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Wrat Can Make Neu Hotel Constntction Economicallq Feasible
tMren Nezu Hotel Constntction lstt't Econottrically Feasible?
Karen E. Rubin, CRE

Fraudulent Transfer Risks in a Portfolio Loan

Joshua Stt'in

Shoppitrg Certer Branditrg: Does it Make Sense ?

Mark C. Gambill

ls Organic Charge a Better Option than Acquisitions
as a Grototh Strategy?
John McMahan, CRE, & Tom Hester

Eztaluatittg the Residential Inzteshnent Potential in
Older Urban Areas: A Case Stutly
Richard Gsottschneider, CRE, & Fred Pulitzt'r

Denand for Biomedical f acililies
Oakleigh J. Thorne, CIIE

C onaerting Corporate He adquarterc to Multi-Tenant Buiklings
Arthur M. De'lmhorst, CRE

CRE PERSPECTIVE

lust Thinkittg About it is lllegal
Arnold S. Tesh, CRE

INSIDER'S PERSPECTIVES
Focns otr thc Economy
Hugh F. Kelly, CRE

Foctts ott the Economy
Samuel Zell

Focus on Reseatch
Raymond G. Torb, CRE

Focus on Legal lssues
Edrvin "Brick" How,e, jr., CRE

RESOURCE REVIEW
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1976 - 2000

Cclcbruting 25 Yaars of Publishing Exccllence

EorloR's CouNctr
I

Ctrit'rrtirtt/Otii,\\r/,\rr()\ l\l t tr rrr rs

Appr.risal Instittrte

M.rrchitelli B.rrncs & Comp.rnv, Inc.

Mereditfr & Grerv, lnc. -- ONCOII Int!-rnationnl - Robtrl P. LtPortt,lr., CRE

N.rtional Associ.rtion of REAI.TORS'

RVI Croup - Thtodorr: A. luLutlu, CRI.I

!

Irntr rnt l \I t rlu ri'

D.ri iel 5. Kirk, CIIE, Brrstor, MA

David M. Lert,is. CRE, / lrr{1,),r. IX

J.rmes ll. MacCratc, CRE, N,,ir, )i,r/i, N)'

Darricl Rosr', CI{E, Nr'a,}'rrrA. NY

Rockv A. Tarantello, CRE, Nr,irl,rrlt Br:,ri/r. C.,1

I{ichard J. Vorlker, CRE, 1)n/Irrs, fX

For nlor('infornrdti(nr on becoming a member oi the Editor's Cr)un.il or adtt'rtising in R.,i/ [.slntt, Issxaj
contact F.rve lbrter at {rl:..198.5858; fportcr@inter.tc(:ess..om

1976 - 2000
Cclcbratitrg 25 Years of l\tblishing Excellcnct

EolronrlL Callnonn
Summer 2000
|lt'ndline for nmnrscrillt subntissio - l nL,2)

Fall 2000
(dr:adlirc for nnnttsliltt strhmissitul - ,,{ricrrsf 21)

Winter 2000
(dtttilirc for nnnuscripl slrbrrrissiorr NtnlLntber 27)

See "Contributor Infonnation" on page 72 for infontation
on xtbmitting a mtnuscript or call Faye Portcr at 615.498.5858

Aovnnustrrtc OpponruNlrlrs
Redl Estate Issres rvill bring vour aclvertising me'ssage to users of counseling
serviccs in targeted industry sectors. To maximize your netu,orking opportunitics
and rcach leatiir.rg real estate professionals, call 615.498.5858 for pricing information.

REI lNoex oF ARTTcLES
Thr. Real Esfatc Issues "Iudex of Artirlcs" provides over 100 alphabetical subject
listings for articles published in the journal during its 25-year history, al(xrg with a

second alphabt'tical listing of authors. To ordcr vour copv of this convenient
reference, call 312 .329.8427; (cost $3, Plls S-3 s/rip;rirrgt. The lrrrlr.-r can also bt accessed
through The Counselors home page ar rvww.cre.org

SunscnrrrroN INronunrrorv
Rtel Estate Isslres publishes four times per year (Spring, Summer, Fall, Winter).
To subscribe to Re&l Estate Issres or for additional information. contact The
Counselors at www.cre.org; 312.329.8427.
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CoNrntauron INronnrlrtor.,i

Rcr?l E5-totr, Issrics publishts four times annuallv (Spring, Summer, Fall, Winter). The journal reaches a lucrativt'
segment of the real estate industrv as well as .1 repft,sentative cross section of profe'ssionals in related industries.

Subscribe'rs to Rt1rl Esfrrk, lssu(,s (RE/) are primarily the owners, chairmen, presidents, and vice presidents of
real estate companies, financial corporations, property comPanies, banks, management companie's, libraries,
and REALTORa boards throughout the countrv; professors and university personnel; and pntfessionals in S&Ls,

insurance companies, and law firms.
Rccl Eslalt, lssrits is published for thc benefit of the CIIE (Counselor of Real Estatt') and othe.r real estate Profes-

sionals, planners, architects, developers, economists, government personnel, lawyers, and accountants. It fo-

cuses on p()viding up-to-datt' infornrati()n ()n Problems and toPics in the fielcl of real estate.

REVIEW PROCESS
Member and non-member authors are encouraged to submit their manuscriPts b:
Real Estntc /ssrits, c/o The Counselors of Real Estate, 430 North Michigan Avenue', Chicago, Illinois 6061'1. All
manuscripts are reviewed by three nrembers of the editorial board with the author's name(s) kept anonvmous.
When accepted, the manusc pt and any recommended changes is retumed to the author for revision. If the

manuscript is not acc€.pted, the author is notified bv letter.
The policv of Redl Estalc.lss!.,s is not to accept articles that directly and blatantly advertise, publicize, or Pro-

mote the author or the author's firm or products. This policy is not intended to exclude any mention of the
author, his/her firm, or their activities. Anv such presentations howevot should be as general as possible, mod-
est in tone, and interesting to a wide varietv of readers. lf a product, sen,ice, or company is featur$1, it should be

informational vs. promotional in nature. Potential conflicts of interest between the publication of an article and
its advertising value should also be.toided.

Every effort will be made to notify the author on the acceptance or reiection of the manuscript at the earliest

possible date. Upon publication, copyright is held bv The Counselors of Real Estate (American Society of Real

Estate Counselors). The publisher will not rcfuse any reasonable request bv the author for permission to rePro-
duce any of his/her contributions to the journal.

DEADLINES
See Editorial Calendar on facing page for deadlines.

MANUSCRIPT/GRAPHICS PREPARATION
1 ). Manuscripts must be submitled on disk (along u'ith hard copy) in IBM or Pllormaiody-tvtac files cannot
be accommodated: .txt (text) file format or Word for Windows 6.0. All submitted materials, including abstract,
text and notes, are to be double-spaced. Number of manuscript pages is not to exceed 25 single-sided sheets
(approx. 7,000 words). Submit five copies of the manuscript, a 50- to 1oo-word abstract* and a brief biographi-
cal statement. Computer-created charts/tables should be in separate files from article text. (* An obslratt is a

Iiief svtu)psis.lf the Dnnrccript is accqttd for ltrblicotit\t, lhe ahstrncl :aLtuld appear on lhe lnblt' of rcnltrrls |ngc.)
2). Graphics,/illustrations are to be considered as figures, numbered consecutively and submitted in a form
suitable for reproduction. Graphics must either be submitted camera-rcady or comPuter-Senerated as PC com-

tTthis vear marks the 25th anniversarv of Reol Estate Issaes (REI). One
I ontf n", to think back lo appreciate how much thc world has changcd

over the past 25 years. Whcn REI was first published, the world was coping
lvith double-digit inflation. That cxperience influenced how we spent and
borrowed money. It caused us to form habits that would be difficult to break.

In 1976, u,idespread use of personal c(,mPuters would not begin for almost
a decade, yet, since that time, sprcadsheets and complex financial models
have become routine.

Today, we have different attitudes about place and space'- where and how
we live, work, shop, and recreate. lt is cyberspace that caPtures our imagi-
nation and nn longer outer space.

As corporations have gone global so has the economy. lt is only natural that
the real estate industry would folkrw.

The influence of Wall Street, particularly over the Past five to l0 years, has

created new financial and legal interests in real estate, and nera'rvays that
such intercsts are "monetized" and traded. In the process, real estate has

been heavily influenced by the discipline of finance as traditional distinc-
tions between property markets and financial products have become less

clear.

In 1976, real estate counselors were developing new skillsets, challenging
fundamental ideas, examining the strategic imPlications of applied theory,
ancl ad justing to the economic realities of the marketplace. The more things
have changed; the more they have remained the same.

Throughout 25 years of sometimes wrenching change', including two major
recessions, REI has been a beacon of stabilitv. It has been a rcspected rePosi-

tory of applied tlreory and a fttrum for ncw and some'timc's controversial
ideas. lts emplrasis on applied theorv has differentiated REI from research-

crriented academic journals. Since 1976, Reol Estate Issaes has provided
focus, claritv, and understanding to real estate' consultanry

The current Editorial Board understands the tradition of REI and accepts

the challenge of building on the solid foundation created by Co-Editors in
Chief James H. McMullin and lean C. Felts (1976); and Editors in Chief

Jared Shlaes 0977-1986); Rocky A. Tarantello (1987-7993\; and Halbert C.

Smith (1994-1998).

patible ONLY DO NOT submit cdorized computL'r files -- the graphics pq1$!!qgsatce! !! g.rSyagrllqQ

white only. lf possible, save in all of or at least one of the follou'ing formats: .emf; .eps; .tif.
3). Number all graphics (tables/charts/SraPhs) consecutivelv. All graphics should have titles.
4). All notes, both citations and explanatory are to be numbered consecutively in thc text and placed at the e1g! of
the manuscript.
5). Whenever possible, include glossy photographs to clarify and enhance the content in vour article.
6). Article title should contain no more than eight to ten words including an activt'verb.
7). For uniformity and accuracy consistent with our editorial policy, refer to TIE Aiso.iatL'd Prcss Stvk'bonk.

THE BALLARD AWARD MANUSCRIPT SUBMISSION INFORMATION
The REI Editoridl Borrd is accepting manuscripts in competition for the 2000 William S. Ballard Award. All ar-
ticles published in REI during the 2000 calendar vear rvill be eligible for consideration, including member and
non-member authors. The $500 cash award and plaque is presented annually each spring, during The Counse-
lors' Midyear Meetings to the autltor(s) wl'rosc manuscript best exemplifies the high standards of content main-
tained in the joumal. The recipient is selccted by a three-person subcommittec comprise-d of membcrs of The

Counsekrrs of Real Estate. (The 2000 recipient will be honort'd at Thc'Counselors 2001 Midye.lr Meetings.)

r bl,rck and

Richard Marchitelli, CRE
Editor itt ehicf
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Eonon rN Cxrer
Richard Marchitelli, CRE
Mar.hitclli B.rmes & Cotup.lnv, lnc
Ne\l'York. NY

2000 EDlroRl^r BoARt)

Maura M. Cochran, CRE
MBIA & AssGiates, Consultin8/
Bartram & Cmhran,Inc. - Hartford. CT

Blake Eatle, CRE
MIT Center for Real Estate
Cambridgc,MA

Jack P. Friedman, CRE

Ja& I'. Friedrnan & Assffiates - Dallas, Tx

Steven M- Friedman, CRE
Emsl & Young LLPl
E&Y Kenneth Leventhal - Mctcan, VA

PeterAldrich, CRE
AECIS, LLC - Boston, MA

James E. Gibbons, CRE
S.lckman-Cibbons Associates
East Meador^, NY

fohn l, Hentschel, CRE
Hentschel Real Estate Services
Baltimore, MD

,ames C. Kafes, CRE
AECON USA Realt], Advisors,lnc
New York, NY

Georte R. Kaivel, CRE
University of St. Thomas
Minneapolis, MN

Mark Lee Levine, CRE
University of Denver/Levinc, Ltd
Consultants - Erlglewood, CO

Raymond C. Mikuliclr CRE
Lehman Brothers - New York, NY

Scott R. Muldavin, CRE
The Muldavin Company - San Rafael, CA

Glenn r, Rufrano, CRE
N.'w Plan Excel Realty Trust,lnc.
Ncw York, NY

Halbe.t C. Smith, CRE
Universitv of Florida- Cnin('svillc, FL

,im zemezonak, CRE
Bouldcrs Realty - Scottsdale, AZ

2000 NAfloNAL OFncERs
Iv.n Fatten, CRE lrr's,ir.rl
David S. Kirk, CRE -frrrl i,ift' fn'srrir',,1

James I. C.rlson, CRE - l,icr fr(5nlotl
Huth f. Xell, CRE - i,irr I'rt\irlr t
Lynn M. Sedw.y. CRE - l,it ( I'tt\idnt

ExEcL'fl \,E VrcE PRtstrrENT
Mary WalkerFl€ischmann

MeucrNc Eottot
Faye Porter

;) Rrrr Esr,rrr lssurs, Sprirg 2000

Ivan Faggen, CRE
2000 Nitiunl CRh .P,i'sld{rtt
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Tanlg on CoNrnNrs

Editor's Statement

Honoring Former Editors

Articles

WHAT CAN Maxe Nrw Horrl CoNsrnucrroN EcoNonrrcnlry Fr,c,srslr WHIN
Nrw Horrr Colsrxucnorv Isl'r EcoNorurcLrly FeesrolE? hy Karen E. Rrili,, CRE
Virtuallv all real estate Professionals kno!'\' the conventional wisdom about the lodging industry's inherent cyclicitv. As
hotel room night demand grows in a markct with a fixed number of rooms, hotel occuparcies increase; at some point
the market's hotcls can start to move their rates upward. In this manuscript, the.-tuthor poses thc question: how can new
hotcl constructi()n be economically feasible when the valu.'s of the market's existing hotels have not risen to the point
$'hcre thev nre at or above replacement cost new? Here, explore how the government is becoming increasing involved
in nerv hotel development at a leve'l of frequency and magnitude unparalleled in the past.

FneuourrNr TneNsrsn Rrsxs rN e Ponrrolro LoeN b-y /os/rua Sfc,irr
When a lender makes a Portfolio loan, but a different entity owns each property. the transaction may raise creditors'
rights and bankruPtcy issucs. This manuscript describcs and assesses those risks, and offers a menu of techniques to
mitigate them.

SHopprruc CtNrrn Bnl.NorNc: Dors lr Mlxr SrNsr? by Mnrk C. Ganrhill
Shopping ccnter branding is one of the hottest topics in commercial real estate toda),. Almost every retail real estate
companv is engaged in some type of branding effort. They ar(' attempting to link their names with a set of values that
appeal to consumers in .1n effort to devebp loyalty to their centers and establish thems(ives in the mind of the customer
as the pun e'vor of THE mall or po$'er centcr experience. Used correctly, branding isa poh,erfuland effective tool, but
theft'are numerous facto6 involved and the real issuc is whether it makcs a difference to thc customer.

Is Onclrulc CHerucr A Brrrrn OrnoN TulN AcqurslnoNs ls e GnowrH Srn,urcy?
hy lohtt McMnhm, CRE, & Tom Hesttr
Organic Srowth strategies appcar to be gailing favor as real estate firms find a lack of public market support for mergers
and acquisitions. This manuscriPt explores the record of M&A transactions, both in the genc'ral business communitv
and the rea I estate industry, and h(xv they can be utilized more effectivelv. Organic growth initiatives are then disr11rssed
with some thoughts on how thcy can be successfully implemented.

Ev.rrulrrNc rHE REsTDENTtAL INvrsrurnr Porrruna.l rN Ororn Unrll Anres: A cAsE sruDy
by Richnrd Csottschntider, CRE,8 Fred Pulitzer
Many of the smallcr, older urban areas of the U.S. have experienced considerable disinvestment over the last 40 years,
first because of a national trend to move to the suburbs, and more r€,cently b('cause of an emphasis on revitalizing the
dor{nk[r'ns ofour ma,(]rcities. The authors believc the smallerurban areas, particularly those that are in closeproximity
to our ma,or cities and are served by public transit, represent a good residential investment opportunity for the new
millennium. This manuscript describes ei8ht smaller urban cities in Massachusetts and evaluates their residential
market Perfomrance. Further, the authors identifv socio-economic indicators an investor could utilize when evaluating
alternate locations for future investment.

Der.aeNo roR BToMEDTcAL Fncrurrrs Iy Oaklcigh I. Thttrnt, CRE
As the biotechnologv industrv continues to expand, neu,real estate facilities are demanded bv expanding firms and
new entrants to the bio-sector. According to National Science Foundation's (NSF) surveys, a large amount of the
existing building stock housing research for medical and biological activities is obsolete. Industry growth and grants
from the NSF,rnd the Nation.ll Institutes of Health (NIll), and linkages with medic.rl schools are one set of location
factors affoctinS thr: site selection proccss. Diversity of mt'dical and pharmaceutical research endeavors illustrate the
need to have Proximity to an educated and technically skilled labor force, as evident from the concentration of these
activities in thc constal regions of the United States.
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jdemail@jdproperty.com
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50 CoNvrnrrNG Conponere Huopulnrrns ro Mulrt-TtN.llvr BuILDINGs l,y ,4 rthur M. Dehnlnrsl , CRE
This manuscript describes the pr<lblems of converting corporat€' headquarters to multi-tenant buildings and offers

somt' solutions. The author cxplo('s the cffects that locati()n, desiBn, tenant improvements, zoning, lobbics, sigrr.rge,

elevators, cafeteri.ts, building systtms, m.lnagement team, and market pcrception, have on the ability to entice Poten-
tial tenants to a convL'rtcd structure.

CRE PERSPECTIVE
55 lust Thinking About it is lllegal hy AnroLl S. Teslr. CRE

INSIDER'S PERSPECTIVES

58 FOCUS ON THE ECONOMY: The "Olil" Economy, the "New" Economtl €'t

the Real (Estate) Economy by Hugh F. Kclly, CRE

60 FOCUS ON THE ECONOMYT Real Estate tt the Free Market E-conomy h1 Sanuel Zell

67 FOCUS ON RESEARCH: Picking the Best Markets bv Rrynnnd C. Ttrto, CRE

64 FOCUS ON LEGAL ISSUES: AWitness's Manual of Arms: the Mechanics of Successful Testimony
by Edttin "Brick" Howe, lr., CRE

RESOURCE REVIEW

67 ETHICS IN REAL ESTATE: os rn'inped hv Bott en H. "Buz:" McCoy, CRE

EDWIN B. RASKIN

69

7Z

./ -1

Subscription Information

Contributor Information

Editorial Calendar

5210 Maryland Way, Suite 300
IJrentwood, TN 37027

(61s) 373-9400

Clarification Note: In the last issue, (Vol. 2{, No. 4), there was a sen,ice bureau crror on pagc4, column 2, oifrr.lnilNtcl of E .ommern'o,t Real

Eslnll,. The correct column follows:
WHY IS REAL ESTATE THREATENED BY E.COMMERCE?
Both B2B and B2C ecommercc thrl'aten real eslate, although in diflcrenl r\'ays. This is due to some tund.lmental proposil,ons:

'The lntemet represents revolution.rry change in th('way virtually everythin8 will bt dono in our s()ci€ty.'
The lntemct is based on thc usc of cvturspace, t{hich is basicallv non Physiral sPacc.

- Real.'statc, in contrast, is phvsicalspace.
- Every transa.tion that (x(urs on the Intemct is a transaction that will not ffcur in physic.rl space. Over time, this substitution.an result
in leas a&fegate d€m.nd for physical space, all other thin8s b€in8 cqual.

- Even ifaSBregate demand for a particular property type is not affect€d, the lnt.,rnet may require djfferent bu ildint .on fiSura tnrns and

localions, thereby rend€rin8 many existing buildings obsolt'te.

9)me ma),quarrel *ilh lhc deSr€e or timin8 of thesc factors, or parss i{ords as lo lhcir meanin& but they are so tundamental thal il s@ms much
morE productive f(,r real estate peopletodiscuss how to deal wilh th€ pft)blem than t()asliume itdoesn't e)(ist. Early altention iscritical t€taus€,
as Peter Pike obsen'es, lht' impact of technolo8i.al chan8e is usually overcstimateC in th. short run and undr.rEstimat(\l in the IonH run.-

The articles/submissions printed herein represent the opinions of the authors/contributors and not necessarily those of The Counselors
of Rcal Estate or its members. TheCounselorsassumes no responsibili ty for the opi nions expressed b), the contribu tors to thisPublicationwhether
or nol thc drticlG/slibmissions rre srSned.

Currentlv published quarterly by The Counselors ofRcal Estate, a not-for-profit organization, of the National Association of REALTORSF,130
North Michigan Avenue, Chicato,lllinois 60611. Copyright 2000 by TheCounselors of Real Estate ofthe National Associationof REAI.TORSQ. All
rights resen'ed. (Printed in U.S.A.)

Third classposlrBe p.rid .rt Chicago. Rrdl fslrlelssu.'s publishes fourtimes annunllv (Spring,Summtr, F.'tll, Winter). SubscriPtion rates.lre: S48 for
one vear (.1issues);gti0 f()r two years; 596lor thre.'years; $it2 per year to students and faculty; $-54 foreifin ratc, submit in U.S. currencv; singlt'coPv
915. Remittances mav bc made bv crcdit card or pervrnal cher:k, pay.rble to The Counsel()rs of Rcal Estate. Rtmittances, chan8e ofaddress notict's,

undol iverable copies, ord erc for subsr'riptions, and ed itorial matcria l should be sent to Rc,rl Es lah lss n.s , The Cou n selors of R ea l Es t a te, l30 Nort h

Michiga n Avenue, Chic.rgo, Illinois 606I 1- Photr: 312-329 ]3427; fax; 312.329.1J88I ; Enrni/: cre@inter.rcct'ss.comi W.l, sih'r it'ww.cre.org /

CRE, CPM
t'raskirr@raskinco.conr

. . . investment banking & advisory services,

equity debt placements for real estate owners

l-ibrary ofCongrrss card numb('r LC 76-55075

R.r, fslr,.' Issries is a registercd trademark o[ Tht'Counselors of Real Est.lte, a not_f()r_Profit ort.rnizati()n
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Sub s crip ti on Inf o rm ati o n

Companv

Address

As the adage goes, "the only constant is change." For 25 years,
Real Estate Issles has been a constant source of ideas, insights, and methods,

assisting industry experts in meeting the'challenges of a changing market.

Why not give the gift of a IIEI subscription to a colleague or
business associate? Real Estate Issaes publishes four times per year

(Spring, Summer, Fall, Winter). Place your order today!

Order your single copies €t subsciptions below or on-line at wztto.crc,org
Qtv
_ Single copits @ .$15 (+ shippirg: $3 U.S.; g6 foraiy). Yol. (1-24) ; No. _ (1-4)

Subsliptiott prices; [J 1-year $48 (4 issues)
rl2-year 980 (8 issues)

-13-year $96 (12 issues)

Call for forcign and facultVlstudenl subscription rates.

(r3&1{2-3fl[])

Check enclosed for $ _ payabk to Tha Counselors ol Real Estatt

Charge $ _to: !l VISA Q MasterCard O Am.Exp. C Discover

Card Number Exp. Date

Signature

N anrt,

City /Shre /ztp

Telephone

Onorn By: 7). zoeb: rtu,tt,.cre.orgl 2). phone: 312.j29.8427; 3). fax: 312.j29.888-1;
4), mail: Tlrt, Cowtselors of Real Estate, 430 N. Michigan At tarc, Chicago, IL 60611
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of the "Divine Comedy" to look
for: 1). The surface story line, where
lve each spend most of our lives; 2).

The allegorical level, where we'use
our favorite stories and heroes to
makc meanings out of our erperi-
ence; 3). The moral level, tht'mores
o[ strcit'ty, the limits of bt'havitrr
lvhich society conventionally al-
lows from time to time; and 4). The
ethical level, the decp, the spiri-
tual, the religious, rvhere we make
our intuitive meanings. Thus, a

system ofl.rw or mrrrality, which is
not rooted in the deep ethical le,vel,
is rvithout a foundation. The issue
then becomes, in a multi-cultural,
pluralistic, value-free global
economy, whose religion do we
use?

lf one is Christian, a good place
to start is the Creat Command-
ment to love Cod n'ith all your
heart and souland mind and spirit;
and the great corollary, to love your
neighbor as yourself. This occurs
five times in the New Testament.
lntercstingly, it .rlso occurs twicc
in the Hebrew Bible and at least
once in the Koran. So, it is onc of the
great explicit societal organizing
principals of three of the world's
great religions. I would posit that it
is implicit in each of the other great
religions as well.

Peter Drucker, our durableand
relcvant 90 year-old sago of busi-
ness management, describing thc.

leader of the future, states that a

leader must believe in himself, have
a genuine love of people, and feel a
transcendcnt passion for thc mis-
sion of the enterprise. To me, this
resonates perfectly with the Creat
Commandment and its corollarv,
but expressed in purlev secular
terms. Drucker gr)es on to state that
a leader for the future must have
the emotional strength t() manage
anxiety and change. Each of the
world's great religions likewise
focuses on centeredness, a sense'of

inner calm and peace, a sense of
knon'ing who and whose you are,
and a diminution of the personal
e8()

ln his opening paper, Stephen
Roulac demonstrates that he un-
derstands this deepL'r level of eth-
ics. It is interesting that he chooses
Buddhism to support his faith-
based ethics, ftrusing on three of
the practices from the eightfold
path h enlightenment: rightspeech
(disclosure and honesty); right ac-
tion (competence, fiduciary respon-
sibility, and trust); and right liveli-
hood (honoring the land). I have
no problem with his having cho-
sen that particular religion. In a

globalized economy, with real es-

tate becoming increasingly linked
to worldwide money and capital
markets, we must develop a faith-
based system of ethics which en-
compasses all the great religions. I
am intrigued, however, that he. dtps
not find the .Judeo Christian cthic,
which is currently the underpin-
ning of the global marketplace, to
have some value as r,r,ell.

A few of thc. other contributors
tip their hat to religion and spiritu-
ality, but th€'y are not certain how
to make it apply to a business situ-
ation. It is ironic that all the social
sciences, including organizational
ethics, are a direct derivative of
theology. ln fact, both Adam Smith
and Peter Drucker u,ere trained as

theologians. Yet, since the Enlight-
enment, an academic loses cred-
ibility whe n he moves off his ratio-
nal knowledge base into faith-
based ethics.

We mavaskwhether thereeven
is such a thing as real estatc ethics.
If there is, it is a derivative of
business ethics, which itself comc's
out of organizational ethics, itself a
subset of societal ethics. By focus-
ing on real estate, as the book does,
one can examine current practices
ranging from brownfields to bro-

kerage transactions. It is interest-
ing to grapple with the ke.y issue of
holv to be successful financially
.-rnd still ethical in a business which
does not always follow ethical prin-
ciples.

I personally prefer a broader
approach to organizational ethics.
I would recommend to the inter-
ested reade'r almost anything writ-
ten by Peter Drucker. An interest-
ing book is Mnnngcnunt of Vnluts
by Charles S. Mdoy (no relation).
McCoy lras a theory of covenantal
ethics, which obviously has He-
brew origins and permeates thc,

federa[, covenantal societies of to-
day. A good leader is sensitive to
the implicit and explicit covenants
contained in the culture of an orga-
nization, and he attempts to lead
by resonating with them, not by
manipu la ting them. Robert
Creenleaf's pamphlets on servant
leadership remain relevant, as do
John Gardner's two treasures: Orr
E,rcell'rrce and Sef Rorrroal. Finally,
I havr'always felt that Peters and
Waterman's L, Starth of Erctllenct,
is a deeply ethical book.ls it con-
cerns leadership through the build-
ing of values.

I would conclude that the chief
difference between a profession
and a job is that a profession hasan
ethical underpinning. A profes-
sion dentrtcs an unbiased service
or value creation for the other and
not onlv personal aggrandizement.
This notion is contained in the 15

papers in the book, but it takes a bit
of work to dig it out.Rrl

Wnnr CaN Mexr Nrw Hornr
CoNsrRUCTroN E coNoMICALLY

FEasrnLE WHEN NEw Horsr
CoNsrRUCTIotrl IsN'r
E cor.roMICALrv FEasIBLE ?

lty Karen E. Rubin, CRE
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Karen E. Rubin, CRE, CHA,
MAI, is scrrirrr f isl' ltre5idettt of
Horpitalitv Vnluttiou Sart icts, ln-
t!:r atiowl (HVS), uhtre slllr spc-

cializts ir counselirg on hotallnrottl
resorts ntd holel portfolio irri'est-
rrtcttls on a itorldu,idt bnsis. (Enmil:

kr u h i n@ lnt sirt t r n a t iru t o L c om )

T A 7" "rll know the conventional wisdom about the lodging
I /\ / ina",,trv's inherent cyclicity. As hotel room night demand
Y Y g..r*, in.r nrarket with a fixed number of rooms, hotel

occupancies increase; at some point the market's hotels can start to nove
their rates upward. As occupancies and rates increase, profitability and
net incomes.rt the market's individual hotels increase. And, all things
being equal, as nct income's increase, values of the individual hotels
gt nerally increase. Eventually, values r:f indiviclual hotels in the market
rise to the point where they start to approach, etlual, and exceed the cost
of building new hotels. At this point, the cost of building a brand new
hotel will be equal to or less than the cost of acquiring a pre-existing on('.
It is easy to see why new hotcl construction can be economically justified
at this point in the cycl!.: it is a better deal to build than to buy. This is the
part of the cycle wht'rc new hotel development is economicallv feasible.

The rest of thc cycle we also know: tlte new hotel rooms open, supply is

diluted and clemand is spread out among the increased number of
rooms, occupancies decline, rates (sometimes) decline or may cease to
grow, and profitability and net incomes decline at the individual hotels.
All things being equal, these factors generally cause a decline in the
value of the market's hotels. And when values decline to something less

than the cost of building new rooms, it is cheaper to buy than to build
and the cycle begins anew.
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So we all know the convtntional rvisdom. Now
here's the question: how can ne*, hotel construc-
tion beeconomically feasiblewhen the values ofthe
market's existing hotels have not risen to the point
where they are at or above replacement cost new?
Or, to phrase the question another way, ['hat can
make new hotel construction economically feasible
nhen new hotel construction is not economically
feasible'?

The answer . . . government can

These subsidies are taking a number of forms. One
of them is tax increment financing (TIF), which is
itself being structured in a number of different
\vays. This tyPe of deyelopment incentiyg permits a

certain portion of what a new hotel propertv would
accrue in real estate taxes to be diverted to pay debt
servicc. We have found that the maximum amount
of property taxes usually made available for debt
service is the difference between the taxes that
rvould have been paid had the propertv not been
developed (i.e., the taxes that would have been paid
on the undeveloped site or on the un-redevekrped
land and building), and the taxes payable on the
deve,krped (orre-developed) property. Whilea prop-
e.rty owner must still pav property taxes in amounts
commensurate with the redeveloped property's
value, the amount of cash flow made available for
debt servicc is effectively increased, permitting
additional leverage on the deal. The ability b bor-
row more results in higher le'verage, which is vc.ry
attractive to real estate investors and developers,
who like to capitalize projects with OPM ("other
people's money"). And given that the cost of debt is
generally lower than the cost of ecluity capital,
higher leverage means a lower total weighted cost
of capital, translating to bettt'r t'conomic feasibility
at lower occupancy, rate, and net income levels.

It has become increasingly nppqrent

that goaenrmet t is beconiflg inaolt;ed

in nezu hotel deztelopment to a

he retof ore utrprcc e dente d lezt el of

frequency and magnitude.It is oboious

that cities, counties, arul redcuelopment

agerrcies throughout the nation hazte,

as a group, decided that nezo

lrctel deuelopmcnt in lheir puruieus
is to be deaoutly desired - desired

enouglL in t'act, to do something about.

In a substantial nunber ol markets this

desire is being translated into
significant public subsidies for

neto ho tel coflstruction.

Propertv tax abatemL,nts are also popular forms of
govcrnmcnt incentivL's. Abatements relieve prop-
ertv owne'rship from the burden of paving rt'al
estate taxes in full or in part, usually for a pre-
determined period of time. We find that the abatc-
ment pcriod typically ranges from 10 to 20 years.
Abatements can be total abatements, partial abate-
ments, or a combination of the two. An abatement
may start, for example, by requiring no real prop-
erty tax payment at all; as the property matures in
the marketplace, th(, expiration of the abatement
mav be phased. In one example., a property owner
mav pay no taxes for the first five years, then 20
percent of the full tax burden in yetrr six, 40 percent
in year seven, and so on, until full property taxes are
paid in year 10. I'roperty tax abatements, be they
full or partial, can dramatically increasc. casl.r flow
on the completed proiect, permitting more debt and
higher leveragc, increasing 'value,' and improving
the economics of a project to the point where it is
economically justified.

Municipalities are' also incentivizing lodging prop-
e,rtv development by assisting with the process and
the cost of obtaining land. Sale-leasebacks of land
are sometimes used to motivate new hote'l devekrp-
ment. In some instances, a developer will assemble
a site per pre-agreement with the city; the developer
will then sell the site to the city at his/her cost. The
city will then lease the site back to the developer at
a favorable or nominal rt'ntal under a long-term
lease. Rental can be as low as $l a year. Or, rent can
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thics it Real Esfate, "Research Is-
sues in Ileal Estate," Volume 5, con-
5ist5 1rI l5 papers ctrncerninS ethics
in re.rl 0st.lte. organized into topi-
cal headings.rs follows: policy is-
sues, industrv practice, environ-
mental issues, ethical issues in the
context of transactions, and ten-
ants and ethics. All but two of the
papers are written by academics,
and thus the general thrust of the
volume is a rational, social science
approach to ethics.

Several contributors dtal with
a perceived stigma which attaches
to real estate as not alr.r,ays being
honest or honorable. One paper
states that many believe real estate
professionals will cheat and lie,
espccially u hen thert, is an eco-
nomic dow,nturn. Sevtral pa-
pers state that ethics requires a

moral community to nourish
and support it, and real es-
tate is not alh'ays that kind
of community. In real es-
tate, the Iaw of caz,e?lc,4r-
tur prevails, and the cli-
ent must take care t.)f

herst'lf. In such an en-
vironment, tthics is
described by one pa-
per as a longing for
goodness, a desire to serve oth-
ers, antl a desire for integrity. Pro-
fessionalism beginsto emerge from
such a normative community when
one approaches a client in an atmo-
sphe.re of trust, rather than "buver
beu,are." Such professionalism has

difficulty emerging if the commu-
nity does not support it. In this
context, one paper points out that
the United States ranksbut 16th in a

listof 52 of the less corrupt political
economie's in the world.

Rational decision-making
seems to condonea little bit ofcheat-
ing. One contributor even analyses
the cost benefit ofcorruption, seek-
ing to describe an equilibrium
wht're crrrruption is optimized in
terms of benefits to transactions
and costs to societv. If we base
our ethical thinking on Broup
norms, it seems to me that ethics
becomes uprooted, cast adrift.
We can easilv see in our society
in recent yt ars how group norms

change over time, making
sweeps from con-

serva tism to
liberality. This

is so in terms of
standards ofbusi-

ness dress, smok-
ing habits, expres-

sions of sexuality,
gender and race is-

sues; and it carries
over intcl such areas as

anti-trust, price-fixing,
and even the payment

of social security taxes for
part-time help.

How do we find something we
can hold onto in the area of ethical
thinking? Dante attempted to pro-
vide an answer to this 700 years
ago. Dante encouraged the readers

2

RESOURCE REVIEW

I
As Reaiezoeil by

Bowen H. "Buzz" McCoy, CRE

,f,'0,""

.j*t u"*

at

ns

,t

...,1f

Rr.cL Esr,{rr lssutss, Spiflg 2000 Celebratitg 25 Years ol Publishing ExctlLtrct: 7976 - 2OO0 67

GOVERNMENT IS INCENTIVIZING
NEW HOTEL DEVELOPMENT
Based on the author's ou'n and HVS lnternational's
re.cent and ongoing experience in lodging markets
throughor.rt the nation, it has become increasingly
apparent that govcrnment is becoming involved in
neu, hotel development to a heretofore unprec-
edented level of frequency and magnitude. [t is
obvious that cities, counties, and redevekrpment
agencies throughout the nation have, as a group,
decided that new hotel developmr'nt in their pur-
views is to be devoutly desired - desired enough, in
fact, to do something about. ln a substantial number
of markets this desire is being translated into signifi-
cant public subsidies for ner.', hotel construction.



do$,n with him again to learn the evidence he rvants
to get from you and the questions he plans to ask in
order to get it. Your pre-trial session with counsel
should also include a mock cross-examination that
introduces you to the likely tempo and scope of
cross-examination at trial and prepares vou to deal
with the cross-examiner's likely efforts to prove
points through your trial tL.stimonir or, probably in
the alternative, to impeach you.

Ine,vitably, the other side will ask you if you
have conferred with your side's counsel in advance
of the'deposition or trial. You should answer truth-
fully. If you are aske,d about the nature of those
conferences and your own side's counsel does not
assert the attorney-clie-nt privilege, you should again
reply truthfully, but givinB as little detail as vour
oath n,ill allow.

Remember that your answer always must be
responsive to the question and that an answer may
be stricken insofar as it is unresponsive. Remember
also that a,r-y truthful answer is r€'sponsive to a
"why?" question. So, if opposing counsel asks you
a "why?" question during cross examination at trial,
you are free to volunteer relevant information that is
damaging to the other side and that, for one reason
or another, cannot be or has not been otherwise
introduced before the court. You may also have that
opportunity in response to a "non-why?" question
that opens the door to the evidence in question. All
of this is part of the challenge - what can be the
actual fun, if vou are successful - of testifying. lt is
not a press conferenct'; it is a duel. But remember, as

well, to carrv yourself always as if you had never
heard about that.*r,

NOTES
The author acknowledges with thank the thcrughtful and valu-
ablesullqestionsof Thomas E. Engcl, Esq., and Edward.l. Yodowitz,
Esq., of the New York Bar, h'ho rcviervtd a draft of this piece.

This pitre is intend(\l tocomplenrent theexcellcntarticleconcem-
ing Cr.runsekrrs and litigation by Richard C. Shepard, CRE, that
,lppeared in the Fall 1999 edition of Rcdl Eslrk'lsslr(s; for the sake
of completeness, thc prescnt piece reiterates a very few points
made bv Mr. Shepard.
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start low and be phased in over time to represent
market rent.

We have also seen governmental or quasi-govern-
mental agencies assemble a site, pr('pare it for de-
velopment, and then make it available for sale to a
developer at a favorable (i.e., below-market) price.
In one or two instances, we have even seen a city
contribute a parcel's title outright kr a hotel de'vel-
oper. By eliminating or reducing land cost, total
project cost is lowered, and the economics of a

project are improved.

Some governmental agencies have floatcd bonds to
help incentivize development. In these cases, the
developer's financing can be all or partially pro-
vided in the form of municipal bonds that mav be
guaranteed by the government and therefore bear
favorable interest rates, lowering the cost of capi-
tal for the project and improving economic feasibil-
ity

We have seen one recent case where a governmen-
tal entity essentially "donated" more than $20,000 a
room in the form of a one-time, up-front, cash
contribution to the developer - to spur a lodging
facility's development. We have even seen one case
where a government agency agreed to rebate, for a

specified number of years, its portion of the sales
taxes generated by the project oncc, it was up and
running!

The federal government is also "in the act," albeit
more peripherally. Federal tax credits can enh.rnce
a lodging property's economics if it located in a

Fedrral Empolverment Zone, or if it is an adaptive
re-use of a historical building. These types of fed-
eral incentives are influencing the economics of a

number of hotel development projects of which we
are aware; however, these effrlrts are not targeted
specifically toward the lodging industrv in the wav
that their local and regional counterparts are.

In short, the ways and means of public
incentivization of hotel development vary, and ap-
pear to be getting more and more creative. But they
all have one common message: governments and
quasi-govemmental aSencies at virtually all le'vels
throughout the U.S. are telling developers to build
hotels!

HOTEL DEVELOPMENT IS PARTICULARLY
DESIRABLE
Why are hotel projects, in particular, so favored?
There are several reasons. As an industry, Ioclging

is re,latively clean. No nuclear reactors, no slag, no
smokestacks belching black carbon products into
the troposphere. And, lodging facilities create1obs,
jobs that require both unskilled, hourly labor and
middle and upper managers. Thus, they not onlv
cre,ate jobs, they create a number of diffe'rent kinds
of jobs, providing opportunities throughout the
labor market spectrum. In adL]ition to crc.rting jobs,
hotels can also help to stabilize and define neigh-
borhoods and cities. The right kind of hotel can
even enhance a neighborhoocl's, or a city's, or a civic
convention center's prestige.

But even more significantly, hott'ls by their very
nature attract visitors. Thest'visitors bring new
dollars into an area and they spend them at Iocal
businesses; the business orl'ncrs have more dollars
to spend at other ltral businesses, and the multi-
plier effect assures that the increased spending is

felt throughout thL. community. Covernment and
quasi-governmental a6;encies - especiallv the more
local ones - view hotels as a way to augment the
public coffers without additional taxation of the
Iocal resident base. This is a good thing, govern-
ment officials tend to reason, because the folks who
comprise the'local resident base have a nasty habit
of voting governmtnt officials out of office for little
things like raising taxes.

THE CONVENTION CENTER CONNECTION
Many of the recent hotel development incentives
we have seen being offered are connected somehow
with the market's civic convcntion centers. There
are three'typical scenarios. In one, a citv or other
governmenta I .rgency is tryint to tet a civic con ven-
tion center built. Often a nerv hotel project is seen
as instrumental in helping to ground this type of
civic project.

In anothr'r scenario, a citv may be trying to expand
its cxisting convention center. No matter how low
art'a-wide hotel occupancies may be, n'e find that
the local convention and visitors' bureau often be-
lieves that its market does not have enough hotel
rooms. Civen that manv hotel markets do have a

difficult time housing large groups at peak periods,
convention and visitor's bureau personnel may
have a point.

In the Iast typical scenario, the new or expanded
convention center is not performing as &'ell as
was projected. An oft-cited reason for under-
performing civic conference and convention cen-
ters is a dearth of hotel rooms, a dearth of quality
hotel rooms, and, most particularly, a dearth of
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quality hotel rooms proximate to the civic facility.
Philadelphia in the micl-1990s providc'd a verv good
r.xample of this scenario. A beautiful new conven-
tion center had opened betr,,'ec'n July of 1993 and
April of 1994, but no new hotel rooms opent'd in the
market at that time. The convention center's perfor-
mance was not spectacular - until the brand-ncw,
upscalc, 11,200-room Marriott opened adjacent to
it in February of 1995. From that time forward,
lrotel room night demand in the market exploded.
ln this instance, new hotel rooms reallv were needed
to permit the convention center to reach its pott'n-
tial.

A counter-example is B.rltimore. Baltimore t'x-
panded its civic convention center in April of 1997
from 1145,000 kr about 1400,000 square fer't. Hotel
room night demand in the center city's core convr-n-
tion hotels actuallv fell slightlv that year, and u,hile
rate growth in the market has been strong, ro()m
night demand has grorvn more slowly than it did in
the early 1990s. With no concomitant new hotel
construction, the new convention center doesn't
appear to have had the momentum to induce into
the market the new kinds of meetings and conven-
tions (and their related hotc,l room nights) that had
been t'nvisioned. Now that one or two new, major
hotels are expecte'd to open in the next two to three
years, we will see lvh.lt happens.

Hotel development in or near public convention
facilities has always been a little problematic, in
fact, from the hotel component's side. The chal-
lenge has always been that if a hotel rt'lies solely on
rooms business generated in tandem with the con-
vention center, it is difficult to achieve occupancv of
much more than 55 perccnt to 57 percent on an
annual basis (and these levels are rl brsf). This is
because major meetings and conventions require
time to set up and time to tear down. A three-day
trade show may require two or three "dark" days at
the convention center before and after the show
days. A hotelwhoseonly locational advantage is its
proximity to the convention center has a tough time
during these "dark" davs. So the e'conomic viability
of convention center hotel development has, before
the current era, typically been seen as something
kss than assured based on typical Iocational factors
alone. But recent success stories involving conven-
tion-oriented hotels in Philadelphia, San Diego,
and other major and non-major markets through-
out the U.S. have permitte'd hotel developers to
come around to the point where they mav permit
themselves to be coaxed into sr,rch projects with
the right incentives.

While not all current public incentivization of new
hotel development displays this "convention cen-
ter connection," much of it does. And. One of the

4riid pro grros th-t developers are being asked to give
in return for the money can be, in these cases, blocks
of rooms. The city may h'ant you b build a new
convention headquarters hotel enough k) give you
money to do it, but they may also rvant t() know at
the end of the day, that y()u are Soing to cough up
the rooms when the city has a chance to book a big
grouP.

EVERYBODY'S DOING IT
The list of govcrnments and quasi-governmental
agencies that are providing development incen-
tives for new hotels reacls like a "Who's Who" of
Amcrican cities. Here are just a few of the recent and
current efforts:

Atlantic City: The City Redevelopment Agcncy
has providetl lon'-cost financing to assist a num-
ber of the market's casino hotels to expand.

Austin: The city offered a fixc'd payment in lieu of
property taxes (also called a I'ILOT), one-half of
the payment to increase with inflation and the
other half b remain flat for'10 years.

Baltimore: Property tax abatements and property
tax abatements again. Both the new Marriott and
tht, new downtown conventi()n hotel are getting
10 years' worth.

Cambridge, MD: A 1350-room Hyatt Resort is
apparently being funded with bonds issued by
the Marvland Economic De'velopment Depart-
ment. Property tax and some sales tax abatements
are also being provided.

Charlotte: S,ome dt'velopment cash and a guaran-
teed lease by thecity fora portion ofthe connected
parking garage are' planned to improve the eco-
nomics of tht'1700-room Westin planned for
downtown, across the street from the convention
center.

Chicago: The, 800-room Hyatt McCormick I'lace
*,as partially financed lvith bonds floated by the
Metropolitan l)ier and Exposition Authoritv. The
property was constructed ad jacent to McCormick
Center, one of the nation's largest center-citv cor-
vention centers, which was expanded in 1997.

Houston: The story of Houston's public involve-
ment in hotel development is a saga worthy of its

shade the truth; should never give an answer con-
taining the words "oh, thtrt must have been . . ."; and
should never, never guess. Those are surefire routes
to his impeachment. [f ht'doesn't recall a particular
fact, he should simplv sav so. As lame as a string of
such answers may sound, that is almost always
better than proving a point lvhich the other side' mav
not be capable of proving othern ise - or, better than
exposing the !vitness to impeachment.

At dr.position, a witness should not volunteer
any information not strictly called for by the ques-
tion. Any such additional information will bt' sub-
ject to probing by a skilled examiner, and this can
add hours to the length of the deposition and put on
the recorcl facts which the witness would have pre-
ferred to keep private. The standard of relevance
that will be applicirble at the trial is unlikely kr
protect a n itness at deposition. Typically, the stan-
dard for admissibility at deposition is information
"calculated to lead to relevant evidence," a far more
permissive standard than the trial standard, as many
an unwary witness has learned to his chagrin.

ln giving his answer, a witness ideally should
dictate it, much as hc would dictate a letter, in clean,
clear sentences (and, for longer answers, paragrtrphs)
that follor." logically upon one another, though of
course without dictation of punctuation and not in a

monotone if the testimony is being videotaped or
given in open court. In the context of a litigation
(though not aln'ays in arbitration), there will invari-
ably be a written transcript of testimony, ancl the
transcript neecls to read well and be comprehen-
sible trnd convincing if it is used to impeach an()ther
witness, for example, or if a deposition of an un-
available witness is introduced at trial or if tht
transcript forms part of the record submitted to an
appellate court.

Adherence to all of the foregoing can be a tall
order for a witness nho is also trying to identify
documents and signatures, accurately rr'call what
happc'ned (sometimes many vears in the past) and
Iive up b, but not beyond, the terms of his oath.
What can help the witness perform this complex
task? A number of years' work with witne'sses, and
occasional sen,ice myself as a witness, have sug-
gested two basic rulcs:

1. 'fhe "fiae-second nrle!' At a deposition not
being videotaped, always take at least five seconds -
more if you want - after a question is finished
completelv before answering it. This will give you

timL. to reflect on the quL.stion's possible pitfalls, kr
focus accuratt'ly on exactly what you do or don't
recall, and to compose your answer. It will also give
the lan yer wlur is defending the deposition a chance
to interpose an obiection, assert the attornev-cliL'nt or
other privilege and in some instances instruct you
not to ans$'er. If defending counsel savs, "l object to
the form of the question" or simply "Objection to
form," this is probably a tip-off to vou to re-examine
the question for a mischaracterization, an ambiguity
or the Iike, and to phrase your reply appropriately. If
the cleposition is not being videotaped, there will be
no record of your pause or demeanor.

lf the deposition is being videotaped or your
testimony is being givc.n in open court, a parlial
t\ctlttio to tl1L'fit t-sccr;rrrl rrrle pt'rmits a shorter pause
before answering the less threatening questions so
that you won't appear fishy to the judge and the jury
if there is one. But always pause a coupl.'of seconds,
and feel free to take Ionger before answering the
more difficult tluestions. At a taped deposition you
should look directly inkr the camera as much as

possible ,lnd, as at trial, your demeanor should be
respc,ctful and confident, but never arrogant, and
you should appear at peace with the testimony you
are giving.

2. Practice, practice, practice. Before a de,posi-
tion, you and the lawyer defending vou should go
over your part of the case in detail. You and he
should explore the scopt'of the attorney-client privi-
lege (if any) that will apply to your conversations
with him. He should show you the documents he
expects the otlrer sicle to work from in eliciting your
testimony, and, if the atkrrney-client privilege does
apply, you and he shorrld also go over the weak-
nesses of your own side's case and the strengths of
the other side's. He should tak€. you through a mock
deposition, working out iointly the most favorable
phraseokrgv for you to use on each material point,
with special emphasis on those points that may have
awkward aspects.

As shortly before trial as possible, review your
deposition transcript r,r,ith care. Be prepared to rep-
licate tht, substance of your deposition testimony
insofar as possible, and be ready with explanations
of any material deviations you'll have to makc. At
trial your initial examination will be direct examina-
tion by vour own sidds lawyer. This will be friendly,
but for the most part he won't be allowed to ask you
leading questions. So, bcfore trial, you should sit
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FOCUS ON LEGAL ISSUES

own article. Most recently, however, the City
Council has approved a plan to go forward with
a new convention center hotel that is owned
cntirely by the public and financed with revenue
bonds. The citv rvould also contributc' public land
valued at $14 as equity for the project.

Indianapolis: Thc deve.loper of the Marriott Con-
vention Center here gets to lease the land for $.1/
year.

Miami Beach: Covernmcnt incentivization as-
sisted in the on-goin6; renaissance of the art-deccr
Miami Beach market. The newly-constructed 800-
room Loew's received a rt'ported $60 million in
incentives. The adjacent Crowne PIaza (new con-
struction) also received public funding.

Philadelphia: The 11200-room Marriott Conven-
tion Center started the trcnd in this city, helped
along with both city-sponsored financing and a

propertv tax abatement. Today, hott,l projects
being offercd tax incentives bv the citv here are
more common than those that are not. One recent
cxample includes the new Courtyard by Marriott's
tax increment financing.

Pittsburgh: The local transportatiur authority
reportedly floated bonds to pave the way for the
ne'I!' 1300-Room Hyatt Conference Center on tht,
.rirport terminal grounds.

Sacramento: A new 500-rtxrm Sheraton is under
construction, and under sr.rbsidy, in the down-
to\,\'n area, ncxt to the convention center. A park-
ing garage, $8 million in cash, and a public bond
offt'ring have helped to bring this projcct to frui-
tion.

San Diego: It looks like San Diego is going to get
a ncl'1,200 to 1,500 room convention hotel. It is
rumored (not yet confirmed) that thc Port Au-
thority is going to relieve the developer of the
financial burden of building the necessarv park-
ing and of performing certain site improvements,
which may include some substantial amounts for
onvironmental clean-up.

Scranton: Scranton is n€'gotiating. Reportedlv,
public offers b hotel developers consideringbuild-
ing a conference center hotel in downtown have
included a $10 million development grant (a fed-
eral subsidv), free land, a commitment from the
city to provide parking, and a 10-vear freeze on
the property's tax assessment at the current level.

Hotel deaelopment ir or near public
conaefition facilities has always been a

little problenatic, in fact, from the hotel

component's side. Tlrc challenge has

ahuaVs been that if a hotcl relies

solely on roorns busirrcss genelatcd ifl
tandem zoith the conaentiofi centeL

it is difficult to achiezse occupancy of
much more than 55 percent to 57 ltcrcent

ofl an arrnual basis (and these leztels

are at bcsl). This is because major
,ne e ti fl gs artd c o nt, entio ns re q uire

time to set up and tirne to tear dozon.

Tucson: The county is offering a 75 percent re-
bate for the first l0 vears of the lodging tax (two
percent) that the' new Marriott Resort will gener-
ate.

Tulsa: Tax increment financing aided and ..rbet-
ted the development of the Hotel Ambassador,
which opened in early 1999.

And there's more, much, much more. Fort Lauder-
dale; Nerv York City; Denver; Iron River, Michigan;
Cambridge, Marvland; Washington Countv, Penn-
sylvania, the list gcrs on. Big and small, urban and
suburban, communities throughout the U.S. are
putting their money where their mouths arc.

THE BOTTOM LINE
What can only bc described as massive public
incentivizing of hdging development is certain to
effect the hotel devclopment cvcles in the markets
where it is taking place. In some cases, the nt,ws x,ill
be good. ln some markets, new hotel rooms are
really needed to enable the market as a whole to
gro*'. The Philadelphia storv, referred to above, is
a g;ood examplt,. When the 1,200-room Marriott
opened in 1995, thc new rooms represented a sub-
stantial addition to supply: about 

.16 
percent to the

total Philadelphia market's supply and as much as
33 percent to the corc CBD's supplv. The potential
for significant supply-side dilution rvas certainly
there, but dilution is notwhat happened. Crowth in
demand for hotel rooms commensurate with the
grot,th in supply is what happened. In the same
year demand in the greater Philadelphia market
grew by l7 percent, and by as much as 35 percent

I sa gr.,up, members of The Counsekrrs of Real Estate (CREs), are likely to
.( \.1ct as fact r)r e\pert witnesses at somc point, or cven often, in tlteir careers.
The following is an effort to collect, in ont' spot, a number of suggestions as to
hou'a i{,itness can maximize his effectiveness.

The setting in w,hich testimonv is given nill influence tlte witness's ap-
proach to his task. The settings may be divided inb two major classes: pre-trial
depositions and trials. Depositions, in turn, fall into two sub-classes: deposi-
tions that are videotaped and those that are not.

A deposition is normallv part of the pre-trial discovery proccss, in which
each side seeks to discover from the other side as much infornration as tlre
discovering party can to establish its own case and to undermine its opponent's
case. Ordinarily, the [awyer conducting a depositiorr represents the opponent
of the party n,ith which the lvitness is most closelv associated. A witness should
not attempt to use his testimony at such a deposition kr establish the case of his
"own side"; tl'ris will be the task of his side's lawyer in eliciting testimony at the
trial. Rather, the witness's goal at deposition should be to avoid bolstering tht'
caseofthe "othe'rside" and undermining thatofhis own side totheextentthat
that goal is consistent lvith his oath to te.ll the whole truth.

Such a witness should kcep his ansn ers as simple and brief as possible,
without alkrwing examining counsel to put words in his mouth; counsel will
be entitled b ask leading questions (i.c., a question that suggests its answer by,
for example, beginning, "lsn't it a fact th.rt..."), and the rvitness should
examine the c()ntent of such a question before ans*,ering it. The witness should
also consider whether the question is actually a compound of two questions or
contains an ambiguity and, if so, request examining counsel kr simplify or
clarify the point before he answers. The witness's failurc to heed these precepts
can have at least trvo unhappv results:.1. 

The record of the case will contain, perhaps irremediably, evidence
unfavorable b the position of the witness's own sidr'-

2. Often worse, the transcript of the'deposition will contain material that
can be used at trial to impcach the witness. That is, at trial, his unthinking
ansn,er at deposition can be proved wrong and used to cast doubt on, or even
demolish, his credibility.

The witness should not argue with his examiner, but should answer in a

wav that eliminates anv material adverse mischaracterization introduced bv
the examiner. The u.itness should never take umbragr', but may of course state,
in ansr.r,ering, that the question is unfair or the like - if that observation has not
already been made by way of objection raised by the lawyer representing the
client's own side who is "defending the' deposition." A witness should never
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within the core CBD. Demand growth of 1 I percent
(both market-widt' and in the core CBD) followed
the year after. Thus, market-rvidt occupancies re-
mained flat at first, and then grew. Market-wide
room rates then grew. And, ultimately everybody
won. In this case, tl.re new hotel rooms were needed
to enablt, the then-nc,w convention center to work.
In Philadtlphia, the new hotel rooms ltere to the
market and the convention ccntr'r n'hat gasoline is
to an engine: you need it to make it go. ln the
positive economic conditions of the middle and late
1990s, Philadelphia-like storit's .rre occurring more
and morc. In these markets, the neh,, government-
approve'd and -encouraged hotcl development may
be helping along the values ofpro-existing hott'ls by
increasing everyontJs occupancie's, average rates,
net incomes, and (all things tring equal) values. In
these markets, govrrnment incentives are helping
the natural hotel market cycle akrng.

NOTES
Tlris is arr nLlaplaliLvt of art articla tlnt appearcd ir tlre

March 21 - April 0,2000, edition ry' Hotel Business.
Printal u,ith tlu ltarmission of Hotel Business.

The author gratefully acknou,ledges tha cotrtribrtiwrs nade
to tht rtsmrch requircd for tltis articlc by the filloruitrg
memLttrs of HVS lntcrnational: Erich Baum; Rodnty G.

Clough; Frank Douglwty, CRE; Iohn Latlct:f; Atlne
Lloyd-loncs, CRE; Sa:anrre R. Mcll , CRE lan Nichols;
Tanya Piuson; Annndn Rcpert; Mi1utl Ri'era; Sttltlrcn
Rushl'lrtrt, CRE; Marfu K. Slqter; Sannrttha Sudra: Carter
Mlsoru Sorrg Wong; Crtg Zorella.

Figure L

So what does this all mean as rve look into thc
new millennium? Clearly, with more reliable and
intuitive income, and risk and return m€nSur€S, r€il
estate research will be applying more advanced
applications kr both debt and equity portfolios. This
includes the application of modern portfolio theory,
cnhanced te'chniques for ranking markets, better
methods for identifying appropriate invcstment strat-
cgies bv market, and the ability to quantifv market
risk in commercial mortg.rge and equity portlolios.

We expL.ct the strongcst demand for more s()-

phisticated market analysis to come from the finan-
cial community, especiallv rating agencies, buv-side
REIT/CMBS analvsts as n ell as sell-side REIT/
CMBS analysts, but also from whole loan lenders
and private e.quity portfolio managc'rs.

Real estate researclr has conre a long *'av.*.,
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But in other markets, the storv is not Boing to be as

sanguinr'. Co back to the conventional w,isdom:
when hotel markets receive material amounts of
new supply and cannot grow demand commensu-
rately, occupancy declines. And so go, usuallv,
average rates, revenues, net incomes, and (all things
being equal), values. In these markets, government's
economic intervention to spur new hotel room de-
velopment beforc economic nature has taken its
economic course may delay or prevent thesc mar-
kets from ascending the up-curve of the typical
hotel cvcle for a long time to come - at least this time
around. ln these markets, existing hotel owners
may see their values decline as the new, govern-
ment-subsidized rooms open and reach maturitv
within the marketplace. I would c'xpect the future to
bring us some unhappy hotcl owners in these
markets.^.,
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FOCUS ON RESEARCH

PrcxrNc rsr BEsr MnRrrrs
lttl llntlntntd C. l?rrlo. CRl.

f)robably one of thr. most frcquer.rtly asked questions wc hear is "What are
I the best m.rrkets? "

Often times we, answer this question rvith a question. "What do you mean
by best?" While this may scem odd on its face , it is actually meant to suggest
that "best markets" mean vcry different things to different people. Depending
on the invL,stment strategv, there can be a wicle variety of answers.

For example, the list of best markets for buving stabilized income proper-
ties, de'r,ekrping neu,buildings, taking on leasing risk, or renovating existing
buildings are all very clifferent. Other considerations rtvolve around the risk
and return cxpectations of the strategies. Are you willing to take on additional
risk to achieve higher returns or are you risk averse? We can identify two
markets rvith expccted IRRs of '15 percent, but one may havc a risk of 3 percent
and the other 7 percent. Which would vou think is "best? "

The determination of "best" is multi-dimensional and requires a rcsearch
approach that provide.s the proper flexibility. In today's research u,orld,
rescarch analvsts are combining a top-down and bottom-up approach to
market analysis as outlineci in Figrrre 1. The goal is to combine the macro-
economic approach of forecasting markt't rcnts and occupancy with the
deal-specific details to forecast propertv returns.

Market rescarch models in the "olcl" days prociuced analvses tl.rat ended
u'ith thc leasing ftrndamentals box shown on the Ieft side of Figrlrr 7. This
information providc.s an excellerrt starting point to the process of dt'termining
market risk and performance, but fails to consider what all this rneans to a
specific investment.

Today investors rvant kr link market risk and deal or property risk. The
propertv-specific risk is based on the c'xtent to which a specific property is
affected by market wide fluctuations due to such idiosyncratic characteristics as

its lt'ase rolkrver schedule, r'xisting rent levels, occupancy percentage, operat-
ing oxpenses, capital expenditures, etc. Thus, in measuring risk and returns it
is important to go an aclditional step and examinc how sensitive a specific
property's cash flow is to markr't wide fluctuations, given such idiosyncratic
characteristics. This approach is outlined in the balance of Figure 1.

Our own research has addressed this issue by generating returns for
individual markets and individual properties. Specifically, a discounted cash
florv model that takes into account builcling characteristics and market specific
forecasts translates the rent and vacancv forecasts generated from our econo-
metric models into expected cash flow and returns. This cash flow analysis
considers existing building rents in place, lease rolkrver and rent'u'als, operat-
ing costs, and tenant improvements. This methodologv directly links the
fundamental performance of the marketplace to the expectations for property
specific NOI grorvth, expectcd return, and risk.

FnaupuLENT TnnrusFER RIsxs
rN A Ponrrolro Lonru
bt1 loshua Steirr
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T tnders like propertv portfolios. By lending against a group of
I properti.,s r.rther than iust one property, a lender diversifies the
I-J collateral and mitiB.rtes the risk that some local aberrational event

or market shift might impair the value of a particular property.

Tht'refore, if a borrorver can deliver to a lender a mortgage on a portfolio
of propcrties, the borrower will often obtain more loan proceeds, more
flexibility, or other more favorable terms than it could have obtained by
financing e-ach property separately. The borrorver may also save some
transaction costs bv closing a single Ioan for the entire portfolio.

lf one entity owns the entire portfolio, thc owner can grant a single
mortgage on all the properties and the le'nder can record that mortg.rge
in many recording offices. The t'ntire pool secures the entire loan and ntr
special issucs arise of the type discusse'd here.

Most real estate investors prefer, though, to form a separate entitv -
typically a limitcd liability company, sometimes a partnership - to own
each propertv separately. They do this for many good reasons, all
beyond the scope of this discussion. Tht use, of separate entities means
that no singlc borrowing entity owns the entire portfolio. Each propertv
ou'ner must deliver its o$'n separate mortgaBe to secure the entire loan.

Although a multiple-borrower structurc makes perfect business sense,
it may create some risks for lcndcrs under bankruptcy law and under the
law that generallv governs the rights of debtors and creditors. This
manuscript explains those risks, assesses their magnitude, and dis-
cusses some techniques to respond to thcm. This is inte'nded as a

gentral discussion of these issues in the abstract. For any particular
transaction, competent professional advice must be obtained, as the
actual details of anv particular transaction, and the laws of a particular
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state, may dramatically change the analysis. The
reader is cautioned not to rely solely on this manu-
script for any particular transaction.

For convenience, this manuscript will use the fol-
lowing terms. Each "Property Owner" owns a single
"Ptrperty" and delivers a "Property-Specific Mort-
gage" to the "Lcndc.r." The aggregate financing is
the "Portfolio Loan."

The credit and collateral structure of a Portfolio
Loan can be summarize.d as follows. The Portfolio
Loan is a single loan, cross-collateralized and cross-
defaulte'd. Each Property O*,ner is fullv liable for
the entire Portfolio Loan, but usuallv onlv on a

nonrecourse basis, i.e., its liability is limited to the
possible loss of its Property. Depending on the
borrou'er's agenda, each Property Ora,ner will of-
ten have a different p;eneral partner and different
Iimited partners. The same ultimate parent(s)
would own and control the Property Owners or, at
least, their general partner(s). (For "general part-
ner," one can substitute "managing member." For
"limited partncr," one can substitute "passive mem-
ber.")

The use of multiple Property Olvners can create
problems for a Lender if a single Property Owner
ends up in bankruptcy, or othcrwise suffcrs finan-
cial problems that leacl its unsecured creditors to
look for wavs to improve their positions. The first
thing any unsecured creditor will do under these
circumstances will be to scrutinize Propcrty Ovyner's
secured debt and trv to convince a court to coltvert
a sccured loan into an unst'cured one or invalidate
it cntirely. Thc mere tlrreat of drrint so can incrcasc
the Ieverage that might be applied against Lender.

While this hypothetical may seem unlikely, it does
describe one risk that can actually hit. And protec-
tion from preciselv this risk - thc risk of being an
unsecured creditor - is a principal reason why any
lender takes security for a loan. If under any circum-
stance a "secured" loan ultimately might not stay
secured, then the "security" exercise may have
failed to achieve its fundamental purpose.

Other creditors are not the onlv parties who might
try to set aside Lender's security or to obtain lcvcr-
age by threatening to do so. If any Property Oll,ner
goes into bankruptcy, that Property Owner's own
management - the principals of tlre borrowing
group - could threaten to try to set aside the
Property-Specific Mortgage or the bankruptcv
trustee might try to raise the issue.

The use of multiple Propcrty Outners can

crcflte problcfis for a Lender if a single
Propetty Owner files or inaoluntarily ends

up in bankruptcy, or othenoise suffcrs

financial problerfls that lead its unsccured

creditols to look for ways to improae their
positions. Thc first thing any uflsecurcil

creditor zoill do under these circumstances
zuill be to scrutinize Property Ozuner's

secured debt and try to cortz;ince a court to
cont,ert a secured loan into afl,tflsec red

orre or inaaliclate it entircly. Thc tncre

threat of doittg so cafl increase the leaerage

that might be applied against Lendet.

The' theorv for setting asidt, anv Property-Specific
Mortgage would proceed from the perspective of
any bankrupt or financially distressed Propertv
Ownerasfollon s. When that PropertvOn nersig;ned
on to the Portfolio Loan, it incurred debt that far
exceeded both a). the value of Property Owner's
assets (the Property) at that particular nroment; and
b). the benefits Property Owner received from the
transaction. In other words, Property Owner "got
ripped off." And, in legal parlance, the transaction
might be de'emed a "fraudulent transfer."

In deciding rvhether a Propertv-Specific Mortgage
is a fraudulent transftr, the court might not con-
sider the benefits of the Portfolio Loan to the
borrou'ing group as a whole. Although as a real-
world credit mattc'r, Lender makes the Portfolio
Loan to the entire borrowing group, a court might
very well decide to conduct a separate fraudulent
transfer analvsis for each Property Owner. (This
assumes the multiple Property Owners are not

arc' re<luiring substantial investments, significant
R&D, and a great deal of due diligence. Prudent
property ownL'rs are highly motivated to ensure that
a selection of tluality providers is availablt-, because
today's sophisticated tenant is unlikely to settle for
anything less than the most competitive options.
Forced building access is not only unnecessary, it is
unwise.

Just as damaging as misguided acct'ss strategies
that favor vendors rather than customers and own-
ers, are taxation strategies that pror,,ide preferential
tax treatment to one distribution channel over an-
other. National tax policies shoultl promote equal
treatment for all commercial transactions regard-
less of whetht'r sales are made in a store, from a

catalog, or via the intranet. Singling out Internet
sales for tax exemptions while either maintaining
current tax levies or shifting Breater tax burdens to
in-store retailcrs clearly signif icantlv shifts economic
advantage, towards perhaps unintended ends.

The goal for all such inten,ention should be
to*'ards a competitive landscape, rather than a prtr
tectionist one. Engineering of a sales tax disequilib-
rium is likely to have severe - and unexpected -consequences for Iocal economies and taxing au-
thorities. ExistinB sales and use taxes provide critical
funds for police, fire departments, education, and
other essential governmental sen ices. In addition,
by providing online retailers a competitive edge
over brick-and-mortar rctailers, current tax policy
confers substantialpreferential treatment to a single
distribution channel over another that might be
equally dcsirablc to c(rnsumers.

Regulabry and legislative watchdogs are par-
ticularly r.ulnerable to trying to "solve" tht, chal-
lenges of business in the new L'conomv. But trying to
identify where the public good lies is particularly
perilous in this ntn'age of driving economic gron,th.
The concept of the "digital dividc" is often used as
justification of measures that may actually be coun-
terproductive; for example, loner income people
may be particularlv disadvantaged bv limiting their
primary access to higher cost distribution chan-
nels.

The goal of Washington should still be to main-
tain a level playing field, where the forces of free-
market negotiation and competition will ultimately
provide thegreatest amount ofchoice,and spur new
investment for greattr re,wards.

There has been no need to offer tax advantages

to modem manufacturers over paper mills to prime
the computer business, nor t() protect paper produc-
crs against the phone companit's. The marketplace
n ill regulate, voting with its dollars.*.,
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WHAT CONSTITUTES A
"FRAUDULENT TRANSFER"?
In a bankruptcy or a state law "fraudulent transfer"
proceeding affecting ,ust one Property Owner, a

court might look closelv at transactions like this
onc. If the court concludes that the transaction
made the particular Property Olr'ner "insoh,ent"
n'ithout providing "fair consideration" or "reason-
ablv equivalent valuc" to that Property Owner,
then the court might decide the Prope.rty-Specific
Mortgage legally constitutcd a fraudulent transfer.
And courts have thc power to set aside any fraudu-
lent transfer.
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substantively consolidated in bankruptcy, a possi-
bility discussed below.)

A court will typically evaluate Property Owner's
solvency based on a balance sheet analysis - a

comparison of assets vs. liabilities. [n the altcrna-
tive, a court could find a frauclulent transfer if it
de'cides that a Prrperty Owner did not receive fair
consideration or reasonablv equivalent value and
at the time of the Portfolio Loan closing was unablc
to pay its debts or had "unreasonably small capital"
given the nature of its anticipated business. The
court would perform this analysis with the benefit
of 20l20 hindsight at a moment when (presumablv)
Property Owner is in financial distress. If the court
finds "insolvency" but no "fair conside'ration" or
"reasonably equivalent value" to Prope'rty Owner,
the court might set aside the Site-Specific Mortgage
or some or all of Property Owner's liability for the
Portfolio Loan.

The outcome of the "fraudulent transfer" analysis
of this transaction is by no means hopeless for
Lender.

For example, a court sympathetic kr Lender might
say that if Lender forecloses on a Propc'rty-Specific
Mortgageand forces one Property Owner to pay the
entire' Portfolio Loan, then that Propc'rty On'ner
would have a legal right to require the other Prop-
erty Owners to contribute the'ir shares of the Portfo-
lio Loan. This legal right of each Property Ownt'r is
called a "contribution right."

Thecourt could attach a value toa PropertyOwner's
contribution right. The court could then say that the
value of the contribution right represents an asset
that balances out Property Owner's possible liabil-
ity for the entire Portfolio Loan; therefore the P()rt-
folio Loan did not make Property Owner insolvent;
therefore the Portfolio Loan was not a fraudulent
transfer at all.

A court miBht also recognize that in the real world,
a Lender will almost certainly enforce the Portfolio
Loan against all Property Owners at once, rather
than just single-out a lone, hapless Property Owner
as victim. Based on that practicality, the court might
discount the prospective liability of any one Prop-
erty Owner.

Although supported by somc of the decided cases,

neither a discount for contribution rights nor a

discount for improbability is uniformly accepted.
A court trying to rescue only a single distressed

Property Owner from its financial plight might
instead compare the assets and liabilities of that
particular Property Owneri decide Property
Owner's new liabilities (the Portfolio Loan) over-
whelmed Property Orvner's assets; and conclude
that Propcrty Owner becamc insolvent as a result.
While this outcome is possible, l-ender could cer-
tainly argue that it would bc improper.

The definition of a "fraudulent transfer" leaves
plenty of discretion b the judge. tn applving the
"fair consideration" or "reasonably equivalent
value" tests, courts can be skeptical of indirect or
secondarv benefits that allegedly accrued to an
insolvent borrowc'r. If tht'other "fraudulent trans-
fer" tests werc m!'t, the court might invalidate and
set aside a I'roperty-Specific Mortgage. In that case,

Lender would become, at best, an unsecurecl credi-
tor and, at worst, might find that some or all of the
Portfolio Loan could not be enforce'd against the
particular Property Owner.

Lenders can add language and structural elements
to their loan documents to re'duce the "fraudule'nt
transfer" risk in several ways. How far to go de-
pends on the particular Lender's concern about the
particular borrower group and the marketplace at
the timt' - i.c., whether the next lender down the
street would be willing to overlook this risk and
save the borrower some attorneys' fces and poten-
tially somt risk. The following discussion summa-
rizr-s some steps a Lencler might take to mitigate the
"fraudulent transft.r" risk in transactions of this !vpe.

11. Liability Limitation - The loan documents can
limit each Property Orvner's liability for the Portfo-
lio Loan to the maximum amount of liability that
Property Owner can bear witlT out becoming insol-
vent. Provisions of this type.rre crrmmon in corpo-
rate loans guaranteed by all the subsidiaries in a

group of companies. They should reduce, but do
not necessarilv eliminate, the "fraudulent transfer"
risk. A court bent on invalidating a Property-Spe-
cific Mortgage might decide the liability limitations
are self-serving and formalistic and do not alter the
underlying substance of the Portfolio Loan. Lender
.rnd its counsel would, of course, clisagree. The
court might also decide that the Iiability limitations,
.rs u,ritten, did not limit liabilitv enough to fully
prevent insolvency.

l\ f uch n'.rs made in the early 80s of thc advent of the "paperless office" as

-LVI rh" p"rrnnolcomputr:r hit thedesktopsof eve'ry office wirrker in Americtr.
Yet while electronic mail lras certainlv flourished, iust as impressive is the
exponential increasc in the amount of paper crossing the ave'rage American
office desk. Rathcr than eliminating paper, the shift has been in the speed and
number of channels tl.rough rvhich paper can now be disseminated.

So too, it is premature to predict the demise of commercial real estate based
on the ability of the consumer to shop at home via the Internet, or the office
worker to navigate supply chain negotiations via an lnternet site. Bringing the
customer in contact with the merchandise, or bringing office workers together
for the creative interaction that fuels innovation are as unlikely to 8o away as

paper. The tightest office markets in the country are those with the largest
"lnternet economies," and the mantra of al] customer-facing re'tailing has
become the multi-channel marketing strategy.

But the inroads of the nt'w economy are indeed being felt by the owners -
and ultimately the users - of real estate in the new economy. The key word is
not necessarily "new" - rather. . . it's "t'conomy." While fundamentalchanges
are underwav in how business is being done, as yet the basic Iaws of economics
have not been repealed. Regulatory and legislative bodies are particularlv
susceptible k) iumping on a new bandwagon, but current approaches to
regulation of the ne*,economic order risk substantially jeoparclizing the very
growth they wish to promote.

Such an issue is that of "forccd acce'ss" for telecommunications providers.
These proposals at the federal and state levels st'ek government-mandated
access for some telecom providers that would allow them to install their
equipment in private buildings at little or no cost. Under these proposals, a

select group of providers could be relieved of anv obligation to compensate
owners for the use of their private property. With the granting of access by fiat
rather than negotiation, the ability of real estate owners to provide services
such as cable, fiberoptic wiring, satellite antennas/dishes, and lvireless tcch-
nologies baseci on customer preferc.nce and demand would be substantially
compromised. Small- to medium-sized businesses have been historically
disadvantaged by lackofchoiceand serviceoptions. It is theintent ofrealestatt'
owners to protect the value of their investments by seeing their customers
receive the best of both.

The economics of modern, large-scale real estatr'rests in large part in that,

iust as othL'r capital intensive industries, it competes for customers based on
efficient use of resources. Economies of scale and scope have become more and
more relevant in the competitive environment as tenants recognize and benefit
from operating efficie'ncie's. Professional management has taken on extraordi-
nary significance. The introduction of new technologies into the marketplace
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2l.Effect ol Nonrecourse Clause - Because the Port-
folio Loan is nonrecourse for each Propertv Ownt'r,
such Property Owner will, by definition, normally
have no meaningful liability or cxposure for the
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Portfolio Loan beyond the value of its interest in its
Property. Each Property Ora,ner's liability is auto-
matically limited, in most cases, to (the value o0 its
Propertv. Regardless of how much nominal "liabil-
ity" any Propcrty Owner appears to have assumed
for the Portfolio Loan, that liability is meaningless
to the extent it exceeds the t,alue of the Propertv. A
Lender can therefore reasonably argue that, by defi-
nition, the Portfolio Loan could not possibly have
rendered any Property On'ne.r "insolvent."

That argument may, however, suffer the same
judicial re.sponse as thc liability limitations dis-
cussed above. Moreover, bankruptcy woulcl intro-
duce another layer of uncertainty and complexity,
because for purposes of Chapter 11 reorganiza-
tions, a "nonrecoursc" claim will often automati-
cally become a "recourse" claim. But even so, if
Property Olvner is a single-purposc. entity that has
only one asset, the Property, totally encumbered by
the Property-Specific Mortgage, how can one say
Property Owner has any meaningful liability be-
yond the value of the Property? The answer may
depend, in part, on the nature and magnitude of the
entity's other creditors (if any).

31. Fonnal Contribution Agreement - All I'roperty
Owners can cntcr into a formal contribution and
indemnity agreement. This agreement could be
built into the loan documentation or stand alone.
Either way, it u,ould amount to a mutual aid pact
among PropertyOwners. Ifanv one Property Owner
ever paid more than its sharc of the Portfolio Loan,
it could look to the other Property Owners for help
on an equitable b.rsis. This agreement would try to
give each Property Owner an identifiable and for-
mal "contingent ass€.t" to balance out the "contin-
gent liability" created by potentially disproportion-
ate liability for the Portfolio Loan.

A contribution and indemnity agreement
could help prevent insolvency of any ind ividual
Property Owner. It would do this by having all
Property Owners acknowledge, formalize, and
strenBthen whatever informal contribution rights
they would otherwise have among themselves.
The value of this approach depends, in part, on the
value of the reimbursement claims among Prop-
ertv Owners.

A mutual-aid agreL.ment probably further di-
minishes thr, "fraudulent transfer" risk, but may
not eliminate it. In addition, any reimbursement
rights among Property Owners would need to be
subordinate to Lender's Loan and could raise other
issues. And, if the entire group of Property Owners
becomes insolve,nt in the aggregate, the mutual aid
pact will not help.

4\. Strltctuing aul Disbursenrcnt - When Lender
documents and disburses thePortfolio Loan, Lender
can try to demonstrate on paper why a court should
allocate the, Portfolio Loan among the various Prop-
erty Owners and not treat it as a huge liability that
overlvhelms the assets of anv individual Property
Owner. For example, Lencler can:
I Disburse the Portfolio Loan in pieces to the vari-

ous Property Owners, in recognition that courts
have invalidated loans where the lender could
not show that the loan proceeds were disbursed
to the actual borrower.

. Require the various Property On ners to execute
separate notes evidencing their shares of the
I)ortfolio Loan. Each note would be secured by a

first mortgage executed by the corresponding
Property Owncr. Then e'ach Property Owner
would grant a second mortgage to secure only
the e'ntire Portfolio Loan except the part repre-
sented by the specific Property Owner's indi-
vidual promissory note.

. Establish a record to show that the parties agree
and believe in good faith that when the Portfolio
Loan is considered and reasonably allocated as a
whole, cach individual Property Owner remains
solvent.

Although these documentation .rnd disbursement
measures may help, they may be less likely to help
prc,\,ent or diminish "fraudulent transfer" prob-
lems than the measures previously described.

5). lntlemnity to Lewler - All Property On ners and
their partners (and other affiliates?) can indemnifv
Lender against anv fraudult'nt transfer risks that
might affect any one Property Owner. These in-
demnities could be secured by all the mortgages on
all the Properties, as well as by ple'dges of all the
equity in the deal. Although this arrangement does
not provide any meaningful credit enhancement to
protect against the fr.rudulent transfer risk, it does
at least make it hard for any borrower affiliate to use
thc "fraudulent transfer" argument against Lender
selectively, for any particular Property.

ln deciding n,hether to require rquity pledges,
though, a Lender needs to remember that tl.ris secu-
rity device raises its own issues ancl concerns, pri-
marily relating to the reliability of the security pirck-
age. and what a lender can realistically do if thc
Portfolio Loan ever goes into default. Also, the'

etluity pledges might themselves be subiect to
fraudulent transfer attack, depending on the over-
all or,r,nership structure of the equitv ownt'rs.

5\. Global Bankntpfc.y - [f any one I'ropertv Owner

institutesa policv toprovidt'each of its u,orkers with
a conrputer and Internet access, thcre is a profound
shift in labor-managem(,nt relations afoot. As work-
days have Iengthened anrl technology blurs the
distinction betu'een companv time and private time,
the workplace increasingly fcatures facilitir.s for
childcarc, health and c.xercise, shopping, ancl even
pe-rsonal services. [t w,as Silicon Valley that pio-
neert'd manv of thcse trends, nor,r, becoming more
common across the realm of the Fortune 500. Ileal
estate investors are attuned kr such shifts and, as I
monitor transaction patterns across the nation, I sce
ever-increasing intt'rest in flex space or R&D/indus-
trial/ office assets, at very aggrr'ssive prices. Furthtr-
morc, the surge. in value in cities with significant
te'chnological concentrations has been amply evi-
dent. The surprise, to some, mav be that such cities
include bastions of the 'irld economy" likt Ncw
York, Boston, and San Francisco.

During April 2000, the capital markets w'r,re
particularly tumultuous and we saw the first rum-
blingsof potentia I investor impatiencewith thc.prom-
ises-not-performance track record of many "ncw
economy" stocks. Morc such turbulence is likely in
the coming months and vears. Investors will be
looking more critically at performancc expectations,
and the "old economy" modcl may indeed be the
image into which the best of the start-ups rvill morph.
ln a volatile capital market, thert, u,ill surely bc a
cadrc- of investors who will look k) real estatc assets
as havens of relative stability. After all, buying tan-
giblt' assets u,ith a first-year income retum of 10
percent or so, with cash flow secured by enforceable
lease contracts with credit tenants has a certain
attractiveness to portfolio managers.

With supply-demand forces in the user markets
for commercial propertv still quite sound, further
price appreciation in the commercial property world
is still available as well. The year 2000 will provide
some interesting benchmarks for comparison be-
tween commercial real estate, which enjoys full but
not inflated pricing, and stocks, some of which now
appear vulnerable to substantial reasscssment of
their price/earnings relationships.

Meanu,hile, real L'state companies themselves
are using technology in ever more imaginativc ways.
A clusterof the nation's largest mall ou,ners (M.rcerich,
Rouse, Simon, Taubman, Urban Shopping Centers,
and Westfield America) have linke,d with Cisco
Svstems, IBM, and Intermedia Communications in

a venturc called Merchantwired, to provide the
retail industry with sophisticated technology infra-
structure. The list of property and mortgage-related
Web sites secms to grow daily. A company like
TrizecHahn is looking b sell $1 billion of real prop-
erty assets, and to redeploy that capital into real
estate-related technology ventures such as thebrrnd-
band communications sc,rvice Clobal Switch.

lf, indced, our econonry is undergoing a "change
of state" (see the Summer 1998 eclition of Rc,n/ E.slatu,

Is-srres for .rn in-depth tre.ltme nt of that subject), then
some turbulence is to bc expected. Even with the
ninrbleness of so-called " gazelle" companies, there
arc significant advantages that accrue to size. In
many ways, the list of real cstate companies in the
previous paragraph shows that big firms can best
afford to tackle innovative ventures. Location still
counts, but in a more complicated way. Big cities -24-hour cities - tend k) do well because they offer
economies of agglomeration and because thev are
exciting places kr live and work: exactly what the
"wired" generation is seeking.

I have often stressed that real estate is a residual
economic product, because it ultimatelv takos its
value from its ability to provide well or poorly for
basic econonric functions. That is as true in the
"new" as in the "old" economy. And, I suspect, real
estate rvill best prepare for the future by anticipating
that the "new" economy has fundamentally a lot
more in common with the "old" economy than the
popular press n'ould have vou believe.*r,
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n,ert'subjected to bankruptcv proceedings or a

"fraudulent transfer" action, the circumstances
would probably have already allowe'd Lencler to
declare a default on the t'ntire Portfolio Loan, against
all the I'roperty Olvners. Lender might Bo a step
further and say in the loan clocuments that com-
mencement of any fraudulent transfer proceed-
ings against anv Property Olvner would automati-
callv allow Lender to acceleratt'the Portfolio Loan.
Any such acccleration would, in all likelihood,
forcc all other Property Owners into bankruptcy
proct'edings, if thev we.re not already.

Lender might prefer a singlc. global bankruptcv
for all Property Owners as opposed to separate
"fraudulent transfer" actions affecting each I'rop-
trty Owner. In a global bankruptcy, the court might
treat the assets and Iiabilitie's of all Property Orvners
as if they we.re assets and liabilities of one entity -
a "substantive consolidation." This would support
a single-entity fraudulent transfer analysis that
would probably benefit Lender by tending to vali-
date the entire structure. Moreover, baseci on how
particular Property Owners conducted tl.reir af-
f..rirs, thc particular facts might provide further
b.rsis feir substantiv(' ctrnsolidation.

Substantive consolidation is, however, a rather
flexible and unpredictable legal doctrine. How and
when to apply it depends very much on the discre-
tion of the particular bankruptcy judge. lt would
depend on the particular facts and the positions
taken by the unsecured creditors in the case.

In the typical real estate bankruptcy proceed-
ing, a securetl creditor will oppose substantive con-
solidation, but the special facts of a Portfolio Loan
might lead a Lender to favor it at least in dealing
with Property Owners that obtained the Portfolio
Loan. A Lender might not be as enthusiastic about
bringing other unrelated affiliates into the bank-
ruptcv proce,eding. While a court might bt' recep-
tive to Lender's position, it might also conclude that
a Lender cannot assert it after havinB dealt with the
se,parate Property Owners as separate entities. Fi-
nally, if all the Property Owners are insolvent when
considered as a group, Lender might disfavor sub-
stantive consolidation.

7\. Common General Partner - Lender might insist
that Property Owners restructure their internal
or.vnership to assure'that all I'roperty Owners are
general partnerships and they all have the same
general partner, with the general partner having
recourse Iiability for the entire Portfolio Loan. That
general partner would therefort'already be liable
for all debts and obligations of everv Property
Owner, including the Portfolio Loan. It could pav

Lender night simply decide that gioen

the large ,lurrrber of things that need

to go urong and tlre flumber of arguments

that need to fail for Lender to suffer

any loss as a lesult of the risks described

in this mauscipt, Lendenttight decide

to treat this risk as backgro,tnd noise -
the functional equioalent of the risk of

being nu oaer by a bus if one decides to

cross the street. This ll,ould, of coulse,

be a business decision that should first
leflect afi understandirtg of the risk.

that liability from any of its assets, including its
partnership interests in all Property Owners.

lfnot paid, Lende'r could always proceed against
that common general partner, directly, in its capac-
ity as general partner of all Prope'rty Owners, with-
out having to consider issues that arose because the
general partntr had somehow assumed liability for
some other entity's indebtedness. ln a tvpical case,

the use of a common general partner would sub-
stantially diminish whatever incremental "fraudu-
lent transfer" concerns might arise from cross-
collateralization with separate Propertv Owners.

A borrowe'r may resist the use of a common general
partner or single entity kr hold all assets. A bor-
rower might express concern that such a structure
would be inconsistent with its business needs and
desires, and would make it incur significant trans-
action costs and probably tax exposures.

8\. Guaranty - An upper-tier, deep-pocket entity
might execute a narrow and limited guaranty, de-
signed to protect Lender only against thc risk that
any Property Owner's obligations or ['roperty-Spe-
cific Mortgage were ever invalidated based on
fraudulent transfer theories.

As an alternative, such a guarantv might be

even nlore narrow, applying only if Property
Owner's management, through skillful nanipula-
tion of thebankruptcy process (and its controlof the
"debtor-in-possession" ) ever triecl to invalidate any
Property-Specific Mortgage on fraudulent transfer
grounds. Such a guaranty would givt' higherJevel
ownership an incentive to prevent any ProPerty
Owner from manipulating the bankruptcy process
to Lender's detriment.

As long as the ou,nership used its control in a

wav that dicl not hurt Lender, the guaranty would

Qeri,,us invost()rs in commercial property nec.d to think clearlv about the
u,I rela tionships, both subtle and profound, which link the "new" economy,
the "old" economy, and the real (estatc) economy. All but the nrost careful
commentators have lapscd into a sloppv pattern of looking at the NASDAQ as

thc New Economy barometer, regarding it as a convenient inde'x of high
technology-oriented companies. The.y contrast this with the Dow Jones indus-
trial average, which they regard as freighted with corporate dinosaurs.

T() quote the t!,enagers: "As ifl" Has anyone reccntlv looked at the compo-
sition of the Dow? The 30 br"rsiness giants whose stock prices constitute the
DJIA include some of the most advanced tech firms in the world: AT&T;
Boe'ing; DtrPont; CE; Honeyrvell; Heu,lctt-Packard; IBM; Johnson & Johnson;
3M; Merck; Microsoft; SBC Communications; United Technologies. What
distinguishes them from the high-flying dot.coms? More reasonable price/
earnings ratios; real products to sell; rcal proiits kr report. These are bad things?

ln many ways, those dot.com companies that will succeed are those that
will find a ready custome'r base ilt the corporations of the so-called 'bld
economy." Up until now, it is business-to-business e--commc'rce (82B) that has
had the, gre,atest advances in profitability, rather than the e-tailers of B2C, or the
business-to-consumer sector. What rvill success in the B2B world look like?
Inevitably it will mean the t'xpansion of the new businesses to significantly
larger size. That, after all, is what is anticipated in the stratospheric prices of
their skrcks. They will be migrating from the stage where the main asset of the
business is an idea, into the' world of products, business management, market-
ing, distribution, and customer services. In other words, the winners in the new
economy rvill begin to look a lot like the companies of the old economy. The
presence of HewL'tt-Packard and Microsoft on the DJIA list givc'us two good
examples of the optimal trajectory.

There will be nothing "virtual" ahout the real estate needs of the'winners.
Their employe'e counts will grow, as will their space needs. Microsoft, for
instance, gre.w from about 5,600 employee's in 1990 to more than 31,000 u'orkers
by the end of last year. In terms of employees and facilities needs, HP actually
d*,arfs Microsoft: Hewlett-Packard's payroll counts m()re than 82,000 work-
ers. As we look at markets around the nation, it is the technology field that
consistently is highlighted as the critical source of future demand growth.
Amazon.com may already be on the same path. As of year-end 1999, Amazon
had 7,600 full-time employees..lust two ycars earlier, it had 614 on its payroll.

The inte'nse, competition for qualified employees in an era of general labor
shortage is alreadv having a profolrnd effect on these businesses, and is leading
the way into the future for rcal cstate assets. When Ford Motor Company
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never trigger. Thus, Lender rvould continue to bear
whatevcr risks might arise from anv frauduk'nt
transfer actions that other creditors (e.9. trade credi
tors, slip-and-fall plaintiffs, and c.nvironmental
claimants) might take to set aside the Property-
Spe.cific Mortgages. An upper-tier guarantv would,
however, give some protection against bad faith
on the part of the very parties most likely to exercise
it - Property Orvner's management.

A guarantv of this type should raise few legal
issues or problems of its own, such as qut'stions
abrrut its validity. And if the btrrroning group is
prtreeding in good faith, it is hard to see how the
borrowing group can make any good arguments for
not giving such a guaranty, other than general
aversion to contingent Obligations and personal
liabilitv of anv kind.

9). Purchase Agreetnent - As a variation on the
theme, Lender might request that some higher-
level entitv agree to purchase the Portfolio Loan at
par (plus a prepayment fee) from Lender if anyone
evcr tries to invalidate any Propcrty-Specific Mort-
gage as a fraudulent transfer. An obligation to
purchase the Portfolio Loan would eliminate po-
tential issues about measurement of Lender's dam-
ages and hence about the amount of Lender's
claim under a limited guaranty - but perhaps raise
issues about whether the arrangement is reallv a

guaranty after all.

If a Lendcr adopts some or all of the deal structures
suggested above, this should significantly dimin-
ish thc likelihood that Propcrty Owner's manage-
ment corrld use the bankruptcy and fraudulent
transfer process as a creative technique to lt'verage
Lender. A borrower's reaction to any of these struc-
tures might include the folkrwing arguments:
. This is a nonrecourse loan without anv credit

enhancement, period, paragraph.
. Assuming a multi-branch ownership structure,

no branch of ownership can control another.
(Lender *'ould respond that these branches carr
and should, without much trouble, negotiate
appropriate covenants and internal indemnities.
Lender would be happy to help all olvnership
branches solve their "internal imbalance" prob-
lem by obtaining the same good-guy guaranty
from all branches. Lender might even agrc.e tcr

allocations of liability rather than joint and sev-
eral liability. And, if the branches of ownership
are not comfortable enough with one another to
stand shoulder-to-shoulder on this type of risk,
Lender may legitimately ask larger questions
about the group as a whole.)

There is no single uppe'rJevel cntity that indi-
rectly has the benefit of all the equitv in all the
assets and thus is an appropriate Eiuarantor.
No upper{ier entity in any branch of on nership
is otherwise interested in assuming any poten-
tial exposurc for any of these risks.
The rest of the world closes multi-property, multi-
borron er secured loans rvithout lvorrving about
these problems, or by adopting onlv some of the
measures suggested above and, in particular,
does not require guaranties to acidress this issue.
(But, is this really true?. . .)

How far these arguments will go may depend on
such corrsiderations as how badly Lender wants to
make the Portfolio Loan; u'hether the borrower has
other financing sourctsi and how the borrower
would behave under stress (considering the
borrou'er's possible obligations k) third-party in-
vestors that might preclude the borrower from be-
having reasonably). Also, some of the structures
suggested above might incur significant extra trans-
action costs (e.g., a doubling of the number of
mortgages), and these costs might be regarded as
excessive compared against the likely risk being
addressed.

Asa reasonable middle ground, Lender might settle
for: a). limitations on the liability of each Property
Owner; b). some form of simple contribution agree-
ment; and/or perhaps c). equitv pledges. As noted,
these three measures do not eliminate the issue, but
should diminish it.

Finallv, Lender might simplv decide that givt,n
the large number of things that need to go wrong
and the number of arguments that need to fail
for Lender to suffer any loss as a result of the
risks described in this manuscript, Lender might
decide to treat this risk as background noise -the functionalequivalent of the risk of being run
over by a bus if one decides to cross the street.
This would, of course, be a business decision that
should first reflect an understanding of the risk,
which this manuscript has attempted to pro-
vide. That busine'ss risk u,ould need to bt ana-
lyzed in light of the overall financial strength of
the parties and whatever level of financial pres-
sure the trans.iction itself lvill create, i.c., whether
the overall loan-to-value ratio is 45 percent or 90
percen t.

The real issue might not be the size of the risk, but
rather who should bear it. Why should this problem
be Lender's risk at all, evcn if it is very small?*u,

appraisal clients are looking for
when they do their hiring.

Let us consider the accom-
plished appraiser who is asked to
value the portfolio of a Fortune 50
company r,vith office ancl indus-
trial sites throughout the United
States. Perhaps the, appraiser is lo-
cated in ldaho, and the subject
property is scattered throughout
25 other states, Has this appraiser
violatcd the l.rw if thc p()rtfolio is
valued in the absence of holding
26 individual state licenses? One
wor:ld hope not; but regrettably
this cnl bc the cast'l As we can see,
not only is property a thinB and not
a person, it can be almost anything
a person or persons wish it kr be.

When multiple propL.rtic,s are
involved the subjcct for valuation
can be defined in anv combina-
tion. Even a single property can be
considerecl in partial interest or as
part of a greater whole. For in-
st.rnce, a railroad can be valut.d in
one hundred-mile segments or as

an entire system going coast-to-
coast. None of these funtlanruttally
dif ferent scenarios are realistically
feasible b analyze under current
legislation. Also, none of the cli-
ents asking for conclusitxs based
on these subject dt'scriptitrns,rre in
any way helped or protected by
thc invocation of an unx,orkable,
poorly conceived, Rube Coldbcrs
matrix of senseless state licensing.

ls counselirg itt for thc same
nightmare scenario that the bu-
reaucracv has produced for ap-
praisal. You bet! Only diligence on
the part of our profession and The
Counselors of Real Estate can pre-
vent the same mindlcss crusaders
from handing our livelihood over
to a group of w.ell-intentionecl,
but uninformed (as well as unurri-
formed) con su lti ng-police. Just
think about it! The number of
states requiring licensing for
counseling is expanding quickly.
Counseling, as a profession, is not

just in danger it already has a
problem.

Manv politicians and regula-
tors think ()f consulting as heing
synonymous with counseling. They
think of it as a branch or subset of
appraising. Stanclarcls 4 & 5 of
USPAPspellout the problem much
better than I can. These standards
dictate an exact procedure for coun-
seling. Counselors are supposed to
folkrw these unworkable proce-
dures to satisfy a bunch of bureau-
crats to the detriment of their pro-
fession as well as their clients. If we
do not revc'rse the trend, we rvill
fincl ourselves like a bunch of lvhirl-
ing durbishes spending most of our
time aFplving for and rent'wing
licenses. We will do this so that we
will be allon ed to produce sub-
qualitv results for the few clients
that will have the patience or the
money to waste on our three-
humped camel procedures. Wr.l-
come to multi-state counseling of
the future. Truly, a career from hell!

Imagine, for a moment, a CRE sur-
rendering to local police and ad-
mitting " Wrilt ht'itt5i licanscd itr nn-
othtr slat!:, nnd it'hilt itorkitr! fttr t
rcsirlent of tlnt statc, t ltro1terlrl hns

betu t,ittttl and tht rcsessor's office
hns btu t'isittl lor latu collrtliott irr

Vour comtly. Inn not licansed in this
stntt, trtrd ktrott tlmt I must face the

conseqtenccs. Planst'be gantk nul doti t
sL'L rL' the hnn& ffr trlr liglrt. / a nii'c
ntrl Mirandn rights ond surrendt,r nry
HP12C fintncial cnlculatttr anLl nry
Elioottd tables for stntt's ttidt'nca. l
iortrrld likt lo ner.isd ny rights lor a

ph,tt, cnll sin(r it lt,rrls /ilt, I nlt gr'irrg
to lnr( to cancel ny rcstrztatittn for
Tht CLturtstlors' annunl High LL't'tl
Cotitrdtc." , .. The scenario sounds
nuts but, unfortu nately, it is based
on a p/nlslblc set of circumstances.
It is only so because government
regulation makes it so. [f it wc're
not for rtckless licensing legisla-
tion, the idea of someone going to
jail for thinking in the. United States

of America woulcl be ridicukrus
Unfortunately, this is for reall

Aside from eaerything else let
us be honcst and answer the real
quc'stion. How docs anv state prt>
lect its resid(nts by giving reci-
procity to another state and re-
quiring a fe,e from the. appraiser?
Thcre is no testing. There is no
competency threshold. Even more
insane is that there may not even
be a residt'nt to protect! Remem-
her, tht' licensing re(luirement is
based on where the property is lo-
cated-not the appraiser or the cli-
ent. [s this just one of these local
control for revenue, full-speed
ahead and damn the Constitution
issues, or is the,re just something so
manv of us thinking pc,ople simply
do not understand?
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THE FUTURE
Ultimately, it will take a high

level legal challenge to show how
truly unjust and unworkable
multi-statc licr,nsing regu la tion is.
Only this tvpe of test will demon-
strate h()w arbitrary and capri-
cious enforcement is and how both
consumers' and the practitioners'
rights are being violated. Once
again, it should demonstrate that
individu.rl rights are not to be
trampled upon for the convenience
of the bureaucracy. No state
should be able to impede or pre-
vent trade or commerce on the
pre,tense that it is protccting its
residents.*.,
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Prac tic ing appraisal intt ola e s

creatirg a professional product,
usuallv in the form of a $,ritten
conclusion of value. The fact that
third parties ivill rely on this prod-
uct makes it important that the
people' performing the' appraisal
are qualified practitioners. Simply
working torvards that conclusion
or lhirrkinpi about it is not practic-
i ng appraisal.There is no good rea-
son why appraisal should be
trt'ated so clifferently from other
occupations or professions. Ap-
praisal licensing laws are based
on where property is krcated rather
than where sen,ices are' provided.
lt was a mistake from the outset,
produced by a rapidly formed but
conscientious group attempting to
satisfy bankers and politicians who
were covering up their own tracks
in the Federal S.rvings and Loan
Insurance Corporation fiasco. What
was done, was done in haste, but
wrth presuntbly good int€.ntions.
Perhaps appraisal was confused
with broke-raBe-a transactional
business where there is an actual
transfcr of interest in the inanimatt'
object. After all, real estate is real
estate, and if brokers neecl to be

licensed where the property is lo-
cated, nhy not appraisers? In bro-
kerage, rights and assets are ex-
changcd and the definition of the
real property is usually changed.
Also, brokerage is a function of
bcal law and regulation. It has a

prescribed and legally sanctioned
methodology. Its practice is not
primarily based on rt'asoning and
opinion, but on selling property
and administerin6; a formal pro-
cess, whicl, varies by state.

Does it make sense that a sur-
geon licensed to practice medicine
in Florida, performs an operatitrn
on a resident of New Jersey, while
the patient is in Miami, and there is
no requirement that the dockrr hold
a New Jersey license? Yesl Does it
make sense that if when the patient
returns to Nert lersev he suffers

rcpercussions from a forgotten
sponge, but cannot bring a com-
plaint before the Neu' Jersey li-
censing authority? Again, yes!
Why? Simply because even though
the subiect is a resident of New
jtrsey, the servict received and thc
rr.sultant harm had its direct cause
in Florida. What does society value
more- realproperty that happens
to sit in New Jersey, or the human
being that reside's in New Jersey
with an errant sponge left by a

Florida doctor? If the patient calls
the doctor in Miami and asks about
the pain, is the doctor prevented
from thinking about or talking
about the symptoms because the
subject is located in another state?

Of course notl lf the real issue be-
hind all this provincialism in li-
censing is state by state liability
larvs, or limitations, then it is a

matter for the clie.nt or patient to
considt'rwhen traveling away from
htrme, or when rctaining a profes-
sional. lt just is not practical k)
stretch the meaning of "practice"
so thin, as has appraisal liccnsing
laws, so as to make it impractical-
if r.rot impossibk-for good and
honor.rble peoplc to run a busi-
ness. It also, in many cases, pre-
\.ents the public from getting thc
best sr'rvice avnilable. lt restrains
trade.

Cunent licensirg goes zuell be-
qond ulrcre the practice is cotr-
ducted or u'hert, the service's are
contracted. Borrowing the theme
from the prior section, is it right
that an appr.riser in lenn>ylvania
is asked by a client in Newlersev to
appraise a property in Delawart'
and the license in question is Dela-
ware? It is not the property in Dela-
$,are that is receiving the service,
but the client in New Jersey that
chose to do business in Pennsvlva-
nia- How about the lawyer pre-
senting a case in New Jersey for a

New Jersey corporation which
owns that property in Delaware?

There is no requirement that this
lawyer be admitted to the Dela-
ware Bar, because the asset in ques-
tion is ltrated there. lf valuing prop-
erty located in Dt'laware ra'as sub-
ject to a law that said, "regardless
of what effect it may have on mar-
ket value, the appraiser must use
only that methodology prescribed
by local authorities and the ap-
praiser must call the result market
v.rlue" than licensing on the basis
of propertv location would be jus-
tified. Of c()urse any such hypo-
thetical law would not only be
silly; it would producc rrrisft ndirr.q

rrs lrlls--an u nprofe'ssiona I practicr'.
It is another example of regulation
gone amuck.

Someone can be criminally
prosecuted for thinkirtg nhout ulttc,
while looking at a property in a

state \^,here they do not hold an
appraisal liceltse. How about the
place where the appraiser entered
into an agreement with the client?
Hon' about focusing on rvhere the
appraiser accepted the client's
money with the understanding that
compctent rvork is expected and,
by la'n,, required? The concept of
policing a profession is related to
the belief that government has a

rolein protecting the pr"rblic against
incompetent orunscrupulous prac-
tice. Dependingon whereone looks
they will find various definitions
which all relate to a professional's
busincss as the practice and not to
a thing which iust happens to sit
somewhere other than where the
appraiser domiciles a practice.

REAL PROPERTY DOES NOT
KNOW WHICH STATE IT IS IN

It does not havt'anv awareness
t'f jurisdictirrnal hound.rries. Nci-
ther d()es fin.rnce rrr cc()nonlics -
two disciplines that relate directly
to the appraisal Fr()ce5s. Thcsc dis-
ciplines are not k'Bislated, cxcePt
in despotic societies. Lau,or regu-
lation cannot manipulate' the truth.
Value isvalueand that's $'hat most

lty Mork C. Gantbill
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SHoppING CErurEn BnINDING:

DoEs rr MAxE SrNSE?

TNTRoDUCTION
I A ,un.he. was asked the name of his ranch. He replied, "lt's the

I n scoErc HTIKLMNOPORSTUVWXYZ Ranch." He was then asked
how many head of cattle he had and he said, "Not many." "Why not,"
the rancher was asked. The rancher said, "Because most of them do not
survive the branding."

Branding is a complcx topic in the world of marketing. Many marketing
theorists and researchers hold that branding correctly done can be the
key to the success of a company, product or service. While some

companies should utilize branding, it is not always a practical solution
in every case and does not lend itself to every application. Many
companies that try to hrand either themselves or their products or
services do not do it correctly and, as a result, do not survivt' the process.

This manuscript will focus on the efforts of retail real estate comPanies

to brand themselves. The process of branding will be t'xplored; why real
estate companies feel compelled to brand; and how real estate comPa-

nies brand themselves.

WHAT IS A BRAND?
A brand is a name, term, sign, symbol, or design or a combination of
these intended to identify the products or services of one seller or group
of sellers and to differentiate them from those of competitors.r A brand
is a seller's promise to consistently deliver a specific set of features,
benefits and services to buyers.l

The art of naming a brand, i.e., a company, the products they manufac-
ture, or the services they provide, is called semonemics. This is a word
derived from the Greek - sarron (identifier) and sorlritt (to assign).
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Branding is the creation of a connection of that
nnme t() the company, product, or sen ice.

Charmassonr indicates that, "A name is a goodwill
ambassador, a herald, a promise, the first thing that
a consumer hears about a firm or its product. That
first contact often determincs the consumer's atti-
tude toward the firm or product that the name
identifies." {

According to Profe'ssor John Philip Joncs of Syra-
cuse University, a brand is a product that provides
functional benefits plus added elements that some
consunlers value enough to buy.'The differenct,
between a name and a brand is that whilt' a name is
an identifying designation, the brand name adds
to that a sense of definition and personality.,'

Murphyr states that a brand is the product or ser-
vice of a particular supplier, which is differentiated
by its name and presentation. He says that a brand
is a complex thing. Not onlv is it the actual product,
but it is also the unique property of a specific owner
and developed over time so as to embrace a set of
values, both tangible and intangible, which mean-
ingfully and appropriatelv differentiate products
which are otherwise very similar.

THE PSYCHOLOGY OF BRANDING
A brand exists in psychological space, in the
consumer's mind, according to Randazzo.8 He in-
dicates that a brand is dvnamic and mallcable.
Randazzo says that advertising is the vehicle. that
allorvs access to the consumer's mind, wherein a
perceptual brand space is established. A brand
takes on an almost mvthical qualitv in the mind of
the consumer, whe're the brand serves to engage the
verv psyche of the indir.idual.

Cregory' states that corporate image is comprised
of "familiarity" - how wellrelevant audiences know
the company - and "favorability" - how n'ell audi-
ences regard the company in terms ofspecific quali-
tative attributes. ln the end, according b Gregory,
the brand is the reputation and the reputation is the
brand. Quoting Charles Brymer, CEO of Interbrand
Scheter, Gregory posits that, "A product becomes a
brand only w,hen it stands for a host of tangible,
intangible, and psychological factors. A key point to
remember is that the manufacturer does not create
brands. They exist only in the eye of the beholder;
the customer."rt'

Cardnerrr indicates that marketers do not have the
power to build a brand. The actual creation of a

A brantl is a name, tenn, sigtt, symbol,

or design or a cornbifiation of these

intcnded to identify the proilucts or
seraices of one seller or group of sellerc

and to differentiate them frot, those of
competitors. A brand is a seller's profiise

to cotrsistently deliaer a specific set of

features, benefits and seruices to buyers.

brand and brand identity is done in the minds of
each individual consumer.

The primary function of a brand is to identify and
distinguish a firm from other firms or the firm's
products or services from those of competitors.
Psychologists call the impression left by a name an
"engram."t: This is the impact the name has on the
mind independent of the designated person or ob-
ject. DavidsonB states that a brand is a constantly
changing mental inventory inside the customer's
mind. Every facet of the marketing mix influences
its image.

Ries and Riesr{ state, "We believe in the process of
branding. Marketing is building a brand in the
mind of the prospect. If vou can build a powerful
brand, you will have a powerful marketing pro-
gram. If you can't, then all the advertising, fancv
packaging, sales promotion, and public relations in
the u,orld rvon't htlp vou achieve vour objective.
Today, most products and services are bought, not
sold. And, branding greatly facilitates this process.
Branding "pre-sells" the product or service to the
user. Branding is simply a more efficient u,av to sell
things."t' Ries and Ries indicate that a brand name
is nothing more than a u,ord in the mind, albeit a

spccial kind of word.

WHY BRAND?
Branding has a dramatic effect on retail perfor-
mance, according to Chain Store Agc, a news maga-
zinc for retail executives, compilcd by Arthur
Andersen.r6 Creating a powerful brand appeal is
paramount in today's overstored environment.rt
The successful retailer of the future will focus its
brand building activities, both in-store and exter-
nallv, on a select group of core tarS;et shoppers who
appreciate and value thc. brand's attributes. C/rnll
Sfo/, Asc states that these "best customers" become
the true basis of future growth. It has been a long-
held belief in retail circlos that Pareto's so-called

CRE PERSPECTIVE
Jusr TurNxrNG ABour rr rs
Ilrrcal
br1 AntLtld S. l?,s/r, CRi-

Licensing of appraisers in most states has bt'en
around for a decade or more. It was inevitable. [n
view of the 1980's rash ofdeveloper insolvency and
financial institution failures, appraisers were bound
to be caught in the line of fire. It is at least a small
miracle that those, whose value opinions can change
the course of millions of lives, were ever allon'ed to
t : facto police themselves. There are few profes-
sional appraisers who now have difficulty rvith the
licensing of their industry. The issue is the admin-
istration of such licensing. AIso of critical impor-
tance, is where does one draw the line betwcen
appraising and consulting or counseling? This is an
issue which all CREs will bt. [acing in coming years.
This is whv it is important for us to understand
what is happening to our professional cousins who
appraise real property for a Iiving. Normally, li-
censing is designed to protect the public while
distinguishing those who have earned the privilege
of being recognized as able to perform the required
functions. This has not happened in the appraisal
profcssion.

THE PURPOSE OF APPRAISAL IS
TO FIND VALUE

The appraisal process is consistent. The tools
available to practitioners are limited and do not
differ geographically. Through a well-defined and
rather rigid process, certain approaches and tech-
niques are chosen bv the appraiser to arrive at a
conclusion of value. The available choices are the
same worldwide, and most certainly cxist in all 50
states, as well as the federal district and the territo-
ries. It is not a matter of local or even fe.deral law or
regulation as to whether the income approach, or the
sales comparison, or cost approaches are proper for
finding market value-it is a matter of economics. It
is a function ofthe tvpe ofproperty being valued and
the type of data available for such valuation. An
income producing property in Montana will likc.lv
be very different from one in New York, or another
in New Mexico, but that has nothing to do with the
methodologies a vailahle to the appraiscr in carryin6i
out the valuation assignment. The real question is

whether the appraiser is competent to serve the
client in a particular locatit-rn and for a particular
type of property. Local licensing requirements rely
on adhcrence to the Uniform Standards of Profes-
sional Appraisal Practice (USPAP) competency pro-
visions and the states have no means, or apparent
desire, to individuallv police or even test for local
market knowledge or specific property-type famil-
iarity. USPAP requires the appraiser to come forth
and express any competency shortfalls that may
exist for any given assignment. Whether the ap-
praiser is the holder of one license, or 50, the samc
requirement exists.

REAL PROPERTY IS NOT INTELLIGENT
It does not order appraisals or use the conclu-

sions. Appraiser incompetence or negligence does
not victimize the property, regardless of which state,
it is in. However, careless or incompetent appraising
can harm humans. Requiring the appraiser to be'

licensed in the state in rvhich the property is located
does not prevent victimization in the form of finan-
cial loss or emotional distress. Is it a good idea kr
license professionals where they practice? Of course
it is! Appraisers should be licensed wherever they
domicile a practice. For example, attorneys are li-
censed wherever they practice. Laws differ, as do
standards. Lawyers are licensed where they domi-
cile a practice, or where they file or appear to present
cases. They nee'd not be licenscd in states whe're they
observt, do research, or rvhere assets or liabilities in
claims or defcnses are simply located.

Barbers, beauticians, and medical doctors are
also licensed in the locale in which they practice'.
Practice for them involves actuaI pt'rsonal and physi-
cal contact with their customers. However, the fact
that an MD licensed in the state of Utah proffers an
opinion based on an x-ray examination done in
Arizona, has no bearing on whethcr the patient is
properly protected by licensing laws. Such a sce-
nario is perfectly legal .rnd there is no requirement
that the doctor in question be licensed in Arizona. If
vou take this example and supplant the doctor with
an appraiser and the x-ray with a site visit, the,n tht'
appraiser rrray &t, subject to criminal penalty. Why? lt
is be,cause the appraiser is looking at an inanimat!'
obiect \^,hich is affixed to the earth in another state?
lusl thitking nbout f/rc zrnlric of this property is illegal.
Yes, this results from knee-jerking by those who do
not understand the'proft'ssion and its practice, exac-
erbated by those that do, but are either not thinking
or are afraid to speak up.
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A former corporate headquarters can be success-

fully converted to a multi-tcnant building, but the
problems must be foreseen and dealt with early in
the conversion process.

OVERCOMING THE "SINGLE-TENANT"
PERCEPTION IN THE MARKETPLACE
When a corporatt' headquarters has been knorvn for
its single tenancy for a long timc, it is difficult t<r

entice nerv tenants there. This is hard to overcomL'
and is done best by n,ide publicity of individual
l!'asing transactions. "Tombstone" ads and neu's
articles should be used to disseminate thc announce-
ments of nel\, t('nants. Afte'r several of these, the
project will lose its perception as a single-tenant
building, but getting those first tenants to make the
initial announcements is not easv.

Efforts should be made to get real estate brokers intcr

the building, Ieading them on tours that emphasize
the positive features, therefore overcoming the
single-tenant perception. How brokers describe a

building to their customers is very important in
arousing the interest of prospective tcnants. The
brokers must bc convincecl of the viabilitv of the
property as a multi-tenant one.

Corporate headquarters arc. usually built to last;
they have quality design and quality construction.
In this era of buyouts and downsizing, they can bt'
successfully convertecl to multi-tenant properties,
but only if the numerous potential problems are
recog;nized and addrcssed t'arlv in the Process.R,

"Golden Ratio" applies, i.e., that 80 percent of sales

come from 20 percent of customers.It would appear
that Chair Storc Age is advocating that shopping
center companit's tap into the core of "best custom-
ers."

Even though relationship marketing has been criti-
cized in certain circles, the csscncc of the concept is

inherent in the branding process. Branding is an
attempt by a marketer to form a bond or lasting
relationship between that certain company, prod-
uct or service and the consumer.

Fox indicates that a number of companies art. begin-
ning to experiment with corporate branding and
the motives behind the'campaigns vary w'ide'ly, but
all are symptomatic of a newfound enthusiasm for
corporate chest beating.t" Fox also states that be-
cause of external forces acting on companics from
all st'ctors, the increasing difficulty of carving out a

competitive edge and the cost of supPorting single
brands, corporate branding is a sensible marketing
option.

Cebrzynskir" states that of all the techniques avail-
able to marketers, branding is the' most powerful.
He says branding is intended to be a long-term
commitment to building and nurturing a loyal cus-
tomer. According to Cebrzynski, branding is ofte'n
.rn emotional appeal, speaking to horv consumers
want to feel about themselves.

Marconi'?o states that price witl.r quality equals value
and value is rt,hy people choose one brand over
another. That, he says, and that "feel good" quality.
Image, according to Marconi, is a major factor in the
buying decision and sometimes it has to do with not
only the image to which one aspires, but to one that
is sort of a "creed.":r

Lindquistrr quotes Martincaurl talking about store
image, "lt is the way in rvhich the store is defined in
the shopper's mind, partly by its functional quali-
ties and partly by an aura of psychological at-
tributes. " Lindquist also states that the brand im-
age consists of everything people associate rvith the
brand. He says that the word "skrre" could easily be

substituted for the word "brand." It could be fur-
ther argut'd, in the context of this manuscript, that
"shopping center" could also be substituted for the
word "brand" to capsulize the efforts of shopping
center companies to brand themselves.

Nilson:r states that the rolL'of a brand is to trigger a
set of 'stored' r'alues in the minds of customers.

Murphy:i indicates that brands are important to
brand owne'rs at two different levcls. Brands serve
to focus consumc'r Ioyalties and they deve'lop as

assets, which ensure future demand and cash
flows. The brand, Murphy says, also serves to caP-

ture the promotional investment which has been
placed behind it; benefits that can accrue even years

later.

According to Upshaw,rn brands have becomc "the
atomic core of our consumer-driven capitalistic
economv." He goes on to say that, "A brand is an
assortment of expectations established by the seller
that, once fulfilled, forms a covenatrt with the
buyer."27 Upshaw states, "Creating and sustaining
trust h'ithin a franchise requires the matching of
what is expected with actual performance. A formi-
dable brand identity is the end product of that

Process."2rr

Brands are part of a strategy aimed at differentiat-
ing supplv.r" According kr Kapferer, companies
seek to better fulfill the expectations of specific

Broups of customers. He says that the comPany
wants to leave its mark on a Siven field and its
imprint on a product.

Kapferer also states that "the spirit of a brand can
only be inferred through its product and its adver-
tising. The content of a brand grows out of the
cumulative memory of these acts, provided they are
governed by a unifying idea or guideline."l' Hc
says that the brand tells why products exist, where
they come from and where they are going. By

creating satisfaction and loyalty, the brand enters
into a virtual contract binding it to the market. ln
exchange, the brand earns an automaticallv fa-
vorable opinion of any new products it intro-
d uces. tl

Dr. Richard Tedlow, professor at Harvard Business
School an,.l a branding researcht-r, explains brand-
ing as a "promise of reliability."'r He says, "brand-
ing is in some sense a promise and brand equity,
brand value, comes frcm the' keeping of that prom-
ise. Generally speaking, branding is about reassur-
ance, about consistencv, about loYalty, ,rbout rePur-
chase behavior."" Tedlow is creating a case study
based upon the Westfield branding efforts.!

5.1 Rrlr Esr.qrE lssuls, Spri,lg 2000 Celeltratirg 25 Yurs ol Puhlishing Exccllctrt: 1976 - 2000 t5

Brands are developed to tap into the customers'
ability to rt'tain impressions and link them to a

visual or oral expression. According to Nilson,
brands are built out of key values. Thesc'values are

tangible benefits and intangible character.



BUILDINC A BRAND TODAY
It used to take years to build a brand. A company
like Proctor & Gamblc. or General Electric would
make quality products and over time, consumers
would come to associate that quality with the com-
pany name. When they went to stores, these con-
sumers *,ould look for and purchase the given
products because certain companies nrade them.
The company itself became a brand name and the
products they made became brands as well.
Marconiri says that marketers spent years creating
brand identification and recognition and building
brand Ioyalty.

Today, society has instant everything. Faxes and
Fcd-Ex'ing of packages are the norm instead of the
exception. Microwave ovens cook, in minutes, foods
that used to take hours. Computers now do, in
seconds, computations and tasks that used to take
hours or even days.

The same is true with branding. The efforts of
systematic brand building have been overshad-
owed by instant brand building in the twentieth
century. Technology and technologists with their
"laserlike vision" have created a world of instant
branding.$

According kr Marconi,r; the power of instant brand-
ing reached neu, heights in the 1980s when Apple
Computers and Nike spent virtually their entire
advertising budget to run one-nlinute commer-
cials during the Super Bowl. Randazzo" inclicates
that to build a brand is to create a mythologv. The
key to building a strong, enduring brand mythol-
ogv is advertising. Advertising provides a po$,er-
ful vehicle to create an appropdate perceptual in-
ventory of imagerv, associations, and feeling for a

brand.

Ries and Riesr"state, "Marketing is branding.
The tr.r,o concepts are so inextricably linked that
it is impossible to separate them. Furthermore,
since everythin6; a companv does can contribute
to the brand building process, marketing is not
a function that can be, considered in isolation.
Marketing is what a company is in business to
do. "10

In her book, War1t Spctd Branding: Tfu Intpact Ltl

Trchnttlogy on Branding, Winklera' states that
brand building in the technology world has
grown up with an entirely different set of as-
sumptions stemming from the very nature of
innovation. Winkler says that the need for speed

has changed how the business environments, pro-
cesses, and consumers perceive products, services,
and their respective roles.

According to Winkler, there are six myths of brand-
ing that until recently were held as immutable.
They are as follows:

Myth 1. A brand is built over a long time . Commu-
nication technologies and computers have created
a branding environment that can be me'asured in
nanoseconds.

Myth 2. A brand is preciselv craft€'d for a tightlv
defined targct. A brand musl be more t'xpansive,
according to Winkler, because of a more compli-
cated group of stakeholder relationships and a more
splintered society.

MyfL 3. Advertising is the major creator of a brand.
Technchype creates more of a "buzz" about a
product or service, in a shorte-r period of time, than
any traditional advertising medium.

Myth 4. Brand the product. Today, says Winkler,
thc idca behind the product or sen,ice, is rvhat
companies netd to brand rathe,r than the product or
service itself.

Myth 5. The brand needs a manager. With so many
factors out of a traditional brand manager's con-
trol, if there is a person charged with brand over-
sight, that pcrson could better be called a brand
"Shepherd," rather than a managL'r, according to
Winkler.

Mtrth 6. The brand is a marketing concept. Brands
have financial significance and are larp;er assets
than can be simply thought ofor hanclled as market-
ing commodities.

Gregory': indicates that there are seven generally
accepted essential characteristics of any successful
corporate branding program:

Assuming that the new tenants coming into the
former headquarters are of a moderate size, and,
perhaps, using the space for their own headquar-
ters, they will want identity. Hou, this is handled
depends upon how many other tenants come into
the complex. If only trvo or three, their names can
probably be prominently displayed at the main
tntrance. If more, then the names should onlv be on
the individual buildings, or if there are many new
tenants, then onlv on the individual floors.

The problem of signagc' should bc addressed early
on. The redeveloper cannot give prominent signage
kr the first few tenants and then trv to withhold it
from others later on. The signage policy must be
u,ell thought-out ahead of time.

ELEVATORS
In some former headquartcrs, elevators may have
kr be installed in ne*, krcations. When the building
was in use as a single-tenant structure, the elt:vators
may not have bee.n near thc entrance. With multi-
tenant use, elevators will need to be at or very near
the entrance. Construction of nt'rv elevators is a
very expensive undertaking and the need to do so
must be confronted early in the financial analvsis.

Freight Elettators - Lo.rding docks, freight el-
evators, mailrooms, and other service facilities may
be located at one end ofa corporate headquarters. It
may s!.rve well kr keep these less attractive func-
tions remote from a chairman's office, but n hen thc
building is convc'rted to multi-tenant use, there is a

need for these operations to be ckrse b the building
core where many tenants can easilv access them.

We know of one five-building former corporate
headquarters, which had freight docks in only two
of the buildings. Their abse'nce in the other three
buildings, when noticed by prospective tenants,
was a negative.

NEW CAFETERIA(S)
A former corporate headquarters probably had one
large cafeteria in a central location. Whe.n the'build-
ing is converted to multi-tenant use, eithc'r this
cafeteria must be operated by the de'veloper or
demolished and replaced r.r'ith se veral snuller eat-
ing facilities. Furthermore, subsidization of cafete-
ria costs among several tenants may be difficult.
Company policies regarding subsidization vr,ill varv.

FITNESS CENTERS
The demand for fitness centers cannot be underes-
timated. The need for a neu' fitne'ss center is very

similar to the situation with the cafeteria. If the
former owncr/tenant has one, it may be opened up
to all new tenants if its location is accessible. At the
former Stauffer Chemical headquarters, two maior
tenants have their own fitness centcrs and theowner
has built a third for the balance of the tenants. It
appears to be very underutilized but its construc-
tion was necessarv to attract smaller tenants to the
complex.

Electricity should also be served separately kr indi
vidual tenants. Whereas the original corporation
probably had one meter, thr. multi-tenant building
will need one for each tenant. Er.erv tenant thinks it
uses little electricity, ccrtainly less than the tenant
next door. They, therefore, u,ant their ort'n nleters
so that thev do not feel thcy are paying for their
neighbor's extravagant use of electricity. This can
usually be accomplished on a build ing-by-building
or floor-by-floor basis, but ner,r' master panels and
meters are expensive and need kr be built into the
cost estimates of the conversion.

NEW BUILDINC MANAGEMENT TEAM
When the project was a corporatL. headquarters,
managing it rvas probably simple, but performed
by a diverse group. The fin;rnce department paid
all the bills; the general services department ar-
ranged the servicc contracts; and there was prob-
ably one on-site handyman n,ho did all sorts of
ocld jobs, including picking up tht, mail at thc post
office.

Now, as a multi-tenant building, an entity must be
set up to carrv out all of these functions. It might be
Iocated remote from the site but the new tenants
need to have someone nearby to call uporr u'ho can
rcspond promptly to minor repair needs. If the
complex is large, a highly qualified project manager
will be neede'd on site, all of the time.

It is important to budget for a management team
that can be freestanding. It n,ill no longe'r have the
support staff of the large corporation, which previ-
ously occupied the building.
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SEPARATE BUILDING SYSTEMS
Not all tenants N,ork the same hours and varving
amounts of electronic equipment can emit varying
amounts of heat. Office tenants likt, and rrr,td to have'
control of their own he.ating, ventilating, and air-
conditioning svstcms. This can br',r,erv difficult kr
provide in a complex that was built for tr singk, user
but it nteds to be done. Engineerinl; cost estimates
should be obtained early in the process.

1. Simplicity - Try not to be all things to all people;
focus on the important.

2. Uniqueness - Set yourself apart from the
crow d.

3. Appropriateness - Bring attention to the quali-
ties that further corporate objectives, not just
the company.

4. Relevance - Hit home with target audiences.
5. Foresight - Create a positive impression before

negative opinions can be formed.



vice president's office. This luxury is now uncom- It is often extrenelv difficult to find a

nezo tenant that zoill require exactly the

arrTount of office space existing in thc

nczuly aacated building. Some require

,nore, sotne less. The ones needing morc

must look elsezuhere. Those requiring less

cal use the buililing, but must hnae the

right to lease surplus space to others.

Sometimes convincing the neighbors that the num-
berofcars coming k) the property daily, rather than
number of tc'nants, is the real problem and multi-
tenancy will he granted subject to a restriction on
number of cars ;rllowed on the property.

NEW LOBBIES AND SIGNAGE
Thc name on the building can create a problem.
American Airlines will certainly never lease space,

in a building called "The Pan Am Building." Chang-
ing the name to a neutral one is perhaps the first
action to be taken in convL'rtinB a corporate head-
quarters to a multi-tenant builciing.

This may become a very touchy subject. The
downsized company will think highly of itsclf and
believe that its namL, on the entrance \a'ill attract
ne$, tenants. This can bc untrue for several reasons.

Another reason is the- aura that might be attached to
the former occupant if it failed. This mav not be a

company with which new tenants will want their
name associated. They want their new space, what-
c-ver it is called, to convey thc imprc-ssion of success.

Competitive reasons may .1pply b more than just
the building name. We encountered a cafeteria
operator who would not relocate to our client's
building unless it were granted the cafeteria opera-
tion there. The prospective new tenant felt it would
be an insult to its business if their employees had to
eat every day in a cafeteria run by one of its competi-
tors.

6. Continuity - High visibility for the long term
7. Credibility - Message must match reality.lr

The aim of branding is to create a marketing asset
that has power in the marketplace; to achieve brand
equity. According to Kotk,r and Armstrong,{ brand
equity is the value of a brand, based on the extent to
which it has high lovalty among consumers, name
awareness, perceived quality, strong associations
with other brands, and worth as intangible or intel-
Iectual propertv.

MarconiF agrees with that definition and indicates
that establishing that value begins with creating
awareness. There are two ways to do this, according
to Marconi: quickly or slowly. The slolr. process,
argues Marconi, is more Iikely to achieve lasting
results and is done through test marketing, sam-
pling, advertising, sponsorships, promotions, pub-
Iic relations, event or cause participation, and en-
dorsements. The quick way to achieve awareness is
to do all of the above, but faster. According to
Marconi, this occurs through hype.

Docters{i indicates that brand equity produces the
highest return when customers Iack specific infor-
mation for evaluating a purchase; do not have clear
standards for evaluating the information thev dcr

have; either cannot or will not seek out more infor-
mation;oriustdo nothave thetime to do so. Hesays
that, "brand plays an especially powerful role' in
markets charactt'rized by a high degree of uncer-
tainty or mystery. [n such markets, sheer belief or
trust on the part of consumers can outwcigh nearly
all other considerations."rt

WHAT ARE SHOPPING CENTER
COMPANIES SEEKING TO ESTABLISH IN
THE CONSUMER'S MIND?
ln mall branding, shopping ccnter companies are
trying to establish themselves in the mind of the
consumer as the purveyor of THE mall or power
center experience. The theory is that if the shopping
center company can become the customer's brand,
it will become the shopping locale of choice for that
consumer. The ultimate goal of shopping center
branding is that the mall company name takes on a

life of its txvn in the consumer's mind.

Chain Stort, Agt,aB in its "State of the Industry" issue,
states, "Most any retailer bday can duplicate any
other's store design, product mix, advertising, pro-
motions, pricing, or customer-service strate8y.
However, what's not easily replicated is the unique
rcnrbintttiort of these and other attributes which

ln mall branding, shopping center

companies are trying to establish

themselzte s in the mind of the

coflsto?ref as the puroeyor ol THE

mall or poul,?r center experience.

The theory is that if the

shopping certter cornpany can

become the customer's brand, it zuill

become the shopping locale of choice

for that consumer. The ultiffiate goal

of shopping center branding is that
the nall cofipany nane takes on a

life of its ozotr in the consurfler's rnifld.

become compelling enough in the minds of target
customers to create an almost cult-like following
enjoyed by such chains as Nie'man-Marcus,
Abercrombie & Fitch, Home Depot, Whole Foods
Market, trnd FAO Schwartz."

The reality is that shopping centercompanies would
like to do the very same thing through branding.
They want to create a "cult-like following" to their
ce'nters. If that can occur, shopping center compa-
nies will have accomplished, through branding,
something that they might not have otherwise
achieved : customer loyalty.

Chtin Store Agea' goes on to state that "branding has
a dramatic effect on retail performance, which is

why creating powerful brand appeal is paramount
in today's overstored environment.

Tedlow'r) states, "Most American malls will prob-
ably be branded within the next three years. A name
brand offers value to be created and captured."sl

John Konnarski, senior vice president of the Inter-
national Council ofShopping Centers, says, "Ameri-
can consumers are more brand-oriented than ever.
You have to differentiate yourself. And consumers
use the mall as a point of reference as to where they
shop. They used to say, '['m going to Bloomingdale's
or Macy's. Now they reference the mall. Branding
has a strong potential to become a rt'al success for
malI developers."5?

A corporation has values, beliefs, rituals. aspira-
tions, a personality, a reputation - a brand.ir
According to Gregory, corporate branding is a

A headquarters may have a raised floor computer
room that is too large for any new tenant. This
installation, although costly, will have little value to
a new, smaller tenant. It will have to be removed
and the space rebuilt.

Many of the most active lessees of office space today
are in the financial service industries. Some want to
have trading rooms with large floor plates and
ceiling heights of 20' or higher. These, again, are not
features usually found in corporate headquarters.
They may, in fact, not be found an)..where, necessi-
tating new construction- We' know of one corporate
headquarte.rs where a commodity trading firm re-
moved much of the second floor of a former corpo-
rate headquarters, including the boarclroom, in or-
der to create a two-story trading room- Alas, after
only five years, the commodity firm sublet the
space. The new subtenant uses part of the tradilrg
floor as a basketball court!

lt is often extremely difficult to find a ncw tenant
that will require exactly the amount of office space
existing in the neu,ly vacated building. Some re-
quire more, some less. The ones needing more must
look elsewhere. Those requiring less can use the
building, but must have the right to lease surplus
space to others.

But, obtaining a change in zoning is seldom easy.
Residents who opposed the original corporate zon-
ing will vigorously fight the new rezoning efforts.
We have seen instances where nearby residents
;lmost had veto power over changes in zoning rrr
conversion to multi-tenancy.
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m()n.

ZONING
Many corporate headquarters were dt'veloped
in locations where speculative office buildings
werc not truly welcome. For one reason or an-
other, local officials enacted zoning which per-
mitted the particular corporate headquarters to
be built. The property would initially be envi-
sioned as one without heavy traffic, a beautiful
building, on beautiful grounds, with few people.
Neither the townspeople nor the corporation
could ever imagine the company not being there.
Hence, in return for rezoning the property, it
was agreed that there would never be more than
one tenant on it. This can be an immense prob-
lem once the company is bought out or merges
and moves.

For one, the new prospects think highly of them-
selves and may not find it attractive to be located in
the "Brand-X Corporation Headquarters." This is
particularly true in suburban office buildings. In
major cities, a pre,stigious tenant may find it attrac-
tive to be in the AT&T Building or the Ceneral
Motors Building, but outside the cities, this willing-
ness disappears.



purposeful, marketing-oriented communications
platform across all business units, product and
service brands, media, and .-rudiences. The sum is
more than the whole of the parts.a

Shopping center companics want to e,stablish
themselves as the brand in the mind of the con-
sumer. They are attempting to tap into the psy-
chological corc. of the consumer with critcria that
the consumer values in a shopping center or ex-
perience. Shopping center companies are making
promises to the consumer. According kr Cregory,"
a brand is not an icon, a slogan, or a mission state-
ment. "ltisa promise-a promise your company can
keep."+ He savs what a brand communicates is the
subtext - "You can believe in our company and our
products.""

Williamson" indicates that name brand marketing
means more than iust a sigrl on the door. Ht'cites
executives at Simon and Westfie,ldi' that state that
a shopping center brand has to equal more than a
sum of its retailers. Simon is seeking the "power of
being able to aggregate nationally.""'

According to Managemt'nt Horizons, Pricewater-
houseCoopers' retail consulting group, department
store purchases have declined, while traffic at dis-
coultt department stores such as Targc.t, Wal-Mart,
and Kmart, and off-price retailers such as M.-rrshall's,
TJ Maxx, and Ross Dress For Less have made siz-
able gains."' The shift away from mall-based shop-
ping, particularly at department stores, is even more
pronounced when ltnking at male shoppers, ac-
cording to Schneiderman,n: again citing Manage-
ment Horizons.

One issue for consideration is that shopping center
companies do not have a product. They are some-
what marketing tr service, but in reality, it is not
exactlv a sen,ice eithe'r. Shopping center companies
are selling what Randazzo refers to as perception.nl

Turley and Moore state that the maiority of inter-
est in branding has been focuscd on physical forms
or goods, rather than services. The intangibility
factor associated with scrvices has led to the opin-
ion that branding and image creation may be even
more critical for services.o' *

Onkvisit ;rnd Shawn: state that a commodity is an
undifferentiated product and a product is a value-
added, differentiated commodity. They state that
the distinction is not superficial and has significant
managerial implications for service marketers.

Onkvisit and Shan* indicate that whenever pos-
sible, a service provider should attempt to become
a "power brander" by possessing four characteris-
tics:

.1. 
The company brand is distinctive.

2. The company brand is relevant.
3. The company brand has a tangible quality.
4. The company's most important services are

branded and linked.

Even though shopping centers are physical entities,
rvhat the shopping centers are branding is intan-
gible. The characteristics of a brand name such as
"Simon," "Tanger," or "Mills" revolve more around
the norr-physical qualities of the given shopping
e,xperie,nce than they do ar<lund the aspects of the
physical plant of the, shopping center. Zeithaml,
['arasurman, and Berryn'identifred four unique fea-
tures of services: 

.l 
). intangibility; 2). inseparability

of procluction and consumption; 3). heterogeneity;
and 4). perishability. All of these apply to what is
being offered by shopping center companies as a
product/st'rvice,rntl is what thesc companies nre
attempting to brand.

De Chernatony and Rileyroindicate that part of
what is being sold with a service is the overall
stature and imagery of the organization and con-
sumers tend to perceive all services offered by a

company as components of a single brand. They
indicatc that the extent clf intangible elements in thc
functional benefit may affect the way the service
brand is operationalized.Tr

The lnternet is threatening the very existence of
shopping centers. The'bits and bytes of the cybermall
are replacing the bricks and sticks of the regional
mall. Consumers are turning to the Net as a simpler
wav to shop. The,re is a fear among mall companies
that the local mall or power center could quickly
become a catalog showroom as buyers survey the
merchandise and then get online k) get the best
price and buy. In fact, one mall, The St. Louis
Galleria, went so far as to prohibit its tenants from
displayin6; any advertising containing references to
Web sites,t2 but one week later, it revoked the
prohibition.

Paco Unclerhill, author of Wh-y Wc Buy: Tht Sciotcc
of Shopping,Tl contains significant observations
about how customers act and wha t motivates them,
indicates that the Internet is a valuable tool, but
it will not replace the "bricks and mortar" of the
local shopping center.;r Technology, according tcr

This problem is a real one. United Parcel Service
(UPS) moved from Greenwich, Connecticut, to At-
lanta, Georgia, in large part, to escape the high
residential costs of southwestem Connecticut, A
comfortable house in suburban Atlanta, then cost-
ing $200,000, u,ould cost $600,0t)0 kr duplicate ckrse
to Creenwich.

In marketing to sell the former UPS space, Delm-
horst & Sheehan, Inc., had kr see.k small companies,
tvpically with a greater proportion of highly paid
executives. The space was simply not appropriate
for large cle'rical operations, as few of their employ-
ees could trfford to live in close proximity.

Housing costs are not the only problem u'ith subur-
ban headquarters. The cost of commuting is an-
other concern. A well-paid executive can easily
have a car to drive to work. Lower compensated
employees often cannot afford a second car and
mass transit service to remote headquarters sites is
frequently not available.

To remedy a situation such as this, a van between
the former headquarters and the nearest mass tran-
sit depot is a viable solution. Sometimes, the krcal
municipality or a "transit tlistrict" will operate a

van service. Other times, the owncr of the property
or its maior tenant may operate it. New tenants will
want assurance that this service h'ill continue to be
provided in the future. It cannot be'a short-term
service,.

stzE
There are certain features about corporate head-
quartcrs that may be detrimental to their reletting.
For instance, a small- or even medium-sized tenant
may not want to be the "small fish in a big pond." If
the balance of the property is occupied by a much
lar8er tenant, the smaller tenant may not find the
property to its liking. New entrances can overcome
this. At Nyala Farms in Westport, Connecticut, (the
former headquarters of Stauffer Chemical Com-
pany), a new lobby was constructed between two of
the former headquarters' buildings. This gave sev-
eral small tenants the opportunity to access their
space in a location separate from the main entrance.
It u'as designed to include, tu,o elevators, planters,
and a graceful staircase to the basement garage and
the two floors above.

DESIGN
Corporate headquarters are often designed with
no alternative use in mind. The companies for
which they are being constructed cannot, or do not,

conceive that the building will e'ver be anything
other than its glorious corporate headquarters.

This Iack offarsightedness results in buildings which
are not easilv subdivided or converted to multi-
tenancv. Thev may have very large lobbies, suitable
for the grandeur of a corporate headquarters but
considered a waste of space by a subsequent user.
These lobbies are apt to be designed to serve only
one tenant and are awkward when trying to lead
f isitors to more than one tenant's space following
subdivision. Elevators may be poorly positioned
for a multi-tenant building as well.

Most headquarters were designe'd to have large.
executive offices and not a lot of open work space.
If the new forccs in the, marketplace are, employee
intensive, these large offices are detrimental to the
marketing effort. Health Maintenance Organiza-
tions (HMOs), for instance, would prefer a building
with large, rectangular, open spaces, whereas a

former headquarters probably has many offices,
often configured in a manner that provides a maxi-
mum of window space, but not necessarily a neat
clean, rectangular interior.

TENANT IMPROVEMENTS
There may be executive wings that are improved to
such an extent that they exceed the needs of any
new prospective tenant and must be removed in
spite of their high initial cost. A number of years
ago, the American Cancer Society, r.r,hich took over
a major paper company's headquarters, explained
away the sumptuous appointments by placing a

plaque in the reception area thanking the paper
company for "donating" the improvements to the
new tenant.

Opulence is another possiblv unattractive featur.'.
AT&T, for example, had nume'rous marble fire-
places in its old headquarters at 165 Broadu,ay in
lower Manhattan that required removal. Certain
inrprov(,ments to the former Nestles headquarters
in Purchase, New York, were deemed to be exces-
sive even for IBM, its new occupant. This problem
is not restricted to large corporations. Somt real
estate entrepreneurs treat themselves to large of-
fices. When one maror NL'w York dc'veloper failed,
hc had great difficulty finding a new tenant for his
space as the size of those offices exceeded the de-
sires of all but the most egotistical new tenants. The
space went unrented for a long time.

The Craybar Electric Company, in its midtown
Manhattan office building, had a lavatory in each
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Underhill, is a troubling issue, because as much as

it facilitates, it also confuses. Underhill opines that
the future of the Net for retailers is that it will
become an integrated part of the shopping experi-
ence. "Just as I can use my store to drive traffic to the
Net, I can use the Net to drive traffic to my stores,"
says Underhill.T'The bottom line according to
Underhill is that "we will always have, stores."'n

One thing that malls and community/power cen-
ters are sellin6i is the environnrent. Shopping cen-
ters are seeking to make the experience more fun
and attractive. If customers perceive that shopping
is an enjoyable experience, they will want to return
again and again. The local mall or community cen-
ter needs to be seen by thc customer as an entertain-
ment environment.

Other associations that the retail real estate compa-
nies are trying to create in the consumer's mind are
convenience, dependability, innovation, commu-
nitv-mindedness, good management, safety, selec-
tion, and value, among others. The thought is that if
these companies can create a link in the customer's
psyche between these factors and their shopping
cc.nter, this will breed loyalty to the shopping center
or, on a global scale, the shopping center company
generally.

The goal of shopping center branding is to get
consumers to invest themselves in the company
and its shopping experience. According to Cregorv,
if all othc.r things are equal, corporate branding can
be the tiebreaker that motivates people to buy the
corporation's products or services and recommend
them to others.' In a chapter called, "Establishing
the Key Messa5;e," Cregory,'8 indicates that quality
is still the key branding message for many compa-
nies.

Ries and Ries} indicate that the brand is not just the
name on the package or service. It is the product or
service itself. What is delivered is the most impor-
tant aspect of the branding process.

What shopping center companies are branding is
their ability to consistently deliver a high-quality
shopping experience. If they fail to do that, alI they
haveis theircompany name on a shopping centeror
mall.

In a study on the correlation between consumer
emotion and buying behavior, Babin and Darden&'
found that in-store mood influences customer sat-
isfaction. Negative shopping moods affect patron

Shoppittg centel coffipanies Toant to

establish thernselaes as the brand in the

mind of the coflsumer. They are attefipting
to tap into the psychological core of the

coflsufiier zuith criteria that the coflsurner

ualues in a shopping center or expericnce.

Shopping centet cornpanies are ffioking

promises to the corsumer,

satisfaction to a greater extent than positive moods.
This is important from a shopping center company
branding perspective, because these companies need
to create an environment that influences customer
mood in a positive way and, more importantly,
eliminates stimuli that would lead to a negative
mood on the part of the custom!'r.

SOME EXAMPLES OF
SHOPPING CENTER BRANDING
Shopping center companies are taking different
approaches to branding, but most are striving for
name recognition and association of that name with
a quality shopping experience. Connection or asso-

ciation to the particular shopping cent!'r company
through branding is one significant lvay that loy-
alty of the consumer is achieved.

In an article entitled, "More Than a Name," Cftnirr

Sturrr Agd' states that although it sounds like a

simple concept, branding by real estate developers
signals a turning point in the industry. According to
this article, developers are relying on intuitive vi-
sions and fundamental convictions to create loyal
followings among retailers and consumers.

Chain Stttre Age"z states that the origins of branding
in retail development trace to the rise of "name-
brand outlets" in the early 1980s. Tanger Factory
Outlet Centers led the way lvith branded develop-
ments that included merchants like Nike, Liz
Claiborne,Tommy Hilfiger, and Reebok. Four vears
ago, Tanger extended the branding concept beyond
the use of a common name to include consistency in
advertising and communications. Carrie johnson-
Warren, vice president of marketing for Tanger,
states, "Consumers want simplicitv; branding makes
it so much easier to package our information in
advertising to shoppers across the country and on
the Internet."33

Simon Property Group is the world's largest retail
landlord, controlling over seven percent ofall of the
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ownsizing, rightsizing, spinoffs, layoffs and buyouts have
been the buzzwords of the 1990s. For the real estate profession
they mean reduced office space requirements. As corporations

endeavor to make themselves more competitive, making their head-
quarters leaner is one of the first goals. ln an age of buyouts, corpora-
tions sn allow corporations. This happens even to those once thought to
be too large to disappear; witness Chrysle,r, McDonnell Douglas, and
Scott Paper. The result - corporate headquarters with a vacancv sign
out front.

Although former headquarters are often architecturally attractive, (built
with high quality materials and svstems, in desirable neighborhoods
and located amidst beautifully landscaped grounds), they can prove to
be very difficult to market. The're are many reasons for this difficulty and
recognizing them can help bring the real estate counselor closer to
developing a solution. Following is a look at these problems and some
possible solutions.

LOCATION
Although headquarters used to be downtown in major cities, they now
can be' located anywhere. Beginning in the 1970s supposedly reliable
economic studies proved that the best locations were within .15 

minutes
of the then-chairman's home or golf club. The problem with these
locations is that often only the chairman and the president can live withh
a comlortable commuting distance. This is a significant problem for compa-
nies with a conscience. Unfortunately, until there is an easy way to pick
up and move corporate headquarters, it is an insurmountable problem.
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retail space in the world and with over 180 million
square feet of gross leaseable area. Beginning in
1995, Simon invested millions of dollars to deter-
mine what customers were seeking in shopping
centers. The results of that study led Simon to tht-
conclusion that it needed to establish itself in the
consumer's mind as thc customer's shopping cen-
ter.e

It has streamlined its name to "Simon" and is spe.nd-
ing $23 million on a multimedia campaign artrund
tht' phrascs, "Simon, simply the best shopping there
is" and "Simply Simon." Each center owned by Simon
has the "Simon" namL. as its preface. Words like
"convenience," "selection," "value," and "entertain-
ment" rlere chosen to convev Simon's branding pro-
gram core message. Simon's aim is to have the name
"Simon" associated with clean, safe, quality shop-
ping environments with the retailers that custom-
ers want to shop. The ultimate goal, accordin€i k)
Simon CEO, David Simon, is for "Simon" to become
the Microsoft of the shopping centcr industry.

In May 1997, Colonial Properties Trust, a shopping
center company based in Birmingham, decided to
unite its 40 shopping centers throughout the south-
east under a single brand. Prior to this, each center
in the Colonial portfolio was relatively automr-
mous with its own image and management objec-
tives.r- Colonial determined that each of its centers
would include the name "Colonial" with a clesigna-
tion of "mall," "promenadt/ for community or
power centers, or "shoppes" for neighborhood cen-
ters and the'name of the market: for example, Colt>
nial Promenade Montgomery. Colonial indicates
that sales at its centers rose following implementa-
tion of the branding campaign. In onc case, sales
increased almost 30 percent.s

Colonial won the 1999 Maxi Award from the Inter-
national Council of Shopping Centers Fall Manage-
ment and Marketing Conference.sT The award was
given for Colonial's branding campaign, which
was a multimedia effort themed around the meta-
morphosis of a butterfly, to communicate the
changes taking place at each of Colonial's proper-
ties.

John Moss, a Colonial senior vice president, states,
"The brand helps you set a standard - you can't
hide from people knowing lvho owns the property,
so you have to make sure that standards are set."s

The Mills Corporation has been extremely success-
ful in branding efforts for its shopping centers.

Mills has used name branding to associate the
company with a certain shopping experience at its
huge venues. Each Mills has 200 or more stores in an
average of 1.5 million square feet of gross leaseable
area and often includes five or six times as many
anchor stores as most regional malls. Coupling the
Mills name with the location of the Mills project
(examples: Sawgrass Mills, Potomac Mills, etc.) has
led to "destination shopping," according to the
Mills corporate profile on the Wcb.n'

Mills' advertising talks about a "shoppertainment
environment" and leads n,ith the slogan "Building
a Brand." The catch phrase of the Mills adverlising
program is "Jump on the Brandwagon. Thc Power
of The Mills." Mills stated position is that branding
for it is not a fad. It is the "cornerstone of our
corporate culture and has been for'14 years."q'

The Mills Corporation is creating a new brand for
urban areas called "Blocks." The Block at Orange in
California opened in November 1998 and combines
a pedestrian walk and Main Street clesign with
nightclubs, restaurants, and cafes along with coffee
shops, book and music stores, and fashion bou-
tiques. The, next "Block" will be in midbwn At-
lanta.

According to C/rnin Store Agc,'1 The Block at Orange
dedicates 70 percent of its square footage to Sreat
dining and e,ntertainment and 30 percent to upscale
shopping. This differs from even the traditional
Mills projects that contain 70 percent value retailing
and 30 percent entertainment.

Jerrv Engen, vice president and development direc-
tor for Mills, states, "We're the Lucent Technologies
of retail: our track record empowL;rs us to recruit
and create storebrands within ourprojects.""r Engen
credits the Mills succe'ss to location and branding.
He goes on to sav, "Our projects are the number one
tourist attraction in every state we,'re in e'xcept for
FIorida, where we take second place behind Disney
World.""3

Cavlor'{ quotes Mark Rivers, scnior vice presidt'nt
of national accounts for Mills, who states, "We have
been using branding as one of the foundations for
the way n,e do business. Ours is not really a brand-
ing campaign; ours is more of a branding culture."

Australian shopping center group, Westfield Cor-
poration, claims that it was the first shopping center
compilny to brand itself in the 1960s. ln Australia,
all Westfield malls carry the corporate name and are

CONCLUSIONS
In the last four vears, sincc'NSF's survev, littL'has
changed to alter the landscape betwee'n user de-
mand and the relationship to the available supply.
A more recent survey of 660 resc'arch performing
institutions in 1998 by NSF (published in mid-
November 'l999) reported that 64 percent ofbiologi-
cal science firms outside of medical schools have
inadequate space. A material increase over the 50
pcrcent reported in the 1996 survey. According to
this more recent sun r'y, l3 million square feet of
newly constructed space is required b fulfill the
needs of both the physical and biological scicncc
industries. In total, all sectors of the S&F market
demands 41 million scluare fe'et of space by institu-
tions and private firms to carry out thcir scientific
mandates.

These are very expensive buildings to construct,
requiring substantial .imounts of venturc capital.
NSF's more recent survey reports that 6l percent of
funding for neh, construction comes from thc pri-
vate sector, while fedt'ral, state, and local funding
provide tho balance. The pressure on pharmaceuti-
cal companies to lower the costs of drugs and the 

.l 
1-

year patent horizon for new drugs are contributing
factors which impact the efficient use of capital.
More' specialized builcling design is necessary to
accommodate more specific procedures, which in-
directly effects thc. pace of obsolescence. However,
the present rt ave of consoliclations in the industry
should provide the efficiencies needed to advance
research and devtlopment funding.

Despite' the apparent pcnt-up demand for more
modern facilities, the, presence of waiting ust'rs
(tenants and owners) is not a given. Market analvsts
n.rust have the market knowledge regarding local
concentrations (research activities) and related link-
ages to Universities and native industries that can
exploit a relationship with a biomedical firm.

Adaptive reuse of existing facilities for second gtn-
eration users is generally verv poor. Seldom does
another bio-firm, even requiring the identical BSL
type facility, equate th€' same dollar value to the
facility as the vacating first user. Consequently,
interior layout of administration and scientific of-
fices, isolated bio-hazard arcas, and research rooms
are typically gutted and replaced by a new layout

designed by the second or the third generation
users. Technological advances in the industry are
also contributing factors as to how older space is
vic'n'ed by subsc'quent facilitv users.*.,
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the Boston-Washington corridor. The Bav Area of
San Francisco, on the other hand, has such a large
critical mass that new and expanding lab and bio-
tech firms can arise from within its market.



institution, as well as deans and other adminis-
trators.

Regarding the adequacv of research space, reports
of inadecluate research space varied across field
and institution typc. The percentage of institutions
indicating that thc amount of available S&E rc-
search space n,as inadequatc rangcd from 30 pt'r-
cent for mathematics to 66 percent for the medical
sciences in medical schools. Over half of all institu-
tions also reported inadequate amounts of space in
engineering (57 percent); medical sciences outside
of medical schools (57 pcrcent); physical sciences
(54 percent); biological scicnces outside of mcdical
schools (53 percent); and agricultural sciences (52

percent). Nearlv half of the institutions reported
inaclequate amounts of space in five additional
fields: social sciences (47 percent); biological sci-
ences in medical schools (46 percent); r'arth, atmo-
spheric, and ocean sciences (,16 percent); computer
scienccs (44 percent); and psychology (.14 percent).

The top 100 institutions surveved were most likelv
to indicate inadequate research space in the biologi-
cal sciences outside of medical schools, with 6l
percent reporting this to be the case. Three other
fields were reported to have inadetluate research
space bv over half of the top 100 institutions: physi-
cal sciences (56 percent), social scicnces (55 per-
cent), and engineering (52 percent).

Medical science space !1,as most likely to bc re-
ported as inaclequatc bv the other d()ctorate-grant-
ing universities, both outside medical schools (65

percent) and within (69 percent). [n fact, the per-
centages of those institutions, indicating medical
science space to be inadequate, were much higher
than for the k)p-'l00 institutions.

Two fields, the biological sciences outside of medi-
cal schools (52 percc.nt) and the phvsical sciences
(51 percent), were listed by over half of the
nondoctorate-granting institutions as having inad-
equate S&E research space.

Regarding the condition of S&E rcsearch space, an
overall 37 percent of the S&E research space at thc
surveycd research-performing institutions was
rated as suitable for use in the most scicntifically
sophisticatcd rest'arch. Forty-four percent of the
institutions reported that tht'ir S&E space rvas effec-
tive for most levels of research in thc field. Hou-
ever, the' institutions classified 18 percent of their
S&E research space as requiring either major re-
pair/renovation or replacement. There was gc'neral
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consistr.ncy among the different types of institu-
tions regarding the amount of S&E re'search space
in this condition, u'ith 19 percent of thc S&E re-
search space at the top 100 dockrrate-grantinB insti-
tutions, 17 percent of the research space at other
doctorate-granting institutions, and l8 percent of
the research space at nondoctorate-granting insti-
tutions requiring major repair/renovation or re-
placement.

Such similarities across institution types mask Iarge
differences in actual amounts of space. The 18 per-
ccnt of space rated as ne€.ding maior repair,/renova-
tion at the top 100 universities, for instance, actually
reprcsents'17.6 million NASF, whereas the 18 per-
cent of spacc ratecl in the same category at
nondoctorate-granting institutions represents only
1.,l million NASF. ln total, the nation's research-
performing institutions reporte.d that 24.5 million
NASF of research space required major repair/
renovation or replacement.

ln conclusion, thc 1996 NSF survev reveals aging
facilities that are increasinp;ly inadequate to serve
thc needs of research across all sciences, resulting in
a pent-up denrand for additional space to accom-
modate industry grou'th. Nt'w England is second
behind the Bay Arca in the' conc(.ntration of biotech
companies. The concentration of medical scie'nces

stretches from Stamford, Connecticut, to B()st()n,
Massachusetts. Demand for lab space can be ex-
pected to arise from outside the market area and
perhaps even these states. The large cities in the
Nen, England and Mid-Atlantic regions of the U.S.
are most likely to produce the well-capitalized in-
cubator firms searching for lab facilities throughout

known as "shopping tou'ns."u' Westfield has hired
an advertising firm to create the Westfield brand in
the U.S., where Cuneo states, mallsare traditionally
marketed individually.

Frank Lorvy, Sr., Westfield's founder, says that
branding is something that Westfield has been do-
ing for manv vears, even before it knew it had a

brand.'n Lowv tells about the time he was on the
street in Australia and ovcrheard someonc say,
"Let's go kr Westfield," instead of, "let's go to a

particular storc." That, he says, led him to under-
stand that he had a brand.

Randall Smith, Westfie ld's executive vice President
of marketing, states, "Ovcr three years, we devel-
oped a customer-service program that means the
Westfield Shoppington,n stands for something:
qualitv retail, exceptional customer sen'ice, and
community involvement."ot

The O'Connor Croup and New England Devekrp-
ment mergcd in 1996 and formed WellsPark
Group.'" A committee u'as formed to create a uni-
fied image for the company and its projects. Wells
Park's aim was to convev a central theme through
its advertising and standardization of its malls the
mall is the medium for all messagcs. Quoting
Adriennt' Davis-Brody, senior vice president of
marketing for WellsPark Croup, "WellsPark's goal
is to manage the shopper's visit from the moment
she pulls inkr the parking lot until she pulls out to
leave. Custnmers will be 'managed' into the stores
so that thc optimal experience will be achieved."'"

Prime Outlets, the u'orld's Iargest owner of factory
outlet malls, began a branding campaign for its 5l
outlet malls in September 

.l99tl. 
Prime has spent $12

to $.15 million kr brand its portfolio.ru) Prime indi-
cates that it would have spent $3 million dollars on
its regular advertising campaign. David Phillips,
executive vice president of Primc' Retail Baltimore,
states that Prime rv.lnts to make a 15 to 20 Percent
IRII. That being the case, Prime needs to genr'rate

$1.8 million more in NOI to cover thost'costs.

Holly Lazer, Prime's sponsorship managcr, states
that branding has become a key component in the
retail sector in setting shopping ce.nters apart.r"r She

indicates that Prime wanted to create "one uniform
product and one uniform experience for the shop-
per."to:

CO-BRANDING
One area nhere shopping center comPanies are
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working hardest in their branding efforts is in co-
branding. According to Kotler and Armstrong,r"l
co-branding is the practict'of using the established
brand names of two different companies on the
same product. In practical application, however,
co-branding goes even farther. Co-branding has
expanded to include syne'rgistic relationships be'
tlvren companies through stratcgic alliances and
marketing partnerships.

Bussr"' ind icates that companies need to dare to
work with other brands. As an example, Buss citcs
big food companies that have discovered that co-
branding can vield remarkable synergics rl'hile not
diluting their on'n brands. "Co-branding brings
two brands to8ether to share costs and command
consumer attention that neither brand could get
alone." Banking has uscd co-branding to great ad-
vantage, especially in the marketing of credit cards.

Shopping center companies have taken ..r different
tact with regard to cr>branding. They arL' using the
relationships with other branded products to

iumpstart their own branding campaigns. In what
could be best described as a "riding thc coattails"
mentality, shopping center comPanies are linking
with other established brands to accelcrate their
brand recognition efforts.

Simon has affinity relationships with Pepsi, Visa,
and AT&T, u,here products are featurcd promi-
nently in Simon shopping venues and aclvertising.
These products, on the other hand, access Simon's
2.3 bitlion shopper visits, u,hich serves as a ve-
hicle for their continued growth. According to
Lauchenauer,r"'these relationships enable Simon
to deliver discounts to customers and customers to
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the retailers. One of the goals is for Simon to make
its malls prime promotional real c,state for non-
retail marketers.ron

Ceneral Growth Properties is using a web site called
Mallibu.com as its branding vehicle. It advertises
Mallibu.com as the industry's first full interactive,
"true" mall rveb site. Ceneral Crowth recentlv con-
ducted a back-to-school promotion and swcepstakes
with Pepsi-Cola, Virgin Rtcords, Phillips,
TWEC.com, and Playhear.com aimed at creating
awart'ness of the Mallibu.com web site and driving
traffic to its malls.

DOES MALL BRANDING MAKE SENSE?
Foxr')t savs that in thc current marketing climate,
when such a premium is placed on accountability,
it is surprising that corporate branding is receiving
such prominence. Compared rr,ith product-rclated
initiativcs, it is extremelv difficult to measure the
impact of brancling and justify its expense', accord-
ing to Fox.

Ct'brzynski"'o posits that brand campaigns do not
alwavs w.ork, usuallv because the positioning con-
veyed is confusing. Hal Ritchie, principal of the
Ritchie Branded Resource Croup, believes that mass
merchants have approached branding in an incor-
rect mannerby not knowing whatpart ofthe market
to go after - some'or all.r'"

Change for thc sake of change is a pretty rvorthless
idea, according to Marconi.rr(' Hc'savs that busi-
nesses should not do something without a reason.

In an article in Slrolrpirrg Ct,ntl,rs Todiy magazine,
Hazelr asks the question, "Is Branding Working?"
Hazel quotes Stephen Moore, an Oxford, Marv-
land-based marketing consultant who has served
in senior marketing posts with retail real estate
companies, The Rousr. Company and Horizon Prop-
erties. Moore says, "lt's a mistake for neophyte
packagers to think you can put a name. on a package
and it becomes a brand."ru Hazel says that the
answer to the question of whether branding is
working for retail real estate companies depends on
whom you ask: shoppers or Wall Strc.et analysts.

Cardncrr states that "branding" is a grammat!
cally suspcct term. Branding, according to Cardner,
has been "the hot topic in professional circles, the
most popular class in graduate marketing programs,
the most hyped concept in the field of marketing,
and the most misapplied tool marketers have at
their disposal."

Doctercrra indicates that brands are not always worth
the time and attention they are getting. [n fact, he
says, tlrerc are times when companies should invest
heavily in a brand and there are other times tvhen
they should refrain from heavy investment. The
trick is knon ing l,r'hich course to take.

Accorcling to D()cters, there are so many diffcrent
definitions of brand equity that many brand man-
agers think of it in fuzzy terms and therefore adopt
general or "shotgun" measures for branding. This
is a mistake, he savs. Brands have specific uses and
businesses should invest in branding only with
specific aims in mind. This is the "rifle" approach.

Docters s..r ys that branding plays an especially pow-
erful role in markets characterized by a high degree
of uncertainty or mystery. In such markets, sheer
belief or trust on the part of consumers can out-
weigh ncarly all other considerations.

This raises the question of whether there is uncer-
tainty or mystery in shopping centers. If one venue
has a certain retailer and one does not, the customer
u'ill go to the shopping ccntcr that has the de'sired
retailer. Branding does not play a part in that analy-
sis, but rather the customer's need or want to shop
wherc'their preferred retailers are located.

Docters goes on to say that, based upon experiences
in various markets, brand ing is most effective when
applied with precision to specific customer deci-
sions; the aforementioned "rifle" approach. Using
this approach, Docters has fornrulated three rules
for branding:

1. Brand is a function of audience, product, price,
and message, not your company.

2. Target the decisions, if you can.
3. Be selective in spending on brand.

Docters states that "brand is most powerful when
tailored to the decisions your customers make - a
rifle approach. [n particular, a brand is a tool for
swaying customers and potential customers *,ho
cannot or will not fully investigate all aspects of
their purchase decision.

Whether shopping center companies are branding
a product or service, Murphyrti indicates that 19 out
of every 20 new brands fail and frequently the
reasons for this failure cannot be determined. He
states that failure of a brand can often be traced to
the fact that the new products or sen,ices are
insufficientlv differentiated, of the wrong quality,

transferring new ideas emanating from basic re-
search housed in a university to the corporate ra,orld
provide a vital link in the sequence of events lead-
ing to innovation and eventual patents-

At least half of the surveyed institutions indi-
cated inadequate amounts of science and engi-
neering (S&E) research space in the biological
sciences outside of medical schools, the physical
sciences, cngineering, the agricultural sciences,
and the medical sciences, both within and out-
side medical schtnls.

Eighteen percent of all S&E research space \vas
considered to require ma,or renovation or rr-
placement. This portion of space amounts to 24.5
million net assignable square feet (NASF).

fiscal years; to $3.0 billion in 1992-1993 fiscal
years; to 92.t1 billion in 1994-1995 fiscal years.

In 1996, tl8 percent of the research-performing
institu tions had laboratory animalfacilities. Most
of the 12.2 million NASF of animal research
space (93 percent) was containcd in doctorate-
granting universities. lnstitutions with anirnal
research space reported that roughlv 10.0 rnil-
lion NASF (82 percent) met government regula-
tions designed to ensure the safekeeping and
proper use of animals in research. Another l.2
million NASF (10 percent) needetl limited re-
pair/renovation to meet regulations, and l.'l
million NASF (9 pcrcent) required major repair/
renovation. Only 6 percent of the rescarch-per-
forming institutions r.t,ith animal research facili-
tits were scheduled to construct animal facilities
in fiscal years 1996-1997.

Information focused solely on the amount of S&E
research space and its growth or decline over time
is insufficient for understanding whether there is
enough space to conduct any form of research, and
r'r,hether the condition of that space is suitable for
conducting particularly sophisticated research.
Assessments of both the quantity and quality of
existing research space made by rcspondents to the
NSF "1996 Survey of Scientific and Engineering
Research Facilities at Colleges and Universities" are
examined belon,. The sun ey focused on the folkx,-
ing questions:

Adequacy -Respondents were asked to rate thc.
adequacy of the amount of research space in c.ach
field at their institution ("adequate" indicated thc.
space \l'as sufficient t() support all current S&E
program commitments in the field; "inadequate"
indicated the space u'as not sufficient or was non-
existent, but needed).

Cotrdition - For each field, respondents indi-
cated the condition of rese.rrch space by reporting
the percentage of space falling into one of the fol-
lowing categories: "suitable for use in the most
scientifically competitive research in the field"; "ef-
fective for most levels of research in the field, but
may need limited repair/renovation"; "requires
maior renovation or replacement to be used effec-
tively"; or "not applicable or no research space in
this field."

Responses to the survey were based upon the srib-

fs.f iz,r' assessments of a varicty of different indi-
viduals, including the survey coordinator at thc

Since.l988, the amount of research space requir-
ing repair/renovation or replacement in many
of the S&E fields has increased. [n the agricul-
tural sciences, the amount increase'd from 3.6
million NASF in 198[J to 5.3 million NASF in
1996; in the biological sciences outside of medi-
cal schools, the amount increased from 2.4 mil-
lion NASF in'1988 to 3.4 million in 1996; engi-
neering space in this condition gre,w,from 2.2
million to 4.0 million NASF.

The construction of S&E research spact bv research-
performing colleges ancl universitits has declincd
from projects valucd at $3.4 billion in 1990-1991
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THE DEMAND FOR NEW LABORATORY
FACILITIES
The National Science Foundation (NSF) is the larg-
r'st source of grants for the exploration of science,
medicine, physics, engineering, and agriculture. As
a consequcnce of its major funding role, NSF con-
ducts biennial surveys in which it collects data on
issues related to science and engineering (S&E)
research facilities in the nation's colleges and uni-
versities. One objective of the surveys is to insurc
that NSF grants provide the highest returns for its
stated mission of adr,ancing science and technol-
ogy. An equally important obiective is to determine
the adequacy of pre'sently configured laboratory
space (age, condition, and quality of labs) and thc
additional space needed to accommodatc science's
changing technologies. The latest (1996) NSF "Sur-
vey of Scientific and Engineering Research Facili-
ties at Colleges and Universities" was mailed to a

sample of314 institutions representing 560 research-
performing colle'ges and universities. The. survev
found that:



by BDM Intemational, Inc., in McLean to perfect
a method for transmitting huge florvs of data
between computermicroprocessors more rapidly
by using light signals instead of wires.

Rensselaer Polytechnic Institute - Located iust
outside Albany, New York, in East Creenbush
To*,nship is a proiect with more' than 825,000
square feet in place ou,ned by the Rensselaer
Polytechnic lnstitute and is a university-related
park for technology ioint-ventures between in-
dustry and education. The primary objective of
the venture is to develop interactions bet*,een
tenant companies and the University in order to
enrich the t'ducational environment of the Uni-
versitv and assist the companies in staying on the
leading edge of their technologies. The Park has

over 50 tenants (and in excess of 2,000 employe'es)
with a diversitv of research technologies includ-
ing electronics, physics, biomedicine, and soft-
ware. Of the 20 buildings in the Park, 12 art'
University-owned, multi-tenant facilities and
eight are singlc-purpose, tenant-owned facilities.
It is the policy of the University that Iand sites are
available only for lease. The. Park is located roughly
five nriles south of the Universitv campus.

The list continues with such examples as the
Princeton Forestall Center in Princeton, New Jer-
sey, and Research Triangle Park in Raleigh-Durham,
North Carolina. Additional industry/academic re-
lationships include MetaMorphix, Inc., of Balti-
more, which is developing protein-based prtducts
created though genetics research at Johns Hopkins

Table 3

University. The products can be used to repair
human tissue, combat neuromuscular disorders,
and dramatically increase muscle mass in livestock.
Hughes Ne.twork Svstems, a Montgomery County
company, is collaborating with researchers at the
University of Maryland to develop complex voice
and data transmission te'chnokrgit's that draw si-
multaneously on satellite, fiber-optic and cable sys-
tems. Throughout tht' Midwest and western U.S.,

there are about 20 additional examples of ventures
between industry and acadt'mia. Proximity to the
schools and laboratories does not appear to be a

significant issue.

New England is second to the San Francisco Bay
area with regard to concentration of biotechnology
companies. Most of the New England firms are
found along I-95 in Connecticut and in the Boston/
Cambridge area of Massachusetts. Tlblt'3 compares
the concentrations of biotechnology companies by
location in the United States.

The biotech and pharmaceutical comparries seek-

ing relationships with universities place a high
priority on local labor skills and availability, labor
costs, transportation systcms, reputation of the aca-

demic institution, anci costs of living. Biotech and
pharmaceutical companies rank competing uni-
versities according to number of degree Programs
for its employec-s, number of faculty consultants in
its field of endeavor, access to laboratories, and
facultv research activity. Other intangible goals
for the private sector include the academic linkage
for the transfer of tcchnologv. The mechanisms for

incorrt'ctly priced, inadequatelv supported, inad-
equately distributed or in some other way not aP-

pealing to the consumcr. Thc producer of a new
brand mustbeprcpared to investheavily in the new
brand even though the chances of success are small.

In a chapter called "Branding the Corporation,"
Mottram statos that, 'the kev challenge for compa-
nies at the end of the twentieth century will be

realizing the potential of their corporate brands. In
today's markets, companie's increasingly comPete
on the basis of intangiblc factors and the reputation
of the corporation itself is often the most valuable
and most misunderstood intangible of all."r'"

Contrary to the popular marketing mantra that a

famous name is all an entity needs, Mottram states
that, "Companies are realizing that Possessing a

well-known name such as Shell, Visa, or CBS does
not, in itself, signify a strong corporate brand. Find-
ing techniques for branding tht'corporation effec-
tively is norv more imp()rtant than ever."

Mottram states that companies that ftrus on their
corporate brands will lead their marktts and be the
creators of new categories and opportunitit's. "ln
tomorro$/s competitive markets, only the bravest
or most foolish should overltnk the potential of
their corporate brand."

Hartru posits that, "Brands are financial assets,

every bit as much as plant machinery and stock.
Indeed, brands are arguably the most valuable as-
sets of all in that, in theory, they do rT ot have a finite
life and therefore will not depreciate."

DOES THE CUSTOMER CARE?
A corollary question to whether mall branding
makes sense is the issue of w'hether the customer
cares about the brand of the mall or shopping
venuc.. Ccbrzvnskirrs says that branding is a power-
ful tool, but it is also the current darling of markct-
ers. He calls it the latest marketing "rage."

Martinezrru quotes AIf Nucifora, of the strateBic
consulting firm, Nucifora Consulting Croup, n'ho
states, "Mv qucstion is: Does the consumer care?
My visceral response is that it really doesn't seem to
make a lot ofsense, certainly not from the consumer
perspective. I would doubt that a customer is going
to care whether or not the local mall is owned and
managed bv a certain companv."

Rohlanderrr" says that as consumers cultivate dis-
cernment, the need to havc'a brand strategy is

Muryhy itrdicates that 1.9 out of ez:ery 20

,reut brands fail and frequently the reasons

f or this f ailure cannot be determined. He

states that failure ol a brand can oftert be

traced to the fact that the flelu products or

se ro i c e s ar e i n suff i c i e nthl d i ff erenti ate d,

of the T.orong quality, fucorrectly priced,

in a de qu ately supp orte d, in ade quate ly
distributed or in some other ToaV fiot

appealing to the consumer. Thc producer

of a neuo braul must be prepared to

inoest heauily in the nezo brand eoen

though the chances of success arc sntall.

increasing. Branding, he indicate's is about creating
an image in the eyt' and mind of the' customer.

Arnold, Handelman, and Tigertrrr found that con-
sumers patronize stores that are casi(]r to 8o to and
offer lower prices. They found that the' impact of
symbolic actions of retailers such as communitv
involvenre'nt, attractive displays and other ameni-
ties can influence store choice in a positive way in
the customers' minds. Since consumc'r patronage is
measured by store choice, the rt'tailers that make
extra efforts will capture the customers. Shopping
centers that have these retailers will be the ones to
u'hich the consumers will gravitate, w}rich lends
credence to the position that it is the stores, not the
center that contains the stores, that is the determi-
nant of where customers will shop. Shopping cen-
ter branding may enhirnce this effect if shopping
center companies avail themselves of thc co-brand-
ing effect of using these retailers as attractors.

Central place theorv states that consumers patron-
ize the nearest shopping venuc, however, they alstr
tend to make disproportionately morc trips to larger
centers, rvhich gives retailers at lar6;er centers a

competitive advantage.'r: Agglomeration rt'search
shows that centers with more anchors, tvhich by
nece'ssity are the larger centers, are better locations
for smaller stores because of increased traffic.rr'

Larger centers are attractive to most customers.
Retailers at larger ccntcrs have a competitive ad-
vantage and the larger shopping centers that can

provide space for these retailers have a competitive

BIOTECHNOLOGY INDUSTRY CONCENTRATIONS

Source: U.S. Deporh ent of Comnercc's U.S. lndustry and Trade Outlook 1998

and Thortte Consultotlts. ltlc.

Region
Number

of Companies Percent

San Fransicso Bay Area 192 2lt.tl

New England

Mid-Atlantic

172

17.1I t.l

San Diego I ()2 I 5.-3

New York Itfr 12.9

National Firm Total 666 100.0
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advantage as well. If shopping center companies
can imprint upon the mind of the consumer that
they are the place n here consumers can find u,hat
thev are looking for, this branding should result in
increased customer trips and locating of desirtd
retailers in their shopping venues.

This position is confirmed by Huff :r and his basic
gravitational model rvhich shon,s that the drawing
pow,er exercisecl on a consumer in an arta is directly
proportional to the size of the retail center and
inversely proportional to the customer's distance or
travel time b the shopping center.'r' According to
Nevin and Houston,rrn a large center means greater
utility for the consumer since it has a larger product
assortment, but distance represents a dis-utility to
the consumer.

In their stutly, Nevin and Houston added a retail
image componcnt to the Huff gravitational model.
Thev found that the assortment of preferred retail-
ers has a strong influtnce on the consumer's level
attraction to a shopping center. Nevin and Houston
also found that a "special stort/ variable is highly
predictive of drawing power. According to Nevin
and Houston, consumers are'dr.rx'n to a particular
center because of the existence of a special store that
appeals to them.

Finn and L()uviererri confirm that tlre nature of the
retailers at a center impacts patronage. In a study of
anchor store contribution to shopping center im-
age, thev found that 70 to 90 percent of the. r,ariance
in collective pe'rceptions of shopping centers could
bc accountcd for by store mix and the preseuce'of
particular major and discount department stores.
Discour.rt dt'partment stores had a consistently nega-
tive impact on such favorable ccnter perceptions as
high qualitv, r,',ide selection, good service, and lat-
est fashions. [n fact, Finn and Louviere found that
the number ofdiscount department stores accounted
for the Hre.rtest pr(,p()rti()n oI image varianct'.

While branding of a shopping center name has
become a major initiative with these companies, the
retailers that are available for customers to shop at
thesc venues is of critical importance. Therc is an
assumption as set forth above that the branding
effort of the shopping center companies mav make
their venue's more attractive for the retaile'rs desired
hv the consumers. It would appear, howevcr, that
there is a catch-22 working here, in that, shopping
centt'r conrpanies need the retailL'rs to attract the
custoners, but need the customers to attract thc.
retailers. The branding effort mav enhance this

h order for braruling to be a zoorthzohile

errdeaoor for a giaen shopping center

cornpany, it needs to bing something to the

parfu that is better than or different from
Tuhat eaery other shopping centet coffipany

is doing. Tlrcre has to be a special quality
ot special q alities that one shopping

ceflter coffipany has that another

does not. With those qualities cornes

a profiise fron the shopping center

corrlpany to consistently deliuer them

to the consumer.

three-n av attraction, but only as long as the shop-
ping centtr companies can make good on their
promises to both the customers and the retailers.

Taher, Leigh, and Frenchrrs found that customers
need kr be dclighted be,yond their expectations to
make them recommend a store. Customer delight
can be delivered through service augmentation,
n hich is the responsibilitv of everybody in the retail
operation. According to Taher, et.al., patronage
loyalty is developed on both past, unexpected de-
lightful experiences and future expectations.

Tht, analog here is that shopping center contpanics
must cleliver not or.rly the stores that provide the
"dclightful" experience, but also must provide ..r

delightful experience for the whole shopping trip. If
customers associate their delightful shopping rvith
thc nanre. of the shopping center companv provid-
ing it, then branding would be of some merit. Oth-
erwise, the branding effort may be for naught.

De Chern.rtony and Rileyrrq talk about the "r,irtu-
ous circlc of service branding." They state, "One
might think in tcrms of a virtuous circlt', wherein a

strong "companv as brand" identitv permeates all
services provided by the organization and differen-
tiates them from the competition, by providing a

relevant focus to both consumers and emplovees.
This can be achieved using internal marketing to
motiYate the employees, stimulate them to offer a
better servicc, and to delight customers. In turn, this
delight makes the service company more differen-
tiatecl from competitors and more relevant to con-
sumers. Favorable rvortl-of-mouth thc'n spreads,
reinforcing an image in consumers' minds consis-
tent \^,ith the caring idcntitv the company wants to

a fcw examples where universities have cngaged in
ioint-ventures with the private sector for mutual
advancement.

Unittersity of Connecticut at Storrs - Pfize'r Phar-
maceutical Companv recentlv executed an agree-
ment with the University of Connccticut at Storrs
b build and lcase back a 52,000-square-foot bio-
medical building costing about $19 million or
$365 per foot. Pfizer, currently located in Groton,
Connecticut, outgrew its space and had no expan-
sion room. UCONN offered to lease the land to
the drug companv and enter into a salt-le'aseback
on the building in exchange for the right to oc-
cupy about 20 percentofthe total building's space.
Pfizer was expected to link its needs for biomedi-
cal testing with UCONN's science and medical
schools to advance its drug manufacturing busi-
ness. In this situation, Pfizer is forced to separate
its divisions from its prinrary headquarters in
Croton.

Unfortunately, the local community recently
rejected the proposal. Pfize-r is now back in the
market looking for another expansion site near a

major university.

Massachusetts ltrstitutc of Technology - ln 1983,
the Massachusetts Institute of Technology se-
lected Forest Citv Enterprises, a national publiclv-
traded real ostate company headcluartered in
Cleveland, Ohio, b devekrp its 27-acre parcel
directly acl jacent to the MIT campus in East Cam-
bridge, Massachuse,tts. Univtrsitv Park at MIT,
Boston's onlv corporate park affiliated with a

ma jor university, is a three-building campus of
retro-fitted, turn-of-the-century, multi-story
manufacturing krfts btaling 350,000 square feet
of space. The first building opened in December
1987, contains just over 100,000 scluare feet of
rentable floor area in five stories, and is leased by
ARIAD Pharmaceutical, N EMAPharm, [)FN, Inc.,
and SensAble.Technokrgies. The second f ive-story
building opened in March I989 and contains over
121,600 square feet; its major tenants include
OraVax, Proscript, Censzvme Tissuc Repair,
Acusphere, Etex Corp, and OnLine Environs. The
third five-storv building of 126,700 square feet
was finished in.l990 and isoccupied by Alkermes,
Cenzyeme Tissue Repair, Ascent Technology, and
others. A fourth multi-story building of 75,000
square feet opened in the fall of 1998.

Tht MIT Park offers state-of-the-art, fl..xible,
and first-class space' accommodating firms of all

sizes from start-ups to maior corporations. Spe-
cial features include fiber optic telephone ca-
bling, clean rooms, redundant electrical service,
and upgraded HVAC and floor loading capaci-
ties. The mission statement for the Park is to
link its related d€'partments to national phar-
maceutical and molecular bioscience firms for
the advancement of both MIT and the national
firms who seek access to the MIT's academic
pool of skilled researchcrs. The Park also has
surplus land on which a 212-room indepen-
dent lrotel and conference cente,r opened in late
1998. Although the Park and campus are close,
an auto or shuttle bus is required between the
two locations.

George Mason Uniztersity - Prince William
County, located in the Northern Virginia portion
of Washington's metropolitan region, recently
entered into a public-privatt, development pro-
gram rvith nearbv George Mason Universitv. The
countv, long knor.n as a bedroom community,
recentlv set aside a 1,200-acre campus to entice
the private sector and academia to a ioint-venture
in achieving common goals. As a result of this
effort, the first of three buildings opened in Spring
.1997. 

Building One consists of 
.100,000 

square feet
of classrooms, administrative space, and state-of-
the-art wet labs. The building, as well as 45,000
square feet oflaboratory and office space at George
Mason University, is occupied by American Type
Culturc- Collection (ATCC), the rvorld's largest
and most diverse archive of biological materials.
Building One's base costs u,c're $1t10 per foot, and
ATCC added another $200 per foot in special fit-
up. In addition to its bio-archives, it also is a
p.ltent repository of microbiological products and
processes.

Building Tu,o opened in mid-1998 with about
.100,000 

square feet of laboratories and class-
rooms, housir.rg ATCC's research and education
programs. GMU's nerv Mole.cular Biosciences
and Technology Institute (MBTI). MBTI has cre-
ated a joint-r,enture with ATCC to further ad-
vance two new technologies: 1). high-through-
put signal conditioning and base-calling in real
timt', and 2). patte,rn recognition software to ana-
lyzc data from gel-bascd automated DNA se-
quencing instrumentation. The Universitv has
e.stablished 10 nt'w teaching positions to work
with ATCC in the fields of cellular and molecular
biosciences and bioinformatics. The campus is 20
minutes drive time from GMU. Ceorgt, Mason
researchers are hc'lping a group of companies led
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products caused by E-coli and Salmonella bacteria
will spur growth of this segment. Biotech-derived
diagnostics are also being used to detect pesticide
resitlues in crops, drug residues in food animals,
and environmental pollutants.

Biotechnological techniques also are revitaliz-
ing the enzyme industry by providing more eco-
nomical methods of changing chemical structures
to enhance performance. Before genetic engineer-
ing, enzymes added to laundry detergents to re-
move stains and brighten colors could not be pro-
duced economically. According to some industry
observers, most industrial enzymes will be pro-
duced by genetic engineering n'ithin the next de-
cade.

Industrial biotechnology activity focuses, to a
large extent, on researcl.r and the. discovery of bio-
logical information useful to the development of
new products. According to L.l.S. lrulustry atrLl Tmtlt
Orrtiro,t 1998, most biotech companies are unprofit-
able and rely instcad on income from equity invest-
ments, public offerings, and rese,arch and develop-
ment contracts. The U.S. biotechnology enterprise
is research-intensive, spending roughly 10 times
more on rc'search than other U.S. industries. New
information about the genetic origin and pathwav
of diseases is being uncovered at a remarkable rate,
and drug companies, both U.S. and foreign, have
increased accluisitions and alliances with U.S.
biotech companies to gain a foothold in the latest
generation of technologies and to access genetic
information to develop nerv products. Many of the
strategic alliances occurring in the 1995-1996 period
between biotechnology companies and established
firms were in the emerging areas of genomics and
gene therapy.

U.S. INDUSTRY GROWTH PROIECTIONS FOR
THE NEXT FIVE YEARS
Although trade data on biotech-derivc'd products
are unavailable, the U.S.-based biotechnology in-
dustry contributes to a positive trade balance. Most
top-selling biotech products on the market are de-
veloped by U.S. companies and are being produced
domestically for export or licensed for production
abroad. Biotech companies also receive patent roy-
alties and contract research and development pay-
ments. The major foreign markets for U.S. biotech
products closely parallel those of the pharmaceuti-
cal industry, e.g., the European Union, Japan, and
Canada. The positive export earnings trend should
continue at least for the next five years as the U.S.
private and public sectors still account for the

Frture grozoth rates will depend on

the leael of research and deaelopnent,

regulatory approaal of new products,

demonstr at i on of price I perf ormanc e

adoantages, afld consurner acceptaflce.

Me dic al b io te chnolo gy rel) eflue s are

expected to increase by at least

10 percent annually oaer

the next fiae years.

preponderant share of worldwide research dollars
and numbers of biotech products in development.
However, export growth of genetically modified
crops will hinge on timely approval by foreign
regulatory authorities and acceptance by consum-
ers.

Future growth rates will depend on the Ievel of
re'search and clevelopment, regulatory approval of
new products, demonstration of price/ performance
advantages, and consumer acceptance. According
to U.S. InLlustry tnd Tradt Ort/ook 1998, medical
biotechnology revenues are expected to increase by
at least l0 percentannually over the next five years,
given an increase in the number of biotech-derived
medicines in advanced stages of development and
bc.cause ofprogress in FDA regulatory reform which
is leading to quicker approval of new medicines.
Sales are expected to climb at nearly 20 percent
annually over the next five years. Overall sales for
the biotech sector are expected to reach Sl2 billion
bv 1998.rnd 518 billion bv 2002.

INDUSTRY LINKAGES WITH
MEDICAL SCHOOLS
The relationships between Colleges of Medicine
and the need for nearby laboratories is evident from
prior historical relationships. Most campus land
areas have very limited available sites to provide
the spact'for ntu'lab buildings. Funding and deliv-
erv systems necessary to satisfv growth opportuni-
ties in the biomedical testing industry is better
suited b the private sector as opposed to the inex-
perienced constructing staffing in the college envi-
ronment. A college usually links its research effort
to contract research grants from several domestic
pharmaceutical companies with testing activities
occurring not only on campus, but on the- critical
mass (available sites) to expand the connection
betn een academia and private industry. Below are

project, completinS the virtuous circle of service
branding."'a)

According to Stephen Moore, it makes no sense to
brand a regional shopping cente'r for the shopper.rrl
Moore says, "What they're (shopping centcr com-
panies, supplied) doing is not branding; it's closer
to institutional advertising."rrr Moore goes on to
say that the analogy of successful branding of other
companies, products, and services may not work
with shopping centers. "Think about when the
choice of where to shop is made-When we're
home 30 minutes from the mall. It's about conve-
nience."'r3

Ziccardi and Moinr! ask the question "ls a Great
Name Enough to Make a Successful Brand?" The
answer, they claim, is that there is a Iong list of
products and stores that stand for nothing in the
minds of customers. Unfortun.rtely, according to
Ziccardi and Moin, the people behind these prod-
ucts or running these stores do not know it. They
s.'ry that consumers are not fooled and, eventuallv,
these products and even the stores disappear.

Mottramrs states that, "The most important factor
that shapes the corporate brands of tomorrow will
be the increasing sophistication of consumers. When
it comes to consumption, the public is increasingly
media-advertising-design-brand- literate and, af-
ter more than 50 years of the consumer society, has
lost its naivete. It seems unlikely, therefore, that
companies will ever be able to 'dazzle' the consum-
ers with empty promises again. This has funda-
mental implications for all brands, not least for
corporate brands."

CONCLUSION
In order for branding to be a worthwhile endeavor
for a given shopping center company, it nec'ds to
bring something to the party that is better than or
different from what every other shopping center
company is doing. There has to be a special quality
or special qualities that one shopping center com-
pany has that another does not. With those cluali-
ties comes a promise from the shopping center
company to consistently deliver them to the con-
sumer.

Shopping centercompanies must create in the minds
of their customers an engram, where the name of
the shopping center companv is independent of the
designate.d shopping venue. As with We'stfield (su-
pra), the consumer's mindset as they think about a
shopping trip needs to be such that they want to go

to branded mall instead ofjust a generalized idt'a ttr

trek to the local shopping venue.

lf it can be done correctly, brandirrg can be a pow-
erful tool in the shopping center marketing "tool
box." lf donc incorrectlv, all the shopping center
company will have accomplished is to slap its name
onto its centers with no discernable end result.
Branding can enablc a shopping center companv to
tap into a set of stored values and create a covenant
relationship with the customer.

Shopping center companies need to realize that the
branding process can occur verv quickly in the
current age of "hype marketing." Brand e'quity can
result in the necessary awareness, perceived qual-
ity, and strong associations that shopping center
cclmpanies want to creilte in their customers.

It is up to the shopping center companies to deliver
the goods. They not only need to markc't thenrselves
to consumers. Shopping center companies must
market their centers to the desired retail('rs. It is a
territorial imperative that the shopping centcr ven-
ues contain the retailers that customers want to
shop. A shopping centc,r company can creirte all the
brand ecluity it desires, but if a customer wants to
shop at Old Navy, TJ Maxx, Abercrombie & Fitch,
etc. and the given center does not have that Particu-
lar retailer, the customers will go where those retail-
ers are located.

Central place and ag5;lomeration theories are im-
portant in this context. The largcr and more proxi-
mate' the center, th(' stronger likelihood that cus-
tome'rs will shop there. Delighting the customer
once they make the iourney to the center is the
essence of whether branding in a given instance
will be e,ffective.

lf shopping center companies can deliver the shop-
ping center experience in an entertaining and inter-
esting environment with the kind of retailers that
customers want to shop in a convcnient venue, then
branding mav be a worthwhile endeavor. If not, the
shopping center company will likt'lv stand for noth-
ing in the mind of the consumer and they will not
survive the branding.*,,
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THE SEVEN MAJOR APPLICATIONS OF BIOTECHNOLOGY

Health Care
. Pharmaceutical

Therapeutic drugs
Vaccines

r Diagnostics
Monoclonal antibody-based tests
Cenetic probes and DNA amplification
Agents to improve in vivo diagnostic imaging

. Gene therapy

. Tissue replacement

. Veterinary disease diagnostics, therapeutics, and vaccines

' Animal and plant "factories" to produce pharmaceuticals and chemicals

Agriculture
I New plant varieties for new or improved foods
. Safer pest control
. Plant disease diagnostics
. Improved livestock for food production
. Veterinary disease diagnostics, therapeutics, and vaccines
. Animal and plant "factories" to produce pharmaceuticals and chemicals

Food Processing
. Microbial starter cultures, enzymes, and vitamins
' Food contamination test kits

Marine Biotechnology
. Novel pharmaceuticals, chL.micals, and biomilterials

Industrial Processes
. Organic chemicals
. Mineral recoverv
r Bioelectronics
r Waste stream reduction
. Environmentalclean-up

' Energy production
(bioremediation)

New Understanding of Biological Systems
. Understanding human disease
. Deciphering the human genome
. Setluencing genomes of microorganisms and plants

Laboratory Instrumentation and Techniques to Support Life Sciences Research,
Development, and Manufacturing
. Nuclt'ic acid amplification technology
. Combinatorial chemistry

Soura: Arlapl*l frorl Biotechnology, Mdtt 1995, CalilLvnio Tradt, and Commcrct Agtnry
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used for in vitro (test tube) or in vivo (administered
in thL" body) testing.

ln vitro diagnostic substances are used for diagnos-
tic tests that are pcrformed in containers or instru-
ments and are used for identifying and measuring
normal or abnormal constituents of body fluids or
tissues. In vivo diagnostic substances are taken
internally to enhance the images of targetcd body
organs or functions during a diagnostic imaging
procedure suclr.rs nr.rgnetic rcs()nance imaging or
computed tomography. Diagnostic substances are
used for the earlv detection of disease, to distin-
guish betrveen diseases, or to monitor a present
condition or level of therapy.

Domestic Trcnds
According to the above-mentioned LI.S. /rrrlrrs-

try nnd Trnde Out loo,t 1998, the d iagnostic substances
industry is considered a mature industry in devel-
oped economies and one dependent on an increase
in the patient population and the introduction of
innovative products to spur gror^,th. Health care
cost-containment, consolidation among producers
and users, and advances in molecular biology are
among the forces reshaping the diagnostics indus-
try into the next decade. Sinc€'the earlv 1990s, cost-
containment programs to reduce health care expen-
ditures in the U.S. and major foreign markets have
placed diagnostic tests under greater scrutiny as an
area for potential savings. Thc spread of managed
car€' organizations and consolidation h,ithin the
ranks of hospitals and clinical laboratories, by far
the largest end-users of diagnostic substances, have
pressured suppliers to reduce prices. In this cost-
cutting environment, there is a trend ton'ard in-
creasing the automation of testing equipment to
handle more tests with faster turnaround times.

Nonetheless, an increase in demand for cliag-
nostic tests and U.S. produce,rs' international com-
petitiveness have resulted in healthy gains for the
industry over the last several years, The U.S. sup-
plier industry is diverse, comprising more than 500
companies involved in developing nen, diagnostic
tests, although only a handful dominate the U.S.
market- Likewise, about l5 companies, mainly U.S.
and European, account for 75 percent of the world-
wide sales of diagnostic substances. Most of the top
foreign companies operate in the United States and
have invested in or acquired U.S. firms.

BIOTECHNOLOGY
Biotechnology is defined [y r,;rrious U.S. govem-
ment publications as a set of e'nabling technologies

Domestic Trenils
More than 1,300 enterprises in the United States,

ranging from start-ups to multinationals, are in-
volved in industrial biotechnology, employing well
over 100,000 people. Sales ofproductsmade through
biotechnological means by U.S.-based firms, virtu-
ally nonexistent in 1982, rvere estimated at $9.7
billion in .1996 and 910.8 billion in 1997, an 11

percent increase over '1996, accordinB to Consulting
Resources of Lexingkrn, Massachusetts. Covern-
ments usuallv gather data concerning industries
based orr the product or service produced, not on
the method of manufacturing. Consequently, sales
of products made through biotechnology have not
been collc.cted as a separate industry, but have been
encompassed within traditional industry catego-
ries.

The greatest comnrercial impact of biotechnol-
ogy is in the discovery and production of new
pharmaceuticals, sa fer vaccines, and faster and more
reliable diagnostic tests. By 1996, 16 different drugs,
one vaccine, several in vivo diagnostic imaging
agents,and hundreds ofin vivo diagnostic tests had
reached the market, generating about $8.9 billion in
1996. Estimates of the exact number of biotech-
derived medicines under development vary, but
the upward trend is unmistakable. A 1996 survey
by PhRMA found that 284 biotech medicines were
in development, an l1 percent increase over.l995,
*'ith the largest increases occurring in gene therapy
and vaccines.

Tablc 2 lists the seven major applications of
biotechnology.

Biotechnology plays a vital role in the develop-
ment of tests to diagnose elusive food pathogens.
A 1996 federal regulation designed to reduce the
incidence of food poisoning in meat and poultry
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that use organisms or their cellular, subcellular, or
molecular components to make products or to
modify plants, animals, and microorganisms to
carry desired traits. Advances in molecular biology
in the last 25 years have led to the development of
recombinant DNA or genetic engineering, mono-
clonal antibodies, gent' therapy, DNA amplifica-
tion, genomics, and other technologies that have
become workaday tools in life sciences research.
These techniques provide scientists with the means
to uncover the genetic codes of organisms, find new
substances of potential industrial value, and modify
the genetic makeup of organisms with far greater
precision and speed than previously possible.



Is OncnNrc CuaNGE A Brrrrn
OprroN rHAN AceursrrroNs
AS A Gnowrn Srnnrncy?

rganic growth strategies appear to be gaining favor as real estate
firms find a lack of public market support for mergers

and acqu isitions. This manuscript explores the record of M&A
transactions, both in the general business communitv and the real estate
industry, and how. they can be utilized more e'ffectively. Organic growth
initiatives, which are broadly defined to include all non-acquisition
strategies, are then discussed with some thoughts on how they can be
successfully implemented.

HOW DO MERGERS AND ACQUISITIONS MEASURE UP
AS A GROWTH STRATEGY IN GENERAL?
Severrrl studies conducted ove,r the last 12 years conclude that most
merge.r and acquisition transactions, involving all tvpes of firms, fail to
create positive shareholder value, (Eriiblt 1).

These studies identify the primary causes of M&A failure as being due
to a variety of factors:

. Weak core businesses

. Target size too large

. Overly simplistic appraisal of market potential

. Overestimation of synergies

. Overbidding
' Slow post-merter integration
. Inadequate due diligence
. Lack of compelling strategy
. Conflicting cultures
. Lack of vision
. Lack of alignment

Table 1

GLOBAL DEMAND ISSUES
According to the U.S. Department of Commerce,
International Trade Administration's Chemicals,
Pharmaceuticals, and Biotechnology Division, in
its publication, LLS.lndustry nnd Tradc Outlook'1998:
Chu cals and Allitd ProrTucls, the United States leads
the' worldwide pharmaceutical industry in market
share, research and development (R&D) spending,
and the development of new therapeutic products.
American firms accounted for 30 percent of the total
worldwide markel in 1994, followed by Europe (27

percent); Japan (22 percent); Latin America (7 per-
cent); Southeast Asia (6 percent); and other areas (8

percent). In terms of R&D spending, U.S. compa-
nies account for about one-third of all pharmaceu-
tical R&Dwork worldwide. U.S. firmsspend heavily
on new drug R&D, and enjoy a high degree of
productivity from those invcstments. Of the 265
ma jor neu' drugs developed between 1970 and
1992, almost half originated from U.S. firms, based
on data from the Pharmaceutical Research and
Manufacturers of America (PhRMA).

U.S. companies have found eager markets abroad,
espccially in dcvelrrping and emerging econ()mics.
Based on PhRMA data, U.S. pharmaceutical com-
panies expanded their drug sales from $'10.5 billion
in 1980 toan indicated S33..l billion in 1996. Readilv
available and relatively low in cost, prescription

drugs are typically the first line of medical therapy
throughout theworld. With leading U.S. dru5; manu-
facturers generating, on average, close to two-fifths
of their sales abroad, U.S. firms are affected by
overseas demand, the tempo of foreign business,
international regulatory conditions, and fluctua-
tions in the dollar compared with other world cur-
rencies.

The European Community's Economic Union,
formed in 1993, has made marketing in Europe
more efficient and has streamlined the process for
new drug approvals there. The union's new Com-
mittee for Proprietary Medicinal Products is a uni-
versal regulatory agency; drugs approved by this
organization are automatically cleared for market-
ing in all 1S-member states. [n the past, regulatory
clearance had to be obtained in each countryr where
a drug was to be sold. Foreign sales have benefited
recently from the formation of the economic union,
the passage of NAFIA in 1994, and the revision of
the Ceneral Agreement on Tariffs and Trade in
1995.

DIAGNOSTIC SUBSTANCES
The diagnostic substances subsector (SIC 2835) in-
cludes companies that make chemical, biological,
or radioactive substances for testing blood or other
bodily fluids and tissues. These substances may be
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RECOMMENDED BIOSAFETY LEVELS (BSL)

AND BARRIER DESIGN STANDARDS

So rcr': Naliott.tl lrlstill.tus of Health

Barriers

Primary Secondary
BSL Bio-Agents Equipment Facility

l
Not known to cause

disease in healthv adults None Required
Open bench counters with

top sink required

Associated with
human disease

Containment devices
including: lab coats, gloves,

and face protection

Autoclave devices should
be available as required

3

Indigenous or exotic
agents with the potential
for lethal consequences

BSL Two plus respiratory
protection as needed

BSL Trvo plus physical
separation, negative airfl oir',

and no air recirculation

Dangerous/L'xotic agents
which pose high risk of
life-threatening disease

Full-body,
air-supplied, positive

pressure personnel suit

BSL Three plus totally isolated
zones, dedicated air supplv
exhaust, and decon systems

I

l6 Re ,rr Esurr lssuls, Spirtg 2000 .ll

I I

,l
I



DEUaND FoR

BrovrEDrcAL FacrurrEs
h1 Oakleigh I . Thorne, CRE

J-lrior to discussing the overall market demand for biomedical

l7 buildings or laboratories, it is important to understand construc-
I tion and design attributes relating to various facilities and the
safety features presently required to work with bio-bxins. Building
design and handling practices and policies have been evolving since
19.11. Although modest improvements in interior barrier designs and
handling practices were evident since that time, significant and fornral
building design and practice changes occurred after 1980 with the
discovcry of the HIV. Even prior to this discovery, there was growing
concern over the treatment of me,dical waste and its disposal. Since 1980,

formalized approaches to facility design and the construction of pri-
mary and secondary barriers which impede the transmission of harmful
pathogens have become national standards.

Present facility design and construction has evolved into four design
types kno*,n as Bio-Safety Levt'ls (BSL), and building classification
depends on the biological agents present in the facility. Understanding
the building type enhances the appraiser's knowledge regarding mar-
ketability, demand, and probable target industrv issues. Tri&le' 1 outlines
the current four biosafety levels.

Each of the BSLs listed in Tnblc' t have different design conrplexities and
related costs. Although labor and wage rates vary nationally, material
and t'quipment prices remain fairlv constant. At the risk of using .r

generality, construction costs to produce buildings that are BSL 4
compliant can range. in excess of $700 per square foot and even higher.

A review of the biomedical and microbiokrgical industry provides a

brief insight into the denland potential for obtaining tenants to fill
proposed or existing laboratory buildings.

Exhibit 1

McKinsey and Company found that only 23 percent
of corporate mergers recovered costs. Furthermorc,
many top managers regarded cultural chemistry as

a pesky detail that could safely be left to the folks in
human resources.

Some studies indicate that most transaction value,
if not all, goes to the acquire'd firm, with the biggest
stock increases occurring,ust.rfter announcement.
Furthermore, while acquisitions outside the
acquirer's existing business can be strategic, Wall
Street may not recognize added value. Many con-
glomerates have spun off previously acquired
firms in order to avoid Wall Street's pricing "pen-
alty."

Interestingly, neither the strategic nature of the
acquisition or the price paid increases the odds of
success significarrtly.r On the contrarv, the more
strategically motivated tht' buyer, the higher the
premium paid, especially in industries such as real
estate that are undergoing fundamental restructur-
ing. After discounting strategv and price as primary
factors of transaction success, the probability of
creating value is dramatically improved by supe-
rior post-mergL'r execution. Basically, an M&A deal
is won or lost after it is closed.

REAL ESTATE FIRMS
REIT mergerand acquisition activity garnered many
of the industry headlines two-three years ago. By
.1999, hou,ever, activity had decreased dramati-
cally.

In the first two quartc'rs of 1998, 40 real estate M&A
transactions were closed or pending, representing
an aggregate value of $31.5 billion - one and one
half times greater than all of 1997.r ln i999, how-
ever, only eight public REIT M&A transactions
valued at $7.8 billion rvere completed.{

Several of these mergers reflected REITs becoming
more involved in activities with higher returns
such as cold storagc, gaming, and international real
estate. It also reflected incre.rsing venture capital
activity with several new REITs focusing on prisons
and auto dealerships.

There also was an emerging school of thought that
great€'r economic size was inevitable in a mature
industry such as real estate and that mergers were
the bcst way to crcate larger economic units.' Sev-
eral managers believed that mergers should be
accomplished as rapidly as possible in order to
"bulk up" while potential acquisition targets were
still available, many at less than their Net Asset
Value (NAV). Creater scale also would lead to
lower operating costs, it was believed, as fixed costs
l,ere absorbed ovtr a larS;er revenue base. This
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PosFMerger: Success or Failure? '

Study Year of Study
Number of
Companies

Definition of
Failure Percent Failed

McKinsev 1987 6
Did not earn back

capital in three years 77'n

Me rcer l9q5 150
Poor shareholder returns

after three years
50'+

Coopers &
Lybrand 1996 125

21-

Low revenues, cash flow,
profitability

Mercer 1997
Poor shareholder returns

after three vears

63% (1980s)

48% (1990s)
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ln Exhihit 2, the frenetic M&A activity in the first
half of 1998 was largelv drivt'n by a desire to
maintain the strong revenue growth that REITs
had c'xhibited in 1996 and 1997. At that time, the
REIT market had outperformed the S&P 500 in 13
out of the previous 21 years and five out of the
previous seven years.



Exhibit 2

Public & Private REIT
M&A Transactions

l:
1::

-l

ISource: Prudential Real Estate ltl.:.,csltrts

Secuitv Data CorpL,ration

(Dollars in billions)

strategy appeared to be generallv supported by the
market, with larger REITs tending to have higher
market valuations.n

There were also several "strategic" mergers. Avalon
Properties acquired Bav Apartment Communities
to create a national organization. Security Capital's
Pacific and Atlantic entities merged to accomplish
a similar objective. BRE Properties acquired a divi-
sion of TrammelCror,r' Residential (TCR) in order to
secure a development pipeline in gror.r,th-con-
strained Western markets and the management to
successfully implement that strategy. Merry Land
& Investment Co. and Cables Residential Trust
picked up other TCR units.

The first two quarters of 1998 represented the end of
the 1996-98 REIT merger flurry with only a few
transactions occurring during the remaining six
months. At year's end, the total REIT merger vol-
ume stood at $34.2 billion. A significant number of
these transactions involved private companies merg-
ing into public firms.

How successful were these mergers? Siering and
Mclntosh compared the investment performance
of 34 REIT mergers with thebroader Morgan Stanley
REIT (RMS) Index for the 199G98 period.: They
concluded that the merged companies generally
under-performed the RMS benchmark subse<1uent to
the completion date. The researchers attributed this
to:
. Investors clearing out positions in one or both of

the merging companies;

Failure to realize cost savings through econo-
mies of scale;
Problems created by a conflict of company cul-
tures

Their conclusions nere'the same even after testing
for different sub-sets of the time period and whether
the firm was the bidder or target company. They
concluded that there was only a 29 percent to 39
percent chance of a merged firm outperforming the
RMS Inde.x. Siering and Mclntosh also looked at the
level of trading volumc of the merged companies
and concluded that, while trading volume increased
in the first month before the merger, it returned to
historical volume levels within 12 months.

HOW CAN MERGERS AND ACQUISITIONS
BE UTILIZED MORE EFFECTIVELY?
Most of the research seems to point to the post-
merger period as being the critical time during
which a merger either succeeds or fails. Hersham
identifies three attributes of post-merger manage-
ment that correlate rvith above-average success:"

Compelling deal logic, well-communicated both
internally and externally;
Close attention to aligning the mcrging compa-
nies' cultures and other organizational attributes;
The overall speed and focus of the transition

ProSram

Another study indicates that acquisitions of firms
related in product/ market or technological terms seem
to create higher value than unrelated acquisitions.'

Concentrations of one ethnic group alone appeared
to be a negativc factor, but the data was not entirely
conclusive in this regard, since ethnic diversity
appeared to be a positive factor from a value per-
spective. Of particular interest was the lack of a

direct linkage between residcntial market perfor-
mance and SAT scores. ln all eight cities, SAT scores
rvere belor,r, the state average.

Employment growth in six cities had either de-
clined, or was relatively flat, compared k) an eight
to l0 percent e'mplovment growth in Quincy and
Somerville from 

.l990 to 1998. What also appeared
to be significant in explaining residential values
was the mix, or type of employment, particularly
the mix between manufacturing, trade and services
cmplovment. Those cities rvith the least reliance on
manufacturing jobs (e.g., Quincy) tended to exhibit
the best performance within their reside,ntial mar-
kets (Frgur' 3). Cities like Fall River, Lawrence, and
Lynn which were relatively more reliant on tradi-
tional manufacturing emplovment, and their for-
sale residential market values had dcclined from
I990 to 

.1998. 
It is unclear whether this is a reflection

of pay scale differential between manufacturing
emplovment and trade/service emplovment or a

"stigma" associated nith living in an older manu-
facturing communitv. However, \^,hat is true is that
the cities in Massachusetts with the gre.atest con-
centration of manufacturing were also the furthest
awav from Boston, the "ccnter of gro['th," so per-
haps they have been slorver to transform their eco-
nomic base to a more service.-oriented cconomv.

Finally, housing stock characteristics were rela-
tively insignificant in explaining for-sale and rental
rate differentials between cities. Mort' specifically
there was no direct correlation between either the
age of the housing stock, or the owner/renter mix,
or unit densitv, in explaining value differences.
Also, because' these cities are largelv built-out, there
had been no major additions to the supply of hous-
ing during the past decade. Naturally the data
utilized did not factor in such intangibles as archi-
tectural detail. However, one housing variable did
prove to be important, and that related to the per-
cent of the rental stock that was subsidized. This
data suggested that cities with more than l0 percent
of their rental housing stock allocated to subsidized
housing were the most advtrselv impacted from a

residential real estate value.s perspective.

CONCLUSIONS
Older urban areas outside of major U.S. citics repre-
sent a good rcsidential invcstment opp()rfunity in

the new millennium. Selected socio-economic data
can be useful in helping identify which older urban
areas to invest in, however by themselves, the data
only provides part of the ansrver for an investor.
Demographic trends appear to be important indica-
tors of future residential performance, so an older
city which seeks to reposition itself for the 20 to 29

vear<rld market is one to \^,atch, even if its popula-
tion is declining and its school system (as measured
by SAT scores) is below average. Also of impor-
tance appears to be the mix ofbusiness within a city,
particularly if the emphasis is on the service sector.
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Finally, and perhaps most important, the question
of location remains an important variable, although
one which was not cluantified in the case studv. For
example, both Quincy and Somerville have direct,
frequent connections to the Massachusetts Bay Tran-
sit Authority (MBTA) rail system, which makes
them relatively more accessible to downtown Bos-
ton. Other cities, such as Lynn, Brockton, and
Lawrence also have rail connection to Boston, how-
ever the frequency of service is substantially less
than Quincy and Somerville. Clearly the MBTA has
markct appeal to the 20 to 29 year-old age group/
because thev are the ones wlro are driving up resi-
dential values in the older urban cities outside of
Boston.*r,
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THE IBM-LOTUS MERCERIO
Factors that intuitively would result in a successful
merger were carefully considered before IBM an-
nounced its $3.5 billion acquisition of Lotus Devel-
opment Corporation in 1995.

Strategically, IBM gained a leadership position in
a key market in which it would have otherwise
been struggling. Conversely, Lotus gained the re-
sources to iump-start the sales of its flagship prod-
uct, Nolt's, which was being pushed into irrelevance
by a marketplace increasingly dominated by
Microsoft.

Many observcrs thought that the merger would not
succeed, trelieving that Big Blue's buttoned-down
culture would dominate the creative and freespir-
ited softrvare firm. They also feared that the uncer-
tainty surrounding organization, compensation, and
managcment would cause a large exodus of Lotus
executives. But IBM needed Lotus as much as Lotus
needed it, and IBM didn't let ego or dominance
prevail. Insteatl, IBM executed a clear, simple, and
carefully thought-out plan that:

Offered a generous price - high e'nough to halt
potential bidders - avoiding protracted talks
and negotiations;
Moved quickly, reassuring Lotus employees its
commitment to Nolcs, and of management au-
tonomy, strengthened by an extensive public
relations campaign with the high-tech commu-
nity, investors, and customers;
Took steps to maintain Lotus' cultural values,
including appointing a dedicated communica-
tions person between the two c()mPanies;
Maintained Lotus systems, benefits, compensa-
tion, and st()ck ()ption programs;
Practiced patience at every crucial juncture, ac-
ceding to the wishes of the acquired comPany
rather than forcing its will during the volatile
period when connections were being made and
relationships formed.

By any reasonable measurc', the deal has been a

tremendous financial success, meeting and exceed-
ing nearly all strategic objectives.-rnd projections.
With this transaction, IBM turned an $8 billion loss
in 1993 into e,arnings of $6 billion bv 1997, while
adding $75 billion in market capitalization. It's
no wonder why this deal has become a "best-
practices" blueprint for M&A.

HOW CAN A REAL ESTATE FIRM SUCCESS.
FULLY DEVELOP AND USE AN ORCANIC

GROWTH STRATEGY?
Despitc' the success of the IBM-Lotus merger, a firm
that considers mergers and acquisitions as its core

Browth strategv will, at some point, if not already,
be disappointed. REITs and other real estate firms
who wish togrowshould now, more thanever, give
serious consideration to organic Srowth as a more
dependable way to accomplish strategic objectives.r'

lnitiatives that enhance productivity or increase
market share (revenue based), or those that reduce
expense or improve efficiency (cost based), allow a

real estate firm to grow in an orderly fashion, build-
ing a strong organization along the way.

There are numerous ways to stimulate organic
growth, encompassing a broad array of restructur-
ing tactics:rr

New product introductions and new business
initiatives, including joint-ventures, strategic al-
liances, etc.;
Cost-cutting programs such as downsizing, shed-
ding poor performing products or business units,
space consolidations, etc.;
lmplementing elficiency-cnhancing prog,rams
such as systems upgrades, reorganizing busi-
ness units, relocations, etc.

Recent studies of the performance of restructured
firms provide some interesting, and often conflict-
ing, findings. Some studies conclude that restruc-
turing can improve cconomic performance and
growth, but others report negative findings. This is
probably due to the diverse array of company ac-
tions taken, including, for example, selling off ma-
ture or unprofitable business lines for new business
units, eliminating debt, repurchasing stock, and
downsizing work forces.

ln a recent review of research on the subject, Bow-
man and Singh analyzed three types of restructur-
ing:1r

Portfolio restructuring - significant changes in
the mix of assets owned by a firm or the lines of
business in which a firm operates, including
Iiquidation, divestitures, asset sales, and spin-
offs;
Financial restructuring - significant changes in
the capital structure of a firm such as leveraged
buyouts, leveraged recapitalizations, stock
buybacks, and debt forequity swaps (the current
capital markets have made these somewhat more
difficult to execute);
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Organizational restructuring - signi ficant
changes in the organizational structure of the
firm, including divisional or operational rede-
sign (increasing productivity or efficiencies), and
emplovment downsizing (reducing costs)

There are clearly some trade-offs in any restructur-
ing. For example, over the short-term, reductions in
overhead may appear to have been successful, but
the corporation could have exhausted its profit-
producing ability along the wav. The firm also may
not have carefully considered the krnger-term im-
pact of its cost cutting activities, and as a result, did
not make other changes necessarv to improve the
Iikelihood of success.

WHAT ARE THE BENEFITS TO INVESTORS?
Bowman and Singh argue that restructuring perfor-
mancc measurcs are cither based on market perfor-
mance (movement in stock price, typically realized
quicklv) or accounting performance (return on eq-
uity, return on investment, and growth measures,
realized over a succession of periods).

The authors found that financial restructuring
had the strongest positive returns among the
samplc of studies analyzed, but this is largelv dut
to high returns reported in leveraged and manage-
ment buyout transactions. I)ortfolio restructuring
displayed the next highest returns, with organiza-
tional restructuring having the least impact (E.r-

hibit 3).

Exhibit 3

These results indicate that organizational initia-
tives alone provide little or no impact. The authors
further refined their analysis and determinc'd that,
when orp;anizational restructuring is combined with
portfolio restructuring, a higher likelihood of posi-
tive effects on performance will occur. Thus, orga-
nizational restructuring is more likely to be effec-
tive when accompanicd bv changes in the business
portfolio of the firm, or, in other words, as part of a
larger overall strategy. The companies in the Bow-
man and Singh study offered the stock market a

range of reasons for their organizational changes.
Among the leading rationales were:

An analvsis of these firms revealed how the stock
market responded to the change announcements.
When the announcement offered no explanation,
the market, on average, did not move'. When the
firm reported that its actions sought to take advan-
tage of investmentopportunities orto achieve greater
operational efficiencies, stock prices increasecl mod-
crately.

The authors also found that the initial impact on
the company's accounting measures was not fa-
vorable. Earnings performance' generally does not

will indicate, this fact is starting to happen in
Massachusetts, and is likely to occur elsewhere
in the U.S.

CAN SOCIO-ECONOMIC DATA BE USED TO
IDENTIFY INVESTMENT OPPORTUNITIES?
For this case study,20 variables were evaluated to
see whethtr or not thev could help explain the
performance of the residential housing market in
eight cities in Massachusetts (rcft,rmced it Tabh:1)
from 1990 to 1998. Although thc'se cities, whc-n
averaged krgether, under-performed the overall
market, some pe'rformed better than others- The
objective n as to see if selectecl socio-economic data
could be used to explain the performance differen-
tial between the eight cities, as r.r'ell as provide a
basis for predicting future performance. Residt,n-
tial market performance was measured in terms of
mcdian single-familv and condominium unit pric-
ing, as well as median rents.

The 20 key variables used in this analysis were
grouped into three broad categories, and are dis-
cussed below. This data was chosen because it is
readily available to prospective investors through
both the public sector and private vendors, and
bec.ruse it providcs a broad socio-economic over-
view of a city.

Demographic Tren dsr These variables included
population and l.roust'hold trends; social and
ethnic composition; age distribution of the popu-
Iation; change in median housthold incomc;.-rnd
Scholastic Aptitude Test (SAT) scores.

Housing Characteristics: These variables in-
clude the mix of single-family and multi-family
units; unit density per acre; the mix of renter
versus owner-occupied housing; the age of the
housing stock; and the number of rental-assisted
housing units in the citv.

HOW DID THE RESIDENTIAL MARKETS IN
THE EIGHT CITIES PERFORM, AND WHY?
Referring to Figurc 'l and Figure 2, the housing
market performance of each of the eight cities is
graphed. In Figure 1, median single-family residen-
tial prices are iilustrated for 1990 and 1998. As the
graph illustrates, Somerville and Quincy, two cities
outside of Boston, outperformed the residential

Most of the politicians zoant to
place fiole efiphasis on good

planning and mass transit and place

less emphasis on suburban spraTal.

This shoultl translate into more

funding for urban reileoelopment,

znhich zaould ilirectly benefit the

srnall- to ,nedium-sized cities uhich
hazte the aaailable infrastructure

to accommodate grozu tlr,

Equally important, many suburban

areas thloughout the U.5., and

particularly in the Northeast, are

seekiflg to slozo grozuth.

market of the State as a whole, whereas the remain-
ing six cities actually experienced a decline. For
resiclential condominiums, the performance of all
eight cities was significantly below that of the State
as a u,hole (no illustration is provided). Referring to
the data in Fiqurc 2, residential rents increased in all
eight cities, as well as the state, from 1990 to 1998.

Thegreatest percentage increases in residential rents
were. in Somerville and Quincy, the two cities which
also experienced the greatest increase in single-
family housing values.

Can readily available socio-economic data help ex-
plain the overall under performance of the eight
urban areas, when averaged totiether? Secondly,
can this same data help explain why Somerville and
Quincy outperformed the other six urban areas?
The answer, in part, is yes. Let's explore why.

In general, the demographic statistics appeared to
be the most revealing, and data relative to the
housing stock, the least important in terms of ex-
plaining residential appreciation rates. More spe-
cifically, all eight urban areas either experienced
overall population declines, or exhibited no real
incrc'ase in population (Iablt, 1). However, while the
population was declining, the number of house-
holds in a number of cities, particularly Quincy and
Somerville, was increasing. AIso, the best perform-
ing markets had the highest concentration of people
in the 20 to 29 age group, which correlates closely
with the increase in the number of households.

Average Impact of Restructuring
on Company Performance 'n

Restructuring
Method

Mean
Improvement

Median
Improvement

7c Positive
Means"

Number
of Studies

Average
Sample Size

Il rrt folio 5.6(/, 2.97( 861./, 2l 15.1

Financia I 38'{ 25q 86'.',i 27 35

Organizational -.2,,| t(/. 507 I 207

32

Source: Bou,man, Singh
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. Preparation for expansion into new markets or
product lines;

. Actions to improve decision-making or opera-
tional efficiencies;

. Steps to reduce operating costs

. Econornic Trerdsr These variables included la-
bor force and emplovment trends; trends in the
number of businesses; average annual wages;
and propL'rty taxes.
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1998 Population of Targeted Cities in Massachusetts

Souru: Claritas, Inc- anLl RKC ,4sso.,'rk's, 1r.

City -1998 Population % Change Since 1990

Lowcll

New Bedforcl 96,108 -3.8'X

Brockton q) \7q -0.4,1

-2.4.1

t).97(

Fall River 90,.1.13

Quincy 85,733

[-ynn 80,786 -0.6v(

Somerville 74,272 -2.6"/,.

Lawrence 68,563

Table 1

opportunity when viewed from an investment per-
spective? The authors believe they do, under cer-
tain circumstances.

Several overall trends suggest that the smaller, older
urban areas will see improved performance of their
residential real estate, and each of these trends are
discussed briefly:

Smart Grouth: Most of the politicians want to
place more emphasis on good planning and
mass transit and place less emphasis on subur-
ban sprawl. This should translate into more fund-
ing for urban redevelopment, which would di-
rectly benefit the small- to medium-sized cities
which have the available infrastructure to ac-

commodate growth. Equally important, many
suburban areas throughout the U.S., and par-
hcularly in the Northeast, are seeking to slow
growth.

Lifestyle and Demographics; Two age cohorts,
the 20 to 29 year-olds, and the 55 and over
groups, have the potential to be attracted into
older urban areas if the cultural amenities can be
sufficiently enhanced to appeal to the lifestyle
interests of these groups. Many smaller cities,
such as Portsmouth, NH; Burlington, VT; and

Portland, ME, have already demonstrated this
potential by focusing on culture, restaurants,
and specialty retail, taking advantage of their
waterfront selling. The potential for this trend k)
continue is substantial, and the opportunity to
link this initiative together with colleges located
in older urban areas will become increasingly
important. Likewise, many smaller cities are be-
coming more sophisticated, developing urban
entertainment centers and sports and cultural
attractions, again directed to these targeted mar-
kets.

Grouth ittDozuntoutn Employment inthe Major
Cifies.'Many of the major cities in the U.S. have
experienced a tremendous resurgence in their
downtowns as a result of concerted planning
efforts over the last20 years. For example, Boston
has created over 50,000 new jobs in the past
decade, many in the financial and legal services
and technology sectors. This factor, coupled with
the related development of cultural/restaurant
venues, has lured workers to the maior metro-
politan areas, and in turn these people need a

place to live. With residential prices escalating in
the major cities, close-in urban locations with
relatively more affordable housing would be
Iikely beneficiaries. As the following analysis

improve in the years immediately after such an
initiative. This may be due to higher initial ex-
penses, (for example, caPital expenditures, or sev-
erance payments connected with employee
downsizing), with earnings growth not realized
until some time, perhaps even years later.

ORGANIC GROWTH STRATECIES

AMB
In 1998, AMB Property Corporation, an indus-

trial and retail REIT, announced that it was combin-
ing a portfolio and organizational restructuring as

a single strategy. The goal was to improve customer
knowledge, technology and e-commerce compe-
tencil's as part of a larger strategy to become a

logistics-enabling firm. The portfolio restructuring
included a sale of their approximately $18+ neigh-
borhood shopping center portfolio. In turn, the
funds generated arebeing invested in high-through-
put distribution properties that benefit from the
fundamental chanBes occurring within the supply
chain. Much of this change is being driven by just-
in-time inve ntory practices and by e-commerce rt'-
tailers such as Webvan.

In terms of organizational restructuring, a se-

nior information technology executive was aP-
pointed to develop the firm's use of technology inkr
a competitive advantage. AMB's plan is consistent
with the research findings that organizational
change is more likely to be effective when accom-
panied by changes in the business portfolio of the
firm.

BRE Properties
Since its restructuring in 1996, BRE Properties,

a western states multi-family REIT, had relicd upon
mergers and acquisitions to fuel double-digit an-
nual growth. When the stock market soured on
REITs in 1998 - 1999, BRE began a search for an
organic growth strategy that would not be depen-
dent on the public capital markets. Two initiatives
were undertaken - one traditional and one quite
innovative.

The first was a joint-venture program with in-
stitutional lenders in which BRE would be the
managing partner responsible for implementing
each of the projects. BRE would invest its own cash
up to 25 percent - 35 percent of the total equity
required and receive a carried interest for an addi-
tional 15 percent - 25 percent. The institutional
partner received a preferred annual return and did
not share in construction risk. This initiative did not

have major organizational ramifications other than
a new marketing program to solicit investor interest
and manage the ioint-venture process.

BRE's second initiative was more radical, in-
volving the development of Velocity, a high-speed
communications access system for its apartment
communities. The program then expanded to in-
clude the devekrpment of community portals where
a resident could surf the web, order goods and
services from klcal and national vendors, and ad-
vise the property manger when some aspect of the
apartment needed maintenance.

This initiative required significantly different
human rcsources than BRE's traditional businesses.
Lacking these skills internally, BRE choose to form
alliances with a wide variety of firms such as Cisco
Systems to "partner" various aspects of the pro-
gram. As the program moved into implementation,
and it was apparent that it would be successful, BRE

decided to spin off the operation into a new com-
pany that would be independently staffed and
managed. BRE iscurrently exploring expanding the
service tn other multlfamily owners.

HOW TO IMPLEMENT AN ORGANIC
GROWTH STRATEGY
The imple,mentation of an organic growth stratcgy
is going to vary with the individual characteristics
of t'ach firm, its culture, and where it is in the
marketplace. There are, however, somc key ele-
ments th;rt will be shared bv most firms.'"

It has been suggested that organizational initiatives
alone will have a minimal positive financial impact
on the firm. Nevertheless, the first obiective is to get
the current organization under control.

Concentrate onblocking and tackling. Strengthen
core competencies; outsource everything else.
Never forget that transforming the existing orga-
nization is iob #1;
Start small; pick winners. Focus on manageable
projects that can be successfully accomplished
in a relatively short time period and that will
re-enforce employees' sense of accomplish-
ment;
Reproduce winning combinations in closely re-
lated projects. Apply skills mastered to build a
" famrly" of proiects where the whole is greater
than the sum of the parts;
Continually testthe organization; discover where
it is over-structured and under-structured; re-
distribute the former, re-enforce the Iatter
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Once the organization is operating smoothly, begin
to undertake some broader, more far-reaching ini-
tiatives.

Bring in a wide range of outside people who
think about the future; open up new channels of
manage,ment thinking. Do it on a regular basis;
Critically evaluate your record in introducing
new initiatives and products into the market-
place; what worked and what didn't and why;
evaluate the amount of firm resources required
to develop new initiatives; at a minimum, erpen-
ditures should be 10 percent to 15 percL'nt of total
annual expense;
Identify key trends in the economy and society;
tie each trend to the strengths and weaknesses
of the firm as it exists today. Think "out-of-the-
box," looking for opportunities where firm
strengths can be deployed; identify competitive
weakness where the firm could be threatened in
the future;
Monitor the capital markets closely and keep an
eagle eye on your competitors. Immediately con-
sider the impact on returns of new financial
structures and engineering; understand com-
petitor positioning and pricing, and all key ini-
tiatives;
Continually prioritize the list of opportunities
and threats; establish management teams to work
on those with the greatest promise (loss); make
this an on-going process with senior manage-
ment personally involved;
Fund and implement one or more initiatives and
monitor them regularly and criticallv

Organic growth is not as exciting or fast moving as
merp;ers and acquisitions, Properly organized and
executed, however, it can provide lasting value to
the firm, its customers, and investors. Since organic
growth basically leverages existing strenp;ths, it not
only can provide new opportunities, but can also
help revitalize existing operations by creating a

culture of innovation and experimentation. In the
long-term this may be more critical to firm success
than the dazzle of the merger.*.,
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(-t ince 1e92, the beginning of thc current cconomic e\pansion,

\ residential re.rl est.rte has performed vtry well across much of the
lJ U.5., however thc t'viden.r' suBHesls that much of this nppreci,r-
tion has occurred either in the suburbs or in the major cities (e.g., New
York, Boston, San Francisco). For example, in Massachusetts median
housing values for the entire state increased by l0.8 percent for the
period ftom 1990 b 199U, whereas in Boston they increased by 41.7
percent. In contrast, smaller cities in Massachusctts with populations
between 50,000 and 100,000 people experienced an overall 2.8 percent
decline in residential property values during the same time frame. The
purpose of this manuscript is to both L'xplore the question of n,hether or
not these smaller, older urban areas represent an investment opportu-
nity in this nell'millennium, and to identify what criteria an investor
should utilize in he'lping kr evaluate future investm€'nt potential in these
.rreas. A case studv approach is used b help address this question, and
eight cities in Massachusetts form the basis for this analysis. These citi('s,
and tlreir estimated l99tt population, are listed in Tnble 1 .

WHY IS THIS ISSUE RELEVANT?
One school of thought regarding the investment potential in an older
urban area might be to simply avoid it; too much risk and uncertainty.
Howtver one onlv has to think back 30 vears to realize that some of our
major cities (e.g., Boston) were once questionable locations for residen-
tialinvestment, and today they represent some of the highest residential
values in the U.S. Do the smaller cities represent a similar growth
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Once the organization is operating smoothly, begin
to undertake some broader, more far-reaching ini-
tiatives.

Bring in a wide range of outside people who
think about the future; open up new channels of
manage,ment thinking. Do it on a regular basis;
Critically evaluate your record in introducing
new initiatives and products into the market-
place; what worked and what didn't and why;
evaluate the amount of firm resources required
to develop new initiatives; at a minimum, erpen-
ditures should be 10 percent to 15 percL'nt of total
annual expense;
Identify key trends in the economy and society;
tie each trend to the strengths and weaknesses
of the firm as it exists today. Think "out-of-the-
box," looking for opportunities where firm
strengths can be deployed; identify competitive
weakness where the firm could be threatened in
the future;
Monitor the capital markets closely and keep an
eagle eye on your competitors. Immediately con-
sider the impact on returns of new financial
structures and engineering; understand com-
petitor positioning and pricing, and all key ini-
tiatives;
Continually prioritize the list of opportunities
and threats; establish management teams to work
on those with the greatest promise (loss); make
this an on-going process with senior manage-
ment personally involved;
Fund and implement one or more initiatives and
monitor them regularly and criticallv

Organic growth is not as exciting or fast moving as
merp;ers and acquisitions, Properly organized and
executed, however, it can provide lasting value to
the firm, its customers, and investors. Since organic
growth basically leverages existing strenp;ths, it not
only can provide new opportunities, but can also
help revitalize existing operations by creating a

culture of innovation and experimentation. In the
long-term this may be more critical to firm success
than the dazzle of the merger.*.,
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1998 Population of Targeted Cities in Massachusetts

Souru: Claritas, Inc- anLl RKC ,4sso.,'rk's, 1r.

City -1998 Population % Change Since 1990

Lowcll

New Bedforcl 96,108 -3.8'X

Brockton q) \7q -0.4,1

-2.4.1

t).97(

Fall River 90,.1.13

Quincy 85,733

[-ynn 80,786 -0.6v(

Somerville 74,272 -2.6"/,.

Lawrence 68,563

Table 1

opportunity when viewed from an investment per-
spective? The authors believe they do, under cer-
tain circumstances.

Several overall trends suggest that the smaller, older
urban areas will see improved performance of their
residential real estate, and each of these trends are
discussed briefly:

Smart Grouth: Most of the politicians want to
place more emphasis on good planning and
mass transit and place less emphasis on subur-
ban sprawl. This should translate into more fund-
ing for urban redevelopment, which would di-
rectly benefit the small- to medium-sized cities
which have the available infrastructure to ac-

commodate growth. Equally important, many
suburban areas throughout the U.S., and par-
hcularly in the Northeast, are seeking to slow
growth.

Lifestyle and Demographics; Two age cohorts,
the 20 to 29 year-olds, and the 55 and over
groups, have the potential to be attracted into
older urban areas if the cultural amenities can be
sufficiently enhanced to appeal to the lifestyle
interests of these groups. Many smaller cities,
such as Portsmouth, NH; Burlington, VT; and

Portland, ME, have already demonstrated this
potential by focusing on culture, restaurants,
and specialty retail, taking advantage of their
waterfront selling. The potential for this trend k)
continue is substantial, and the opportunity to
link this initiative together with colleges located
in older urban areas will become increasingly
important. Likewise, many smaller cities are be-
coming more sophisticated, developing urban
entertainment centers and sports and cultural
attractions, again directed to these targeted mar-
kets.

Grouth ittDozuntoutn Employment inthe Major
Cifies.'Many of the major cities in the U.S. have
experienced a tremendous resurgence in their
downtowns as a result of concerted planning
efforts over the last20 years. For example, Boston
has created over 50,000 new jobs in the past
decade, many in the financial and legal services
and technology sectors. This factor, coupled with
the related development of cultural/restaurant
venues, has lured workers to the maior metro-
politan areas, and in turn these people need a

place to live. With residential prices escalating in
the major cities, close-in urban locations with
relatively more affordable housing would be
Iikely beneficiaries. As the following analysis

improve in the years immediately after such an
initiative. This may be due to higher initial ex-
penses, (for example, caPital expenditures, or sev-
erance payments connected with employee
downsizing), with earnings growth not realized
until some time, perhaps even years later.

ORGANIC GROWTH STRATECIES

AMB
In 1998, AMB Property Corporation, an indus-

trial and retail REIT, announced that it was combin-
ing a portfolio and organizational restructuring as

a single strategy. The goal was to improve customer
knowledge, technology and e-commerce compe-
tencil's as part of a larger strategy to become a

logistics-enabling firm. The portfolio restructuring
included a sale of their approximately $18+ neigh-
borhood shopping center portfolio. In turn, the
funds generated arebeing invested in high-through-
put distribution properties that benefit from the
fundamental chanBes occurring within the supply
chain. Much of this change is being driven by just-
in-time inve ntory practices and by e-commerce rt'-
tailers such as Webvan.

In terms of organizational restructuring, a se-

nior information technology executive was aP-
pointed to develop the firm's use of technology inkr
a competitive advantage. AMB's plan is consistent
with the research findings that organizational
change is more likely to be effective when accom-
panied by changes in the business portfolio of the
firm.

BRE Properties
Since its restructuring in 1996, BRE Properties,

a western states multi-family REIT, had relicd upon
mergers and acquisitions to fuel double-digit an-
nual growth. When the stock market soured on
REITs in 1998 - 1999, BRE began a search for an
organic growth strategy that would not be depen-
dent on the public capital markets. Two initiatives
were undertaken - one traditional and one quite
innovative.

The first was a joint-venture program with in-
stitutional lenders in which BRE would be the
managing partner responsible for implementing
each of the projects. BRE would invest its own cash
up to 25 percent - 35 percent of the total equity
required and receive a carried interest for an addi-
tional 15 percent - 25 percent. The institutional
partner received a preferred annual return and did
not share in construction risk. This initiative did not

have major organizational ramifications other than
a new marketing program to solicit investor interest
and manage the ioint-venture process.

BRE's second initiative was more radical, in-
volving the development of Velocity, a high-speed
communications access system for its apartment
communities. The program then expanded to in-
clude the devekrpment of community portals where
a resident could surf the web, order goods and
services from klcal and national vendors, and ad-
vise the property manger when some aspect of the
apartment needed maintenance.

This initiative required significantly different
human rcsources than BRE's traditional businesses.
Lacking these skills internally, BRE choose to form
alliances with a wide variety of firms such as Cisco
Systems to "partner" various aspects of the pro-
gram. As the program moved into implementation,
and it was apparent that it would be successful, BRE

decided to spin off the operation into a new com-
pany that would be independently staffed and
managed. BRE iscurrently exploring expanding the
service tn other multlfamily owners.

HOW TO IMPLEMENT AN ORGANIC
GROWTH STRATEGY
The imple,mentation of an organic growth stratcgy
is going to vary with the individual characteristics
of t'ach firm, its culture, and where it is in the
marketplace. There are, however, somc key ele-
ments th;rt will be shared bv most firms.'"

It has been suggested that organizational initiatives
alone will have a minimal positive financial impact
on the firm. Nevertheless, the first obiective is to get
the current organization under control.

Concentrate onblocking and tackling. Strengthen
core competencies; outsource everything else.
Never forget that transforming the existing orga-
nization is iob #1;
Start small; pick winners. Focus on manageable
projects that can be successfully accomplished
in a relatively short time period and that will
re-enforce employees' sense of accomplish-
ment;
Reproduce winning combinations in closely re-
lated projects. Apply skills mastered to build a
" famrly" of proiects where the whole is greater
than the sum of the parts;
Continually testthe organization; discover where
it is over-structured and under-structured; re-
distribute the former, re-enforce the Iatter
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Organizational restructuring - signi ficant
changes in the organizational structure of the
firm, including divisional or operational rede-
sign (increasing productivity or efficiencies), and
emplovment downsizing (reducing costs)

There are clearly some trade-offs in any restructur-
ing. For example, over the short-term, reductions in
overhead may appear to have been successful, but
the corporation could have exhausted its profit-
producing ability along the wav. The firm also may
not have carefully considered the krnger-term im-
pact of its cost cutting activities, and as a result, did
not make other changes necessarv to improve the
Iikelihood of success.

WHAT ARE THE BENEFITS TO INVESTORS?
Bowman and Singh argue that restructuring perfor-
mancc measurcs are cither based on market perfor-
mance (movement in stock price, typically realized
quicklv) or accounting performance (return on eq-
uity, return on investment, and growth measures,
realized over a succession of periods).

The authors found that financial restructuring
had the strongest positive returns among the
samplc of studies analyzed, but this is largelv dut
to high returns reported in leveraged and manage-
ment buyout transactions. I)ortfolio restructuring
displayed the next highest returns, with organiza-
tional restructuring having the least impact (E.r-

hibit 3).

Exhibit 3

These results indicate that organizational initia-
tives alone provide little or no impact. The authors
further refined their analysis and determinc'd that,
when orp;anizational restructuring is combined with
portfolio restructuring, a higher likelihood of posi-
tive effects on performance will occur. Thus, orga-
nizational restructuring is more likely to be effec-
tive when accompanicd bv changes in the business
portfolio of the firm, or, in other words, as part of a
larger overall strategy. The companies in the Bow-
man and Singh study offered the stock market a

range of reasons for their organizational changes.
Among the leading rationales were:

An analvsis of these firms revealed how the stock
market responded to the change announcements.
When the announcement offered no explanation,
the market, on average, did not move'. When the
firm reported that its actions sought to take advan-
tage of investmentopportunities orto achieve greater
operational efficiencies, stock prices increasecl mod-
crately.

The authors also found that the initial impact on
the company's accounting measures was not fa-
vorable. Earnings performance' generally does not

will indicate, this fact is starting to happen in
Massachusetts, and is likely to occur elsewhere
in the U.S.

CAN SOCIO-ECONOMIC DATA BE USED TO
IDENTIFY INVESTMENT OPPORTUNITIES?
For this case study,20 variables were evaluated to
see whethtr or not thev could help explain the
performance of the residential housing market in
eight cities in Massachusetts (rcft,rmced it Tabh:1)
from 1990 to 1998. Although thc'se cities, whc-n
averaged krgether, under-performed the overall
market, some pe'rformed better than others- The
objective n as to see if selectecl socio-economic data
could be used to explain the performance differen-
tial between the eight cities, as r.r'ell as provide a
basis for predicting future performance. Residt,n-
tial market performance was measured in terms of
mcdian single-familv and condominium unit pric-
ing, as well as median rents.

The 20 key variables used in this analysis were
grouped into three broad categories, and are dis-
cussed below. This data was chosen because it is
readily available to prospective investors through
both the public sector and private vendors, and
bec.ruse it providcs a broad socio-economic over-
view of a city.

Demographic Tren dsr These variables included
population and l.roust'hold trends; social and
ethnic composition; age distribution of the popu-
Iation; change in median housthold incomc;.-rnd
Scholastic Aptitude Test (SAT) scores.

Housing Characteristics: These variables in-
clude the mix of single-family and multi-family
units; unit density per acre; the mix of renter
versus owner-occupied housing; the age of the
housing stock; and the number of rental-assisted
housing units in the citv.

HOW DID THE RESIDENTIAL MARKETS IN
THE EIGHT CITIES PERFORM, AND WHY?
Referring to Figurc 'l and Figure 2, the housing
market performance of each of the eight cities is
graphed. In Figure 1, median single-family residen-
tial prices are iilustrated for 1990 and 1998. As the
graph illustrates, Somerville and Quincy, two cities
outside of Boston, outperformed the residential

Most of the politicians zoant to
place fiole efiphasis on good

planning and mass transit and place

less emphasis on suburban spraTal.

This shoultl translate into more

funding for urban reileoelopment,

znhich zaould ilirectly benefit the

srnall- to ,nedium-sized cities uhich
hazte the aaailable infrastructure

to accommodate grozu tlr,

Equally important, many suburban

areas thloughout the U.5., and

particularly in the Northeast, are

seekiflg to slozo grozuth.

market of the State as a whole, whereas the remain-
ing six cities actually experienced a decline. For
resiclential condominiums, the performance of all
eight cities was significantly below that of the State
as a u,hole (no illustration is provided). Referring to
the data in Fiqurc 2, residential rents increased in all
eight cities, as well as the state, from 1990 to 1998.

Thegreatest percentage increases in residential rents
were. in Somerville and Quincy, the two cities which
also experienced the greatest increase in single-
family housing values.

Can readily available socio-economic data help ex-
plain the overall under performance of the eight
urban areas, when averaged totiether? Secondly,
can this same data help explain why Somerville and
Quincy outperformed the other six urban areas?
The answer, in part, is yes. Let's explore why.

In general, the demographic statistics appeared to
be the most revealing, and data relative to the
housing stock, the least important in terms of ex-
plaining residential appreciation rates. More spe-
cifically, all eight urban areas either experienced
overall population declines, or exhibited no real
incrc'ase in population (Iablt, 1). However, while the
population was declining, the number of house-
holds in a number of cities, particularly Quincy and
Somerville, was increasing. AIso, the best perform-
ing markets had the highest concentration of people
in the 20 to 29 age group, which correlates closely
with the increase in the number of households.

Average Impact of Restructuring
on Company Performance 'n

Restructuring
Method

Mean
Improvement

Median
Improvement

7c Positive
Means"

Number
of Studies

Average
Sample Size

Il rrt folio 5.6(/, 2.97( 861./, 2l 15.1

Financia I 38'{ 25q 86'.',i 27 35

Organizational -.2,,| t(/. 507 I 207

32

Source: Bou,man, Singh
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. Preparation for expansion into new markets or
product lines;

. Actions to improve decision-making or opera-
tional efficiencies;

. Steps to reduce operating costs

. Econornic Trerdsr These variables included la-
bor force and emplovment trends; trends in the
number of businesses; average annual wages;
and propL'rty taxes.
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Figures 1 - 3
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Figure 2
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THE IBM-LOTUS MERCERIO
Factors that intuitively would result in a successful
merger were carefully considered before IBM an-
nounced its $3.5 billion acquisition of Lotus Devel-
opment Corporation in 1995.

Strategically, IBM gained a leadership position in
a key market in which it would have otherwise
been struggling. Conversely, Lotus gained the re-
sources to iump-start the sales of its flagship prod-
uct, Nolt's, which was being pushed into irrelevance
by a marketplace increasingly dominated by
Microsoft.

Many observcrs thought that the merger would not
succeed, trelieving that Big Blue's buttoned-down
culture would dominate the creative and freespir-
ited softrvare firm. They also feared that the uncer-
tainty surrounding organization, compensation, and
managcment would cause a large exodus of Lotus
executives. But IBM needed Lotus as much as Lotus
needed it, and IBM didn't let ego or dominance
prevail. Insteatl, IBM executed a clear, simple, and
carefully thought-out plan that:

Offered a generous price - high e'nough to halt
potential bidders - avoiding protracted talks
and negotiations;
Moved quickly, reassuring Lotus employees its
commitment to Nolcs, and of management au-
tonomy, strengthened by an extensive public
relations campaign with the high-tech commu-
nity, investors, and customers;
Took steps to maintain Lotus' cultural values,
including appointing a dedicated communica-
tions person between the two c()mPanies;
Maintained Lotus systems, benefits, compensa-
tion, and st()ck ()ption programs;
Practiced patience at every crucial juncture, ac-
ceding to the wishes of the acquired comPany
rather than forcing its will during the volatile
period when connections were being made and
relationships formed.

By any reasonable measurc', the deal has been a

tremendous financial success, meeting and exceed-
ing nearly all strategic objectives.-rnd projections.
With this transaction, IBM turned an $8 billion loss
in 1993 into e,arnings of $6 billion bv 1997, while
adding $75 billion in market capitalization. It's
no wonder why this deal has become a "best-
practices" blueprint for M&A.

HOW CAN A REAL ESTATE FIRM SUCCESS.
FULLY DEVELOP AND USE AN ORCANIC

GROWTH STRATEGY?
Despitc' the success of the IBM-Lotus merger, a firm
that considers mergers and acquisitions as its core

Browth strategv will, at some point, if not already,
be disappointed. REITs and other real estate firms
who wish togrowshould now, more thanever, give
serious consideration to organic Srowth as a more
dependable way to accomplish strategic objectives.r'

lnitiatives that enhance productivity or increase
market share (revenue based), or those that reduce
expense or improve efficiency (cost based), allow a

real estate firm to grow in an orderly fashion, build-
ing a strong organization along the way.

There are numerous ways to stimulate organic
growth, encompassing a broad array of restructur-
ing tactics:rr

New product introductions and new business
initiatives, including joint-ventures, strategic al-
liances, etc.;
Cost-cutting programs such as downsizing, shed-
ding poor performing products or business units,
space consolidations, etc.;
lmplementing elficiency-cnhancing prog,rams
such as systems upgrades, reorganizing busi-
ness units, relocations, etc.

Recent studies of the performance of restructured
firms provide some interesting, and often conflict-
ing, findings. Some studies conclude that restruc-
turing can improve cconomic performance and
growth, but others report negative findings. This is
probably due to the diverse array of company ac-
tions taken, including, for example, selling off ma-
ture or unprofitable business lines for new business
units, eliminating debt, repurchasing stock, and
downsizing work forces.

ln a recent review of research on the subject, Bow-
man and Singh analyzed three types of restructur-
ing:1r

Portfolio restructuring - significant changes in
the mix of assets owned by a firm or the lines of
business in which a firm operates, including
Iiquidation, divestitures, asset sales, and spin-
offs;
Financial restructuring - significant changes in
the capital structure of a firm such as leveraged
buyouts, leveraged recapitalizations, stock
buybacks, and debt forequity swaps (the current
capital markets have made these somewhat more
difficult to execute);
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Exhibit 2

Public & Private REIT
M&A Transactions

l:
1::

-l

ISource: Prudential Real Estate ltl.:.,csltrts

Secuitv Data CorpL,ration

(Dollars in billions)

strategy appeared to be generallv supported by the
market, with larger REITs tending to have higher
market valuations.n

There were also several "strategic" mergers. Avalon
Properties acquired Bav Apartment Communities
to create a national organization. Security Capital's
Pacific and Atlantic entities merged to accomplish
a similar objective. BRE Properties acquired a divi-
sion of TrammelCror,r' Residential (TCR) in order to
secure a development pipeline in gror.r,th-con-
strained Western markets and the management to
successfully implement that strategy. Merry Land
& Investment Co. and Cables Residential Trust
picked up other TCR units.

The first two quarters of 1998 represented the end of
the 1996-98 REIT merger flurry with only a few
transactions occurring during the remaining six
months. At year's end, the total REIT merger vol-
ume stood at $34.2 billion. A significant number of
these transactions involved private companies merg-
ing into public firms.

How successful were these mergers? Siering and
Mclntosh compared the investment performance
of 34 REIT mergers with thebroader Morgan Stanley
REIT (RMS) Index for the 199G98 period.: They
concluded that the merged companies generally
under-performed the RMS benchmark subse<1uent to
the completion date. The researchers attributed this
to:
. Investors clearing out positions in one or both of

the merging companies;

Failure to realize cost savings through econo-
mies of scale;
Problems created by a conflict of company cul-
tures

Their conclusions nere'the same even after testing
for different sub-sets of the time period and whether
the firm was the bidder or target company. They
concluded that there was only a 29 percent to 39
percent chance of a merged firm outperforming the
RMS Inde.x. Siering and Mclntosh also looked at the
level of trading volumc of the merged companies
and concluded that, while trading volume increased
in the first month before the merger, it returned to
historical volume levels within 12 months.

HOW CAN MERGERS AND ACQUISITIONS
BE UTILIZED MORE EFFECTIVELY?
Most of the research seems to point to the post-
merger period as being the critical time during
which a merger either succeeds or fails. Hersham
identifies three attributes of post-merger manage-
ment that correlate rvith above-average success:"

Compelling deal logic, well-communicated both
internally and externally;
Close attention to aligning the mcrging compa-
nies' cultures and other organizational attributes;
The overall speed and focus of the transition

ProSram

Another study indicates that acquisitions of firms
related in product/ market or technological terms seem
to create higher value than unrelated acquisitions.'

Concentrations of one ethnic group alone appeared
to be a negativc factor, but the data was not entirely
conclusive in this regard, since ethnic diversity
appeared to be a positive factor from a value per-
spective. Of particular interest was the lack of a

direct linkage between residcntial market perfor-
mance and SAT scores. ln all eight cities, SAT scores
rvere belor,r, the state average.

Employment growth in six cities had either de-
clined, or was relatively flat, compared k) an eight
to l0 percent e'mplovment growth in Quincy and
Somerville from 

.l990 to 1998. What also appeared
to be significant in explaining residential values
was the mix, or type of employment, particularly
the mix between manufacturing, trade and services
cmplovment. Those cities rvith the least reliance on
manufacturing jobs (e.g., Quincy) tended to exhibit
the best performance within their reside,ntial mar-
kets (Frgur' 3). Cities like Fall River, Lawrence, and
Lynn which were relatively more reliant on tradi-
tional manufacturing emplovment, and their for-
sale residential market values had dcclined from
I990 to 

.1998. 
It is unclear whether this is a reflection

of pay scale differential between manufacturing
emplovment and trade/service emplovment or a

"stigma" associated nith living in an older manu-
facturing communitv. However, \^,hat is true is that
the cities in Massachusetts with the gre.atest con-
centration of manufacturing were also the furthest
awav from Boston, the "ccnter of gro['th," so per-
haps they have been slorver to transform their eco-
nomic base to a more service.-oriented cconomv.

Finally, housing stock characteristics were rela-
tively insignificant in explaining for-sale and rental
rate differentials between cities. Mort' specifically
there was no direct correlation between either the
age of the housing stock, or the owner/renter mix,
or unit densitv, in explaining value differences.
Also, because' these cities are largelv built-out, there
had been no major additions to the supply of hous-
ing during the past decade. Naturally the data
utilized did not factor in such intangibles as archi-
tectural detail. However, one housing variable did
prove to be important, and that related to the per-
cent of the rental stock that was subsidized. This
data suggested that cities with more than l0 percent
of their rental housing stock allocated to subsidized
housing were the most advtrselv impacted from a

residential real estate value.s perspective.

CONCLUSIONS
Older urban areas outside of major U.S. citics repre-
sent a good rcsidential invcstment opp()rfunity in

the new millennium. Selected socio-economic data
can be useful in helping identify which older urban
areas to invest in, however by themselves, the data
only provides part of the ansrver for an investor.
Demographic trends appear to be important indica-
tors of future residential performance, so an older
city which seeks to reposition itself for the 20 to 29

vear<rld market is one to \^,atch, even if its popula-
tion is declining and its school system (as measured
by SAT scores) is below average. Also of impor-
tance appears to be the mix ofbusiness within a city,
particularly if the emphasis is on the service sector.
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Finally, and perhaps most important, the question
of location remains an important variable, although
one which was not cluantified in the case studv. For
example, both Quincy and Somerville have direct,
frequent connections to the Massachusetts Bay Tran-
sit Authority (MBTA) rail system, which makes
them relatively more accessible to downtown Bos-
ton. Other cities, such as Lynn, Brockton, and
Lawrence also have rail connection to Boston, how-
ever the frequency of service is substantially less
than Quincy and Somerville. Clearly the MBTA has
markct appeal to the 20 to 29 year-old age group/
because thev are the ones wlro are driving up resi-
dential values in the older urban cities outside of
Boston.*r,
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BrovrEDrcAL FacrurrEs
h1 Oakleigh I . Thorne, CRE

J-lrior to discussing the overall market demand for biomedical

l7 buildings or laboratories, it is important to understand construc-
I tion and design attributes relating to various facilities and the
safety features presently required to work with bio-bxins. Building
design and handling practices and policies have been evolving since
19.11. Although modest improvements in interior barrier designs and
handling practices were evident since that time, significant and fornral
building design and practice changes occurred after 1980 with the
discovcry of the HIV. Even prior to this discovery, there was growing
concern over the treatment of me,dical waste and its disposal. Since 1980,

formalized approaches to facility design and the construction of pri-
mary and secondary barriers which impede the transmission of harmful
pathogens have become national standards.

Present facility design and construction has evolved into four design
types kno*,n as Bio-Safety Levt'ls (BSL), and building classification
depends on the biological agents present in the facility. Understanding
the building type enhances the appraiser's knowledge regarding mar-
ketability, demand, and probable target industrv issues. Tri&le' 1 outlines
the current four biosafety levels.

Each of the BSLs listed in Tnblc' t have different design conrplexities and
related costs. Although labor and wage rates vary nationally, material
and t'quipment prices remain fairlv constant. At the risk of using .r

generality, construction costs to produce buildings that are BSL 4
compliant can range. in excess of $700 per square foot and even higher.

A review of the biomedical and microbiokrgical industry provides a

brief insight into the denland potential for obtaining tenants to fill
proposed or existing laboratory buildings.

Exhibit 1

McKinsey and Company found that only 23 percent
of corporate mergers recovered costs. Furthermorc,
many top managers regarded cultural chemistry as

a pesky detail that could safely be left to the folks in
human resources.

Some studies indicate that most transaction value,
if not all, goes to the acquire'd firm, with the biggest
stock increases occurring,ust.rfter announcement.
Furthermore, while acquisitions outside the
acquirer's existing business can be strategic, Wall
Street may not recognize added value. Many con-
glomerates have spun off previously acquired
firms in order to avoid Wall Street's pricing "pen-
alty."

Interestingly, neither the strategic nature of the
acquisition or the price paid increases the odds of
success significarrtly.r On the contrarv, the more
strategically motivated tht' buyer, the higher the
premium paid, especially in industries such as real
estate that are undergoing fundamental restructur-
ing. After discounting strategv and price as primary
factors of transaction success, the probability of
creating value is dramatically improved by supe-
rior post-mergL'r execution. Basically, an M&A deal
is won or lost after it is closed.

REAL ESTATE FIRMS
REIT mergerand acquisition activity garnered many
of the industry headlines two-three years ago. By
.1999, hou,ever, activity had decreased dramati-
cally.

In the first two quartc'rs of 1998, 40 real estate M&A
transactions were closed or pending, representing
an aggregate value of $31.5 billion - one and one
half times greater than all of 1997.r ln i999, how-
ever, only eight public REIT M&A transactions
valued at $7.8 billion rvere completed.{

Several of these mergers reflected REITs becoming
more involved in activities with higher returns
such as cold storagc, gaming, and international real
estate. It also reflected incre.rsing venture capital
activity with several new REITs focusing on prisons
and auto dealerships.

There also was an emerging school of thought that
great€'r economic size was inevitable in a mature
industry such as real estate and that mergers were
the bcst way to crcate larger economic units.' Sev-
eral managers believed that mergers should be
accomplished as rapidly as possible in order to
"bulk up" while potential acquisition targets were
still available, many at less than their Net Asset
Value (NAV). Creater scale also would lead to
lower operating costs, it was believed, as fixed costs
l,ere absorbed ovtr a larS;er revenue base. This
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PosFMerger: Success or Failure? '

Study Year of Study
Number of
Companies

Definition of
Failure Percent Failed

McKinsev 1987 6
Did not earn back

capital in three years 77'n

Me rcer l9q5 150
Poor shareholder returns

after three years
50'+

Coopers &
Lybrand 1996 125

21-

Low revenues, cash flow,
profitability

Mercer 1997
Poor shareholder returns

after three vears

63% (1980s)

48% (1990s)
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ln Exhihit 2, the frenetic M&A activity in the first
half of 1998 was largelv drivt'n by a desire to
maintain the strong revenue growth that REITs
had c'xhibited in 1996 and 1997. At that time, the
REIT market had outperformed the S&P 500 in 13
out of the previous 21 years and five out of the
previous seven years.



Is OncnNrc CuaNGE A Brrrrn
OprroN rHAN AceursrrroNs
AS A Gnowrn Srnnrncy?

rganic growth strategies appear to be gaining favor as real estate
firms find a lack of public market support for mergers

and acqu isitions. This manuscript explores the record of M&A
transactions, both in the general business communitv and the real estate
industry, and how. they can be utilized more e'ffectively. Organic growth
initiatives, which are broadly defined to include all non-acquisition
strategies, are then discussed with some thoughts on how they can be
successfully implemented.

HOW DO MERGERS AND ACQUISITIONS MEASURE UP
AS A GROWTH STRATEGY IN GENERAL?
Severrrl studies conducted ove,r the last 12 years conclude that most
merge.r and acquisition transactions, involving all tvpes of firms, fail to
create positive shareholder value, (Eriiblt 1).

These studies identify the primary causes of M&A failure as being due
to a variety of factors:

. Weak core businesses

. Target size too large

. Overly simplistic appraisal of market potential

. Overestimation of synergies

. Overbidding
' Slow post-merter integration
. Inadequate due diligence
. Lack of compelling strategy
. Conflicting cultures
. Lack of vision
. Lack of alignment

Table 1

GLOBAL DEMAND ISSUES
According to the U.S. Department of Commerce,
International Trade Administration's Chemicals,
Pharmaceuticals, and Biotechnology Division, in
its publication, LLS.lndustry nnd Tradc Outlook'1998:
Chu cals and Allitd ProrTucls, the United States leads
the' worldwide pharmaceutical industry in market
share, research and development (R&D) spending,
and the development of new therapeutic products.
American firms accounted for 30 percent of the total
worldwide markel in 1994, followed by Europe (27

percent); Japan (22 percent); Latin America (7 per-
cent); Southeast Asia (6 percent); and other areas (8

percent). In terms of R&D spending, U.S. compa-
nies account for about one-third of all pharmaceu-
tical R&Dwork worldwide. U.S. firmsspend heavily
on new drug R&D, and enjoy a high degree of
productivity from those invcstments. Of the 265
ma jor neu' drugs developed between 1970 and
1992, almost half originated from U.S. firms, based
on data from the Pharmaceutical Research and
Manufacturers of America (PhRMA).

U.S. companies have found eager markets abroad,
espccially in dcvelrrping and emerging econ()mics.
Based on PhRMA data, U.S. pharmaceutical com-
panies expanded their drug sales from $'10.5 billion
in 1980 toan indicated S33..l billion in 1996. Readilv
available and relatively low in cost, prescription

drugs are typically the first line of medical therapy
throughout theworld. With leading U.S. dru5; manu-
facturers generating, on average, close to two-fifths
of their sales abroad, U.S. firms are affected by
overseas demand, the tempo of foreign business,
international regulatory conditions, and fluctua-
tions in the dollar compared with other world cur-
rencies.

The European Community's Economic Union,
formed in 1993, has made marketing in Europe
more efficient and has streamlined the process for
new drug approvals there. The union's new Com-
mittee for Proprietary Medicinal Products is a uni-
versal regulatory agency; drugs approved by this
organization are automatically cleared for market-
ing in all 1S-member states. [n the past, regulatory
clearance had to be obtained in each countryr where
a drug was to be sold. Foreign sales have benefited
recently from the formation of the economic union,
the passage of NAFIA in 1994, and the revision of
the Ceneral Agreement on Tariffs and Trade in
1995.

DIAGNOSTIC SUBSTANCES
The diagnostic substances subsector (SIC 2835) in-
cludes companies that make chemical, biological,
or radioactive substances for testing blood or other
bodily fluids and tissues. These substances may be
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RECOMMENDED BIOSAFETY LEVELS (BSL)

AND BARRIER DESIGN STANDARDS

So rcr': Naliott.tl lrlstill.tus of Health

Barriers

Primary Secondary
BSL Bio-Agents Equipment Facility

l
Not known to cause

disease in healthv adults None Required
Open bench counters with

top sink required

Associated with
human disease

Containment devices
including: lab coats, gloves,

and face protection

Autoclave devices should
be available as required

3

Indigenous or exotic
agents with the potential
for lethal consequences

BSL Two plus respiratory
protection as needed

BSL Trvo plus physical
separation, negative airfl oir',

and no air recirculation

Dangerous/L'xotic agents
which pose high risk of
life-threatening disease

Full-body,
air-supplied, positive

pressure personnel suit

BSL Three plus totally isolated
zones, dedicated air supplv
exhaust, and decon systems

I
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used for in vitro (test tube) or in vivo (administered
in thL" body) testing.

ln vitro diagnostic substances are used for diagnos-
tic tests that are pcrformed in containers or instru-
ments and are used for identifying and measuring
normal or abnormal constituents of body fluids or
tissues. In vivo diagnostic substances are taken
internally to enhance the images of targetcd body
organs or functions during a diagnostic imaging
procedure suclr.rs nr.rgnetic rcs()nance imaging or
computed tomography. Diagnostic substances are
used for the earlv detection of disease, to distin-
guish betrveen diseases, or to monitor a present
condition or level of therapy.

Domestic Trcnds
According to the above-mentioned LI.S. /rrrlrrs-

try nnd Trnde Out loo,t 1998, the d iagnostic substances
industry is considered a mature industry in devel-
oped economies and one dependent on an increase
in the patient population and the introduction of
innovative products to spur gror^,th. Health care
cost-containment, consolidation among producers
and users, and advances in molecular biology are
among the forces reshaping the diagnostics indus-
try into the next decade. Sinc€'the earlv 1990s, cost-
containment programs to reduce health care expen-
ditures in the U.S. and major foreign markets have
placed diagnostic tests under greater scrutiny as an
area for potential savings. Thc spread of managed
car€' organizations and consolidation h,ithin the
ranks of hospitals and clinical laboratories, by far
the largest end-users of diagnostic substances, have
pressured suppliers to reduce prices. In this cost-
cutting environment, there is a trend ton'ard in-
creasing the automation of testing equipment to
handle more tests with faster turnaround times.

Nonetheless, an increase in demand for cliag-
nostic tests and U.S. produce,rs' international com-
petitiveness have resulted in healthy gains for the
industry over the last several years, The U.S. sup-
plier industry is diverse, comprising more than 500
companies involved in developing nen, diagnostic
tests, although only a handful dominate the U.S.
market- Likewise, about l5 companies, mainly U.S.
and European, account for 75 percent of the world-
wide sales of diagnostic substances. Most of the top
foreign companies operate in the United States and
have invested in or acquired U.S. firms.

BIOTECHNOLOGY
Biotechnology is defined [y r,;rrious U.S. govem-
ment publications as a set of e'nabling technologies

Domestic Trenils
More than 1,300 enterprises in the United States,

ranging from start-ups to multinationals, are in-
volved in industrial biotechnology, employing well
over 100,000 people. Sales ofproductsmade through
biotechnological means by U.S.-based firms, virtu-
ally nonexistent in 1982, rvere estimated at $9.7
billion in .1996 and 910.8 billion in 1997, an 11

percent increase over '1996, accordinB to Consulting
Resources of Lexingkrn, Massachusetts. Covern-
ments usuallv gather data concerning industries
based orr the product or service produced, not on
the method of manufacturing. Consequently, sales
of products made through biotechnology have not
been collc.cted as a separate industry, but have been
encompassed within traditional industry catego-
ries.

The greatest comnrercial impact of biotechnol-
ogy is in the discovery and production of new
pharmaceuticals, sa fer vaccines, and faster and more
reliable diagnostic tests. By 1996, 16 different drugs,
one vaccine, several in vivo diagnostic imaging
agents,and hundreds ofin vivo diagnostic tests had
reached the market, generating about $8.9 billion in
1996. Estimates of the exact number of biotech-
derived medicines under development vary, but
the upward trend is unmistakable. A 1996 survey
by PhRMA found that 284 biotech medicines were
in development, an l1 percent increase over.l995,
*'ith the largest increases occurring in gene therapy
and vaccines.

Tablc 2 lists the seven major applications of
biotechnology.

Biotechnology plays a vital role in the develop-
ment of tests to diagnose elusive food pathogens.
A 1996 federal regulation designed to reduce the
incidence of food poisoning in meat and poultry
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that use organisms or their cellular, subcellular, or
molecular components to make products or to
modify plants, animals, and microorganisms to
carry desired traits. Advances in molecular biology
in the last 25 years have led to the development of
recombinant DNA or genetic engineering, mono-
clonal antibodies, gent' therapy, DNA amplifica-
tion, genomics, and other technologies that have
become workaday tools in life sciences research.
These techniques provide scientists with the means
to uncover the genetic codes of organisms, find new
substances of potential industrial value, and modify
the genetic makeup of organisms with far greater
precision and speed than previously possible.
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THE SEVEN MAJOR APPLICATIONS OF BIOTECHNOLOGY

Health Care
. Pharmaceutical

Therapeutic drugs
Vaccines

r Diagnostics
Monoclonal antibody-based tests
Cenetic probes and DNA amplification
Agents to improve in vivo diagnostic imaging

. Gene therapy

. Tissue replacement

. Veterinary disease diagnostics, therapeutics, and vaccines

' Animal and plant "factories" to produce pharmaceuticals and chemicals

Agriculture
I New plant varieties for new or improved foods
. Safer pest control
. Plant disease diagnostics
. Improved livestock for food production
. Veterinary disease diagnostics, therapeutics, and vaccines
. Animal and plant "factories" to produce pharmaceuticals and chemicals

Food Processing
. Microbial starter cultures, enzymes, and vitamins
' Food contamination test kits

Marine Biotechnology
. Novel pharmaceuticals, chL.micals, and biomilterials

Industrial Processes
. Organic chemicals
. Mineral recoverv
r Bioelectronics
r Waste stream reduction
. Environmentalclean-up

' Energy production
(bioremediation)

New Understanding of Biological Systems
. Understanding human disease
. Deciphering the human genome
. Setluencing genomes of microorganisms and plants

Laboratory Instrumentation and Techniques to Support Life Sciences Research,
Development, and Manufacturing
. Nuclt'ic acid amplification technology
. Combinatorial chemistry

Soura: Arlapl*l frorl Biotechnology, Mdtt 1995, CalilLvnio Tradt, and Commcrct Agtnry
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products caused by E-coli and Salmonella bacteria
will spur growth of this segment. Biotech-derived
diagnostics are also being used to detect pesticide
resitlues in crops, drug residues in food animals,
and environmental pollutants.

Biotechnological techniques also are revitaliz-
ing the enzyme industry by providing more eco-
nomical methods of changing chemical structures
to enhance performance. Before genetic engineer-
ing, enzymes added to laundry detergents to re-
move stains and brighten colors could not be pro-
duced economically. According to some industry
observers, most industrial enzymes will be pro-
duced by genetic engineering n'ithin the next de-
cade.

Industrial biotechnology activity focuses, to a
large extent, on researcl.r and the. discovery of bio-
logical information useful to the development of
new products. According to L.l.S. lrulustry atrLl Tmtlt
Orrtiro,t 1998, most biotech companies are unprofit-
able and rely instcad on income from equity invest-
ments, public offerings, and rese,arch and develop-
ment contracts. The U.S. biotechnology enterprise
is research-intensive, spending roughly 10 times
more on rc'search than other U.S. industries. New
information about the genetic origin and pathwav
of diseases is being uncovered at a remarkable rate,
and drug companies, both U.S. and foreign, have
increased accluisitions and alliances with U.S.
biotech companies to gain a foothold in the latest
generation of technologies and to access genetic
information to develop nerv products. Many of the
strategic alliances occurring in the 1995-1996 period
between biotechnology companies and established
firms were in the emerging areas of genomics and
gene therapy.

U.S. INDUSTRY GROWTH PROIECTIONS FOR
THE NEXT FIVE YEARS
Although trade data on biotech-derivc'd products
are unavailable, the U.S.-based biotechnology in-
dustry contributes to a positive trade balance. Most
top-selling biotech products on the market are de-
veloped by U.S. companies and are being produced
domestically for export or licensed for production
abroad. Biotech companies also receive patent roy-
alties and contract research and development pay-
ments. The major foreign markets for U.S. biotech
products closely parallel those of the pharmaceuti-
cal industry, e.g., the European Union, Japan, and
Canada. The positive export earnings trend should
continue at least for the next five years as the U.S.
private and public sectors still account for the

Frture grozoth rates will depend on

the leael of research and deaelopnent,

regulatory approaal of new products,

demonstr at i on of price I perf ormanc e

adoantages, afld consurner acceptaflce.

Me dic al b io te chnolo gy rel) eflue s are

expected to increase by at least

10 percent annually oaer

the next fiae years.

preponderant share of worldwide research dollars
and numbers of biotech products in development.
However, export growth of genetically modified
crops will hinge on timely approval by foreign
regulatory authorities and acceptance by consum-
ers.

Future growth rates will depend on the Ievel of
re'search and clevelopment, regulatory approval of
new products, demonstration of price/ performance
advantages, and consumer acceptance. According
to U.S. InLlustry tnd Tradt Ort/ook 1998, medical
biotechnology revenues are expected to increase by
at least l0 percentannually over the next five years,
given an increase in the number of biotech-derived
medicines in advanced stages of development and
bc.cause ofprogress in FDA regulatory reform which
is leading to quicker approval of new medicines.
Sales are expected to climb at nearly 20 percent
annually over the next five years. Overall sales for
the biotech sector are expected to reach Sl2 billion
bv 1998.rnd 518 billion bv 2002.

INDUSTRY LINKAGES WITH
MEDICAL SCHOOLS
The relationships between Colleges of Medicine
and the need for nearby laboratories is evident from
prior historical relationships. Most campus land
areas have very limited available sites to provide
the spact'for ntu'lab buildings. Funding and deliv-
erv systems necessary to satisfv growth opportuni-
ties in the biomedical testing industry is better
suited b the private sector as opposed to the inex-
perienced constructing staffing in the college envi-
ronment. A college usually links its research effort
to contract research grants from several domestic
pharmaceutical companies with testing activities
occurring not only on campus, but on the- critical
mass (available sites) to expand the connection
betn een academia and private industry. Below are

project, completinS the virtuous circle of service
branding."'a)

According to Stephen Moore, it makes no sense to
brand a regional shopping cente'r for the shopper.rrl
Moore says, "What they're (shopping centcr com-
panies, supplied) doing is not branding; it's closer
to institutional advertising."rrr Moore goes on to
say that the analogy of successful branding of other
companies, products, and services may not work
with shopping centers. "Think about when the
choice of where to shop is made-When we're
home 30 minutes from the mall. It's about conve-
nience."'r3

Ziccardi and Moinr! ask the question "ls a Great
Name Enough to Make a Successful Brand?" The
answer, they claim, is that there is a Iong list of
products and stores that stand for nothing in the
minds of customers. Unfortun.rtely, according to
Ziccardi and Moin, the people behind these prod-
ucts or running these stores do not know it. They
s.'ry that consumers are not fooled and, eventuallv,
these products and even the stores disappear.

Mottramrs states that, "The most important factor
that shapes the corporate brands of tomorrow will
be the increasing sophistication of consumers. When
it comes to consumption, the public is increasingly
media-advertising-design-brand- literate and, af-
ter more than 50 years of the consumer society, has
lost its naivete. It seems unlikely, therefore, that
companies will ever be able to 'dazzle' the consum-
ers with empty promises again. This has funda-
mental implications for all brands, not least for
corporate brands."

CONCLUSION
In order for branding to be a worthwhile endeavor
for a given shopping center company, it nec'ds to
bring something to the party that is better than or
different from what every other shopping center
company is doing. There has to be a special quality
or special qualities that one shopping center com-
pany has that another does not. With those cluali-
ties comes a promise from the shopping center
company to consistently deliver them to the con-
sumer.

Shopping centercompanies must create in the minds
of their customers an engram, where the name of
the shopping center companv is independent of the
designate.d shopping venue. As with We'stfield (su-
pra), the consumer's mindset as they think about a
shopping trip needs to be such that they want to go

to branded mall instead ofjust a generalized idt'a ttr

trek to the local shopping venue.

lf it can be done correctly, brandirrg can be a pow-
erful tool in the shopping center marketing "tool
box." lf donc incorrectlv, all the shopping center
company will have accomplished is to slap its name
onto its centers with no discernable end result.
Branding can enablc a shopping center companv to
tap into a set of stored values and create a covenant
relationship with the customer.

Shopping center companies need to realize that the
branding process can occur verv quickly in the
current age of "hype marketing." Brand e'quity can
result in the necessary awareness, perceived qual-
ity, and strong associations that shopping center
cclmpanies want to creilte in their customers.

It is up to the shopping center companies to deliver
the goods. They not only need to markc't thenrselves
to consumers. Shopping center companies must
market their centers to the desired retail('rs. It is a
territorial imperative that the shopping centcr ven-
ues contain the retailers that customers want to
shop. A shopping centc,r company can creirte all the
brand ecluity it desires, but if a customer wants to
shop at Old Navy, TJ Maxx, Abercrombie & Fitch,
etc. and the given center does not have that Particu-
lar retailer, the customers will go where those retail-
ers are located.

Central place and ag5;lomeration theories are im-
portant in this context. The largcr and more proxi-
mate' the center, th(' stronger likelihood that cus-
tome'rs will shop there. Delighting the customer
once they make the iourney to the center is the
essence of whether branding in a given instance
will be e,ffective.

lf shopping center companies can deliver the shop-
ping center experience in an entertaining and inter-
esting environment with the kind of retailers that
customers want to shop in a convcnient venue, then
branding mav be a worthwhile endeavor. If not, the
shopping center company will likt'lv stand for noth-
ing in the mind of the consumer and they will not
survive the branding.*,,

NOTES
1. Kotler, P. and Armstron8, C. Pri,t.rpl.s 1y'Mdrk'fins (1996).

Upper Saddle River, NJ: Prentice Hall; Bennett, P. (1988).

Dictit) ary of Markrlir.g Ttrrls. Chicago: Amtrican Markt't-
ing Association.

2. K()tler and Armstrong, supra, at Fo(*notc l.
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advantage as well. If shopping center companies
can imprint upon the mind of the consumer that
they are the place n here consumers can find u,hat
thev are looking for, this branding should result in
increased customer trips and locating of desirtd
retailers in their shopping venues.

This position is confirmed by Huff :r and his basic
gravitational model rvhich shon,s that the drawing
pow,er exercisecl on a consumer in an arta is directly
proportional to the size of the retail center and
inversely proportional to the customer's distance or
travel time b the shopping center.'r' According to
Nevin and Houston,rrn a large center means greater
utility for the consumer since it has a larger product
assortment, but distance represents a dis-utility to
the consumer.

In their stutly, Nevin and Houston added a retail
image componcnt to the Huff gravitational model.
Thev found that the assortment of preferred retail-
ers has a strong influtnce on the consumer's level
attraction to a shopping center. Nevin and Houston
also found that a "special stort/ variable is highly
predictive of drawing power. According to Nevin
and Houston, consumers are'dr.rx'n to a particular
center because of the existence of a special store that
appeals to them.

Finn and L()uviererri confirm that tlre nature of the
retailers at a center impacts patronage. In a study of
anchor store contribution to shopping center im-
age, thev found that 70 to 90 percent of the. r,ariance
in collective pe'rceptions of shopping centers could
bc accountcd for by store mix and the preseuce'of
particular major and discount department stores.
Discour.rt dt'partment stores had a consistently nega-
tive impact on such favorable ccnter perceptions as
high qualitv, r,',ide selection, good service, and lat-
est fashions. [n fact, Finn and Louviere found that
the number ofdiscount department stores accounted
for the Hre.rtest pr(,p()rti()n oI image varianct'.

While branding of a shopping center name has
become a major initiative with these companies, the
retailers that are available for customers to shop at
thesc venues is of critical importance. Therc is an
assumption as set forth above that the branding
effort of the shopping center companies mav make
their venue's more attractive for the retaile'rs desired
hv the consumers. It would appear, howevcr, that
there is a catch-22 working here, in that, shopping
centt'r conrpanies need the retailL'rs to attract the
custoners, but need the customers to attract thc.
retailers. The branding effort mav enhance this

h order for braruling to be a zoorthzohile

errdeaoor for a giaen shopping center

cornpany, it needs to bing something to the

parfu that is better than or different from
Tuhat eaery other shopping centet coffipany

is doing. Tlrcre has to be a special quality
ot special q alities that one shopping

ceflter coffipany has that another

does not. With those qualities cornes

a profiise fron the shopping center

corrlpany to consistently deliuer them

to the consumer.

three-n av attraction, but only as long as the shop-
ping centtr companies can make good on their
promises to both the customers and the retailers.

Taher, Leigh, and Frenchrrs found that customers
need kr be dclighted be,yond their expectations to
make them recommend a store. Customer delight
can be delivered through service augmentation,
n hich is the responsibilitv of everybody in the retail
operation. According to Taher, et.al., patronage
loyalty is developed on both past, unexpected de-
lightful experiences and future expectations.

Tht, analog here is that shopping center contpanics
must cleliver not or.rly the stores that provide the
"dclightful" experience, but also must provide ..r

delightful experience for the whole shopping trip. If
customers associate their delightful shopping rvith
thc nanre. of the shopping center companv provid-
ing it, then branding would be of some merit. Oth-
erwise, the branding effort may be for naught.

De Chern.rtony and Rileyrrq talk about the "r,irtu-
ous circlc of service branding." They state, "One
might think in tcrms of a virtuous circlt', wherein a

strong "companv as brand" identitv permeates all
services provided by the organization and differen-
tiates them from the competition, by providing a

relevant focus to both consumers and emplovees.
This can be achieved using internal marketing to
motiYate the employees, stimulate them to offer a
better servicc, and to delight customers. In turn, this
delight makes the service company more differen-
tiatecl from competitors and more relevant to con-
sumers. Favorable rvortl-of-mouth thc'n spreads,
reinforcing an image in consumers' minds consis-
tent \^,ith the caring idcntitv the company wants to

a fcw examples where universities have cngaged in
ioint-ventures with the private sector for mutual
advancement.

Unittersity of Connecticut at Storrs - Pfize'r Phar-
maceutical Companv recentlv executed an agree-
ment with the University of Connccticut at Storrs
b build and lcase back a 52,000-square-foot bio-
medical building costing about $19 million or
$365 per foot. Pfizer, currently located in Groton,
Connecticut, outgrew its space and had no expan-
sion room. UCONN offered to lease the land to
the drug companv and enter into a salt-le'aseback
on the building in exchange for the right to oc-
cupy about 20 percentofthe total building's space.
Pfizer was expected to link its needs for biomedi-
cal testing with UCONN's science and medical
schools to advance its drug manufacturing busi-
ness. In this situation, Pfizer is forced to separate
its divisions from its prinrary headquarters in
Croton.

Unfortunately, the local community recently
rejected the proposal. Pfize-r is now back in the
market looking for another expansion site near a

major university.

Massachusetts ltrstitutc of Technology - ln 1983,
the Massachusetts Institute of Technology se-
lected Forest Citv Enterprises, a national publiclv-
traded real ostate company headcluartered in
Cleveland, Ohio, b devekrp its 27-acre parcel
directly acl jacent to the MIT campus in East Cam-
bridge, Massachuse,tts. Univtrsitv Park at MIT,
Boston's onlv corporate park affiliated with a

ma jor university, is a three-building campus of
retro-fitted, turn-of-the-century, multi-story
manufacturing krfts btaling 350,000 square feet
of space. The first building opened in December
1987, contains just over 100,000 scluare feet of
rentable floor area in five stories, and is leased by
ARIAD Pharmaceutical, N EMAPharm, [)FN, Inc.,
and SensAble.Technokrgies. The second f ive-story
building opened in March I989 and contains over
121,600 square feet; its major tenants include
OraVax, Proscript, Censzvme Tissuc Repair,
Acusphere, Etex Corp, and OnLine Environs. The
third five-storv building of 126,700 square feet
was finished in.l990 and isoccupied by Alkermes,
Cenzyeme Tissue Repair, Ascent Technology, and
others. A fourth multi-story building of 75,000
square feet opened in the fall of 1998.

Tht MIT Park offers state-of-the-art, fl..xible,
and first-class space' accommodating firms of all

sizes from start-ups to maior corporations. Spe-
cial features include fiber optic telephone ca-
bling, clean rooms, redundant electrical service,
and upgraded HVAC and floor loading capaci-
ties. The mission statement for the Park is to
link its related d€'partments to national phar-
maceutical and molecular bioscience firms for
the advancement of both MIT and the national
firms who seek access to the MIT's academic
pool of skilled researchcrs. The Park also has
surplus land on which a 212-room indepen-
dent lrotel and conference cente,r opened in late
1998. Although the Park and campus are close,
an auto or shuttle bus is required between the
two locations.

George Mason Uniztersity - Prince William
County, located in the Northern Virginia portion
of Washington's metropolitan region, recently
entered into a public-privatt, development pro-
gram rvith nearbv George Mason Universitv. The
countv, long knor.n as a bedroom community,
recentlv set aside a 1,200-acre campus to entice
the private sector and academia to a ioint-venture
in achieving common goals. As a result of this
effort, the first of three buildings opened in Spring
.1997. 

Building One consists of 
.100,000 

square feet
of classrooms, administrative space, and state-of-
the-art wet labs. The building, as well as 45,000
square feet oflaboratory and office space at George
Mason University, is occupied by American Type
Culturc- Collection (ATCC), the rvorld's largest
and most diverse archive of biological materials.
Building One's base costs u,c're $1t10 per foot, and
ATCC added another $200 per foot in special fit-
up. In addition to its bio-archives, it also is a
p.ltent repository of microbiological products and
processes.

Building Tu,o opened in mid-1998 with about
.100,000 

square feet of laboratories and class-
rooms, housir.rg ATCC's research and education
programs. GMU's nerv Mole.cular Biosciences
and Technology Institute (MBTI). MBTI has cre-
ated a joint-r,enture with ATCC to further ad-
vance two new technologies: 1). high-through-
put signal conditioning and base-calling in real
timt', and 2). patte,rn recognition software to ana-
lyzc data from gel-bascd automated DNA se-
quencing instrumentation. The Universitv has
e.stablished 10 nt'w teaching positions to work
with ATCC in the fields of cellular and molecular
biosciences and bioinformatics. The campus is 20
minutes drive time from GMU. Ceorgt, Mason
researchers are hc'lping a group of companies led
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by BDM Intemational, Inc., in McLean to perfect
a method for transmitting huge florvs of data
between computermicroprocessors more rapidly
by using light signals instead of wires.

Rensselaer Polytechnic Institute - Located iust
outside Albany, New York, in East Creenbush
To*,nship is a proiect with more' than 825,000
square feet in place ou,ned by the Rensselaer
Polytechnic lnstitute and is a university-related
park for technology ioint-ventures between in-
dustry and education. The primary objective of
the venture is to develop interactions bet*,een
tenant companies and the University in order to
enrich the t'ducational environment of the Uni-
versitv and assist the companies in staying on the
leading edge of their technologies. The Park has

over 50 tenants (and in excess of 2,000 employe'es)
with a diversitv of research technologies includ-
ing electronics, physics, biomedicine, and soft-
ware. Of the 20 buildings in the Park, 12 art'
University-owned, multi-tenant facilities and
eight are singlc-purpose, tenant-owned facilities.
It is the policy of the University that Iand sites are
available only for lease. The. Park is located roughly
five nriles south of the Universitv campus.

The list continues with such examples as the
Princeton Forestall Center in Princeton, New Jer-
sey, and Research Triangle Park in Raleigh-Durham,
North Carolina. Additional industry/academic re-
lationships include MetaMorphix, Inc., of Balti-
more, which is developing protein-based prtducts
created though genetics research at Johns Hopkins

Table 3

University. The products can be used to repair
human tissue, combat neuromuscular disorders,
and dramatically increase muscle mass in livestock.
Hughes Ne.twork Svstems, a Montgomery County
company, is collaborating with researchers at the
University of Maryland to develop complex voice
and data transmission te'chnokrgit's that draw si-
multaneously on satellite, fiber-optic and cable sys-
tems. Throughout tht' Midwest and western U.S.,

there are about 20 additional examples of ventures
between industry and acadt'mia. Proximity to the
schools and laboratories does not appear to be a

significant issue.

New England is second to the San Francisco Bay
area with regard to concentration of biotechnology
companies. Most of the New England firms are
found along I-95 in Connecticut and in the Boston/
Cambridge area of Massachusetts. Tlblt'3 compares
the concentrations of biotechnology companies by
location in the United States.

The biotech and pharmaceutical comparries seek-

ing relationships with universities place a high
priority on local labor skills and availability, labor
costs, transportation systcms, reputation of the aca-

demic institution, anci costs of living. Biotech and
pharmaceutical companies rank competing uni-
versities according to number of degree Programs
for its employec-s, number of faculty consultants in
its field of endeavor, access to laboratories, and
facultv research activity. Other intangible goals
for the private sector include the academic linkage
for the transfer of tcchnologv. The mechanisms for

incorrt'ctly priced, inadequatelv supported, inad-
equately distributed or in some other way not aP-

pealing to the consumcr. Thc producer of a new
brand mustbeprcpared to investheavily in the new
brand even though the chances of success are small.

In a chapter called "Branding the Corporation,"
Mottram statos that, 'the kev challenge for compa-
nies at the end of the twentieth century will be

realizing the potential of their corporate brands. In
today's markets, companie's increasingly comPete
on the basis of intangiblc factors and the reputation
of the corporation itself is often the most valuable
and most misunderstood intangible of all."r'"

Contrary to the popular marketing mantra that a

famous name is all an entity needs, Mottram states
that, "Companies are realizing that Possessing a

well-known name such as Shell, Visa, or CBS does
not, in itself, signify a strong corporate brand. Find-
ing techniques for branding tht'corporation effec-
tively is norv more imp()rtant than ever."

Mottram states that companies that ftrus on their
corporate brands will lead their marktts and be the
creators of new categories and opportunitit's. "ln
tomorro$/s competitive markets, only the bravest
or most foolish should overltnk the potential of
their corporate brand."

Hartru posits that, "Brands are financial assets,

every bit as much as plant machinery and stock.
Indeed, brands are arguably the most valuable as-
sets of all in that, in theory, they do rT ot have a finite
life and therefore will not depreciate."

DOES THE CUSTOMER CARE?
A corollary question to whether mall branding
makes sense is the issue of w'hether the customer
cares about the brand of the mall or shopping
venuc.. Ccbrzvnskirrs says that branding is a power-
ful tool, but it is also the current darling of markct-
ers. He calls it the latest marketing "rage."

Martinezrru quotes AIf Nucifora, of the strateBic
consulting firm, Nucifora Consulting Croup, n'ho
states, "Mv qucstion is: Does the consumer care?
My visceral response is that it really doesn't seem to
make a lot ofsense, certainly not from the consumer
perspective. I would doubt that a customer is going
to care whether or not the local mall is owned and
managed bv a certain companv."

Rohlanderrr" says that as consumers cultivate dis-
cernment, the need to havc'a brand strategy is

Muryhy itrdicates that 1.9 out of ez:ery 20

,reut brands fail and frequently the reasons

f or this f ailure cannot be determined. He

states that failure ol a brand can oftert be

traced to the fact that the flelu products or

se ro i c e s ar e i n suff i c i e nthl d i ff erenti ate d,

of the T.orong quality, fucorrectly priced,

in a de qu ately supp orte d, in ade quate ly
distributed or in some other ToaV fiot

appealing to the consumer. Thc producer

of a neuo braul must be prepared to

inoest heauily in the nezo brand eoen

though the chances of success arc sntall.

increasing. Branding, he indicate's is about creating
an image in the eyt' and mind of the' customer.

Arnold, Handelman, and Tigertrrr found that con-
sumers patronize stores that are casi(]r to 8o to and
offer lower prices. They found that the' impact of
symbolic actions of retailers such as communitv
involvenre'nt, attractive displays and other ameni-
ties can influence store choice in a positive way in
the customers' minds. Since consumc'r patronage is
measured by store choice, the rt'tailers that make
extra efforts will capture the customers. Shopping
centers that have these retailers will be the ones to
u'hich the consumers will gravitate, w}rich lends
credence to the position that it is the stores, not the
center that contains the stores, that is the determi-
nant of where customers will shop. Shopping cen-
ter branding may enhirnce this effect if shopping
center companies avail themselves of thc co-brand-
ing effect of using these retailers as attractors.

Central place theorv states that consumers patron-
ize the nearest shopping venuc, however, they alstr
tend to make disproportionately morc trips to larger
centers, rvhich gives retailers at lar6;er centers a

competitive advantage.'r: Agglomeration rt'search
shows that centers with more anchors, tvhich by
nece'ssity are the larger centers, are better locations
for smaller stores because of increased traffic.rr'

Larger centers are attractive to most customers.
Retailers at larger ccntcrs have a competitive ad-
vantage and the larger shopping centers that can

provide space for these retailers have a competitive
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the retailers. One of the goals is for Simon to make
its malls prime promotional real c,state for non-
retail marketers.ron

Ceneral Growth Properties is using a web site called
Mallibu.com as its branding vehicle. It advertises
Mallibu.com as the industry's first full interactive,
"true" mall rveb site. Ceneral Crowth recentlv con-
ducted a back-to-school promotion and swcepstakes
with Pepsi-Cola, Virgin Rtcords, Phillips,
TWEC.com, and Playhear.com aimed at creating
awart'ness of the Mallibu.com web site and driving
traffic to its malls.

DOES MALL BRANDING MAKE SENSE?
Foxr')t savs that in thc current marketing climate,
when such a premium is placed on accountability,
it is surprising that corporate branding is receiving
such prominence. Compared rr,ith product-rclated
initiativcs, it is extremelv difficult to measure the
impact of brancling and justify its expense', accord-
ing to Fox.

Ct'brzynski"'o posits that brand campaigns do not
alwavs w.ork, usuallv because the positioning con-
veyed is confusing. Hal Ritchie, principal of the
Ritchie Branded Resource Croup, believes that mass
merchants have approached branding in an incor-
rect mannerby not knowing whatpart ofthe market
to go after - some'or all.r'"

Change for thc sake of change is a pretty rvorthless
idea, according to Marconi.rr(' Hc'savs that busi-
nesses should not do something without a reason.

In an article in Slrolrpirrg Ct,ntl,rs Todiy magazine,
Hazelr asks the question, "Is Branding Working?"
Hazel quotes Stephen Moore, an Oxford, Marv-
land-based marketing consultant who has served
in senior marketing posts with retail real estate
companies, The Rousr. Company and Horizon Prop-
erties. Moore says, "lt's a mistake for neophyte
packagers to think you can put a name. on a package
and it becomes a brand."ru Hazel says that the
answer to the question of whether branding is
working for retail real estate companies depends on
whom you ask: shoppers or Wall Strc.et analysts.

Cardncrr states that "branding" is a grammat!
cally suspcct term. Branding, according to Cardner,
has been "the hot topic in professional circles, the
most popular class in graduate marketing programs,
the most hyped concept in the field of marketing,
and the most misapplied tool marketers have at
their disposal."

Doctercrra indicates that brands are not always worth
the time and attention they are getting. [n fact, he
says, tlrerc are times when companies should invest
heavily in a brand and there are other times tvhen
they should refrain from heavy investment. The
trick is knon ing l,r'hich course to take.

Accorcling to D()cters, there are so many diffcrent
definitions of brand equity that many brand man-
agers think of it in fuzzy terms and therefore adopt
general or "shotgun" measures for branding. This
is a mistake, he savs. Brands have specific uses and
businesses should invest in branding only with
specific aims in mind. This is the "rifle" approach.

Docters s..r ys that branding plays an especially pow-
erful role in markets characterized by a high degree
of uncertainty or mystery. In such markets, sheer
belief or trust on the part of consumers can out-
weigh ncarly all other considerations.

This raises the question of whether there is uncer-
tainty or mystery in shopping centers. If one venue
has a certain retailer and one does not, the customer
u'ill go to the shopping ccntcr that has the de'sired
retailer. Branding does not play a part in that analy-
sis, but rather the customer's need or want to shop
wherc'their preferred retailers are located.

Docters goes on to say that, based upon experiences
in various markets, brand ing is most effective when
applied with precision to specific customer deci-
sions; the aforementioned "rifle" approach. Using
this approach, Docters has fornrulated three rules
for branding:

1. Brand is a function of audience, product, price,
and message, not your company.

2. Target the decisions, if you can.
3. Be selective in spending on brand.

Docters states that "brand is most powerful when
tailored to the decisions your customers make - a
rifle approach. [n particular, a brand is a tool for
swaying customers and potential customers *,ho
cannot or will not fully investigate all aspects of
their purchase decision.

Whether shopping center companies are branding
a product or service, Murphyrti indicates that 19 out
of every 20 new brands fail and frequently the
reasons for this failure cannot be determined. He
states that failure of a brand can often be traced to
the fact that the new products or sen,ices are
insufficientlv differentiated, of the wrong quality,

transferring new ideas emanating from basic re-
search housed in a university to the corporate ra,orld
provide a vital link in the sequence of events lead-
ing to innovation and eventual patents-

At least half of the surveyed institutions indi-
cated inadequate amounts of science and engi-
neering (S&E) research space in the biological
sciences outside of medical schools, the physical
sciences, cngineering, the agricultural sciences,
and the medical sciences, both within and out-
side medical schtnls.

Eighteen percent of all S&E research space \vas
considered to require ma,or renovation or rr-
placement. This portion of space amounts to 24.5
million net assignable square feet (NASF).

fiscal years; to $3.0 billion in 1992-1993 fiscal
years; to 92.t1 billion in 1994-1995 fiscal years.

In 1996, tl8 percent of the research-performing
institu tions had laboratory animalfacilities. Most
of the 12.2 million NASF of animal research
space (93 percent) was containcd in doctorate-
granting universities. lnstitutions with anirnal
research space reported that roughlv 10.0 rnil-
lion NASF (82 percent) met government regula-
tions designed to ensure the safekeeping and
proper use of animals in research. Another l.2
million NASF (10 percent) needetl limited re-
pair/renovation to meet regulations, and l.'l
million NASF (9 pcrcent) required major repair/
renovation. Only 6 percent of the rescarch-per-
forming institutions r.t,ith animal research facili-
tits were scheduled to construct animal facilities
in fiscal years 1996-1997.

Information focused solely on the amount of S&E
research space and its growth or decline over time
is insufficient for understanding whether there is
enough space to conduct any form of research, and
r'r,hether the condition of that space is suitable for
conducting particularly sophisticated research.
Assessments of both the quantity and quality of
existing research space made by rcspondents to the
NSF "1996 Survey of Scientific and Engineering
Research Facilities at Colleges and Universities" are
examined belon,. The sun ey focused on the folkx,-
ing questions:

Adequacy -Respondents were asked to rate thc.
adequacy of the amount of research space in c.ach
field at their institution ("adequate" indicated thc.
space \l'as sufficient t() support all current S&E
program commitments in the field; "inadequate"
indicated the space u'as not sufficient or was non-
existent, but needed).

Cotrdition - For each field, respondents indi-
cated the condition of rese.rrch space by reporting
the percentage of space falling into one of the fol-
lowing categories: "suitable for use in the most
scientifically competitive research in the field"; "ef-
fective for most levels of research in the field, but
may need limited repair/renovation"; "requires
maior renovation or replacement to be used effec-
tively"; or "not applicable or no research space in
this field."

Responses to the survey were based upon the srib-

fs.f iz,r' assessments of a varicty of different indi-
viduals, including the survey coordinator at thc

Since.l988, the amount of research space requir-
ing repair/renovation or replacement in many
of the S&E fields has increased. [n the agricul-
tural sciences, the amount increase'd from 3.6
million NASF in 198[J to 5.3 million NASF in
1996; in the biological sciences outside of medi-
cal schools, the amount increased from 2.4 mil-
lion NASF in'1988 to 3.4 million in 1996; engi-
neering space in this condition gre,w,from 2.2
million to 4.0 million NASF.

The construction of S&E research spact bv research-
performing colleges ancl universitits has declincd
from projects valucd at $3.4 billion in 1990-1991
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THE DEMAND FOR NEW LABORATORY
FACILITIES
The National Science Foundation (NSF) is the larg-
r'st source of grants for the exploration of science,
medicine, physics, engineering, and agriculture. As
a consequcnce of its major funding role, NSF con-
ducts biennial surveys in which it collects data on
issues related to science and engineering (S&E)
research facilities in the nation's colleges and uni-
versities. One objective of the surveys is to insurc
that NSF grants provide the highest returns for its
stated mission of adr,ancing science and technol-
ogy. An equally important obiective is to determine
the adequacy of pre'sently configured laboratory
space (age, condition, and quality of labs) and thc
additional space needed to accommodatc science's
changing technologies. The latest (1996) NSF "Sur-
vey of Scientific and Engineering Research Facili-
ties at Colleges and Universities" was mailed to a

sample of314 institutions representing 560 research-
performing colle'ges and universities. The. survev
found that:



institution, as well as deans and other adminis-
trators.

Regarding the adequacv of research space, reports
of inadecluate research space varied across field
and institution typc. The percentage of institutions
indicating that thc amount of available S&E rc-
search space n,as inadequatc rangcd from 30 pt'r-
cent for mathematics to 66 percent for the medical
sciences in medical schools. Over half of all institu-
tions also reported inadequate amounts of space in
engineering (57 percent); medical sciences outside
of medical schools (57 pcrcent); physical sciences
(54 percent); biological scicnces outside of mcdical
schools (53 percent); and agricultural sciences (52

percent). Nearlv half of the institutions reported
inaclequate amounts of space in five additional
fields: social sciences (47 percent); biological sci-
ences in medical schools (46 percent); r'arth, atmo-
spheric, and ocean sciences (,16 percent); computer
scienccs (44 percent); and psychology (.14 percent).

The top 100 institutions surveved were most likelv
to indicate inadequate research space in the biologi-
cal sciences outside of medical schools, with 6l
percent reporting this to be the case. Three other
fields were reported to have inadetluate research
space bv over half of the top 100 institutions: physi-
cal sciences (56 percent), social scicnces (55 per-
cent), and engineering (52 percent).

Medical science space !1,as most likely to bc re-
ported as inaclequatc bv the other d()ctorate-grant-
ing universities, both outside medical schools (65

percent) and within (69 percent). [n fact, the per-
centages of those institutions, indicating medical
science space to be inadequate, were much higher
than for the k)p-'l00 institutions.

Two fields, the biological sciences outside of medi-
cal schools (52 percc.nt) and the phvsical sciences
(51 percent), were listed by over half of the
nondoctorate-granting institutions as having inad-
equate S&E research space.

Regarding the condition of S&E rcsearch space, an
overall 37 percent of the S&E research space at thc
surveycd research-performing institutions was
rated as suitable for use in the most scicntifically
sophisticatcd rest'arch. Forty-four percent of the
institutions reported that tht'ir S&E space rvas effec-
tive for most levels of research in thc field. Hou-
ever, the' institutions classified 18 percent of their
S&E research space as requiring either major re-
pair/renovation or replacement. There was gc'neral

The pressure on pharrnaceutical companies

to lozoer the costs of dnrgs and the 11-qear

patefit horizorl for neut tlrugs are

cofitributing factors uthich impact the
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a ccomn o d at e rfl ore sp e cific pro ce dur es,

zohich indirectly effects the pace of
obsolescence. Houeaer, the present uaoc of
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proaide the efficiencics fieeded to adonnce

research fifltl deoelopt tctrt funding,

consistr.ncy among the different types of institu-
tions regarding the amount of S&E re'search space
in this condition, u'ith 19 percent of thc S&E re-
search space at the top 100 dockrrate-grantinB insti-
tutions, 17 percent of the research space at other
doctorate-granting institutions, and l8 percent of
the research space at nondoctorate-granting insti-
tutions requiring major repair/renovation or re-
placement.

Such similarities across institution types mask Iarge
differences in actual amounts of space. The 18 per-
ccnt of space rated as ne€.ding maior repair,/renova-
tion at the top 100 universities, for instance, actually
reprcsents'17.6 million NASF, whereas the 18 per-
cent of spacc ratecl in the same category at
nondoctorate-granting institutions represents only
1.,l million NASF. ln total, the nation's research-
performing institutions reporte.d that 24.5 million
NASF of research space required major repair/
renovation or replacement.

ln conclusion, thc 1996 NSF survev reveals aging
facilities that are increasinp;ly inadequate to serve
thc needs of research across all sciences, resulting in
a pent-up denrand for additional space to accom-
modate industry grou'th. Nt'w England is second
behind the Bay Arca in the' conc(.ntration of biotech
companies. The concentration of medical scie'nces

stretches from Stamford, Connecticut, to B()st()n,
Massachusetts. Demand for lab space can be ex-
pected to arise from outside the market area and
perhaps even these states. The large cities in the
Nen, England and Mid-Atlantic regions of the U.S.
are most likely to produce the well-capitalized in-
cubator firms searching for lab facilities throughout

known as "shopping tou'ns."u' Westfield has hired
an advertising firm to create the Westfield brand in
the U.S., where Cuneo states, mallsare traditionally
marketed individually.

Frank Lorvy, Sr., Westfield's founder, says that
branding is something that Westfield has been do-
ing for manv vears, even before it knew it had a

brand.'n Lowv tells about the time he was on the
street in Australia and ovcrheard someonc say,
"Let's go kr Westfield," instead of, "let's go to a

particular storc." That, he says, led him to under-
stand that he had a brand.

Randall Smith, Westfie ld's executive vice President
of marketing, states, "Ovcr three years, we devel-
oped a customer-service program that means the
Westfield Shoppington,n stands for something:
qualitv retail, exceptional customer sen'ice, and
community involvement."ot

The O'Connor Croup and New England Devekrp-
ment mergcd in 1996 and formed WellsPark
Group.'" A committee u'as formed to create a uni-
fied image for the company and its projects. Wells
Park's aim was to convev a central theme through
its advertising and standardization of its malls the
mall is the medium for all messagcs. Quoting
Adriennt' Davis-Brody, senior vice president of
marketing for WellsPark Croup, "WellsPark's goal
is to manage the shopper's visit from the moment
she pulls inkr the parking lot until she pulls out to
leave. Custnmers will be 'managed' into the stores
so that thc optimal experience will be achieved."'"

Prime Outlets, the u'orld's Iargest owner of factory
outlet malls, began a branding campaign for its 5l
outlet malls in September 

.l99tl. 
Prime has spent $12

to $.15 million kr brand its portfolio.ru) Prime indi-
cates that it would have spent $3 million dollars on
its regular advertising campaign. David Phillips,
executive vice president of Primc' Retail Baltimore,
states that Prime rv.lnts to make a 15 to 20 Percent
IRII. That being the case, Prime needs to genr'rate

$1.8 million more in NOI to cover thost'costs.

Holly Lazer, Prime's sponsorship managcr, states
that branding has become a key component in the
retail sector in setting shopping ce.nters apart.r"r She

indicates that Prime wanted to create "one uniform
product and one uniform experience for the shop-
per."to:

CO-BRANDING
One area nhere shopping center comPanies are
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branding efforts is itr co-branding.
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an d malkcting p artnership s.

working hardest in their branding efforts is in co-
branding. According to Kotler and Armstrong,r"l
co-branding is the practict'of using the established
brand names of two different companies on the
same product. In practical application, however,
co-branding goes even farther. Co-branding has
expanded to include syne'rgistic relationships be'
tlvren companies through stratcgic alliances and
marketing partnerships.

Bussr"' ind icates that companies need to dare to
work with other brands. As an example, Buss citcs
big food companies that have discovered that co-
branding can vield remarkable synergics rl'hile not
diluting their on'n brands. "Co-branding brings
two brands to8ether to share costs and command
consumer attention that neither brand could get
alone." Banking has uscd co-branding to great ad-
vantage, especially in the marketing of credit cards.

Shopping center companies have taken ..r different
tact with regard to cr>branding. They arL' using the
relationships with other branded products to

iumpstart their own branding campaigns. In what
could be best described as a "riding thc coattails"
mentality, shopping center comPanies are linking
with other established brands to accelcrate their
brand recognition efforts.

Simon has affinity relationships with Pepsi, Visa,
and AT&T, u,here products are featurcd promi-
nently in Simon shopping venues and aclvertising.
These products, on the other hand, access Simon's
2.3 bitlion shopper visits, u,hich serves as a ve-
hicle for their continued growth. According to
Lauchenauer,r"'these relationships enable Simon
to deliver discounts to customers and customers to
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retail space in the world and with over 180 million
square feet of gross leaseable area. Beginning in
1995, Simon invested millions of dollars to deter-
mine what customers were seeking in shopping
centers. The results of that study led Simon to tht-
conclusion that it needed to establish itself in the
consumer's mind as thc customer's shopping cen-
ter.e

It has streamlined its name to "Simon" and is spe.nd-
ing $23 million on a multimedia campaign artrund
tht' phrascs, "Simon, simply the best shopping there
is" and "Simply Simon." Each center owned by Simon
has the "Simon" namL. as its preface. Words like
"convenience," "selection," "value," and "entertain-
ment" rlere chosen to convev Simon's branding pro-
gram core message. Simon's aim is to have the name
"Simon" associated with clean, safe, quality shop-
ping environments with the retailers that custom-
ers want to shop. The ultimate goal, accordin€i k)
Simon CEO, David Simon, is for "Simon" to become
the Microsoft of the shopping centcr industry.

In May 1997, Colonial Properties Trust, a shopping
center company based in Birmingham, decided to
unite its 40 shopping centers throughout the south-
east under a single brand. Prior to this, each center
in the Colonial portfolio was relatively automr-
mous with its own image and management objec-
tives.r- Colonial determined that each of its centers
would include the name "Colonial" with a clesigna-
tion of "mall," "promenadt/ for community or
power centers, or "shoppes" for neighborhood cen-
ters and the'name of the market: for example, Colt>
nial Promenade Montgomery. Colonial indicates
that sales at its centers rose following implementa-
tion of the branding campaign. In onc case, sales
increased almost 30 percent.s

Colonial won the 1999 Maxi Award from the Inter-
national Council of Shopping Centers Fall Manage-
ment and Marketing Conference.sT The award was
given for Colonial's branding campaign, which
was a multimedia effort themed around the meta-
morphosis of a butterfly, to communicate the
changes taking place at each of Colonial's proper-
ties.

John Moss, a Colonial senior vice president, states,
"The brand helps you set a standard - you can't
hide from people knowing lvho owns the property,
so you have to make sure that standards are set."s

The Mills Corporation has been extremely success-
ful in branding efforts for its shopping centers.

Mills has used name branding to associate the
company with a certain shopping experience at its
huge venues. Each Mills has 200 or more stores in an
average of 1.5 million square feet of gross leaseable
area and often includes five or six times as many
anchor stores as most regional malls. Coupling the
Mills name with the location of the Mills project
(examples: Sawgrass Mills, Potomac Mills, etc.) has
led to "destination shopping," according to the
Mills corporate profile on the Wcb.n'

Mills' advertising talks about a "shoppertainment
environment" and leads n,ith the slogan "Building
a Brand." The catch phrase of the Mills adverlising
program is "Jump on the Brandwagon. Thc Power
of The Mills." Mills stated position is that branding
for it is not a fad. It is the "cornerstone of our
corporate culture and has been for'14 years."q'

The Mills Corporation is creating a new brand for
urban areas called "Blocks." The Block at Orange in
California opened in November 1998 and combines
a pedestrian walk and Main Street clesign with
nightclubs, restaurants, and cafes along with coffee
shops, book and music stores, and fashion bou-
tiques. The, next "Block" will be in midbwn At-
lanta.

According to C/rnin Store Agc,'1 The Block at Orange
dedicates 70 percent of its square footage to Sreat
dining and e,ntertainment and 30 percent to upscale
shopping. This differs from even the traditional
Mills projects that contain 70 percent value retailing
and 30 percent entertainment.

Jerrv Engen, vice president and development direc-
tor for Mills, states, "We're the Lucent Technologies
of retail: our track record empowL;rs us to recruit
and create storebrands within ourprojects.""r Engen
credits the Mills succe'ss to location and branding.
He goes on to sav, "Our projects are the number one
tourist attraction in every state we,'re in e'xcept for
FIorida, where we take second place behind Disney
World.""3

Cavlor'{ quotes Mark Rivers, scnior vice presidt'nt
of national accounts for Mills, who states, "We have
been using branding as one of the foundations for
the way n,e do business. Ours is not really a brand-
ing campaign; ours is more of a branding culture."

Australian shopping center group, Westfield Cor-
poration, claims that it was the first shopping center
compilny to brand itself in the 1960s. ln Australia,
all Westfield malls carry the corporate name and are

CONCLUSIONS
In the last four vears, sincc'NSF's survev, littL'has
changed to alter the landscape betwee'n user de-
mand and the relationship to the available supply.
A more recent survey of 660 resc'arch performing
institutions in 1998 by NSF (published in mid-
November 'l999) reported that 64 percent ofbiologi-
cal science firms outside of medical schools have
inadequate space. A material increase over the 50
pcrcent reported in the 1996 survey. According to
this more recent sun r'y, l3 million square feet of
newly constructed space is required b fulfill the
needs of both the physical and biological scicncc
industries. In total, all sectors of the S&F market
demands 41 million scluare fe'et of space by institu-
tions and private firms to carry out thcir scientific
mandates.

These are very expensive buildings to construct,
requiring substantial .imounts of venturc capital.
NSF's more recent survey reports that 6l percent of
funding for neh, construction comes from thc pri-
vate sector, while fedt'ral, state, and local funding
provide tho balance. The pressure on pharmaceuti-
cal companies to lower the costs of drugs and the 

.l 
1-

year patent horizon for new drugs are contributing
factors which impact the efficient use of capital.
More' specialized builcling design is necessary to
accommodate more specific procedures, which in-
directly effects thc. pace of obsolescence. However,
the present rt ave of consoliclations in the industry
should provide the efficiencies needed to advance
research and devtlopment funding.

Despite' the apparent pcnt-up demand for more
modern facilities, the, presence of waiting ust'rs
(tenants and owners) is not a given. Market analvsts
n.rust have the market knowledge regarding local
concentrations (research activities) and related link-
ages to Universities and native industries that can
exploit a relationship with a biomedical firm.

Adaptive reuse of existing facilities for second gtn-
eration users is generally verv poor. Seldom does
another bio-firm, even requiring the identical BSL
type facility, equate th€' same dollar value to the
facility as the vacating first user. Consequently,
interior layout of administration and scientific of-
fices, isolated bio-hazard arcas, and research rooms
are typically gutted and replaced by a new layout

designed by the second or the third generation
users. Technological advances in the industry are
also contributing factors as to how older space is
vic'n'ed by subsc'quent facilitv users.*.,
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the Boston-Washington corridor. The Bav Area of
San Francisco, on the other hand, has such a large
critical mass that new and expanding lab and bio-
tech firms can arise from within its market.



Underhill, is a troubling issue, because as much as

it facilitates, it also confuses. Underhill opines that
the future of the Net for retailers is that it will
become an integrated part of the shopping experi-
ence. "Just as I can use my store to drive traffic to the
Net, I can use the Net to drive traffic to my stores,"
says Underhill.T'The bottom line according to
Underhill is that "we will always have, stores."'n

One thing that malls and community/power cen-
ters are sellin6i is the environnrent. Shopping cen-
ters are seeking to make the experience more fun
and attractive. If customers perceive that shopping
is an enjoyable experience, they will want to return
again and again. The local mall or community cen-
ter needs to be seen by thc customer as an entertain-
ment environment.

Other associations that the retail real estate compa-
nies are trying to create in the consumer's mind are
convenience, dependability, innovation, commu-
nitv-mindedness, good management, safety, selec-
tion, and value, among others. The thought is that if
these companies can create a link in the customer's
psyche between these factors and their shopping
cc.nter, this will breed loyalty to the shopping center
or, on a global scale, the shopping center company
generally.

The goal of shopping center branding is to get
consumers to invest themselves in the company
and its shopping experience. According to Cregorv,
if all othc.r things are equal, corporate branding can
be the tiebreaker that motivates people to buy the
corporation's products or services and recommend
them to others.' In a chapter called, "Establishing
the Key Messa5;e," Cregory,'8 indicates that quality
is still the key branding message for many compa-
nies.

Ries and Ries} indicate that the brand is not just the
name on the package or service. It is the product or
service itself. What is delivered is the most impor-
tant aspect of the branding process.

What shopping center companies are branding is
their ability to consistently deliver a high-quality
shopping experience. If they fail to do that, alI they
haveis theircompany name on a shopping centeror
mall.

In a study on the correlation between consumer
emotion and buying behavior, Babin and Darden&'
found that in-store mood influences customer sat-
isfaction. Negative shopping moods affect patron

Shoppittg centel coffipanies Toant to

establish thernselaes as the brand in the

mind of the coflsumer. They are attefipting
to tap into the psychological core of the

coflsufiier zuith criteria that the coflsurner

ualues in a shopping center or expericnce.

Shopping centet cornpanies are ffioking

promises to the corsumer,

satisfaction to a greater extent than positive moods.
This is important from a shopping center company
branding perspective, because these companies need
to create an environment that influences customer
mood in a positive way and, more importantly,
eliminates stimuli that would lead to a negative
mood on the part of the custom!'r.

SOME EXAMPLES OF
SHOPPING CENTER BRANDING
Shopping center companies are taking different
approaches to branding, but most are striving for
name recognition and association of that name with
a quality shopping experience. Connection or asso-

ciation to the particular shopping cent!'r company
through branding is one significant lvay that loy-
alty of the consumer is achieved.

In an article entitled, "More Than a Name," Cftnirr

Sturrr Agd' states that although it sounds like a

simple concept, branding by real estate developers
signals a turning point in the industry. According to
this article, developers are relying on intuitive vi-
sions and fundamental convictions to create loyal
followings among retailers and consumers.

Chain Stttre Age"z states that the origins of branding
in retail development trace to the rise of "name-
brand outlets" in the early 1980s. Tanger Factory
Outlet Centers led the way lvith branded develop-
ments that included merchants like Nike, Liz
Claiborne,Tommy Hilfiger, and Reebok. Four vears
ago, Tanger extended the branding concept beyond
the use of a common name to include consistency in
advertising and communications. Carrie johnson-
Warren, vice president of marketing for Tanger,
states, "Consumers want simplicitv; branding makes
it so much easier to package our information in
advertising to shoppers across the country and on
the Internet."33

Simon Property Group is the world's largest retail
landlord, controlling over seven percent ofall of the

br1 Arthur M. Dcbnhorst , CRE

ABOUT THE AUTHOR

Arthur M. Delmhorst, CRE, is a
principal of Dtlmhorst & Slrahan,
Inc., o real estate ddz'isorv firrn hc
co-fourded nirte years ngo. Thc

lirrrr u'as etrgaged to repositiorr and
nnrket tht corporate lrcadquarters
of thc Star$er Chetnictl Ctt., UPS,
Waldenbooks, qnd Union Carbidc
Corporutio . Dclnlnrsf has heen a

member ol The CounselLtrs sinca
-1989. (E-mail: adalmhorst@dehn
lorsl-sheehon.cottr)

ownsizing, rightsizing, spinoffs, layoffs and buyouts have
been the buzzwords of the 1990s. For the real estate profession
they mean reduced office space requirements. As corporations

endeavor to make themselves more competitive, making their head-
quarters leaner is one of the first goals. ln an age of buyouts, corpora-
tions sn allow corporations. This happens even to those once thought to
be too large to disappear; witness Chrysle,r, McDonnell Douglas, and
Scott Paper. The result - corporate headquarters with a vacancv sign
out front.

Although former headquarters are often architecturally attractive, (built
with high quality materials and svstems, in desirable neighborhoods
and located amidst beautifully landscaped grounds), they can prove to
be very difficult to market. The're are many reasons for this difficulty and
recognizing them can help bring the real estate counselor closer to
developing a solution. Following is a look at these problems and some
possible solutions.

LOCATION
Although headquarters used to be downtown in major cities, they now
can be' located anywhere. Beginning in the 1970s supposedly reliable
economic studies proved that the best locations were within .15 

minutes
of the then-chairman's home or golf club. The problem with these
locations is that often only the chairman and the president can live withh
a comlortable commuting distance. This is a significant problem for compa-
nies with a conscience. Unfortunately, until there is an easy way to pick
up and move corporate headquarters, it is an insurmountable problem.
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purposeful, marketing-oriented communications
platform across all business units, product and
service brands, media, and .-rudiences. The sum is
more than the whole of the parts.a

Shopping center companics want to e,stablish
themselves as the brand in the mind of the con-
sumer. They are attempting to tap into the psy-
chological corc. of the consumer with critcria that
the consumer values in a shopping center or ex-
perience. Shopping center companies are making
promises to the consumer. According kr Cregory,"
a brand is not an icon, a slogan, or a mission state-
ment. "ltisa promise-a promise your company can
keep."+ He savs what a brand communicates is the
subtext - "You can believe in our company and our
products.""

Williamson" indicates that name brand marketing
means more than iust a sigrl on the door. Ht'cites
executives at Simon and Westfie,ldi' that state that
a shopping center brand has to equal more than a
sum of its retailers. Simon is seeking the "power of
being able to aggregate nationally.""'

According to Managemt'nt Horizons, Pricewater-
houseCoopers' retail consulting group, department
store purchases have declined, while traffic at dis-
coultt department stores such as Targc.t, Wal-Mart,
and Kmart, and off-price retailers such as M.-rrshall's,
TJ Maxx, and Ross Dress For Less have made siz-
able gains."' The shift away from mall-based shop-
ping, particularly at department stores, is even more
pronounced when ltnking at male shoppers, ac-
cording to Schneiderman,n: again citing Manage-
ment Horizons.

One issue for consideration is that shopping center
companies do not have a product. They are some-
what marketing tr service, but in reality, it is not
exactlv a sen,ice eithe'r. Shopping center companies
are selling what Randazzo refers to as perception.nl

Turley and Moore state that the maiority of inter-
est in branding has been focuscd on physical forms
or goods, rather than services. The intangibility
factor associated with scrvices has led to the opin-
ion that branding and image creation may be even
more critical for services.o' *

Onkvisit ;rnd Shawn: state that a commodity is an
undifferentiated product and a product is a value-
added, differentiated commodity. They state that
the distinction is not superficial and has significant
managerial implications for service marketers.

Onkvisit and Shan* indicate that whenever pos-
sible, a service provider should attempt to become
a "power brander" by possessing four characteris-
tics:

.1. 
The company brand is distinctive.

2. The company brand is relevant.
3. The company brand has a tangible quality.
4. The company's most important services are

branded and linked.

Even though shopping centers are physical entities,
rvhat the shopping centers are branding is intan-
gible. The characteristics of a brand name such as
"Simon," "Tanger," or "Mills" revolve more around
the norr-physical qualities of the given shopping
e,xperie,nce than they do ar<lund the aspects of the
physical plant of the, shopping center. Zeithaml,
['arasurman, and Berryn'identifred four unique fea-
tures of services: 

.l 
). intangibility; 2). inseparability

of procluction and consumption; 3). heterogeneity;
and 4). perishability. All of these apply to what is
being offered by shopping center companies as a
product/st'rvice,rntl is what thesc companies nre
attempting to brand.

De Chernatony and Rileyroindicate that part of
what is being sold with a service is the overall
stature and imagery of the organization and con-
sumers tend to perceive all services offered by a

company as components of a single brand. They
indicatc that the extent clf intangible elements in thc
functional benefit may affect the way the service
brand is operationalized.Tr

The lnternet is threatening the very existence of
shopping centers. The'bits and bytes of the cybermall
are replacing the bricks and sticks of the regional
mall. Consumers are turning to the Net as a simpler
wav to shop. The,re is a fear among mall companies
that the local mall or power center could quickly
become a catalog showroom as buyers survey the
merchandise and then get online k) get the best
price and buy. In fact, one mall, The St. Louis
Galleria, went so far as to prohibit its tenants from
displayin6; any advertising containing references to
Web sites,t2 but one week later, it revoked the
prohibition.

Paco Unclerhill, author of Wh-y Wc Buy: Tht Sciotcc
of Shopping,Tl contains significant observations
about how customers act and wha t motivates them,
indicates that the Internet is a valuable tool, but
it will not replace the "bricks and mortar" of the
local shopping center.;r Technology, according tcr

This problem is a real one. United Parcel Service
(UPS) moved from Greenwich, Connecticut, to At-
lanta, Georgia, in large part, to escape the high
residential costs of southwestem Connecticut, A
comfortable house in suburban Atlanta, then cost-
ing $200,000, u,ould cost $600,0t)0 kr duplicate ckrse
to Creenwich.

In marketing to sell the former UPS space, Delm-
horst & Sheehan, Inc., had kr see.k small companies,
tvpically with a greater proportion of highly paid
executives. The space was simply not appropriate
for large cle'rical operations, as few of their employ-
ees could trfford to live in close proximity.

Housing costs are not the only problem u'ith subur-
ban headquarters. The cost of commuting is an-
other concern. A well-paid executive can easily
have a car to drive to work. Lower compensated
employees often cannot afford a second car and
mass transit service to remote headquarters sites is
frequently not available.

To remedy a situation such as this, a van between
the former headquarters and the nearest mass tran-
sit depot is a viable solution. Sometimes, the krcal
municipality or a "transit tlistrict" will operate a

van service. Other times, the owncr of the property
or its maior tenant may operate it. New tenants will
want assurance that this service h'ill continue to be
provided in the future. It cannot be'a short-term
service,.

stzE
There are certain features about corporate head-
quartcrs that may be detrimental to their reletting.
For instance, a small- or even medium-sized tenant
may not want to be the "small fish in a big pond." If
the balance of the property is occupied by a much
lar8er tenant, the smaller tenant may not find the
property to its liking. New entrances can overcome
this. At Nyala Farms in Westport, Connecticut, (the
former headquarters of Stauffer Chemical Com-
pany), a new lobby was constructed between two of
the former headquarters' buildings. This gave sev-
eral small tenants the opportunity to access their
space in a location separate from the main entrance.
It u'as designed to include, tu,o elevators, planters,
and a graceful staircase to the basement garage and
the two floors above.

DESIGN
Corporate headquarters are often designed with
no alternative use in mind. The companies for
which they are being constructed cannot, or do not,

conceive that the building will e'ver be anything
other than its glorious corporate headquarters.

This Iack offarsightedness results in buildings which
are not easilv subdivided or converted to multi-
tenancv. Thev may have very large lobbies, suitable
for the grandeur of a corporate headquarters but
considered a waste of space by a subsequent user.
These lobbies are apt to be designed to serve only
one tenant and are awkward when trying to lead
f isitors to more than one tenant's space following
subdivision. Elevators may be poorly positioned
for a multi-tenant building as well.

Most headquarters were designe'd to have large.
executive offices and not a lot of open work space.
If the new forccs in the, marketplace are, employee
intensive, these large offices are detrimental to the
marketing effort. Health Maintenance Organiza-
tions (HMOs), for instance, would prefer a building
with large, rectangular, open spaces, whereas a

former headquarters probably has many offices,
often configured in a manner that provides a maxi-
mum of window space, but not necessarily a neat
clean, rectangular interior.

TENANT IMPROVEMENTS
There may be executive wings that are improved to
such an extent that they exceed the needs of any
new prospective tenant and must be removed in
spite of their high initial cost. A number of years
ago, the American Cancer Society, r.r,hich took over
a major paper company's headquarters, explained
away the sumptuous appointments by placing a

plaque in the reception area thanking the paper
company for "donating" the improvements to the
new tenant.

Opulence is another possiblv unattractive featur.'.
AT&T, for example, had nume'rous marble fire-
places in its old headquarters at 165 Broadu,ay in
lower Manhattan that required removal. Certain
inrprov(,ments to the former Nestles headquarters
in Purchase, New York, were deemed to be exces-
sive even for IBM, its new occupant. This problem
is not restricted to large corporations. Somt real
estate entrepreneurs treat themselves to large of-
fices. When one maror NL'w York dc'veloper failed,
hc had great difficulty finding a new tenant for his
space as the size of those offices exceeded the de-
sires of all but the most egotistical new tenants. The
space went unrented for a long time.

The Craybar Electric Company, in its midtown
Manhattan office building, had a lavatory in each
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vice president's office. This luxury is now uncom- It is often extrenelv difficult to find a

nezo tenant that zoill require exactly the

arrTount of office space existing in thc

nczuly aacated building. Some require

,nore, sotne less. The ones needing morc

must look elsezuhere. Those requiring less

cal use the buililing, but must hnae the

right to lease surplus space to others.

Sometimes convincing the neighbors that the num-
berofcars coming k) the property daily, rather than
number of tc'nants, is the real problem and multi-
tenancy will he granted subject to a restriction on
number of cars ;rllowed on the property.

NEW LOBBIES AND SIGNAGE
Thc name on the building can create a problem.
American Airlines will certainly never lease space,

in a building called "The Pan Am Building." Chang-
ing the name to a neutral one is perhaps the first
action to be taken in convL'rtinB a corporate head-
quarters to a multi-tenant builciing.

This may become a very touchy subject. The
downsized company will think highly of itsclf and
believe that its namL, on the entrance \a'ill attract
ne$, tenants. This can bc untrue for several reasons.

Another reason is the- aura that might be attached to
the former occupant if it failed. This mav not be a

company with which new tenants will want their
name associated. They want their new space, what-
c-ver it is called, to convey thc imprc-ssion of success.

Competitive reasons may .1pply b more than just
the building name. We encountered a cafeteria
operator who would not relocate to our client's
building unless it were granted the cafeteria opera-
tion there. The prospective new tenant felt it would
be an insult to its business if their employees had to
eat every day in a cafeteria run by one of its competi-
tors.

6. Continuity - High visibility for the long term
7. Credibility - Message must match reality.lr

The aim of branding is to create a marketing asset
that has power in the marketplace; to achieve brand
equity. According to Kotk,r and Armstrong,{ brand
equity is the value of a brand, based on the extent to
which it has high lovalty among consumers, name
awareness, perceived quality, strong associations
with other brands, and worth as intangible or intel-
Iectual propertv.

MarconiF agrees with that definition and indicates
that establishing that value begins with creating
awareness. There are two ways to do this, according
to Marconi: quickly or slowly. The slolr. process,
argues Marconi, is more Iikely to achieve lasting
results and is done through test marketing, sam-
pling, advertising, sponsorships, promotions, pub-
Iic relations, event or cause participation, and en-
dorsements. The quick way to achieve awareness is
to do all of the above, but faster. According to
Marconi, this occurs through hype.

Docters{i indicates that brand equity produces the
highest return when customers Iack specific infor-
mation for evaluating a purchase; do not have clear
standards for evaluating the information thev dcr

have; either cannot or will not seek out more infor-
mation;oriustdo nothave thetime to do so. Hesays
that, "brand plays an especially powerful role' in
markets charactt'rized by a high degree of uncer-
tainty or mystery. [n such markets, sheer belief or
trust on the part of consumers can outwcigh nearly
all other considerations."rt

WHAT ARE SHOPPING CENTER
COMPANIES SEEKING TO ESTABLISH IN
THE CONSUMER'S MIND?
ln mall branding, shopping ccnter companies are
trying to establish themselves in the mind of the
consumer as the purveyor of THE mall or power
center experience. The theory is that if the shopping
center company can become the customer's brand,
it will become the shopping locale of choice for that
consumer. The ultimate goal of shopping center
branding is that the mall company name takes on a

life of its txvn in the consumer's mind.

Chain Stort, Agt,aB in its "State of the Industry" issue,
states, "Most any retailer bday can duplicate any
other's store design, product mix, advertising, pro-
motions, pricing, or customer-service strate8y.
However, what's not easily replicated is the unique
rcnrbintttiort of these and other attributes which

ln mall branding, shopping center

companies are trying to establish

themselzte s in the mind of the

coflsto?ref as the puroeyor ol THE

mall or poul,?r center experience.

The theory is that if the

shopping certter cornpany can

become the customer's brand, it zuill

become the shopping locale of choice

for that consumer. The ultiffiate goal

of shopping center branding is that
the nall cofipany nane takes on a

life of its ozotr in the consurfler's rnifld.

become compelling enough in the minds of target
customers to create an almost cult-like following
enjoyed by such chains as Nie'man-Marcus,
Abercrombie & Fitch, Home Depot, Whole Foods
Market, trnd FAO Schwartz."

The reality is that shopping centercompanies would
like to do the very same thing through branding.
They want to create a "cult-like following" to their
ce'nters. If that can occur, shopping center compa-
nies will have accomplished, through branding,
something that they might not have otherwise
achieved : customer loyalty.

Chtin Store Agea' goes on to state that "branding has
a dramatic effect on retail performance, which is

why creating powerful brand appeal is paramount
in today's overstored environment.

Tedlow'r) states, "Most American malls will prob-
ably be branded within the next three years. A name
brand offers value to be created and captured."sl

John Konnarski, senior vice president of the Inter-
national Council ofShopping Centers, says, "Ameri-
can consumers are more brand-oriented than ever.
You have to differentiate yourself. And consumers
use the mall as a point of reference as to where they
shop. They used to say, '['m going to Bloomingdale's
or Macy's. Now they reference the mall. Branding
has a strong potential to become a rt'al success for
malI developers."5?

A corporation has values, beliefs, rituals. aspira-
tions, a personality, a reputation - a brand.ir
According to Gregory, corporate branding is a

A headquarters may have a raised floor computer
room that is too large for any new tenant. This
installation, although costly, will have little value to
a new, smaller tenant. It will have to be removed
and the space rebuilt.

Many of the most active lessees of office space today
are in the financial service industries. Some want to
have trading rooms with large floor plates and
ceiling heights of 20' or higher. These, again, are not
features usually found in corporate headquarters.
They may, in fact, not be found an)..where, necessi-
tating new construction- We' know of one corporate
headquarte.rs where a commodity trading firm re-
moved much of the second floor of a former corpo-
rate headquarters, including the boarclroom, in or-
der to create a two-story trading room- Alas, after
only five years, the commodity firm sublet the
space. The new subtenant uses part of the tradilrg
floor as a basketball court!

lt is often extremely difficult to find a ncw tenant
that will require exactly the amount of office space
existing in the neu,ly vacated building. Some re-
quire more, some less. The ones needing more must
look elsewhere. Those requiring less can use the
building, but must have the right to lease surplus
space to others.

But, obtaining a change in zoning is seldom easy.
Residents who opposed the original corporate zon-
ing will vigorously fight the new rezoning efforts.
We have seen instances where nearby residents
;lmost had veto power over changes in zoning rrr
conversion to multi-tenancy.
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ZONING
Many corporate headquarters were dt'veloped
in locations where speculative office buildings
werc not truly welcome. For one reason or an-
other, local officials enacted zoning which per-
mitted the particular corporate headquarters to
be built. The property would initially be envi-
sioned as one without heavy traffic, a beautiful
building, on beautiful grounds, with few people.
Neither the townspeople nor the corporation
could ever imagine the company not being there.
Hence, in return for rezoning the property, it
was agreed that there would never be more than
one tenant on it. This can be an immense prob-
lem once the company is bought out or merges
and moves.

For one, the new prospects think highly of them-
selves and may not find it attractive to be located in
the "Brand-X Corporation Headquarters." This is
particularly true in suburban office buildings. In
major cities, a pre,stigious tenant may find it attrac-
tive to be in the AT&T Building or the Ceneral
Motors Building, but outside the cities, this willing-
ness disappears.



BUILDINC A BRAND TODAY
It used to take years to build a brand. A company
like Proctor & Gamblc. or General Electric would
make quality products and over time, consumers
would come to associate that quality with the com-
pany name. When they went to stores, these con-
sumers *,ould look for and purchase the given
products because certain companies nrade them.
The company itself became a brand name and the
products they made became brands as well.
Marconiri says that marketers spent years creating
brand identification and recognition and building
brand Ioyalty.

Today, society has instant everything. Faxes and
Fcd-Ex'ing of packages are the norm instead of the
exception. Microwave ovens cook, in minutes, foods
that used to take hours. Computers now do, in
seconds, computations and tasks that used to take
hours or even days.

The same is true with branding. The efforts of
systematic brand building have been overshad-
owed by instant brand building in the twentieth
century. Technology and technologists with their
"laserlike vision" have created a world of instant
branding.$

According kr Marconi,r; the power of instant brand-
ing reached neu, heights in the 1980s when Apple
Computers and Nike spent virtually their entire
advertising budget to run one-nlinute commer-
cials during the Super Bowl. Randazzo" inclicates
that to build a brand is to create a mythologv. The
key to building a strong, enduring brand mythol-
ogv is advertising. Advertising provides a po$,er-
ful vehicle to create an appropdate perceptual in-
ventory of imagerv, associations, and feeling for a

brand.

Ries and Riesr"state, "Marketing is branding.
The tr.r,o concepts are so inextricably linked that
it is impossible to separate them. Furthermore,
since everythin6; a companv does can contribute
to the brand building process, marketing is not
a function that can be, considered in isolation.
Marketing is what a company is in business to
do. "10

In her book, War1t Spctd Branding: Tfu Intpact Ltl

Trchnttlogy on Branding, Winklera' states that
brand building in the technology world has
grown up with an entirely different set of as-
sumptions stemming from the very nature of
innovation. Winkler says that the need for speed

has changed how the business environments, pro-
cesses, and consumers perceive products, services,
and their respective roles.

According to Winkler, there are six myths of brand-
ing that until recently were held as immutable.
They are as follows:

Myth 1. A brand is built over a long time . Commu-
nication technologies and computers have created
a branding environment that can be me'asured in
nanoseconds.

Myth 2. A brand is preciselv craft€'d for a tightlv
defined targct. A brand musl be more t'xpansive,
according to Winkler, because of a more compli-
cated group of stakeholder relationships and a more
splintered society.

MyfL 3. Advertising is the major creator of a brand.
Technchype creates more of a "buzz" about a
product or service, in a shorte-r period of time, than
any traditional advertising medium.

Myth 4. Brand the product. Today, says Winkler,
thc idca behind the product or sen,ice, is rvhat
companies netd to brand rathe,r than the product or
service itself.

Myth 5. The brand needs a manager. With so many
factors out of a traditional brand manager's con-
trol, if there is a person charged with brand over-
sight, that pcrson could better be called a brand
"Shepherd," rather than a managL'r, according to
Winkler.

Mtrth 6. The brand is a marketing concept. Brands
have financial significance and are larp;er assets
than can be simply thought ofor hanclled as market-
ing commodities.

Gregory': indicates that there are seven generally
accepted essential characteristics of any successful
corporate branding program:

Assuming that the new tenants coming into the
former headquarters are of a moderate size, and,
perhaps, using the space for their own headquar-
ters, they will want identity. Hou, this is handled
depends upon how many other tenants come into
the complex. If only trvo or three, their names can
probably be prominently displayed at the main
tntrance. If more, then the names should onlv be on
the individual buildings, or if there are many new
tenants, then onlv on the individual floors.

The problem of signagc' should bc addressed early
on. The redeveloper cannot give prominent signage
kr the first few tenants and then trv to withhold it
from others later on. The signage policy must be
u,ell thought-out ahead of time.

ELEVATORS
In some former headquartcrs, elevators may have
kr be installed in ne*, krcations. When the building
was in use as a single-tenant structure, the elt:vators
may not have bee.n near thc entrance. With multi-
tenant use, elevators will need to be at or very near
the entrance. Construction of nt'rv elevators is a
very expensive undertaking and the need to do so
must be confronted early in the financial analvsis.

Freight Elettators - Lo.rding docks, freight el-
evators, mailrooms, and other service facilities may
be located at one end ofa corporate headquarters. It
may s!.rve well kr keep these less attractive func-
tions remote from a chairman's office, but n hen thc
building is convc'rted to multi-tenant use, there is a

need for these operations to be ckrse b the building
core where many tenants can easilv access them.

We know of one five-building former corporate
headquarters, which had freight docks in only two
of the buildings. Their abse'nce in the other three
buildings, when noticed by prospective tenants,
was a negative.

NEW CAFETERIA(S)
A former corporate headquarters probably had one
large cafeteria in a central location. Whe.n the'build-
ing is converted to multi-tenant use, eithc'r this
cafeteria must be operated by the de'veloper or
demolished and replaced r.r'ith se veral snuller eat-
ing facilities. Furthermore, subsidization of cafete-
ria costs among several tenants may be difficult.
Company policies regarding subsidization vr,ill varv.

FITNESS CENTERS
The demand for fitness centers cannot be underes-
timated. The need for a neu' fitne'ss center is very

similar to the situation with the cafeteria. If the
former owncr/tenant has one, it may be opened up
to all new tenants if its location is accessible. At the
former Stauffer Chemical headquarters, two maior
tenants have their own fitness centcrs and theowner
has built a third for the balance of the tenants. It
appears to be very underutilized but its construc-
tion was necessarv to attract smaller tenants to the
complex.

Electricity should also be served separately kr indi
vidual tenants. Whereas the original corporation
probably had one meter, thr. multi-tenant building
will need one for each tenant. Er.erv tenant thinks it
uses little electricity, ccrtainly less than the tenant
next door. They, therefore, u,ant their ort'n nleters
so that thev do not feel thcy are paying for their
neighbor's extravagant use of electricity. This can
usually be accomplished on a build ing-by-building
or floor-by-floor basis, but ner,r' master panels and
meters are expensive and need kr be built into the
cost estimates of the conversion.

NEW BUILDINC MANAGEMENT TEAM
When the project was a corporatL. headquarters,
managing it rvas probably simple, but performed
by a diverse group. The fin;rnce department paid
all the bills; the general services department ar-
ranged the servicc contracts; and there was prob-
ably one on-site handyman n,ho did all sorts of
ocld jobs, including picking up tht, mail at thc post
office.

Now, as a multi-tenant building, an entity must be
set up to carrv out all of these functions. It might be
Iocated remote from the site but the new tenants
need to have someone nearby to call uporr u'ho can
rcspond promptly to minor repair needs. If the
complex is large, a highly qualified project manager
will be neede'd on site, all of the time.

It is important to budget for a management team
that can be freestanding. It n,ill no longe'r have the
support staff of the large corporation, which previ-
ously occupied the building.
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SEPARATE BUILDING SYSTEMS
Not all tenants N,ork the same hours and varving
amounts of electronic equipment can emit varying
amounts of heat. Office tenants likt, and rrr,td to have'
control of their own he.ating, ventilating, and air-
conditioning svstcms. This can br',r,erv difficult kr
provide in a complex that was built for tr singk, user
but it nteds to be done. Engineerinl; cost estimates
should be obtained early in the process.

1. Simplicity - Try not to be all things to all people;
focus on the important.

2. Uniqueness - Set yourself apart from the
crow d.

3. Appropriateness - Bring attention to the quali-
ties that further corporate objectives, not just
the company.

4. Relevance - Hit home with target audiences.
5. Foresight - Create a positive impression before

negative opinions can be formed.



A former corporate headquarters can be success-

fully converted to a multi-tcnant building, but the
problems must be foreseen and dealt with early in
the conversion process.

OVERCOMING THE "SINGLE-TENANT"
PERCEPTION IN THE MARKETPLACE
When a corporatt' headquarters has been knorvn for
its single tenancy for a long timc, it is difficult t<r

entice nerv tenants there. This is hard to overcomL'
and is done best by n,ide publicity of individual
l!'asing transactions. "Tombstone" ads and neu's
articles should be used to disseminate thc announce-
ments of nel\, t('nants. Afte'r several of these, the
project will lose its perception as a single-tenant
building, but getting those first tenants to make the
initial announcements is not easv.

Efforts should be made to get real estate brokers intcr

the building, Ieading them on tours that emphasize
the positive features, therefore overcoming the
single-tenant perception. How brokers describe a

building to their customers is very important in
arousing the interest of prospective tcnants. The
brokers must bc convincecl of the viabilitv of the
property as a multi-tenant one.

Corporate headquarters arc. usually built to last;
they have quality design and quality construction.
In this era of buyouts and downsizing, they can bt'
successfully convertecl to multi-tenant properties,
but only if the numerous potential problems are
recog;nized and addrcssed t'arlv in the Process.R,

"Golden Ratio" applies, i.e., that 80 percent of sales

come from 20 percent of customers.It would appear
that Chair Storc Age is advocating that shopping
center companit's tap into the core of "best custom-
ers."

Even though relationship marketing has been criti-
cized in certain circles, the csscncc of the concept is

inherent in the branding process. Branding is an
attempt by a marketer to form a bond or lasting
relationship between that certain company, prod-
uct or service and the consumer.

Fox indicates that a number of companies art. begin-
ning to experiment with corporate branding and
the motives behind the'campaigns vary w'ide'ly, but
all are symptomatic of a newfound enthusiasm for
corporate chest beating.t" Fox also states that be-
cause of external forces acting on companics from
all st'ctors, the increasing difficulty of carving out a

competitive edge and the cost of supPorting single
brands, corporate branding is a sensible marketing
option.

Cebrzynskir" states that of all the techniques avail-
able to marketers, branding is the' most powerful.
He says branding is intended to be a long-term
commitment to building and nurturing a loyal cus-
tomer. According to Cebrzynski, branding is ofte'n
.rn emotional appeal, speaking to horv consumers
want to feel about themselves.

Marconi'?o states that price witl.r quality equals value
and value is rt,hy people choose one brand over
another. That, he says, and that "feel good" quality.
Image, according to Marconi, is a major factor in the
buying decision and sometimes it has to do with not
only the image to which one aspires, but to one that
is sort of a "creed.":r

Lindquistrr quotes Martincaurl talking about store
image, "lt is the way in rvhich the store is defined in
the shopper's mind, partly by its functional quali-
ties and partly by an aura of psychological at-
tributes. " Lindquist also states that the brand im-
age consists of everything people associate rvith the
brand. He says that the word "skrre" could easily be

substituted for the word "brand." It could be fur-
ther argut'd, in the context of this manuscript, that
"shopping center" could also be substituted for the
word "brand" to capsulize the efforts of shopping
center companies to brand themselves.

Nilson:r states that the rolL'of a brand is to trigger a
set of 'stored' r'alues in the minds of customers.

Murphy:i indicates that brands are important to
brand owne'rs at two different levcls. Brands serve
to focus consumc'r Ioyalties and they deve'lop as

assets, which ensure future demand and cash
flows. The brand, Murphy says, also serves to caP-

ture the promotional investment which has been
placed behind it; benefits that can accrue even years

later.

According to Upshaw,rn brands have becomc "the
atomic core of our consumer-driven capitalistic
economv." He goes on to say that, "A brand is an
assortment of expectations established by the seller
that, once fulfilled, forms a covenatrt with the
buyer."27 Upshaw states, "Creating and sustaining
trust h'ithin a franchise requires the matching of
what is expected with actual performance. A formi-
dable brand identity is the end product of that

Process."2rr

Brands are part of a strategy aimed at differentiat-
ing supplv.r" According kr Kapferer, companies
seek to better fulfill the expectations of specific

Broups of customers. He says that the comPany
wants to leave its mark on a Siven field and its
imprint on a product.

Kapferer also states that "the spirit of a brand can
only be inferred through its product and its adver-
tising. The content of a brand grows out of the
cumulative memory of these acts, provided they are
governed by a unifying idea or guideline."l' Hc
says that the brand tells why products exist, where
they come from and where they are going. By

creating satisfaction and loyalty, the brand enters
into a virtual contract binding it to the market. ln
exchange, the brand earns an automaticallv fa-
vorable opinion of any new products it intro-
d uces. tl

Dr. Richard Tedlow, professor at Harvard Business
School an,.l a branding researcht-r, explains brand-
ing as a "promise of reliability."'r He says, "brand-
ing is in some sense a promise and brand equity,
brand value, comes frcm the' keeping of that prom-
ise. Generally speaking, branding is about reassur-
ance, about consistencv, about loYalty, ,rbout rePur-
chase behavior."" Tedlow is creating a case study
based upon the Westfield branding efforts.!
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Brands are developed to tap into the customers'
ability to rt'tain impressions and link them to a

visual or oral expression. According to Nilson,
brands are built out of key values. Thesc'values are

tangible benefits and intangible character.



Branding is the creation of a connection of that
nnme t() the company, product, or sen ice.

Charmassonr indicates that, "A name is a goodwill
ambassador, a herald, a promise, the first thing that
a consumer hears about a firm or its product. That
first contact often determincs the consumer's atti-
tude toward the firm or product that the name
identifies." {

According to Profe'ssor John Philip Joncs of Syra-
cuse University, a brand is a product that provides
functional benefits plus added elements that some
consunlers value enough to buy.'The differenct,
between a name and a brand is that whilt' a name is
an identifying designation, the brand name adds
to that a sense of definition and personality.,'

Murphyr states that a brand is the product or ser-
vice of a particular supplier, which is differentiated
by its name and presentation. He says that a brand
is a complex thing. Not onlv is it the actual product,
but it is also the unique property of a specific owner
and developed over time so as to embrace a set of
values, both tangible and intangible, which mean-
ingfully and appropriatelv differentiate products
which are otherwise very similar.

THE PSYCHOLOGY OF BRANDING
A brand exists in psychological space, in the
consumer's mind, according to Randazzo.8 He in-
dicates that a brand is dvnamic and mallcable.
Randazzo says that advertising is the vehicle. that
allorvs access to the consumer's mind, wherein a
perceptual brand space is established. A brand
takes on an almost mvthical qualitv in the mind of
the consumer, whe're the brand serves to engage the
verv psyche of the indir.idual.

Cregory' states that corporate image is comprised
of "familiarity" - how wellrelevant audiences know
the company - and "favorability" - how n'ell audi-
ences regard the company in terms ofspecific quali-
tative attributes. ln the end, according b Gregory,
the brand is the reputation and the reputation is the
brand. Quoting Charles Brymer, CEO of Interbrand
Scheter, Gregory posits that, "A product becomes a
brand only w,hen it stands for a host of tangible,
intangible, and psychological factors. A key point to
remember is that the manufacturer does not create
brands. They exist only in the eye of the beholder;
the customer."rt'

Cardnerrr indicates that marketers do not have the
power to build a brand. The actual creation of a

A brantl is a name, tenn, sigtt, symbol,

or design or a cornbifiation of these

intcnded to identify the proilucts or
seraices of one seller or group of sellerc

and to differentiate them frot, those of
competitors. A brand is a seller's profiise

to cotrsistently deliaer a specific set of

features, benefits and seruices to buyers.

brand and brand identity is done in the minds of
each individual consumer.

The primary function of a brand is to identify and
distinguish a firm from other firms or the firm's
products or services from those of competitors.
Psychologists call the impression left by a name an
"engram."t: This is the impact the name has on the
mind independent of the designated person or ob-
ject. DavidsonB states that a brand is a constantly
changing mental inventory inside the customer's
mind. Every facet of the marketing mix influences
its image.

Ries and Riesr{ state, "We believe in the process of
branding. Marketing is building a brand in the
mind of the prospect. If vou can build a powerful
brand, you will have a powerful marketing pro-
gram. If you can't, then all the advertising, fancv
packaging, sales promotion, and public relations in
the u,orld rvon't htlp vou achieve vour objective.
Today, most products and services are bought, not
sold. And, branding greatly facilitates this process.
Branding "pre-sells" the product or service to the
user. Branding is simply a more efficient u,av to sell
things."t' Ries and Ries indicate that a brand name
is nothing more than a u,ord in the mind, albeit a

spccial kind of word.

WHY BRAND?
Branding has a dramatic effect on retail perfor-
mance, according to Chain Store Agc, a news maga-
zinc for retail executives, compilcd by Arthur
Andersen.r6 Creating a powerful brand appeal is
paramount in today's overstored environment.rt
The successful retailer of the future will focus its
brand building activities, both in-store and exter-
nallv, on a select group of core tarS;et shoppers who
appreciate and value thc. brand's attributes. C/rnll
Sfo/, Asc states that these "best customers" become
the true basis of future growth. It has been a long-
held belief in retail circlos that Pareto's so-called

CRE PERSPECTIVE
Jusr TurNxrNG ABour rr rs
Ilrrcal
br1 AntLtld S. l?,s/r, CRi-

Licensing of appraisers in most states has bt'en
around for a decade or more. It was inevitable. [n
view of the 1980's rash ofdeveloper insolvency and
financial institution failures, appraisers were bound
to be caught in the line of fire. It is at least a small
miracle that those, whose value opinions can change
the course of millions of lives, were ever allon'ed to
t : facto police themselves. There are few profes-
sional appraisers who now have difficulty rvith the
licensing of their industry. The issue is the admin-
istration of such licensing. AIso of critical impor-
tance, is where does one draw the line betwcen
appraising and consulting or counseling? This is an
issue which all CREs will bt. [acing in coming years.
This is whv it is important for us to understand
what is happening to our professional cousins who
appraise real property for a Iiving. Normally, li-
censing is designed to protect the public while
distinguishing those who have earned the privilege
of being recognized as able to perform the required
functions. This has not happened in the appraisal
profcssion.

THE PURPOSE OF APPRAISAL IS
TO FIND VALUE

The appraisal process is consistent. The tools
available to practitioners are limited and do not
differ geographically. Through a well-defined and
rather rigid process, certain approaches and tech-
niques are chosen bv the appraiser to arrive at a
conclusion of value. The available choices are the
same worldwide, and most certainly cxist in all 50
states, as well as the federal district and the territo-
ries. It is not a matter of local or even fe.deral law or
regulation as to whether the income approach, or the
sales comparison, or cost approaches are proper for
finding market value-it is a matter of economics. It
is a function ofthe tvpe ofproperty being valued and
the type of data available for such valuation. An
income producing property in Montana will likc.lv
be very different from one in New York, or another
in New Mexico, but that has nothing to do with the
methodologies a vailahle to the appraiscr in carryin6i
out the valuation assignment. The real question is

whether the appraiser is competent to serve the
client in a particular locatit-rn and for a particular
type of property. Local licensing requirements rely
on adhcrence to the Uniform Standards of Profes-
sional Appraisal Practice (USPAP) competency pro-
visions and the states have no means, or apparent
desire, to individuallv police or even test for local
market knowledge or specific property-type famil-
iarity. USPAP requires the appraiser to come forth
and express any competency shortfalls that may
exist for any given assignment. Whether the ap-
praiser is the holder of one license, or 50, the samc
requirement exists.

REAL PROPERTY IS NOT INTELLIGENT
It does not order appraisals or use the conclu-

sions. Appraiser incompetence or negligence does
not victimize the property, regardless of which state,
it is in. However, careless or incompetent appraising
can harm humans. Requiring the appraiser to be'

licensed in the state in rvhich the property is located
does not prevent victimization in the form of finan-
cial loss or emotional distress. Is it a good idea kr
license professionals where they practice? Of course
it is! Appraisers should be licensed wherever they
domicile a practice. For example, attorneys are li-
censed wherever they practice. Laws differ, as do
standards. Lawyers are licensed where they domi-
cile a practice, or where they file or appear to present
cases. They nee'd not be licenscd in states whe're they
observt, do research, or rvhere assets or liabilities in
claims or defcnses are simply located.

Barbers, beauticians, and medical doctors are
also licensed in the locale in which they practice'.
Practice for them involves actuaI pt'rsonal and physi-
cal contact with their customers. However, the fact
that an MD licensed in the state of Utah proffers an
opinion based on an x-ray examination done in
Arizona, has no bearing on whethcr the patient is
properly protected by licensing laws. Such a sce-
nario is perfectly legal .rnd there is no requirement
that the doctor in question be licensed in Arizona. If
vou take this example and supplant the doctor with
an appraiser and the x-ray with a site visit, the,n tht'
appraiser rrray &t, subject to criminal penalty. Why? lt
is be,cause the appraiser is looking at an inanimat!'
obiect \^,hich is affixed to the earth in another state?
lusl thitking nbout f/rc zrnlric of this property is illegal.
Yes, this results from knee-jerking by those who do
not understand the'proft'ssion and its practice, exac-
erbated by those that do, but are either not thinking
or are afraid to speak up.
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Prac tic ing appraisal intt ola e s

creatirg a professional product,
usuallv in the form of a $,ritten
conclusion of value. The fact that
third parties ivill rely on this prod-
uct makes it important that the
people' performing the' appraisal
are qualified practitioners. Simply
working torvards that conclusion
or lhirrkinpi about it is not practic-
i ng appraisal.There is no good rea-
son why appraisal should be
trt'ated so clifferently from other
occupations or professions. Ap-
praisal licensing laws are based
on where property is krcated rather
than where sen,ices are' provided.
lt was a mistake from the outset,
produced by a rapidly formed but
conscientious group attempting to
satisfy bankers and politicians who
were covering up their own tracks
in the Federal S.rvings and Loan
Insurance Corporation fiasco. What
was done, was done in haste, but
wrth presuntbly good int€.ntions.
Perhaps appraisal was confused
with broke-raBe-a transactional
business where there is an actual
transfcr of interest in the inanimatt'
object. After all, real estate is real
estate, and if brokers neecl to be

licensed where the property is lo-
cated, nhy not appraisers? In bro-
kerage, rights and assets are ex-
changcd and the definition of the
real property is usually changed.
Also, brokerage is a function of
bcal law and regulation. It has a

prescribed and legally sanctioned
methodology. Its practice is not
primarily based on rt'asoning and
opinion, but on selling property
and administerin6; a formal pro-
cess, whicl, varies by state.

Does it make sense that a sur-
geon licensed to practice medicine
in Florida, performs an operatitrn
on a resident of New Jersey, while
the patient is in Miami, and there is
no requirement that the dockrr hold
a New Jersey license? Yesl Does it
make sense that if when the patient
returns to Nert lersev he suffers

rcpercussions from a forgotten
sponge, but cannot bring a com-
plaint before the Neu' Jersey li-
censing authority? Again, yes!
Why? Simply because even though
the subiect is a resident of New
jtrsey, the servict received and thc
rr.sultant harm had its direct cause
in Florida. What does society value
more- realproperty that happens
to sit in New Jersey, or the human
being that reside's in New Jersey
with an errant sponge left by a

Florida doctor? If the patient calls
the doctor in Miami and asks about
the pain, is the doctor prevented
from thinking about or talking
about the symptoms because the
subject is located in another state?

Of course notl lf the real issue be-
hind all this provincialism in li-
censing is state by state liability
larvs, or limitations, then it is a

matter for the clie.nt or patient to
considt'rwhen traveling away from
htrme, or when rctaining a profes-
sional. lt just is not practical k)
stretch the meaning of "practice"
so thin, as has appraisal liccnsing
laws, so as to make it impractical-
if r.rot impossibk-for good and
honor.rble peoplc to run a busi-
ness. It also, in many cases, pre-
\.ents the public from getting thc
best sr'rvice avnilable. lt restrains
trade.

Cunent licensirg goes zuell be-
qond ulrcre the practice is cotr-
ducted or u'hert, the service's are
contracted. Borrowing the theme
from the prior section, is it right
that an appr.riser in lenn>ylvania
is asked by a client in Newlersev to
appraise a property in Delawart'
and the license in question is Dela-
ware? It is not the property in Dela-
$,are that is receiving the service,
but the client in New Jersey that
chose to do business in Pennsvlva-
nia- How about the lawyer pre-
senting a case in New Jersey for a

New Jersey corporation which
owns that property in Delaware?

There is no requirement that this
lawyer be admitted to the Dela-
ware Bar, because the asset in ques-
tion is ltrated there. lf valuing prop-
erty located in Dt'laware ra'as sub-
ject to a law that said, "regardless
of what effect it may have on mar-
ket value, the appraiser must use
only that methodology prescribed
by local authorities and the ap-
praiser must call the result market
v.rlue" than licensing on the basis
of propertv location would be jus-
tified. Of c()urse any such hypo-
thetical law would not only be
silly; it would producc rrrisft ndirr.q

rrs lrlls--an u nprofe'ssiona I practicr'.
It is another example of regulation
gone amuck.

Someone can be criminally
prosecuted for thinkirtg nhout ulttc,
while looking at a property in a

state \^,here they do not hold an
appraisal liceltse. How about the
place where the appraiser entered
into an agreement with the client?
Hon' about focusing on rvhere the
appraiser accepted the client's
money with the understanding that
compctent rvork is expected and,
by la'n,, required? The concept of
policing a profession is related to
the belief that government has a

rolein protecting the pr"rblic against
incompetent orunscrupulous prac-
tice. Dependingon whereone looks
they will find various definitions
which all relate to a professional's
busincss as the practice and not to
a thing which iust happens to sit
somewhere other than where the
appraiser domiciles a practice.

REAL PROPERTY DOES NOT
KNOW WHICH STATE IT IS IN

It does not havt'anv awareness
t'f jurisdictirrnal hound.rries. Nci-
ther d()es fin.rnce rrr cc()nonlics -
two disciplines that relate directly
to the appraisal Fr()ce5s. Thcsc dis-
ciplines are not k'Bislated, cxcePt
in despotic societies. Lau,or regu-
lation cannot manipulate' the truth.
Value isvalueand that's $'hat most

lty Mork C. Gantbill
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SHoppING CErurEn BnINDING:

DoEs rr MAxE SrNSE?

TNTRoDUCTION
I A ,un.he. was asked the name of his ranch. He replied, "lt's the

I n scoErc HTIKLMNOPORSTUVWXYZ Ranch." He was then asked
how many head of cattle he had and he said, "Not many." "Why not,"
the rancher was asked. The rancher said, "Because most of them do not
survive the branding."

Branding is a complcx topic in the world of marketing. Many marketing
theorists and researchers hold that branding correctly done can be the
key to the success of a company, product or service. While some

companies should utilize branding, it is not always a practical solution
in every case and does not lend itself to every application. Many
companies that try to hrand either themselves or their products or
services do not do it correctly and, as a result, do not survivt' the process.

This manuscript will focus on the efforts of retail real estate comPanies

to brand themselves. The process of branding will be t'xplored; why real
estate companies feel compelled to brand; and how real estate comPa-

nies brand themselves.

WHAT IS A BRAND?
A brand is a name, term, sign, symbol, or design or a combination of
these intended to identify the products or services of one seller or group
of sellers and to differentiate them from those of competitors.r A brand
is a seller's promise to consistently deliver a specific set of features,
benefits and services to buyers.l

The art of naming a brand, i.e., a company, the products they manufac-
ture, or the services they provide, is called semonemics. This is a word
derived from the Greek - sarron (identifier) and sorlritt (to assign).
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never trigger. Thus, Lender rvould continue to bear
whatevcr risks might arise from anv frauduk'nt
transfer actions that other creditors (e.9. trade credi
tors, slip-and-fall plaintiffs, and c.nvironmental
claimants) might take to set aside the Property-
Spe.cific Mortgages. An upper-tier guarantv would,
however, give some protection against bad faith
on the part of the very parties most likely to exercise
it - Property Orvner's management.

A guarantv of this type should raise few legal
issues or problems of its own, such as qut'stions
abrrut its validity. And if the btrrroning group is
prtreeding in good faith, it is hard to see how the
borrowing group can make any good arguments for
not giving such a guaranty, other than general
aversion to contingent Obligations and personal
liabilitv of anv kind.

9). Purchase Agreetnent - As a variation on the
theme, Lender might request that some higher-
level entitv agree to purchase the Portfolio Loan at
par (plus a prepayment fee) from Lender if anyone
evcr tries to invalidate any Propcrty-Specific Mort-
gage as a fraudulent transfer. An obligation to
purchase the Portfolio Loan would eliminate po-
tential issues about measurement of Lender's dam-
ages and hence about the amount of Lender's
claim under a limited guaranty - but perhaps raise
issues about whether the arrangement is reallv a

guaranty after all.

If a Lendcr adopts some or all of the deal structures
suggested above, this should significantly dimin-
ish thc likelihood that Propcrty Owner's manage-
ment corrld use the bankruptcy and fraudulent
transfer process as a creative technique to lt'verage
Lender. A borrower's reaction to any of these struc-
tures might include the folkrwing arguments:
. This is a nonrecourse loan without anv credit

enhancement, period, paragraph.
. Assuming a multi-branch ownership structure,

no branch of ownership can control another.
(Lender *'ould respond that these branches carr
and should, without much trouble, negotiate
appropriate covenants and internal indemnities.
Lender would be happy to help all olvnership
branches solve their "internal imbalance" prob-
lem by obtaining the same good-guy guaranty
from all branches. Lender might even agrc.e tcr

allocations of liability rather than joint and sev-
eral liability. And, if the branches of ownership
are not comfortable enough with one another to
stand shoulder-to-shoulder on this type of risk,
Lender may legitimately ask larger questions
about the group as a whole.)

There is no single uppe'rJevel cntity that indi-
rectly has the benefit of all the equitv in all the
assets and thus is an appropriate Eiuarantor.
No upper{ier entity in any branch of on nership
is otherwise interested in assuming any poten-
tial exposurc for any of these risks.
The rest of the world closes multi-property, multi-
borron er secured loans rvithout lvorrving about
these problems, or by adopting onlv some of the
measures suggested above and, in particular,
does not require guaranties to acidress this issue.
(But, is this really true?. . .)

How far these arguments will go may depend on
such corrsiderations as how badly Lender wants to
make the Portfolio Loan; u'hether the borrower has
other financing sourctsi and how the borrower
would behave under stress (considering the
borrou'er's possible obligations k) third-party in-
vestors that might preclude the borrower from be-
having reasonably). Also, some of the structures
suggested above might incur significant extra trans-
action costs (e.g., a doubling of the number of
mortgages), and these costs might be regarded as
excessive compared against the likely risk being
addressed.

Asa reasonable middle ground, Lender might settle
for: a). limitations on the liability of each Property
Owner; b). some form of simple contribution agree-
ment; and/or perhaps c). equitv pledges. As noted,
these three measures do not eliminate the issue, but
should diminish it.

Finallv, Lender might simplv decide that givt,n
the large number of things that need to go wrong
and the number of arguments that need to fail
for Lender to suffer any loss as a result of the
risks described in this manuscript, Lender might
decide to treat this risk as background noise -the functionalequivalent of the risk of being run
over by a bus if one decides to cross the street.
This would, of course, be a business decision that
should first reflect an understanding of the risk,
which this manuscript has attempted to pro-
vide. That busine'ss risk u,ould need to bt ana-
lyzed in light of the overall financial strength of
the parties and whatever level of financial pres-
sure the trans.iction itself lvill create, i.c., whether
the overall loan-to-value ratio is 45 percent or 90
percen t.

The real issue might not be the size of the risk, but
rather who should bear it. Why should this problem
be Lender's risk at all, evcn if it is very small?*u,

appraisal clients are looking for
when they do their hiring.

Let us consider the accom-
plished appraiser who is asked to
value the portfolio of a Fortune 50
company r,vith office ancl indus-
trial sites throughout the United
States. Perhaps the, appraiser is lo-
cated in ldaho, and the subject
property is scattered throughout
25 other states, Has this appraiser
violatcd the l.rw if thc p()rtfolio is
valued in the absence of holding
26 individual state licenses? One
wor:ld hope not; but regrettably
this cnl bc the cast'l As we can see,
not only is property a thinB and not
a person, it can be almost anything
a person or persons wish it kr be.

When multiple propL.rtic,s are
involved the subjcct for valuation
can be defined in anv combina-
tion. Even a single property can be
considerecl in partial interest or as
part of a greater whole. For in-
st.rnce, a railroad can be valut.d in
one hundred-mile segments or as

an entire system going coast-to-
coast. None of these funtlanruttally
dif ferent scenarios are realistically
feasible b analyze under current
legislation. Also, none of the cli-
ents asking for conclusitxs based
on these subject dt'scriptitrns,rre in
any way helped or protected by
thc invocation of an unx,orkable,
poorly conceived, Rube Coldbcrs
matrix of senseless state licensing.

ls counselirg itt for thc same
nightmare scenario that the bu-
reaucracv has produced for ap-
praisal. You bet! Only diligence on
the part of our profession and The
Counselors of Real Estate can pre-
vent the same mindlcss crusaders
from handing our livelihood over
to a group of w.ell-intentionecl,
but uninformed (as well as unurri-
formed) con su lti ng-police. Just
think about it! The number of
states requiring licensing for
counseling is expanding quickly.
Counseling, as a profession, is not

just in danger it already has a
problem.

Manv politicians and regula-
tors think ()f consulting as heing
synonymous with counseling. They
think of it as a branch or subset of
appraising. Stanclarcls 4 & 5 of
USPAPspellout the problem much
better than I can. These standards
dictate an exact procedure for coun-
seling. Counselors are supposed to
folkrw these unworkable proce-
dures to satisfy a bunch of bureau-
crats to the detriment of their pro-
fession as well as their clients. If we
do not revc'rse the trend, we rvill
fincl ourselves like a bunch of lvhirl-
ing durbishes spending most of our
time aFplving for and rent'wing
licenses. We will do this so that we
will be allon ed to produce sub-
qualitv results for the few clients
that will have the patience or the
money to waste on our three-
humped camel procedures. Wr.l-
come to multi-state counseling of
the future. Truly, a career from hell!

Imagine, for a moment, a CRE sur-
rendering to local police and ad-
mitting " Wrilt ht'itt5i licanscd itr nn-
othtr slat!:, nnd it'hilt itorkitr! fttr t
rcsirlent of tlnt statc, t ltro1terlrl hns

betu t,ittttl and tht rcsessor's office
hns btu t'isittl lor latu collrtliott irr

Vour comtly. Inn not licansed in this
stntt, trtrd ktrott tlmt I must face the

conseqtenccs. Planst'be gantk nul doti t
sL'L rL' the hnn& ffr trlr liglrt. / a nii'c
ntrl Mirandn rights ond surrendt,r nry
HP12C fintncial cnlculatttr anLl nry
Elioottd tables for stntt's ttidt'nca. l
iortrrld likt lo ner.isd ny rights lor a

ph,tt, cnll sin(r it lt,rrls /ilt, I nlt gr'irrg
to lnr( to cancel ny rcstrztatittn for
Tht CLturtstlors' annunl High LL't'tl
Cotitrdtc." , .. The scenario sounds
nuts but, unfortu nately, it is based
on a p/nlslblc set of circumstances.
It is only so because government
regulation makes it so. [f it wc're
not for rtckless licensing legisla-
tion, the idea of someone going to
jail for thinking in the. United States

of America woulcl be ridicukrus
Unfortunately, this is for reall

Aside from eaerything else let
us be honcst and answer the real
quc'stion. How docs anv state prt>
lect its resid(nts by giving reci-
procity to another state and re-
quiring a fe,e from the. appraiser?
Thcre is no testing. There is no
competency threshold. Even more
insane is that there may not even
be a residt'nt to protect! Remem-
her, tht' licensing re(luirement is
based on where the property is lo-
cated-not the appraiser or the cli-
ent. [s this just one of these local
control for revenue, full-speed
ahead and damn the Constitution
issues, or is the,re just something so
manv of us thinking pc,ople simply
do not understand?
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THE FUTURE
Ultimately, it will take a high

level legal challenge to show how
truly unjust and unworkable
multi-statc licr,nsing regu la tion is.
Only this tvpe of test will demon-
strate h()w arbitrary and capri-
cious enforcement is and how both
consumers' and the practitioners'
rights are being violated. Once
again, it should demonstrate that
individu.rl rights are not to be
trampled upon for the convenience
of the bureaucracy. No state
should be able to impede or pre-
vent trade or commerce on the
pre,tense that it is protccting its
residents.*.,
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FOCUS ON THE ECONOMY
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rsn Rrnt- (Esrarr) Ecottovrv
btt tlugh F. Kelly, CRE

n,ert'subjected to bankruptcv proceedings or a

"fraudulent transfer" action, the circumstances
would probably have already allowe'd Lencler to
declare a default on the t'ntire Portfolio Loan, against
all the I'roperty Olvners. Lender might Bo a step
further and say in the loan clocuments that com-
mencement of any fraudulent transfer proceed-
ings against anv Property Olvner would automati-
callv allow Lender to acceleratt'the Portfolio Loan.
Any such acccleration would, in all likelihood,
forcc all other Property Owners into bankruptcy
proct'edings, if thev we.re not already.

Lender might prefer a singlc. global bankruptcv
for all Property Owners as opposed to separate
"fraudulent transfer" actions affecting each I'rop-
trty Owner. In a global bankruptcy, the court might
treat the assets and Iiabilitie's of all Property Orvners
as if they we.re assets and liabilities of one entity -
a "substantive consolidation." This would support
a single-entity fraudulent transfer analysis that
would probably benefit Lender by tending to vali-
date the entire structure. Moreover, baseci on how
particular Property Owners conducted tl.reir af-
f..rirs, thc particular facts might provide further
b.rsis feir substantiv(' ctrnsolidation.

Substantive consolidation is, however, a rather
flexible and unpredictable legal doctrine. How and
when to apply it depends very much on the discre-
tion of the particular bankruptcy judge. lt would
depend on the particular facts and the positions
taken by the unsecured creditors in the case.

In the typical real estate bankruptcy proceed-
ing, a securetl creditor will oppose substantive con-
solidation, but the special facts of a Portfolio Loan
might lead a Lender to favor it at least in dealing
with Property Owners that obtained the Portfolio
Loan. A Lender might not be as enthusiastic about
bringing other unrelated affiliates into the bank-
ruptcv proce,eding. While a court might bt' recep-
tive to Lender's position, it might also conclude that
a Lender cannot assert it after havinB dealt with the
se,parate Property Owners as separate entities. Fi-
nally, if all the Property Owners are insolvent when
considered as a group, Lender might disfavor sub-
stantive consolidation.

7\. Common General Partner - Lender might insist
that Property Owners restructure their internal
or.vnership to assure'that all I'roperty Owners are
general partnerships and they all have the same
general partner, with the general partner having
recourse Iiability for the entire Portfolio Loan. That
general partner would therefort'already be liable
for all debts and obligations of everv Property
Owner, including the Portfolio Loan. It could pav

Lender night simply decide that gioen

the large ,lurrrber of things that need

to go urong and tlre flumber of arguments

that need to fail for Lender to suffer

any loss as a lesult of the risks described

in this mauscipt, Lendenttight decide

to treat this risk as backgro,tnd noise -
the functional equioalent of the risk of

being nu oaer by a bus if one decides to

cross the street. This ll,ould, of coulse,

be a business decision that should first
leflect afi understandirtg of the risk.

that liability from any of its assets, including its
partnership interests in all Property Owners.

lfnot paid, Lende'r could always proceed against
that common general partner, directly, in its capac-
ity as general partner of all Prope'rty Owners, with-
out having to consider issues that arose because the
general partntr had somehow assumed liability for
some other entity's indebtedness. ln a tvpical case,

the use of a common general partner would sub-
stantially diminish whatever incremental "fraudu-
lent transfer" concerns might arise from cross-
collateralization with separate Propertv Owners.

A borrowe'r may resist the use of a common general
partner or single entity kr hold all assets. A bor-
rower might express concern that such a structure
would be inconsistent with its business needs and
desires, and would make it incur significant trans-
action costs and probably tax exposures.

8\. Guaranty - An upper-tier, deep-pocket entity
might execute a narrow and limited guaranty, de-
signed to protect Lender only against thc risk that
any Property Owner's obligations or ['roperty-Spe-
cific Mortgage were ever invalidated based on
fraudulent transfer theories.

As an alternative, such a guarantv might be

even nlore narrow, applying only if Property
Owner's management, through skillful nanipula-
tion of thebankruptcy process (and its controlof the
"debtor-in-possession" ) ever triecl to invalidate any
Property-Specific Mortgage on fraudulent transfer
grounds. Such a guaranty would givt' higherJevel
ownership an incentive to prevent any ProPerty
Owner from manipulating the bankruptcy process
to Lender's detriment.

As long as the ou,nership used its control in a

wav that dicl not hurt Lender, the guaranty would

Qeri,,us invost()rs in commercial property nec.d to think clearlv about the
u,I rela tionships, both subtle and profound, which link the "new" economy,
the "old" economy, and the real (estatc) economy. All but the nrost careful
commentators have lapscd into a sloppv pattern of looking at the NASDAQ as

thc New Economy barometer, regarding it as a convenient inde'x of high
technology-oriented companies. The.y contrast this with the Dow Jones indus-
trial average, which they regard as freighted with corporate dinosaurs.

T() quote the t!,enagers: "As ifl" Has anyone reccntlv looked at the compo-
sition of the Dow? The 30 br"rsiness giants whose stock prices constitute the
DJIA include some of the most advanced tech firms in the world: AT&T;
Boe'ing; DtrPont; CE; Honeyrvell; Heu,lctt-Packard; IBM; Johnson & Johnson;
3M; Merck; Microsoft; SBC Communications; United Technologies. What
distinguishes them from the high-flying dot.coms? More reasonable price/
earnings ratios; real products to sell; rcal proiits kr report. These are bad things?

ln many ways, those dot.com companies that will succeed are those that
will find a ready custome'r base ilt the corporations of the so-called 'bld
economy." Up until now, it is business-to-business e--commc'rce (82B) that has
had the, gre,atest advances in profitability, rather than the e-tailers of B2C, or the
business-to-consumer sector. What rvill success in the B2B world look like?
Inevitably it will mean the t'xpansion of the new businesses to significantly
larger size. That, after all, is what is anticipated in the stratospheric prices of
their skrcks. They will be migrating from the stage where the main asset of the
business is an idea, into the' world of products, business management, market-
ing, distribution, and customer services. In other words, the winners in the new
economy rvill begin to look a lot like the companies of the old economy. The
presence of HewL'tt-Packard and Microsoft on the DJIA list givc'us two good
examples of the optimal trajectory.

There will be nothing "virtual" ahout the real estate needs of the'winners.
Their employe'e counts will grow, as will their space needs. Microsoft, for
instance, gre.w from about 5,600 employee's in 1990 to more than 31,000 u'orkers
by the end of last year. In terms of employees and facilities needs, HP actually
d*,arfs Microsoft: Hewlett-Packard's payroll counts m()re than 82,000 work-
ers. As we look at markets around the nation, it is the technology field that
consistently is highlighted as the critical source of future demand growth.
Amazon.com may already be on the same path. As of year-end 1999, Amazon
had 7,600 full-time employees..lust two ycars earlier, it had 614 on its payroll.

The inte'nse, competition for qualified employees in an era of general labor
shortage is alreadv having a profolrnd effect on these businesses, and is leading
the way into the future for rcal cstate assets. When Ford Motor Company
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Portfolio Loan beyond the value of its interest in its
Property. Each Property Ora,ner's liability is auto-
matically limited, in most cases, to (the value o0 its
Propertv. Regardless of how much nominal "liabil-
ity" any Propcrty Owner appears to have assumed
for the Portfolio Loan, that liability is meaningless
to the extent it exceeds the t,alue of the Propertv. A
Lender can therefore reasonably argue that, by defi-
nition, the Portfolio Loan could not possibly have
rendered any Property On'ne.r "insolvent."

That argument may, however, suffer the same
judicial re.sponse as thc liability limitations dis-
cussed above. Moreover, bankruptcy woulcl intro-
duce another layer of uncertainty and complexity,
because for purposes of Chapter 11 reorganiza-
tions, a "nonrecoursc" claim will often automati-
cally become a "recourse" claim. But even so, if
Property Olvner is a single-purposc. entity that has
only one asset, the Property, totally encumbered by
the Property-Specific Mortgage, how can one say
Property Owner has any meaningful liability be-
yond the value of the Property? The answer may
depend, in part, on the nature and magnitude of the
entity's other creditors (if any).

31. Fonnal Contribution Agreement - All I'roperty
Owners can cntcr into a formal contribution and
indemnity agreement. This agreement could be
built into the loan documentation or stand alone.
Either way, it u,ould amount to a mutual aid pact
among PropertyOwners. Ifanv one Property Owner
ever paid more than its sharc of the Portfolio Loan,
it could look to the other Property Owners for help
on an equitable b.rsis. This agreement would try to
give each Property Owner an identifiable and for-
mal "contingent ass€.t" to balance out the "contin-
gent liability" created by potentially disproportion-
ate liability for the Portfolio Loan.

A contribution and indemnity agreement
could help prevent insolvency of any ind ividual
Property Owner. It would do this by having all
Property Owners acknowledge, formalize, and
strenBthen whatever informal contribution rights
they would otherwise have among themselves.
The value of this approach depends, in part, on the
value of the reimbursement claims among Prop-
ertv Owners.

A mutual-aid agreL.ment probably further di-
minishes thr, "fraudulent transfer" risk, but may
not eliminate it. In addition, any reimbursement
rights among Property Owners would need to be
subordinate to Lender's Loan and could raise other
issues. And, if the entire group of Property Owners
becomes insolve,nt in the aggregate, the mutual aid
pact will not help.

4\. Strltctuing aul Disbursenrcnt - When Lender
documents and disburses thePortfolio Loan, Lender
can try to demonstrate on paper why a court should
allocate the, Portfolio Loan among the various Prop-
erty Owners and not treat it as a huge liability that
overlvhelms the assets of anv individual Property
Owner. For example, Lencler can:
I Disburse the Portfolio Loan in pieces to the vari-

ous Property Owners, in recognition that courts
have invalidated loans where the lender could
not show that the loan proceeds were disbursed
to the actual borrower.

. Require the various Property On ners to execute
separate notes evidencing their shares of the
I)ortfolio Loan. Each note would be secured by a

first mortgage executed by the corresponding
Property Owncr. Then e'ach Property Owner
would grant a second mortgage to secure only
the e'ntire Portfolio Loan except the part repre-
sented by the specific Property Owner's indi-
vidual promissory note.

. Establish a record to show that the parties agree
and believe in good faith that when the Portfolio
Loan is considered and reasonably allocated as a
whole, cach individual Property Owner remains
solvent.

Although these documentation .rnd disbursement
measures may help, they may be less likely to help
prc,\,ent or diminish "fraudulent transfer" prob-
lems than the measures previously described.

5). lntlemnity to Lewler - All Property On ners and
their partners (and other affiliates?) can indemnifv
Lender against anv fraudult'nt transfer risks that
might affect any one Property Owner. These in-
demnities could be secured by all the mortgages on
all the Properties, as well as by ple'dges of all the
equity in the deal. Although this arrangement does
not provide any meaningful credit enhancement to
protect against the fr.rudulent transfer risk, it does
at least make it hard for any borrower affiliate to use
thc "fraudulent transfer" argument against Lender
selectively, for any particular Property.

ln deciding n,hether to require rquity pledges,
though, a Lender needs to remember that tl.ris secu-
rity device raises its own issues ancl concerns, pri-
marily relating to the reliability of the security pirck-
age. and what a lender can realistically do if thc
Portfolio Loan ever goes into default. Also, the'

etluity pledges might themselves be subiect to
fraudulent transfer attack, depending on the over-
all or,r,nership structure of the equitv ownt'rs.

5\. Global Bankntpfc.y - [f any one I'ropertv Owner

institutesa policv toprovidt'each of its u,orkers with
a conrputer and Internet access, thcre is a profound
shift in labor-managem(,nt relations afoot. As work-
days have Iengthened anrl technology blurs the
distinction betu'een companv time and private time,
the workplace increasingly fcatures facilitir.s for
childcarc, health and c.xercise, shopping, ancl even
pe-rsonal services. [t w,as Silicon Valley that pio-
neert'd manv of thcse trends, nor,r, becoming more
common across the realm of the Fortune 500. Ileal
estate investors are attuned kr such shifts and, as I
monitor transaction patterns across the nation, I sce
ever-increasing intt'rest in flex space or R&D/indus-
trial/ office assets, at very aggrr'ssive prices. Furthtr-
morc, the surge. in value in cities with significant
te'chnological concentrations has been amply evi-
dent. The surprise, to some, mav be that such cities
include bastions of the 'irld economy" likt Ncw
York, Boston, and San Francisco.

During April 2000, the capital markets w'r,re
particularly tumultuous and we saw the first rum-
blingsof potentia I investor impatiencewith thc.prom-
ises-not-performance track record of many "ncw
economy" stocks. Morc such turbulence is likely in
the coming months and vears. Investors will be
looking more critically at performancc expectations,
and the "old economy" modcl may indeed be the
image into which the best of the start-ups rvill morph.
ln a volatile capital market, thert, u,ill surely bc a
cadrc- of investors who will look k) real estatc assets
as havens of relative stability. After all, buying tan-
giblt' assets u,ith a first-year income retum of 10
percent or so, with cash flow secured by enforceable
lease contracts with credit tenants has a certain
attractiveness to portfolio managers.

With supply-demand forces in the user markets
for commercial propertv still quite sound, further
price appreciation in the commercial property world
is still available as well. The year 2000 will provide
some interesting benchmarks for comparison be-
tween commercial real estate, which enjoys full but
not inflated pricing, and stocks, some of which now
appear vulnerable to substantial reasscssment of
their price/earnings relationships.

Meanu,hile, real L'state companies themselves
are using technology in ever more imaginativc ways.
A clusterof the nation's largest mall ou,ners (M.rcerich,
Rouse, Simon, Taubman, Urban Shopping Centers,
and Westfield America) have linke,d with Cisco
Svstems, IBM, and Intermedia Communications in

a venturc called Merchantwired, to provide the
retail industry with sophisticated technology infra-
structure. The list of property and mortgage-related
Web sites secms to grow daily. A company like
TrizecHahn is looking b sell $1 billion of real prop-
erty assets, and to redeploy that capital into real
estate-related technology ventures such as thebrrnd-
band communications sc,rvice Clobal Switch.

lf, indced, our econonry is undergoing a "change
of state" (see the Summer 1998 eclition of Rc,n/ E.slatu,

Is-srres for .rn in-depth tre.ltme nt of that subject), then
some turbulence is to bc expected. Even with the
ninrbleness of so-called " gazelle" companies, there
arc significant advantages that accrue to size. In
many ways, the list of real cstate companies in the
previous paragraph shows that big firms can best
afford to tackle innovative ventures. Location still
counts, but in a more complicated way. Big cities -24-hour cities - tend k) do well because they offer
economies of agglomeration and because thev are
exciting places kr live and work: exactly what the
"wired" generation is seeking.

I have often stressed that real estate is a residual
economic product, because it ultimatelv takos its
value from its ability to provide well or poorly for
basic econonric functions. That is as true in the
"new" as in the "old" economy. And, I suspect, real
estate rvill best prepare for the future by anticipating
that the "new" economy has fundamentally a lot
more in common with the "old" economy than the
popular press n'ould have vou believe.*r,
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substantively consolidated in bankruptcy, a possi-
bility discussed below.)

A court will typically evaluate Property Owner's
solvency based on a balance sheet analysis - a

comparison of assets vs. liabilities. [n the altcrna-
tive, a court could find a frauclulent transfer if it
de'cides that a Prrperty Owner did not receive fair
consideration or reasonablv equivalent value and
at the time of the Portfolio Loan closing was unablc
to pay its debts or had "unreasonably small capital"
given the nature of its anticipated business. The
court would perform this analysis with the benefit
of 20l20 hindsight at a moment when (presumablv)
Property Owner is in financial distress. If the court
finds "insolvency" but no "fair conside'ration" or
"reasonably equivalent value" to Prope'rty Owner,
the court might set aside the Site-Specific Mortgage
or some or all of Property Owner's liability for the
Portfolio Loan.

The outcome of the "fraudulent transfer" analysis
of this transaction is by no means hopeless for
Lender.

For example, a court sympathetic kr Lender might
say that if Lender forecloses on a Propc'rty-Specific
Mortgageand forces one Property Owner to pay the
entire' Portfolio Loan, then that Propc'rty On'ner
would have a legal right to require the other Prop-
erty Owners to contribute the'ir shares of the Portfo-
lio Loan. This legal right of each Property Ownt'r is
called a "contribution right."

Thecourt could attach a value toa PropertyOwner's
contribution right. The court could then say that the
value of the contribution right represents an asset
that balances out Property Owner's possible liabil-
ity for the entire Portfolio Loan; therefore the P()rt-
folio Loan did not make Property Owner insolvent;
therefore the Portfolio Loan was not a fraudulent
transfer at all.

A court miBht also recognize that in the real world,
a Lender will almost certainly enforce the Portfolio
Loan against all Property Owners at once, rather
than just single-out a lone, hapless Property Owner
as victim. Based on that practicality, the court might
discount the prospective liability of any one Prop-
erty Owner.

Although supported by somc of the decided cases,

neither a discount for contribution rights nor a

discount for improbability is uniformly accepted.
A court trying to rescue only a single distressed

Property Owner from its financial plight might
instead compare the assets and liabilities of that
particular Property Owneri decide Property
Owner's new liabilities (the Portfolio Loan) over-
whelmed Property Orvner's assets; and conclude
that Propcrty Owner becamc insolvent as a result.
While this outcome is possible, l-ender could cer-
tainly argue that it would bc improper.

The definition of a "fraudulent transfer" leaves
plenty of discretion b the judge. tn applving the
"fair consideration" or "reasonably equivalent
value" tests, courts can be skeptical of indirect or
secondarv benefits that allegedly accrued to an
insolvent borrowc'r. If tht'other "fraudulent trans-
fer" tests werc m!'t, the court might invalidate and
set aside a I'roperty-Specific Mortgage. In that case,

Lender would become, at best, an unsecurecl credi-
tor and, at worst, might find that some or all of the
Portfolio Loan could not be enforce'd against the
particular Property Owner.

Lenders can add language and structural elements
to their loan documents to re'duce the "fraudule'nt
transfer" risk in several ways. How far to go de-
pends on the particular Lender's concern about the
particular borrower group and the marketplace at
the timt' - i.c., whether the next lender down the
street would be willing to overlook this risk and
save the borrower some attorneys' fces and poten-
tially somt risk. The following discussion summa-
rizr-s some steps a Lencler might take to mitigate the
"fraudulent transft.r" risk in transactions of this !vpe.

11. Liability Limitation - The loan documents can
limit each Property Orvner's liability for the Portfo-
lio Loan to the maximum amount of liability that
Property Owner can bear witlT out becoming insol-
vent. Provisions of this type.rre crrmmon in corpo-
rate loans guaranteed by all the subsidiaries in a

group of companies. They should reduce, but do
not necessarilv eliminate, the "fraudulent transfer"
risk. A court bent on invalidating a Property-Spe-
cific Mortgage might decide the liability limitations
are self-serving and formalistic and do not alter the
underlying substance of the Portfolio Loan. Lender
.rnd its counsel would, of course, clisagree. The
court might also decide that the Iiability limitations,
.rs u,ritten, did not limit liabilitv enough to fully
prevent insolvency.

l\ f uch n'.rs made in the early 80s of thc advent of the "paperless office" as

-LVI rh" p"rrnnolcomputr:r hit thedesktopsof eve'ry office wirrker in Americtr.
Yet while electronic mail lras certainlv flourished, iust as impressive is the
exponential increasc in the amount of paper crossing the ave'rage American
office desk. Rathcr than eliminating paper, the shift has been in the speed and
number of channels tl.rough rvhich paper can now be disseminated.

So too, it is premature to predict the demise of commercial real estate based
on the ability of the consumer to shop at home via the Internet, or the office
worker to navigate supply chain negotiations via an lnternet site. Bringing the
customer in contact with the merchandise, or bringing office workers together
for the creative interaction that fuels innovation are as unlikely to 8o away as

paper. The tightest office markets in the country are those with the largest
"lnternet economies," and the mantra of al] customer-facing re'tailing has
become the multi-channel marketing strategy.

But the inroads of the nt'w economy are indeed being felt by the owners -
and ultimately the users - of real estate in the new economy. The key word is
not necessarily "new" - rather. . . it's "t'conomy." While fundamentalchanges
are underwav in how business is being done, as yet the basic Iaws of economics
have not been repealed. Regulatory and legislative bodies are particularlv
susceptible k) iumping on a new bandwagon, but current approaches to
regulation of the ne*,economic order risk substantially jeoparclizing the very
growth they wish to promote.

Such an issue is that of "forccd acce'ss" for telecommunications providers.
These proposals at the federal and state levels st'ek government-mandated
access for some telecom providers that would allow them to install their
equipment in private buildings at little or no cost. Under these proposals, a

select group of providers could be relieved of anv obligation to compensate
owners for the use of their private property. With the granting of access by fiat
rather than negotiation, the ability of real estate owners to provide services
such as cable, fiberoptic wiring, satellite antennas/dishes, and lvireless tcch-
nologies baseci on customer preferc.nce and demand would be substantially
compromised. Small- to medium-sized businesses have been historically
disadvantaged by lackofchoiceand serviceoptions. It is theintent ofrealestatt'
owners to protect the value of their investments by seeing their customers
receive the best of both.

The economics of modern, large-scale real estatr'rests in large part in that,

iust as othL'r capital intensive industries, it competes for customers based on
efficient use of resources. Economies of scale and scope have become more and
more relevant in the competitive environment as tenants recognize and benefit
from operating efficie'ncie's. Professional management has taken on extraordi-
nary significance. The introduction of new technologies into the marketplace

II
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2l.Effect ol Nonrecourse Clause - Because the Port-
folio Loan is nonrecourse for each Propertv Ownt'r,
such Property Owner will, by definition, normally
have no meaningful liability or cxposure for the
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state, may dramatically change the analysis. The
reader is cautioned not to rely solely on this manu-
script for any particular transaction.

For convenience, this manuscript will use the fol-
lowing terms. Each "Property Owner" owns a single
"Ptrperty" and delivers a "Property-Specific Mort-
gage" to the "Lcndc.r." The aggregate financing is
the "Portfolio Loan."

The credit and collateral structure of a Portfolio
Loan can be summarize.d as follows. The Portfolio
Loan is a single loan, cross-collateralized and cross-
defaulte'd. Each Property O*,ner is fullv liable for
the entire Portfolio Loan, but usuallv onlv on a

nonrecourse basis, i.e., its liability is limited to the
possible loss of its Property. Depending on the
borrou'er's agenda, each Property Ora,ner will of-
ten have a different p;eneral partner and different
Iimited partners. The same ultimate parent(s)
would own and control the Property Owners or, at
least, their general partner(s). (For "general part-
ner," one can substitute "managing member." For
"limited partncr," one can substitute "passive mem-
ber.")

The use of multiple Property Olvners can create
problems for a Lender if a single Property Owner
ends up in bankruptcy, or othcrwise suffcrs finan-
cial problems that leacl its unsecured creditors to
look for wavs to improve their positions. The first
thing any unsecured creditor will do under these
circumstances will be to scrutinize Propcrty Ovyner's
secured debt and trv to convince a court to coltvert
a sccured loan into an unst'cured one or invalidate
it cntirely. Thc mere tlrreat of drrint so can incrcasc
the Ieverage that might be applied against Lender.

While this hypothetical may seem unlikely, it does
describe one risk that can actually hit. And protec-
tion from preciselv this risk - thc risk of being an
unsecured creditor - is a principal reason why any
lender takes security for a loan. If under any circum-
stance a "secured" loan ultimately might not stay
secured, then the "security" exercise may have
failed to achieve its fundamental purpose.

Other creditors are not the onlv parties who might
try to set aside Lender's security or to obtain lcvcr-
age by threatening to do so. If any Property Oll,ner
goes into bankruptcy, that Property Owner's own
management - the principals of tlre borrowing
group - could threaten to try to set aside the
Property-Specific Mortgage or the bankruptcv
trustee might try to raise the issue.

The use of multiple Propcrty Outners can

crcflte problcfis for a Lender if a single
Propetty Owner files or inaoluntarily ends

up in bankruptcy, or othenoise suffcrs

financial problerfls that lead its unsccured

creditols to look for ways to improae their
positions. Thc first thing any uflsecurcil

creditor zoill do under these circumstances
zuill be to scrutinize Property Ozuner's

secured debt and try to cortz;ince a court to
cont,ert a secured loan into afl,tflsec red

orre or inaaliclate it entircly. Thc tncre

threat of doittg so cafl increase the leaerage

that might be applied against Lendet.

The' theorv for setting asidt, anv Property-Specific
Mortgage would proceed from the perspective of
any bankrupt or financially distressed Propertv
Ownerasfollon s. When that PropertvOn nersig;ned
on to the Portfolio Loan, it incurred debt that far
exceeded both a). the value of Property Owner's
assets (the Property) at that particular nroment; and
b). the benefits Property Owner received from the
transaction. In other words, Property Owner "got
ripped off." And, in legal parlance, the transaction
might be de'emed a "fraudulent transfer."

In deciding rvhether a Propertv-Specific Mortgage
is a fraudulent transftr, the court might not con-
sider the benefits of the Portfolio Loan to the
borrou'ing group as a whole. Although as a real-
world credit mattc'r, Lender makes the Portfolio
Loan to the entire borrowing group, a court might
very well decide to conduct a separate fraudulent
transfer analvsis for each Property Owner. (This
assumes the multiple Property Owners are not

arc' re<luiring substantial investments, significant
R&D, and a great deal of due diligence. Prudent
property ownL'rs are highly motivated to ensure that
a selection of tluality providers is availablt-, because
today's sophisticated tenant is unlikely to settle for
anything less than the most competitive options.
Forced building access is not only unnecessary, it is
unwise.

Just as damaging as misguided acct'ss strategies
that favor vendors rather than customers and own-
ers, are taxation strategies that pror,,ide preferential
tax treatment to one distribution channel over an-
other. National tax policies shoultl promote equal
treatment for all commercial transactions regard-
less of whetht'r sales are made in a store, from a

catalog, or via the intranet. Singling out Internet
sales for tax exemptions while either maintaining
current tax levies or shifting Breater tax burdens to
in-store retailcrs clearly signif icantlv shifts economic
advantage, towards perhaps unintended ends.

The goal for all such inten,ention should be
to*'ards a competitive landscape, rather than a prtr
tectionist one. Engineering of a sales tax disequilib-
rium is likely to have severe - and unexpected -consequences for Iocal economies and taxing au-
thorities. ExistinB sales and use taxes provide critical
funds for police, fire departments, education, and
other essential governmental sen ices. In addition,
by providing online retailers a competitive edge
over brick-and-mortar rctailers, current tax policy
confers substantialpreferential treatment to a single
distribution channel over another that might be
equally dcsirablc to c(rnsumers.

Regulabry and legislative watchdogs are par-
ticularly r.ulnerable to trying to "solve" tht, chal-
lenges of business in the new L'conomv. But trying to
identify where the public good lies is particularly
perilous in this ntn'age of driving economic gron,th.
The concept of the "digital dividc" is often used as
justification of measures that may actually be coun-
terproductive; for example, loner income people
may be particularlv disadvantaged bv limiting their
primary access to higher cost distribution chan-
nels.

The goal of Washington should still be to main-
tain a level playing field, where the forces of free-
market negotiation and competition will ultimately
provide thegreatest amount ofchoice,and spur new
investment for greattr re,wards.

There has been no need to offer tax advantages

to modem manufacturers over paper mills to prime
the computer business, nor t() protect paper produc-
crs against the phone companit's. The marketplace
n ill regulate, voting with its dollars.*.,
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WHAT CONSTITUTES A
"FRAUDULENT TRANSFER"?
In a bankruptcy or a state law "fraudulent transfer"
proceeding affecting ,ust one Property Owner, a

court might look closelv at transactions like this
onc. If the court concludes that the transaction
made the particular Property Olr'ner "insoh,ent"
n'ithout providing "fair consideration" or "reason-
ablv equivalent valuc" to that Property Owner,
then the court might decide the Prope.rty-Specific
Mortgage legally constitutcd a fraudulent transfer.
And courts have thc power to set aside any fraudu-
lent transfer.



FOCUS ON RESEARCH

PrcxrNc rsr BEsr MnRrrrs
lttl llntlntntd C. l?rrlo. CRl.

f)robably one of thr. most frcquer.rtly asked questions wc hear is "What are
I the best m.rrkets? "

Often times we, answer this question rvith a question. "What do you mean
by best?" While this may scem odd on its face , it is actually meant to suggest
that "best markets" mean vcry different things to different people. Depending
on the invL,stment strategv, there can be a wicle variety of answers.

For example, the list of best markets for buving stabilized income proper-
ties, de'r,ekrping neu,buildings, taking on leasing risk, or renovating existing
buildings are all very clifferent. Other considerations rtvolve around the risk
and return cxpectations of the strategies. Are you willing to take on additional
risk to achieve higher returns or are you risk averse? We can identify two
markets rvith expccted IRRs of '15 percent, but one may havc a risk of 3 percent
and the other 7 percent. Which would vou think is "best? "

The determination of "best" is multi-dimensional and requires a rcsearch
approach that provide.s the proper flexibility. In today's research u,orld,
rescarch analvsts are combining a top-down and bottom-up approach to
market analysis as outlineci in Figrrre 1. The goal is to combine the macro-
economic approach of forecasting markt't rcnts and occupancy with the
deal-specific details to forecast propertv returns.

Market rescarch models in the "olcl" days prociuced analvses tl.rat ended
u'ith thc leasing ftrndamentals box shown on the Ieft side of Figrlrr 7. This
information providc.s an excellerrt starting point to the process of dt'termining
market risk and performance, but fails to consider what all this rneans to a
specific investment.

Today investors rvant kr link market risk and deal or property risk. The
propertv-specific risk is based on the c'xtent to which a specific property is
affected by market wide fluctuations due to such idiosyncratic characteristics as

its lt'ase rolkrver schedule, r'xisting rent levels, occupancy percentage, operat-
ing oxpenses, capital expenditures, etc. Thus, in measuring risk and returns it
is important to go an aclditional step and examinc how sensitive a specific
property's cash flow is to markr't wide fluctuations, given such idiosyncratic
characteristics. This approach is outlined in the balance of Figure 1.

Our own research has addressed this issue by generating returns for
individual markets and individual properties. Specifically, a discounted cash
florv model that takes into account builcling characteristics and market specific
forecasts translates the rent and vacancv forecasts generated from our econo-
metric models into expected cash flow and returns. This cash flow analysis
considers existing building rents in place, lease rolkrver and rent'u'als, operat-
ing costs, and tenant improvements. This methodologv directly links the
fundamental performance of the marketplace to the expectations for property
specific NOI grorvth, expectcd return, and risk.

FnaupuLENT TnnrusFER RIsxs
rN A Ponrrolro Lonru
bt1 loshua Steirr
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T tnders like propertv portfolios. By lending against a group of
I properti.,s r.rther than iust one property, a lender diversifies the
I-J collateral and mitiB.rtes the risk that some local aberrational event

or market shift might impair the value of a particular property.

Tht'refore, if a borrorver can deliver to a lender a mortgage on a portfolio
of propcrties, the borrower will often obtain more loan proceeds, more
flexibility, or other more favorable terms than it could have obtained by
financing e-ach property separately. The borrorver may also save some
transaction costs bv closing a single Ioan for the entire portfolio.

lf one entity owns the entire portfolio, thc owner can grant a single
mortgage on all the properties and the le'nder can record that mortg.rge
in many recording offices. The t'ntire pool secures the entire loan and ntr
special issucs arise of the type discusse'd here.

Most real estate investors prefer, though, to form a separate entitv -
typically a limitcd liability company, sometimes a partnership - to own
each propertv separately. They do this for many good reasons, all
beyond the scope of this discussion. Tht use, of separate entities means
that no singlc borrowing entity owns the entire portfolio. Each propertv
ou'ner must deliver its o$'n separate mortgaBe to secure the entire loan.

Although a multiple-borrower structurc makes perfect business sense,
it may create some risks for lcndcrs under bankruptcy law and under the
law that generallv governs the rights of debtors and creditors. This
manuscript explains those risks, assesses their magnitude, and dis-
cusses some techniques to respond to thcm. This is inte'nded as a

gentral discussion of these issues in the abstract. For any particular
transaction, competent professional advice must be obtained, as the
actual details of anv particular transaction, and the laws of a particular
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within the core CBD. Demand growth of 1 I percent
(both market-widt' and in the core CBD) followed
the year after. Thus, market-rvidt occupancies re-
mained flat at first, and then grew. Market-wide
room rates then grew. And, ultimately everybody
won. In this case, tl.re new hotel rooms were needed
to enablt, the then-nc,w convention center to work.
In Philadtlphia, the new hotel rooms ltere to the
market and the convention ccntr'r n'hat gasoline is
to an engine: you need it to make it go. ln the
positive economic conditions of the middle and late
1990s, Philadelphia-like storit's .rre occurring more
and morc. In these markets, the neh,, government-
approve'd and -encouraged hotcl development may
be helping along the values ofpro-existing hott'ls by
increasing everyontJs occupancie's, average rates,
net incomes, and (all things tring equal) values. In
these markets, govrrnment incentives are helping
the natural hotel market cycle akrng.

NOTES
Tlris is arr nLlaplaliLvt of art articla tlnt appearcd ir tlre

March 21 - April 0,2000, edition ry' Hotel Business.
Printal u,ith tlu ltarmission of Hotel Business.

The author gratefully acknou,ledges tha cotrtribrtiwrs nade
to tht rtsmrch requircd for tltis articlc by the filloruitrg
memLttrs of HVS lntcrnational: Erich Baum; Rodnty G.

Clough; Frank Douglwty, CRE; Iohn Latlct:f; Atlne
Lloyd-loncs, CRE; Sa:anrre R. Mcll , CRE lan Nichols;
Tanya Piuson; Annndn Rcpert; Mi1utl Ri'era; Sttltlrcn
Rushl'lrtrt, CRE; Marfu K. Slqter; Sannrttha Sudra: Carter
Mlsoru Sorrg Wong; Crtg Zorella.

Figure L

So what does this all mean as rve look into thc
new millennium? Clearly, with more reliable and
intuitive income, and risk and return m€nSur€S, r€il
estate research will be applying more advanced
applications kr both debt and equity portfolios. This
includes the application of modern portfolio theory,
cnhanced te'chniques for ranking markets, better
methods for identifying appropriate invcstment strat-
cgies bv market, and the ability to quantifv market
risk in commercial mortg.rge and equity portlolios.

We expL.ct the strongcst demand for more s()-

phisticated market analysis to come from the finan-
cial community, especiallv rating agencies, buv-side
REIT/CMBS analvsts as n ell as sell-side REIT/
CMBS analysts, but also from whole loan lenders
and private e.quity portfolio managc'rs.

Real estate researclr has conre a long *'av.*.,
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But in other markets, the storv is not Boing to be as

sanguinr'. Co back to the conventional w,isdom:
when hotel markets receive material amounts of
new supply and cannot grow demand commensu-
rately, occupancy declines. And so go, usuallv,
average rates, revenues, net incomes, and (all things
being equal), values. In these markets, government's
economic intervention to spur new hotel room de-
velopment beforc economic nature has taken its
economic course may delay or prevent thesc mar-
kets from ascending the up-curve of the typical
hotel cvcle for a long time to come - at least this time
around. ln these markets, existing hotel owners
may see their values decline as the new, govern-
ment-subsidized rooms open and reach maturitv
within the marketplace. I would c'xpect the future to
bring us some unhappy hotcl owners in these
markets.^.,

F;p.''r,sp""rr.r,p,,; l

L Propcrt) Spccific Outputs I Propert! Spccific Outputs

Valrtcs

I



FOCUS ON LEGAL ISSUES

own article. Most recently, however, the City
Council has approved a plan to go forward with
a new convention center hotel that is owned
cntirely by the public and financed with revenue
bonds. The citv rvould also contributc' public land
valued at $14 as equity for the project.

Indianapolis: Thc deve.loper of the Marriott Con-
vention Center here gets to lease the land for $.1/
year.

Miami Beach: Covernmcnt incentivization as-
sisted in the on-goin6; renaissance of the art-deccr
Miami Beach market. The newly-constructed 800-
room Loew's received a rt'ported $60 million in
incentives. The adjacent Crowne PIaza (new con-
struction) also received public funding.

Philadelphia: The 11200-room Marriott Conven-
tion Center started the trcnd in this city, helped
along with both city-sponsored financing and a

propertv tax abatement. Today, hott,l projects
being offercd tax incentives bv the citv here are
more common than those that are not. One recent
cxample includes the new Courtyard by Marriott's
tax increment financing.

Pittsburgh: The local transportatiur authority
reportedly floated bonds to pave the way for the
ne'I!' 1300-Room Hyatt Conference Center on tht,
.rirport terminal grounds.

Sacramento: A new 500-rtxrm Sheraton is under
construction, and under sr.rbsidy, in the down-
to\,\'n area, ncxt to the convention center. A park-
ing garage, $8 million in cash, and a public bond
offt'ring have helped to bring this projcct to frui-
tion.

San Diego: It looks like San Diego is going to get
a ncl'1,200 to 1,500 room convention hotel. It is
rumored (not yet confirmed) that thc Port Au-
thority is going to relieve the developer of the
financial burden of building the necessarv park-
ing and of performing certain site improvements,
which may include some substantial amounts for
onvironmental clean-up.

Scranton: Scranton is n€'gotiating. Reportedlv,
public offers b hotel developers consideringbuild-
ing a conference center hotel in downtown have
included a $10 million development grant (a fed-
eral subsidv), free land, a commitment from the
city to provide parking, and a 10-vear freeze on
the property's tax assessment at the current level.

Hotel deaelopment ir or near public
conaefition facilities has always been a

little problenatic, in fact, from the hotel

component's side. Tlrc challenge has

ahuaVs been that if a hotcl relies

solely on roorns busirrcss genelatcd ifl
tandem zoith the conaentiofi centeL

it is difficult to achiezse occupancy of
much more than 55 percent to 57 ltcrcent

ofl an arrnual basis (and these leztels

are at bcsl). This is because major
,ne e ti fl gs artd c o nt, entio ns re q uire

time to set up and tirne to tear dozon.

Tucson: The county is offering a 75 percent re-
bate for the first l0 vears of the lodging tax (two
percent) that the' new Marriott Resort will gener-
ate.

Tulsa: Tax increment financing aided and ..rbet-
ted the development of the Hotel Ambassador,
which opened in early 1999.

And there's more, much, much more. Fort Lauder-
dale; Nerv York City; Denver; Iron River, Michigan;
Cambridge, Marvland; Washington Countv, Penn-
sylvania, the list gcrs on. Big and small, urban and
suburban, communities throughout the U.S. are
putting their money where their mouths arc.

THE BOTTOM LINE
What can only bc described as massive public
incentivizing of hdging development is certain to
effect the hotel devclopment cvcles in the markets
where it is taking place. In some cases, the nt,ws x,ill
be good. ln some markets, new hotel rooms are
really needed to enable the market as a whole to
gro*'. The Philadelphia storv, referred to above, is
a g;ood examplt,. When the 1,200-room Marriott
opened in 1995, thc new rooms represented a sub-
stantial addition to supply: about 

.16 
percent to the

total Philadelphia market's supply and as much as
33 percent to the corc CBD's supplv. The potential
for significant supply-side dilution rvas certainly
there, but dilution is notwhat happened. Crowth in
demand for hotel rooms commensurate with the
grot,th in supply is what happened. In the same
year demand in the greater Philadelphia market
grew by l7 percent, and by as much as 35 percent

I sa gr.,up, members of The Counsekrrs of Real Estate (CREs), are likely to
.( \.1ct as fact r)r e\pert witnesses at somc point, or cven often, in tlteir careers.
The following is an effort to collect, in ont' spot, a number of suggestions as to
hou'a i{,itness can maximize his effectiveness.

The setting in w,hich testimonv is given nill influence tlte witness's ap-
proach to his task. The settings may be divided inb two major classes: pre-trial
depositions and trials. Depositions, in turn, fall into two sub-classes: deposi-
tions that are videotaped and those that are not.

A deposition is normallv part of the pre-trial discovery proccss, in which
each side seeks to discover from the other side as much infornration as tlre
discovering party can to establish its own case and to undermine its opponent's
case. Ordinarily, the [awyer conducting a depositiorr represents the opponent
of the party n,ith which the lvitness is most closelv associated. A witness should
not attempt to use his testimony at such a deposition kr establish the case of his
"own side"; tl'ris will be the task of his side's lawyer in eliciting testimony at the
trial. Rather, the witness's goal at deposition should be to avoid bolstering tht'
caseofthe "othe'rside" and undermining thatofhis own side totheextentthat
that goal is consistent lvith his oath to te.ll the whole truth.

Such a witness should kcep his ansn ers as simple and brief as possible,
without alkrwing examining counsel to put words in his mouth; counsel will
be entitled b ask leading questions (i.c., a question that suggests its answer by,
for example, beginning, "lsn't it a fact th.rt..."), and the rvitness should
examine the c()ntent of such a question before ans*,ering it. The witness should
also consider whether the question is actually a compound of two questions or
contains an ambiguity and, if so, request examining counsel kr simplify or
clarify the point before he answers. The witness's failurc to heed these precepts
can have at least trvo unhappv results:.1. 

The record of the case will contain, perhaps irremediably, evidence
unfavorable b the position of the witness's own sidr'-

2. Often worse, the transcript of the'deposition will contain material that
can be used at trial to impcach the witness. That is, at trial, his unthinking
ansn,er at deposition can be proved wrong and used to cast doubt on, or even
demolish, his credibility.

The witness should not argue with his examiner, but should answer in a

wav that eliminates anv material adverse mischaracterization introduced bv
the examiner. The u.itness should never take umbragr', but may of course state,
in ansr.r,ering, that the question is unfair or the like - if that observation has not
already been made by way of objection raised by the lawyer representing the
client's own side who is "defending the' deposition." A witness should never
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quality hotel rooms proximate to the civic facility.
Philadelphia in the micl-1990s providc'd a verv good
r.xample of this scenario. A beautiful new conven-
tion center had opened betr,,'ec'n July of 1993 and
April of 1994, but no new hotel rooms opent'd in the
market at that time. The convention center's perfor-
mance was not spectacular - until the brand-ncw,
upscalc, 11,200-room Marriott opened adjacent to
it in February of 1995. From that time forward,
lrotel room night demand in the market exploded.
ln this instance, new hotel rooms reallv were needed
to permit the convention center to reach its pott'n-
tial.

A counter-example is B.rltimore. Baltimore t'x-
panded its civic convention center in April of 1997
from 1145,000 kr about 1400,000 square fer't. Hotel
room night demand in the center city's core convr-n-
tion hotels actuallv fell slightlv that year, and u,hile
rate growth in the market has been strong, ro()m
night demand has grorvn more slowly than it did in
the early 1990s. With no concomitant new hotel
construction, the new convention center doesn't
appear to have had the momentum to induce into
the market the new kinds of meetings and conven-
tions (and their related hotc,l room nights) that had
been t'nvisioned. Now that one or two new, major
hotels are expecte'd to open in the next two to three
years, we will see lvh.lt happens.

Hotel development in or near public convention
facilities has always been a little problematic, in
fact, from the hotel component's side. The chal-
lenge has always been that if a hotel rt'lies solely on
rooms business generated in tandem with the con-
vention center, it is difficult to achieve occupancv of
much more than 55 perccnt to 57 percent on an
annual basis (and these levels are rl brsf). This is
because major meetings and conventions require
time to set up and time to tear down. A three-day
trade show may require two or three "dark" days at
the convention center before and after the show
days. A hotelwhoseonly locational advantage is its
proximity to the convention center has a tough time
during these "dark" davs. So the e'conomic viability
of convention center hotel development has, before
the current era, typically been seen as something
kss than assured based on typical Iocational factors
alone. But recent success stories involving conven-
tion-oriented hotels in Philadelphia, San Diego,
and other major and non-major markets through-
out the U.S. have permitte'd hotel developers to
come around to the point where they mav permit
themselves to be coaxed into sr,rch projects with
the right incentives.

While not all current public incentivization of new
hotel development displays this "convention cen-
ter connection," much of it does. And. One of the

4riid pro grros th-t developers are being asked to give
in return for the money can be, in these cases, blocks
of rooms. The city may h'ant you b build a new
convention headquarters hotel enough k) give you
money to do it, but they may also rvant t() know at
the end of the day, that y()u are Soing to cough up
the rooms when the city has a chance to book a big
grouP.

EVERYBODY'S DOING IT
The list of govcrnments and quasi-governmental
agencies that are providing development incen-
tives for new hotels reacls like a "Who's Who" of
Amcrican cities. Here are just a few of the recent and
current efforts:

Atlantic City: The City Redevelopment Agcncy
has providetl lon'-cost financing to assist a num-
ber of the market's casino hotels to expand.

Austin: The city offered a fixc'd payment in lieu of
property taxes (also called a I'ILOT), one-half of
the payment to increase with inflation and the
other half b remain flat for'10 years.

Baltimore: Property tax abatements and property
tax abatements again. Both the new Marriott and
tht, new downtown conventi()n hotel are getting
10 years' worth.

Cambridge, MD: A 1350-room Hyatt Resort is
apparently being funded with bonds issued by
the Marvland Economic De'velopment Depart-
ment. Property tax and some sales tax abatements
are also being provided.

Charlotte: S,ome dt'velopment cash and a guaran-
teed lease by thecity fora portion ofthe connected
parking garage are' planned to improve the eco-
nomics of tht'1700-room Westin planned for
downtown, across the street from the convention
center.

Chicago: The, 800-room Hyatt McCormick I'lace
*,as partially financed lvith bonds floated by the
Metropolitan l)ier and Exposition Authoritv. The
property was constructed ad jacent to McCormick
Center, one of the nation's largest center-citv cor-
vention centers, which was expanded in 1997.

Houston: The story of Houston's public involve-
ment in hotel development is a saga worthy of its

shade the truth; should never give an answer con-
taining the words "oh, thtrt must have been . . ."; and
should never, never guess. Those are surefire routes
to his impeachment. [f ht'doesn't recall a particular
fact, he should simplv sav so. As lame as a string of
such answers may sound, that is almost always
better than proving a point lvhich the other side' mav
not be capable of proving othern ise - or, better than
exposing the !vitness to impeachment.

At dr.position, a witness should not volunteer
any information not strictly called for by the ques-
tion. Any such additional information will bt' sub-
ject to probing by a skilled examiner, and this can
add hours to the length of the deposition and put on
the recorcl facts which the witness would have pre-
ferred to keep private. The standard of relevance
that will be applicirble at the trial is unlikely kr
protect a n itness at deposition. Typically, the stan-
dard for admissibility at deposition is information
"calculated to lead to relevant evidence," a far more
permissive standard than the trial standard, as many
an unwary witness has learned to his chagrin.

ln giving his answer, a witness ideally should
dictate it, much as hc would dictate a letter, in clean,
clear sentences (and, for longer answers, paragrtrphs)
that follor." logically upon one another, though of
course without dictation of punctuation and not in a

monotone if the testimony is being videotaped or
given in open court. In the context of a litigation
(though not aln'ays in arbitration), there will invari-
ably be a written transcript of testimony, ancl the
transcript neecls to read well and be comprehen-
sible trnd convincing if it is used to impeach an()ther
witness, for example, or if a deposition of an un-
available witness is introduced at trial or if tht
transcript forms part of the record submitted to an
appellate court.

Adherence to all of the foregoing can be a tall
order for a witness nho is also trying to identify
documents and signatures, accurately rr'call what
happc'ned (sometimes many vears in the past) and
Iive up b, but not beyond, the terms of his oath.
What can help the witness perform this complex
task? A number of years' work with witne'sses, and
occasional sen,ice myself as a witness, have sug-
gested two basic rulcs:

1. 'fhe "fiae-second nrle!' At a deposition not
being videotaped, always take at least five seconds -
more if you want - after a question is finished
completelv before answering it. This will give you

timL. to reflect on the quL.stion's possible pitfalls, kr
focus accuratt'ly on exactly what you do or don't
recall, and to compose your answer. It will also give
the lan yer wlur is defending the deposition a chance
to interpose an obiection, assert the attornev-cliL'nt or
other privilege and in some instances instruct you
not to ans$'er. If defending counsel savs, "l object to
the form of the question" or simply "Objection to
form," this is probably a tip-off to vou to re-examine
the question for a mischaracterization, an ambiguity
or the Iike, and to phrase your reply appropriately. If
the cleposition is not being videotaped, there will be
no record of your pause or demeanor.

lf the deposition is being videotaped or your
testimony is being givc.n in open court, a parlial
t\ctlttio to tl1L'fit t-sccr;rrrl rrrle pt'rmits a shorter pause
before answering the less threatening questions so
that you won't appear fishy to the judge and the jury
if there is one. But always pause a coupl.'of seconds,
and feel free to take Ionger before answering the
more difficult tluestions. At a taped deposition you
should look directly inkr the camera as much as

possible ,lnd, as at trial, your demeanor should be
respc,ctful and confident, but never arrogant, and
you should appear at peace with the testimony you
are giving.

2. Practice, practice, practice. Before a de,posi-
tion, you and the lawyer defending vou should go
over your part of the case in detail. You and he
should explore the scopt'of the attorney-client privi-
lege (if any) that will apply to your conversations
with him. He should show you the documents he
expects the otlrer sicle to work from in eliciting your
testimony, and, if the atkrrney-client privilege does
apply, you and he shorrld also go over the weak-
nesses of your own side's case and the strengths of
the other side's. He should tak€. you through a mock
deposition, working out iointly the most favorable
phraseokrgv for you to use on each material point,
with special emphasis on those points that may have
awkward aspects.

As shortly before trial as possible, review your
deposition transcript r,r,ith care. Be prepared to rep-
licate tht, substance of your deposition testimony
insofar as possible, and be ready with explanations
of any material deviations you'll have to makc. At
trial your initial examination will be direct examina-
tion by vour own sidds lawyer. This will be friendly,
but for the most part he won't be allowed to ask you
leading questions. So, bcfore trial, you should sit
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do$,n with him again to learn the evidence he rvants
to get from you and the questions he plans to ask in
order to get it. Your pre-trial session with counsel
should also include a mock cross-examination that
introduces you to the likely tempo and scope of
cross-examination at trial and prepares vou to deal
with the cross-examiner's likely efforts to prove
points through your trial tL.stimonir or, probably in
the alternative, to impeach you.

Ine,vitably, the other side will ask you if you
have conferred with your side's counsel in advance
of the'deposition or trial. You should answer truth-
fully. If you are aske,d about the nature of those
conferences and your own side's counsel does not
assert the attorney-clie-nt privilege, you should again
reply truthfully, but givinB as little detail as vour
oath n,ill allow.

Remember that your answer always must be
responsive to the question and that an answer may
be stricken insofar as it is unresponsive. Remember
also that a,r-y truthful answer is r€'sponsive to a
"why?" question. So, if opposing counsel asks you
a "why?" question during cross examination at trial,
you are free to volunteer relevant information that is
damaging to the other side and that, for one reason
or another, cannot be or has not been otherwise
introduced before the court. You may also have that
opportunity in response to a "non-why?" question
that opens the door to the evidence in question. All
of this is part of the challenge - what can be the
actual fun, if vou are successful - of testifying. lt is
not a press conferenct'; it is a duel. But remember, as

well, to carrv yourself always as if you had never
heard about that.*r,

NOTES
The author acknowledges with thank the thcrughtful and valu-
ablesullqestionsof Thomas E. Engcl, Esq., and Edward.l. Yodowitz,
Esq., of the New York Bar, h'ho rcviervtd a draft of this piece.

This pitre is intend(\l tocomplenrent theexcellcntarticleconcem-
ing Cr.runsekrrs and litigation by Richard C. Shepard, CRE, that
,lppeared in the Fall 1999 edition of Rcdl Eslrk'lsslr(s; for the sake
of completeness, thc prescnt piece reiterates a very few points
made bv Mr. Shepard.
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start low and be phased in over time to represent
market rent.

We have also seen governmental or quasi-govern-
mental agencies assemble a site, pr('pare it for de-
velopment, and then make it available for sale to a
developer at a favorable (i.e., below-market) price.
In one or two instances, we have even seen a city
contribute a parcel's title outright kr a hotel de'vel-
oper. By eliminating or reducing land cost, total
project cost is lowered, and the economics of a

project are improved.

Some governmental agencies have floatcd bonds to
help incentivize development. In these cases, the
developer's financing can be all or partially pro-
vided in the form of municipal bonds that mav be
guaranteed by the government and therefore bear
favorable interest rates, lowering the cost of capi-
tal for the project and improving economic feasibil-
ity

We have seen one recent case where a governmen-
tal entity essentially "donated" more than $20,000 a
room in the form of a one-time, up-front, cash
contribution to the developer - to spur a lodging
facility's development. We have even seen one case
where a government agency agreed to rebate, for a

specified number of years, its portion of the sales
taxes generated by the project oncc, it was up and
running!

The federal government is also "in the act," albeit
more peripherally. Federal tax credits can enh.rnce
a lodging property's economics if it located in a

Fedrral Empolverment Zone, or if it is an adaptive
re-use of a historical building. These types of fed-
eral incentives are influencing the economics of a

number of hotel development projects of which we
are aware; however, these effrlrts are not targeted
specifically toward the lodging industrv in the wav
that their local and regional counterparts are.

In short, the ways and means of public
incentivization of hotel development vary, and ap-
pear to be getting more and more creative. But they
all have one common message: governments and
quasi-govemmental aSencies at virtually all le'vels
throughout the U.S. are telling developers to build
hotels!

HOTEL DEVELOPMENT IS PARTICULARLY
DESIRABLE
Why are hotel projects, in particular, so favored?
There are several reasons. As an industry, Ioclging

is re,latively clean. No nuclear reactors, no slag, no
smokestacks belching black carbon products into
the troposphere. And, lodging facilities create1obs,
jobs that require both unskilled, hourly labor and
middle and upper managers. Thus, they not onlv
cre,ate jobs, they create a number of diffe'rent kinds
of jobs, providing opportunities throughout the
labor market spectrum. In adL]ition to crc.rting jobs,
hotels can also help to stabilize and define neigh-
borhoods and cities. The right kind of hotel can
even enhance a neighborhoocl's, or a city's, or a civic
convention center's prestige.

But even more significantly, hott'ls by their very
nature attract visitors. Thest'visitors bring new
dollars into an area and they spend them at Iocal
businesses; the business orl'ncrs have more dollars
to spend at other ltral businesses, and the multi-
plier effect assures that the increased spending is

felt throughout thL. community. Covernment and
quasi-governmental a6;encies - especiallv the more
local ones - view hotels as a way to augment the
public coffers without additional taxation of the
Iocal resident base. This is a good thing, govern-
ment officials tend to reason, because the folks who
comprise the'local resident base have a nasty habit
of voting governmtnt officials out of office for little
things like raising taxes.

THE CONVENTION CENTER CONNECTION
Many of the recent hotel development incentives
we have seen being offered are connected somehow
with the market's civic convcntion centers. There
are three'typical scenarios. In one, a citv or other
governmenta I .rgency is tryint to tet a civic con ven-
tion center built. Often a nerv hotel project is seen
as instrumental in helping to ground this type of
civic project.

In anothr'r scenario, a citv may be trying to expand
its cxisting convention center. No matter how low
art'a-wide hotel occupancies may be, n'e find that
the local convention and visitors' bureau often be-
lieves that its market does not have enough hotel
rooms. Civen that manv hotel markets do have a

difficult time housing large groups at peak periods,
convention and visitor's bureau personnel may
have a point.

In the Iast typical scenario, the new or expanded
convention center is not performing as &'ell as
was projected. An oft-cited reason for under-
performing civic conference and convention cen-
ters is a dearth of hotel rooms, a dearth of quality
hotel rooms, and, most particularly, a dearth of
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So we all know the convtntional rvisdom. Now
here's the question: how can ne*, hotel construc-
tion beeconomically feasiblewhen the values ofthe
market's existing hotels have not risen to the point
where they are at or above replacement cost new?
Or, to phrase the question another way, ['hat can
make new hotel construction economically feasible
nhen new hotel construction is not economically
feasible'?

The answer . . . government can

These subsidies are taking a number of forms. One
of them is tax increment financing (TIF), which is
itself being structured in a number of different
\vays. This tyPe of deyelopment incentiyg permits a

certain portion of what a new hotel propertv would
accrue in real estate taxes to be diverted to pay debt
servicc. We have found that the maximum amount
of property taxes usually made available for debt
service is the difference between the taxes that
rvould have been paid had the propertv not been
developed (i.e., the taxes that would have been paid
on the undeveloped site or on the un-redevekrped
land and building), and the taxes payable on the
deve,krped (orre-developed) property. Whilea prop-
e.rty owner must still pav property taxes in amounts
commensurate with the redeveloped property's
value, the amount of cash flow made available for
debt servicc is effectively increased, permitting
additional leverage on the deal. The ability b bor-
row more results in higher le'verage, which is vc.ry
attractive to real estate investors and developers,
who like to capitalize projects with OPM ("other
people's money"). And given that the cost of debt is
generally lower than the cost of ecluity capital,
higher leverage means a lower total weighted cost
of capital, translating to bettt'r t'conomic feasibility
at lower occupancy, rate, and net income levels.

It has become increasingly nppqrent

that goaenrmet t is beconiflg inaolt;ed

in nezu hotel deztelopment to a

he retof ore utrprcc e dente d lezt el of

frequency and magnitude.It is oboious

that cities, counties, arul redcuelopment

agerrcies throughout the nation hazte,

as a group, decided that nezo

lrctel deuelopmcnt in lheir puruieus
is to be deaoutly desired - desired

enouglL in t'act, to do something about.

In a substantial nunber ol markets this

desire is being translated into
significant public subsidies for

neto ho tel coflstruction.

Propertv tax abatemL,nts are also popular forms of
govcrnmcnt incentivL's. Abatements relieve prop-
ertv owne'rship from the burden of paving rt'al
estate taxes in full or in part, usually for a pre-
determined period of time. We find that the abatc-
ment pcriod typically ranges from 10 to 20 years.
Abatements can be total abatements, partial abate-
ments, or a combination of the two. An abatement
may start, for example, by requiring no real prop-
erty tax payment at all; as the property matures in
the marketplace, th(, expiration of the abatement
mav be phased. In one example., a property owner
mav pay no taxes for the first five years, then 20
percent of the full tax burden in yetrr six, 40 percent
in year seven, and so on, until full property taxes are
paid in year 10. I'roperty tax abatements, be they
full or partial, can dramatically increasc. casl.r flow
on the completed proiect, permitting more debt and
higher leveragc, increasing 'value,' and improving
the economics of a project to the point where it is
economically justified.

Municipalities are' also incentivizing lodging prop-
e,rtv development by assisting with the process and
the cost of obtaining land. Sale-leasebacks of land
are sometimes used to motivate new hote'l devekrp-
ment. In some instances, a developer will assemble
a site per pre-agreement with the city; the developer
will then sell the site to the city at his/her cost. The
city will then lease the site back to the developer at
a favorable or nominal rt'ntal under a long-term
lease. Rental can be as low as $l a year. Or, rent can
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thics it Real Esfate, "Research Is-
sues in Ileal Estate," Volume 5, con-
5ist5 1rI l5 papers ctrncerninS ethics
in re.rl 0st.lte. organized into topi-
cal headings.rs follows: policy is-
sues, industrv practice, environ-
mental issues, ethical issues in the
context of transactions, and ten-
ants and ethics. All but two of the
papers are written by academics,
and thus the general thrust of the
volume is a rational, social science
approach to ethics.

Several contributors dtal with
a perceived stigma which attaches
to real estate as not alr.r,ays being
honest or honorable. One paper
states that many believe real estate
professionals will cheat and lie,
espccially u hen thert, is an eco-
nomic dow,nturn. Sevtral pa-
pers state that ethics requires a

moral community to nourish
and support it, and real es-
tate is not alh'ays that kind
of community. In real es-
tate, the Iaw of caz,e?lc,4r-
tur prevails, and the cli-
ent must take care t.)f

herst'lf. In such an en-
vironment, tthics is
described by one pa-
per as a longing for
goodness, a desire to serve oth-
ers, antl a desire for integrity. Pro-
fessionalism beginsto emerge from
such a normative community when
one approaches a client in an atmo-
sphe.re of trust, rather than "buver
beu,are." Such professionalism has

difficulty emerging if the commu-
nity does not support it. In this
context, one paper points out that
the United States ranksbut 16th in a

listof 52 of the less corrupt political
economie's in the world.

Rational decision-making
seems to condonea little bit ofcheat-
ing. One contributor even analyses
the cost benefit ofcorruption, seek-
ing to describe an equilibrium
wht're crrrruption is optimized in
terms of benefits to transactions
and costs to societv. If we base
our ethical thinking on Broup
norms, it seems to me that ethics
becomes uprooted, cast adrift.
We can easilv see in our society
in recent yt ars how group norms

change over time, making
sweeps from con-

serva tism to
liberality. This

is so in terms of
standards ofbusi-

ness dress, smok-
ing habits, expres-

sions of sexuality,
gender and race is-

sues; and it carries
over intcl such areas as

anti-trust, price-fixing,
and even the payment

of social security taxes for
part-time help.

How do we find something we
can hold onto in the area of ethical
thinking? Dante attempted to pro-
vide an answer to this 700 years
ago. Dante encouraged the readers
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GOVERNMENT IS INCENTIVIZING
NEW HOTEL DEVELOPMENT
Based on the author's ou'n and HVS lnternational's
re.cent and ongoing experience in lodging markets
throughor.rt the nation, it has become increasingly
apparent that govcrnment is becoming involved in
neu, hotel development to a heretofore unprec-
edented level of frequency and magnitude. [t is
obvious that cities, counties, and redevekrpment
agencies throughout the nation have, as a group,
decided that new hotel developmr'nt in their pur-
views is to be devoutly desired - desired enough, in
fact, to do something about. ln a substantial number
of markets this desire is being translated into signifi-
cant public subsidies for ner.', hotel construction.



of the "Divine Comedy" to look
for: 1). The surface story line, where
lve each spend most of our lives; 2).

The allegorical level, where we'use
our favorite stories and heroes to
makc meanings out of our erperi-
ence; 3). The moral level, tht'mores
o[ strcit'ty, the limits of bt'havitrr
lvhich society conventionally al-
lows from time to time; and 4). The
ethical level, the decp, the spiri-
tual, the religious, rvhere we make
our intuitive meanings. Thus, a

system ofl.rw or mrrrality, which is
not rooted in the deep ethical le,vel,
is rvithout a foundation. The issue
then becomes, in a multi-cultural,
pluralistic, value-free global
economy, whose religion do we
use?

lf one is Christian, a good place
to start is the Creat Command-
ment to love Cod n'ith all your
heart and souland mind and spirit;
and the great corollary, to love your
neighbor as yourself. This occurs
five times in the New Testament.
lntercstingly, it .rlso occurs twicc
in the Hebrew Bible and at least
once in the Koran. So, it is onc of the
great explicit societal organizing
principals of three of the world's
great religions. I would posit that it
is implicit in each of the other great
religions as well.

Peter Drucker, our durableand
relcvant 90 year-old sago of busi-
ness management, describing thc.

leader of the future, states that a

leader must believe in himself, have
a genuine love of people, and feel a
transcendcnt passion for thc mis-
sion of the enterprise. To me, this
resonates perfectly with the Creat
Commandment and its corollarv,
but expressed in purlev secular
terms. Drucker gr)es on to state that
a leader for the future must have
the emotional strength t() manage
anxiety and change. Each of the
world's great religions likewise
focuses on centeredness, a sense'of

inner calm and peace, a sense of
knon'ing who and whose you are,
and a diminution of the personal
e8()

ln his opening paper, Stephen
Roulac demonstrates that he un-
derstands this deepL'r level of eth-
ics. It is interesting that he chooses
Buddhism to support his faith-
based ethics, ftrusing on three of
the practices from the eightfold
path h enlightenment: rightspeech
(disclosure and honesty); right ac-
tion (competence, fiduciary respon-
sibility, and trust); and right liveli-
hood (honoring the land). I have
no problem with his having cho-
sen that particular religion. In a

globalized economy, with real es-

tate becoming increasingly linked
to worldwide money and capital
markets, we must develop a faith-
based system of ethics which en-
compasses all the great religions. I
am intrigued, however, that he. dtps
not find the .Judeo Christian cthic,
which is currently the underpin-
ning of the global marketplace, to
have some value as r,r,ell.

A few of thc. other contributors
tip their hat to religion and spiritu-
ality, but th€'y are not certain how
to make it apply to a business situ-
ation. It is ironic that all the social
sciences, including organizational
ethics, are a direct derivative of
theology. ln fact, both Adam Smith
and Peter Drucker u,ere trained as

theologians. Yet, since the Enlight-
enment, an academic loses cred-
ibility whe n he moves off his ratio-
nal knowledge base into faith-
based ethics.

We mavaskwhether thereeven
is such a thing as real estatc ethics.
If there is, it is a derivative of
business ethics, which itself comc's
out of organizational ethics, itself a
subset of societal ethics. By focus-
ing on real estate, as the book does,
one can examine current practices
ranging from brownfields to bro-

kerage transactions. It is interest-
ing to grapple with the ke.y issue of
holv to be successful financially
.-rnd still ethical in a business which
does not always follow ethical prin-
ciples.

I personally prefer a broader
approach to organizational ethics.
I would recommend to the inter-
ested reade'r almost anything writ-
ten by Peter Drucker. An interest-
ing book is Mnnngcnunt of Vnluts
by Charles S. Mdoy (no relation).
McCoy lras a theory of covenantal
ethics, which obviously has He-
brew origins and permeates thc,

federa[, covenantal societies of to-
day. A good leader is sensitive to
the implicit and explicit covenants
contained in the culture of an orga-
nization, and he attempts to lead
by resonating with them, not by
manipu la ting them. Robert
Creenleaf's pamphlets on servant
leadership remain relevant, as do
John Gardner's two treasures: Orr
E,rcell'rrce and Sef Rorrroal. Finally,
I havr'always felt that Peters and
Waterman's L, Starth of Erctllenct,
is a deeply ethical book.ls it con-
cerns leadership through the build-
ing of values.

I would conclude that the chief
difference between a profession
and a job is that a profession hasan
ethical underpinning. A profes-
sion dentrtcs an unbiased service
or value creation for the other and
not onlv personal aggrandizement.
This notion is contained in the 15

papers in the book, but it takes a bit
of work to dig it out.Rrl

Wnnr CaN Mexr Nrw Hornr
CoNsrRUCTroN E coNoMICALLY

FEasrnLE WHEN NEw Horsr
CoNsrRUCTIotrl IsN'r
E cor.roMICALrv FEasIBLE ?

lty Karen E. Rubin, CRE

ABOUT THE AUTHOR

Karen E. Rubin, CRE, CHA,
MAI, is scrrirrr f isl' ltre5idettt of
Horpitalitv Vnluttiou Sart icts, ln-
t!:r atiowl (HVS), uhtre slllr spc-

cializts ir counselirg on hotallnrottl
resorts ntd holel portfolio irri'est-
rrtcttls on a itorldu,idt bnsis. (Enmil:

kr u h i n@ lnt sirt t r n a t iru t o L c om )

T A 7" "rll know the conventional wisdom about the lodging
I /\ / ina",,trv's inherent cyclicity. As hotel room night demand
Y Y g..r*, in.r nrarket with a fixed number of rooms, hotel

occupancies increase; at some point the market's hotels can start to nove
their rates upward. As occupancies and rates increase, profitability and
net incomes.rt the market's individual hotels increase. And, all things
being equal, as nct income's increase, values of the individual hotels
gt nerally increase. Eventually, values r:f indiviclual hotels in the market
rise to the point where they start to approach, etlual, and exceed the cost
of building new hotels. At this point, the cost of building a brand new
hotel will be equal to or less than the cost of acquiring a pre-existing on('.
It is easy to see why new hotcl construction can be economically justified
at this point in the cycl!.: it is a better deal to build than to buy. This is the
part of the cycle wht'rc new hotel development is economicallv feasible.

The rest of thc cycle we also know: tlte new hotel rooms open, supply is

diluted and clemand is spread out among the increased number of
rooms, occupancies decline, rates (sometimes) decline or may cease to
grow, and profitability and net incomes decline at the individual hotels.
All things being equal, these factors generally cause a decline in the
value of the market's hotels. And when values decline to something less

than the cost of building new rooms, it is cheaper to buy than to build
and the cycle begins anew.
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50 CoNvrnrrNG Conponere Huopulnrrns ro Mulrt-TtN.llvr BuILDINGs l,y ,4 rthur M. Dehnlnrsl , CRE
This manuscript describes the pr<lblems of converting corporat€' headquarters to multi-tenant buildings and offers

somt' solutions. The author cxplo('s the cffects that locati()n, desiBn, tenant improvements, zoning, lobbics, sigrr.rge,

elevators, cafeteri.ts, building systtms, m.lnagement team, and market pcrception, have on the ability to entice Poten-
tial tenants to a convL'rtcd structure.

CRE PERSPECTIVE
55 lust Thinking About it is lllegal hy AnroLl S. Teslr. CRE

INSIDER'S PERSPECTIVES

58 FOCUS ON THE ECONOMY: The "Olil" Economy, the "New" Economtl €'t

the Real (Estate) Economy by Hugh F. Kclly, CRE

60 FOCUS ON THE ECONOMYT Real Estate tt the Free Market E-conomy h1 Sanuel Zell

67 FOCUS ON RESEARCH: Picking the Best Markets bv Rrynnnd C. Ttrto, CRE

64 FOCUS ON LEGAL ISSUES: AWitness's Manual of Arms: the Mechanics of Successful Testimony
by Edttin "Brick" Howe, lr., CRE

RESOURCE REVIEW

67 ETHICS IN REAL ESTATE: os rn'inped hv Bott en H. "Buz:" McCoy, CRE

EDWIN B. RASKIN

69

7Z

./ -1

Subscription Information

Contributor Information

Editorial Calendar

5210 Maryland Way, Suite 300
IJrentwood, TN 37027

(61s) 373-9400

Clarification Note: In the last issue, (Vol. 2{, No. 4), there was a sen,ice bureau crror on pagc4, column 2, oifrr.lnilNtcl of E .ommern'o,t Real

Eslnll,. The correct column follows:
WHY IS REAL ESTATE THREATENED BY E.COMMERCE?
Both B2B and B2C ecommercc thrl'aten real eslate, although in diflcrenl r\'ays. This is due to some tund.lmental proposil,ons:

'The lntemet represents revolution.rry change in th('way virtually everythin8 will bt dono in our s()ci€ty.'
The lntemct is based on thc usc of cvturspace, t{hich is basicallv non Physiral sPacc.

- Real.'statc, in contrast, is phvsicalspace.
- Every transa.tion that (x(urs on the Intemct is a transaction that will not ffcur in physic.rl space. Over time, this substitution.an result
in leas a&fegate d€m.nd for physical space, all other thin8s b€in8 cqual.

- Even ifaSBregate demand for a particular property type is not affect€d, the lnt.,rnet may require djfferent bu ildint .on fiSura tnrns and

localions, thereby rend€rin8 many existing buildings obsolt'te.

9)me ma),quarrel *ilh lhc deSr€e or timin8 of thesc factors, or parss i{ords as lo lhcir meanin& but they are so tundamental thal il s@ms much
morE productive f(,r real estate peopletodiscuss how to deal wilh th€ pft)blem than t()asliume itdoesn't e)(ist. Early altention iscritical t€taus€,
as Peter Pike obsen'es, lht' impact of technolo8i.al chan8e is usually overcstimateC in th. short run and undr.rEstimat(\l in the IonH run.-

The articles/submissions printed herein represent the opinions of the authors/contributors and not necessarily those of The Counselors
of Rcal Estate or its members. TheCounselorsassumes no responsibili ty for the opi nions expressed b), the contribu tors to thisPublicationwhether
or nol thc drticlG/slibmissions rre srSned.

Currentlv published quarterly by The Counselors ofRcal Estate, a not-for-profit organization, of the National Association of REALTORSF,130
North Michigan Avenue, Chicato,lllinois 60611. Copyright 2000 by TheCounselors of Real Estate ofthe National Associationof REAI.TORSQ. All
rights resen'ed. (Printed in U.S.A.)

Third classposlrBe p.rid .rt Chicago. Rrdl fslrlelssu.'s publishes fourtimes annunllv (Spring,Summtr, F.'tll, Winter). SubscriPtion rates.lre: S48 for
one vear (.1issues);gti0 f()r two years; 596lor thre.'years; $it2 per year to students and faculty; $-54 foreifin ratc, submit in U.S. currencv; singlt'coPv
915. Remittances mav bc made bv crcdit card or pervrnal cher:k, pay.rble to The Counsel()rs of Rcal Estate. Rtmittances, chan8e ofaddress notict's,

undol iverable copies, ord erc for subsr'riptions, and ed itorial matcria l should be sent to Rc,rl Es lah lss n.s , The Cou n selors of R ea l Es t a te, l30 Nort h
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Articles

WHAT CAN Maxe Nrw Horrl CoNsrnucrroN EcoNonrrcnlry Fr,c,srslr WHIN
Nrw Horrr Colsrxucnorv Isl'r EcoNorurcLrly FeesrolE? hy Karen E. Rrili,, CRE
Virtuallv all real estate Professionals kno!'\' the conventional wisdom about the lodging industry's inherent cyclicitv. As
hotel room night demand grows in a markct with a fixed number of rooms, hotel occuparcies increase; at some point
the market's hotcls can start to move their rates upward. In this manuscript, the.-tuthor poses thc question: how can new
hotcl constructi()n be economically feasible when the valu.'s of the market's existing hotels have not risen to the point
$'hcre thev nre at or above replacement cost new? Here, explore how the government is becoming increasing involved
in nerv hotel development at a leve'l of frequency and magnitude unparalleled in the past.

FneuourrNr TneNsrsn Rrsxs rN e Ponrrolro LoeN b-y /os/rua Sfc,irr
When a lender makes a Portfolio loan, but a different entity owns each property. the transaction may raise creditors'
rights and bankruPtcy issucs. This manuscript describcs and assesses those risks, and offers a menu of techniques to
mitigate them.

SHopprruc CtNrrn Bnl.NorNc: Dors lr Mlxr SrNsr? by Mnrk C. Ganrhill
Shopping ccnter branding is one of the hottest topics in commercial real estate toda),. Almost every retail real estate
companv is engaged in some type of branding effort. They ar(' attempting to link their names with a set of values that
appeal to consumers in .1n effort to devebp loyalty to their centers and establish thems(ives in the mind of the customer
as the pun e'vor of THE mall or po$'er centcr experience. Used correctly, branding isa poh,erfuland effective tool, but
theft'are numerous facto6 involved and the real issuc is whether it makcs a difference to thc customer.

Is Onclrulc CHerucr A Brrrrn OrnoN TulN AcqurslnoNs ls e GnowrH Srn,urcy?
hy lohtt McMnhm, CRE, & Tom Hesttr
Organic Srowth strategies appcar to be gailing favor as real estate firms find a lack of public market support for mergers
and acquisitions. This manuscriPt explores the record of M&A transactions, both in the genc'ral business communitv
and the rea I estate industry, and h(xv they can be utilized more effectivelv. Organic growth initiatives are then disr11rssed
with some thoughts on how thcy can be successfully implemented.

Ev.rrulrrNc rHE REsTDENTtAL INvrsrurnr Porrruna.l rN Ororn Unrll Anres: A cAsE sruDy
by Richnrd Csottschntider, CRE,8 Fred Pulitzer
Many of the smallcr, older urban areas of the U.S. have experienced considerable disinvestment over the last 40 years,
first because of a national trend to move to the suburbs, and more r€,cently b('cause of an emphasis on revitalizing the
dor{nk[r'ns ofour ma,(]rcities. The authors believc the smallerurban areas, particularly those that are in closeproximity
to our ma,or cities and are served by public transit, represent a good residential investment opportunity for the new
millennium. This manuscript describes ei8ht smaller urban cities in Massachusetts and evaluates their residential
market Perfomrance. Further, the authors identifv socio-economic indicators an investor could utilize when evaluating
alternate locations for future investment.

Der.aeNo roR BToMEDTcAL Fncrurrrs Iy Oaklcigh I. Thttrnt, CRE
As the biotechnologv industrv continues to expand, neu,real estate facilities are demanded bv expanding firms and
new entrants to the bio-sector. According to National Science Foundation's (NSF) surveys, a large amount of the
existing building stock housing research for medical and biological activities is obsolete. Industry growth and grants
from the NSF,rnd the Nation.ll Institutes of Health (NIll), and linkages with medic.rl schools are one set of location
factors affoctinS thr: site selection proccss. Diversity of mt'dical and pharmaceutical research endeavors illustrate the
need to have Proximity to an educated and technically skilled labor force, as evident from the concentration of these
activities in thc constal regions of the United States.
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Rcr?l E5-totr, Issrics publishts four times annuallv (Spring, Summer, Fall, Winter). The journal reaches a lucrativt'
segment of the real estate industrv as well as .1 repft,sentative cross section of profe'ssionals in related industries.

Subscribe'rs to Rt1rl Esfrrk, lssu(,s (RE/) are primarily the owners, chairmen, presidents, and vice presidents of
real estate companies, financial corporations, property comPanies, banks, management companie's, libraries,
and REALTORa boards throughout the countrv; professors and university personnel; and pntfessionals in S&Ls,

insurance companies, and law firms.
Rccl Eslalt, lssrits is published for thc benefit of the CIIE (Counselor of Real Estatt') and othe.r real estate Profes-

sionals, planners, architects, developers, economists, government personnel, lawyers, and accountants. It fo-

cuses on p()viding up-to-datt' infornrati()n ()n Problems and toPics in the fielcl of real estate.

REVIEW PROCESS
Member and non-member authors are encouraged to submit their manuscriPts b:
Real Estntc /ssrits, c/o The Counselors of Real Estate, 430 North Michigan Avenue', Chicago, Illinois 6061'1. All
manuscripts are reviewed by three nrembers of the editorial board with the author's name(s) kept anonvmous.
When accepted, the manusc pt and any recommended changes is retumed to the author for revision. If the

manuscript is not acc€.pted, the author is notified bv letter.
The policv of Redl Estalc.lss!.,s is not to accept articles that directly and blatantly advertise, publicize, or Pro-

mote the author or the author's firm or products. This policy is not intended to exclude any mention of the
author, his/her firm, or their activities. Anv such presentations howevot should be as general as possible, mod-
est in tone, and interesting to a wide varietv of readers. lf a product, sen,ice, or company is featur$1, it should be

informational vs. promotional in nature. Potential conflicts of interest between the publication of an article and
its advertising value should also be.toided.

Every effort will be made to notify the author on the acceptance or reiection of the manuscript at the earliest

possible date. Upon publication, copyright is held bv The Counselors of Real Estate (American Society of Real

Estate Counselors). The publisher will not rcfuse any reasonable request bv the author for permission to rePro-
duce any of his/her contributions to the journal.

DEADLINES
See Editorial Calendar on facing page for deadlines.

MANUSCRIPT/GRAPHICS PREPARATION
1 ). Manuscripts must be submitled on disk (along u'ith hard copy) in IBM or Pllormaiody-tvtac files cannot
be accommodated: .txt (text) file format or Word for Windows 6.0. All submitted materials, including abstract,
text and notes, are to be double-spaced. Number of manuscript pages is not to exceed 25 single-sided sheets
(approx. 7,000 words). Submit five copies of the manuscript, a 50- to 1oo-word abstract* and a brief biographi-
cal statement. Computer-created charts/tables should be in separate files from article text. (* An obslratt is a

Iiief svtu)psis.lf the Dnnrccript is accqttd for ltrblicotit\t, lhe ahstrncl :aLtuld appear on lhe lnblt' of rcnltrrls |ngc.)
2). Graphics,/illustrations are to be considered as figures, numbered consecutively and submitted in a form
suitable for reproduction. Graphics must either be submitted camera-rcady or comPuter-Senerated as PC com-

tTthis vear marks the 25th anniversarv of Reol Estate Issaes (REI). One
I ontf n", to think back lo appreciate how much thc world has changcd

over the past 25 years. Whcn REI was first published, the world was coping
lvith double-digit inflation. That cxperience influenced how we spent and
borrowed money. It caused us to form habits that would be difficult to break.

In 1976, u,idespread use of personal c(,mPuters would not begin for almost
a decade, yet, since that time, sprcadsheets and complex financial models
have become routine.

Today, we have different attitudes about place and space'- where and how
we live, work, shop, and recreate. lt is cyberspace that caPtures our imagi-
nation and nn longer outer space.

As corporations have gone global so has the economy. lt is only natural that
the real estate industry would folkrw.

The influence of Wall Street, particularly over the Past five to l0 years, has

created new financial and legal interests in real estate, and nera'rvays that
such intercsts are "monetized" and traded. In the process, real estate has

been heavily influenced by the discipline of finance as traditional distinc-
tions between property markets and financial products have become less

clear.

In 1976, real estate counselors were developing new skillsets, challenging
fundamental ideas, examining the strategic imPlications of applied theory,
ancl ad justing to the economic realities of the marketplace. The more things
have changed; the more they have remained the same.

Throughout 25 years of sometimes wrenching change', including two major
recessions, REI has been a beacon of stabilitv. It has been a rcspected rePosi-

tory of applied tlreory and a fttrum for ncw and some'timc's controversial
ideas. lts emplrasis on applied theorv has differentiated REI from research-

crriented academic journals. Since 1976, Reol Estate Issaes has provided
focus, claritv, and understanding to real estate' consultanry

The current Editorial Board understands the tradition of REI and accepts

the challenge of building on the solid foundation created by Co-Editors in
Chief James H. McMullin and lean C. Felts (1976); and Editors in Chief

Jared Shlaes 0977-1986); Rocky A. Tarantello (1987-7993\; and Halbert C.

Smith (1994-1998).

patible ONLY DO NOT submit cdorized computL'r files -- the graphics pq1$!!qgsatce! !! g.rSyagrllqQ

white only. lf possible, save in all of or at least one of the follou'ing formats: .emf; .eps; .tif.
3). Number all graphics (tables/charts/SraPhs) consecutivelv. All graphics should have titles.
4). All notes, both citations and explanatory are to be numbered consecutively in thc text and placed at the e1g! of
the manuscript.
5). Whenever possible, include glossy photographs to clarify and enhance the content in vour article.
6). Article title should contain no more than eight to ten words including an activt'verb.
7). For uniformity and accuracy consistent with our editorial policy, refer to TIE Aiso.iatL'd Prcss Stvk'bonk.

THE BALLARD AWARD MANUSCRIPT SUBMISSION INFORMATION
The REI Editoridl Borrd is accepting manuscripts in competition for the 2000 William S. Ballard Award. All ar-
ticles published in REI during the 2000 calendar vear rvill be eligible for consideration, including member and
non-member authors. The $500 cash award and plaque is presented annually each spring, during The Counse-
lors' Midyear Meetings to the autltor(s) wl'rosc manuscript best exemplifies the high standards of content main-
tained in the joumal. The recipient is selccted by a three-person subcommittec comprise-d of membcrs of The

Counsekrrs of Real Estate. (The 2000 recipient will be honort'd at Thc'Counselors 2001 Midye.lr Meetings.)
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