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REIT 3Q16 preview

Set up into 3C better than it's been in a long time. .

Broad-based sell-off since BFJ16

Since the YTD peak on 871, the RMZ has dropped by almost 1086 versus a
1.3% drop for the S&P500. Uncertainty regarding the direction of rates remains
an issue with the 10-year yield ranging from as low as 1.50% to as high as
1.80% over that time. Concerns ranging from the potential for nearer-term rate
hikes, the impact of the U5, election, and to the probability of a recession
have all been cited as reasons for the weakness, but overall the market’s taste
for yield appears to have diminished since early August with the S&P Electric
Utilities Index also falling over 7%. The pullback in the REITs could also simply
reflect profit taking on a group that has outperformed for most of the year and
was trading almost 2 standard deviations above historical multiple averages at
the YTD peak established on 8/1. With the stocks now back in line with
historical multiples, our coverage trading at an 8% discount to NAV, and with
loww expectations into the O, we think the setup for the group is better than it's
been in a while.

Figure 1: ¥YTD RMZ performance iFegu;e 2: Performance by risk bucket since 8/1/186

35 0% - e e s a5
2000 -201!- i
150 -1[!"1,1
L0 -E[H- |
5 0% ,
il T A%

B4%

nme o II]IHG1 5.0% 5% ' 1%
5% | A01% -40.1%
-42.0%
40.0% Smell  Me Lege D Div  Hgh Low Debt! Debbtl Awm A
1:||:H'E

Cap Cap Cap ek Yield Growlh Geow$h EBITDAEETDA volume wolsme
*35% =15% =500 =50% >5dx ==flx = 1WA == IMM

"6 FFO"BFFO
A A A AP P L
as of 10-14-16 e A LU REIT | il " \d a5 of 10-14-16 ®Changs since ORG1AR

Source: Dersche Bank, S Sowrce. Deursohe Bav, Shl

Froperty sector parfornmancse more huanced

The market's improving economic outlook has helped reduce near-term
recession fears and pushed 10-year yields higher over the past few months,
which has led to significant underperformance of Freestanding Retail (triple
nets), which have fallen 11% since 8/1 but remain a top performing sector YTD
at +25%. Other more economically sensitive property types like Office and
Apartments, which were some of the weakest performers earlier in the year,
have done “less bad” in the post B/1 period down only 7% and 8.4%,
respactively,

While yvield concerns have weighed on REITs overall over the past few months,
performance by property type was not just yvield driven, with Data Centers
falling almost 8% since Bf1 after running up 36% YTD up to that point.
Concerns about a near-term pullback in hyper-scale clouwd demand and the
lack of near-term flow through from recent leasing activity drove some profit
taking in a group that remains up over 25% YTD. Malls have also fared poorly
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