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EXECUTIVE The American Recovery and Reinvestment Act (ARRA) is a
SUMMARY significant piece of legislation that will have considerable impact
on businesses involved in property and facility management. This
whitepaper brings to light many of the implications and
opportunities associated with the ARRA and explores specific
scenarios created by this new initiative. Strategic decisions that
are affected by the legislation as well as the potential new growth
areas that it has created are examined in detail. In partficular, the
possibilities offered by green technologies, real estate leasing
strategies and asset renewal strategies are discussed, in addition
to the questions that surround the Act'’s “Buy American” provisions.

Indeed, the uncertainty surrounding the ARRA clouds an objective
understanding of several important property management topics:
How will the Buy American clause play out2 Wil the overall
spending be enough? Is spending being done in the right areas?
The answers to these questions are still quite unclear. It would seem
that the ARRA is a step in the right direction with regards to
jumpstarting the US economy. However, it remains to be seen
whether the measures described in the Act will be enough to help
the commercial real estate and facility management industry as a
whole, or whether only certain sectors of the industry will see any
benefit. This document attempts to explain and clarify as much as
possible the effect that the ARRA will have on the future of
property and facilities management.

“Strategic decisions that
are affected by the
legislation as well as the
potential new growth
areas that it has created
are examined in detail.”
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D|SCUSS|ON The American Recovery and Reinvestment Act of 2009
Key Points

» Total value of $787-billion; the single largest spending and tax bill
in US history.

» Focuses on infrastructure development, poverty reduction,
health care, and education.

» Visit www.recovery.gov for updated information on fund

On February 17th, 2009, the US Congress passed the American
Recovery and Reinvestment Act (ARRA) into law. The ARRA or
“Stimulus Package” is the Obama Administration’s solufion to
invigorating the slumping economy in the United States. The main
goals of the ARRA are to save and create over 3.5 million jobs,
reduce healthcare costs, develop infrastructure and jumpstart the
renewable energy industry. The value of the package is $787
billion, which represents the single largest spending and tax bill in
US history. This high level of funding has enticed both individuals
and businesses alike to ask how they can capitalize on the ARRA.
While the measures government officials have taken in the ARRA
to stem the increase in residential real estate foreclosures are
noteworthy, the plan has been criticized for a perceived failure to
inject enough funding info commercial real estate. Many industry
experts have also noted that the bill is lacking clarity when it
comes to several issues.

The ARRA website (www.recovery.gov) updates daily with fund
allocation information, which allows for the fracking of
government spending by state, by recipient, or by business
category as it is allocated to the private sector.

“This high level of
funding has enticed both
individuals and
businesses alike to ask
how they can capitalize
on the ARRA.”
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To gain a beftter understanding of the distribution of the general
ARRA funding, an illustration is provided below:

S81 8B
Protecting the
Education Vulnerable
and Training
Energy
* State and Local
Fiscal Relief
S8B
Health Care Other
* Tax Relief S111B
Infrastructure

and Science

Source: www.recovery.gov/?q=content/invesiments

Implications & Opportunities for the Real Estate & FM
Organizations of Fortune 500 Companies

Key Points

» $43 billion injected into green energy initiatives, much of which
will be directed towards private sector-driven capital projects.

» The ARRA extends the 50% bonus depreciation on long tferm
assets until the end of 2009.

» Businesses should be wary of the Buy American provisions and its
implications for global companies.
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The Push Towards Increased Energy Efficiency

The ARRA will inject approximately $43 billion into green energy
initiatives!. This funding covers a wide range of initiatives, including
home energy efficiency upgrades, government building
improvements, and an extension of existing renewable energy tax
credits.

Although the ARRA is a step forward, some feel that the stringent
requirements needed to take advantage of these ‘green
incentives’ will deter many companies from pursuing energy
efficiency improvements. For example, in order for a corporation
to take advantage of HVAC specific tax credits, the Seasonal
Energy Efficiency Ratio2 (SEER) on the related piece of equipment
must be above 10. Robert Mcdonough, President of Carrier
Corporation which is one of the largest HVAC service providers,
believes that this requirement is simply foo high and only appeals
to a narrow band of companies who have already made
significant inroads towards becoming more energy efficients.

Many other companies, however, feel that these new incentives
have actually tipped the cost-benefit balance in favor of large,
capital-intensive projects that may save them money in the end.
The green ftransformation of the Sears Tower in Chicago is a
perfect example of how new tax incentives, mixed with higher
energy prices worldwide have had an impact on a company’s
willingness to invest in environmentally-friendly initiatives. The Sears
Tower, now known as the Willis Tower, will be undergoing a $350-
million energy retrofit that is expected to save its owners 80% on
future energy costs4.

Companies interested in pursuing these types of initiatives should
consider speaking with a tax consultant and performing a review
of their cost benefit analysis pertaining to green capital projects.

“The ARRA will inject
approximately $43
billion into green energy
initiatives.”

AGILEEAAK | rweoncon




VIEWPOINT ARTICLE THE AMERICAN RECOVERY AND REINVESTMENT ACT OF 2009: IMPLICATIONS FOR COMMERCIAL
REAL ESTATE AND FACILITIES MANAGEMENT

‘Green Collar’ Work

The shift in the cost-benefit balance towards green investments will
inevitably lead many companies to invest in new technologies.
Higher demand for these technologies will bring about a surge in
‘green collar’ work due to the additional maintenance expertise
that will be needed. There are several ways companies can
approach this situation. Choosing to outsource the work can lead
to the assumption of additional costs, due to the shortage of
frained workers. An alternative to this approach would be to
perform in-house training of existing employees, although this, too,
could prove to be cost prohibitive. In either case, real estate
companies must weigh the benefits of outsourcing against its costs
and decide whether outsourcing green technology maintenance
is something they wish to pursue. For organizations who currently
do not outsource their facility management service, this new
expertise requirement could be enough fo jumpstart interest in
that particular approach.

Fortunately for the private sector, there will be over $5.5 billion
spent on transforming federal buildings into high-performance
green buildings. For the most part, these funds will go to private
contractors who will hire and frain a supply of qualified ‘green
collar" workers. The number of ‘green collar’ workers will continue
to grow in order to meet private sector demands?.

Economic development corporations now have a new
responsibility to ensure that trade schools are offering programs
that can provide communities with graduates who are armed with
the skills required to work in green collar jobs.

Bonus Depreciation

“The shift in the cost- The ARRA extends the 50 percent special depreciation on capital
benefit balance expendifures offered to businesses. This enables businesses to
deduct half of the adjusted basis of qualifying propertyé.
Therefore, equipment purchases may now be more affordable
than they were in the absence of the ARRA. In many cases, to
inevitably lead many take advantage of this special depreciation businesses will need
companies to invest

in new technologies. ”

towards green
investments will
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to make changes to their capital renewal processes. Considering
this, facility management companies are in a prime position to
advise businesses about what has changed.

Buy American

The Buy American provision is arguably the most controversial
aspect of the ARRA. It essentially states that any work done on a
public building or public work must be done using manufactured
goods which have been produced in the United States. Despite
this requirement, the ARRA does not specifically define the terms
“"public building, “public work”, "manufactured goods”, or
“produced in the United States”’. The ambiguity of the language,
whether intentional or not makes it difficult to predict how the
provision will influence business processes in the United States.

The ARRA has since been amended to indicate that it does not
overrule existing international trade agreementss. However, it
remains to be seen exactly how the ARRA will affect global frade,
which may prove to be paramount to companies who rely heavily
on this type of commerce. Many Fortune 500 companies like
Caterpillar and GE have protested this aspect of the ARRA bill. It
would be prudent for businesses to prepare contingency plans to
deal with the possibility that the Buy American clause may
adversely affect their operations.

Leases

While the stimulus bill has been helpful in counteracting the
residential real estate crisis, its response to the commercial crisis
has been criticized. According to FMI's construction index, 88% of
non-residential building contractors have not yet felt any positive
effects related to the stimulus bill?. Ross Moore, Executive VP for

major commercial real estate service provider Colliers
International, does not expect the ARRA to have any effect on the

“The Buy American commercial real estate industry in the short term. He believes that
provision is arguably select office (mainly Washington, DC) and industrial markets will
the most feel the benefit late in 2009 and then increasingly in 201070.

controversial aspect
of the ARRA.”
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The ARRA also addresses sale-leasebacks, which have been
gaining popularity in recent years. Once again, however, the
vague language used in the ARRA has veiled the true effects of
the anti-churning laws. While it remains to be seen how the IRS will
enforce these rules, accountants have stated that it seems likely
that if any “creative” method of exploiting this provision is
published, the IRS would have clear authority to invoke ifs
authority!!.

Over the past several months, much of the commercial real estate
activity across markets has been in the form of lease renewals. The
recession has led to an increase in office space vacancies, which
has provided fenants with new fools of negoftiation’2.  Many
tenants are using their favorable position in the marketplace to
restructure their leases. In face of the growing optimism that the
ARRA will put upward pressure on the economy to bounce back. it
follows that now may be the time for companies who have not
already done so to re-evaluate their current leases and possibly
renegotiate before the balance shifts back in the landlord’s favor.

Implications & opportunities for corporate real estate
companies, FM service companies & EDCs

Key Points

» The ARRA will have little or no direct impact on the commercial
real estate market.

» In combination with the $75 billion Homeowner Affordability and
Stability Plan, the ARRA should have an indirect impact via a
trickledown effect.

» The ARRA is likely to revolutionize private and public sector
relations through changes in business processes such as shorter
turnaround demand for proposals and more rigorous activity-

based auditing.
“Many tenants are °

] ) » The shift fo green is here, and the ARRA provides the stimulus
using their favorable

necessary to push the industry to the fipping point.

position in the » FM companies who currently do not offer green services should
marketplace {o consider joint ventures with smaller renewable energy
restructure their companies in order to benefit from their expertise.

leases.”
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» The ARRA will inject $7 billion into to broadband and wireless
internet network development.

The Commercial Real Estate Market

The ARRA does not directly address the impact that the recession
has had on the commercial real estate sector. This is of particular
concern given the fact that just recently, two of the largest
investors in US office space claimed that a commercial real estate
crash will be the next front in the financial crisis’3.

Many feel, however, that the ARRA, in combination with the $75-
billion Homeowner Affordability and Stability Plan unveiled only a
day after the ARRA, may have an indirect impact on the
commercial market. John Terrence Farris, Director of the Real
Estate Development Program at Clemson University suggests that
the federal funds will have a trickledown effect that will ultimately
benefit the commercial market. He predicts a boom in
commercial real estate, but only after the residential market
stabilizes'™. Either way, the ARRA will be a driving force behind
major changes in the way business is carried out.

Changes to Business Processes

The President of TRIRIGA Inc, a real estate and FM company, has
inferred that the ARRA will revolutionize the way companies report
on their environmental projects, and that the bidding process is
also in the midst of changing. Therefore, businesses should expect
shorter turnaround times for proposal development, as well as an
increase in the proportion of fixed-price contracts that they sign's.
As a corollary, companies that often work on government projects
will need to be more cost-conscious, as contracts will be more
often of a fixed nature. It follows, then, that facilities management

“The ARRA does not companies servicing the government sector will have to be
directly address the diligent in ensuring that their business is running as efficiently as
impact that the possible. The government will also enforce more rigorous reporting
recession has had on and disclosure as it relates to ARRA projects.

the commercial real
estate sector.”
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The Green Shift

The shift fo green is here and the ARRA is providing the stimulus
necessary to push the industry to the fipping point. It is finally
becoming more cost-effective to go green. No longer is the term
simply a piece of a corporation’s social responsibility strategy -
rather, companies now realize how being green can lead to long-
term cost savings. For this reason, companies in general will begin
to demand greener services. In fact, the effects have already
been realized. A 2008 report published by the Burnham-Moores
Center for Real Estate at the University of San Diego indicates that
tenants are willing to pay a premium to rent in green buildings - up
to an extra $2.45 per square foot for commercial tenants renting
green office space. The centre’s director believes that the added
value to the real estate sector now exceeds the extra costs
associated with going greenls,

It is clear that real estate companies should now consider making
green investments. FM companies need to give serious thought to
enhancing their green service offerings. FM companies that
currently do not have green energy as part of their service offering
must take steps to change that.

Joint Ventures

In the short term, the ARRA will be the driving force behind several
joint ventures within the energy sector. The fragmented nature of
the renewable energy industry may drive small energy companies
to collaborate with FM companies in order to gain access to a
stfrong client base. Evolution Solar Corporation, for example, has
announced that it has identified several US partners that it plans to
collaborate with on alternative energy projects as part of the
ARRA. By throwing in with larger companies the Evolution Solar
believes its project bids will be more competitivel”’.

FM and real estate corporations alike who are looking for a way to

“It is finally provide green solutions as part of their service offerings should
becoming more cost- consider joint ventures with smaller businesses that complement
their skill seft.

effective to go
green.”
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“With the influx of
infrastructure
spending, economic
development
corporations can
expect to be busy.”

Economic Development

The ARRA bill provides a significant amount of funding to support
infrastructure projects. In London, UK, where it has become clear
there that economic development is dependent on public-private
partnerships, a similar phenomenon has occurred. Without these
partnerships, individuals, businesses and developers choose to
avoid these areas as they do not have what is perceived to be the
necessary government support!s, With the influx of infrastructure
spending, economic development corporations can expect to be
busy. Significant spending in the coming months will undoubtedly
lead to opportunities that economic development corporations
should be ready to take on.

On a similar thread, the ARRA act infroduces a new government
program: the Broadband Technology Opportunities Program. This
program is designed to invest over $7 bilion on broadband and
wireless Internet access!?. Again, this can only support economic
development corporations looking to spur growth in areas without
broadband access. More information on the government’s
broadband initiative can be found online at www.broadbandusa.gov.

Case Study: Johnson Controls and their ARRA experience

In February 2009, the Business Journal of Milwaukee reported that the
stimulus package provided major opportunities for Johnson Controls
(JCI) buildings segment2. JClis a market leader in producing energy
efficient technologies for buildings. Almost six months later, their initial
projections have held true. According to JCI, it has $750 million of
ARRA related projects in their pipeline. Additionally, the company
believes its total market opportunity for ARRA projects to be close to
$12 billion. This is an encouraging sign for both JCI and its competitors.

Although JCI has an overall positive outlook, it has seen a 7% decrease
to their building segment sales and a 35% decrease in segment
income between 2008 and 20092'. JCl is not alone. The global
commercial construction backlog has faced double digit declines?2.
Interestingly, the ARRA is partly to blame for this. Many real estate
companies have halted energy efficient projects in order to wait and
monitor for possible new ARRA funding for their projects. This has had a
negative effect on the industry, but this trend is expected to turn
around as businesses start to have their ARRA requests confirmed.
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CONCLUSION The US Government has put forth a valid approach to stimulating
the economy with the ARRA. While the legislation is largely
focused on areas exterior to commercial real estate and facilities
management, there are legitimate opportunities for companies in
those sectors. Funds are available for both making buildings
greener, and for undertaking capital projects (through tax breaks).

Nevertheless, the ARRA means more to these industries than simply
the funds available. There are widespread questions that remain
unanswered. What is the Buy American stipulation really going to
mean for the industrye How long will it fake commercial real estate
to rebound? How much ‘green’ work wil the ARRA actually
inspire2 These implications are crucial for companies to consider.
The tax breaks and green energy funds will mean a major change
in the cost-benefit analysis for projects. It also means that FM
companies will need to ensure that their service offering includes
green options.

The most responsible course of action for FM companies is to
adopt a serious survey of their current business model and identify
the areas which could be either adversely or positively affected by
the ARRA package. Being prepared is far preferable to taking a
more reactive stance through the next few months, which seem
poised to deliver a sea change with regards to specific sectors of
the industry.
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