The Office Market

The Worst is Yet to Come!

REAL ESTATE APPRAISAL

& INVESTMENT ANALYSIS 2009 - Steve Stiloski & Ryan Gieryn



U.S. Office Market Overview

nOoOffice Owners Are Sl a
Increasing Incentives to Hold On to
Tenants. o0

- Wall Street Journal (October 28, 2009)
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U.S. Office Market Overview
S

The office market is getting pounded by the economic downturn
as businesses shed workers and put off leasing decisions. In
the third quarter, companies vacated 19.6 million square feet of
office space throughout the country, the equivalent of more
than six Empire State Buildings, according to Reis, Inc.

Of fice properties often donot
stages of a downturn because they are occupied by tenants
who have signed long-term leases. The pain starts hitting when

leases expire.
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U.S. Office Market Overview

Office building investments throughout the country are running
aground, especially those made at the top of the market. With
rents and occupancies plummeting, more property owners are
finding themselves unable to pay the large debts they took on
when they expected rents to keep rising.

Vacancies at U.S. office buildings are at a five-year high.
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National CBD Office Market

nNnAs the U.S. economy c
jobs, the pain currently being felt in the

national CBD office market is expected to
deepen and continue to negatively impact
underl ying fundament al

- Korpacz Real Estate Investor Survey
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Trends in the Overall Rate
National CBD Office Market
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Central Business District Capitalization Rates

In the Third Quarter of 2009 the average OAR for the national
CBD office market increased 17 basis points to 8.11%.

The current cap rates represent a 22.3% increase from their
lowest point of 6.63% Iin the First Quarter of 2008.

$100,000 NOI + 7% = $1,430,000 (rounded)
$100,000 NOI + 8.5% = $1,180,000 (rounded)
Difference is a negative $250,000
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National Suburban Office Market

ANVhile it took some time for the ill effects
of the U.S. economic recession to spoil
the fundamentals of the suburban office
market, the recent spike in overall
vacancy suggests that the lag time has

i ndeed passed. 0

- Korpace Real Estate Investors Survey
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Trends in the Overall Rate
National Suburban Office Market
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National Suburban Capitalization Rates

In the Third Quarter of 2009 the average OAR for the national
suburban office market increased 48 basis points to 8.72%.

The average OAR for the national suburban office market was
7.34% one year ago.
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National Medical Office Building Market

ATransaction activity
medical office building market (MOBS)
recently fell to its lowest point since the
beginning of 2007. 0

- Korpacz Real Estate Investor Survey
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National Medical Office Building Summary

During the second quarter of 2009 sales totaled $190.0 million,
a sharp contrast from the $1.6 billion in sales during the first
guarter of 2007.

Near term challenges on the demand side include a decline in
elective procedures due to the economic recession and the
proposed overhaul of the national healthcare system.

On-campus deals are holding up better than many other
property types in the commercial real estate industry.
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So Where is the Milwaukee Office Market?
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Metropolitan Milwaukee Office Statistics
/]

Metropolitan Milwaukee is considered: Milwaukee, Waukesha,

Ozaukee, Washington, Racine, Sheboygan, Fond du Lac, and
Dodge counties.

1. Total office inventory in this area amounts to 72,488,897
square feet in 3,061 buildings.

2. The CBD is comprised of 178 buildings totaling
18,067,456 feet and the suburban market has 2,883
buildings totaling 54,421,441 feet.
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Metropolitan Milwaukee Office Statistics
/]

The metropolitan Milwaukee office market ended 3Q09 with a
vacancy rate of 10.6%.

Net absorption totaled a positive 155,252 square feet.

Rental rates ended 3Q09 at an average of $15.75 per square
foot, a 0.8% increase from the previous quarter.

A total of 1 building delivered to the market in 3Q09 totaling
152,000 square feet was completed in the Milwaukee market
area.
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Metropolitan Milwaukee Office - Absorption

Tenants moving into large blocks of space in 2009 include:

1.

United Hartland moving into 56,000 square feet in Waukesha
County.

Mashall & llsley moving into 44,820 square feet at Executive
Center IV in Waukesha County.

Bryant and Stratton College moving into 37,504 square feet at
the Silver Spring Building in Milwaukee County.
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Metropolitan Milwaukee Office - Vacancy

Class A office buildings reported a vacancy rate of 13.3% at the
end 3Q09, which was identical to the rate reported at the end of
4Q08.

Class B office buildings reported a vacancy rate of 10.0% at the
end of 3Q09, which was identical to the rate reported at the end
of 4Q08.

Class C office buildings reported a vacancy rate of 9.9% at the
end of 3Q09 up from the 9.1% reported at the end of 4Q08.
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Metropolitan Milwaukee Office T Rental Rates

The average quoted asking rate for all classes of office space
was $15.75 per SF per year at the end of 3Q09.

1. Class A - $18.41 per SF
2. Class B - $15.60 per SF
3. Class C - $12.18 per SF
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Metropolitan Milwaukee Office T Deliveries &
Construction

One building totaling 152,000 square feet was completed at the
end of 3Q09.

There were 67,000 square feet under construction at the end of
3Q009.

Notable deliveries include:
1. Ridgeview Office Center Il T 152,000 SF 1 100% Occupied
2. 4202 S. Oakwood Park Court i 50,427 SF T 53% Occupied

The Largest Projects Underway include:
1. United Heartland Headquarters i 56,000 SF 1 100% Pre-leased
2. 2034 Prospect Avenue T 11,000 SF i 100% Pre-leased
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Total Office Market Statistics For Metropolitan Milwaukee
Third Quarter - 2009

Market Existing Inventory Vacancy YTD Net YTD Deliveries SF Quoted
Absorption (SF) Under Rates
# of Total RBA Direct SF Total SF Vac% (SF) Const.
Bldgs

Dodge County 54 491,053 49,684 49,684 10.1% (12,774) 0 0 $9.42
Downtown 250 20,973,476 2,689,377 2,722,143 13.0% 107,431 0 0 $16.81
Fond du Lac County 62 1,063,230 69,448 69,448 6.5 % 4,876 0 0 $10.38
Milwaukee County 1166 23,644,815 2,349,496 2,410,826 10.2% (69,295) 50,427 11,000 $14.56
Ozaukee County 178 1,936,654 127,551 132,412 6.8 % (21,612) 0 0 $15.48
Racine County 358 4,995,596 279,545 279,545 5.6 % (44,745) 0 0 $13.10
Sheboygan County 120 2,014,396 71,669 71,669 3.6% (5,265) 0 0 $12.18
Walworth County 78 500,431 44,756 44,756 8.9% (847) 0 0 $12.74
Washington County 98 1,261,257 128,764 128,764 10.2% 24,947 0 0 $13.95
Waukesha County 697 15,607,989 1,730,298 1,774,140 114 % 83,804 152,000 56,000 $16.83
Totals 3,061 72,488,897 7,540,588 7,683,387 10.6 % 66,520 202,427 67,000 $15.75
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The Future?

AFor tomorrow belongs
prepare for it today. o

- African Proverb
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What the Experts Say!
/]

Capitalization rates will return to pre run-up levels due to more expensive debt

and increased return r dd®wipheeomenant vehichis | t 6
a pattern of cap rates, not an area code. In other words, cap rates were close

to 9% for many sectors early in the decade, dropped to 6% in the easy-credit
environment, and will return to the 9% level when the market stabilizes.

Green Street suggest these cap rate fluctuations will result in a value decline of
35% to 40%. While trades are few, Green Street says this is where the market
is now and property owners should prepare for the impact on their financial
statements, loan covenants, and other issues related to property ownership and
operation.
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What the Experts Say!
/]

Office investment prices peaked near $230 psf in 2008 and have dropped to
about $200 psf in the first half of 2009, a decline of 13%. The annualized
decline could approach 25% to 30%. Taking into consideration cap rate
movement and statements from major investment advisers, the probable
minimum decline will be approximately 30% or more.

Tenants have the upper hand in a flight to quality away from Class B and C
properties.

24-hour infill markets generally outperform suburban markets. Suburban
markets deteriorate more quickly than central business districts.

Repl acement costs wonodét justify new pro
unless job growth accelerates beyond forecasts to sop-up excess supply.
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Outlook
]

As young employees are expected to adapt to paperless environments as well

as more work-atth ome and open space fihotellingo
and the unemployment rate continues to rise, new demand could stall well into

2011 or even 2012.

With the loss of almost 50,000 positions in the last year, metropolitan
Milwaukee dropped to the lowest number of jobs for September since 1994.

Wi sconsindés unempl oyment r at-te-yearsoblbss!| di n
has hit a 70-year record.
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The real estate capital markets are a mess

This may persist for yearsémuch | onger
Non-existent CMBS market leaves a huge hole in the financing picture.

Distress will be common.

Price corrections often overshoot value corrections.
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More Office Space

Vacancy rates for offices continued to increase in the third quarter, corresponding with a rising national
unemployment rate. Among the hardest hit metro areas were ones with many financial services firms.

National vacancy rate National unemployment rate Biggest office rent declines
over the past 12 months
New York -18.5%
San Francisco =157
Orange County, Calif -154
San Jose, Calif. -13.0
Boston -12.6
Seattle -10.9
San Diego -10.2
Oakland/East Bay  -10.0
Phoenix -9.9

Source Reds Inc; Labor Department
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CMBS Originations

$250 BN
$230
$203
$200 BN The mortgage “factory”
was at full output from
’05-’07. It has now
$150 BN shutdown.
$100 BN
$52
$50 BN
SO BN
‘00 '01 02 '03 04 '05 '06

Sources: Mortgage Bankers Association, Wells Fargo, Eastdil Secured
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Debt Drought

No commercial-mortgage-
backed securities have been
issued in 2009 in the U.5.

Annual issuance
%250 billion

‘01 03 ‘05 07

Source; Trepp

‘09
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CMBS Maturities

$175 BN
$150 BN There is a very ugly pig in the
snake in the form of maturing
$125 BN '05-'07 vintage loans that
mature between 2010 and 2012.
$100 BN
$75 BN
$50 BN
$0 BN

2009 2010 2011 2012 2013 2014 2015 2016 2017

W '05-07 Fixed Rate W ’'05-'07 Variable Rate M Earlier Vintages

Assumes extension of extension options on 3-year loans. Sources: Green Street, Mortgage Bankers Association, Wells Fargo, Trepp, Bank of America
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$0 BN

Total Commercial Mortgage Maturities

| CMBS maturities are
I only the tip of the
= iceberg.
= __2
2009 2010 2011 2012 2013 2014 2015 2016 2017

| CMBS Banks M Insurance Co.

Sources: Green Street, Mortgage Bankers Association, Wells Fargo, Trepp, Bank of America, Deutsche Bank
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Mortgage Proceeds on a Property Valued at $100 Million in '07 vs Now

A 35-40% decline in value combined
with tighter loan terms translates
into a $37 million shortfall (50% of

the original loan amount) on
maturity. Who will write this check?

$100

2007; LTV=75%" 2009; LTV=60%

MW Property Value m Mortgage

* LTV calculated off the appraised value would have been lower. Appraised values were often inflated during the boom.
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Long Road Back | How long it would take to regain the job level at the start of this recession?
Assuming the average monthly pace of the most recent expansion, it would take 86 months, or not until December 2016

1 million jobs gained
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Note: The starting peint for adding jabs back includes B24,000 jabs lost Between March 2008 and March 2009 announced Friday by the Labar Department
Source; Labor Department {pavrall lﬁf,‘ll]l'l'.'ﬁ.]
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