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Subjotl: LESSONS LE&RNE;:;N THE SOUTHWEST

"

I asked several of our Southwest partners to reflect upon the
environment. which lead to the collapse of the Southwest real estate
markets inciuding: strategy, personnel, administration/overhead,
ingividual preojects, things we did right, influences that
encouraged us to make mistakes, and any universals/axioms that
could be applied to our businessz in good times and bad.

Hopefully none of us will ever experience aﬁything like the
Southwest disaster again but perhaps what we have learned will
Letter bprepare ug for whatever might befall. Feel free to
distribute this as you see fit.

Thank you.
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Memorandum

o DISTRIBUTTOHN Cfica:
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Dae: 3/6/8B9

Subject:

Certainly 1iving through the collapse of the Southwest real
estate markets has bpeen a true tragedy for us all. Likewise, it
woilld also be a tragedy for us not to share our experiences in
this unigue environment with our fellow partners arocund the
COoOmpAany. Hopefully they will not have to experience anything
like the Southwest disaster but perhaps what we have learned
will better prepare them. Please try to get to me by March 15th
8 brief memo outlining fthe mistakes vyou have wmade 1n the
following categories:

1. Strategy

2. Parzonnel

3, Administration and overhead
4. Individual projects

Cartainly, a good market tends to hide ones mistakes while a bad
market overly dramatizes them. s5Still since memories are short, I
believe it is a worthwhile exercise for all of us including me to
perform this catharsis,

Az soon as I receive all of your responses, I will organize them
and diaseminate them to the field in an anonymous fashion., Look
forward to hearing from you,.
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HARC MYERS

1. Strategy
- buying service center as “incubators? for deals,

- building an office building in an industrial park.

- building an office buildimg 100 miles from city.

- buying a single site in an industrial park.

- buying a single site in a city 20 miles from a ToC park.
- developing a freight consolidation system for tenants.

- taking partial liability on long-term development JdvV's.
- land positions in excess of near term requirements.
2. Personnal

- hiring non-partner material for leasing.
- under hiring for property management.

3. Administration and Overhead
- net terminating marginal pecple earlier.
- not instituting financial controls and overhead approvals
earlier.
- not taking net absorption vs. greoss leasing.
- not monitoring liabillity exposure vis—a-vis liguidity.

4. Individual Projects
- doing or buying marginal deals betause the money was
available.
- extrapolating spec space needs from last leasing.
- taking liability unjustified by capital base.



JOHN WALSH

I. Strategy:

1.

We lost an early deal or two because we guoted high, then
axpected to negotiate to a lower level, Our compatition
started low and gained credibility from our approach.

Qur land debt was based on a five year build out,
floating rates {(below market}, and interest funded from
the investor. This works well when rents are growing,
but in a decreasing rent market land values get too high
to make sense from a development perspective.

Don 't get caught in a market frenzy. If we had sold more
praduct during the frenzy, we would not be selling for
the prices we are today just te cover shorts.

Move +to non-redourse as =Soon as practicable, High
interest rate non-recourse icans have baen better for us
than lower interest rate recourse loans once times got
had. -

Reep a conservative strategy as to bad times. Generally,
we did not know we were in a bad market until it was very
bad. Remembey, it doesn't pay to say Fit can't get worse
or last much longer"®.

Don*t rely on development fees o cover a major portion
of overhead.

Make every deal at the best rate you can. The deals we
made in the early months of the downturn now lock like
great deals in retrospect. At the time we did not feel
good about most of them, but toeday they are our best
deals. '

We ware too lenient on credit requirements, esgpecially
where we spent money on finish out or refit.
pankruptcies and business fallures have hurt our cash
flow and value significantly.

When we had a prohlem tenant, we reacted too slowly and
ended up with high attorney fees, little or no rent and
substantial time periods bhefore we regained control of
the facilities.

Banks will not be your friend when the tenant bellies up,
but they will tell you how great they will be when they
need a subordination of landlord's lien. Be tough on
issuing lien subordinationg - make the bank a contractual
party in order to collect rent and recover damages if the
bank becomes uncooperative,
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10.

Li.

2.

13.

14,

15,

Lease, Lease, Lease - Keep your buildings leased.
Cocupancy helps cover taxes, insurance and other costs
that we pay during vacancy.

Don‘*t believe that just because rents have gone up at 5%
per year for five years, that they can't or woen't drop
25% in one vear,

Control your inventory. Our hardest discipline has been
to lease first, then build. Money has always been
available. Don't build just because you can get a non-
recourse lean. Too much inventory in a market drives all
rents down, lower rents lead Lo lower value.

pon't be afraid to ask for price breaks early from
supplisers, lenders or outside parthers. Increase and
maintain restricted cash in order to be more compstitive.
Very few of our partners wers willing to put cash back
into projects after distributions were made. However,
most were willing to go along with increased reserve
accounts if we properly explained our reasons for doing
sa.

Quality is important in a tough market. Tenants, lenders
and buyers will give credit to quality. It is really
tempting to cut corners when cash is not readily
availabhle.

pon't put too much falth in a single lender. Despite the
myth, large banks do fail and the new guys are not
nécessarily fair to you just because you are thelr
customelx .

bonft buy too socon when things are going down.  For
example, we cffered a contract for 522 per square foot
in 1987 that we'll probabkly get for $17.50 per sguare
foot this vear.

Personnel

1.

Stay lean even if vou can afford to get fat. It is much
easier to hire somecne than it is to lay someone off,
Postpone hiring somecne until yeou absoclutely must,

We hired people who were competent to do the job as
described when we hired them. I think now I would pay
a little more or accept a Little less experience and hire
people that could eventualiy do more than the Jjob
described. wWhen times are tough fewer pecple are
available and more is required of them.

If yvou find yourself over staffed, don't walt too long
to resalve. 1In a tough market it is fairxly easy to up
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grada your mediccre employees with better gualified
people at lower prices,

Let people know what is happening so that when raises
don't meet their expectations they are not shocked. They
all read the newspaper, but unless they are warned they
rarely believe that a2 Trammell Crow Company is affected.

Work hard on morale. That begins at the partner level.
let peocple know you are working hard to =olve the
problems, and you're confident that you will. ERemember
to maintain your management skills, even when you don't
feel like it. '

Administration and Overhead

I.

A strong office manager is eritical. When times are
tough a partner's available time is greatly diluted.
More people call with tougher problems. If the office
management is in place, your focus can be toward the
ocutside without detericrating the quality of your
cperation. Don't be afraid to delegate administrative
responsibility. -

Exployees must understand overhead costs. Let your
amployaes work together in groups or individually to
create cost saving ideas. If they know its a real issue
they will buy off on the idea bettar.

It is hard te take away benefits. (e.g. car phones, free
cold drinks, assistant/interns, beepers, etc.} If you
don't need it, don't provide it just because you have
the dollars.



STEVE MEYER

L STRATEGY :

Not trading additional equity for release of personal
liability; i.e. Principal would have accepted a 60/40
split with no liability vs. the 50/50 with full recourse
to Crow,

Investing too much cash and working capital in losing
projects. Waited much too long to re-work with lenders
and as a result, wastaed a lot of valuable cash.

Mizzed an opportunity to sell several high finish
projects, as well as bulk projects when the spread
hetween the cap rate and interest rates dictated to do
50,

Relied too much on the easy availability of capital and
last weeks marketing report to determine new starts.

Let the land price dictate the product.

Should not have "pioneered¥ in unproven areas with
recourse debt.

PERSONNEL:

Major mnistake was not developing bench strength in
leasing personnel, recognizing that future “parthner
types" would recognize declining opportunity and leave.

ATMINISTRATION AND OVERHERLDG:

Realize that overhead cost control is more important as
development fees shrink.

Failed to realize that much more administrative costs and
more effort is involved in workouts on leosing projects,
than in good projects.

INPIVIDUAL PROJECTS:

Our major mistake on this preject was that we based ocur
buying decision on this single-story office building
based on the fact that we had just sold a single-story
cffice bullding at $12.00 p=sf repts and had made
$800,000; and assumed we could lease this project at
310.00 psf rents and do likewise. The problem occourred
that we did not have a ternant base in the area to draw
from, the market turned bad, and even though we had the



opportunity to sell at a breakeven, or small ioss, we
decided to hold the building until the market lmproved.

We made the mistake of buying too much land based on past
absorption; and the land could have been bought “smarter!
with trading equity for reduced liability, etc.



MIEY BIRNBACGM, MIEKE JAFFE, BRYXCE HILLER

IT.

Strategy

A,

Worst case projections from one guarter tend to bheconme
best case projecticons for next guarter.

B. First markdown is the smallest,

C. Do not folleow market down - lead the market.

D. Cash is Kking.

E. As yon lose the ability to de traditional wmanufactoring
business look hard at other szourceszs to generate fees,
e.g. 3rd party management, construction management,
brokerage.

F. Review joint venture and lean documents - make sure you
understand - get fresh lock at these documents.

G. Know and understand relationships with joint venturers-”
and lenders - research and try to figure out what kind
of accommodations can be reached.

H. Put together team of professional street fighters, e.q.,
lawyers, accountants.

1. Beware of tenants with good stories - be willing to
Listen hard but be skeptical - be careful.

I Work renewals hard and early.

. Ccut overhead hard and early - but ke thoughtful, e.q.,
if you are going to do construction management you need
your people. )

L. Trust your sntreprenaurs - partner lavel talent needed
to generate fees and solutions.

M. Must bhe able to have offense and defense - celebrate
victories in both.

N. Have an ongoing sale program.

Perzonnel

A Tougher the market better the person needed.

B. Partners need to guard against screwing operation down

too tight - if no money - then more than ever need to
have fun.
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IV,

c.

8

E,

Run lean operation - but dao not cut muscle.
Keep interviewing, look to upgrade - stay in business.

Keep nucleus in place.

Administration and overhead

A,

C.

Top notch controller essential because accurate, timely
information is essential.

Monitor all payments - especially tThose on automatic
schedule - may want to stop payment or hold payment.

Understand what it costs to run each aspect of your
business.

Individual Projects

A,

bo not let competitor's actions influence your decision
on whether to do a project.

Do not do a project just o do something - maintain
careful underwriting standards.

Partners have to be hands-on and involved in a1l aspects
af business.

FEasy to overpay for projects if you only figure the
upside — do not think the world can only go up.

Be careful in picking experts to investigate projects -
with shrinking margins, partners cannot afford surprises,
e.g., environmental, structural, civil.

Don't speculate on demographic growbh, especially where
infrastructure is not in place.

Be careful on taking 100% of cbligation but TCC having
only 50% of ownexship.

Do not assume what outside partners in a project want you
to do - meet with them and get them signed off on what
it is we are going to do -~ otherwise we will find
vursalves funding and the outszide partners will zay that
it is our problem.

Take more aggressive position with banks and other
lenders sooner as opposed to later.

In locking for wvalue in down market be sure and look to
replacement cost compared to purchase price. Use
conservative estimates based upon today's rents, without
increases.
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Memorandum Sandy Gottesman, Page 1

Gary CHice:

Ta:
0 A/@ Sandy Offica: -

April 12, 1989

Subiect:

The following is in response to your yeduest to provide you
with a separate list of migtakes, a list is sheort and not
representative of the mistakes made; as I have tried to
exclude those items that were covgied on the list generated
earlier, a copy of which is attasfhed:

1. Chances are you won't get a rates on spec space that yon
anticipate.

2. Historic restoraticns cgst twice as much, and usually take
twice as long.

3. MaKe sure you have £4ll disclosure in your leases. Don't
over-promise., Litjgation is extremely expensive and time
consuming.

4, Take your personAl guaranty sericusly. XKnow which of your
assets are exclided. HMonitor your lists carefully. over
a pericd of se¥eral years, you can end up with all of your
assets encumbgred to one lcocan or ancther,

.5. It is bettey to go slower.

&. Do not asshme that job growth will grow expotentialily.
Lok at g ten—year average, rather than the last year or
two. Copnstruction workers come Lo town and leave guickly.

7. Senior partners should not be afraid tc say "mo."

i
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Sandy Gottesman, Page 2

IESE0NS Wh HAVE TEARNED

GEHERAL, OBSERVATION:
Extermal Forcess:

Ganeral
. Don't rely on inflatiom o makse a projoct work.

- Mistreating the brokerage commnity - you may win the
battie It you can lose the war.

Absorption (market)

Believing that your caompetition will not develop their
mroject if you can begin construction firvst.

Reviewing the absorption floures without taking into
consideration the supply side.

- Believing that the guality of your pegple and project
can overcome the market. Owr cccupancy is 30% above
the market ardd rates are 25-50% higher and we are still
75% below pro-forma.

Watch inwentories: Bon't belisve you must have the
largest inventory in town "just in case some 150,000
square foob user comes alongh.

Financirg

Be carefnl of verbal assurances from lenders - personal
liability is personal liability. There is a
significant difference between recourse and
non-recoroe deht.

lenders have a "herd" mentality. When vour market is
Hin", it is powerful; when your market is "outf, the
reverse is true.



L Candy Gotte\s:rsan, page 4

Internal Forces:
General

. feo willing to make the tough decisions on projects
armd persornel., The first markdowm is the least
avpensive.

Don't be temptad by thin deals just to Keep
everyons sy,

Crne bad prodect can make up for five good ones.

Per=ommeal

Hire the best people ~ medicore people are easy to
hire and hard to fire. Easy to staff up - 1t is
hard to cut back.

. It is better to have one extra leasing person than
one too few.

Cost of doing business
Focus on the costs of doing business {(overhead).

Mot placing encugh priority on cash-in-hand
fspernding tenant finish $'s for high rent but
tenant not having the credit to weather the

valleys)



Sandy Gotitesman, pags 5

General

You can't "fence! the competitors ouk - limit land
holdings to 2-year inventory during normal market.

Chtain long tems land loans (3 yeer minimaon}
without calls.

Time mvd costs to develop

. Development actually takes longer and costs more
than you budget.,

Road construction usually takes longer to get to
or through your project,

Values

When the office, retail amd 1rﬁs.15tr1al absorption
softens and rantal rates decline, the land valuas
deciine at an even greater mate.



OFFTCE:

C ¢

Sandy Gottesman, page ¢

Timing

You can*t fine tune the start of the next office
building based on the last lease you made. You have to
Look at the macro-market since your product won't be
deliverable for 15-24 months.

It is better to start your next office buildirg a few
months iate and miss a deal than start oo eardy and
have two office buildivgs facing a shrinking market.

¥eep a lean inventory of land and/or have a Jjoint
vanture partner or land loan that you can walk awvay
from without personal liability.

General

When, the market is hot, =ell some of your interest
alorgg the way up; when its starts heading down, there
are no buysrs.

A small % of a large mumber iz a large number.
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BETATL;

Site selection

- Bevaloping a corner, buying a site because we are
concerned that our competition will develop it if we
don't -~ you carmot control the markat.

. Secordary retail locations can sit empty ne matter how
lerr the rates.

Design
. Building second story retail in order to gel more
coverage and make the mumbers wok,

Doing asphalt perking lots vs. concrete — short term
savirgs offset by long term maintenance - sale vs. long

term cwnership.

Anchors

Selling anchor pads rather than leasing them and
incorporating them into overall financing package.

Starting construction on a retail center without the
anchor tenant. Inevitably they take twice as long as
originally planned.

Tenant mix and leasing

Not staggering lease tarms in order to diversify market
risks,

Taking high rent "mom and pop" deals vs. lower rent
national credit deals - a healthy balance iz needed.

Using a relationship with a retailer to force him into
a location in which he will not be successful.

Litigation is expensive and time consuming. Do not
gverastate the facts, Juries are sympathetic to
tenants,



( Sandy Ek:rttgrran, rage B

INEUSTRIAL:
Sell high finish R&D space; the loss to lease up amd
refit costs takes longer and costs more than youg
praiject.
A soft office market impacts rates on RED market,
Don't cap CAM or tax charges, stay with triple neb
Mo credit, no deal
Limit free rent tc 10-15% or less
Two—story RED doesn*t worlc

. Pon't overborrow based on high rents.

. on JV deals, watch the ODL clavses, loss should be
prorata, don't cover % paritners losses.



HMARE PALMER

Strategy

Failing to sell enough product (treating every good project
as a long-term hold)

Failing %o retain significant cash to truly capitalize on
excellent buying opportunities now that the market is bad
Retaining a "pure development-orientation as opposed to fee-—
business especially with respect to development.

Confusing quality with image; and focusing on high-end
projects when the market demand had shifted to middle~income
or price-sensitive centers, e.4., with discount anchors.
Failure to stagger lease terms so as te avoid all leases
coming up for renewal at one time.

Leasing to high-risk lacals wvs. npaticnal-credit tenants
despite lower free rents.

Failing to convert recourse shift early enough.

Being too slow to drop rates in a declining market.

Persopnel

Mediocre hires which take forever to get rid of.

Inadequate leasing bench strength {(as strong agents leave for
good marketz, production is saverely impacted).

Bringing construction and architectural personnel in-house
makes 1t difficult to "ratchet down" staff levels as
development falls off.

ddministration and Overhead

Long-term lease for current staffing levels signed at the top
of the market. Felt justified because it was 100% TCC-owned
building at the tine.

Inadequate controls over overhead-expenditure decisions.
Failure to consolidate for efficiencies where possible across
divisions, a.q., pool-typists, data processing input-person,
shared computer network,

Individual Projects

Banking on future population growih for a vetall center rather
than existing rooftops.

Selling the anchor pad, thereby losing control over the space
if they go out (can be overcome by a right of re-purchase).
Two-story retail.

Clasing on land on the basis of an anchor commitment which is
neot ironclad.

Asphalt parking lots.



JIM

BUCHANAN

STRATEGY

Ohservation: Office huildings, in relation te retail and
industrial projects, have a very long product life cycle. The
delivery time of an office building is realistically 15 to 24
months from construction start and the midpoint of an
optimistic spec lease-up is 24 to 40 months from constructien
start, depending on the size of the project. A lot ¢an change
in this time periocd. This dramatically exacerbates the
unpredictability of two of the most velatile components of
profitability: the loss-to-lease-up costs and yields (triple
net rents).

A Don't Be Too Greedy

1. Aavoid personal liability like the plague,
particularly on land deals.

2. Do not inventory land at retail prices for future
affice buildings (& 20% increase in land prices is
only a 2-3% increase in total project costs}).

3. When buying large pieces cof land, even at wholesale
prices, get an equity JV partner, or structure a
deal with the landowner to minimize carry and/or be
able to walk away without writing a large check.

4. With existing office space to lease, it is bettex
to miss that illusory lease deal than to launch an
irretrievable office building prematurely.

5. Do not start construction on a major high-rise
without preleasing., Consider giving up some
ownership to large tenants who take less desirable
space early in the leasing program to bulld momentum
and reduce risk.

G o not lag a& market decline in rental rates for
signing leases. If rents are falling, address it
guickly. The longer you wait, the more expensive
it gets.

7. Have an ongoing program of selective disposition of

projects in strong markets. When the market is
soft, there are no buyers.

B. Focus Your Business
1. ho fFewar deals and do them better.

2. You can make sach project more profitable by having
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more time to focus on it, as well as limiting growth
af overhead (staff! by not going in too many
directions at one time.

C. Credit Counts

1.

Attach a real premium to credit deals. Don't get
caught up in the euphoria over high rent deals and
lose sight of the tenant's long term ability to meet
its obligations.

Be more sensitive teo the timing and control of cash
in deal structures,

a. Some pertinent guestions to ask are:
- Whose money is at risk and for how long?
- How long does the tenant have to be in
business bafore you break even?
- What is your opportunity cost for othar
deals, given that time frame?

b. You can have a great deal on paper that assures
you a superior return, or even a reimbursement;
but is worthless if the other party deesn't
have the ability to pay.

L. Frotect Yourself

1.

PERSONNEL

L. Make

Be cautious about representations and warranties.
The Deceptive Trade and Practices Act in the State
of Texas yives buyers (tenants) a let of ammunition
when they are backed in a corner.

Document any important discussions, requests, or
understandings in writing. wWhen a deal goes sour,
memories become short and verbal conversations and
meetings are forgotten.

cuts guickly once performance is determined not to

he up to par.

B. A “superstar" leasing agent is of greater value than an
unlimited numbexr of wediocre parformers.

C: Getting the best people in the top pesitions helps
identify, attract and retain quality people throughout.

D. Do not make new hires without considering how existing
personnel may be more effectively utilized to achieve the
desired result,

E. Contract out as much work as is reasonably possihble,
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iv.

especially during a growth period. It is easier to fine
tune the hiring and f£firing of contract pecple and usually
invelves substantially less management time while thesy
are emploved.

If you have multiple office projects under construction
simultaneously, with complicated on-going negotiations,
it would be very beneficial to have a top-flight
financial manager available +to prepare reports and
monitor performance.

ADMINISTRATION AND OVERHEAD

A.

The need for timely, accurate and informative financial
reports is significant, but, unfortunately, difficult te

ohtain.

Watch expenditures. Ask ourself, "Do I really need 1t?¥
Once you spend it, the cash is gone.

adding staff adds costs and takes more time away from the
projects at hand. It almost feeds on itself, creating
more and more inefficiencies.

IRDIVIDUAT, PROJECTS

A,

Control the tendency to c¢ontinne adding finishes/
amenities to a proiject. & well located, functional and
aeffectivaly marketed project doesn't need every bell and
whistle.

Make sure you provide adeguate parking, as it can be
expensive or impossible to add later, and can take your
project out of the market on certain deals.

Do not start construction of a high-rise thinking that
will prevent other pending high-rises f£rom getting
financing, knowing that if all pending buildings were
built, the market would be horrendous.



RICHARD EILL

Per your regtiest, listed below are things that I would do
differently in a bad market:

STRATESY:

I. When the market is hot and there are plenty of buyers,
lenders, users; we should be more of merchant builders and

sell more buildings.

2. Po not werry about vour land position when land is at an all
time high. Walt till you are actually ready te build the
building. Pay retail for your sites and inventory small

amounts of land.

3. Stick with credit even in a good market, and ds not do a deal
just because it's an expanding company that has good lines of
finance. When the debt or the lines of finance have vanighed
the company is left with its true worth,

4. Sell all the high finish buildings, keep the bulk warehouse
- and low finish buildings. Do not cross cellateralize. On
joint ventures be careful not te limit the liability of our
joint venture partners. Do not agree to fund their deficits.

5. Obtain as long as possible land leoans, and building loans with
no pre-payment payments.

FERSOWNNEL:

Do not over staff and over hire! It is much easier to hire than
fire. All construction and production personnel (i.e. land
plannersz, teanant finish, site development, construction staff)
should be contract labor other than one or two key employees., It
is easier to let a contract emplovee go than a full time employee.
Keep emphasis on leasing and property management —- service to the
customer. o not indulge in the luxuries such as  ip-house
advertising specialist, excess secretaries, etc. Do not over pay
in a good market, because peocple do not understand when you try to
reduce their wages to market conditions when the market turns bad.
Use a lower base salary and more of a bonus program.

ADMINISTRATION AND OVERHEAD:

Keep overhead Low! Run lean, you can't cut fast encugh., Watch
long term leases with high rates entered inte at the peak of your
business. Do not get into long term contracts for leasing a
vehlicle or purchasing major equipment.

INDIVIDUAL PROJECTS: Stay away from unproven markets and fringe
areas. Do not build just because money is avallable and demand is
good. Think scaredi
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Ixternal Forces — Finencing {continued)

. Never finance long term assets {such as a large
rixed-u=e land tract, i.e. Stonecreek) with short term
debt.

. Move cquickly when markets peak or are declining. Don't
hezsitate to sell at a fair price today because you
think you can get more for it tomorTow.

. Cne way to stay financially healthy is to "sell too
soon",

. Don't deal with 2nd and 3rd tier lemwders to save 1/8%.
When times are tough, good relationships do help!



PAUL SILVERMRN

Iin response to youxy March 6th meme I have +the following
observations and comments.

1.

Strategy

After operating for six yYears as a lone ranger the character
of this organization changed dramatically without having a
strateqy. I did not recognize that I was making thisa
transition until after I had already done sc¢ and started
surfacing the problems that came with it. When the market
paaked, rents that we had projected would keep going up
started to fall faster than I would admit because I was still
trying to achieve the projected vyields on a couple of
projects. Begause I did not admit that the market was moving
against me, I didn't take the appropriate actions., I also
acguired real estate for which I did not have a clear product
identified. This basically make me a speculator on two
different acguisitions. I bought them thinking that they were
good locations, money was avallable, and that in the long run
I could figure out what we could go with them. In one
particular situation, I consummated an acguisition against the
best judgement of my senior partner {you), kept climbing over
the ever-higher hurdles which were placed in front of me in
order to do s0. Again, this was an acquisition based on gut
reactions of Knowing that the real estate was good and being
too confident that I would easily come up with a solution.

Per=onnel

After making numerous mistakes, I have come to realize that
this is the single most important issue in our business.
Making the transition from a lone ranger to a manager has been
absolutely the most difficult transition in my life. By not
wanting to face personnel issues and doing a poor job when I
finally did, as well as being incredibly insensitive to the
other people with whom I worked, I managed to somehow commit
every personnal blunder knoyn. These include: not listening,
not hiring the right people, not contimially interviewing to
know what was available within the marketplace, sticking with
people way too long, lmproperly supervising, improperly
motivating, not communicating and failing to inspect the work.
These are only a few of the highlights of the sins which I
have committed in this area.

Administration and Overhead

Being fairly frugal, I don't think we have made too many
mistakes in this particular area. The blggest error Iis
falling to properly budget and account for expenditures. We
basically did not know what, where and how we were spending
our overhead dollars. At times, I think that some of the



mistakes that I have made were falling to spend encugh money
inn certalin areas or at the proper time. I fesel that a large
part of our personnel problem has been due to having inferior
gquarters and in some cases not enough equipment to get the dob
done.

4. Individual Projects

There are five deals which were all done at the height of the
boom that I wish I could erase off of the board. The mistakes
that I made on each of thofe are as follows:

Project 3 - This project was predicated on an adjacent project
working which never did. This project also deviated from our
normal economies o©of scale by being a small project and
deviated from our normal formula by not being an anchored

property. 211 in all, it has been a rather unrewarding
project.
Project B - Particular preblems with this project include:

way over-bullding the amount of spac space relative to the
anchors, not having second and third anchors in place from day
ane, thinking that good architecture and materials would allow
us to claim a premium rental rate in the market (it won't),
and finally allowing the anchor tenant too much flewibility
in the construction schedule and in the restrictive covenants.
We didn't have the right people working the preoject until
recently and we didn*t hring our rates down to market fast
enough.,

Project C - I way underestimated the difficulty in undertaking
this project. We were not as thorough as we should have been
in analyzing the existing leases in the project and failed to
have a thorough plan designed and priced prior to committing
to the project. We also had bad people working this project
originally.

Project D - I committed the error of buying something because
T thought that I might need it as opposed to having a
definitive need at the time of purchase.

Project E - Problems on this project were: buying this plece
of real estate on bank debt when it should have been equity
dollars, counting on people that failed me, not having an
adecuate plan, and buying teoo much.

Ooverall our projects have gotten bigger, more complicated and with
smaller margins., We have tried to do too many projects at one time
without having adequate bench =trength or manpower to cover the
projects. The concept of putting one guy on one project from start
to finish, pnot letting attention be diverted until it is firished
is the best discipline that we can have and it's the one that I
strayed the farthest from, When we get our problems sorted out,
that is the model that I think works best in the long run in good



and bad markets.

I hope this will be of some help to yvou. I really lock forward to
seeing how many of us have made the same mistakes and I hope that
you will forward a copy of the compilation to those of us who
unfortunately had the opportunity to contribute,



PAUI, BARKER

€. Strategy

In the initial stages of our activity, the city was a rapidly
growing market. To get involved and be competitive with the
other develcopers, we hag to reduce vyield expectations,
increase the amount of land, building and assocciated costs we
were willing to pay to outbid other potential buyers and
builders and to create better dquality projects. Thisz
increased our risk and made us more susceptible to downturns.
as we T"stretched" for some of these projects, market
conditions declined causing cur pro formas to be substantially
less favorable than we had antlcipated.

The strategic implication to our business is that we need to
be very selective in choosing our projects and adhere to our
yield and profitability requirements. Interest expenses, loss
to lease-up, effective rents and other costs can fluctuate
outside our contrel during the development process; therefore,
we must be very careful in our initial decisions hefore we
enter inte a development project,

We were fortunate to have made some capital transactions early
on in the cycle when the market was hot and the other buyers
were stretching to enter inte a "growth" market. These
capital transactions provided ligquidity which allowed us to
remain as an active participant when our market fturned into
a downward cycle. As a strategy implication, we should always
have a pertion of our real estate assets which we sell, joint
venture, or refinance to provide liquidity in case the market
turns into a less favorable posture.

We became aware that others were encountering the same

difficulties in the marketplace. Because of our capital
transactions and the structuring of cur deals, wWe were in a
better relative position in a difficult market, As a

consequence, we were able to enter Into new transactions that
wers more azdvantageous fto us and help defray some of the
problems the marketplace had created. Some opporbtunities came
to us because wWe were recognized as stronger than other
competitors; therefore, we were able to enter into new, less
risky business or restructure existing ventures. We used this
to defray some of the costs of decline in other sectors of
the market.

Another strategy lesson was to foous on several deals at the
same time. Az the market changed over a period of time, if
we fooused on one or two possibkble transactions and they did
not come to fruition, the next round of oppertunity was at a
lower level. Therefore, what was a less attractive optiorn
earlier on baecame relatively very attractive as time passed.
One of the mistakes we made was to focus on the Y“hest" deals



and, in effect, remove ourselves from the market for several
months. If those deals did not close and we entered into a
new round of negotiations, it would be at a lower level. In
retrospect, we should have broadened our base earlier and
negotiated more deails which would thave enhanced the
probability of a deal closing even 1f it was at a lewer value
than we anticipated. The time/value relationship may be far
more important than any cingle aspect of a sale or capital
transaction.

Porsonnel

In general, our personnel decisicns did neot relate to changes
in the market conditions as rapidly as they should have.
Everyone was busy and concentrating on their responsibilities
rather than looking at the profitability of the specific
direction we were heading in. As a consequance, we had many
regquests to increase staff in areas which might have been
people-intensive but neot profitable. We should have been
focusing on changes in the marketplace and redeploying our
personnel to react to the changes within the market.

Administration and Overhead

Many of the overhead and administrative decisions are made on
a longer term basis and are not subject to immediate change.
There are, however, places where cutbacks are possible. oOur
major mistake was to assume in our yearly budget and financial
plans that last year's level of expenditure would be egualed

or exceeded next year. fhiz, in a sensea, built in soue
discretionary spending which may not have been necessary had
it been more closely analyzed. Bach line item within our

bndget and financial plans should by analyzed independently
to verify whether that expenditure is prudent under a "changed
market" condition.

Individual Projects

The key to success in each individual project was the
financial structure of that project. It was important to have
jeint venture partners, eguity participating Jloans, or
significant leasing or preleasing to buffer the project from
variations in the market. Based upon our previous experience
in our growth market, we anticipated the performance of our
projects would improve month-by-month and year-by-year. This
assumption proved invaliad and, in some cases, the highest
value period for a project wmay have been very early on in the
cycle when we were holding it, wailting for it to "improve".
As we held it, the costs increased and the wvalue declined,
thus reducing our profiit significantly. We also found that
it was very difficult to control costs in a softened marketb.
Interest rates increased, free rent increased, lIeasing
activity decreased,; and tenant improvement angd other costs
increased. We need to bulld in more flexibility in our



budgets for these cost variations. Furthermore, we need to
emphasize to all decision makers, construction managers,
property managers, leasing agents and partners the high cost
of passage of time to emphasize the importance of closing
leases and other transactions quickly.

In general, we found business to be more difficult and less
fun; however, there still were many opportunities to structure
sales, refinancings, or joint ventures. The challenge was to
control our costs, make prudent business decisions in a
difficult enpvironment, and find new business or fee
apportunities to offzet some of the deterioration which
occurred in scome of our specific lines of business,

Despite ouy down market, we have found that by being more
astute, more careful and moye knowledgeable about
opportunitiesz than our competitors, we can become market
leagers in spite of the environment.



MIEKE POLACHEK

IY.

ILT.

Iv.

STRATEGY

A. Inflexibility in site plan design

E. Lack of aggressiveness

C. Budgets too conservative

o Hot establishing third-party fee management, leasing and
construction services for tenant improvements

E. Inability to secure financial partner for land
acquisition of future shopping canter sites

F. Too many opeh—ended lcans without considering interest
rate hedges

G. Not coming to closure on final site plan during option
period

PERSONNEL

A. Hot adequately checking prospective employees® background
and references

B. Lack of quarterly or semi-annual reviews

C. Heed to do more documentation during personnel critigues

D. When interviewing, not evaluating how prospective

employee will fit in with other members of the division

ADMINISTRATIVE AND OVERHEAD

A

Keep entire staff together; accounting should cffice with
divizion rather than regional office

Reduce office space requirement

Do not frivelously hire

Moderately priced office space regquirements, hopefully
within our prejects

Increase fee management business

Better use eof wvendors, i.e., attorneys, architects,
engineers, eto.

INDIVIDUAL PROJECTS

A

Not agreeing on workable site plan; twe projects cost
additional one-year carry

Inability to securxe copnstruction loan prior to spending
a great deal of money on plans, studies, etc.

Too conservabtive on budgoets

Do not hold out for the last dollar on pad prices

Not being tough enough with major tenant in forcing it
to buy and improve Iits entire pro rata share of the
development



MARTY FARNSWORTH

Suffering through a bad market and watching the mistakes pop out
is a learning experience that I am not sure is replicable. The
financing strategy we made years ago, in retrospect, was obviously
flawed. The combination of a good market, perscnal ego, strong
credible partners, and the best name in the industry lead to a
sense of invulnerability that iz foeclish in a volatile industry.
T would like to think we wouldn't make the same mistakes again.
Neverthelestis, here theay are!

1. Strategy

We determined, I believe correctly, that the way to make money
in the industrial business is by controlling a ceontinually
larger base with ever increasing tenant controel. By and
large, we developsd good projectzs and good locationz with
broad market coverage. When rental rates were high and land
prices ever increasing, we were able to keep afleoat. The bulk
of this expansion was financed with open-ended, full recourse
bank loans. When absorption slowed down, and rental rates
dropped, the weakness in our financial strategy was revealad.

We took on far more debt {and risk) than our ongocing cash flow
and currant limuidity could support. We should have patiently
and assiducusly courted joint venture partners to build the
tenant base and then used our own resources to skim off the

Creall.

3. Personnel

A. You cannot afford not te hire the wvery best.

B. The cost of being long suffering with an incapakble
employee or a capahle employee in the wrong position is
far more (for both the company and the employee) than the
ghort term discomfort of having a tough evaluation or
termination. The financial costs are less burdensonme
than the lower morale for the octher employees and greater
time commitments on the part of management.

4, Administration and Overhead
A. It iz too eazsy to get accuztomed to the luxury of valet
services - construction managers, financial managers,
financial contreollers, etc. There may be some dollar

savings (i.e. from construction management) but the lack
of direct invelvewent on the part of the partner removes
the partner from immediate familiarity with the numbers.

B. Industrial divisions beleong in the £ield near the
tenants, the projects, the markets, and away from high
rise rents. Being away from the projects removes

property management, leasing, and partners from the
market in which they are working.



Tight control of cash flow forecast, proiect costs,
tenant delinguencies, and leasing performance are vital.
We have been too guick to approve buying word
processing/computer equiprent for everybody. Each
secretary has a word processor/computer and a typewriter
{including keyboard, screen, and printer).

5. Individual Projects

A

I had no business speculating on land when the division
clearly had insufficiant cash flow and net worth to bear
the loss.

In some of the projects we chose to be a jack-of-ali-
trades and master of none. That is, rather than seeking
to diversify by having different product types available
through different projects, we chose to diversify within
aach project. For axample, Project A consists of 156,000
s.f. - 00,000 s.f. iz bulk warehouse, 12,000 s.f£f. is
small multi-tenant, and 44,000 =.f. is somewhere in
between. Project B is 113,000 =.f. - 36,000 s.f, of
front loading warehouse, 21,000 s.f. of small incubator
bays, and about 60,000 s.f. in between. By trying to
diversify within each project, we were able neither ta
get the economies of scale nor the focus of deciding what
the project should be and building accordingly.

I have been too willing +to Jjustify expanding our
portfolic for tenants whe have expressed a desire to
aexpand {in spite of poor credit).



GEORGE LIFPE

Gary, mistakes I have made include:

1.

STRATEGY

Built for inventory, market share, tenant expahsion when
the project economics said ne. Wrongly assuming that
rents will go up as guickly as they went down and/or that
inflation will carry rents up.

UMake the deal? first then live with the economics later
-— should have said no more ofiten.

Priaed to hold out on premium rents toc long whiie the
general market was leading with concessions.

Did not communicate to institutlions and other o/s
investors how bad a shape our market was in untlil it was
too late, Could have gotten help earlier and probably
preserved a better relationship.

Should have gotten inte third party management earlier
while fees were higher and more plums available.

Should have sold more buildings on a regular basis.
Should have sold land.
Should have had a war chest of cash.

Should have become a better, more capable, buyer of
property.

Shiould have done fewer three year deals and more 5-7
years in office and R&D buildings in particular.

Should have started renewal discuesions 18 months prior
to lease expiration.

Should have stroked broker more.,

PERSONNEL

Should have hired/trained higher guality property
managenment people.

More well rounded businessmen.

Should have moved accounting to the field with partner
oversight earlier.



ghould have developed more bench strength acreoss the
board.

Should have done formal business plans and evaluations
aooner +to communicate the "button down the hatches®
strategy to everyone.

Should have changed expectations of leasing agents to
sglower road to partner and need for more super
salesmanship skills.

3. ADMINISTRATIVE/OVERHEAD

Should have changed the organization structure from a
development office to a leasing and management office
{i.e. replace =some specialty skills that were no longer
needed with more generalists, utility, jack-of-all-trades
staff people).

Gotten rid of all mediocre people and replaced with
fewer, better paid superstars.

Should have balanced overhead cost against marketing and-
leasing fees only (no development fees}.

4. ITHDTVIDUATL

should not have bullt three phases of service center at
one time,

Should have slacked off on amenities in favor of more
cost efficient functional products - lower price.

The best location is more important than the building
itself. The deouble whammy was building on a secondary
site and loading up with amenities (frivolous cost}.

Need to be more gaudy on design, color and cosmetics and
less staid, conservative and traditional - more curb
appeal.

Hot encugh parking for land coverags sake.

Don't do expensive marketing brochures - put your money
in the onsite "for lease" sign.

Don't build an industrial park across from a federally
subsidized HUD apartment project - security problems.

Gary, these are only the ones T admit to.



BARRY HENRY

STRATEGY

1.

10.

il.

12,

13,

14,

15,

Proper assessment of market before starting project and
proper assessment of return chiectives, finance
alternatives, hold period and exit strategies.

Projects should be Yproforma-ed" hased on 90% occupancy,
not 5%,

Leasing assumptions should be driven by market, not
proforma.

Depending on inflation to "kail us out.®

Proper diligence on tenant credit. Free rent given to
tenant with less than "AAA" rating is always blgger risk
than perceived.

Have a thorough understanding on renewals and on options,
particularly on large sguare footage, because they always
have a large iwmpact upon value.

Persconal liability on ground leases on undeveloped land
is ill-advised.

Leaders not being objective or dispassicnate about
potential opportunity.

A good market is the best time to institute cost controls
and achieve operating efficiencies on projects, divisions
and region.

Hot having more organized, more often and mores specific
focus on problems and planning, and leaders not changing
course meore often and rapidly enough.

Delay in implementing corrective action

- continuing to pay debt service on non-recourse debt
- aveolding lenders because of “pride!

Say "no" more often to deals, people or whatever.
"Brainstorm® dezls more often as the fire drills oocur.

Failure of Divigion to truly run as a multi-faceted
business.

Not having developed more of a "sale" mentality - sell
more projects, Need wore of a semi-broker mentality on
selling, fee buslness, etc.



IL.

16, Use a better balance between owning and selling,
especially where assets might be isolated. -

17. Meet wmarket early with rate reduction for good tenants
instead of holding out, especially where projects are
more isolated.

18. Sell 100% and get out of 20% or less eguity positicns if
tiability exists for starts on proiects ~- risk does not
compare favorably with the potential return.

19, Select markets early for concentration and focus energy
there.

20, Avoid the delusion that particnlar markelts or VYthings
will improve" faster than they really will -- and run
business accordingly (good defense).

21. Failure to overlock refinancing or sales opportunities
to free up trapped eguity.

22, Failure to be -more proactive in Portfolio/Asset
Management,

23, HNot getting in 3rd Party and other operating side
businesses that generate meaningful fee income more
gquickly and making it a seolid part of our operations.

24, Lender relations -- marketing approach.

5. 3rd Party - marketing approach.

26, PEarly on and consistent program of tenant retention,
expansions and renewals —— led by Partner —- make it his
job.

27. sSpecific point focus/responsibility for 3rd Party/
Pimmacle and acquisitions.

28. Get into 3rd Party and other ways to earn faes -
acquisitions, dispesitions, loan restructuring, etc.

29, Broker relations

30, No room for slop -— future not forgiving.

PERSOHWEL

1. Tarminate weak links and make the teough decisions
quickly.

2. Have enough strength and depth in finance/accounting/

reporting in order to have the collective brains and



1TL.

information to properly run the business, plan and change
course.

Don't overhire during bhoom times Dbecause alwmost
impossible to properly cut back te run business as if
Ystarting new group.”

Bettom 1ine objectives and performance mmeasures are
essential; leasing agents, asset managers, and Partners
need financial training and expartise,

Failure to have bench strength until toc late in leasing
ranks, asset management, finance, ete.

Hire the right person -~ critical to take the time, then
train.

Failure to hire people who have capability to "“switch
hit" or changs focus to adapt to cycles. For example,
a person moving to leasing from finance.

ADMTNISTRATION AND CVERHEAD

Keep it simple,
cut costs immediately 1f tepants don't realize it,

Understanding of specific jeint venture agreements, etc.
by finance of Division Partners. For example, we wasted
2z years of overhead costs that could/should have bheen
billed back to the project/venture, Don't assume
Partners and lenders are aware of or on taop of financial
agreements.

Failure to appreciate that our business now is more labor
and overhead intensive than the past. We can't operate
as we did before.

Don't pinch pennies to sgquander dellars —-- focus on the
dollars.

Watch needless paperwork and special" needless
distractions.

Failure to properly bill tenants for escalatlons.
Collections of receivables -- more timely.

Failure to recognize than being #in a ditch" creates more
fire drills.

Gffice, wherever possible, with low or mo rent. Don't
get locked inte high rent just to finance next building.
You're knocking your future for a building you will
probably own 50% or less,



iv.

IHDIVIDUAT PROJECTS

16.
11.
iz.

13.

14,

i5.

16.

17.

Fgo seaems to sometimes stretch proformas.

Raise equity from outside partners where risks are really
shared.

Sell!

Don't assume that a project will exceed the market by
10%; project should work at market or down to 10%.

Hever personally guarantee construction starts.
(Affirmative covenants to JV partners.)

Aveold being caught up in the bulld-build-build mentalily
without an anchor in place.

Other Crow entities should be treated as third parties
when buying/selling or jeint developing.

Do proper sitework and engineering dus diligence studies
before closing on land.

Having an anchor does not guarantee success; demographics
can ba too thin to support speculative tanants.

Spend too much on guality where, in certain markets, it
is not appreciated or paid for, and vice-versa.

Don't count on your development to change the fabric of
the neighborhood.

Dontt build just because Lhere is capital available to
do =so.

Alwava get the opinions of the userz and the market and
pecple whose judgement you respect on your design and
massing, etc., before yvou finalize it.

While a project should not be built unless it is quality,
do not overspend on certain kinds of guality elements
that will not be appreciated in zome types of markets.

Do not rely entirely on consultants —— learn and study
the details for yourself.

Do not build a project based on market surveys dons by
outasiders —- build frowm your sensitivity and familiarity
with the market from being in it, or don't build at all.

Generally, do not put an office building too cleose to
industrial-type neighborhoods without a residential base.



18.

18.

20,

21.

22,

23.

Z4.

25,

26,

27.

28,

25,

30.

3l.

32.

Generally, do not build projects without a discernable
"front door" and logical site plan.

Try to build in submarkets that have an identifiable
growth-oriented tenant profile.

Buildings must not only lock good on the outside, but
function well angd efficiently from the inside.

Buildings should be generally rectangular or medified
rectangular in shape -- lending more efficiency and
flaxibility to the user.

Buildings seem to work best, style-wise, that have a
discernable bottom and top to the building form.

Generally, dollars should be spent on finishes and
attention to detail in common areas.

Good landscaping is a must,

Buildings should have real "people orientation" near the
base of the building -- welcome them in -- outside,
inside, landscape-wise, signage/graphics, and in the
plaza areas.

Buildings should incorporate up~te-date building
technology and life-safety systems,

Buildings work/lease especially well that are located in
close proximity to clusters of larger corporate users who
continuously have deamand.

Build the right floor size!
Don't "try too hard® or be “trendy" in design.
Pon't under-elevator a building.

Don't make a decision to huild a project just because
"demographics! as we typically know them indicate growth.
For example, outlying towns in this area all have great
demographics for retail or residential or maybe
industrial, but office buildings do not want to be there
unless it's a special cilrcumstance.

Bulld a project that is "truly special" in nature, or
don't build. Nothing's worse than building a building
that "is just arother building on another freeway in
ancther oity. v It's Iinteresting to note that when
looking at the office bullding market in any city or
submarket within that city during the construction of a
generation of buildings of approximately 4-6 new projects
{typical} that there is always one or possible two of



those buildings that are "special' and more sucoessful
than others. They are usually so special that they can
almost lease themselves. Several factors have added this
tgpecial nature” to them:

Location (a special site access, topography, trees,
water, eta.)

Design

Superior or innovative technology

Timing

Price

"Neighborhoogh

Amenities included in the project or nearby

The existing tenant profile that will be in the
building -

The tenant base that is the make-up of the area
The strength of sponsorship of the project

freputation, dapth, capability, and service
crientation of the dewveloper)
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3.)
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11.)
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Proper assessment of market hefore starting project and
proper assessment of retu¥n obdectives, finance
alternatives, hold period and exit strategies.

EProjacts should ke ‘Yproforma-2d" based on 90%
cccupancy, pot 95%.

Leasing assumptions should be driven by market, net
proforma.

Pepending on infiation to hball us cut.W

Proper diligence on tenant credit. Free rent given to
tenant with less than M"AMAY rating is always bigger
risk than percaived.

Have a thorough understanding on renewals and on
options, particularly on laxgs suuarse footage, because
they always have a large impact upon value.

Personal liablility on ground leases on undevelcoped
land.

Leaders not being objective oxr dispassionate about
potential ¢pportunity..

A good market i1z the pest time Lo institute cost
controel and achieve operating efficiencies on projects,
divisions and region.

Kot having more organized, more often and more specific
fecus on problems and planning and leaders not changirg
course more often and rapidly encugh.

Delay in implementing corractive action

- sentinuing to pay debt service on non-recourse
daht,

- avoiding lenders because of Uprige.”
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16.)

17}

18, )

19,

20.)

21.)
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23.)

24.)

25.)
26. )

27.)
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Fob Farrell, page 2

Say Yno" more often to deals, pesople or whataver.
NErainstorn’ deals more often as the fire drills oocur.

Fallure of Division teo truly run as a multi-faceted
business,

Mot having developed more of a ¥sale" mentality - sell
more prolects. Need mora of a seml-broker mentality
on selilng, fee business, etc,

Use a Dbetier bdalance hetween owning and selling,
especially where asasetsz might be isolated.

Meet market early with rate reductions for good tenants
instead of helding out, especially wvhere projeats are
more isalated (Graanhill).

Sell 100% and get out of 20% or less asgulty positions
if liability exists for starts on proiects —- risk does
not compare faveorably with the potential return.

Select markets early for ¢oncentratlion and focus energy
there.

Avoid the delusien that particular markets or Vthings
will improve"™ faster than they really will == and run
buginess ageordingly {good dafense).

Falliure te overlook refinancing or sales opportunities
to free up trapped equity,

Failure t& ke morse preactive iIn Portfolic/Asset
Kanagement.

Not getiing in 3rd Party and other operating side
businesses that general wmeaningful fee income more
guiicekly and making it a solid part of our operations.
Lender ralations -- marketing approach.

3rd Party -- marketing approach.

Early on and consistent program of tenant retention,

expansions and renewals ~- led by Partner =-- make it
hi=s jﬂhl

Specific point focus/responsibility feor 3rd
pParty/Pinnacle and acquisitions.
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fob Farrall, page 3

28.,) Get into 3rd Party other ways to earn fees—-
acquisitiens, dispesitions, loan restructuring, etc.

29.} Broker relations

30.) No room for slop == futura not forgiving.

PERSONNEL

1.} Terminate weak links and meske the tough decisions
gulickiy.

2.) Have enough strength and depth in
finance/accounting/reporting in orxder %o have ths
collective brains and information to properly run the
business, plan and change coursa.

3.} bDonlt overhire during boow times because almost
impo=sibkle to properly cut back bte run business as if
"starting new group,M

4.) Bottom line oblectlves and performance massures are
essepntial; leasing agents, asset managers, and
Partners need financial training and expertise.

5.} Fallure +o have bench strength until too late in
leasing ranks, asset management, finance, ato.

&.) Hire +the right persen =-- eritical te take the time,
then train.,

7.} Fallure to hire people who have c¢apability to Pswiteh
hit" or change foocus to adapt to ceycles. For example,
chugk Anderson to leazing from finance.

BMIH TION A RHEA

1.) FKeep it simple.
2.) Cut costs immediately if tenants don't realize Lit.

3.) Understanding of specific Joint venture agreements,
ete, by finance or Division Partners. For example, we
wasted 2 vears of overhead costs that could/should have
beern billed back to the project/venture. Don't agsume
rarthers and lenders are aware of or on top of
financial agreements.
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5.

6.}

7.)

8.)

9,}
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Fob Farrell, page 4

Failure to appreciate that our busingss now is more
labor and overhead intensive than the past. We can't
vperate as we did before,

bon't'pinch pennies ¢o squandor deollars ~=~ focUs on the
dollars.

Watech needless paperwork and *"specialt needless
distractions,

Fallure te properly bill tenants for escalatiens.
Collaections of receivables ~- mors timely.

Fallure to recognize thafl being “in a ditch" creates
mere fire drills,

Office, wheraver possible, with low or no rent.

NRBIVIDU RO

1.)

ael

3.)

§.)

5.)

G4}

7-}

8.}

9.)

10.}

Ego seems To scometimes stretch profornas.

Raigse equity from outside partners where risks are
really shared.

Salil

Dontt assume that a project will exceed the market by
10%: project should work at market or down to 20%
{TPexas Commerce and Greanhill),

Nevey personally guarantea construction starts.

Aveid being caught up in the build-build-puild
mentality without an anchor in place (courtyard).

Other Crow eniities should be treated as third parties
whén buying/selling or jeint developing (Westchester).

Be proper sitework and engineering due diligence
studies before closing on land (Burleson).

Having an anchor does pnot guarantee sucoess;
demographics can be too thin fto support speculative
tenants {Westside).

Spend too much on quality where, in certain warkets, it
is not appreciated gox pald for, apd vice-versa.
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15.}

i6.)

17.}

18.)

18.)

20.)

21.)

224}

23.)

24.]
25.)
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Fobh Farrell, page 5

Don't count cn your development £0 change the fabric of
the neidghborhood,

Don't build just bocausa thare is capital avallable to
dﬁ' 50

Alwave get the opinions of the users and the wmarket and
people whose Jjudgement you respect on your design and
magsing, ete,, hefore you rfinalize it.

While a project should not be buiilt unless it is
quality, do noet overspend on certain kinds of guality
elements . that will net be appreciated In some types of
markets.

bo not rely entirely on consultants -— learn and study
the datalls for yourself,

Do not bulld a preojest based on market surveys done by
putsiders -- Dbunild from your =sensitivity and
familiarity with the market from being in if, or don't
build at all.

Generally, 4o not put an office building teo close to
industrial-type neighborhoods without & residential

bazsa,

Generally, do not bulld projects without a discernable
Hifront door' and logical site plan.

Try o build in submarkets that have an ldentifiable
growth=-orlanted tenant prorfile,

Buildings must not only look good on the outside, but
functien well and efficiently from the inside.

Buildings should be generally rectangular or nodified
rectangular Iin shape -- lending more efficlency and
flexwibility to the user.

Buildings seem to work best, style-wise, that have a
disgernabla bottom and top te the building form,

Generally, dollarxs should be spent on finishes and
attention to detall in common areas.

Goed landscaping is a must,

the base of the building == welcome them in--
outslde, inslde, landscape-wise, signage/grapalics, and
in the plaza areas.

Buildings should have real "people orientation" nezar
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Fob Farrell, page &

26,) Buildings should incerporate up-te-date building
technology and Life-safely systems.

27.) Buildings work/lease sspecilally well that are located
in close proximity to clusters of larger corporats
users whe continuvocusly have demand.

258.) Bulld the right floor size!
28.) Don't Yhry too hard" or be "trandy" in design.
30.) Don't under-slevator 2 bullding.

31.) Don't make a decision te hnild a project Jjust begause
"demograpnicst as we <typiocally Know them indicate
growth., - ¥or example, Grand Prairie, Mesguite, Garland,
De. Soto, parts of San Antonle, etc., a2ll have great
damographics for retail or residential or maybe
industrial, but office bulldings do_not want to be
there unlgss itlg a special ciycumstance.

42.) Build a proiect that ls "truly special? in nature, or
don't build. WNething's worse than building a bullding
that ¥is just another bullding on ancther freesway in
anothery cilbty." It's interesting te note that when
logking at the office building market in any ¢ity or
submarket within that cibty during the construction of
a generation of bulldings of approxinmately 4=-6 new
projeats (typleal) that there is always one or
possibly twe of those bulldings that are special® and
mere suoecessful than others, They are usually so
special that they can almost lease themselves,
igveral factors have added this Yzpegial nature® to

A

- Location (& speclal site access, topography,
traag, Wat&r; Etc;:’

- Design

- Supariox ¢r innevative technology

- Timing

- Price

~ "Neighborhoodt

- Amenities included in the wroject or nearby

- The existing tenant profile that will be in the
»uilding
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b Parrell, page 7

The tenant base that is the make-up of the area

The strength of sponsership of the project
(reputation, depth, ecapability, and servica
orientation of 4he developer)
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Memorandum

& nTSTRIBUTION Clfice:

fom: GARY SHAFER Ctlice:

Dater 3 /27/89

Subsect: "MISTAKES I‘VE MADE" EXERCISE

Thank you sc nmuch for supplying me with the information on the
quote "Mistakes I’'ve Made" reguest. ®While reviewing all of fhis
information during my vacation in Vail, I realized that this was
a first step in a four step exercise. TFhe other steps are as

follows:
1. What did we do right?

2. What were the influences that encourasged us to make the
mistakes?

3. Are there any universals, any axioms that could be
applied to our business in good times and hbad?

Attached you will find some straw man proposals on steps 1 and 2
abovae. I would appreciate it if you would check yes or no if you
agree with each of the line itens, FPlease take a pencil and
delete, add to or critigue any of the straw mans,

Look forward to your replay ASAP.
G5: 31
co Office of the Managing Partners

bon Williams
Trammell Orow

DISTRIBUTION

George Lippe Barry Henry
Rob Farreall Jim Hendricks
Marc Myers Steve Maver
John Walsh Sandy Gottesman
Jim Buchanan Richard Hill
Mark Palmer Mike Birnbkaum
Mike Jaffe Paypl Silverman
Robert Watson 8111 Rothacker
Marty Farnsworth Paul Barker

Mike Polachek



THINGS WE DID RIGHT

1.

5.

We consistently outperformed the market in all respects
particularly in leasing and renewals.

We did prepare for a market raversal:

A Raised $150 mnillion plus of c¢ash through
sales and jv’'s - as a unit, Trammell Crow
Company Southwest was the last development
company in the area to run out of cash,

b. We did not take on P.L. debt on big deals
(larger than 520 million}.

C. We joint wventured most major land positions
and large projects.

ad. We Just never expected or planned for a
massive force majeure market shift.

We did cut costs, removed marginal players and got into
acquisitions in the 3rd party business hut a Iittle
late,

Most important, we had great people. We have held our
line, Noft a single man in the face of the mnmost
adverse clrcumstances to occasion our industry since
the great depression, bucked and ran. While coften we
focus on what’s wrong with T, we need to take pause
and remember thers are a hell-of-a-lot of people in
this company made out of the "right stuff",

guite posaibly, if we had not dgone the right things
above, we gould have lost the company.

gthers?




WHAT WERE THE CIRCUMSTANCE THAT

"GOOD IDEA AT THE TIMEY

d.

Success Iulled us into a sense of complacency }in some
cases of almost feeling bulletproof}.

1. Everyvthing worked - 1leasing, sales, wvalues,
zoning, etc. -~ we were on a roll.

2. Wa had great, experienced people.
3. We had liquidity.

4. We had capital markets chasing us., There was
an incredible supply of mohey.

We felt that there was always a {(back door}
buyer for our proiects.

o

6. We let land and/or financing costs sometimes
dictate what we developed.

The company culture lionized growth and demanded that
we he agqgressive.-

1. "We are the number 1 developer”, "most
assets”, "most square faet®, '"record leasing
year", '"new offices®, atc.

2. I the history of the worlig the seller is
wrong™.

3. UIn ecity X, we got 70% of market share but

why did we miss the other 3437

4. "Wa always carry a significant inventory of
apace to provide expansion for our tenants
and to keep pressure onh the competition.¥

5. "We buy land to frustrate the competition and
to control cur future."’

6, "If partner X can c¢arry land, build big
office buildings and two story service
centers or fashion retail centers, why can’t

n?
Gur compensation system demaded that we grow. We were
pushed hard by our young people who all wanted "their®
share of the boom. We let relationships obscure

objectivity. We didn’t use tough lova.

In the euphoria of a hot wmarket, we tended to ignore
true market fundamentals. We dldn‘t have and/or
prudently evaluate good information. OFften our market
research was last week’s leasing meeting.

MADE OUR MISTAKES SEEM LIKE A



{CONTIRUED}
WHAT WERE THE CIRCUMSTAWCE THAT MADE OQUR MISTAKES SEEM LIKE A
"ZOOD IDEA AT THE TIMEY

2. We let success 1ull us inte high images and attendant
high overheads ( some costs were fixed 1like Fancy
aoffices with high rents).

£. Fride kept us from cutting projects, debt, rents, and
overhead in a timely manner (psychologists have proven
that the human psyche will take enormous risks before
it will admit to a loss ~ “press the bet on the last
hole" - "hidden ocdds for the houge in Vegas" - eto.).

g. We tended to focus on great real estate while ignoring
the storm clouds of overbuilding and increasing debt
and overhaad burdens. "If we didn‘t buy it, the
competition would?.

h. We tended to drift away from direct contact with the
market and became unduly influenced by our staff, the
brokerage community and the press, all of whom have a
tendency to be myopic.

i. We were lulled into a sense of security by the EVBS
with its many trap doors (deferred F.I.T.:!: nagative
leverage debt; non-market determined cap rates:
nonrecognition of sales costs and prepayment
penalties). The EVBS is only a snapshot not a full
length movie.

3. The hot market kept us focused on the future {(the next
deal) while we often ignored prudent asset management.

k. Others?
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Tor: LDISTRIBUTLION IQJ

Date: - 3727789 GN}J
Subject:  "MISTAKES I'VE MADE" EXERCISE 8”?})&3

Thank you so much for supplying me with the information on the
quote "Mistakes I‘ve Made" request. While reviewing all of this
information during my wvacation in Vail, T realized that this was
a first step in a four step exercise, The other steps are as

follows:
1. What did we do right?

2. What were the influences that encouraged us to make the
mistakes?

3. Are there any universals, any axioms that conld be
applied to our business in good times and bad?

Attached you will find some straw man proposals on steps 1 and 2
above. T would appreciate it if you would check yes or no if vou
agree with each of the line items. Please take a pencii and
delete, add to or critique any of the straw mans.

Look forward to your replay ASAP.
GS:il
(sl Office of the Managing Partners

Don Williams
Trammell Crow

BISTRIBUTION
George Lippe Barry Henry
Rob Farrell Jim Hendricks
Marc Myers Steve Mever
John Walsh Sandy Gottesman
Jim Buchanhan Richard Hill
Mark Palmer Mike Birnbaum
Mike Jaffe Faul Silverman
Robert Watson Bi11l Rothacker
Marty Farnsworth Paul Barker

Mike Polachek
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THINGS WE DID RIGHT

1.

We consistently outperformed the market in all respects
particularly in leasing and renewals. } .

We did prepare for a market reversal:

a. Ralsed 5150 million plus of cash through
sales and jv's - as a unit, Trammell Crow
Company Southwest was the last development
company in the area to run out of cash.

b. We did not take on P.L. debt on big deals‘ff
(larger than $20 million}.

c. We joint ventured most major land positions e
and large projects.

d. We just never expected or planned for a
massive force majeure market shift.

We dld cut costs, removed marginal players and got into
acquisitions in the 3rd party business but a little
late.

Most important, we had great people. We have held our
line. Not a single man in the face of the most
adverse circumstances to occasion our industry since
the great depression, bucked and ran. While often we
focus on what's wrong with TCC, we need Lo take pause
and remember there are a hell-of-a-lct of people in , (/“-’"f_

thi a t of " 'g tuffn.,
i= co?;;;z_ma e ocut ol F?iv ri EBLQIu %r4~i1843
uite 'ssggf'&ﬁ?f we ha a thea ight things
e

o the company.

Others? {
e vl Spndie e TR pegle
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WHAT WERE THE CIRCUMSTANCE THAT MADE OUR MISTAKES SEEM LIKE A
"GQOD IDEA AT THE TIME"®

a. Success lulled us into s sense of complacency )in some
cases of almost feeling bulletproof).

1. Everything worked -~ leasing, sales, values,
zoning, etc. - we wera on a roll.

2. We had great, experienced people.

3. We had liguidity.

4, We had capital markets chasing us. There was
an incredible supply of money.

5. We felt that there was always a (back door)
buyer for our proiects.

6. We let land and/or financing costs sometimes
dictate what we developed.

b, The company culiure lionized growth and demanded that
wa be aggressive,

1. "We are the number 1 developer", ‘'"most
assels", Ymost sguare feet", 'record leasing
year™, Ynew offices", eto.

2. #In fthe history of the world the seller is
wrong".
3, "In city X, we got 70% of market share but

why did we miss the ather 30%7%

4. "We always carry a significant inventory of
space to provide expansion for our tenants
and to keep pressure on the competition.®

5. "We buy land to frustrate the competition and
to control our future.®

6. "If partner X ecan carry land, build big
office buildings and two story service
centers or fashion retail centers, why can‘t

In?
<. Our compensation system demaded that we grow, WWe were
pushed hard by our young people who all wanted "theip?
share of the boom. We let relationships obscure

ohbjectivity. We didr‘t usze tough love.

d. In the eupheria of a hot market, we tended to ignore
true market fundamentals. We didn’t have and/or
prudently evaluate good information. Often r market
research was last week’s leasing meeting. E//5'm
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THINGS WE DID RIGHT

1.

We censistently outperformed the market in all respects

partlcularly in leasing aﬂﬁ renewalsgﬂﬁ Bragsevm e nr oadlb o
PFD..; k.n:. et 4 ’ -
We gid prepare Lor a market reversal:

a. Raised $150 wmillion plus of cash through
sales and jv’'s - as a unit, Trammell Crow
Company Southwest was the last davelopmeanf
company in the area toc run cut of cash.

b, We did not take on P.L. debt on big dealsu/{
(Larger than $20 million).( oW =l

. We Jdoint ventured most major lanad pcsitisnsv/
and large projects,

d. We dust never expected or planned; for a &Enﬁ%hﬂx
nassive force majeure market shift. ’

We did cut costs, removed marginal playvers and got into
acquisitions in the 3rd party business but a little/

late.

Most important, we had great people. We have held our

line. Hot a single man in the face of the most

adverse circumstances to cccasion our industry since

the great depression, bucked and ran. While often we

focus on what’s wrong with TCC, we need to take pause

and remember there are a hellwnf a-lot of people lﬁ/
this company made out of the *right stuffh,.

Quite pogsibly, if we had not dops the right tning% ‘
e, we ave lost the company. uﬂ;hx

. P r
others? W did  whet wae  ant oo suc
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WHAT WERE THE CIRCUMSTANCE THAT MADE OUR MISTAKES SEEM LIKE A
"GOOD IDEA AT THE TIMEY

a. Success 1ulled us into a sense of ccmp*écency Yin some
cases of almost Fealing bulletproof}.

1. Everything worked - leasing, saley, wvalues,
zoning, etc. - we were on a roll.

2. We had great, experienced peaple.qf
3., We had liguigity.

4. We had capital wmarkets chasing us. There wagq/
an ineredible supply of monay.

5., We felt that there was always a (back dﬂﬂrbf
buyer for our projects.

™

6. We let land and/or financing costs sometimes
dictate what we developed.

B The company culture lionized growth and demanded that
we e aggrassive,

L. "Wa are the number 1 developer®, "most
assets", "most square feet", "record leasing
year¥, Ynew offices™, ete.

2. Ty the history of the world the seller is
wrong®,

3. WIn city X, we got 70% of market share but
why did we miss the other 30%7?"

4, "We always carry a significapt Inventory of
space to provide expansion for our tenaipts
and to keep pressure on the competition.”

5. "We buy land to frustrate the competition and
to control our future."“ff

6. "If partner X can carry land, build big
office bulldings and two story service
centers or fashion retall centers, why can‘t
"z

(=38 gur compensation system demaded that we grow. We were
pushed hard by our voung people who all wanted "“their!
share of the boom. We et relationships obscure

cbjectivity. We didn’t use tough 19“&.»!

a. In the euphoria ¢of & hot market, we tended to ignore

true market fundamentals, We di\gEl‘;'tE;m and/or
prudently evaluate good information. Uriten our market
research was last week’s leasing meetlingor rest geacs

el

'r"I.J._.’ Al



JOhn Walsh, page 3

{ CONTINUED)

WHAT WERE THE CIRCUMSTANCE THAT MADE OUR MISTAKES 3EEM LIKE A
"GOOD IDEA AT THE TIME®

2.

We let success 1nll us into high images and attendant
high overheads [ some csgﬁ% ware fixed 1like fancy
offices with high rents).

Pride kept us from cutting projects, debt, rents, and
overhead in a timely manner (psychologists have proven
that the human psyche will take enormous risks before
it will admit to a loss - Yopress the het on the last
hole" - "hidden odds for the house in Vegas" - etc.).we
Chat ahith Tercvete, COtcams” 4oo e a5 el

We tended to foous on great real estate while ignoring
the storm clouds of overbuilding and increasing debt
and overhead hurdens. "If wa didn‘t buy it, the
Competition would". ”QEaftq JJ{ CREry Wim et aale
DA ek wnTeert Eancsl’ ded dyrreat e ek LORELT LA,
We tended to drift away from direct contact with the
market and became unduly inflinenced by our staff, the

brokeraga community and the press, all of whom have a
Ltendency to be mycpic.w/{

We were 1ulled into a sense of security by the EVBS
with 1its many trap doors {deferred F.I.7.; negative
leverage debf; non-market determined cap rates;
nonrecognition of =sales costs and prepayment
penalties). }me EVBS is only a snapshot not a full
length movie.

The hot market kept us foocugsed on the future (the next
deal} while we often ignored prudent asset management. W<
o o 4ge Woslen s garbl "‘ﬁm-? I Sy hria{-ﬁ PRI
Uthers?

SAda eroién::i e peaad Sieals basasd on 5u+
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Steve Meyey, Page 1

THINGS WE DID RIGHT

1.

We consistently outperformed the market in all respects
particularly in leasing and renewals.

We did prepare for a market reversal:

Y55

a. Raised $150 wnillion plus of cash through 'Y.Ej

sales and jv’s - as a unift, Trammell Crow
Company Southwest was the last development
company in the area to run out of cash.

b. We did not take on P.L. debt on big deals VY&

(larger than $£20 millionj}.

C. We djoint wventured mest major land stitijEE _VWES, ﬁﬁ%ﬁ
and large projects. : -

d. We Just never expected or planned for a w?:hi7

magasive force majeure rarket shift."yzj
p——_

We did cut costs, removed marginal players and got into
acguisitions in the 3rd party business but a little
late.

Most important, we had great people. We have held our
line. Not & single man in the face of the most
adverse clrcumstances to occasion our industry since
the great depressiopn, bucked and ran. While often we
focus on what’s wrong with TCC, we need to take pause
and remember there are a hell-of~-a-lot of people in
thiz company made out of the *right stuffr,

uite i if we h the right things
above, we gould have lost the company.

Others?
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LA
R o} o S-S i
.."._-—-—-_-_'_

ves

wfj;

N 25
”,f'—f



( (

Steve Mayer, Pags 2
WHAT WERE THE CIRCUMSTANCE THAT MADE OUR MISTAKES SEEM LIKE A
nGOOD IDEA AT THE TIME®

A Success lulled us into a sense of complacency Jin some
cases of almost feeling bulletproof}.

1. Everything worked - leasing, sales, values,
Zoning, etc. - we were on a roll.

2. We had great, experienced peoplea.
3. We had liguidity.

4. We had capital markets chasing us. There was
an incredible supply of money.

5. W2 felt that there was always a (back door)
ayer for our preojects.

6. We let land and/or financing costs sometimes
dictate what we developed.

b. The company culture lionized growth and demanded that
we be aggressive.

i. "We are the number 1 developer®, 'most
assets®, "most sgquare feet™, "record leasing
year¥, "new offices", etc.

2. nTn the history of the world the seller is
wrong.
3. "In city X, we got 70% of market share but

why did we miss the other 30%7?"

4. *We always carry a significant inventory of
space to provide expansion for our tenants
and to keep pressure on the competition.®

5. Nigee buy land to frustrate the competition and
to control ocur future.!

6. HTf partner X can carry land, build big
office buildings and twe story service
centers or fashion retail centers, why can’t

II'I?
o, our ccmpensaticn system demaded that we Jgrow. HWe were
pushed hard by our young people who all wanted "their®
share of the boonm. We let relationships obscure

objectivity. We didn’t use tough love.

d. In the euphoria of a hot market, we tended te ignore
true market fundamentals. Wa didn't have and/or
prudently evaluate good information. Often our market

research was last week’s leasing meeting.



Steve Meyer, Page 3

' { CONTINUED)
WHAT WERE THE CIRCUMSTANCE THAT MADE OQUR MISTAKES SEEM LIKE A

¥GOo0p IDEA AT THE TIMEY

2. We let success 1ull us inte high images and attendant
high overheads { some costs were fixed like fancy

offices with high rents).

f. Pride EkKept us from cutting projects, debt, rents, and
aoverhead in a2 timely manner (psychiologists have proven
that the himan psyche will take enormous risks before
it will admit to a loss - Ypress the het on the last
hole" - "hjidden odds for the house in Vegas"™ - ete.}.

d. We tended to focus on great real estate while ignoring
the storm clouds of overbuilding and increasing debt
and overhead burdens. *If we didn‘t buy it, the
competition would".

h. We tended to drift away from direct contact with the
market and became unduly infiuenced by ocur staff, the
brokerage community and the press, all of whom have a
tendency to be ayopic.

i. Wa were lulled intoc a sense of sSecurity by the EVBS
with its many trap doors (deferred F.I.T.:; negative
leverage debt; non-market determined cap rates;
nonrecoegnition of sales costa and prepayment
penalties)y., The EVBES is only a snapshot neot a fuil
length movie,

3. The hot market kept us focused on the future (the next
deal) while we often ignored prudent asset management,

k. Others?



¢ Trammell CrowCorx_any

Mernorandum :
49
Ta: Gary Shafer CHfica;
From: Steve Mayer CRfea:

Dol

Subject:

april 5, 1989

"MISTAKES 1I'VE MADE" EXERCISE

I agree with all your sitraw man proposals except that
when we joipt ventured most of our major positions, we
could have given up eguity for softer money and higher
fees. Somes univeral thoughts that © think would heold
true in good and bad times are as follows:

- Qur tepant bage 1s pur most important asset,
The above average yvieids and the "fat" deals
were made with existing long-term tenants, which
atlowed us to sell these buildings and raisse
tiguidity.

— High guality proiects leased to gquality tepants
cantinue to demand & premium, even in the down
market. People wani to invest in hiqher—-end
real estate; and are willing to pay a premicm
to do s0.

~- If the building is leased, you can build it,
finance it, sell ik, etc. Even if the vields on
the pro—formas do not meet your coriginal
projections, if vour building is leased, you
have a variety of options.
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THINGS WE DID RIGHT

?EEZ 1
2.
G
y&ﬁ
yﬁﬁ 3,
YES 4,
LféES 5.
a.

We consistently outperformed the market in all respects
particularly in leasing and renewals.

We did prepare for a market reversal:

a. Raised $15C million plus of cash through
sales and Jv's - as a unit, Trammell Crow
Company Southwest was the last development
company in the aresa to run out of cash.

b. We did not take on P.L. debt on big deals
{larger than %20 million).

C. We joint ventured most major land positions
and large projects,

d. We Just never expecied or planned for a
massive force maijeure market shift.

we did cut costs, removed marginal players and got into
acguisitions in the 3rd party business but a little
late.

Most important, we had great people. We have held our
line, Not a single man in the face of the most
adverse circumstances to occasion our industry since
the great depression, bucked and ran. While often we
focus on what’s wrong with TCC, we need to take pause
and remeuber there are a hell-of-a-lot of pecple in
this company made cut of the "right stuffn.

uite ibl i we had not the right i
above , we coul e lost the anvy.
others?

a. Kept our spirit

b. Kept the team together

C. Worked hard to have fun

d. Worked offense and defense

c. Continued to work to hire top notch people
f. Got top noichk cortroller

q. Worked very hard on tenant relationships

h. Pat together tcam of professional street fighters
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WHAT WERE THE CIRCUMSTANCE THAT MADE OUR MISTAKES SEEM LIKE A
"GooD IDEA AT THE TIMEY

a. Succegs lulled us into a sense of complacency Jin some
cases of almost feeling bulletproof).

i. Everything worked - leasing, sales, values,
zoning, ebc. - we were on a roll.

2. We had great, experienced people.
3. We had liquidity.

4, We had capital markets chasing us. Thare was
an incredible supply of money.

5. We felt that there was always a (back door)
buyer for our projects.

6. We let land and/or financing costs sometimes
dictate what we developed.

?255' b. The company culture lionized growth and demanded that
we he aggressive,

YEﬁi i. “We are the number 1 developer”, “most
assets", "most sguare feet", ¥Yrecord leasing
year", "new offices", etc.

7&55“ 2. "Iin the history of the world the seller is
wrong'.
753; 3, "In city X, we got 70% of market shares but

why did we miss the other 30%?*

4. "We always carry a significant inventory of
space to provide expansion for our tenants
and to keep pressure on the competition.®

5. ige buy land to frustrate the competition and
to control our future W

7@55 6. "If partner X can carry land, build big
office bulldings and twe story service
cepters or fashicon retail centers, why can’t

: I?

Lf&5 ©. Qur compensation system demaded that we grow. We were
pushed hard by our young peocple who all wanted Ytheir®
siare of the boom. We let relationships obscure

objectivity. We didn’t use tough love.

d. In the euphoria of a hot market, we tended to ignore
true market fundamentals. We didn’t have and/or
prudently evaluate good information. ©Cften ocur market

research was last week’s teasing meeting.
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( CONTIRUED)
WHAT WERE THE CIRCUMSTANCE THAT MADE OUR MISTAKES SEEM LIKE A
"GOOD IDEA AT THE TIME®

a. We let success 1ull us into high images and attendant
high overheads { szome costs were fixed 1like fancy
offices with high rents).

£. Pride kept us from cutting projects, debt, rents, and
overhead in a timely manner {psychologists have proven
that the human psyche will take enormous risks before
it will admit to a leoss - "press the bet on the last
hole” - Yhidden odds for the house in Vegas® - etc.).

?ﬁ55 g. We tended to focus on great real estate while ignoring

the storm clouds of overbuilding and increasing gdebt
and overhead burdens. "If we didn’t buy it, thes
competition would".

h. We tended to drift away from direct contact with the
market and became unduly influenced by our staff, the
broXerage comsunity and the press, all of whom have a
tendency t¢ be myopic. ’

i. We were lulled into a sense of security by the EVBS
with its many trap doors (deferred F.I.T.: negative
ieverage debt; non-market deterpmined cap rates:
nonrecognition of sales costs and prepayment
penalties). The EYBS is only a snapsheot not a full
length movie.

7&55} J. The hot market Kept us focused on the future {the next
deal) while we often ignored prudent asset management.

kK. cthers?



303 Longress Avenue
Suite 1300
F.i} Box 2176

MEMORARDUM Austin, Texas 7RTBS-2176
o Gary Shafer §12/474.9800
?%%fﬁg_ Mark Palmer
%E: April 24, 1588%
RE: “Mistakes made"” meme response

o — ——— —— ————— —————— — — e kS T T -

The following dis an attempt to clarify my prior "mistakes
made" memc wlth a few spoacific examples:

- Failing to sell enough product. HNorthpoint was a 30,000-
sguare-foot center which was unanchored and fully leased.
Could easily have heen sold for over $1.5 million profit in
is87. Inztead, tenants failed to renew or went out of
business, and the center has gone back to the lender in

1989.

- Approximately ten . retail centers were developad in 1984,
1385, and 1986 with a deliberate effort to keep all lease
terms at three years. Consequently, the majority of our
tenants are up for renewal in the same down cycle. We have
several centers where mest of the tenants are up for
renewal in the =same year, and it has almost- been a
collective bargaining effort to preserve the asset.

~ It togk us at least a year to eliminate an in-house land
development department, which had become redundant due to a
greatly-rednced number of new projects.

- signed a lease for our own TCC office in 301 Congress at
$28 per-square~foot for five years. Deliberately took more

gpace than we needed (banking on future growth). HNow we
are the only gquys in the building not to have renegotiated
oux rent.

- So0ld Tom Thumb their pad at Round Rock rather than leasing
gpace to them. Six months after opening their store they
have c¢losed 4. We now have an anchorless shopping center
where we do not have tetal control over the release of the
anchar space,

- Achieved up-front constructicn savings by using asphalt
instead of conerete for parking lots. In most cases the
pothole repairxr costs over the first several years have
exceeded the savings,

- Developed the Market at Wells Branch in anticipation of

future subdivision growth. The major homebuilder in the
area, MNPC, went into bankrupteoy, and new housing growth
completely stopped. The centex is now very soft, despite

having several major anchors, based on lack of demographics
in the area,
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THINGS WE DID RIGHT

/‘l .

2.

Wa consistently outperformed the market in all respects
particularly in leasing and renewals.

We did prepare for a market reversal:

Raised $15C¢ million plus of cash through
sales and Jv’s - as a unit, Trammell Crow
Company Southwest was the last development
company in the area to run out of cash.

We 4id not take on P.L. debt on big deals
{larger than %20 million).

We joint ventured most major land positions
and large projects.

We Jjust never expected or planned for a
massive force majeure market shift.

most

,.H,_J',r"éi-f "

3. We did cut costs, removed marginal playvers and got into
acquisiticon®2 in the 3rd party business but a litEle
late. :

4. Most important, we had great people. We have held our
line. Hot a single man in the face of the
adverse c¢ircumstances to occasion our industry since
the great depression, bucked and ran. While often we
focus on what’s wrong with TCC, wa need to take pausse
and remember there are a hell-of-a-lot of peopie in
this company made out of the "right stuffv.

5. Cujte possibly, if we had not dopne the right things

. we d Vo st the com :
6. Others?
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"Goon IDEA AT THE TIME®

=3

Succaess lulled us into a sense of complacency Jin zome

Cases

6.

of almost feeling bulletproof).

FEverything worked - 1leasing, sales, wvalues,
zoning, etec. - we were on a reoll.

Wa had great, experiencad people.
We had ligquidity.

We had capital markets chasing us. There was
an incredible supply of money.

We felt that there was always a (back door)
buyer for our proiects.

We let land and/for financing costs somsetimes
dictate what we developed. .

e

MADE OQUH MISTAKES SEEM LIKE &

L o aned gt & e [Py LT
The company culture lionlzed growth &and demanded that '
we be aggressive. . e £
1. "We are the number 1 dJdeveloper®, "most
assets", "most sguare feet", *record leasing
yaar", “new offices", etc.
2. "Tn the history of the world the ssaller is
wrong®. e
. E o 55F”Uﬂ
3. "In city X, we got 70% of market sharae but wg%ﬂ( J
why did we miss the other 30%7% E,fi;;f o
4. "We always carry a significant inventory of ™ £ g
space to provida expansion for our tenants ﬂf/?" r{(
and to Keep pressure onh the competition.® g" . .
_‘éfﬁffﬂ S
5. "We buy land to frustrate the competition and /' .,/ g
to control cur future." SR S
; W P
6. "If partner X can carry land, build big e g
office bpuildings and two story service . Sl
centers or fashion retail centers, why can‘t Y7 e
I!I? I,_-.:' L
Cur compensation system demaded that we grow. We were .7 .
pushed hard by our young people who all wanted "their" / ;éﬂfﬂ e
share of the boomn. We let relationships obscure™ ./ 7 .
objectivity., We didn’t use tough love. fL“/ T %
et
In the euphoria of a hot market, we tended to ignore ,, . 7
true market fundamentals. We didn’t have and/or ; . ‘
prudently evaluate good information. Often our market =7 A~
research was last week’s leasing meeting. ,fdjf PPty
2 Jk{;uf
- e ; ,,J"“’&
I B P
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{CONTINGED)
WHAT WERE THE CIRCUMSTANCE THAT MADE (QUR MISTAKES SEEM LIKE A
"GOoD IDEA AT THE TIME"

e. We let success 1ull us into high images and attendant
high owverheads ( some g¢oste were fixed like fancy
offices with high rents).

f. Pride kept us from cutting projects, debt, rents, and
overhead in a timely manner ([psychologists have proven
that the human psyche will take encrmous risks before
it will admit to a loss - "press the bet on the last
hgle" -~ “"hidden odds for the house in Vegas" - etec.).

I We tended to focus on great real estate while ignoring
the storm clouds of overbuilding and increazing debt
and overhead burdens. "If we didn’t buy it, the
competition woulgnr.

h. We tended to drift away Ffrom direct contact with the
market and became unduly influenced by our staff, the
brokerage community and the press, all of whom have a
tendency to be myopic.

i, We were lulled inte a sense of sgecurity by the EVES
with its many trap doors (deferred F.I.¥.; negative
ileverage debt; non-marXet determined cap rates:
nonrecognitien eof sales c¢osts and prepayment
penalties), The EVBS is only a snapshot not a full
length movie,

qa The hot market kept us focused on the future {the next
deal) while we often ignored prudent asset management.
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Jarnes [, Buchanan Trﬂﬂ'HT'nEir/Crﬂw Company
Division Pasinas 301 Eongress Avanyg

(. Box 2176
Auiatir, Texas TRTGE-2175

51204745300

TO: Gary Shafer )
FROM:  Jim Buchanan Sha &g Buchanan,page 1
DATE:  April 4, 1983

RE: Mistakes I've Made

1. Started construction of 301 Congress” mistakenly thinking we could
precopt Sonthland and Vantage from ting financing om thedir planned
high-rises.

2. Started constyuction of Arborotum Point when Arboretum Flaza One ang Two
ware onty G0% leased, rather 85% leased, Three years later the
occupancy at frborsihuan Plaza and Two finally reached 90% and is now
deem £ 75%.

3. Bought a piece of downtown at retail prices when our high~rise was
only 20% preleased, rather/than waiting to buy land when actually needed
for productiom, which was ly two years away, absolute best case,

4, Hadanopport:mitytcsellsav&ralprogectsmalmtmarketandmly
scld a half interest in cne project.

5. Spent approximately/$300,000 on plans for Stonecresk II to save Lwelve
weaks on a potentfal construction start for IfM. The plans have been
sitting on the shelf for four years.

6. Spent $350,000 on temant finish for a ten year lease with rents higher
than proforma guaranteed perscnally by the cwner of a local accounting
practice that had been in business for eight to ten yemars. He paid 15
months of operating expenses before he was faced with
harkouptey  (this same problem ocoaxyed several times with different

tenants).

7. FKept adding leasing agents {up to six) to help lease all the space being
built, rather than stretch the initial core group. The last o new
agemts significantly incressed managament time without adding any real
productivity.

ce: Saly Gottesman
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THINGS WE DID RIGHT

Wl'

2.

mnde 7,
)

We consistently outperformed the market in all respects
particularly in leasing and renewals.

We did prepare for a market reversal:

a .

T &(ﬂ,_c um
Raised $150 million plus of cash throughgﬂﬁfﬁgv{",kﬂi
sales and Jjv's -~ as a unit, Trammell Crow AR L

Company Southwest was the last developrment.
company in the area to run out of cash.

We did not take on P.L. debt on big deals¢ ,rg _ gtoew
(larger than $20¢ million}. E ¥ b‘?

We foint ventured most major land positicnsgfﬂmmﬁé“j“”J?
and large projects. 44“““'2%6
H—F—L&mﬂ-u-r)

d. We Just never expected or planned for a
massive force majeure market shifttﬂ_é?4&;,w,%mmmﬂ&.~ ¢ 2a

wWe did cut costs, removed marginal players and got inte
acgquisitions in the 3rd party business;tbué a littie
late.

Most important, we had great people. We have held our

lina. Hot a single man in the face of the mest
adverse circunstsnces to occasion our industry sinca
the great depression, bucked and ran. While often we

focus on what’s wrong with TCC, we need to take pause
and remember there are a hell-of-a-lot of pecople in
thiz company made out of the "right stuffw,

Ouite possibly, if we had not done the right things
above, we could have lost the company.

Others?

waaa_{frgmffu&d:uﬂ-#tm
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WHAT WERE fTHE CIRQUMSTANCE THAT MADE OQUR MISTAKES SEEM LIKE A
"GOOD IDEA AT THE TIME"

[

L

s

success lulled us into a sense of complacency }in some
cases of almost feeling bulletproof}.

1. everything worked - leasing, sales, values#bmb4
zoning, etc. - ¥We were on, g roll, . P v 70
2. We had great, experienced peaple.u.hjaégf F#ﬁﬁﬁé;i'ﬂf:’*i.

3. We had liquidity.- fof w o£f Lapta et .&Lf-,-o'ufo'ﬂ- I oy
4. We had capital markets chasing us. There was
an incredible supply of money. . g

5. We felt that there was always a (back door)
buyer for our projects. - wes erﬂ&uﬂggnuw
G- We let land and/or financing costs scmetimesi}F' m,ﬁ%ai

. %ﬂ?ﬁdwfiz we dem:e“])ﬁped ) w F WL NMJ,J ,f;‘wﬁ

The company culture lionized growth and demanded that) Sojwre

we be aggressmve.
- ERR . EE - . e L e e _./
i. "Ja are the number 1 " developer", "mos

assets*, '"most sqguare feet", frecord leasing
year“ "new officesY, atc.

2?5- “In the ﬂzétury of the world the seller is A Shety et
R wrong".

faeeita3, - .%In city ¥, we got 70% of wmarket share but

>‘why did we miss the gther 30%"“ wg"rww } e i thad ponndet, ?

K, ot presz of Lonmet el A P MMJM

A "We always carry a slgnl icant 1nventory of

space to provide expansien for r.::ur tanants

and to kee ressura on the Com
> e Liic-trf By G Arirtans [.h'- Iég, s Gty pate “

-5, e buy land to frustrate the mnmpetltlan and

ont our tl.ll'E " ”
- t?\ %5“,:]::_?_}“”_ u MLJ‘ uﬁ'ﬂ'ﬂ-\wd- o dlaa? M

B, W"If partner X can ocarry land, build big

office huilldings and two story service
centers or fashion retail centers, why can‘t o
vk ‘ Y FﬁJﬁuwid Aty
Our caompensation system demaded that we dgrow. We were
pushad hard by our young people who all wanted Mthelr®
share of tha boowm, We let relatlonshlps qcbscure L1*1?,
cbhjectivity. We didn’t use tough loven el
.| --'Ltu:-« 9—*-”-‘“"-““"‘ ;' !‘
In the euphoria of a hot market, we tended to lqnoréi/ ;A
Erue market fundamentals. We didn‘t have and/or wita
prudently evaluate good infnrmation Often our market; W'Ut
research was last week’s loasing meeting. *:‘ﬂfigt
/
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{ CONTINUED}
WHAT WERE THE CTRCUMSTANCE THAT MADE OUR MISTAKES SEEM LIKE A

"ZoOD IDEA AT THE TIME®

a. We let success 1lull us into high images and attendant | _ o
high overheads { some costs were fixed like fancy &Lﬁ
ocffices with high rents). d st

i ! PRl S M‘;f‘*“fb'ﬁ #{Lﬂfg{w

E. Pride kept us from cutting projects, debt, rents, and

dgw;ij ~~overhead in a timely manner {psychologlsts have prc:-ven) g

‘%2 that the human psyche will take enormous risks before

it will admit to a losz - Mpress the bet on the tast’
hole" - "hidden odds for the house in Vegas" - etc.}.

g. We tended to focus on great real estate while ignoring
the storm clouds of overbuilding and increasing debt /&%
and overhead burdens. UIf we didn‘t buy it, the’
competition would™,.

h. We tended to drift away from direct contact with the ;g;,.pf-uu S.::J:
market and became unduly influsnced by our staff, the A d
brokerage community and the press, all of whom have
tendancy to be myopic.

i. We were 1Ilulled into a sense of security by therg¥ﬁ§ P sicaidint
with its many trap doors (deferred ¥.I.T.; negative o« }
leverage debt: non—market determined cap raktes; ﬁ;;hqgi'
nonrecodnition of sales costs and prepayment - '-id e
penaltigs).---The EVBS 1is eonly a snapshot not a full

lengtlH novie.
3. The hot market kept us focused on the future ({the next}dﬂa)q
deal) while we often ignored prudent asset management. i
A
.,.,-'-"'_'_H

k. Othera? . 1
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Memaorandum

' Gary shafer ?J// Gifice
FIDITI: Richard Hill {Jrﬂﬂﬂ.’
Date

Subieni:

April 25, 1989

Mistakes We Made in Austin Industrial

—— et s S s e v S e e T e e v A L by v S S e ey N N Bk A gy S N S A R e T B N Ak ey ey S L

In receipt of your memo dated March 27, 1989%, the following are
mistakes that we have made in the Auvstin Industrial divisjion:

1.

2.

Twe story R & D buildings - competed with ocffice market
and bilind-gided our absorption/market information.

Too mach land inventory.

E & D building, too deep (greater than or egual to
100') and not enough perimeter glass.

Free rent and concessions to tenants with poor credit
in advance.

Bxcesslive tenant finish dollars.

Not enough parking te turn bulk warehouse into a
manufacturing bullding.

Focus on development in lieu of the customer.

Saved $1.00 per square foof for foundation preparation
and cost $54.00 per square foobt down the road,

pursuit/ {time and dollars} of bad land and leass deals.

Gary, 1f ¥ can provide yon with any further information, please
Thank you.

call.

ooz

Sandy Gottesman



ROBERT WATSON

In response to your reguest, I have thought about and subnit to you
the list of actions or omissions which caused us much of the
problems we face today. Of course, any one of these is serious,
hut added together and placed in an atmosphere where our economics
basically were halved, the result was catastrophic. The following
situnations stick out in my mind:

I.

I1T.

IiIr.

Iv.

VI,

VIT.

We did not run our business as a business. We operated
as if our business was made of dizcrete events with
1ittle bearing on each other. We did not really pay
attention to aggregate levels of parsonal liability debt.
We did not study ocur existing assets to see what should
be sold, kept, or reworked until tos late. We didn't
know whnere we made money or how we made money. IL we
had more business discipline we would not be where we
are today.

We let our bhorrowing ability get the better of us. We
covered up our mistakes for at least two years because
we could borrow morae monsy. If we would have had to face
up to the problem earlier, we prokably would not have

A . had the nmagnitude of loss we have
experienced, or

L. done more deals with our cash instead of
using it to retire debt.

We pushed too hard on two deals with spec space because
we were feeling our ocats. This is the face of market
information telling us that wmuch competitive space was
coming on the market.

We bought land for retail development with leverage and
without major tenants in hand.

We made a bet that the market would come back in 3 years
and tried to bottom fish. When you don't have staying
power and the market stays bad, you turn into the fish.

We made a bhet that there is a reasonable sale market at
all times in any market. We have found that just when

you most need to sell there is no market.

I was timid in handling personnail. We are still
suffering from not having upgraded the leadership in all
our divisions when times were good. In tough times you
nead your best pecple.



VITY. We did not narrow our foous even when we knew Cimes ware
getting worse. Basically, we continued business as
usual. This was partly due to the distraction of the
combination, but more likely was due to a lack of the
maturity necessary as an organization to draw back and
review the situation with a discerning eye and gain
control of our direction.

T¥. We did not realize that people and institutions cannot
bhe expected to predictably act as they have in the past.
Competitors, ocustomers, lenders, vendors and your own
organization all act in strange ways which exacerbates
all of your problens.

X. Without question our perceived need to keep busy
fwarking, deals, leases, eto.} caused us to spend and
commit unnecessarily. We would have been far better off
to have plaved golf on some days rather than doing a

deal.
L. and finally, it is dangerous to listen to your Regional
Partner. I remember one who got me Lo buy & acres of

expansion land so that a competitor couldnit capitalize
on our *future success",

Gary, I know that we have made other errors and omissions, but if
we had done betier on these we would have been far better off than
we are today. As we go forward, I have pledged to bring myself and
the people I work with to a helghtened state of business
leadership. By enforced market pressures, events and effort we are
more mature and seasoned. It has been and continues to be an
axpensive education but one which will bear fruit in the future.

Please share these thoughts as you see fit,
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Tobert Watsoy, Page 1

THINGS WE DID RIGHT

1.

We consistently ocutperformed the market in all respects
particularly in leasing and renewals. }/{:5

We did prepare for a market reversal:

a. Raised $150 million plus of cash through
sales and jv’s - as a unit, Trammell Crow ?’E-‘-’
company Southwest was the last developnent
company in the area to run out of casii.

b. We did not take on P.L. debt on big deals
( larger than $20 million). ?jﬁﬁ E‘FRF% -{/&ﬂ"t’l
bith. ol fpt

. We joint ventured most major land pesitions s iy -
and large projects. )k

d. We just never expected or planned for a |

massive force majeure market shift. ﬁiT mw M*ci_,.,g

_ ‘ bare oo Lsba ds. 0B
Wwe did cut costs, removed marginal players and got into Lie &id ot
acguisitions in the 3rd party business but a little bealln use

late.

_ ‘“-*3 be o &
Most important, we had great people. We have held our
line. Not a single man in the face of %the most CPB:/mmf
adverse circumstances to occasion our industry since ¢
the great depression, bucked and ran. While offen we .
focus on what’s wrong with TCC, we need to take pause ':"'““-0-"3""“
and remember there are a hell-of-a-lot of people in
this company made out of the "right stuff®.

ouite possibly, if we had not dong the right things
above, we could have lost the company.

Others?

o. We wowieo Lv:m ot liupﬁw\m woyrde o%*b{u
?i‘“f’i‘* wp. N ' ershe oamd  Wiodnisl ,
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btwvm;mé

b, Whons Wwe did lhave Pﬁnba].,e,ma to —Fﬂf_f: wt
Qovc:.é Hhom. T o net woews dé O
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WHAT WERE THE CIRCUMSTANCE THAT MADE OUR MISTAKES SEEM LIKE A
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Fobert Watson, Yage 2

"GOOD IDEA AT THE TIMEY

=8

Success lulled us into a sense of complacency jin sone
cases of almost feeling bulletproof).

.  Everything worked - leasing, sales, wvalues,
zoning, etec. - we were on a roll.

2. We had great, experienced people.
3. We had ligquidity. '

4. We had capital markets chasing us. There was
an incredible supply of monhey.

5. We Felt that there was always a (back door)
buyer for our projects.

6. e let land and/or financing costs sometimes
dictate what we developed.

The company culture lionized growth and demanded that
we be aggressive.

1. "We are the number 1 developer", '"most
assetsV, "most square feet", "record leasing
year®, "new offices", etc.

2. "In the history of the world the seller is
wrong”,

3. "In city X, we got 70% of market share but

why did we miss the other 30%7¢

4. *We always carry a significant inventory of
space to provide expansion for our tenants
and to keep pressure on the competition.®

5. "We buy land to frustrate the competition and
to control our future,"

6. "If partner X can carry land, build big
office buildings and two story service
centers or fashion retail centers, why can’t
In?

Our compensation system demaded that we grow. We were

pushed hard by our young people who all wanted "their"

share of the boon. We Jlet relationships obscure
obijectivity. We didn’t use tough love.

In the euphoriaz of a hot market, we tended te ignore
true market fundamentals. We didn’'t have and/or
prudently evaluate good information. ©Often cur market
research was last week’s leasing meeting.
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{CONTINUED)
WHAT WRRE THE CIRCUMSTANCE THAT MADE ©OQUR MISTAKES SEEM LIKE A

"GOOD IDEA AT THE TIME"

a. We lat success 1lull us inte high images and attendant
high overheads ( some costs were fixed like fancy

offices with high rents).

E. Pride kept us from cutting projects, debt, rents, and
overhsad in a timely manner {psychologists have proven
that the human psyche will take encrmous risks before
it will adwit to a loss - Ypress the bet on the last
hole" -~ "hidden cdds for the house in Vegas® - etc.}.

O. We tended to focus on great real estate while ignoring
the storm clouds of overbuilding and increasing debt

and overhead burdens. "If we didn’t buy it, the
competition would".

h. We tended to drift away from direct contact with the
market and became unduly influenced by our staff, the
brokerage community and the press, all of whom have a
tendency to be myopic. iy

i, We were lulled into a sense of security by the EVBS
with its many trap doors {deferred F.I.T.; negative
leverage debt; nen-market determined cap rates;
nonrecognition of sales g¢osts and prepayment

pernalties). The EVBS is only a snapshot not a full
length movie.

Je The hot market kept us focused on the future ([the next
deal) while we often ignored prudent asset management.

K Others? :
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THINGS WE DID RIGHT

ﬂjd?l. We consistently outperformed the market in all respects
particularly in leazsing and renewals.

,Grff##y 2. We did prepare for a market reversal:

v as Raised $150 million plus of c¢ash through
fiﬂﬁ}’ Le f" sales and jv’s - as a unit, Trammail Crow
re e Company Southwest was the last development

|"I_5F ""Lf i..!.J'-T' .

Y company in the area to run out of cash.
Nﬂ
Mo b, We did not take on P.L. debt on big deals
{larger than %20 million).

2 c. We joint ventured most major land positions
AC. ] :
and large projects.

?E'i d. Wae Jjust never expected or planned for a
| massive force majeure market shift.

L{ 5 3. We did cut costs, removed marginal players and got into
£ acquisitions in the 3rd party business but a little

late.

+ frﬂﬁdﬁﬁ#ﬁxﬁubst important, we had great peopls. We have held our
! line. Not a single man in the face of the most

i badverse circumstances to occasion our industry since

the great depression, bucked and ran. While often we

focus on what’s wrong with TCC, we need to take pause

A
20 ‘i; “r this company made out of the "rlght stuffv.
g7 .
# 5. Cuite poszibly, if we had not done the right thingg
Pqui,,$ above, we could have last the company. .

5. Others? = F2
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WHAT WERE THE CIRCUMSTANCE THAT MADE OUR MISTAKES SEEM LIKE A
300D IDEA AT THE TIME"

a. Success lulled us into a sense of conplacency }in some
cases of almost feeling bulletproof).

Lf‘,r 535—--Everyth1nq worked - leasing, sales, values,
£ ' zoning, etc. - we were on a roll.

O 2., We had great, experienced people.

w£d3. We had liguidity.

g Ul gaerm 4. We had capital markets chasing us. There was
£ - an incredible supply of money.

kﬁg;ﬁ. Wa felt that there was always a (back door}
buyer for ocur projects.

A 6. We let land and/or financing costs sonetimes
dictate what we developed.

b. The company culture lionizéd growth and demanded that
we be aggressive.

g)fj 1. "We Aare the number 1 “developer®, 'most
& assets", “most sgquare feet", 'record leasing
year, "new cffices", esto.
{2 “In the history of the world the seller is
Y“’ wrong®.
fggj 3. vin city ¥, we got 70% of market share but
why did we miss the other 30%2%
~ ‘e .
g 4. "We always carry a significant inventory of
# space to provide expansion for our tenants
and to keep pressure on the competition.™
i 531? 5. "Ye buy land to frustrate the competition and
Vi S to control our future.™
. o 6. “If parthner X c¢an carry land, build big
g £F office buildings and two story service
L centers or fashion retail centers, why can‘t
In?
c. our compensation system demaded that we grow. We were
ﬁjﬁ pushed hard by our young people who all wanted@ "their!
share of the boom. We let relationships obscure

objectivity. We didn’t uze tough love.

true wmarket fundamentalis. We didn‘t have and/or
prudently evaluate good Information. Often our market
research was last week’s leasing meeting.

#Ji;fjfﬁ;é- In the euphoria of a hot warket, we tended to ignore
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Paul silverman, Page 3

{ CONTINUED)

WERE THE CIRCUMSTANCE THAT MADE OQUR MISTAKES SEEM LIKE 3
"GoOD IDREA AT 'THE TIME®

We let success 1ull us inte high images and attendant
high overheads ([ sSome costs were fixed 1like fancy

offices with high rents),

Pride kept us from cutting projects, debt, rents, and
ovarhead in a timely manner {psychologists have proven
that the human psyche will take enormous risks before
it will admit to a loas - "press the bet on the last
hole™ - "hidden odds for the house in Vegas" - etc.).

We tended to focus on great real estate while ignoring
the storm clouds of overbuilding and increasing debt
and overhesad burdens. #If we didn't buy 1it, the
competition wouladh.

We tended to drift away from direct contact with the
market and became unduly influenced by our staff, the
brokerage community and the press, all of whom have a
tendency to be myopic.

We were lulled into a sense of security by the EVBS
with its many trap doers (deferred F.I.T.; negative
leverage debt: non-market determined cap rvates;
nonrecognition of sales costs and prepayment
penalties), The EVBS is only a snapshot not a full
length movie,

The hot market kept us focused on the future {(the next
deal} while we often ignored prudent asset management.

Others?
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Fanrl Barker, page 1

THINGS WE DID RIGHT

L.

2.

e consistently outperformed the market in all respects
particularly in leasing and renewals.

We did prepare for a market reversal:

a. Raised $150 mniilion plus of cash through
sales and Jvfas - as a unit, Trammell Crow
Company Southwast was the last development
company in the area to run ocut of cash.

Pk aaf ZFMITEG "‘9""1‘

!IIIA;'-I, L]
e
o

o

b. We did not take on P.L. debt on big deals o

{larger than %20 millicn).

c. We Jjoint ventured most major land positions
and large projects,

.
]

d. We Hdust never expected or planned for a £

massive force majeure market shift.

We did cut costs, removed marginal players and got into
acguisitions in the 3rd wparty business but a little
late.

Most important, we had great people. We have held our
line. Not a s=ingie man in the face of the nrost
adverse cilircumstances to ocecasion our industry s=since
the great depression, bucked and ran. While often we
focus on what’s wrong with TCC, we need tc take pause
and remember there are a hell-of-a-lot of peaple in

this company made out of the "right stuffr. I

Qgi;g E_‘QES 5{‘ ; had not done E;EE ;;QI]; EIIJ.I!QE

apove, we cculd haye 1g§; the company. £

Others?
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WHAT WERE THE CIRCUMSTANCE THAT MADE OUR MISTAKES SEEM LIKE A
nGgooh IDEA AT THE TIMEY

=

Success lulled us into a sense of complacency yin some
cases of almost feeling bulletproof).

1. Everythlng worked - leasing, sales, values,
zoning, etc. — we wera on a roll.

2. We had great, experiencsd people.
3. We had liquidity.

4. We hagd capital markets chasing us. Thera was
an incredible supply of noney.

5. We felt that there was always a (pack door)
buyer for our projects.

G. We let land and/for financing costs sometimes
dictate what we developed.

The company culture lionized growth and demanded that
we be aggressive.

1. "We arae the number 1 developer”, 'most
assets®, "most sguare feet", "record leasing
year?”, ¥pnew offices¥, etec.

2. *In the history of the world the seller is
wrang®,

3. *In eity X, we got 70% of market share but

why did we wmiss the other 30%7H

4. *We always carry a significant inventory of
space to provide expansion for our tenants
and to XKeep pressure on the competition.®

e

o

v
v

5. "We buy land to frustrate the competition and o
to control our future."

G. "If partner X can carry land, bulld big
office buildings and two story service o

centers or fashion retail centers, why can’t

e
our compensation system demaded that we grow. We were
pushed hard by our young people who all wanted "their™
share o§ the boom. We let relationships obscure
objectivity. We didn‘t use tough love.

In the euphoria of a hot market, we tended to ignore
true nmarket fundamentals. We didn't have and/for
prudently evaluate good infermation. Often our market
research was last week’s lcasing meeting.

e

o
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{ CONTINUED)

"GoOD IDEA AT THE TIME"

(="

=K.

We let success 1ull us into high images and attendant
high overheads ( some costs were fixed like fancy
offices with high rents).

Pride kept us from cutting projects, debt, rents, and
overhead in a timely manner (psychologists have proven
that the human psyche will take enormous risks before
it will adwmit to a less - "press the het on the last
hole®™ -~ "hidden odds for the house in Vegas" -~ ete.).

We tended to focus on great real estate while ignoring
the storm clouds of overbuilding and increasing debt
and overhead hurdens, "If we didn't buy it, the
competition would"h.

We tended to drift away from direct contact with the
market and became unduly influenced by cur staff, the
brokerage community and the press, all cof whom have a
tendency to be myopic.

We were lulled into a gense of security by the EVES
with its many trap doors {deferred F.I.T.; negative
leverage debt; non-market determined cap rates;
nonrecognition o©f sales costs and prepayment
penalties), The EVBS is only a spapshot not a full
length movia.

The hot market keph us focused on the future (the next
deal) while we often ignored prudent asset management.

Others?
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THEINGS WE DID RIGHT

1.
Z.

g

ek

s

O
YES O3
YES 4,
e 9.

We consistently outperformed the market in all respacts
particularly in leasing and renewals.

We did prepare for a market reversal:

a. Raised $150 millicn plus of ¢ash through
sales and jvfs =~ as a unikt, Trammell Crow
Company Southwest was the last development
company in the area to run ocut of cash.

b. We d4did not take on P.L. debt on big deals
flarger than $20 million}).

. We joint wventured most major land positions
and large projects.

d. We Just never expected or planned for a
massive force majeure market shift.

We did cut costs, removed marginal players and got into
acguisitions in the 3rd party business but a little
late.

Most important, we had great people. We have held our
line. Not a single wman in the face of the most
adverse circumstances to occasion our industry since
the great depressicn, bucked and ran. While pften we
focus on what’s wrong with TCC, we neod to take pause
and remember there are a hell-of-a~lot of people in
this company made out of the *right stuffv,

Quite possibly, if we had noet dope fthe right things

abov we could have lost & Comnps

Others?



WHAT WERE THE CIRCUMSTANCE THAT MADE OUR MISTAKES SEEM LIKE A
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Mike Polachek, page 2

"300D IDEA AT THE TIMEY

Success 1lulled us inte a sense of complacency jin come

a.
cases of almost feeling bulletproot}.

Mo L. - Everything worked - leasing, sales, wvalues,
zoning, etc. - we were on a roll.

MEL 2., We had great, experienced people.

7 3. We had liguidity.

Ao 4. We had capital markets chasing us. Thers was
an ineredible supply of money.

Y B, We felt that there was always a (back door)
buyer for our projects.

Y&y 6. We let ‘land and/or financing costs sometimes
dictate what we developed.

b. The conpany culture lionized growth and demanded that
we be aggressive.

NO 1. "We are the number 1 developer, '"most
asgsets", *most square faet!", ''record leasing
year", "new offices", etc.

Mo 2, "In the history of the world the seller is
wrong'.

MO 3, *In city X, we got 70% of market share but
why did we miss the other 30%7H

ND 4. "We always carry a significant inventory of
space to provide expansion for our tenants
and to XKeep pressure on the competiticn.?
MO &, "We buy land to frustrate the competition and
to control cur future.t
Mo &. "If partner X can carry land, build big
cffice buildings and two story service
centers or fashion retail centers, why can‘t
e
= our compensation system demaded that we grow. We were
v pushed hard by our young people who all wanted "“their?
share of *the boom. We let relationships obscure
objectivity. We didn’t uze tough love.
d. In the euphoria of a hot market, we tended to ignore

true market fundamentals. We didn’t have and/or
prudently evaluate good information. oOften our market
research was last week’s leasing meeting.
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{CONTINUED)
WHAT WERE THE CIRCUMSTANCE THAT MADE OUR MISTAKES SEEM LIEER A

YGOOD IDEA AT THE TIME®

a, We let success 1lull us into high images and sttendant
Y A high overheads ( some. costs were fixed like fancy
offices with high rents).

£. Pride kept us from cutting projects, debt, rents, and

overhead in a timely manner (psychologists have proven

I that the human psyche will take enormous risks before
' it will admit to a loss - Ypress the bet on the last
iole” - *hidden odds for the house in Vegas" - etc.).

g. We tended to focus on great real estate while ignoring
the storm cleouds of ovarbuilding and increasing debt

MO and overhsad burdens. "If we didn‘t buy it, the
competition would".

h. We tended to drift away from direct wcontact with the

. market and became unduly influenced by our staff, the

No brokerage community and the press, all of whom have a
tendency to be myopic.

i. We were lulled into a sense of security by the EVBS
with its many trap doors {deferred F.I.T.; negative
leverage debt; non-market determined cap rates;

Ve nonrecognition of sales costs and prepayment
penalties). The EVBS 1s only a snapshof not a full
length movie. :

3. The hot market kept us focused on the future (the pext
Fy deal} while we often ignored prudent asset management.

K. Othera?
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THINGS WE DI RIGHT v
1. We conzigtently outperformed the market in all respects
particularly in leasing and renswals. {’jnk"\
¥
2. We did prepare for a market reversal: ‘6*5
MoV
B. Raised 6180 miliion plus of cash through ﬁ}‘ s
sales and Jvis - as a unit, Trammell Craw - r’l‘:
Company Southwest was the last development o },,"‘:;5' -
company in the ares to run out of cash, v
Ry NRAN
b. We did not take on P.L. debt on big deals - ,..,C}"
{larger than $20 million). "f u‘" . }-l")
. Mo doint wvontursd woeat smader land poaitlons v
and large projects, :’1}-""
d, We Just never eaxpected or planned for a 8 “1\ 3"’\}3
massive force mejsure murket shift. "l‘r‘
rp
3. We did cut costs, removed marginal playere and got into ©
acguigitions in the 23rd party bhusiness but a little
late, [hd on?
4, Most {mportant, we had great psople. We have held our
line, . Not & single wman 1ln the face of the most
adverse circumstancaes to ogcasion our industry since
the great dapression, bucked and ran. Whils often wa
foous on what’s wrong with TCC, we need fto take pause
and remember there are a hell-gf-a=lot of people in
this company made out of the "right stufre,
g. e
£ o io
. Ctherg?
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WHAT WERE THE CIROUMSTANCE THAT MADE OUR MISTAKES SEEM LIKE A
WL iDEA AT THR TTHOY

8 Succass 1lulled us into a senae ¢f ctmplacency )in some
cases of almost feeling bulletproof).

~ Ly Frarything worked - leazing, oales, walues,
snlng, B0, = We werS on a ¥oll.

9 2. We had graat, experienced pacple.

1ﬂ§;f$331 WA nat Toeidity

% 4, We had capltal markstz chaeing um, Thera vas
an indredible supply of moiay.

5 e wa relt that there was always & {back dooﬁ?
buyer for QUX PEAJOOLSawl Sty (o ey Do Lot M“g_ﬁ_;——*—
B G We lubl land and/or finonoliy costs sometlmas

-l wneT Tes ool RO .

b, The gompmeny culture lionized growth and demanded that
we be aggreszive.

-\ 1. e gre the numbar 1 develiopar", “moet
assets", “most sguarae feet¥, "record leasing
year®?, ‘new officasV, etc.

< 2. "In the history of the weorld the geller is
wrong”.

3. "In city X, wa got 70% of market shsre but
why did we miss the other 30%7¥

NMEE "Wa always carry a elunificent inventory of
space to provide expansion for our tenants
and to Keep pressaure on the compatition,t

L "wa buy land eoothessigiend
to control our future. i

G N"if pavrtner X can carry land, build big
office buildings and twe story service
centers or fashion retail centsrs, why can’t

l'l?

T Qur compensation system dewmaded thet we grow. We ware
pushed hard by our young people who all wantsd "their"
sharg of the boom. We lat relationships obscure
objectivity., We dldnft use tough lova.

d. In the euphoria of a hot market, we tended to ignore
true marxet fundamantals. We didn’t have and/or

prudenfly svaluate good infornatian. o oI Re b
B : e R L
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- Marty Famnsworth, page 3

{ CONTINUED)

WHAYT WERE THE CIRCUMSTANCE THAT MADE QUR MISTARES SEEH LIKE &
"GOOD IDEA AT THE TIMEY

&,

\ff.

Wa lst puccaxs= 1ull us intoc khigh imagex and atteandsnt

high overheads ( egome <Costs ware fixed like fancy o
officas with high rents). We e The of i-n... bl f»\q boritey; cngnl UW m““!m‘
- Ao

Pride Rept us from cutting projects, debt, rents, and m»—mmh,
overhead in a timely manner (psychologists have proven

that the human psyche will take enormous rigks before

it will admit to a lose - “press the bat on the last

hole" - "hidden oddg for the housa in Vagas" - etec.).

We tended Lo focus on great real estata while ignering
tha storm clouds of overbuilding snd ingreasing debt
and ovathead burdens. "If we didn’t buy it, the
competition wouldw,

We tended to drift away from dirsct contact with the
markst and became unduly influenced by our staff, the
broKerage community and the pressa, all of whom have a
tendancy to be myopic.

We ware lulled into a wsense of security by the EVES
with ite many *trap doore (deferred F.I,T.:; negative
leverzge debht} nohn=markat detarmined cap rates:
nonracognitien o¢f sales costs and prapayment
penalties)., The EVBS is only & snepshot not a full
langth movie.

The hot market kept ue focused on the futurs (thse next
desal} while we often ignored prudent asset management,

Others?

| eh e & st o inw;jD ‘-E} gw ‘. g dhy <
1 f s a0

Sy st Tontwinadts



SeCAM L D s EIYIE L ) LR - e e ) B =J L b T Fid SEg RE16RIH 3

» L
fﬁfqﬂf - Ceorge Lippe pagse 1

THINGS WE DID RIGHT

1. We coneistantly sutperformed the market in all reapacts
particularly in leaslng and renewals. e

2, We did prapare for 8 market raversal:

a. Rkeised $150 millien plus of gash through
aales and jv’s =~ aa a unit, Trammell COrow WO
Company Southwest was the laat davelopmenk
company in the area +o run out of cash.

b, We &id not take on P.L. debt on big deals ,.
{largayr than $20 wmilldicn). 'S

a. We joint ventursd most najor land positions ., .-
and larga projecta,

d. We Just never expaechted or plannad for a
nessiva forca majsure market shift, Uﬁ&

3. We did cut coshts, ramoved marginal players and got inmto
acquinltiona in thse 3rd party business but a little ufw

lata,

4, Most impertant, we had great people. e have held our
lina. Not 8 single man in the fave of the most
adverse clroumstances to cograion our industry aince | i
the great deprassion, bucked and ran. Whila often we
focus on what’s wrong with 7CC, we need to taks pause
and remenmbaer there ara a hell-of-a=lot of people in
this company made out of the "right stufi*,

5. Ouite possihly, I1f we had not done the right thipgs kﬁw

f. othars? :
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WHAT WERE 'THE CIRCHUMSTANCE THAT MaADE OUR MISTAKES SEEM LIKE A

{

George Lippe, page 2

HGooD IDEA AT THE TIME®

.

Success tulled us into a sense of complacency jin =qme
maszax of almost feeling bulletproof).

1. Everything worked = leasling, salas, values, &
zoning, atc. - wa were on a roll. %

2, We had great, experienced peoplae, “rtd
3. We hed liquidity. -»f

4. We had capltal markets chasing us. There was Lﬁﬁ
an incredible supply of monay,

K. Wa felt that thara was always a {back door) s
huyer for our projects. U

6. We lat land and/or financing costs sometimes
dictete what we developed. Wfﬂ

Tha company culture lionlized growth and demanded that
wa ba agqressive.

i. e are the numbar 1 devaelopar", ‘most
aseaty", 'meat squara feet", "record leasing [WLJ
yeard, lnew offices!, ata, {

2. "In the history of the world the sellar is | .
wrongt., - £

a, "Tn city X, wa got 70% of market share but .8

why did we miss the other 20%70

i. "Wa always carry & algnificant inventory of

space Lo provide axpansion for our tenants l_,:éﬂ

and to keep pressure on the competltion.®

5. "Wa buy land to frustrats tha competition and ..,
to contreol ouy futurs." &
6, M"If partner X can carry land, bulid big

effice bhuildings and twe story gervice
centers or fashion retail centers, why can‘t
iw7?
Qur compsnsation system damaded that wa grow. We wers
pushed hard by our young peopie who all wanted %their”
share ©of the boon. We let relationships obscura
obiectivity. Wa didn’t use tough love,

In the euphoria of a hot market, we tended teo ignore
true market fundamentalis. We didn’t have and/or
prudently evaluate good information. Qften ocur markat
rasaearch was last week’s laasing meeting.
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- L 1 . George Lippe, pags 3

{ CONTTNUED
WHAT WERE THE CIRCUMSTANGE THAT MADE OUR MISTAKES SEEM LIKE A

500D IDEA AT THE TIMEN

&, Wa let succass lull us into high images and attandant
high overheade { =some costs wera fixed like fancy

officas with high rants).

/"/'I,ﬂ

£. Pride kept us from cutting preodects, debt, rents, and
cvarhead in a timely mannax {psychologists have proven
that the human psychae will take enormoud riske bhefora s
it will admit to & loss - "press the bat on the last
holae" = "hiddan odde for the houes in Vagael - etc.).

g. We tended to foous on dgreat real estate while lgnoring
the storm clouds of overbuilding and increasing dabt .24
and ovarhead burdens. HIf we didn't buy it, tha é
compatition would®.

by 38 We tended ta drift away from direct caontact with tha
market and hescame unduly influenced by our staff, the 1v5”
brokerage community and the presa, all of whom hava a
tendenecy to be myopla.

i. We were lulled into a sense of gecurity by the EVAES
with 1ts many trap doorg {deferred F.I.T.! negative o
laverage debt: non-narkat determined aap rates; aq
nonrecognition of salas costs and prapaymant
penalties}. The EVBS is only a asnapshot net a full
length movie.

3. The hot market kept us focused on the futurse {the next ‘Y
deal) while we often ignorsd prudent asset managemsnt. - L%

k. Ctharm?
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THINGS WE DID RIGHT

i, We conzistantly ocutperformed the market in &ll respect |
particularly in leaasing and ranewalsdﬁmmi ML pAGLILES >
2 L

2. We did prepare for a market ravarsal:

a. Raised 5150 willion plus of cash through
gales and Jv'’s = as a unit, Trammell Crow
Company Southwest was tha lasgt development;, i _
company in the area t¢ run out of cash. —we ‘F’L=51 AR DAY

b. We did not tske on P.L. debt on big daai&mi,
(larger than $20 million). —% Mupkgm 5%;.@»1.
EMW

G Wa joint ventured most majoer land positions
and large proijects. __/_“.4}

d. We Jjust never axpected or planned for a
magslive force maljeure marXet shift,

We did cut costs, removad marginal players and got into

aoguisitions 1n the  3rd party business but a lLittle
lata. ued hai-&hadd Aot v gl

GWPM*“
Most important, we had great pecple, We have held our
line, Not a eingle wman in the face of the most
advarge clrcoumztances to occaslon our industry since
the great depression, bucked and ran, While often we
forus ort what’s wrong with TCC, we need to take pause
and remember there gare a hell=of~a=-lot of paople in
this company made cut of the "right stuff", —weéd

3. i if w t done a right things
above, we could have lost fhe colpany. -4wes; and 3 hept obhing
‘ $he [eastnalip Lacads oun
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WHAT WERE THE CIRCUMSTANCE THAT MADE OUR
"GOOD IDEA AT THE TIME™ — Ly Jhe wery Vs s Bonesmnplace ™ iin gun

MISTAKES SEEM LIKE A

A hasing,

a, Sucgess lulled ug into a sense of complacency }in some
cases of almest feeling bulletproof). e
AR A
1. Everything worked - leasﬂt‘a, sa’ﬂas, "i{ﬁlfl/éﬂ;“ P o
znn{ﬂgr ¢tc, ~ we were on a roll. Y Flmde w&bh ik,ﬁmeikuﬂﬁﬁ
2. We hadﬁgreat, gxperiancad people. ME0 sdancd e withiowe
mfit T
.Wawm@ 3. We had liguidity. WeD
3
51‘:11% M;,,WJ o, e We had capital markets chasing us., There was
Al ot an incredible supply Of mongy. weo
ratands wt )
)
7 55, We felt that there was alwyays a (back door .
Aﬁ""‘v mal”’w\ buyar for our proiects. wiw.dt@:\mdid nd"]'c’mm‘ :"_‘_JLH
A

Wa let land and/or financing costs sometimes

dictate what we devaloped. — not so wuch an. $ius

The company culture licnized growth and dsmanded that
we ba aggressive.
i. "We are the number 1 davalopar", TImost
assets?, "most agquare feet', Hracord leasing r%if?f" Ly
yearY, "naw offices¥, etc, £t Mwm
e— '
2. "In the history of the world the seller is
wrong', -1:,5 {,iw'r rrb SO AP e duda ,
3. "In city X, we got 70% of wmarket share but _ ol
why dld we miss the other 30%7" primnaats — Ll ¢
4, "Wa always carry .a— inventory of
gpace to provide expansion for our tenants o Lwds Yo
and to Xeep pressure on the competition,® : g:iglwm{&
L sorel o ‘“W
5. "We huy land to frustrate the competition and g%hhmtpmﬁ&h
to control our future.! Disaget wo Dallas QL0 '
6. Wif partner X can ¢arry land, builld big ?
offico buildings and tvo story service Yyisaplidon
centars or fashion retail centers, why can’ ) mavrmﬂ#}
et R,
a. cur cowpensatlon system demaded that We grow. We ware wfﬁ*?;
pushed hard Dy our young pacple who all wantad "tneir" o
share of the boom. We let relationshipse obscure T
objectivity, We dldn’t use tough love, Aa&u. 1069y
d. In the eupheria of a hot market, we tended to ignore

didn’t have apndysor
Often our market

true market fundamentals. We
prudently evaluate good infnrgation.
research was lagt week’s leasing meeting.

lw,'(!F chnts F &Mf»&t:f' Mixagl e
A_ev!:l é &;dhtﬁr ual t‘b
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Aoty hotwtn, v



(CONTINUED}
WHAT WERE THE CIRCUMSTANCE THAT MADE OQUR MISTAKES SEEM LIKE A
*GOOD IDEA AT THE TIMEM

a. We let suceess lull us into high images and attendant
high ovarheads { gome costs ware f£ixed Llike fancy
offices with high rents). Yeb, Ivtet v trenty, Lk

f. Pride Kept us from cutting projects, debf, rents, and
ovarhead in a timely manner (psychologlsts have proven

that the human psyche will take enormous risks bEfGrﬁ‘#ﬁ,gaQJ

i¥ will admit o a loeyg -~ "press the bet on ths last

hole® « "hiddern oddm for tha house in Vagaa" - eto.}._ cu.ae m@?‘i‘w
| KW{;M
. We tended to focus on great real sgtate while ignuring LA i,
the storm clouds of overbuilding and increasing debt T
and overhaad bDurdans. "If wa gdidn‘t buy 1it, the

gompatition wouldl, Asale

h. Wa tended to drift away from direct contact with the
market and bscama unduly lnfluenced by our 2taff, the
brokerage community and the press, all of whom have a

e
red wtty emly diricd b0 £IK

tendency to be myopic. Y %'\M‘W‘“ﬁ wiee podoalls M,MPWE‘-E’

i. We wars lulled ints a sense of sscurity by the EVBS
with its wmany frap doors (deferred F.I.T.: negative
leverage debt; non-market determined cap rates;
nonrecogniticen of sales costs and prepayment
penalties}. The EVBS is only a snapshot not a full
lenagth movie,. \{E‘;’:r

N

1+ The hot market Kept us focused on the future (the hext .
deal) while we often ignored prudent asset management. JES

k. Others?
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