
1

Real Estate Capital Markets Overview

January 2008



2

Banc of America Securities LLC Disclaimer
These materials have been prepared by Banc of America Securities LLC (“BAS”) in connection with The Burnham-Moores Center for Real Estate’s 12th Annual Real Estate 
Conference (the “Conference”) solely for use by attendees of the Conference (each, a “Recipient”) and may not be used or relied upon for any purpose other than the 
Conference.  These materials are based on information from public sources.  BAS assumes no responsibility for independent investigation or verification of such information 
and has relied on such information being complete and accurate in all material respects.  To the extent such information includes estimates and forecasts of future financial 
performance obtained from public sources, BAS has assumed that such estimates and forecasts represent reasonable estimates.  No representation or warranty, express 
or implied, is made as to the accuracy or completeness of such information and nothing contained herein is, or shall be relied upon as, a representation, whether as to the 
past, the present or the future. These materials were designed for use by the direct Recipient hereof and are being furnished and should be considered only in connection 
with the other information, oral or written, being provided by BAS in connection herewith.  These materials are not intended to provide any basis for evaluating, and should 
not be considered a recommendation with respect to, any transaction or other matter.  These materials do not constitute an offer or solicitation to sell or purchase any 
securities and are not a commitment by BAS (or any affiliate) to provide or arrange any financing for any transaction or to purchase any security in connection therewith.  
BAS assumes no obligation to update or otherwise revise these materials.  These materials have not been prepared with a view toward public disclosure under state or 
federal securities laws or otherwise, and may not be reproduced, disseminated, quoted or referred to, in whole or in part, without the prior written consent of BAS.  These 
materials may not reflect information known to other professionals in other business areas of BAS and its affiliates.

BAS has adopted policies and guidelines designed to preserve the independence of its research analysts.  BAS’ policies prohibit employees from offering research 
coverage, a favorable research rating or a specific price target or offering to change a research rating or price target as consideration for or an inducement to obtain 
business or other compensation.

BAS and its affiliates comprise a full service securities firm and commercial bank engaged in securities trading and brokerage activities as well as providing investment 
banking, asset and investment management, financing and financial advisory services and other commercial and investment banking services and products to a wide range 
of corporations and individuals, domestically and offshore, from which conflicting interests or duties may arise.  In the ordinary course of these activities, BAS or its affiliates 
may at any time hold long or short positions, and may trade or otherwise effect transactions, for their own account or the accounts of customers, in debt or equity securities 
or loans of any company that may be referenced herein, or any other company.  Products and services that may be referenced in the accompanying materials may be 
provided through affiliates of BAS.  BAS is a subsidiary of Bank of America Corporation, the parent company of Bank of America, N.A. and other banks.  BAS is a broker-
dealer registered with the Securities and Exchange Commission and is a member of the New York Stock Exchange, Inc., the National Association of Securities Dealers, 
Inc. and the Securities Investor Protection Corporation.

BAS and its affiliates do not provide tax advice.  Accordingly, any statements contained herein as to tax matters were neither written nor intended by BAS or its 
affiliates to be used and cannot be used by any taxpayer for the purpose of avoiding tax penalties that may be imposed on such taxpayer. If any person uses or 
refers to any such tax statement in promoting, marketing or recommending a partnership or other entity, investment plan or arrangement to any taxpayer, then 
the statement expressed herein is being delivered to support the promotion or marketing of the transaction or matter addressed and the Recipient should seek 
advice based on its particular circumstances from an independent tax advisor.  Notwithstanding anything that may appear herein or in other materials to the 
contrary, the Recipient shall be permitted to disclose the tax treatment and tax structure of a transaction (including any materials, opinions or analyses relating 
to such tax treatment or tax structure, but without disclosure of identifying information or, except to the extent relating to such tax structure or tax treatment, 
any nonpublic commercial or financial information) on and after the earliest to occur of the date of (i) public announcement of discussions relating to such 
transaction, (ii) public announcement of such transaction or (iii) execution of a definitive agreement (with or without conditions) to enter into such transaction; 
provided, however, that if such transaction is not consummated for any reason, the provisions of this sentence shall cease to apply.
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Real Estate Capital Markets Overview

Boom Years – liquid credit markets fueled larger transaction volume

Credit Crunch – significantly reduced appetite for risk

Outlook – “back-to-basics”

New reality – impact on your real estate business:

Availability of capital

Sources of capital

Pricing and underwriting

Changing M&A environment

Cautious public investors

Active private investors

Introduction
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The Boom Years

Monetary policy eased

Low interest rate environment

Increased liquidity

Aggressive underwriting

Availability of higher leverage capital

Strong corporate cashflows

Increased appetite for risk

Strong demand for real estate as an asset class

Robust M&A environment

Background
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The Boom Years

CMBS volume increased markedly in recent years 

CMBS ISSUANCE

$ in billions

Source: Intex, Bloomberg, CMAlert, CRENews, ABAlert, Thomson and InformaGM as of 1/14/08.

CMBS Volume
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The Boom Years

Real estate CDO issuance helped fuel volume for CMBS and other real estate secured 
paper

REAL ESTATE CDO ISSUANCE

# CDO's Issued $ in billions

Source: Commercial Mortgage Alert and www.cmalert.com as of 1/4/08.

Real Estate CDO Volume
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The Boom Years

CMBS spreads decreased dramatically though the Spring of 2007

CMBS SPREADS TO SWAPS

Source: Publicly available information as of 1/14/08.
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CMBS Spreads
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The Boom Years

The high grade bond market also grew to record levels

REAL ESTATE HIGH GRADE BOND ISSUE VOLUME

Source: Bloomberg as of 1/14/08.

$ in billions

Investment Grade Bond Volume
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The Boom Years

CAP RATES AND TRANSACTION VOLUME

$ in billions
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Source: Real Capital Analytics.
(1) Data shown as a 90-day rolling average based on properties and portfolios across all sectors $5 million and greater per Real Capital Analytics.
(2) Data based on independent reports of properties and portfolios across all sectors $5 million and greater per Real Capital Analytics.

Cap rates compressed as transaction volume increased

Real Estate Valuations
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The Boom Years

Record M&A activity was catalyzed with readily available inexpensive debt financing

REAL ESTATE AND LODGING M&A VOLUME

$ in billions # of Deals
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Source: Thomson Financial Securities Data Corporation as of 1/11/08.
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The Boom Years

As investors priced in a “take-out premium” and lower cap rates in the private markets, real 
estate stocks outperformed the broader markets

STOCK PRICE PERFORMANCE

Source: FactSet Research Systems as of 1/13/08. 
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The Boom Years

The amount of private equity dollars allocated to real estate continued to increase

REAL ESTATE TOTAL FUND EQUITY RAISED

# of funds $ in billions

Source: Ernst & Young, 2007 Market Outlook: Trends in the Real Estate Private Equity Industry, September 2007. 
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Real Estate Private Equity



13

EQUITY DEBT

Private equity funds

Bridge equity

Domestic institutions

Hedge funds

International investors

Public, unlisted REITs

1031 investors

TICs

SPACs

IPOs

CMBS 

Leveraged loans

Bridge debt

Mezzanine debt

Bonds: investment grade and high yield

CDOs

Hedge funds

Investment banks

Commercial banks

Life insurance companies

Sources of Liquidity
The Boom Years
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Credit Crunch

Housing slowdown – lower sales volumes / decelerating price appreciation in mid to late 2006

Sub-prime mortgages – rising default rates in early 2007

Financial contagion – losses appear unexpectedly throughout the global financial system

Prominent “blow-ups” – Bear Stearns and UBS hedge funds

Fear of the unknown – uncertainty regarding location and amount of exposure

Short-term money seizure – significant reduction in short-term liquidity and inter-bank lending

Re-pricing of risk – significantly reduced availability of credit and higher pricing

Selected Causes
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Credit Crunch

CMBS ISSUANCE
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Source: Intex, Bloomberg, CMAlert, CRENews, ABAlert, Thomson and InformaGM as of 1/14/08.
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VALUE AND VOLUME OF CDO ISSUANCE IN 2007

# CDO's Issued $ in billions
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CDO issuance ceased

CDO Volume

Source: Commercial Mortgage Alert and www.cmalert.com as of 1/4/08.
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CMBS SPREADS TO SWAPS: LTM

Spread to Swaps (bps)
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CMBS spreads spiked dramatically
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CMBS Spreads

Source: Publicly available information as of 1/14/08.
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Credit Crunch

REAL ESTATE AND LODGING M&A VOLUME

$ in billions # of Deals
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M&A volume slowed significantly

Real Estate M&A Activity
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VIX INDEX – EQUITY MARKET VOLATILITY

Sources: FactSet Research Systems as of 1/14/08.
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WEEKLY REAL ESTATE FUNDS FLOW VS. RMZ

Source: FactSet and AMG Data Transfer as of 1/14/08.
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Public investors have been exiting the real estate sector
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Real estate stocks have experienced significant declines in line with entire financial sector
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NEXT TWELVE MONTHS FFO MULTIPLES

Public real estate valuations have declined implying higher cap rate expectations and 
reduced M&A volume

Source:  FactSet and Bloomberg as of 1/14/08.
(1) Industrial Index includes: AMB, EGP, FR and PLD.
(2) Multifamily Index includes: AEC, AIV, AVB, BRE, CLP, CPT, EQR, ESS, HME, MAA, PPS and UDR.
(3) Office Index includes: ARE, BDN, CLI, DLR, HIW, IUR.U, HRP, OFC, PKY, BPO, BXP, CEI, CUZ, MPG, SLG and VNO.
(4) Retail Index includes: AKR, BFS, CDR, DDR, EQY, FRT, KIM, KRG, REG, RPT, UBA, WRI, CBL, GGP, GRT, MAC, PEI, SKT, SPG and TCO.
(5) Triple-Net Lease Index includes: EPR, GTY, LXP, MNRTA, NNN, O, OLP,  WPC.

Credit Crunch
Public Real Estate Valuation
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EQUITY DEBT

Private equity funds

Bridge equity

Domestic institutions

Hedge funds

International investors

Public, unlisted REITs

1031 investors

TICs

SPACs

IPOs

CMBS 

Leveraged loans

Bridge debt

Mezzanine debt

Bonds: investment grade and high yield

CDOs

Hedge funds

Investment banks

Commercial banks

Life insurance companies

Sources of Liquidity
Credit Crunch
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Current Environment

More cautious credit environment

Fewer sources of debt capital

Continued availability of equity capital

Shift of M&A activity

Increasing distress

New Reality
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Current Environment

General re-pricing of risk – higher spreads

More conservative underwriting – coverage ratios, growth expectations

Lower leverage – loan-to-value ratios

Less availability

More equity required

Cautious Credit Environment
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Current Environment

Banc of America Securities (“BAS”) believes that the capital markets will provide limited liquidity

Continued write-downs
Investor wariness
Bloated inventories

Bank and life companies continue to lend to varying degrees

Borrowers have flocked to these capital sources
Balance sheets are constrained
Flight to quality

Demand for debt financing exceeds supply

Client selection is critical
Structures more conservative
Upward pressure on pricing and fees

New sources of capital are forming

Fewer Sources of Debt Capital
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Current Environment

Equity more readily available than debt financing

Private equity motivated to invest existing capital

Institutional investors continue to allocate capital to the sector

International investors seeking opportunities

Retail investors continue to seek yield

Continued disconnect between public and private equity markets

Fund outflows from REIT sector

Public market valuations below NAV

Institutional investors may be more selective with their capital

Experienced, successful sponsors

Best locations

Highest quality assets

Equity Capital Remains Available
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Current Environment

Lower transaction volume

Relative dearth of debt financing

Wider bid / ask spread 

Changing investor profile

Highly leveraged buyers out of the market

Well-capitalized investors have competitive advantage

BAS expects M&A activity to be driven by:

Strategic buyers

Cash / low leverage buyers

International investors

Opportunistic buyers focused on distressed situations

Shifting M&A Markets
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