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Executive Summary

Ever since the collapse in red edtate share prices in 1998, the red estate community has
been looking for a solution to the depressed share prices and cepitd condraints. There
have been a number of quick fixes bandied about, with cals from some quarters to re-
privatize some of the REITs. This had been due to the fact that the private companies had
been seen to be doing rather well in the current environment, given the drength of the
underlying market. However the ovewhdming sentiment within the office sector has
been that the advantages of Size and access to public capitd far outweigh the advantages
of being a C-corporation’.

A large number of suggestions have been made by a number of REITs in the fied
of baance sheet management and in trying to grow ancillary revenues to take advantage
of the recent passage of the REIT Modernization Act (“RMA”). But in this paper we
would like to argue tha there are no quick fixes for the REIT industry. A framework will
be provided to show that there are four value drivers that will help to enhance shareholder
vaue, but a the end of the day there is no red subditute for the bascs such as
management expertise, a clean balance sheet and above all, afocused strategy.

In this paper we shdl use aso explode a number of myths about the REIT industry, such
as the common assartion that grester Sze is naturaly better, and that the provison of
broadband technology and other ancillary revenues will make substantial impacts upon
the bottom line of these REITs. The conclusons will become reedily gpparent when we
andyze our two case dudies in the office sector — Equity Office Properties and SL Green

Redlty.
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Although the collapse in red edate prices afected dl the REITs equdly in 1998, making
no digtinction in terms of individua companies, we have snce seen a segparation in 1999.
This separation has been in very much in terms of the qudity of the underlying REITs
Those REITs with a srong management team, low leverage and above dl a focused
growth drategy have seen share price out-performance. We labeled these REITs “Blue
Chip REITS” The second class of REITs we labded “Index REITS'. Ther sze and
divergfication make them a core holding for any investors who want exposure to the
sector, but whose gze inhibit their ability to grow. Findly there have been what we have
termed the “Laggards’ — REITs who had overdreiched themsdves and had been
gruggling with over-leverage.

The chdlenge in this paper has been to try to repodtion qudity REITS into the “Blue
Chip” category by highlighting a framework of value drivers. But we adso wish to make
the case that the most important of these vaue drivers is having a focused drategy, with
which to differentiate onesdf from ones peers. Companies that have shown a targeted
growth drategy, that have leveraged core competencies have seen share price out-
performance.



