NAI O P 2010 Legislative Priorities

COMMERCIAL REAL ESTATE
DEVELOPMENT ASSOCIATION

CAPITAL AND CREDIT

Throughout 2009, the nation’s capital and credit markets remained tightly constrained in the aftermath of
the collapse of the financial industry in late 2008. Banks continued to tighten lending standards and
worked to reduce their exposure to potential losses from commercial real estate holdings. The secondary
market of commercial mortgage-backed securities (CMBS), which had been the source for much of the
lending for commercial real estate projects before the downturn in late 2008, continued to stagnate.
During this period, NAIOP successfully advocated for specific federal actions to address the unavailability
of credit from both the secondary market as well as primary lending institutions. Included in these actions
were expansion of the Federal Reserve’'s Term Asset-Backed Securities Loan Facility (TALF) to include
CMBS, and extension of the expiration date of the program through June of 2010.

Over the next few years, hundreds of billions of dollars in commercial real estate debt will mature each
year, and commercial real estate credit markets still lack the necessary capacity to meet this oncoming
demand for credit.

NAIOP will work with Congress and the Executive branch to ensure that continued federal attention is
given to the credit needs of the commercial real estate industry. NAIOP supports extension of the TALF
program through the end of 2010 to ensure that the CMBS market is given adequate time to gain
strength. The federal government should also pursue development of measures to help banks and lending
institutions clear their balance sheets of toxic assets, which are currently restricting these institutions from
increasing their lending.

TAX POLICY

Carried Interest, also known as a “promoted interest” or a “promote” in the real estate industry, is a
financial interest in the long-term capital gain of a development given to a general partner by the investors
in the partnership. It is paid if the property is sold at a profit that exceeds the agreed upon returns to the
investors, and is designed to give the general partner (usually the developer) a stake in the venture’s
ultimate success. As part of a bill to extend expiring tax provisions, and as a means to raise revenue to
offset the costs of the legislation, the House of Representatives has moved to change the tax treatment of
carried interest from capital gains to ordinary income, as if it were a guaranteed salary without risk. This
change would result in a dramatic tax hike from 15% to as high as 35% on the carried interest utilized by
many real estate development partnerships. If enacted, this could significantly hinder development across
the country. NAIOP strongly opposes changing the tax treatment of carried interest from capital gains to
ordinary income.

Leasehold Improvement Depreciation is the ability to deduct the cost of the customized improvements a
building owner makes to a rental space to configure it for a tenant’s needs. The current 15-year
depreciation schedule for qualified leasehold improvements needs to be reauthorized yearly or it
automatically reverts to a 39-year depreciation schedule. While there is bipartisan support for this
provision, it lapsed at the end of 2009 when the House and Senate failed to agree on passage of a tax
extender bill because it also included a controversial tax increase on carried interest. Failure to extend
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15-year leasehold improvement depreciation will result in higher capital costs, creating disincentives for
building owners to upgrade and modernize the space for their tenants. NAIOP supports the permanent

reduction of leasehold improvement depreciation to 15 years, which is closer to the economic reality of
the improvements’ typical lifespan.

Brownfields Remediation Expensing allows for the expenses incurred in the cleanup of a brownfields site
to be immediately expensed by a developer. Brownfields remediation expensing provides an important
incentive to revitalizing contaminated properties across the country. As in leasehold improvements
depreciation, the provision is typically extended on an annual basis, but expired at the end of 2009 when
the House and Senate failed to agree on a tax extender bill. In addition, a “carry forward” provision is
needed to allow the expensing deduction to be used in future years, when taxable income from many of
these redevelopments is earned, toward which the deduction can be applied. NAIOP supports extending
current law on brownfields remediation expensing, as well as efforts to add a carry forward provision and
making these a permanent feature of the tax code.

ENERGY

Congress is proposing mandates on the real estate industry requiring buildings to reach arbitrary energy
efficiency targets that will impose large upfront costs to developers/owners. Oftentimes these additional
costs will not be recouped through electricity savings for decades.

In the real estate industry, local economic conditions determine the levels of energy efficiency and costs
that can be absorbed in a given market. Not all markets are created equal, and nationwide energy
mandates for all building types will create a disincentive to develop new properties in areas where the
markets cannot absorb the increased costs. Time is needed to bring all markets to a level of sophistication
where more sustainable technologies and methods become the norm and are available within a reasonable
cost.

We believe that Congress should offer more incentive based solutions to help the real estate community
reach higher levels of energy efficiency. Specifically, we believe that the Congress should increase the
Energy Efficient Commercial Building Tax Deduction from $1.80 a square foot to $3.00. NAIOP opposes
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