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® US REAL ESTATE INCOME RISK—As of Q1 2015, more than half the US
tenant leases tracked by MSCI were set to expire within the next five years.
Those leases expiring in 2015 are well positioned for gains as contracted
rents roll to market rates averaging nearly 14% above expiring contracts.
Leases up for renewal in New York and the SF Bay Area continue to be
poised for the strongest future gains if they renew at current market rates.
Among the property sectors, CBD offices should roll to market rates as
much 13% above existing contracts, while suburban office holdings will see
only marginal gains, if at all. Industrial properties account for about one-
fifth of institutional holdings, but these leases have shorter average terms
than retail properties or CBD offices and fewer opportunities for rolling to
higher market rates. Credit risks can be masked when individual tenants are
pooled into higher categories, but nuances exist nonetheless, such as the
slightly elevated risks associated with industrial tenants. Markets with a
relatively large composition of distribution activity such as Southern
California, New Jersey, and Atlanta all show slightly elevated risks, due in
part to their sectoral compositions.
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SPOTLIGHT THIS QUARTER

Unlisted real estate in Washington, DC, provided investors with an
annualized total return of 6.6% for the year ending Q1 2015. Not
only did DC property underperform other major US cities during
this period, it lagged other major asset classes as well, including
US bonds. Moreover, because DC is perceived as a relatively
stable property market, its income return has historically run as
much 40 basis points below the national average. DC's cyclical
pattern offers few surprises, at least at the surface. In the depths
of the 2009 recession, front-loaded federal stimulus spending
made this market an odds-on cyclical bet. Yes, it was first out of
the property gate, first to peak, but also first to fade. Since the
recession, other US metropolitan markets have stabilized and the
national economy has gradually recovered. In DC, federal
gridlock may not have thawed, but at least it is not getting worse.
Why then has the DC market not yet bounced back? In this
quarterly report we review the DC market's leasing structure in
order to assess its prospects.
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® WASHINGTON DC CONCENTRATION RISK—In a list of

us WASHINGTON DC "typical" US property markets, DC would be an unlikely
contender. Take the industrial sector, for example. Itis
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relegated to adjacent counties in suburban Baltimore, a
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development is less restricted, especially on the Virginia
side.

© WASHINGTON DC TERM RISK—The average remaining
lease term in the US institutional property market is 5.2
us WASHINGTON DC years compared to 5.6 years in Washington. Again,
DC's dissimilarity with the US is on display. Nationwide,
industrial leases average 4.0 years to expiration, but in
DC, a much shorter 2.7 years. CBD offices are the
opposite: 5.6 years nationwide versus 6.3 years in DC.

This effectively nudges the average remaining lease
term in DC above the national average, though
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Sources: MSCl's IPD Rental Information Service, or 'IRIS' (tenancy-related risk metrics); and Dun &
Bradstreet (credit risk)
*based on MSCl's databases of institutional property holdings
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MARKET ® WASHINGTON DC MARKET RISK—Relatively weak
us WASHINGTON DC market performance may suggest concern for

Washington's institutional owners who have major
tenants up for renewal. Indeed, in the industrial sector
there is much room to fret. Expiring industrial leases
nationwide are expected to roll up 5.2% to market
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® WASHINGTON DC CREDIT RISK—Credit scores are
assigned at the firm level, but inherent company or

us WASHINGTON DC industry level risks can roll up to the asset or fund level
depending on specific lease-up or investment strategies.
Weighted credit risks can appear more diluted at a
national or metropolitan level, thus any geographic
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Sources: MSCl's IPD Rental Information Service, or 'IRIS' (tenancy-related risk metrics); and Dun &
Bradstreet (credit risk)
*based on MSCl's databases of institutional property holdings
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