058		1986		292.77%		1.0000		0.9757		189.17%		2.6325		1986		0.0616		8.10%		0.1295520769		0.0882789555		1986		0.3416		0.3333		0.6461		89.92%		1986		0.0211		2.77%		0.0443		0.0302								93						111.36		88.87

		1987		305.68%		3.7484		433.36%		6.8310		5.7938		1987		305.68%		1.0000		0.8714		189.91%		2.6859		1987		0.0547		7.78%		0.1296966538		0.0842990268		1987		0.3271		0.2851		0.6213		87.87%		1987		0.0179		2.55%		0.0424		0.0276								94						100.91		92.49

		1988		319.17%		3.9865		475.26%		7.6441		6.7677		1988		319.17%		1.0000		0.8745		199.66%		3.0192		1988		0.0635		8.11%		0.1285631442		0.1182068666		1988		0.3133		0.2740		0.6256		94.60%		1988		0.0199		2.54%		0.0403		0.0370														115.71		115.71

		1989		333.98%		4.3201		561.37%		8.0429		8.8989		1989		333.98%		1.0000		0.9499		197.57%		3.8422		1989		0.0837		8.31%		0.1250296942		0.1277682298		1989		0.2994		0.2844		0.5916		115.04%		1989		0.0251		2.49%		0.0374		0.0383

		1990		354.40%		4.6577		596.05%		7.6015		8.6166		1990		354.40%		1.0000		0.9251		174.16%		3.5902		1990		0.0782		8.35%		0.1257042634		0.1301068352		1990		0.2822		0.2610		0.4914		101.30%		1990		0.0221		2.36%		0.0355		0.0367

		1991		365.27%		4.9181		711.10%		6.3602		11.2489		1991		365.27%		1.0000		1.0185		133.65%		4.5345		1991		0.0559		8.51%		0.1206718429		0.152425791		1991		0.2738		0.2788		0.3659		124.14%		1991		0.0153		2.33%		0.0330		0.0417

		1992		375.86%		5.0905		768.36%		6.3173		12.1117		1992		375.86%		1.0000		1.0220		119.83%		4.7370		1992		0.0351		7.86%		0.1291923963		0.1453222939		1992		0.2661		0.2719		0.3188		126.03%		1992		0.0093		2.09%		0.0344		0.0387

		1993		386.16%		5.2379		908.53%		7.0513		13.3216		1993		386.16%		1.0000		1.1314		120.71%		5.0713		1993		0.0290		7.70%		0.1304272341		0.138964836		1993		0.2590		0.2930		0.3126		131.32%		1993		0.0075		1.99%		0.0338		0.0360

		1994		396.51%		5.4424		837.94%		8.1239		13.4958		1994		396.51%		1.0000		0.9698		125.63%		4.9932		1994		0.0391		7.38%		0.1344457792		0.1443837603		1994		0.2522		0.2446		0.3168		125.93%		1994		0.0098		1.86%		0.0339		0.0364

		____________		____________		____________		____________		____________		____________		____________		____________		____________		____________		____________		____________

		POSSIBLE EQUILIBRIUM INVESTOR EX ANTE EXPECTATIONS:												TYPICAL PROFESSIONAL INVESTOR EXPECTATIONS OF FUTURE:

		Low Inflationary Environment...

				Average						Average		Average						Risk

		Asset Class		Tot.Return		Std.Dev				Inc.Return		Apprec.Ret		Asset Class				Premium		Risk		Sharpe

		T Bills		4.00%		2.00%				4.00%		0.00%		G Bonds				2.00%		10.00%		20.00%

		G Bonds		6.00%		10.00%				6.00%		0.00%		Real Estate				7.00%		10.00%		70.00%

		Real Estate		11.00%		10.00%				9.00%		2.00%		Stocks				8.00%		15.00%		53.33%

		Stocks		12.00%		15.00%				3.00%		9.00%

														____________		____________		____________		____________		____________		____________

		Inflation		3.00%		1.00%

		____________		____________		____________		____________		____________		____________

		1993 PROFESSIONAL INVESTOR EX ANTE EXPECTATIONS:

		(Low Inflation, Real Estate Slump, Bullish Stocks...)

				Average						Average		Average

		Asset Class		Tot.Return		Std.Dev				Inc.Return		Apprec.Ret

		T Bills		3.00%		2.00%				3.00%		0.00%

		G Bonds		6.00%		7.50%				6.00%		0.00%

		Real Estate		12.00%		10.00%				8.00%		4.00%

		Stocks		10.00%		15.00%				3.00%		7.00%

		Inflation		3.00%		2.00%

		________________________________________________________________

														1993 INVESTOR EXPECTATIONS OF FUTURE:

																		Risk

														Asset Class				Premium		Risk		Sharpe

														G Bonds				3.00%		7.50%		40.00%

														Real Estate				9.00%		10.00%		90.00%

														Stocks				7.00%		15.00%		46.67%

														____________		____________		____________		____________		____________		____________
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Public versus. Private Market 
Real Estate Valuation

Consider a 20-building portfolio with 2.5 million rentable square feet
                                           Total Portfolio       $/square foot   
Gross Rent                                  $40.0 million          $16.00
Less amortized concessions (15%)        6.0                      2.40 
Effective Rent                               $34.0 million         $13.60
  Less: Stabilized Vacancy (15%)      5.1                       2.04
 Less: Expenses  (36.8%)               12.5                       5.00 
Net Operating Income (NOI)           $16.4 million           $6.56 psf       



Public Company Valuation (PCV) -- an IPO

Total Portfolio            $ per Square ft
Stabilized NOI                           $16.4 M                         $6.56 psf
 Less Management exp (75 bp)     $.12                           $0.05
       Subtotal                                  $16.3                           $6.51
Dividend Payout ratio 90%
Dividend Cash Flow                      $14.7                          $5.86 psf
Estimated Dividend Yield Range
         7.50% to 9.00% 
Implied PCV Range                  $195.6 M                           $78.12 psf
                                                  $163.3                               $65.11
Average Public MV                 $179.5 M                           $71.78 psf



Private Market Valuation (PMV)

                                                   Total Portfolio      $ per Square
Stabilized NOI                                 $16.4 M               $6.56/PSF
Estimated cap rate range:
          9.75% to 11.25%
Implied Private Market
 portfolio valuation                    $168.2 M                $67.28/PSF
                                                  $145.8                    $58.31

Average  PMV                          $157.0 M               $62.80/PSF 



Public Vs. Private Market 
Valuation Differentials

                            Total Portfolio       $ per Square ft
Average Public MV        $179.5M                     $71.78/PSF
Average Private MV       $157.0                        $62.80

Absolute Difference:
 Public - Private              $22.5M                       $8.98/PSF
 Percentage                    6.21%                          14.2%     



Public vs. Private Valuation Differentials: 
Some Possible Explanations

 ( 1) The Public market ascribes value to more than just the  
underlying property assets
 Other  factors include company management and its ability to 

identify and create investment opportunities through active 
management of the real estate

 (2) The public market valuation includes a premium for 
share liquidity

 (3) Are REITs closed-end mutual funds or operating 
companies?
 Closed-end mutual funds model suggest REIT shares will generally 

trade at values below their NAVs  -- closed-end mutual fund 
discount

 The Operating Corporation model suggests that REITs shares  will 
generally trade at values above their NAVs – growth opportunities.
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REIT Analysis = Measuring 
Performance
 Earnings Per Share (EPS)
 Funds From Operations (FFO)
 Funds Available for Distribution (FAD)
 Free Cash Flow (FCF)
 Net Asset Value (NAV)
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EPS v. FFO

 earnings per share (EPS) is a fictional 
accounting number
REIT must distribute at least 90% of EPS

 funds from operations (FFO) is REIT cash 
flow (no depreciation)
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Earnings Measure for Industrial Corporations

 The official GAAP accounting-based Net Income for industrial firms is 
calculated as follows:
Revenue
- Operating expenses
= Earnings before interest, taxes, and depreciation (EBITDA)
- Depreciation and amortization
= Earnings before interest and taxes (EBIT)
-  Interest
= Earnings before taxes (EBT)
- Taxes
= Net Income 

- This Net Income is the official measure of earnings for the typical 
industrial corporation used as input to calculate Earnings Per Share 
(EPS)
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Earnings Measures for REITs

 REIT taxable earnings, the official GAAP EBT (or EBIT – 
interest) is not well suited for determining REITs 
earnings:
 Depreciation expenses are a particularly large portion of REIT 

expense
 Unlike industrial firms the depreciation of real property by REITs is 

often not matched by actual loss of value of the property over time
 As a result other measures are used to track the earnings 

of REITs by security analysts, such as Funds From 
Operation (FFO), Funds Available for Distribution (FAD) 
and Free Cash Flow (FCF) to equity



62

Funds From Operations (FFO)

 FFO means net income (computed in accordance with 
GAAP), excluding gains (or losses) from debt 
restructuring and sales of property, plus depreciation and 
amortization of assets uniquely significant to the real 
estate industry, and after adjustments for unconsolidated 
entities in which the REIT holds an interest.  Adjustments 
for these entities are to be calculated to reflect FFO on 
the same basis.  Moreover, NAREIT believes that items 
classified by GAAP as extraordinary or unusual are not 
meant to either increase or decrease reported FFO.
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How to Calculate FFO

Revenues minus:
 Operating expenses
 Depreciation & amortization
 Interest expense
 General & Administrative expense    
     
= NET INCOME  (GAAP)
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Reported FFO?

Net Income minus:
 Profit from real estate sales

  plus:
 Real Estate Depreciation

= FFO
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Analyst FFO? (also called FAD)

FFO minus:
 Recurring capital expenditures
 Amortization of tenant improvements
 Amortization of leasing commissions
 Adjustment for rent straight-lining

= Adjusted FFO (AFFO) or FAD
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Calculating Free Cash Flow

 Funds Available for Distribution (FAD)
 Minus: Real Estate Acquisitions*  -- new investments

 Minus: Changes in Working Capital*
 Minus: Principal Payments*
 Plus: New Debt Issue*  --- effects on REITs cash flow

 Plus: Gain on Sale of Real Estate*
 Plus: New Equity Issue (SEO)*
 = Free Cash Flow to Equity
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 Payout Ratio = Dividend / FFO
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Key Parts of FFO

 Depreciation and Amortization
Old definition allowed add-back of D&A for 

non-real estate items
 allowed firms to increase FFO in prospectuses via 

debt buydowns and deferred financing
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Key Parts (Nonrecurring Items)

 Focus FFO as a measure of recurring 
operations
restrict ability to affect FFO due to special 

events
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Key Parts (Nonrecurring Items)

 Focus attention on recurring maintenance 
and capital expenditures that are 
necessary to maintain the relative 
economic position of the property
reflect true economic depreciation
probably should be subtracted, not added 

back to determine FFO
 issue of whether capital expenditure is revenue-

enhancing
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Impact on FFO

 Tenant Improvements (TI)
 landlord allowance to cover costs of 

reconfiguring space for tenant
TI are capitalized and depreciated - cash flow 

from TI not included in FFO
 Implication:

 Mgt can use TI’s to raise occupancy and rent 
revenue
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Impact on FFO

 Leasing Commissions
usually paid in cash when lease is signed
cost is capitalized over life of lease, may not 

show up in FFO
2 issues:

 leasing costs are an operating cost
 commissions are occasionally paid over lease term
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Impact on FFO

 Straight-line Rents (REITS with long term 
leases)
count average rental rates over lease life in 

FFO
 over states revenue in early years and under state 

in later years
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Impact on FFO

 Lease guarantees
REIT sponsor guarantees income on currently 

vacant space using master lease (WHY?)
 may be for limited period - short term solution to 

long term problem
 should have recourse to sponsor
 sponsor may be charging the REIT guarantee fees
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Impact on FFO

 3rd Party Income
 income from managing other properties
highly variable

 Leased space v. Occupied space
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Impact on FFO

 Depending upon management’s strategy 
with respect to capitalizing or expensing 
items, calculated FFO and percentage of 
payout of net income can vary widely

 Kimco Realty (KIM) expenses everything they can 
-- reduces measured NOI -- increases amount they 
can retain (65% payout ratio - lowest in industry)

 Large group of about 10 has payout ratios over 
95% -- capitalize aggressively -- raises FFO -- 
reduces what they can retain
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FFO Example

 Washington Real Estate Investment Trust 
(WRIT)
See supplement
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REIT Growth

 REITs have limited ability to grow through 
retained earnings (little free cash flow)

 Most expand through additional stock 
offerings (follow-on offerings)
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FFO Growth

FFO Growth = Internal Growth + External 
Growth
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FFO Growth

Internal Growth
Rental Increases
% Rent, Rent Bumps, etc.
Tenant Upgrades
Property Refurbishments
Sale & Reinvestment
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FFO Growth

External Growth
Acquisitions

 Accretive = yield on investment is above cost of 
capital
 Example:  REIT raise $100m from stock and bond at 

10% WACC -- acquire property with a 12% yield == 2% 
increase in FFO

 Decretive = yield is below WACC
Development & Expansion
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Case Study – Prologis 
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