o OarubbcEllis.

Property Solutions Worldwide

2009 | REAL ESTATE FORECAST

/ I

























ALBUQUERQUE
Retail

< Orubb:Ellis.

Property Solutions Worldwide

Concerns in the retail market will be short-lived as retailers discover the long-term
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Tenants Expanding or Downsizing
2009

New to Market

or Expanding Downsizing

Lowe’s Home Improvement

Warehouse American Home Furnishings
[ Linens 'n Things

Staples Mervyn’s

Chic-fil-A
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growth opportunities available.

The Albuquerque metropolitan area will
start 2009 on a negative note. Vacancy is
expected to jJump moderately as the market
adjusts to the shuttering of several national
retailers after the holiday season. These
closures are not the result of a weak local
market but rather a sign of a national
shakeout of poor performing retailers. A
handful of local independent retailers will
likely experience the same phenomena due

to weak cash positions.

The market is going through a cleansing
process where the strong retailers will survive.
Vacancy is expected to increase by 100 basis
points as a result. Additional pressure from
new speculative projects will further boost
vacancy as landlords have difficulties filling
spaces with viable tenants increasing lease up
times. The pain will likely be short-lived with

some relief occurring by next holiday season.

Many of these store closings will occur in
prime retail spaces in popular submarkets
such as Uptown and Cottonwood. These
present opportunities for new national
retailers to take advantage of Albuquerque’s
synergistic retail market. The overall market
size is essentially 20 percent larger since
consumers from smaller rural cities, located
within a 100-miles radius, view the
Albuquerque metro area as a destination to
shop for many national retail brand names.
The net result enables many national retail

categories to obtain above-average sales and

attractive same-store sales growth. This posi-
tions Albuguerque on a short list for retailers
looking to meet their sales numbers in chal-

lenging economic times.

New product deliveries are likely to be just
below the 2008 levels and will help keep
the market from having an excessive
amount of vacant new space. About one-
half of these will be freestanding
build-to-suit projects. The balance will be in
speculative power, neighborhood, and
community centers which have anchor
tenants already established. As new
housing growth slows, infill strategies and
the repositioning of older retail sites should

spur additional development.

The Northeast Heights and Uptown submar-
kets are ripe for these types of opportunities.
Areas in the Far Northeast Heights, Rio Rancho
and the South Valley submarkets will experi-

ence the highest number of new projects.

Asking rates in newer centers will hold
steady while rates in older centers will need
to be discounted in order to get deals done.
Landlords will likely face more demanding
tenants who require greater concessions.
Tenants will command additional build-out
allowances beyond plain vanilla shells.
Landlords may find economic concessions

like free rent are required to lease spaces.

© 2008 Grubb & Ellis
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The metro area’s fundamentals are expected to be positive compared to many areas of the country,
with vacancy rates inching up slightly while asking rates remain stable and the supply of new
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speculative development plummets.

Well-capitalized investors will have the upper
hand as the supply of properties on the
market grows and the number of qualified
buyers declines. Look for capitalization rates
to increase at least 100 basis points to
compensate for higher interest rates and risk.

The net effect will likely spur real estate prices

A big hurdle will be in getting deals
financed. Funds should be readily available
to qualified buyers. What will change is the
definition of qualified. The ability to leverage
deals with low down payments is a thing of
the past. Loan-to-value ratios will likely be in

the 70 to 75 percent range while lenders
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Key Investment Transactions

can achieve healthy future returns. Investors
who use a value-added approach should see
lots of opportunities in the market. With
construction costs dropping, this will
encourage repositioning strategies for func-
tionally obsolete properties to be brought up
to current design standards. The net result
will translate to achieving higher rental

income once the economy turns around.

expected economic turbulence. In order to
navigate tighter the tough financing require-
ments, some owners may consider a
sale-leaseback transaction in order to
generate the capital they need in order to

grow their business.

The Albuquerque metropolitan area will
likely be insulated from major economic
downturns at the national level. Strong
employment in the government, science
and engineering sectors should insulate it
from any significant negative effects. This
stability can be a strong enticement for
investors to take risks in the market.

2008

Buyer Seller Property Type Property Name Size (SF)
Private Investor (lifford Plaza, Ltd. Office (lifford Plaza 115,000
RRTI, Inc. BCP Industrial 5821 Midway 64,800
SED Development Private Seller Industrial 39071 Singer 38,000
Hastings, LLC Titan Development Retail Hasting’s 25,000
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A weakened single-family housing market will provide ongoing support
for the multi housing market by boosting occupancy and rents.
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Key Multi Housing Transactions
2008

Overall apartment occupancy is expected to
increase by 100 basis points during 2009. It will
be buoyed by several positive factors. The first
is an increasing number of people who are
unable to qualify to purchase a home and
must remain tenants. The second is a growing
number of Echo Boomers, born between 1982
and 1995, who are now entering the rental
market. The third is a below-average number

of new units being constructed.

At current population growth rates, the
market can absorb about 1,200 new units
per year. During the previous three years, an
average of 430 new units were completed
each vyear, a level well below the absorption
rate. The housing boom was siphoning off
tenants who were purchasing single-family
homes. The lack of new multifamily units
was not dramatically constraining supply

and occupancy held steady.

The new construction trend is not expected
to change in 2009. Constrained by a
shortage of multifamily land, it is expected
that 450 new units will be completed. A
majority of these will be built in the West
Mesa submarket. Unlike previous years, the
shortage of new units will not be offset as
much by tenants buying homes and should

support higher-occupancy levels.

Buyer Seller

Rancho Verde ABQ Rancho Verde, Ltd.
Suncreek ABQ Suncreek, Ltd.

Sungate ABQ Albuquerque Sungate, Ltd.

8 Albuquerque

Property Type Property Name Size (units)
Multi Housing Rancho Verde Apartments 65
Multi Housing Suncreek Apartments 267
Multi Housing Sungate Apartments 94

Higher-occupancy levels will support
healthy income growth for landlords.
Income growth is forecasted to be between
3.5 to 4.0 percent for the year. Landlords
generally will not have to offer as many
concessions in order to attract tenants. They
will, however, have to compete on the
quality of the units. This may require
investing in renovations in order to stay

competitive.

A challenge for new units will be competing
on sustaining occupancies. New units typi-
cally have higher rents to compensate for
higher construction and land costs. This will
likely increase the time to absorb new units.
Additionally, a growing number of single-
family homes on the market for sale may be
offered for rent and compete with the
higher priced new units which may soften
the market.

Financing multifamily deals may become
more difficult as lenders carefully scrutinize
each deal. Strict underwriting standards will
be applied and many lenders will require
higher down payments and the accrual of
expenses to cover deferred-maintenance
items. For large deals over 25 units, capital-
ization rates will increase between 25 to 50
basis points as a result of higher interest
rates and lender spreads. For small deals
under 25 units, capitalization rates will
increase at least 100 basis points as a result
of higher lender risk translating to even

higher interest rates.

© 2008 Grubb & Ellis
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Las Cruces is expected to benefit from a fledgling commercial space industry. Santa Fe is poised to see
increased tourism and commuter activity from a new commuter rail service.

Las Cruces Asking Rent Range
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Las Cruces

The Las Cruces economy is beginning to see
increased commerce from the commercial
space industry. Just north of town, UP
Aerospace is planning a regional spaceport
launch pad to carry payloads for scholastic
and commercial entities. This will also be the
site for the first FAA licensed-commercial
spaceport in the country. Companies already
committed are Virgin Galactic, Starchaser
Industries, Rocket Racing and Xprise Cup. The
latter has already made several successful
launches from the facility and Virgin Galactic
expects to begin launching into tourist space
by this time next year, according to media
reports. Initial work on Sierra County Road
A013, which will lead to the spaceport, is
expected to commence this fall and continue
through the end of the year.

According to the Milken Institute's latest list
of the best performing small cities, Las
Cruces is one of the top small metropolitan
areas in the nation for job growth and reten-
tion. The Las Cruces area jumped to number
11 this year from number17 last year out of
124 cities. Las Cruces also has benefited from
its lure as a retirement destination, which
leads to growth in the healthcare field.
Experts also cite the importance of the city's
proximity to the new Foxconn Maquila by
the Mexican border, expected to open in the
spring of 2009. This facility will ultimately
employ 20,000 workers. Santa Teresa should
be able to attract both manufacturers as well

as suppliers to those manufacturers.

Santa Fe

The New Mexico Rail Runner Express, a
commuter train from Albuquerque, will be
fully operational by the first quarter of 2009. It
will provide reliable transportation for the
thousands of employees who commute to
Santa Fe and work for the government and
private companies. The New Mexico Rail
Runner Express will open up a large pool of
employees who live in the more affordable

Albuquerque metropolitan area.

As much of the Santa Fe economy is
dependent upon the tourist, restaurant,
retail and lodging industries, perhaps the
most significant new event in Santa Fe is the
completion and opening of the new
convention center. Santa Fe has been
without a convention center for the past
three years pending the demolition of the
old one and construction of the new one.
This has significantly depressed business for
hotels, restaurants and retail stores. The new
Santa Fe Convention Center is already
heavily booked throughout 2009 by various
trade group. As many of these groups meet
outside of the tourist season, downtown
hotels and shops are anticipating increased
business.

Santa Fe will likely avoid the slump in the
economy that larger cities are experiencing.
The limited supply of developable land has
kept the city from being overbuilt in the
office, industrial, retail and housing cate-
gories. With the new positive influences of
the New Mexico Rail Runner Express, proj-
ects around the rail yard and the new Santa
Fe Convention Center it appears that 2009

will be a positive year.
Albuquerque 9



COMPANY PROFILE

Grubb & Ellis is a real estate services and investment firm committed to
identifying and creating business and investment opportunities through
real estate, uniquely tailored to our clients’ individual needs.

Grubb & Ellis is one of the largest and most
respected commercial real estate services
and investment companies. With more than
130 owned and affiliate offices worldwide,
Grubb & Ellis offers property owners, corpo-
rate occupants and investors comprehensive
integrated real estate solutions, including
transaction, management, consulting and
investment services supported by propri-
etary market research and extensive local
market expertise. Grubb & Ellis and its
subsidiaries are leading sponsors of real
estate investment programs that provide
individuals and institutions the opportunity
to invest in a broad range of real estate
investment vehicles, including tax-deferred
1031 tenant-in-common exchanges, public
non-traded real estate investment trusts and
real estate investment funds.

Research plays an integral role in our busi-
ness, and our professionals have earned a
reputation for providing informed solutions
that combine local market knowledge with
detailed analysis. Strong knowledge about
general economic issues and global trends —
combined with specialized expertise for
property types such as office, industrial, retail,
land, medical office, multifamily and hospi-
tality — provides our clients the information
they need to achieve their corporate and

investment goals.

10 Albuquerque

Grubb & Ellis has the people, platform and
best-in-class processes to deliver superior
service whether a client needs help with a
single investment property or multiple
global facilities. Our consistent performance
grounded in keen market insight plays a role
in our success and is recognized by our
clients. For example, in 2008, Grubb & Ellis
was honored with Microsoft Corporation'’s
Environmental Award for our successful
efforts to reduce the company’s impact on
the environment. This commitment to
continuous improvement and the develop-
ment of programs and initiatives designed to
meet a client’s individual needs are the
driving forces behind our more than 50 years

of service excellence.

Seamless Integration of Real Estate
Products and Services

Grubb & Ellis is a unique company that
brings together traditional transaction and
management real estate services with inno-
vative investment programs offered through
Grubb & Ellis Realty Investors. Our brokerage
network offers insight into the pool of assets
nationwide, maximizing investment oppor-
tunities for program investors. In turn, the
property and asset management services of
the company seek to drive value to each
property, capitalizing on opportunities from
acquisition to disposition — whether it be for

our own portfolio or on behalf of our clients.

Structured Around the Needs of Our Clients
Our unique, comprehensive platform includes
transaction services, management services,
corporate services and a wide range of

investment programs.

Transaction Services

Grubb & Ellis has one of the largest and most
experienced real estate brokerage sales
forces in the country. Our teams of specialists
cover all aspects of commercial real estate
and work closely with owners, occupants
and investors to assess the ways in which real
estate issues relate to — and contribute to —
an organization's strategic business objec-
tives. Last year, Grubb & Ellis and its affiliates
completed 16,250 transactions valued at

more than $22 billion.
Transaction services include:

o Agency leasing

o Tenant representation

« Consulting services

« Valuation consulting

o Retail services

« Institutional investment services

« Private capital investment services

o Site selection

© 2008 Grubb & Ellis



Grubb & Ellis was the recipient of
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Microsoft’s Environmental Award in 2008

Global Client Services

As one of the nation’s largest full-service
commercial real estate firms, Grubb & Ellis
delivers integrated property, facility and asset
management services focused on cost-effi-
cient operations, tenant retention and
increasing property values to a host of corpo-
rate and institutional clients. The company
and its affiliates manage a diverse portfolio
totaling more than 275 million square feet of
space. This portfolio includes headquarters,
facilities and Class A office space for major
corporations, as well as industrial, manufac-
turing and warehouse facilities, data centers,
retail properties, medical buildings and
multifamily assets for real estate occupants
and investors. Additionally, Grubb & Ellis
provides consulting services that help clients
better understand their real estate portfolio,
the current operating environment, and
future opportunities that exist through smart,

strategic planning.

Management services include:

o Property management

« Facility management

o Asset management

o Business and fulfillment services

« Consulting services

« Project/construction management

« Engineering services

© 2008 Grubb & Ellis

Corporate services include:
o Consulting services

o Real property and lease administration
 Retail services

o Strategic planning

« Tenant representation
 Valuation services

« Site selection

e Project management

« Portfolio rationalization
« Disposition services

Investment Programs

Grubb & Ellis is one of the nation’s leading
sponsors of innovative commercial real
estate investment programs. Grubb & Ellis
Realty Investors, the company's real estate
investment and asset management
subsidiary, structures, acquires, manages and
disposes of real estate for its clients. Through
Private Client Accounts, the firm offers high
net worth investors a comprehensive
program to build or expand their commercial
real estate portfolio to meet their investment
objectives. In total, Grubb & Ellis Realty
Investors oversees a portfolio of assets valued
in excess of $6.5 billion located throughout
more than 30 states, and has completed
acquisition and disposition volume totaling
more than $11 billion on behalf of program

investors since its founding in 1998.

Investment programs include:
¢ 1031 tenant-in-common exchanges

¢ Public non-traded real estate

investment trusts (REITS)
o Limited liability companies
o Wealth management
« Institutional investments
o Mutual funds

« Securities separate accounts and funds

This is neither an offer to sell nor a solicitation of an offer
to buy any security. Such an offer may be made only by
means of an offering document. Investors should read
the offering materials and review the risks associated
with any offering prior to making an investment and
should be able to afford the loss of their entire invest-
ment. Securities offered through Grubb & Ellis Securities,
Inc. member FINRA/SIPC.

Our Commitment

A strong, integrated delivery platform
combined with the expertise of our profes-
sionals offers our clients a partnership unlike
any other in the industry. We bring strategic
thinking and exceptional service to each and
every engagement. We deliver perspective,
insight and innovation to help our clients
achieve their desired outcomes. And we
execute effectively and efficiently, enabling
us to form long-lasting collaborative relation-
ships with property owners, investors and

corporate users of real estate.

To locate a Grubb & Ellis office near you,

please visit www.grubb-ellis.com/offices.

Albuquerque 11
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Grubb & Ellis is one of the most widely quoted sources when
it comes to real estate market trends and their implications.

For more than 50 years, Grubb & Ellis has
made real estate market research a corner-
stone of its business. The company has built
a reputation for consistently delivering some
of the highest quality research reports in the
industry and regularly provides expert
commentary on the forces shaping the
commercial real estate landscape. As the
issues facing real estate owners, corporate
users and investors grow increasingly
complex, sound research and analysis
become even more vital, and our research is
a tool our professionals rely on to help their
clients solve real estate issues, uncover
opportunities and achieve larger organiza-

tional objectives.

Grubb & Ellis research reports span from
coast to coast and around the globe. We
cover big-picture economic trends as well as
specific drivers of local market demand for
space. We provide standard real estate statis-
tics and also respond to significant
developments, such as the credit crisis of
2008. Our research is used by our clients, the
media and the industry at large to help
explain current conditions and predict what

the future has in store.

Grubb & Ellis leverages four integrated
components to create our unique and

comprehensive insights:

e Our professional research managers and
their staff, whose critical function it is to
build the base of market intelligence in
each office and provide published reports
and custom analyses to our clients. Grubb

& Ellis pioneered the concept of hiring
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professional research managers to direct
the company’s research function, which is
widely viewed as having the most accu-
rate grass-roots level data in the industry.
Incoming research analysts and brokers
are trained to understand the nuances of
the real estate cycle, inflection points in
the cycle, leading indicators, and the
actions and advice that are appropriate for

each phase of the cycle.

Our systems used to compile, maintain,
analyze and disseminate our research.
Grubb & Ellis was a pioneer in the field of
computerized market research and
analysis and continues to make invest-
ments to improve and enhance the
information available. Most of the
company's offices have been tracking
data for more than two decades. In addi-
tion to subscribing to the top property
databases in the industry, Grubb & Ellis has
built a proprietary, centralized Web-resi-
dent data warehouse to track its
property-specific data, including property
details, images, available space, leasing
and sales comparables, and tenant infor-
mation, all in an easy-to-use format. This
sophisticated system is based on a
rigorous set of research standards
designed to ensure that data are consis-

tent across markets.

Our reports and publications through
which we translate our extensive data-
bases into analysis, insights and
actionable recommendations for our
clients. In addition to our annual national
and local forecast reports, Grubb & Ellis

produces quarterly Market Trends reports

that analyze local and national market
conditions throughout North America by
product type, a Weekly Market Insight
electronic communication on a timely
economic or real estate-related topic,
quarterly capital markets reports and
white papers on issues that are important

to our clients.

o Our real estate professionals, whose famil-
iarity with the people and the property in
their submarkets yields a daily, in-the-
trenches grasp of changing market
conditions. The creation of market intelli-
gence is a team effort, with knowledge
flowing constantly between our research
teams, sales professionals and investment
specialists. This knowledge is integrated
with our professionals’ insight and experi-
ence, forming a solid foundation from
which to advise clients, and giving Grubb

& Ellis and its clients a competitive edge.

Among our clients, we have seen an
increased demand for more accurate data
and sharper analysis fueled by increased
market transparency and a strong need for
accountability. Real estate investors as well
as corporations in all sectors of the economy
are closely examining their real estate strate-
gies and searching for timely and smart
market research that will help guide and
support their decisions. Providing this infor-
mation is one of the things Grubb & Ellis
does best.

To keep abreast of research disseminated
by  Grubb & Ellis,

www.grubb-ellis.com/research.

please  visit

© 2008 Grubb & Ellis
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Grubb & Ellis research teams across the U.S. work together to ensure our clients
have the most up-to-date market knowledge.

Contributors
Albuquerque
Benita Terrell, Research Analyst

Ken Schaefer, Director of Brokerage Services

Sources

Albuquerque Economic Development; RealFacts; Claritas
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