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Macro challenges we’re tracking

= What happens if interest rates rise more this year?

= What happens if they don't rise?
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Unsurprisingly, short-term cap rate (lack of) relationship has held

Year-over-year change in 10-yr Treasury (X axis) vs. NCREIF transaction cap rates (Y axis)
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Sources: U.S. Federal Reserve, NCREIF (NPI), Moody's Analytics, J.P. Morgan Asset Management. Quarterly data for the period from 491983 through 192014.
The charts and/or graphs shown above and throughout the presentation are for illustration and discussion purposes only.
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Comparing real estate to stocks

Comelations betwreen weekly sinck rehans and interest Halte moverments
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Sources: J.P. Morgan Asset Management, NCREIF, U.S. Federal Reserve and Standard & Poors. Data as of 2013.
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How we thought about analyzing interest rate impact

m Focus on underwriting IRRs not cap rates: take “IRR minus” versus “cap rate plus”
approach

m Focus on what IRRs need to be in normalized Treasury environment, which also generally overlaps
with the “next buyer” analysis

m What's the right spread?
— History is annoying, but useful

- Don't re-invent wheel: take advantage of the fact that (a) there is a lot of work done on appropriate equity risk
premium, and that (b) most portfolio managers assume real estate’s risk and volatility should fall between
bonds and equity in equilibrium

m Back out exit cap rate impact as a residual based on next-buyer NCF growth expectations

— Pricing impacts flow from this
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Some base data—JPM underwriting data

Median IRR for core assets as underwritten by J.P. Morgan

acquisitions team
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Source: J.P. Morgan Asset Management. Data as of April 2014.
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Median NOI Yield for core assets as underwritten by J.P. Morgan
acquisitions team
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Some base data—JPM debt data

65% LTV mortgage yields
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Source: J.P. Morgan Asset Management. Proprietary Lender Survey, as of April 2014.
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What’s the spread? Depends what the rate is
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Sources: J.P. Morgan Asset Management and Moody's Analytics. Data as of March 2014.
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Cap rate plus or IRR minus?
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Source: J.P. Morgan Asset Management.
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A way to think of a range of reasonable next buyer IRRs

Core IRR spread to “equilibrium” Treasury yields

Underwritten medium term IRR
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Source: J.P. Morgan Asset Management.
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As NOI expectations normalize, residual cap rates should rise: today’s
underwriting assumes sale in higher rate environment

Example: Decomposing GRA discount rates

Strategy Discount | Going-in Exit Cap | Difference
Rate Yield Rate (c)-(b)
(a) © (C)
Core $25.1 bn 7.43% 5.41% 6.46% 1.05%
Core-plus $2.3 bn 7.56% 6.03% 6.68% 0.65%
Value-add $3.1 bn 7.93% 5.10% 6.91% 1.81%

Source: J.P. Morgan Asset Management. Data as of March 2013.
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The bigger macro risk? That interest rates stay too low
Leveraged & Unleveraged discount rates (IRRs) for newly underwritten core transactions, JPMAM
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Source: JPMAM. Data as of March 2014.

The IRR shown above is calculated based upon internal JPMIM data. There can be no guarantee the IRR will be achieved. The charts and/or
graphs shown above and throughout the presentation are for illustration and discussion purposes only.
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J.P. Morgan Asset Management

This material is intended to report solely on the investment strategies and opportunities identified by J.P. Morgan Asset Management. Additional
information is available upon request. Information herein is believed to be reliable but J.P. Morgan Asset Management does not warrant its
completeness or accuracy. Opinions and estimates constitute our judgment and are subject to change without notice. The material is not intended
as an offer or solicitation for the purchase or sale of any financial instrument. J.P. Morgan Asset Management and/or its affiliates and employees
may hold a position or act as market maker in the financial instruments of any issuer discussed herein or act as underwriter, placement agent,
advisor or lender to such issuer. The investments and strategies discussed herein may not be suitable for all investors; if you have any doubts you
should consult your J.P. Morgan Asset Management Client Adviser, Broker or Portfolio Manager. The material is not intended to provide, and
should not be relied on for, accounting, legal or tax advice, or investment recommendations. You should consult your tax or legal adviser about the
issues discussed herein. The investments discussed may fluctuate in price or value. Investors may get back less than they invested. Changes in
rates of exchange may have an adverse effect on the value, price or income of investments.

An Internal Rate of Return (“IRR”) — also sometimes called an Asset Weighted Return — measures the performance of a portfolio or investment
between two dates, taking into account the amount of capital invested during each time period. An Internal Rate of Return calculation gives greater
weight to those time periods where more capital was invested, and takes into account not only the size of cash flows, but also the length of time that
each cash flow affected the portfolio. Essentially, an Internal Rate of Return answers the question, “if all the capital had been invested in a money
market account instead (but the same contributions and withdrawals were made), what interest rate would have resulted in the same ending value?”
These calculations are used where the timing and size of cash flows are important to the validity of the results, for example, when reviewing the
returns on individual investment positions. Internal Rates of Return are also used to compute an unleveraged return in order to illustrate the impact
of leverage on performance.

Any securities/portfolio holdings mentioned throughout the presentation are shown for illustrative purposes only and should not be interpreted as
recommendations to buy or sell. A full list of firm recommendations for the past year are available upon request.

IRS Circular 230 Disclosure: JPMorgan Chase & Co. and its affiliates do not provide tax advice. Accordingly, any discussion of U.S. tax
matters contained herein (including any attachments) is not intended or written to be used, and cannot be used, in connection with the
promotion, marketing or commendation by anyone unaffiliated with JPMorgan Chase & Co. of any of the matters addressed herein or for
the purpose of avoiding U.S. tax-related penalties.

J.P. Morgan Asset Management is the marketing name for the asset management businesses of JPMorgan Chase & Co. Those businesses
include, but are not limited to, J.P. Morgan Investment Management Inc., Security Capital Research & Management Incorporated and J.P. Morgan
Alternative Asset Management, Inc.

© Copyright 2014 JPMorgan Chase & Co.
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