Private Equity Real Estate White Paper

Second Quarter 2017

Charlotte, North Carolina

Transforming Real Estate for the New Economy
Jeffrey B. Reder, Senior Vice President
Chad Burkhardt, Senior Vice President

www.centersquare.com

CenterSquare
Whitepaper Second Quarter 2017

Key Takeaways:
 Technology and demographics are driving changing demand patterns
 The opportunity to transform existing real estate to meet new economy demand
creates attractive return potential
 We see the most opportunity from a value perspective in primary non-gateway
markets

In every aspect of our economy, advancing technology and evolving demographics are fueling significant
changes in demand patterns. How we live and work is increasingly amenitized and connected, which influences
consumer and business decisions. By its very nature, our physical infrastructure lags changes in underlying
demand and today there is a need for much of our existing real estate to be transformed to meet the demands
of the new economy. This need is providing attractive return opportunities for investors through value-add real
estate investment in select markets.
Examples of these opportunities are prevalent across real estate sectors. Office space is increasingly used as
a tool for companies in the new economy to attract the best talent, and these companies are seeking open,
aesthetically pleasing, amenity-heavy space that maximizes convenience, community culture and efficiency.
The composition of housing has shifted in the new economy with a decrease in ownership and corresponding
increase in renters. As a result, apartment product needs to appeal to a deeper and broader tenant pool that
is renting longer and transitioning through life phases. In retail, consumers prefer experiential or necessitybased shopping over traditional, commodity retail that can be supplanted with the convenience and price
transparency of e-commerce. To support this, obsolete retail real estate needs to be transformed, and industrial
infrastructure adapted to efficiently manage inventory, transport and delivery of e-commerce goods.
To date, changes in underlying demand trends have been most readily met via new real estate supply in gateway
markets. However, we believe that the cycle is seeing a broadening of the universe of investable markets to
include non-gateway cities that enjoy the same underlying demand drivers, but where the supply response
has lagged. In addition, many of these cities offer less competition and more attractive pricing to investors.
In the midst of this evolution, attractive opportunities exist for new and transformed real estate outside of
Gateway markets to accommodate changing demand patterns, thereby opening the door to new markets to
further participate in the new economy.
Value-add real estate investors need to understand not only how the new economy has evolved, but also
correctly anticipate where it is going. Comprehending employment drivers and growth trajectories in individual
submarkets, as well as how best to fill demands related to these economic shifts, will be vital to the success
of a real estate portfolio. The ability to identify an asset that will respond to submarket voids, and re-imagine
functionally obsolete real estate into high utility assets positioned logically and accretively, will set apart a
successful value-add real estate strategy over the next decade.

The statements made and the conclusions drawn in this article are not guarantees and are merely the opinion of CenterSquare and its employees.
For use with Financial Professionals and Institutional Investors only. Not for use with the general public. Please refer to disclosures at the end of this document.

2

CenterSquare
Whitepaper Second Quarter 2017

The Opportunity
Different regions and submarkets in the U.S. reflect varied components of the new economy. Not every real
estate market is responding the same way to national secular trends, due to the evolution of its individual
workforce, industry footprint and the vitality of its existing urban core. For example, creative office space in
downtown Denver may be highly desired for technology centered tenants, whereas large floor plate, highdensity back office space for a corporate call center is in demand in suburban Dallas. An urban retail asset with
high end restaurants and other experiential tenancy succeeds in downtown Chicago, whereas neighborhood
centers with necessity-based service tenants such as grocers and fitness centers are the right focus in the
family-friendly suburbs. A large, modern distribution warehouse isn’t likely to be found in the heart of a major
urban core, but smaller, older infill light industrial assets can find new purpose with improving small business
demand and a growing need for last mile delivery.

Denver, Colorado

We believe that there is a sweet spot for attractively priced, in demand commercial real estate in the middle
market segment of major non-Gateway markets; those areas often overlooked by institutions in favor of larger
deals in Gateway cities (see Beyond the Gateway on the following page). These sub-markets often enjoy many
of the demand drivers of Gateway markets but with less supply and higher implied yields (capitalization rates),
while the middle market transaction size hones in on assets with less competition and more inefficiencies in
the market. Within these markets, however, we encourage investors to be extremely selective. Assets must
contain the appropriate physical features in the right location, predicated by a full understanding of the potential
benefit to a group of identified end users. To accomplish this, we have established specific acquisition criteria,
seeking to satisfy most, if not all, of the following:

CenterSquare Investment Criteria

ü
ü
ü
ü
ü

New Economy
Real Estate

Demand supported by broad trends in the new economy

Creative Sourcing

Specific, situational opportunities that are not broadly accessible

Risk Reduction

Reduce risk and/or complexity prior to closing on an investment

Transformation

Transform an asset to capture specific demand trends

Optimization

Business plan implementation and dynamic forecasting throughout the life cycle
to optimize disposition value and timing

The statements made and the conclusions drawn in this article are not guarantees and are merely the opinion of CenterSquare and its employees.
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Beyond The Gateway
Following the Global Financial Crisis, real estate capital flows focused on core properties in
Gateway markets. These investments provided significant NOI growth and price appreciation as
demand recovered, and major Gateway markets thrived. However, real estate in Gateway markets
today is priced at a historically rich premium with potentially greater than average risk given alltime high rental rates, above average supply, elevated capital flows and historically low cap rates.
CenterSquare’s investment thesis is that superior risk-adjusted returns can be achieved by seeking
prime quality assets in select major markets that exhibit specific characteristics such as diversified
employment growth, pricing below replacement cost, and a limited supply pipeline. Our strategy
focuses on finding these opportunities, as demonstrated in the following case studies.

Source: CenterSquare, JLL, as of Q4 2016, with the exception of Nashville, Orange County, Salt Lake City, and San Antonio, which are sourced from CBRE as of 2H 2016.

The statements made and the conclusions drawn in this article are not guarantees and are merely the opinion of CenterSquare and its employees.
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I

n the following case studies, we profile specific real estate investments made by CenterSquare for which the
themes of the new economy, in conjunction with our investment strategy tenets, resulted in the creation or
transformation of formerly obsolete or suboptimal real estate into high demand, competitive assets tailored to
the specific drivers of each particular market.

Office
Industrial
Retail
Multifamily
Hotel

The statements made and the conclusions drawn in this article are not guarantees and are merely the opinion of CenterSquare and its employees.
For use with Financial Professionals and Institutional Investors only. Not for use with the general public. Please refer to disclosures at the end of this document.
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Office
The changing nature of office space in the new economy has primarily been represented by the demand for urban and modern
space. Previously reserved for technology or creative firms, office space with an open, aesthetically pleasing interior in an
amenity-rich environment is now in demand across many industries and in many major markets as companies compete for the
best talent. However, the evolving landscape of office demand manifests itself in different ways and not every city or submarket
has the appropriate infrastructure or attributes to appeal to the millennial-driven, creative urban mindset. For example, certain
low cost, business friendly suburban markets are driven by demand for back office and customer support functions, for which
large, efficient floor plates and high parking ratios are more important competitive advantages.

The Making of a Millennial Magnet: Creative Office in Denver

The Lab on Platte, Denver, CO
78,639 SF
Acquired August 2015

CenterSquare
Investment Criteria
New Economy

ü Real Estate
ü Creative Sourcing
ü Reducing Risk
ü Transformation
ü Optimization

With 300 days a year of sunshine, an active, outdoorsy
lifestyle and a more affordable cost of living then coastal
tech driven markets, Denver has experienced strong
population and job growth and has attracted an influx of
highly educated millennials, along with creative and tech
industry jobs following the talent. The Lab on Platte is a
newly developed, Class A office building located in the
up-and-coming Platte River Corridor between the two
highly desirable, vibrant, urban neighborhoods of Lower
Downtown (LoDo) and Lower Highlands (LoHi), both of
which are geared toward the live-work-play atmosphere
of the well-educated millennial workforce. Platte Street
is filled with in-demand amenities such as restaurants
and bars, boutiques, the flagship REI store and healthoriented services like yoga and cycling. The Lab on Platte
property was a pioneering development anticipating the emergence of this corridor given its
location between LoDo and LoHi. However, it was originally constructed as a commodity glass
and concrete property and the developer targeted traditional corporate tenants simply seeking
a Central Business District (CBD) presence. This location had the in-demand features for the
new economy, but the developer had failed to target the appropriate pool of occupiers.
After marketing to traditional office tenants to no avail, and with the interest reserve running out,
the seller was motivated to exit prior to lease-up. CenterSquare acquired the Lab on Platte at
a compelling cost basis via an off-market transaction, in conjunction with an operating partner
that had an existing relationship with collaborative workspace provider WeWork, a tenant that
we identified as a natural fit for the property. The asset was fully vacant when the purchase and
sale agreement was executed, but prior to closing on the property, we executed a twenty year
lease with WeWork as the anchor tenant for two thirds of the office space.
By understanding the value drivers of its immediate market, we were able to properly position
the asset to target the appropriate demand profile and secure the right anchor tenant, further
attracting other creative tenants to the property.

The statements made and the conclusions drawn in this article are not guarantees and are merely the opinion of CenterSquare and its employees.
For use with Financial Professionals and Institutional Investors only. Not for use with the general public. Please refer to disclosures at the end of this document.
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Differentiation through the Demand for Density: Back Office in Dallas

2280 N. Greenville Avenue, Richardson, TX
228,506 SF
Acquired December 2014

CenterSquare
Investment Criteria
New Economy

ü Real Estate
ü Creative Sourcing
ü Reducing Risk
ü Transformation
ü Optimization

Although the evolution toward creative space is the
most visible movement, there is more to the new
economy’s office sector than high ceilings, modern
finishes, and generous common space. With a relatively
low cost of doing business and a centralized location,
Dallas has benefited from a large number of corporate
relocations and expansions over the last several years,
and is currently the strongest population and job growth
market in the country. However, the composition of this
demand differs from that seen in the creative and techdriven urban markets. Dallas has a sprawling suburban
market with an abundance of lower cost labor, a
combination that appeals to companies seeking highly
efficient and dense space for back office uses such
as customer service centers. The evolution of office
space for these functions has featured shrinking space
per employee and consolidation onto fewer floors for
efficiency of collaboration and communication.

Twenty miles from downtown Dallas, Richardson, Texas is a submarket that has become a hotbed
of activity in the new economy, with 7 million square feet of corporate relocations and expansions
since 2011. Large companies representing a diverse array of industries including BlueCross
BlueShield (healthcare), State Farm (insurance) and Raytheon (technology) call Richardson
home. The nearby massive CityLine development brings residential, hospitality and an array of
amenities including restaurants, entertainment, a wellness and fitness facility and a 3.5 acre
park with trails.

Working with local partners, CenterSquare identified a vacant office asset in Richardson that had
not benefitted from this expansion. The property had formerly been the corporate headquarters
for Fossil Group, the publicly traded lifestyle accessory company. The asset was comprised of a
large office building and a warehouse building, both of which had been vacant for three years since
Fossil relocated. The office building was two stories with very large (approximately 100,000sf)
floor plates - a key attribute in high demand from local occupiers seeking to squeeze hundreds of
employees onto each floor. However, Dallas remains a car-centric market, and the parking ratio
for the office building was less than three per thousand square feet, which would eliminate the property from consideration by
any high density user. The warehouse was of very high quality, however, it was purpose built for Fossil in a market that is driven
by back office users so there was no natural demand from industrial tenants.
CenterSquare and our partner identified the asset-specific flaws preventing lease up of the property and devised a solution
- redevelop the warehouse into a covered parking structure, thereby providing the office building with a parking ratio of over
seven per thousand square feet. This would transform the property from a functionally challenged commodity asset to a
differentiated property well-positioned to capture the demand premium from users. During additional due diligence, we found
that there was a deep pool of tenants seeking properties that offered 100,000sf open floor plates and six per thousand parking
or greater, however there were only 5 available properties in the entire Dallas-Fort Worth metro with both of these attributes.
We acquired the property via an off-market transaction and immediately began executing our transformative business plan.
After three years of inactivity prior to our transformation, the asset began generating significant interest, resulting in a fully
executed twelve year lease with GEICO within seven months of closing on the acquisition. The property now serves as an
important regional call center support office for GEICO.
The statements made and the conclusions drawn in this article are not guarantees and are merely the opinion of CenterSquare and its employees.
For use with Financial Professionals and Institutional Investors only. Not for use with the general public. Please refer to disclosures at the end of this document.
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Industrial
The changing nature of industrial space in the new economy has primarily been driven by the demand generated from
e-commerce. The new and growing e-commerce supply chain has accelerated demand for industrial warehouse space - both
large distribution centers and smaller, last-mile facilities - to satisfy the expectations of immediate delivery of goods. New
development has been focused on larger, higher clear height, more efficient distribution assets to meet this growing demand.
Concentrated in a handful of large distribution-oriented markets, this real estate has been in high demand from institutional
investors. However, CenterSquare has sought to capitalize on opportunities in the industrial distribution space by identifying
existing, functionally challenged properties near major population nodes, with access to transportation infrastructure and
supported by a deep employment base, to transform into assets with the necessary competitive attributes to compete in the
new economy.
Additionally, a resurgent small business segment in need of infill, logistically accommodative urban industrial space, has
buoyed demand for smaller, lower clear height light industrial assets. As the composition of potential tenants for this product
evolves, the opportunity exists to reposition these light industrial assets to capture the growth from e-commerce delivery
needs.

It’s the Right Thing To Do: Distribution Warehouse in Central PA
The Quaker Oats slogan referenced above was made
famous by Wilfred Brimley thirty years ago and is apropos
for the opportunity to transform the former Quaker
Oats manufacturing facility in Central Pennsylvania
into a modern Class A industrial asset. The property
is situated in one of the top industrial locations in the
country, proximate to population density, and accessible
to numerous Interstate routes leading to New York,
Philadelphia and Baltimore. In addition, the location is
fed by a large potential employee base, amenities, and
public transportation. All of these locational attributes
were competitive advantages relative to new supply
built in outlying locations. The property consists of a
functionally obsolete multi-story office building and
Former Quaker Oats Manufacturing Facility, Central PA
manufacturing facility, along with a warehouse building
453,000 SF
in need of improvement to be competitive with modern
Acquisition Pending
tenant demands. It is in the right location, but the wrong
physical product to address the new economy’s need for modern, functional distribution. The
CenterSquare
property was acquired via an off-market transaction, and CenterSquare’s business plan includes
Investment Criteria
demolition of the existing office/manufacturing product and conversion to larger, more modern
warehouse space, while renovating and improving the functionality of the existing warehouse.
New Economy

ü Real Estate
ü Creative Sourcing
Reducing Risk

ü Transformation
ü Optimization

Upon completion, the product will be converted into 453,000 SF of Class A, industrial warehouse
space delivered at a discount to replacement cost and even further discount to recent sales
comps, providing a rent advantage over competing assets. The opportunity to transform and
reposition an infill product, rather than acquire or develop new product in a peripheral location,
will produce a competitive asset to address the burgeoning demand of distribution tenants in
the new economy.

The statements made and the conclusions drawn in this article are not guarantees and are merely the opinion of CenterSquare and its employees.
For use with Financial Professionals and Institutional Investors only. Not for use with the general public. Please refer to disclosures at the end of this document.
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Retail
Of all the core real estate sectors, the shifting trends of the new economy have had perhaps the most significant impact on
retail. Technology has become a significant component of American shopping habits; e-commerce is supplanting traditional
brick and-mortar stores as the go-to retail experience. Everything from glasses and groceries to cars and houses—all products
seemingly untouchable by e-commerce—are now compared and purchased regularly and increasingly online. This massive
shift leaves physical retailers scrambling as purchasing power has transferred to the consumer.
The repercussions for retail real estate are formidable. Industry experts estimate that as many as half of the 1,100 U.S. malls will
close in the next 15 to 20 years, driven primarily by the rapid rise of ecommerce. The first casualties will be class B or C malls,
secondary or tertiary offerings in a specific geographic area. Retail real estate investors will need to focus on higher quality
assets geared toward experiential and e-commerce resistant shopping—high quality retail mixed with service components
such as entertainment and restaurants. Assets anchored by grocery as opposed to department or big box stores should also
weather the new economy shifts as adoption of online grocery services is still limited and costly, providing a continued stream
of foot traffic into physical grocery sites. Mixed use space, which combines living, shopping, dining, and other experiential
offerings, is gaining traction as well. These changes in consumer trends have opened opportunities for transforming assets to
meet the revision of retail in the new economy.

Magnificent Mile Makeover: Urban Retail in Chicago
CenterSquare recently invested in a well located urban
retail property in Chicago, IL. The boutique, mixed use
product is located near the iconic Wrigley Building on
the south end of the Magnificent Mile. Dense pedestrian
traffic, water taxi access, high visibility, an unobstructed
view of the Chicago River and direct access from Michigan
Avenue were competitive locational advantages.
However, the asset was burdened with a bland physical
appearance and a low-end fast food chain that attracted
undesirable traffic.

405 N. Wabash, Chicago, IL
21,192 SF
Acquired April 2015; Realized August 2016

CenterSquare
Investment Criteria
New Economy

ü Real Estate
ü Creative Sourcing
ü Reducing Risk
ü Transformation
ü Optimization

CenterSquare acquired the property in an off-market
transaction and executed a business plan to transform
the image of this ideally located urban asset, buying out
existing low quality tenants and replacing them with
tenants such as Beacon Tavern, a fine dining restaurant.
The business plan also included an exterior and interior
overhaul, transforming the physical image of the property.
With a marquee anchor tenant and completely new image,
the property was re-positioned from one burdened by low
quality tenancy and an unappealing physical appearance
to a high quality asset positioned to benefit from changing
consumer demands in the new economy.

The statements made and the conclusions drawn in this article are not guarantees and are merely the opinion of CenterSquare and its employees.
For use with Financial Professionals and Institutional Investors only. Not for use with the general public. Please refer to disclosures at the end of this document.
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Multifamily
The multifamily sector’s shift toward luxury, urban apartments located near amenities and transportation has become a
defining theme of the new economy. However, this type of asset is reaching saturation, particularly in Gateway markets. We
believe a growing number of Millennials will soon begin moving to suburban locations—where development, and thus supply,
has been scarce—to more affordable apartments to begin establishing families and connections in better school districts.
This presents a compelling near-term investment opportunity in the multifamily space to target well-located suburban assets
with the appropriate locational attributes to capture the shift of some Millennials out of the urban core. Assets in proximity
to urban-like amenities such as entertainment and dining, in preferred school districts and with access to a broad array of
employment opportunities, are well positioned to be acquired and transformed into assets with updated features, positioning
them to compete effectively for renters in the new economy.

Houston, We Have a Problem?: Contrarian Market Investment in Suburban Shift
The Houston market has experienced significant
volatility, emerging initially as one of the strongest in the
country from the GFC, and then suffering from the more
recent energy sector downturn. Much like the rest of the
country, investment in Houston multifamily over the last
several years has been focused on luxury urban assets,
and development capital flowed in the same direction
leading to significant increases in supply, particularly
within the I-610 loop. Headlines about the dramatic
effects of ballooning supply in the face of shrinking
demand following the energy downturn has kept many
investors on the sidelines.

ARIUM Wildwood, Houston, TX
288- Units
Acquired November 2016

CenterSquare
Investment Criteria
New Economy

ü Real Estate
ü Creative Sourcing
Reducing Risk

ü Transformation
ü Optimization

CenterSquare saw an opportunity to identify multifamily
assets in specific suburban submarkets of Houston that
would not directly compete with new supply (highly amenitized product focused in city center),
but would benefit from non-energy related demand drivers such as health care, and offer
attributes such as good schools and urban-like amenities that appeal to renters. The ARIUM
Wildwood, a 288-unit, 11-year-old multifamily asset, checked all of these boxes. The property is
advantageously located in a beautiful, master-planned community with no comparable supply
within eight miles. The asset benefits from the strong and diversified Sugar Land/Richmond
job market which boasts over 1,000 businesses with 11,600 employees in a three-mile radius
including significant healthcare employment, the 1,000 acre Sugar Land Business Park,
and other corporate headquarters. In addition to a good school district, residents of ARIUM
Wildwood benefit from proximity to the urban-like Sugar Land Town Square offering desired
dining, entertainment and shopping experiences in a pedestrian-friendly setting.
The ARIUM was acquired at an attractive cost basis following an unsuccessful initial marketing
campaign for the property, with an opportunity to increase NOI through an interior unit upgrade
and exterior renovation plan. The lack of competition for the asset given its suburban Houston
location enabled an investment in a high quality property with a significant basis advantage
that is well positioned to benefit in the new economy, as renters begin to seek quality suburban
apartments with good schools, access to employment and urban-like amenities and modern
finishes. Furthermore, Houston is one of the few markets nationally that will see an almost
complete shutdown of supply, leading to an empty development pipeline as we reposition the
asset.

The statements made and the conclusions drawn in this article are not guarantees and are merely the opinion of CenterSquare and its employees.
For use with Financial Professionals and Institutional Investors only. Not for use with the general public. Please refer to disclosures at the end of this document.
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Hotel
Hotel owners and operators have also been victims of the disruption from technological change and shifting user preferences
in the new economy. Online travel agencies (OTAs) such as Expedia and Hotels.com have rapidly become a hindrance to hotel
groups, now burdened with easy cancellations, significant OTA fees, and variable booking volume due to technology-enabled
price discovery. These forces are negatively impacting commodity properties as pricing power and choice is firmly in the hands
of consumers. Additionally, online home-sharing services such as Airbnb and VRBO have increased competition by providing a
shadow supply of hotel rooms.
That said, pockets of demand driven by the new economy continue to exist. One theme that drives our hotel investments is the
increased demand for experiential leisure travel. The new economy has featured increased consumer spending on experiences,
and therefore has disproportionally benefitted hotels providing unique and interactive atmospheres to capture leisure travel.
Within limited service hotels that cater to business travel, demand continues in markets that feature growing and diversified
industries supported by a consistent and mixed revenue stream, which are generally less likely to be impacted by online homesharing services such as Airbnb and VRBO.

Turning the Beast into a Beauty: Experiential Hotel in a Premier Market
In one of the top hotel markets in the United States,
we identified an exceptionally located asset that was
severely mis-managed and in need of transformation.
The property is located three blocks from Disneyland’s
main entrance with proximity to additional business and
entertainment drivers such as the Anaheim Convention
Center, Angels Stadium and the Honda Center. Right
next door at the Anaheim GardenWalk are additional
amenities including entertainment venues like House of
Blues, Heat Ultra Lounge and Bowlmor Lanes, as well as
fine dining and shopping.

Candlewood Suites, Anaheim, CA
152-Room
Acquired November 2015

CenterSquare
Investment Criteria
New Economy

ü Real Estate
ü Creative Sourcing
ü Reducing Risk
ü Transformation
ü Optimization

CenterSquare purchased the property in an off-market
transaction in conjunction with an operating partner that
had been closely watching the property and following
the unique story of the existing private owner, who had
severely mismanaged the asset, halted all investment
in the property to maintain it and defaulted on the franchise agreement, leaving it run as an
independent brand. Acquisition risk was significantly reduced during the due diligence period
with the full negotiation of a new Franchise Agreement with Intercontinental Hotel Group to flag
the property as a Candlewood Suites, as well the finalization of the property improvement plan
prior to closing. Upon closing, hotel operations were halted and an extensive renovation of the
interior and exterior of the property was executed, including the addition of a swimming pool.
Upon completion, the asset was re-launched as a fully updated and modernized Candlewood
Suites hotel at an all-in basis well below the cost to develop a new property. With the updated
finishes and amenities, prime location, and extended-stay full-suite options, the asset was
transformed and is now positioned to capture its share of the strong demand generated by one
of the premier hotel markets in the country. Additionally, the opening of Disney’s Star Warsthemed park in 2019 is expected to further increase demand for the property.

The statements made and the conclusions drawn in this article are not guarantees and are merely the opinion of CenterSquare and its employees.
For use with Financial Professionals and Institutional Investors only. Not for use with the general public. Please refer to disclosures at the end of this document.
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America’s Data Center Capital:
Cash Flow Below Replacement Cost via Recapitalization

Embassy Suites and Homewood Suites, Northern VA
244-Room
Acquired October 2016

CenterSquare
Investment Criteria
New Economy

ü Real Estate
ü Creative Sourcing
ü Reducing Risk
Transformation

While technology and shifts in user preferences have
negatively impacted commodity hospitality properties
catering to business travelers, attractive opportunities
still exist for investments in markets with a growing and
diverse set of demand drivers. However, the increased
transparency and dynamic pricing of this asset class,
combined with a continued focus on cost control in
ongoing times of economic uncertainty, mean astute real
estate investors must be focused on investment basis.
Consistent with these views, CenterSquare seized upon
the opportunity to recapitalize a single complex Embassy
Suites/Homewood Suites property located in the Dulles
corridor of the Washington DC metro. In discussions
with an existing operating partner in the Mid-Atlantic, an
opportunity was identified to provide preferred equity in
an off-market transaction to retire maturing CMBS debt
at a significantly discounted payoff.

The location of the hotels in suburban Washington D.C. and more specifically, Loudon County,
Virginia is the key to the new economy opportunity. Loudon County, dubbed “Data Center Alley”,
employs the second highest concentration of tech workers in the nation and has more than
11 million square feet of data centers. The county’s strong demographic statistics reflect the
diversity and strength of Loudoun County’s key industries, which are attracting the most highly
educated workforce in the country to the “Silicon Valley of the East.” Since 2006, over $11.8
billion in investment has been announced in Virginia's data center industry, and seventy percent
of the world’s internet traffic passes through Ashburn, Virginia1. Entrepreneurial providers and
enterprise users alike are drawn to the area’s rich fiber optic networks, low latency, access to all
cloud providers and abundance of available power at competitive rates.

While demand driven by data centers is a large and growing piece of the story, these hotels
also benefit from an additional, diverse set of demand drivers including the defense industry,
cybersecurity, Dulles International Airport, and a number of large corporate and government
users such as Raytheon, Verizon, IBM, Digital Realty Data Centers, Orbital, MC Dean and United
Airlines. These assets benefit from proximity to the airport, providing a 24-hour shuttle to Dulles and also complement
corporate business with over 100 annual wedding block bookings on the weekends due to their proximity to Leesburg, VA, a
prominent wine country and wedding destination. Furthermore, completion of the Silver Line Metro will continue to spur growth
and diversify the local economy as several mixed use projects bring over 14 million square feet of office space along with retail
and multifamily to the area.

ü

Optimization

The hotels were built in 2005 and financed with 10-year CMBS debt in 2006, but the sponsor was able to negotiate a significant
write-down of the senior loan during the Global Financial Crisis, which provided the necessary window for CenterSquare to
restructure the capital stack and complete the preferred equity investment with significant equity from the sponsor behind us.
The capital, in conjunction with a new senior loan, was used to pay off legacy debts and fund hotel upgrades that are expected
to improve property performance.

1

Source: http://www.yesvirginia.org

The statements made and the conclusions drawn in this article are not guarantees and are merely the opinion of CenterSquare and its employees.
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Conclusion
The evolution of technology and evolving demographics is creating opportunities to capitalize on changing
demand patterns for real estate investors through the upgrading of our physical infrastructure to meet the
needs of the new economy. Today’s real estate environment demands a proactive approach to add value
through diligent sourcing, de-risking, and transforming real estate. A successful strategy also requires an
understanding of real estate at a local level for each property type in specific submarket. Further, we believe
that the current later-cycle macroeconomic environment, defined by interest rate risk and higher potential
growth, is well suited for an active and value creation strategy. Given the significant opportunities available
from the impact of the forces of technology and demographics on demand trends for real estate, we believe a
strategy focused on transforming real estate for the new economy should represent a defined allocation in real
estate investor portfolios.

Dallas, Texas

Phoenix, Arizona

The statements made and the conclusions drawn in this article are not guarantees and are merely the opinion of CenterSquare and its employees.
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Disclosures
Material in this publication is for general information only and
is not intended to provide specific investment advice or recommendations for any purchase or sale of any specific security or
commodity. Due to, among other things, the volatile nature of the
markets and the investment areas discussed herein, investments
may only be suitable for certain investors. Parties should independently investigate any investment area or manager, and should
consult with qualified investment, legal, and tax professionals before making any investment. Some information contained herein
has been obtained from third party sources and has not been independently verified by CenterSquare Investment Management,
Inc. (“CenterSquare”). CenterSquare makes no representations
as to the accuracy or the completeness of any of the information
herein. Accordingly, this material is not to be reproduced in whole
or in part or used for any other purpose.
Investment products (other than deposit products) referenced in
this material are not insured by the FDIC (or any other state or federal agency), are not deposits of or guaranteed by BNY Mellon or
any bank or non-subsidiary thereof, and are subject to investment
risk, including the loss of principal amount invested.
BNY Mellon Investment Management is an investment management organization, encompassing BNY Mellon’s affiliated investment management firms, wealth management organization and
global distribution companies.
BNY Mellon is the corporate brand of The Bank of New York Mellon
Corporation and may also be used as a generic term to reference
the Corporation as a whole or its various subsidiaries generally.
This information is not investment advice, though may be deemed
a financial promotion in non-U.S. jurisdictions. Accordingly, where
used or distributed in any non-U.S. jurisdiction, the information
provided is for Professional Clients only. This information is not for
onward distribution to, or to be relied upon by Retail Clients.
For marketing purposes only. Any statements and opinions expressed are as at the date of publication, are subject to change
as economic and market conditions dictate, and do not necessarily represent the views of BNY Mellon or any of its affiliates. The
information has been provided as a general market commentary
only and does not constitute legal, tax, accounting, other professional counsel or investment advice, is not predictive of future
performance, and should not be construed as an offer to sell or a
solicitation to buy any security or make an offer where otherwise
unlawful. The information has been provided without taking into
account the investment objective, financial situation or needs of
any particular person. BNY Mellon and its affiliates are not responsible for any subsequent investment advice given based on the information supplied. This is not investment research or a research
recommendation for regulatory purposes as it does not constitute
substantive research or analysis. To the extent that these materials contain statements about future performance, such statements are forward looking and are subject to a number of risks
and uncertainties. Information and opinions presented have been
obtained or derived from sources which BNY Mellon believed to be
reliable, but BNY Mellon makes no representation to its accuracy
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and completeness. BNY Mellon accepts no liability for loss arising
from use of this material. If nothing is indicated to the contrary, all
figures are unaudited.
Any indication of past performance is not a guide to future performance. The value of investments can fall as well as rise, so
investors may get back less than originally invested.
Not for distribution to, or use by, any person or entity in any jurisdiction or country in which such distribution or use would be
contrary to local law or regulation. This information may not be
distributed or used for the purpose of offers or solicitations in any
jurisdiction or in any circumstances in which such offers or solicitations are unlawful or not authorized, or where there would be, by
virtue of such distribution, new or additional registration requirements. Persons into whose possession this information comes are
required to inform themselves about and to observe any restrictions that apply to the distribution of this information in their jurisdiction. The investment products and services mentioned here
are not insured by the FDIC (or any other state or federal agency),
are not deposits of or guaranteed by any bank, and may lose value.
This information should not be published in hard copy, electronic
form, via the web or in any other medium accessible to the public, unless authorized by BNY Mellon Investment Management.
BNY Mellon Cash Investment Strategies is a division of The Dreyfus
Corporation. •Investment advisory services in North America are
provided through four different SEC-registered investment advisers using the brand Insight Investment: Cutwater Asset Management Corp, Cutwater Investor Services Corp, Pareto New York LLC
and Pareto Investment Management Limited. The Insight Investment Group includes Insight Investment Management (Global)
Limited, Pareto Investment Management Limited, Insight Investment Funds Management Limited, Cutwater Asset Management
Corp and Cutwater Investor Services Corp. • BNY Mellon owns 90%
of The Boston Company Asset Management, LLC and the remainder is owned by employees of the firm. • The Newton Group (“Newton”) is comprised of the following affiliated companies: Newton
Investment Management Limited, Newton Capital Management
Limited (NCM Ltd), Newton Capital Management LLC (NCM LLC),
NCM LLC personnel are supervised persons of NCM Ltd and NCM
LLC does not provide investment advice, all of which is conducted
by NCM Ltd. Only NCM LLC and NCM Ltd offer services in the U.S.
• BNY Mellon owns a 20% interest in Siguler Guff & Company, LP
and certain related entities (including Siguler Guff Advisers LLC). •
This information does not constitute an offer to sell, or a solicitation of an offer to purchase, any of the firms’ services or funds to
any U.S. investor, or where otherwise unlawful.
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About CenterSquare
Founded in 1987, CenterSquare Investment Management is a real asset manager focused on
listed and private equity real estate and listed infrastructure investments, accessed via U.S.only and global strategies. As an investor and manager, our success is firmly rooted in aligning
our firm’s interests with those of our clients, partners and employees, as well as our commitment
to alpha-generating research.
CenterSquare Investment Management is headquartered in suburban Philadelphia, with a
regional office in Los Angeles and a local presence in London and Singapore*. CenterSquare is
proud to manage investments on behalf of some of the world's leading institutional and private
investors.
*CenterSquare is represented in London and Singapore by BNY Mellon Investment Management EMEA Limited and BNY Mellon
Investment Management Singapore Pte. Limited, respectively.
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