
 

RioCan Real Estate Investment Trust (REI-U) 
The Big Fish in a Small (Often Frozen) Pond 
 

July 18, 2008 !  Recent Price C$19.80 !  DJIA 11,497 !  RMZ 856 !  TSX 13,516 

Important disclosure on the last page.   © 2008, Green Street Advisors, Inc. 

HIGHLIGHTS: 
 
Overview:   RioCan Real Estate Investment Trust (REI-U) is the largest Canadian REIT, representing 25% percent of the TSX REIT 
Index.  The Toronto-based company owns a $6 billion portfolio of retail assets (all $ figures in this report are Canadian dollars ! the cur-
rent exchange rate with the U.S. dollar is $0.99 USD/CAD).  The retail and real estate capital markets in Canada are generally in better 
shape than their U.S. counterparts, and RioCan provides investors with an interesting strip center REIT alternative.  RioCan"s total re-
turns versus its U.S. strip center REIT peers have been slightly-better-than average over the past 1-, 3-, and 5-year periods.  The com-
pany is led by its founder and current President/CEO, Ed Sonshine.   
 
Portfolio:   About half of RioCan"s portfolio consists of power centers, which are called #new format retail& in Canada.  The balance is 
comprised of strip centers (25%), enclosed shopping centers (20%), and urban retail (5%).  RioCan owns approximately 10% of the 
institutional quality retail real estate in the country.  About 70% of the portfolio is concentrated in Canada"s six largest markets ! Toronto, 
Montreal, Ottawa, Calgary, Vancouver, and Edmonton.  While the term #irreplaceable& is often used too liberally in the real estate busi-
ness, RioCan"s portfolio would indeed be very difficult to recreate.  Much of the high-quality retail real estate in Canada is institutionally 
owned and trades infrequently, plus there is no 1031-exchange-like (i.e. tax deferral) vehicle to promote market liquidity. 
 
Internal Growth:   RioCan"s existing portfolio has delivered impressively high occupancy, accompanied by surprisingly low same-
property NOI growth.  While occupancy over the past six years has been 95+%, same-property NOI growth has averaged a paltry 1-2%.  
An important factor is that the company"s portfolio includes a number of newer power centers that have yet to experience the rollover of 
first generation leases.  In addition, the enclosed centers consist primarily of older properties, many of which are in secondary markets, 
and their performance has weighed down the overall results.  RioCan"s internal growth is expected to accelerate over the next 2-3 years 
as first-generation power center leases begin rolling over to higher rents.  The increased level should be slightly better than the U.S. strip 
center REIT average. 
 
External Growth:   RioCan is a more active developer than most Canadian REITs.  Its current pipeline is similar to the U.S. strip center 
REIT average in relative size.  RioCan"s developments fall into two buckets ! greenfield developments and urban asset intensification.  
The greenfield developments are typically edge-of-town projects designed to capitalize on suburban population growth.  RioCan does 
most of these on a joint venture basis with Trinity Group, a well-regarded, Toronto-based private developer.  RioCan"s asset intensifica-
tion efforts usually involve razing an older existing center, and replacing it with a modern mixed-use development.  RioCan has bulked 
up its internal infrastructure to handle these developments.  Strip center development profit margins in Canada appear to be skinnier 
than in the U.S.  It is not clear that the risks associated with Canadian development are materially different, raising the question as to 
whether developers are being adequately compensated for the risks they are bearing. 
 
Strip Center Valuations ! Canada vs. the U.S.:   Earlier this decade, Kimco (KIM) entered into a $100 million joint venture with RioCan.  
KIM"s investment thesis was founded on a view that the 150-200 basis point cap rate premium at which Canadian strip centers were 
trading at the time versus the U.S. was excessive.  KIM"s vision has indeed played out, and cap rates for similar-quality strip centers in 
Canada and the U.S. are now comparable.  Long-term NOI growth prospects for strip centers in both countries appear to be similar.  
Near-term NOI growth rates slightly favor Canada due to its stronger economy and dearth of #housing bubble& markets.  Overall, Cana-
dian strip centers appear to be fairly priced relative to U.S. properties, and the #cheap& pricing that KIM admirably identified is no longer 
evident.  An important caveat to this conclusion is that transactional data in both countries is sparse, making it difficult to peg with preci-
sion where market cap rates are in the current environment. 
 
Canadian REIT Legislation:   Canada does not have specific legislation governing REITs.  Instead, Canadian REITs are subject to a 
broader set of rules pertaining to #income trusts&.  A concerning trend in Canada earlier this decade was the accelerating number of 
conversions by corporations to income trusts, primarily to avoid corporate income tax.  In reaction, the Canadian government announced 
a sweeping set of reforms.  The primary change was a new tax on income trusts.  Fortunately, Canadian REITs were specifically ex-
empted.  Unfortunately, the specific rules that REITs must operate under in order to maintain the exemption prevent them from operating 
the dynamic business models that have become commonplace among U.S. REITs.  Companies such as RioCan that have active mer-
chant-building, investment management, and mezzanine debt/preferred equity businesses will be forced to spin-off, downsize, or elimi-
nate those activities when the new rules take effect in "11.  The operating restrictions have important valuation ramifications, and it is 
difficult to envision the Canadian REIT market growing considerably if the current operating handcuffs remain in place. 
 
Recommendation:   RioCan is a well-run company that owns a large portfolio of Canadian retail properties.  The primary investment 
concerns are its tepid historical internal growth results and shadow cast by the revised Canadian REIT legislation.  Our NAV-based Pric-
ing Model concludes that RioCan should trade at an NAV premium  of 3.3%, which is greater than the 1.5% discount  at which the aver-
age strip center REIT currently trades.  When applied to the NAV estimate of $19.00/sh, a warranted price of approximately $19.75/sh is 
concluded.  RioCan deserves a place in any globally diversified real estate securities fund.  Our investment recommendation is based on 
an assessment of RioCan"s total return prospects relative to its U.S. strip center peers.  Fluctuations in foreign exchange rates could 
have a material impact on RioCan"s total return versus the peer group.  We rate the shares of RioCan a HOLD at the current price. 
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Date Notable Events

1994

1995

1999

2001

2002

2003

2004

2005

2005

2006

2006

2006

2007

2007

REI comes public in January of '94.  Ed Sonshine becomes CEO of the newly publicly 
traded entity.  

Fred Waks is hired as Chief Operating Officer.  Mr. Sonshine and Mr. Waks remain at the 
controls today.

REI acquires Yonge Eglinton Centre, a one million square foot mixed use complex, for $223 
million.  The acquisition is consistent with REI's plan to redevelop and densify locations in 
midtown Toronto.

Announces changes to its senior management team.  The CFO and VP of Investments 
resigned and were replaced by Raghunath Davloor and Jonathan Gitlin, respectively.

The Canadian Ministry of Finance announces Bill-C52, which causes all Canadian Income 
Trusts to lose their tax-exempt status in 2011.  REITs are exempt from the Bill.  However, 
the regulations restrict REITs' dealings, essentially transforming them into passive income 
vehicles.

Acquires RealFund, Canada's 5th largest REIT, for approximately $700 million. The deal 
brings REI's total assets over the $2 billion mark.

Starts construction on five new developments in partnership with Trinity Development Group 
for a total estimated cost of $253 million.  REI will provide property management services to 
the joint venture upon completion.

Enters preliminary talks to form a joint venture with Ramco-Gershenson Properties Trust 
(RPT) to acquire approximately $1.5 billion of U.S. shopping centers.  Additionally, REI 
plans to acquire a 4.5% stake in RPT through the purchase of common shares.  The deal 
eventually falls through.

Sells portfolio of enclosed malls to Retrocom Mid-Market REIT for $182 million.  The 
properties are predominantly located in smaller markets throughout Canada.  REI retains 
property management responsibilities through 7/08.  

Establishes a second $500 million value-add fund with OMERS and TIAA-CREF, aptly 
named RRVLP II.  REI has all asset, property, and construction management 
responsibilities.  

Forms 50/50 joint venture with Kimco (KIM) to acquire shopping centers throughout 
Canada.  The intial venture will invest $100 million with the option of increasing the fund 
over time.  KIM acquires $26 million in REI special warrants, and REI retains asset and 
property management responsibilities.  

Expands 50/50 joint venture with KIM to a total commitment of $500 million.  The joint 
venture owns 25 shopping centers representing about 6.4 million s.f.

Establishes a $500 million joint venture, RioCan Retail Value Limited Partnership (RRVLP), 
with Ontario Municipal Employees Retirement System (OMERS) and TIAA-CREF to invest 
in value-add redevelopment opportunities.

Forms 50/50 joint venture with Canada Pension Plan Investment Board (CPP) to acquire 
power centers, furthering REI's push to be the leading owner of what are called "new format 
retail."
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RioCan Real Estate Investment Trust (REI-U) is the 
largest Canadian REIT, representing 25% percent of 
the TSX REIT Index.  The Toronto-based company 
owns a $6 billion portfolio of retail assets (all $ fig-
ures in this report are Canadian dollars – the current 
exchange rate with the U.S. dollar is $0.99 USD/
CND).  About half of the portfolio consists of power 
centers, which are called “new format retail” in Can-
ada.  The balance is comprised of strip centers 
(25%), enclosed shopping centers (20%), and urban 
retail (5%).  RioCan owns roughly 10% of the institu-
tional quality retail real estate in the country.  The 
large footprint enhances the REITs relationship with 
retailers. 
 
The retail and real estate capital markets in Canada 
are generally in better shape than their U.S. counter-
parts.  The recent spike in prices for oil and other 
natural resources have provided an economic turbo-
charger.  In addition, the sub-prime mortgage indus-
try in Canada is very small, so the economic anchor 
caused by falling home prices in many markets 
throughout the U.S. is not affecting the Canadian 
economy.  That said, Canada’s economy, particu-
larly in the eastern half of the country, is greatly influ-
enced by the state of the economy south of the bor-
der.  The economic flu now afflicting the U.S. may 
cause portions of Canada to at least catch a cold. 
 
RioCan came public in ‘94.  Total returns versus its 
U.S. strip center REIT peers have been slightly-
better-than average over the past 1-, 3-, and 5-year 
periods.  The company is led by its founder and cur-
rent President/CEO Ed Sonshine.  COO Fred Waks 
has been with the company for 13 years, and CFO 

Rags Davloor came to the company earlier this year 
to replace long-time CFO Robert Wolf.   
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A.  Where is the Internal Growth?  – For several 
years, RioCan has enjoyed robust tenant demand, 
which has translated into consistently high occu-
pancy (95+% since ‘01).  Despite these favorable 
operating fundamentals, RioCan’s same-property 
NOI growth has trailed the U.S. strip center REIT 
average by a wide margin.   
 
The portfolio mix appears to be the primary reason 
for the tepid same-property NOI results.  RioCan 
does not disclose same-property performance by 
retail property segment.  But if it did, the strip center 
assets (25% of the total) have probably produced 
results as good, if not better, than the U.S. strip cen-
ter REIT average.  The power center holdings (50%) 
likely have generated a fairly low number in the past, 
but it is about to ramp up.  Many of RioCan’s power 
centers were developed 7-9 years ago and the first 
generation leases (most of which had 10-year terms) 
will be rolling over during the next 1-3 years.  The 
mark-to-market rent increases average approxi-
mately 50%.  Consequently, RioCan will enjoy 
healthy re-leasing spreads on many of these matur-
ing leases.  However, roughly half of these leases 
are subject to renewal options that have fixed rent 
increases averaging much less than 50%. 
 
The anchor on RioCan’s reported same-property 
NOI growth appears to have been its enclosed shop-
ping center portfolio (20%).  This group of assets 
consists primarily of older assets, many of which are 
located in secondary and tertiary markets.  The per-
formance of such properties has been negatively 
impacted by the development of nearby power cen-
ters and the proliferation of big-box retailers.  In the 
absence of more detailed disclosure, it is fair to 
speculate that same-property NOI for RioCan’s en-
closed shopping centers may have been negative in 
recent periods.  RioCan sold a chunk of these prop-
erties in ’05, but the earnings dilution that would oc-
cur from additional dispositions of these high cap 
rate properties, plus the weak investor demand for 
lower-quality real estate assets, may inhibit addi-
tional sales. 
 
RioCan’s internal growth prospects are forecasted to 
improve over the next 2-3 years as an accelerating 
number of original 10-year power center leases roll-
over.  The results could be even better than the U.S. 
strip center REIT average in ’10 and ’11.  These fu-

Exhibit 1  
    
Canada versus the U.S. on several key statistics. 
  Canada   US 

    
Population (in millions) 33  305 

    
Est. Real GDP Growth ('08) (2) 1.2%  1.5% 

    
GDP/Capita ('07) $38,400  $46,000 

    
Unemployment Rate (1) 6.2%  5.5% 

    
Retail GLA/Capita 15 s.f.  20 s.f. 

    
Est. Inflation Rate ('08) (2) 2.3%  4.1% 

    
(1) Unemployment rate as of June '08.    
(2) Consensus estimates.    
Source: ICSC, Statistics Canada, Bureau of Labor Statistics, Bloomberg, 
Green Street Advisors.  
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ture periods may currently be off the radar screens 
of some investors, and the more robust internal 
growth prospects in the future may not be fully ap-
preciated.  RioCan could do a much better job on 
the disclosure front to help investors assess the 
potential internal growth improvements ahead . 
 
B.  Strip Center Valuations – Canada vs. the U.S.:  
Earlier this decade, Kimco (KIM) entered into a $100 
million joint venture with RioCan.  KIM’s investment 
thesis was founded on a view that the 150-200 basis 
point cap rate premium at which Canadian strip cen-
ters were trading at the time versus the U.S. was 
excessive.  KIM’s vision has indeed played out, and 

cap rates for similar-quality strip centers in Canada 
and the U.S. are now comparable.  Long-term NOI 
growth prospects for strip centers in both countries 
appear to be similar.  Near-term NOI growth rates 
slightly favor Canada due to its stronger economy 
and dearth of “housing bubble” markets.  Overall, 
Canadian strip centers appear to be fairly priced 
relative to U.S. properties,  and the “cheap” pricing 
that KIM admirably identified is no longer evident.  
An important caveat to this conclusion is that trans-
actional data in both countries is sparse, making it 
difficult to peg with precision where market cap rates 
are in the current environment. 
 

Canadian REIT Legislation – A Big Step Backwards 
 
Canada does not have specific legislation governing real estate investment trusts as is the case in the U.S.  
Instead, Canadian REITs are subject to a broader set of rules pertaining to what are known as “income 
trusts”.  The primary advantage to the U.S. REIT structure is also present in Canadian income trusts – i.e. 
no entity level income tax is paid as long as most of the income earned by the REIT/income trust is distrib-
uted to the entity’s owners. 
 
A concerning trend in Canada earlier this decade was the accelerating number of conversions by corpora-
tions to income trusts.  An expanding group of large corporations had taken this step, or were contemplating 
doing so, primarily to sidestep paying corporate income taxes.  In reaction, the Canadian government an-
nounced a sweeping set of reforms in October ‘06.  The primary change was a new tax on income trusts 
intended to make them pay at a rate similar to what they would incur if structured as corporations.   
 
Fortunately, Canadian REITs were specifically exempted from the new tax.  Unfortunately, the rules that 
REITs must operate under in order to maintain the exemption prevent them from operating the dynamic 
business models that have become commonplace among U.S. REITs.  The most stifling provision is that 
95% of revenue has to be derived from rental income, and the new rules do not provide for a Taxable REIT 
Subsidiary (TRS) equivalent.  As a result, Canadian REITs will be forced to become relatively passive rent 
collectors, similar to U.S. REITs before the modern REIT era began in the early-‘90s.  REITs such as Rio-
Can that have active merchant-building, investment management, and mezzanine debt/preferred equity 
businesses will be forced to spin-off, downsize, or eliminate those activities. 
 
The new rules for existing publicly traded income trusts will become effective at the beginning of ‘11.  Some 
hope exists that amendments will be made to the legislation before then to allow Canadian REITs to pursue 
creative business strategies that have been highly valued by REIT investors in the U.S. and elsewhere.  
However, the probability of such change is uncertain since the primary objective of the government’s action 
was to eliminate the growing abuse of the income trust structure.  Any additional favoritism shown to REITs, 
above and beyond the tax exemption already granted, is sure to draw jeers from companies in other indus-
tries. 
 
For investors, the steps that Canadian REITs such as RioCan will have to make by the ’11 timeframe have 
important valuation ramifications.  In a best-case scenario, important changes to the rules will be made, and 
the REITs will be able to maintain and expand these business lines as they see fit and as market conditions 
dictate.  In a most-likely-case scenario, these businesses will be put into separate tax-paying entities that will 
be stapled to the REIT shares (a la the common Aussie LPT structure), or spun out to shareholders.  In ei-
ther case, the taxes to be paid on activities that are not currently taxable have a negative impact on value.  
In addition, the legal and accounting costs to effectuate the changes could be material.  In a worst-case sce-
nario, the business lines will be wound down, depriving investors of a value-adding source of external 
growth.    
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RioCan’s portfolio is expected to generate sales 
growth over the next 2-3 years that is consistent with 
stronger U.S. markets such as the San Francisco 
Bay area or suburban Washington, D.C.  As a result, 
the recently lagging same-property NOI growth 
should begin to look more like the average results 
reported by the U.S. REITs.  To explain this outlook 
in cap rate terms, an investor needs to consider a 
combination of the initial yield and NOI growth pros-
pects.  These factors lead us to conclude that a 
6.7% weighted average nominal cap rate is appropri-
ate for RioCan.  This figure is similar to that used to 
value Equity One (EQY), and is roughly in-line with 
the U.S. strip center average. 
 
C.  How Important is Value Creation?  – In Rio-
Can’s Annual Information Form (equivalent to a U.S. 
10-K), the company states “Our purpose is to deliver 
to our Unitholders stable and reliable cash distribu-

tions that will increase over the long term.”  In the 
Canadian REIT Handbook, which is published by the 
Real Property Association of Canada (the Canadian 
counterpart to NAREIT), it says “REITs appeal to 
investors with longer investment time horizons be-
cause REITs are not typically designed to achieve 
significant increases in unit value in the short-term.  
Rather, REITs aim to pay steady and consistent dis-
tributions over a long period of time.” 
 
While a focus on generating a reliable dividend 
stream has merit, the implicit subordination of 
the importance of value creation raises impor-
tant questions about how Canadian REITs ap-
proach their capital allocation and operating 
strategies.   RioCan’s stated objective stands in con-
trast to the value-creation mantras of many U.S. 
REITs.  The high occupancy/low NOI growth in the 
operating portfolio may be an example of a strategy 

Exhibit 2  

REI trades on the Toronto Stock Exchange and is par t of the S&P/TSX REIT Index.  The Canadian REIT 
market is roughly one-tenth the size of the U.S. ma rket and REI makes up 25% of the index.  The Canadi an 
REIT market makes up 4% of the global REIT market. 

 

Components of the FTSE EPRA/NAREIT Global REIT Inde x

Europe
19%

Asia-Pacif ic
37%

United States
40%

Canada
4%

REI has the largest market cap of the Canadian REIT s.  Three of the five largest companies by this mea s-
ure own retail property that collectively account f or roughly 15% of total shopping center GLA.  By co n-
trast, the top three strip center REITs in the U.S.  own just 5% of U.S. shopping center GLA. 
       
    Company     Ticker Property Types Equity Market Cap (in millions)   
 RioCan   REI-U Retail  $4,600     

 H&R   HR-U Office  $2,750     
 Boardwalk    BEI-U Residential  $2,300     
 Calloway   CWT-U Retail  $2,100     
 First Capital Realty (1)  FCR Retail  $1,800     
 Canadian REIT   REF-U Office, Industrial, Retail $1,750     
 Canadian Apartment Properties  CAR-U Residential  $1,000     
 Primaris   PMZ-U Retail  $1,000     
 Chartwell Senior Housing  CSH-U Health Care  $1,000     
 Cominar   CUF-U Office, Industrial, Retail $850     
 Extendicare   EXE-U Health Care  $830     
 InnVest   INN-U Lodging  $680     

  Dundee     D-U Office, Industrial $675         
              $21,335         
Amounts in CAD            
(1) Not a REIT but included since main competitor.  

  Totals 
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designed to support a steady dividend stream.  By 
avoiding vacancies, the REIT certainly supports the 
objective of reliable cash distributions.  Yet, it may 
not be maximizing the overall value of its long-term 
leases.  Playing it “soft” with potential rent increases 
has a meaningful effect on the present value of 
those lease cash flow streams and the appropriate 
cap rates for the properties. 
 
The Canadian REIT market has historically been 
oriented toward retail investors, so shining the spot-
light on dividend growth and yields is not surprising.  
Nevertheless, many U.S.-based institutional inves-
tors, who are used to the more dynamic operating 
models of the U.S. strip center REITs, may find the 
Canadian REITs to be a bit conservative.  In addition, 
dividend payout ratios in Canada tend to be high.  
We estimate that only 90% of RioCan’s current an-
nualized dividend is covered by recurring AFFO, 
compared to the 120% average for the U.S. strip 
center REITs. 
  
D.  Development  – RioCan is a more active devel-
oper than most Canadian REITs.  Its investments fall 
into two buckets – greenfield developments and ur-
ban asset intensification.  The greenfield develop-
ments are typically edge-of-town projects designed 
to capitalize on suburban population growth.  Grow-
ing concern has enveloped similar projects in the 
U.S., especially in “housing bubble” markets where 
the residential growth needed to support new retail 
projects has not transpired.   
 
RioCan does most of its greenfield developments on 
a joint venture basis with Trinity Group, which is a 

well-regarded, Toronto-based private developer 
headed by John Ruddy.  The joint venture relation-
ship reduces the development risk borne by the 
REIT since Trinity works through the entitlement 
process, but at the cost of handing over a material 
amount of the value creation to its partner.  Trinity 
and RioCan currently have $750 million underway.  
In the U.S., Kimco (KIM) employs a similar joint ven-
ture development model, while Developers Diversi-
fied (DDR), Regency (REG), and Weingarten (WRI) 
have built substantial in-house teams.   
 
RioCan’s asset intensification efforts usually involve 
razing an older existing center, and replacing it with 
a modern mixed-use development.  RioCan has 
bulked up its internal infrastructure to handle these 
developments.  Mixed-use projects are inherently 
more complex than greenfield projects, and RioCan 
has yet to prove that it has mastered the design and 
operating challenges associated with urban mixed-
use assets.  Nevertheless, it controls some choice 
sites, most of which are in Toronto. 
 
Strip center development profit margins in Canada 
appear to be skinnier than in the U.S.  Stabilized 
yields are typically in the 8.5% range, versus closer 
to 9% in the U.S., although nominal cap rates (i.e. 
prior to a cap-ex reserve) are about equal.  It is not 
clear that the risks associated with Canadian devel-
opment are materially different, raising the question 
as to whether developers are being adequately com-
pensated for the risks they are bearing. 
 
E.  Self-Imposed Debt Limit  – In its declaration of 
trust (effectively its by-laws), RioCan is limited to 

Exhibit 3  
 
REI's properties tend to be larger than those owned  by public peers and the similar rent/s.f. figure w ould 
suggest quality is comparable. 
          REI     First Capital (FCR)   Calloway REIT (CWT) 
              
Market Cap   $3,966 million   $1,904 million  $1,652 million  
Largest Markets  1. Toronto (34% of NOI)  Toronto (26% of NOI)  Toronto (32%)  
    2. Montreal (11%)   Calgary/Edmonton (19%)  Montreal (11%)  
    3. Ottawa (9%)   Montreal (18%)  Vancouver (4%)  
Retail as % of Portfolio (GLA)  95%   100%  100%  
No. of Properties   202   164   132   
Total Retail GLA ('000s)  31,962   19,300   20,534   
Average Size   158,228   117,683   155,561   
Top Tenants (by ABR)  1. Famous Players (5.7%) Sobeys (7.4%)  Wal-Mart (26.4%)  
    2. Metro (5.6%)   Loblaws (5.9%)  Canadian Tire (4.1%)  
    3. Zellers (3.9%)   Shppers Drug Mart (5.1%) HBC (3.8%)  
Occupancy @ 3/31/08   96.6%   95.5%  99.2%  
Estimated Net Average Rent/s.f. (1)  $14.13   $14.64  $13.33  

(1) REI average for total portfolio based on Gross Rental Revenue, FCR and CWT rents are based on Net Rental Revenue.  REI's gross rental revenue is approxi-
mately $21.67/s.f., which would equate to roughly $14.13/s.f. assuming 65% profit margins. 
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Exhibit 4  

The Canadian retail market has experienced similar fundamentals to the U.S. market over the past sever al 
years.  Falling cap rates and a booming economy cau sed property values to soar prior to the recent cre dit 
crunch.  REI's total returns have been a bit better  than the U.S strip REIT average over the long-term , pri-
marily due to better short-term performance, which reflects the recent relative strength of the Canadi an 
economy. 

 

Annualized Total Returns (Local Currency) (1)

-19.4%

3.7%

13.4%

-24.6%

0.3%

11.1%

-30.0%
-25.0%
-20.0%
-15.0%
-10.0%
-5.0%
0.0%
5.0%

10.0%
15.0%
20.0%

1 Yr 3 Yr 5 Yr

REI U.S. Strip Avg (2)

1 yr

(1) Total returns over the 1, 3, and 5 year period ending 7/11/08.  
(2) Strip average includes U.S peers currently under coverage.  
Source: Bloomberg  

REI has historically traded at a lower AFFO multipl e than its U.S. peers, although the gap has recentl y 
narrowed.   Lower same-property NOI growth expectat ions for REI, as well as more limited involvement i n 
value-adding activities such as development and inv estment management, have justified the lower multi-
ple. 
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total leverage of 60% calculated on the gross book 
value  of its assets.  Based on our NAV estimate, the 
restriction equates to roughly 50% of the current 
market value of the assets.  The company could bor-
row another $550 million before hitting the leverage 
limit, which provides plenty of room based on its cur-
rent capital needs.  Nevertheless, the limit would 
restrict the company’s ability to pursue a large in-
vestment opportunity such as an M&A deal or portfo-
lio acquisition.  Changing the limit requires a share-
holder vote.  Such a vote took place in ’01 when the 
limit was increased from 50% to 60%. 
  
F.  Investment Management  – RioCan has three 
institutional joint ventures that own $2 billion of retail 
assets.  The two largest are 50/50 ventures with KIM, 
including a $150 million program just announced in 
June ‘08.  Another deal is with Canada Pension Plan 
Investment Board (CPP), which is one of the largest 
pension funds in the country.  CPP is also the only 

one of the largest four pension funds that has not 
taken the step of buying a retail real estate operating 
company.  The joint venture provides an interesting 
forum for CPP to check under RioCan’s hood if the 
pension fund wants to join its peers and own a real 
estate company, rather than just an interest in a por-
tion of its real estate.  The final joint venture involves 
Ontario Municipal Employees Retirement System 
(OMERS) and TIAA-CREF, and it is expected to 
wind down by ’09.   
 
A key difference between RioCan and the U.S. 
REITs that have set up institutional joint ven-
tures is that RioCan does not view itself to be in 
the investment management business.  Instead, it 
sees the ventures as a pure form of co-ownership 
and its venture partners as an appealing alternative 
source of capital.  As a result, the growth of this 
business going forward is likely to be driven more by 
the capital needs of the company, rather than a de-

Exhibit 5  

A qualitative assessment of how REI stacks up versu s its U.S. peers on several key valuation considera -
tions is provided below.  Some of these factors dir ectly influence our estimate of the value of the re al es-
tate portfolio reflected in our NAV estimate.  Othe r factors contribute to the warranted premium/disco unt 
ascribed to REI when compared to its U.S. peers.     
       
Factors       vs. U.S. Peers Comments on Factors Influencing Valu ation 
         

Management     o   
Solid, experienced management team.  The CEO, Ed Sonshine, and COO, 
Fred Waks, have been running the company since its IPO in '94.  CFO 
Rags Davloor, is new. 

Portfolio Composition/Location o  
Roughly two-thirds of REI's portfolio is concentrated in Canada's top 6 mar-
kets.  The majority of the portfolio is well-located and anchored by leading 
U.S. and Canadian retailers. 

Internal Growth     --   

REI's same-property NOI growth has significantly lagged its U.S. peers.  
The weak NOI growth and very high occupancy levels suggests that REI 
may not be pushing rents as hard as it could.  The outlook in ‘10 and ‘11 is 
brighter. 

Development Outlook   +  

The development outlook in Canada is brighter than it is stateside.  Canada 
was not subject to the same housing boom and bust as witnessed in many 
U.S. markets.  Also, U.S. retailers that are cutting expansion plans domesti-
cally are maintaining or, in some cases, increasing their expansion plans in 
Canada. 

Balance Sheet Strength   --   
While REI's leverage ratio is in-line with the average U.S. strip center REIT, 
its balance sheet flexibility is significantly hampered by its self-imposed debt 
limitations. 

Corporate Governance  +  
REI has implemented a shareholder friendly governance structure.  Also, 
anti-take over provisions under the law of Ontario are less burdensome for 
potential suitors versus many U.S. state anti-take over laws. 

Take-Over Odds     +   

The odds of a take-over for REI are higher than those of its U.S. peers.  
REI's large, high-quality portfolio could not be replicated, making it very 
alluring.  Shareholder-friendly corporate governance also pushes up the 
odds. 

       
  Legend      
  + Above Average    
  o  Average     
  --  Below Average    
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sire to boost earnings through enhanced fee income.  
That said, investor concerns regarding RioCan’s 
modest earnings growth outlook may nudge it to-
wards more deals in order to capture the associated 
fee income. 
 
G.  Canadian REIT Legislation  – The changes an-
nounced in late-’06, and slated to become effective 
in ’11 (see the box on page 5 for more detail), have 
important value ramifications for RioCan.  In the 
NAV estimate, the $144 million tax liability that Rio-
Can set up in ‘07 to conform with the legislation is 
removed, since the probability is very low that any of 
that accounting obligation will become a real cash 
outlay.  However, the asset value of the company is 
reduced by $32 million ($0.15/sh) to reflect the pre-
sent value of the future taxes RioCan’s “bad income” 
businesses (primarily merchant building) will have to 
start paying in ’11, absent any favorable amend-
ments to the current legislation. 
 
H.  A Premium for Being Big  –  While the word 
“irreplaceable” is used too liberally in the real estate 
business, there is indeed an “irreplaceable” element 
to RioCan’s portfolio.  Aggregating a $6 billion Cana-
dian strip center portfolio through portfolio transac-
tions and one-off deals would be extremely difficult.  
Much of the high-quality retail real estate in Canada 
is owned by pension funds, and they are very reluc-
tant sellers.  In addition, the sale of properties held in 
private hands is significantly impeded by the ab-
sence of a 1031 exchange-like (i.e. tax deferral) pro-
gram in Canada.   
 
The large size of RioCan’s portfolio, combined with 
shareholder-friendly corporate governance, also 

make the REIT an attractive acquisition target.  The 
potential acquirer that surfaces most frequently in 
rumors regarding potential M&A is Kimco.  The U.S. 
REIT has already put its stamp of approval on Rio-
Can’s operating prowess by entering into $1.5 billion 
of joint ventures, and Kimco continues to deploy 
more capital into Canada.  Finally, RioCan is also 
the most efficient way for investors to obtain a liquid 
position in the Canadian retail property sector.  With 
global REIT mandates continuing to expand, the 
25% position in the Canadian REIT Index suggests 
an increasing level of interest in RioCan. 
 
Although unusual and intangible (and therefore not 
counted in the NAV estimate), these traits likely do 
increase the value of RioCan in the eyes of global 
portfolio managers.  We take them into account in 
our NAV-based Pricing Model by ascribing a higher 
Franchise Value ranking than would otherwise be 
the case.  The result of this is a boost to the war-
ranted share price of about 5%. 
 
I.  AFFO Growth  is Just Average – RioCan’s AFFO 
growth from ’09-’11 is expected to be about equal to 
the average expected for the U.S. strip center REITs, 
despite the stronger economic foundation supporting 
the portfolio performance.  Narrower spreads be-
tween development yields and capital costs are a 
cause.  In addition, RioCan also does not generate 
enough recurring AFFO to fund its dividend, and the 
cash outflow related to overpaying its dividend 
weighs down AFFO growth.  Finally, the refinancing 
of below-market debt with new debt at higher rates 
will shave about 50 basis points per year off Rio-
Can’s AFFO growth pace. 
 
J.  A Tale of Two Economies – The Western and 
Eastern portions of Canada have very different inter-
mediate-term economic prospects.  Activity in the 
Western part of the country is driven primarily by oil 
and other natural resources.  Soaring prices have 
generated enormous economic growth.  The Eastern 
portion of the country is more influenced by manu-
facturing and finance.  The strong appreciation of the 
Canadian dollar has hurt the manufacturing sector, 
and the challenges specifically affecting the auto 
industry have added to the manufacturing sector’s 
slowdown.  Approximately 20% of RioCan’s NOI 
comes from Western Canada, while 80% comes 
from the still healthy, but less economically robust, 
Eastern portion.   
 
 
 
 

Exhibit 6  
 
The U.S. consumer downturn has led us to lower 
our same-property NOI growth estimates for the 
next three years.  RioCan is expected to look bette r 
on a relative basis going forward than it has in th e 
past. 

   Nominal Same-property NOI growth  
   Cap Rate '09 '10 '11  

 DDR 7.0% 1.7% 1.5% 1.6%  
 EQY 6.7% 1.7% 1.5% 1.4%  
 FRT 6.0% 3.5% 3.2% 3.2%  
 KIM (1) 7.1% 1.8% 1.6% 1.6%  
 REG 6.6% 2.2% 2.1% 2.0%  
 WRI 7.0% 1.7% 1.6% 1.5%  
 REI 6.7% 2.4% 2.6% 3.0%  
 U.S. Wtd. Avg. (2) 6.8% 2.1% 1.9% 1.9%  

(1) U.S. only.  

 

(2) By market cap.  
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Exhibit 7  

The Canadian REIT index has loosely tracked the RMZ .  The Canadian REIT index can be significantly im-
pacted by company specific events, since it is made  up of only 12 REITs, and REI currently makes up 25 % 
of the index.   

 

Price Appreciation of RMZ vs. TSX REIT Index
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RioCan is a well-run company that owns a large 
portfolio of Canadian retail properties.  The primary 
investment concerns are its tepid historical internal 
growth results and shadow cast by the revised Ca-
nadian REIT legislation.  Our NAV-based Pricing 
Model concludes that RioCan should trade at an 
NAV premium  of 3.3%, which is greater than the 
1.5% discount  at which the average strip center 
REIT currently trades.  When applied to the NAV 
estimate of $19.00/sh, a warranted price of approxi-
mately $19.75/sh is concluded.   
 
RioCan deserves a place in any globally diversified 
real estate securities fund.  Our investment recom-
mendation is based on an assessment of RioCan’s 
total return prospects relative to its U.S. strip center 
peers.  Fluctuations in foreign exchange rates could 
have a material impact on RioCan’s total return ver-
sus the peer group.   
 
We rate the shares of RioCan a HOLD at the current 
price. 
 

Jim Sullivan 
Nick Vedder 

Mike Kirby 
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Exhibit 8  

REI has generated local currency total returns for shareholders (measured in the local currency) that are 
slightly better than the average for U.S. peers.  H owever, appreciation of the Canadian dollar has cau sed 
its U.S. dollar denominated returns to be materiall y better. 

 

Total Returns  (Local Currency)

USD/CAD at 7/16/07 = $0.955

USD/CAD at 7/16/08 = $0.998

USD/CAD at 7/16/05 = $0.8193

USD/CAD at 7/16/08 = $0.998

USD/CAD at 7/16/03 = $0.719

USD/CAD at 7/16/08 = $0.998

1-Year Total Returns
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IV. Canada Overview
Economic Indicators

Source: U.S Bureau of Economic Analysis, Statistics Canada, Bloomberg.

Source: U.S Census Bureau, Statistics Canada.

Source: U.S Bureau of Labor Statistics, Statistics Canada, Bloomberg.

Population growth in Canada has modestly exceeded that of the U.S.  The main driver of population growth in 
Canada is immigration, which has accounted for approximately two-thirds of total population growth.  By contrast, 
about 40% of the U.S. population growth is driven by immigration.  

Canada's unemployment rate has been steadily declining.  The relative stability of the Canadian economy in recent 
years has attracted investments from U.S. strip center REITs such as KIM and DDR. 

Canadian GDP growt h has been s imilar to U.S. GDP growt h in recent years.  The Canadian economy is roug hly one -
tenth the size of the U.S.   The economy, particularly in the Eastern part of the country, is also closely tied to the 
U.S., since approximately 85% of Canadian exports travel south of the border.  
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IV. Canada Overview
Retail Spending

Source: U.S Bureau of Economic Analysis, Statistics Canada.

(1) Median weekly earnings for full-time employed wage and salary workers.

Source: U.S Bureau of Labor Statistics, Statistics Canada.

(1) Canada data based on Statistics Canada's New Home Price Index.

Source: Case-Shiller Home Price Index, Statistics Canada.

U.S. retail sales have increased at a rapid pace in recent years, as skyrocketing home values and cheap debt kept 
Americans returning to the cash register.  Canadian retail sales have increased at a healthy pace as well, and 
recent growth has been far stronger than in the U.S.

The larger increase in U.S. retail sales can generally be explained by a more rapid pace of home-price appreciation.  
Home prices in Canada did not soar to nearly the extent as in the U.S. from '02-'06, and the subprime mortgage 
market is very small.  That said, the pace of Canadian home-price appreciation has accelerated recently, while U.S. 
prices have fallen.  As a result, Canadian consumers probably feel a lot better off than their neighbors to the south.

Wage growth is a key driver of retail sales growth.  Canadian and U.S. wages have increased at a similar pace 
recently.  However, U.S. retail sales growth has noticeably exceeded retail sales growth in Canada.
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IV. Canada Overview (cont'd )
Retail Spending

\

(1) Data based on Canada's New Home Price Index.

Source: Statistics Canada.

Much like the U.S., home-price appreciation in Canada has been significant in some markets and 
modest in others.  Per our June '08 Strip Center Update, U.S. strip center REITs with the largest 
exposure to "housing bubble" markets have the greatest operating and development challenges 
ahead.  Western Canada has witnessed the largest run up in home prices due to the booming price of 
oil.  However, home price growth has recently decelerated in some western markets, and in Calgary, 
home prices have modestly declined.  The rest of the country has experienced strong, but stable, 
growth.  Properties in Calgary and Edmonton contribute 15% to REI's total revenue.

Home-Price Appreciation '02-'07 CAGR (1)
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IV. Canada Overview
Suppl y

\

Note: Centers in excess of 40,000 s.f.

Source: ICSC.

Pension Fund Name Real Estate Arm

Canadian 
Shopping 
Center GLA

% of Total 
Market

Real Estate 
Assets

Ontario Teachers Pension Plan Cadillac Fairview 22,705 5.2% $16B

Caisse de Depot et placement du 
Quebec Ivanhoe Cambridge 33,138 7.7% $13B

Ontario Municipal Employees 
Retirement System (OMERS) Oxford 15,160 3.5% $15B
Totals 71,003 16.4% $44B

Amounts in CAD

Source: Company disclosure

Canadian shopping center GLA has increased at roughly 3% annually from '90-'06.  Recent supply growth has been 
reasonable.

A significant portion of total shopping center GLA is owned by Canada's pension funds.  Unlike U.S. funds, most 
Canadian funds have internal asset and property management capabilities.  During the '90s, these pension funds 
snapped up large real estate companies on the cheap to manage and add to their growing real estate portfolios.  As 
a result, much of Canada's high-quality real estate is in the hands of pension funds, and growth in REI's acquisition 
volume and investment management business may be limited as a result.  
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V. Portfolio Analysi s
Portfolio Size and Market s

Note: REI's total property value fluctuates with the CAD/USD exchange rate, causing the relative size to vary.

Source: Green Street Advisors

Source: Wikimedia.org

Top 6 Metropolitan Areas

% of Gross 
Rental 

Revenue Total GLA % of Total GLA
'07 Population 
(in thousands)

Toronto, Ontario 34% 9,084,988      28% 5,510                   
Montreal, Quebec 11% 3,465,638      11% 3,696                   
Ottawa, Ontario 9% 2,397,651      8% 1,169                   
Calgary, Alberta 6% 1,764,136      6% 1,139                   
Vancouver, British Columbia 4% 1,066,843      3% 2,286                   
Edmonton, Alberta 3% 780,358         2% 1,081                   
Top 6 Metro Totals/Averag e 67% 18,559,614  58% 2,480                  

Source: Company disclosure and Statistics Canada

REI is the largest REIT in Canada and owns approximately 10% of the overall retail property market.  When compared t o
its U.S. peers, REI's portfolio size ranks slightly above WRI and REG.  However, its large market share arguably gives it 
added leverage with tenants compared to the U.S. peers.

REI's properties are dispersed throughout Canada, although a majority of the portfolio is concentrated in Ontario due to 
the REIT's large holdings in and around Toronto, the location of the company's headquarters.  

Roughly two-thirds of gross revenue is generated from REI's top six markets.  Management plans on increasing the 
portfolio's allocation to these markets, which represent the six biggest markets in Canada.  

Calgary 
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V. Portfolio Analysi s
Rent Analysi s

(1) Amounts in USD

(2) ABR/s.f. not disclosed by company.  Gross rent/s.f. calculated based on gross rental revenue and GLA.  ABR/s.f. estimated based on 65% NOI margins.

Source: Company Disclosure, Green Street Advisors.

REI does not report ABR/s.f., which is a key proxy for portfolio quality.  An estimate of REI's ABR/s.f. indicates that 
portfolio quality is roughly in-line with the average U.S portfolio.  Occupancy costs in Canada are similar to the 
U.S., suggesting sales productivity at REI's properties is similar as well.  

REI's portfolio contains various retail property types.  Nearly half of the portfolio is "new format retail", which is 
equivalent to power centers in the U.S.  REI began developing this format approximately ten years ago, and hopes 
to capture significant rent growth in the coming years as the first-generation leases mature.  

Total Portfolio ABR/s.f. (1)

$20.81

$16.24
$13.96

$11.06

$12.38

$11.70

$12.73 Avg., $14.13

$0

$5

$10

$15

$20

$25

FRT REG REI (2) DDR WRI EQY KIM

ABR/sf Avg.

New Format Retail
45%

Enclosed 
20%

Urban Centers
5%

Non Grocery Anchored 
Strip
4%

Office
5%

Grocery Anchored
21%

© 2008, Green Street Advisors, Inc. - Use of this report is subject to the Terms of Use listed on last page.



Page 21

V. Portfolio Analysi s
Occupanc y

In order of market concentration

Source: Company disclosure and Green Street Advisors

In order of market concentration

Source: Company disclosure.

Source: CB Richard Ellis, Cushman and Wakefield, Green Street Advisors.

REI has maintained an average occupancy level that has been well above the average for its U.S. strip center REIT 
peers.  While the strong occupancy rates speak favorably to the locations of REI's shopping centers, the high 
occupancy level may also be attributed to a leasing strategy focused around maintaining occupancy, rather than 
pushing rent growth.  

REI has consistently high occupancy levels across its major markets.  Ontario, Quebec, Alberta, and British 
Columbia account for 94% of the company's rental revenue.  Occupancy is highest in Alberta, where large oil 
deposits have led to an explosion in population and economic growth.

REI's occupancy rates in its top six markets exceed the market level occupancy rate.  Average occupancy rates in 
Canada exceed U.S. occupancy rates, which helps to explain REI's high occupancy levels relative to its U.S peers.
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V. Portfolio Analysi s
Same-Property NOI Growth

(1) Estimated growth excluding redevelopments.  KIM reports same-property NOI growth including redevelopments.  

Source: Company Disclosures

(1) Excludes REI

Source: Company Disclosure

Source: Company disclosure.

REI's same-property NOI growth has been anemic.  While comparing growth rates of companies' assets located in 
two different countries has its challenges, the contrast is striking.  Occupancy levels in Canada and within REI's 
portfolio have been exceptional, indicating robust tenant demand.  However, it has not translated into impressive 
NOI growth.  

REI's same-property NOI growth has severely lagged its U.S. peers in each of the past seven quarters.  The 
company's focus on maintaining high occupancy levels as opposed to aggressively pushing rents is one reason for 
the underperformance.  

The infusion of new format retail centers in the portfolio in the late-'90s and early part of the decade has led to an 
unusually low pace of lease rollovers.  As those centers reach their ten-year anniversaries, the typical first-
generation leases will be subject to renewal at higher rents.  Consequently, same-property NOI growth is expected to 
accelerate.
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V. Portfolio Analysi s
Same-Property NOI Growth

Property type 

Average Re-
leasing spreads 

('09-'11)

% of Total 
Lease 

Maturities
% of Total 

Portfolio
Contribution to 

NOI Growth
New Format Retail

Mark-to-Market 50% 20% 2.0% 1.0%
Leases subject to options 10% 14% 1.4% 0.1%

Grocery Anchored Shopping Centers 10% 29% 2.9% 0.3%
Enclosed Shopping Centers 0% 22% 2.2% 0.0%
Urban Centers 15% 2% 0.2% 0.0%
Non-grocery anchored strips 10% 4% 0.4% 0.0%
Office 10% 8% 0.8% 0.1%
Totals 16.0% 100% 10% 1.6%
Plus contractual rent bumps on non-expiring leases 0.9%
Annualized avg. same-property NOI growth ('09-'11) with constant occupancy and margins 2.5%

Steady sales growth over the past 10 years has created a sizeable pool of embedded rent growth, particularly for REI's 
new format retail centers.  However, renewal options on expiring leases, and smaller embedded rent pools in other 
property types may limit REI's ability to harvest the full extent of this upside.  Therefore, our NOI growth expectations 
over the next few years reflect only a portion of this mark-to-market potential.
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V. Portfolio Analysi s
Cap-Ex

Cap-Ex Components 2003 2004 2005 2006 2007
TI and Allowances (1) $14.5 $15.5 $17.6 $17.5 $22.1
TI's as % of NOI (1) 4% 4% 5% 4% 5%
"Normalized" Building Improvements/sf $0.35 $0.35 $0.35 $0.35 $0.35
"Normalized" Building Improvements as % of NOI (2) 3% 3% 3% 3% 3%

Normalized Cap Ex as % of NOI 7.3% 7.0% 7.5% 7.1% 7.8%
(1) As reported by company.  Includes capitalized leasing commissions. 

(2) $/s.f. estimate based on the replacement cost of different shopping center components.

Source: Company disclosure and Green Street Advisors.

A cap-ex reserve equal to 8.0% of NOI has been incorporated into our NAV and AFFO estimates for REI.  Capital 
expenditures reported historically have typically been lower than the 8.0% reserve used in the models.  
Maintenance cap-ex is usually understated in a given year because building improvement expenses are lumpy, 
there is ambiguity between components of maintenance cap-ex and redevelopment, and REITs tend to own newer 
buildings that don't require much cap-ex initially, but will incur a larger expense in the future.  

When compared to its U.S. peers, REI's estimated cap-ex falls towards the low end of the spectrum, primarily due 
to lower re-leasing costs on its longer-than-average leases.  Also, contrary to its U.S. counterparts, REI does not 
typically pay tenant improvements or leasing comissions on lease renewals.  The average age of REI's properties 
is 14 years.  
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VI. External Growth Activity

Acquisitions/Dispositions

Development/Redevelopment

Investment Management
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VI. External Growth Activit y
Acquisitions/Dispositions

Source: Green Street Advisors

REI's portfolio has steadily increased through a combination of acquisitions and development.  The 
company has maintained a pace of over $300 million in acquisitions since '03.   

In '05, REI made a significant push to upgrade the portfolio by selling a portfolio of enclosed shopping 
centers located in secondary markets for $182 million.  The company plans to continue to dispose of its 
slower growing assets in smaller markets, concentrating efforts in Canada's six largest MSAs.  
Nevertheless, REI has not sold any assets, other than interests in pending developments, since '05.  High 
prices and low cap rates have prevailed during this period making the lack of capital recycling surprising.
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VI. External Growth Activit y
Development/Redevelopmen t

Source: Canada Mortgage and Housing Association, U.S. Census Bureau

(1) Net of outparcel sales.

Source: Company Disclosure

(1) REI's merchant building gains include undepreciated redevelopments, "properties held for resale", in addition to ground up-projects.

Source: Green Street Advisors

REI has materially increased the size of its development pipeline.  Strong retail sales growth and limited amounts 
of competing construction has allowed development to be an effective value creation tool.  

Strip center development is heavily predicated on housing growth.  New housing starts increased dramatically in 
the U.S. from '01-'06, resulting in a strip center development frenzy.  U.S. housing starts dramatically dropped off 
in '06 and '07, and the profitability of current and future strip center developments have come into question as a 
result.  The recent climate in Canada has not been nearly as concerning.  

REI is an active developer relative to its size.  Much of the current pipeline is being done through joint ventures 
with Trinity Group, which is a private development company that has 4.1 million s.f. under construction with the 
REIT and has built roughly 15 million square feet of space since '91.
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VI. External Growth Activit y
Development/Redevelopmen t

(1) DDR does not disclose pre-leasing statistics.

Source: Company Disclosure

Source: Green Street Advisors

Source: Green Street Advisors

Top 5 Projects Location
Ownership 
Percentage Pro Rata Cost  Project GLA Cost/sf

Percent 
Leased

Expected 
Yield

East Hills Calgary 50% $171,988 1,586,000       $217 0% 10.2%
Weston Road Toronto 60% $115,307 570,000          $337 0% 9.1%
RioCan Centre Burloak Toronto 50% $53,312 552,000          $193 100% 9.0%
RioCan Beacon Hill Calgary 40% $51,878 785,000          $165 96% 8.8%
Queen Street & Portland Street Toronto 100% $46,167 106,000          $436 77% 7.8%
Sub-Totals 47% $438,652 3,599,000       $263 32% 9.3%
Development Totals 62% 7,938,000     $183 30% 8.8%
Amounts in CAD

Development yields on REI's projects have declined significantly in recent years.  However, cap rates have also 
declined, allowing REI to maintain profit margins of roughly 25-30%.

Pre-leasing in REI's development pipeline is consistent with its U.S. peers.  

REI's five largest development projects represent 60% of the overall pipeline.  The company's largest recent project, 
Quartier DIX30 in Montreal, is one of only a handful of open-air lifestyle centers in Canada and features a "who's 
who" of Canadian and U.S. retailers.  The development was substantially completed in 2Q08 and is no longer on the 
"development" schedule. 
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VI. External Growth Activit y
Development/Redevelopmen t

Source: Company Disclosure

Source: Ontario Ministry of Municipal Affairs and Housing.

Source: Statistics Canada

Project Description
Yonge Eglinton Centre
Queen at Portland
Avenue Road
Note: $ amount not disclosed.  Size and scope of the projects subject to change.

Convert store front retail into mixed-use project with condos above retail.

Expanding retail component of office and retail complex. 

In 2005, the Ontario government created the Greenbelt Act, protecting sensitive land (highlighted below in green) from 
development.  The goal was to put a cap on urban sprawl in the Greater Toronto Area (GTA).  This designation has been 
touted by many as a natural barrier to suburban growth in Toronto leading to an emphasis on urban redevelopment.  
However, the Green Belt begins approximately 20 miles inland from downtown at its closest point to the north and is 
much farther away in the south.  At an expected population growth rate of just under 2%, the natural barrier to entry may 
not inhibit urban sprawl for a number of years.  According to the Ontario Minisitry of Municipal Affairs and Housing, 
there is still about a 10-15 year supply of undeveloped land for housing within the Green Belt.

While the Green Belt may cause greater density in the GTA farther down the road, slow and steady migration into 
downtown Toronto has already occurred.  The population growth, coupled with the numerous residential developments 
sprouting up in downtown Toronto, has led REI to look for compelling redevelopment opportunities.     

Transform parking lot into retail center anchored by a Home Depot.

REI has the following urban redevelopment projects underway in Toronto.  Management has stated that urban 
redevelopment projects will be a primary source of value creation in the years to come.  The Yonge Eglinton Centre and 
Avenue Road projects are located in what is considered "midtown" Toronto.

20 mile radius around 
downtown Toronto.
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VI. External Growth Activity
Development/Redevelopment

http://www.google.com/maps?f=q&hl=en&geocode=&time=&date=&ttype

Key Facts

Purchase Price $223 million
Initial Cap Rate ~ 5.9%
Office Space 750,000 s.f.
Retail Space 265,000 s.f.
Retail Anchors HMV, Dominion, Reitmans, Toys 'R' Us, Indigo Books.

Yonge Eglinton Centre is the largest of REI's urban intensification projects.  The property, which consists of two 
office towers, four levels of retail and underground parking, was purchased in January '07.  The retail component 
generates about 50% of total NOI.  REI hopes to be able to increase rents, expand the retail portion of the property, 
and lower operating expenses to unlock additional value.  REI's prospects are compelling.  The area is directly 
above a subway station that generates a tremendous amount of foot traffic.  The midtown-Toronto location is in a 
wealthy area that boasts one of the largest population densities in the GTA, and multiple residential developments 
are underway nearby.  

Immediate value-creation opportunities were identified with the purchase of Yonge Eglinton Centre.  REI expects to 
increase NOI by over $2 million (15%) during the next year through traditional "blocking and tackling" that was 
neglected by the previous owner.  A larger scale redevelopment of the center and retail component should add 
additional value.  Preliminary plans call for construction of 40,000 s.f. of retail to replace an expansive courtyard at 
the entrance to the property.

Estimated NOI Increase During First Year (in millions)
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VI. External Growth Activit y
Investment Management

Source: Green Street Advisors.

(1) Represents last 12 month's fee income as percentage of FFO.

(2) Includes estimate of fee income associated with newly formed JV's.

Source: Green Street Advisors.

 Fund  Partner 
REI's 
Share 

Market 
Value (1) 

Additional 
Capactiy 

Year 
Initiated 

 Time 
Frame 

RioKim I Kimco 50% $1.4B Yes 2001

RioKim II Kimco 50% $150M Yes 2008 Core

RioCan Retail Value Limited 
Partnership (RRVLP) OMERS and TIAA-CREF 15% $155M No 2003 6 yrs (2)

CPPIB JV
Canadian Pension Plan 
Investment Board 50% $390M Yes (3) 2004

(1) Size denominated in USD.

(2) Properties were acquired to redevelop and sell with a maximum holding period of 4 years.  The final property was acquired in '05.  Only three of the 12 properties in the JV still remain.

(3) Three greenfield developments were contributed to this JV on a forward sale basis.  The final phase reflecting $68m in value will be delivered in '08.

Core 

Value-add

Power centers 
and REI 

REI's investment management program consists of joint ventures totalling approximately $2 billion in assets. A value-add 
fund, RRVLP II, was recently scrapped due to intense competition to acquire such asssets.

(1) KIM's AUM excludes assets in its RioCan JV and Mexico, since KIM does not actively manage these assets.  

Investment management makes up a small percentage of REI's overall value.  Its assets under management as a percentage of 
total portfolio value lags that of its U.S. peers.  This business is not expected to meaningfully grow anytime soon.  Also, several 
of the large Canadian pension funds have internal property and asset management capabilities, thereby limiting the amount of 
Canadian dollars available for joint venture programs.  

REI's fee income makes up a small percentage of FFO.  Asset and property management fees generated by its joint ventures are 
similar to the rates charged by its U.S. counterparts.

 Type of Assets 

Assets Under Management 
(JV Partner-Owned Assets to Total Portfolio Value)
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VI. External Growth Activity
Investment Managemen t

Portfolio Profile

# of Properties 45
Average Property Size 221,996 s.f.

Top Locations (as % of 
GLA)

Toronto (22%) 
Montreal (10%) 

Vancouver (9%)

(1) No acquisitions '05-'07

Fees earned from the investment management business can provide a boost to earnings.  However, disclosure 
surrounding the fee structure in many REIT coinvestment partnerships is opaque, making it difficult to say whether the 
boost is appropriate given the level of assets under management.  On a relative basis, those REITs with higher fees as a 
percentage of assets under management are likely getting a better deal.  REI falls towards the high end of the strip sector 
by this measure.

REI's joint venture with Kimco constitutes the vast majority of the company's assets under management.  The joint 
venture, started in '01, was KIM's initial entry into the Canadian market and REI's first major splash in the investment 
management business.  Approximately 70% of the properties are located in Canada's six major markets.  REI collects 
asset and property management fees while maintaining a 50% ownership interest. The majority of the assets were 
acquired in '02.

While the joint venture has been profitable for both parties, the deal appears particularly compelling from KIM's U.S. 
vantage point.  In '01 when the fund began, a large discrepancy existed between U.S. and Canadian retail property cap 
rates.  KIM was able to acquire property in Canada at initial yields 150-200 bps higher than what it was buying in the U.S.  
That cap rate disparity has since vanished, resulting in more appreciation of Canadian assets relative to those in the U.S.  
Additionally, the U.S. dollar's decline has been an added bonus.  Effectively, KIM was able to purchase property at a 50% 
discount to today's price, including the exchange rate differential.  
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VII. Debt Structur e

Debt Covenant Restrictions
Max Leverage Ratio (1) 60%
Current Leverage Ratio (1) 56%
Additional Debt Permitted $(mm) $543

Leverage Ratio at Current Mkt Values 45%

(1) Leverage under REI's declaration of trust defined as 
Total Debt /Gross BV of Assets

Date Price/sh Amount of Equity Raised ($mms) % of shares outstanding
Apr-03 $12.75 $128 6.3%
Oct-03 $14.10 $71 2.9%
Dec-04 $17.45 $130 3.8%
Feb-07 $25.25 $167 3.0%
Apr-08 $21.05 $130 3.0%

Average/y r $125 3.8%
Amounts in CAD

REI's leverage is moderate when compared to its U.S. peers.  However, its capacity to take on additional debt 
is limited.  REI's Declaration of Trust contains restrictive debt covenants that limit the company's total debt to 
just 60% of its gross book value (not market value) of assets.  

The self-imposed leverage restriction has caused the company to make consistent visits to the equity market.  

The credit crunch in the U.S. and Canada has made refinancing upcoming debt maturities a challenging and 
costly process.  Fortunately, REI's debt maturities are well spread out.  Borrowing costs today for long-term, 
fixed-rate debt are in the 6.3% ballpark.
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VIII . Management and Corporate Governanc e

Executive Management Overview

Corporate Governance Analysis

Executive Compensation and Insider Ownership 
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VIII. Management and Corporate Governance

Title Name Age Background

Chief Executive 
Officer

Edward Sonshine, Q.C. 61
Mr. Sonshine has been the President and Chief Executive Officer of 
RioCan since it became public in 1994.  The company has grown from 
$100 million in assets to over $4.2 billion during his tenure.  

Chief Operating 
Officer

Frederic A. Waks 50
Mr. Waks joined RioCan in 1995 as Chief Operating Officer.  Prior to 
joining RioCan, Mr. Waks held a variety of leasing positions.  Mr. Waks 
has over 26 years of experience in the industry.

Chief Financial Officer Raghunath Davloor (New)

Mr. Davloor was handed the CFO reins earlier this year.  Mr. Davloor 
was most recently a V.P. and Director of Investment Banking at TD 
Securities. He also spent 10 years with O&Y Real Estate Investment 
Trust at various positions, eventually assuming the title of CFO.  

SVP - Real Estate 
Finance

Donald MacKinnon 57

Mr. MacKinnon joined RioCan in 1997.  Previously, he spent seven 
years with Counsel Property Corporation, overseeing construction and 
permanent financing for various property types.  He has a total of 14 
years of experience in the commercial real estate and corporate lending 
community.  

SVP- 
Development

Jordan Robbins 37

Mr. Robbins has been with RioCan for four years, assisting in the 
creation of RioCan's in-house development business.  Mr. Robbins 
previously served as the Director of Development at First Professional 
Management and developed commercial properties independently.

REI's management team has undergone recent changes.  The company's Vice President of Investments, 
Katherine Ritcey, resigned in November '07.  REI's CFO, Robert Wolf, departed in February '08.  While their 
replacements have the credentials and experience to handle the task, it may take some time before they get 
up to speed.  That said, CEO Ed Sonshine and COO Fred Waks have worked side by side at REI for many 
years.
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VIII. Management and Corporate Governance

Corporate Governance Analysi s

Green Street's Rankings

Board Makeup (55 of 100 available points):

Max. Avg REIT
Points Score REI

Non-staggered Board 20 13 20
Independent Board 8 5 6
Investment by Board Members 12 7 8
Past Conduct/Reputation 15 11 14

Total 55 36 48

Weapons of Mass Entrenchment (35 of 100 points):

Max Avg. REIT REI
Anti-takeover Provisions 9 3 9
Ownership Limits 9 2 9
Veto Powers by Insiders 9 8 9
Shareholder Rights Plan 8 3 4

Total 35 16 31

Potential Conflicts of Interest (10 of 100 points)

Max Avg. REIT REI
Other Business Dealings with Management 6 5 6
Divergent Tax Basis of Insiders 4 2 4

Total 10 7 10

Max. Avg REIT REI
   Score 100 59 89

Green Street's Corporate Governance rankings provide a systematic approach toward addressing each of the most 
important governance-related variables for each company in our coverage universe.  Our approach differs in two 
critical respects from those utilized in most other governance rating services: 1) REITs have quirky and unique 
governance issues that are specifically addressed by GSA; and 2) our in-depth knowledge of the companies allows 
the use of critical inputs (i.e. past conduct and reputation) that are necessarily ignored by others.  Scoring is done 
on a 100 point scale (100 is a perfect score).  The rankings on key variables appear below.  Each variable typically 
consists of two or more components.  A more detailed discussion is available in our "Corporate Governance in the 
REIT Sector" report (dated 8/13/03).  Overall, REI's governance profile is much better than average.

No aspect of governance is more critical than the structure and make-up of the Board.  Boards should make 
themselves accountable by having unstaggered elections; the large preponderance of board members should be 
independent; board members should have sizable "skin in the game"; and much insight is gained from past 
conduct.

Corporations in general, and REITs in particular, have a variety of anti-takeover tools available to them.  Those 
companies that have elected to have one or more of these tools in place are sending a signal that the Board, not 
shareholders, will make the call on change of control issues.  Even where the board does not currently have these 
tools in place, it is important to note whether it can avail itself of them on its own fruition or whether approval lies 
with shareholders.  However, REITs incorporated under the laws of Ontario, such as REI, are goverened by laws that 
are more favorable to shareholders relative to U.S. peers. 

The primary conflicts of interest found in the REIT sector consist of business dealings involving managers of the 
company and the sometimes very large embedded tax bill that REIT insiders have in their holdings of REIT 
units/shares.  

REI insiders have little "skin in 
the game"  relative to its peers. 
Therefore, insiders do not have 
a divergent tax basis.

Destaggered board is a positive. 
Over 60% of the board is 
independent.  All board 
members hold over $200k of 
REI stock.

REI is subject to the Canadian 
Income Tax Act which limits 
foreign ownership to 49% of 
outstanding shares.  Currently, 
29% of oustanding shares are 
owned by entities outside of 
Canada.  No other ownership 
limitations or other provisions 
would significantly deter a 
takeover attempt.
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VIII. Management and Corporate Governance
Executive Compensation and Insider Ownership 

Holder Title
Total Diluted 

Shares Market Value (1) Percent Ownership
Edward Sonshine President and CEO 240,000 $9,924,390 0.22%
Frederic Waks COO 109,586 $4,891,174 0.11%
Paul Godfrey Chairman 114,203 $2,629,576 0.06%
Donald MacKinnon SVP-Finance 36,000 $1,943,460 0.04%
Frank King Director 83,008 $1,763,090 0.04%
Raymond Gelgoot Director 54,552 $1,222,404 0.03%
Sharon Sallows Director 40,308 $1,015,442 0.02%
Jordan Robbins SVP-Development 9,900 $735,966 0.02%
Clare Copeland Director 22,878 $485,929 0.01%
Dale Lastman Director 17,509 $371,891 0.01%
Ronald Osborne Director 13,509 $286,931 0.01%
Totals 741,453 25,270,253 0.56%
(1) Includes options.

Institutional Owners
Total Diluted 

Shares Market Value Percent Ownership
ING Clarion 10,737,600    $228,066,624 5.1%
TD Asset Management 5,970,800      $126,819,792 2.8%
CIBC Securities 4,018,980      $85,363,135 1.9%
Colonial First State Investments 3,302,000      $70,134,480 1.6%
ABN Amro Asset Management 3,247,100      $68,968,404 1.5%
Totals 27,276,480    $579,352,435 12.9%
(1) Includes options.

Source: Company disclosure, Bloomberg, Green Street Advisors.

REI insiders have a surprisingly small ownership stake in the company.  The average for companies in our coverage 
universe is 6.3%.

REI's investor base is predominantly retail.  Only 35% of its outstanding shares are in the hands of institutional 
investors.  The top-5 owners account for roughly 12% of the company's outstanding shares.  Canadian REITs are 
subject to ownership limitations, which require that at least 51% of outstanding shares be owned by Canadian 
investors.

Green Street's evaluation of executive compensation is designed to gauge the appropriateness of the pay package at 
any given REIT relative to the norms of the REIT peer group.  Absolute compensation levels are adjusted for size.  
Companies below the "best-fit" line have relatively low levels of size adjusted pay, while those above it pay richly after 
adjusting for size.  REI's executive compensation falls below the line, indicating a modest executive pay package 
relative to its size.  

Top 5 Exec Pay vs. Market Capitalization
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Executive pay includes base, bonus, option and share grants, and all other compensation as reported in the proxy.  Option and share grants are counted in the year granted; 
options are valued based on the average reported value as a percent of share price used by all REITs.
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IX . NAV Based Model Valuatio n

NAV

Warranted Price
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IX . NAV B ase d M odel V alua ti on
NAV

NAV-Based Pricing Mode l

1. Summary NAV Balance Shee t

Asset s 3/31/2008 Liabilitie s
Operating real estate $6,441,196 Mortgage and notes payable $3,186,156
Estimated value of development pipeline (1) 452,129 Pro rata share of JV debt 11,700
Incremental Value from Properties held for Resale (2) 111,489 Value of mark-to-market debt (7) (37,816)
Cash 24,048 AP and other liabilities 161,044
Mortgage notes receivable (3) 194,919   Total liabilities $3,321,084
Tenant and other receivables (4) 91,615   % of assets 45.3%
Third party mgmt. and development fees (5) 40,640
Bill C-52 Legislation Liability (6) (32,417) Total liabilities and preferred stock $3,321,084
  Total Assets $7,323,618

Current Value of Equit y $4,002,534
  Total Shares/Units Outstanding 211,914

Diluted NAV/sh $19.00

(1) Reflects current CIP balance, plus present value of potential value creation upon completion.

(2) Estimated value of "property held for resale" and land value of future redevelopment projects.

(3) Net of an estimate of straight-line rent receivables based on 6.5% of annualized base rent.

(4) Excludes deferred charges and other intangibles.

(5) Value of fee income at assumed 40% profit margins.

(7) Market value of debt assuming all-in market rate of 6.2%.

2. Valuing the Operating Real Estat e
Step One: Derive Forward 12-months NOI for Real Estate Asset s

Trailing 12 Months Reported NOI $416,904

Mid-period activity adjustment $15,883
Development NOI ($9,980)
Internal growth @ 1.5% $6,373
  Total forward-look NOI $429,180

Amounts in CAD

(6) REI's management is optimistic that the current draft of REIT legislation will be amended to allow Canadian REITs to perform value-add business activities such as merchant 
building in a taxable REIT subsidiary (TRS).  Assuming merchant building activities are carried out in a TRS beginning in 2011, future gains will be taxed at a corporate tax rate of 
roughly 30%.  The present value of these future taxes are applied to our NAV estimate as a contra-asset.

Our primary valuation model places a great deal of weight on our estimate of NAV.  Green Street!s NAV estimates seek to 
reconstruct a REIT!s balance sheet by estimating the real estate portfolio's current market value, making appropriate 
asset/liability adjustments for unconsolidated investments, marking-to-market the in-place debt, adding OP units in the 
diluted share count, and making any other appropriate adjustments to arrive at an estimate of the economic value of the 
company's equity on a per share basis.  Presented below is REI's summary current value balance sheet as well as details 
on some of the key components of our NAV estimate. 

REI's NAV estimate is $19.00/sh. The primary driver of the NAV estimate is the valuation of the operating real estate 
assets as well as assumptions made in the valuation of development and redevelopment. 

Current Value 
Balance Sheet 

As of 3/31/08

© 2008, Green Street Advisors, Inc. - Use of this report is subject to the Terms of Use listed on last page.



Page 40

IX. NAV Based Model Valuatio n
NAV Cont!

2. Valuing the Operating Real Estate (cont... )
Step Two: Derive the Cap Rat e

Nominal Cap Rate Estimat e

I.  Estimated Metro Area Cap Rates Assessment

City Toronto Montreal Ottawa Calgary Vancouver Edmonton Other Wtd. Average

Nominal Cap Rate 6.1% 7.0% 6.5% 6.0% 6.2% 6.3% 7.6% 6.7%

Est. IRR 7.1% 7.6% 7.2% 7.2% 7.2% 7.3% 7.7% 7.4%
U.S. city with 
comparable cap 
rates

Los Angeles Dallas Philadelphia
California 
Bay Area

Miami/Ft. 
Lauderdale

West Palm 
Beach

Buffalo

II. Weighted Average Nominal Cap Rate used in NAV Estimat e

(1) Reflects cap rate applied to core strip center portfolio.

Step Three: Determine the Real Estate Valu e

NOI
"Cap ex"
Percent

"Cap ex" 
Amount

Economic 
NOI

Economic 
Cap Rate

Nominal Cap 
Rate

Real 
Estate 
Value Value per s.f.

Total Portfolio $429,180 8.0% $34,334 $394,845 6.13% 6.66% $6,441,196 $202

Amounts in CAD

Cap rates for each company are derived from a model that calculates a blended cap rate weighted by the REIT's investment 
in each MSA.  Quality adjustments are layered into the MSA level cap rates before being aggregated.  Cap rates in REI's 
portfolio are similar to those in the U.S.  Based on these factors, REI's cap rate is comparable to EQY. 

Strip Center REIT Nominal Cap Rates (1)

6.6% 6.7% 6.7%
7.0% 7.0%

6.0%

7.1%

5%

6%

7%

8%

FRT REG EQY REI WRI KIM DDR

Avg. 6.8%
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IX. NAV Based Model Valuatio n
NAV Cont!

3. Valuing the Development Pipelin e

Developmen t
Total Budgeted Cost of Development $786,179

Expected Average Cash Yield 8.5%
Implied Annual NOI from Development $66,825

Nominal Cap Rate (1) 6.4%
Market Value Upon Stabilization $1,044,144

Potential Value Creation $257,965
PV of Potential Value Creation (2) $158,176
PV per share $0.75
CIP per share $1.39
Total Development Value per share (3 ) $2.13
Total Development Valu e $452,129

(1) Average cap rate for current projects based on location.

(3) Includes amounts in CIP plus value creation.

Amounts in CAD

(2) Haircut given to total potential value creation based on percent completed, then discounted at risk free rate with an 
estimated time to completion of 2 years.  

REI's development pipeline primarily consists of ground-up development projects.  Development value is granted for all 
projects where construction has commenced and value is expected to be created.  Credit is not given for shadow 
pipelines due to the unpredictability regarding which projects will be executed, as well as the timing and duration of 
construction.  The value expected to be created by REI's current crop of developments adds about 5% to the estimated 
NAV.
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IX. NAV Based Model Valuatio n
Warranted Price

NAV-based Pricing Model

Strip
REIT All REI T

Pricing Model Components REI Avg Avg
Performance-based Franchise Value Components

Historical Premium to NAV Ranking (20 points 10 10 10
Total Return Ranking (20 points) 11 10 10
Current Value Net Income Ranking (20 points) 11 10 10
Adjustments to Calculated Ranking 4 4 2

Franchise Value (60 points)* 32 30 30
Governance Score (10 points) 9 5 5
Share Liquidity (10 points) 2 6 5
Overhead (10 points) 7 5 5
Leverage (10 points) 10 10 10
Other Adjustments 11 5 2
Total Scoring of Model Variables (100 points)* 65 55 55

Output
Warranted Premium to NAV (going concern) 0.4% -1.5% -9.0%
NAV $19.00
Warranted Share Price (going concern) $19.08
Probability of Takeout 15.0%
Takeout Price $22.80
Warranted Share Price $19.64
Current Share Price $19.80
Premium to Warranted Price 0.8%
Recommendation HOLD

An Overview of our NAV-based Pricing Mode l

!

!

!

!

* Franchise value and total score may not equate to the sum of their components because adjustments are normalized (the
sum of all adjustments is forced to equal zero) across sectors.

Companies garnering high scores are awarded premiums that are above this average, while companies with low 
scores are ascribed smaller-than-average premiums.  The dispersion of warranted premiums equates to the 
observed dispersion of premiums throughout the REIT market.
The 25% of the companies that stack up as the cheapest in any given property sector are typically assigned Buy 
recommendations, while the 25% that are most expensive are Sells.

An in-depth review of the model's mechanics and each of the key variables is availabe on our web site.

Franchise value and corporate governance scores are aggregated with other variables in order to determine the 
appropriate premium to NAV for REI. In addition, we have assigned a material positive subjective Franchise 
Value adjustment to REI in order to reflect our expectation that the new team will successfully create 
shareholder value going forward, but that its limited external growth capabilities will serve as an impediment to 
this growth.

The value of a REIT equates to the net value of in-place assets plus the value of future growth opportunities.  Our NAV-based 
pricing model provides a framework for deriving approprate premiums to asset value, which, in turn, are applied to our estimate 
of marked-to-market asset value to derive warranted share prices. The basic steps in the model follow:          

The scoring shown above with regard to the variables that impact the magnitude of premiums is totaled and 
compared to REIT peers in the same property sector.    
The average premium to asset value accorded by the model to the REITs in a given property sector is identical to 
the average observed premium for that property sector.
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X. Earnings Projections and DCF Valuatio n

Earnings Estimates

DCF Analysis
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X. Earnings Projections and DCF Valuatio n
Earnings Estimates

Key Assumptions
!

!

!

!

Other Assumptions Actual Projected Projected Projected
  Internal Growth: 2007 2008 2009 2010
    Same-property NOI growth (1) 0.4% 1.5% 2.4% 2.6%

  External Growth:

    Acquisition volume $366,406 $153,000 $100,000 $100,000
       Acquisition yield 6.6% 7.2% 6.8% 6.8%
    Development rolled out $172,081 $218,794 $120,450 $210,000
       Stabilized development yield 7.9% 7.8% 7.8% 7.8%
    Dispositions (2) $58,033 $177,687 $108,064 $136,747

Yield on dispositions 6.9% 6.9% 6.7% 6.7%

   Weighted average cost of debt 5.9% 5.9% 6.0% 6.0%

(1) Same-property NOI growth excludes redevelopment, straight-line rent, and lease termination fees.

Projections

Actual Projected Projected Projected
FFO and AFFO  (in thousands, except per share) 2007 2008 2009 2010

Diluted FFO/sh $1.51 $1.48 $1.55 $1.62
  AFFO Deduct ($0.39) ($0.34) ($0.36) ($0.36)
Diluted AFFO/sh $1.12 $1.15 $1.19 $1.26

FFO Growth 4.3% -1.9% 4.4% 4.6%
AFFO Growth 1.3% 2.6% 3.9% 5.5%

Earnings Growth in Perspective

Actual Projected Projected Projected
Projected AFFO Growth Rates 2007 2008 2009 2010

REI 1.3% 2.6% 3.9% 5.5%
Strip REITs 12.1% 6.3% 6.5% 6.4%

(2) The majority of dispositions are properties held for resale (undepreciated assets held for redevelopment with the intent to sell) as opposed to non-core, operating 
property.

Same-property NOI growth is expected to accelerate from very low recent levels, as the first generation leases from power 
center developments rollover in the coming years.  
Acquisitions are expected to focus on REI's major markets.  Volume may decrease from '07 levels as the transaction 
environment feels some of the negative repurcussions from the current credit crunch.
Development/redevelopment completions are expected to fall in the $100-200 million range over the next few years.  
Merchant building will not be permitted under the current draft of the new REIT legislation, which will come into effect in '11.  

G&A expense will increase in '08 due to the relocation of the company's corporate HQ and the departure of the former CFO.
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X. Earnings Projections and DCF Valuatio n
Earnings Estimates

Valuation on AFFO Yield

Source: Green Street Advisors

Source: Green Street Advisors

Source: Green Street Advisors, "All REITs" number excludes Hotels

Source: Green Street Advisors

AFFO yields are often utilized for the sake of valuation comparisons involving two or more REITs.  This approach is overly 
simplistic relative to the much more thorough approach contained in our DCF model, but its simplicity is appealing.  AFFO 
yield comparisons are more relevant if differences arising from leverage and/or property quality are backed out.  

Despite the fact that some industry participants tend to view leverage as akin to a "free lunch", leverage ratios have little if 
any impact on value.  Yes, higher leverage ratios do tend to boost earnings and this, in turn, may result in higher 
dividends, but the higher risk associated with leverage is fully offset by lower earnings multiples.  Because of this, anyone 
focusing on earnings or dividend yields should be cognizant of the leverage ratio.  Our DCF model explicitly adjusts for 
this issue, and our NAV-based model is, for most intents and purposes, leverage neutral.

As is the case with leverage, the choices a REIT makes regarding dividend policy generally have little impact on share 
valuation.  An aggressive dividend payout policy can, however, "goose" a company's dividend yield.  This comes at the 
cost of future growth, and any comparison of dividend yields need to be accompanied by a review of payout policies. 
Based on the simplistic approach of valuing a company on dividend yields alone, REI looks attractively priced. 

However, REI falls short in covering its dividend which contributes to the high dividend yield.  Gains from properties held 
for resale and contributions to REI's dividend reinvestment program (DRP) make up the cash shortfall.
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X. Earnings Projections and DCF Valuatio n
DCF Analysi s

Valuation Using a Discounted Cash Flow Approach

Strip
REI REITs All REITs

One key input is the long-term AFFO growth rate!

We expect unleveraged NOI growth to be 1.3% 1.4% 1.6%

Factoring in leverage translates into leveraged growth of 2.4% 2.6% 2.9%

Forward dividend coverage from AFFO is 88% 120% 129%

When reinvested, this retained AFFO should cause growth of -1.0% 0.1% 0.1%

Other new investments should generate growth of -0.1% 0.1% 0.2%

In total, long-term AFFO growth should be 1.2% 2.9% 3.2%

Another key input is the warranted weighted average cost of capital!

REIT-average Weighted Average Cost of Capital 8.03% 8.03% 8.03%

Property-related risk adjustments -0.10% -0.21%

Risk adjustment for development exposure 0.00% 0.05%

Other risk adjustments 0.25% 0.36%

Warranted Weighted Average Cost of Capital (WACC) 8.10% 8.20% 8.08%

Dividend Yield 6.8% 5.5% 4.8%

Growth '09 vs '08 3.5% 5.7% 8.8%
Growth '10 vs '09 5.9% 6.3% 7.7%
Growth '11 vs '10 5.6% 7.2% 7.5%
Growth '12 vs '11 4.5% 6.0% 6.4%
Growth '13 vs '12 2.9% 4.6% 5.0%

Long-term growth 1.2% 3.2% 3.7%

Warranted weighted average cost of capital 8.1% 8.2% 8.1%

Leverage ratio 45.5% 47.2% 46.1%

Warranted cost of equity 9.1% 9.6% 9.3%

Warranted share pric e $19.74
Current share price $19.80

Shares are overpriced/(underpriced) 0.3% 1.9% 0.0%

*This presentation of our DCF approach represents an abbreviated version of our DCF model.  For more thorough descriptions of these inputs, 

Our discounted cash flow valuation model provides a reality check for the valuation conclusions generated by our 
NAV-based pricing model.  The model utilizes a methodical, company-by-company approach toward generating key 
inputs, such as the long-term growth rate and the weighted average cost of capital.  In addition to the factors shown 
below that influence long-term AFFO growth, our model also takes into account property quality, property location, 
and each company's ability to generate unusual growth.  The starting point for deriving company-specific WACCs is 
the observed average WACC at any given point in time for all the REITs in our coverage universe.  While the output 
from this model typically varies somewhat from that of our NAV-based model, large variances send a signal that 
assumptions in one of the models should be revisited.  

By combining these two inputs with the near-term growth estimates presented in this report, we can derive the 
warranted share value!

refer to our "REIT Pricing" report dated 2/03.
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XI.  Market Snapshot s

Toronto

Calgary
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Ottawa

Montreal

Vancouver
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XI.  Market Snapshot s

Market Snapshot: Greater Toronto Area
 

Economic Indicators

GDP Growth Est ('08) 2.8%

Unemployment Rate 6.8%

Total Population (000s) 5,510      

Population Growth (5yr CAGR) 1.9%

CPI Growth 2%

Source: Conference Board of Canada, Statistics Canada

Shopping Center Statistics

Total Retail GLA (000s) 184,931  

REI Market Share 4.9%

Average Market Occupancy 96.5%

REI Occupancy 98.9%

GSA Cap Rate 6.1%

Retail GLA/Capita 34           

Consumer Spending

(1) Shopping center expenditure basket includes food, personal care products, alcohol and tobacco, clothing, home furnishings, and reading materials.

Source: Statistics Canada, Company Disclosure, Green Street Advisors, ICSC, Cushman and Wakefield, CBRE, Colliers International.

Summary:   Toronto is Canada's largest city with a population of 
5.5 million people (18% of total).  The population has been growing 
at approximately 2% per year.  It is a target market for most U.S. 
retailers expanding into Canada.  The stable local economy makes 
Toronto ideal for retail investments.  However, Toronto's large 
manufacturing base has faced significant challenges due to a 
strong Canadian dollar.  35% of REI's retail development is in the 
Toronto market, and 35% of its gross rental revenue is derived from 
this market.  

Annual Home Price Appreciation
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XI.  Market Snapshot s

Market Snapshot: Calgary
 

Economic Indicators

GDP Growth Est ('08) 4.2%

Unemployment Rate 3.5%

Total Population (000s) 1,139      

Population Growth (5yr CAGR) 2.8%

CPI Growth 5%

Source: Conference Board of Canada, Statistics Canada

Shopping Center Statistics

Total Retail GLA (000s) 24,883    

REI Market Share 7.1%

Average Market Occupancy 98.9%

REI Occupancy 99.8%

GSA Cap Rate 6.0%

Retail GLA/Capita 22           

Consumer Spending

(1) Shopping center expenditure basket includes food, personal care products, alcohol and tobacco, clothing, home furnishings, and reading materials.

Source: Statistics Canada, Company Disclosure, Green Street Advisors, ICSC, Cushman and Wakefield, CBRE, Colliers International.

Summary:  Calgary is located in the Southern region of Alberta.  
The thriving oil business has led to a boom in population growth, 
home prices, and retail sales.  The resulting shortage of homes, 
labor, and most notably, shopping centers has made Calgary 
attractive for investors.  Shopping center vacancy rates in Calgary 
are among the lowest in the country at 1.1%.  However, the 
market's attractiveness has not slipped under the radar.  There is 
one million s.f. of retail under construction (4% of total inventory) 
and another nine million in initial planning phases (40% of total 
inventory).

Annual Home Price Appreciation
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Market Snapshot: Edmonton
 

Economic Indicators

GDP Growth Est ('08) 4.0%

Unemployment Rate 3.8%

Total Population (000s) 1,081      

Population Growth (5yr CAGR) 2.2%

CPI Growth 5%
Source: Conference Board of Canada, Statistics Canada

Shopping Center Statistics

Total Retail GLA (000s) 27,730    

REI Market Share 2.8%

Average Market Occupancy 97.5%

REI Occupancy 100.0%

GSA Cap Rate 6.3%

Retail GLA/Capita 26           

Consumer Spending

(1) Shopping center expenditure basket includes food, personal care products, alcohol and tobacco, clothing, home furnishings, and reading materials.

Source: Statistics Canada, Company Disclosure, Green Street Advisors, ICSC, Cushman and Wakefield, CBRE, Colliers International.

Summary:   The economy of the Edmonton region has flourished due
to skyrocketing energy prices.  The market's strategic location in 
central Alberta has made it the logistics, supply, and transportation 
hub for the roughly $100 billion of oil and gas projects underway in 
Northern Alberta.  A growing workforce and increasing disposable 
incomes have paved the way for a strong 9% increase in consumer 
spending in '07 versus '06.  The strong growth has put Edmonton on 
the radar of many U.S. retailers.  Companies such as Home Depot, 
Safeway, Staples, and PetSmart have signed leases in the area.  
This strong demand has led to a 2.5% vacancy rate.  However, 
projects under construction represent an 8% expansion of existing 
inventory, which could push that rate up as new supply comes online.
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Market Snapshot: Ottawa
 

Economic Indicators

GDP Growth Est ('08) 2.7%

Unemployment Rate 5.1%

Total Population (000s) 1,169      

Population Growth (5yr CAGR) 0.8%

CPI Growth 2%
Source: Conference Board of Canada, Statistics Canada

Shopping Center Statistics

Total Retail GLA (000s) 17,954    

REI Market Share 13.4%

Average Market Occupancy 97.6%

REI Occupancy 99.4%

GSA Cap Rate 6.5%

Retail GLA/Capita 15           

Consumer Spending

(1) Shopping center expenditure basket includes food, personal care products, alcohol and tobacco, clothing, home furnishings, and reading materials.

Source: Statistics Canada, Company Disclosure, Green Street Advisors, ICSC, Cushman and Wakefield, CBRE, Colliers International.

Summary:  Ottawa is Canada's capital city.  While the market 
does not boast a rapidly growing population or economy, the large 
number of government jobs and highly educated workforce offers 
relative stability.  The region is also known as the "Silicon Valley of 
the North" for its large tech sector.  Ottawa is REI's third largest 
market (9% of rental revenue) and REI's dominance in the market 
(13% of total market GLA) strengthens its relationship with 
tenants.  The retail market remains healthy with retail sales growth 
of roughly 4%, which has kept tenant demand strong and vacancy 
rates low (2.4%).  
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Market Snapshot: Montreal
 

Economic Indicators

GDP Growth Est ('08) 2.6%

Unemployment Rate 7.0%

Total Population (000s) 3,696      

Population Growth (5yr CAGR) 0.8%

CPI Growth 2%
Source: Conference Board of Canada, Statistics Canada

Shopping Center Statistics

Total Retail GLA (000s) 41,300    

REI Market Share 8.4%

Average Market Occupancy N/A

REI Occupancy 98.7%

GSA Cap Rate 7.0%

Retail GLA/Capita 11           

Consumer Spending

(1) Shopping center expenditure basket includes food, personal care products, alcohol and tobacco, clothing, home furnishings, and reading materials.

Source: Statistics Canada, Company Disclosure, Green Street Advisors, ICSC, Cushman and Wakefield, CBRE, Colliers International.

Summary:  Montreal's economy is expected to lag that of 
Canada's other major metro areas.  The French speaking market's 
slow and steady growth is partially attributed to language barriers.  
Montreal's large manufacturing sector has suffered from the 
strong Canadian dollar, further hampering growth.  However, the 
overall retail environment remains strong, and many national and 
U.S. retailers continue expanding into the area.    
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Market Snapshot: Vancouver
 

Economic Indicators

GDP Growth Est ('08) 3.5%

Unemployment Rate 4.0%

Total Population (000s) 2,286      

Population Growth (5yr CAGR) 1.6%

CPI Growth 2%
Source: Conference Board of Canada, Statistics Canada

Shopping Center Statistics

Total Retail GLA (000s) 22,750    

REI Market Share 15.2%

Average Market Occupancy 97.9%

REI Occupancy 98.7%

GSA Cap Rate 6.2%

Retail GLA/Capita 10           

Consumer Spending

(1) Shopping center expenditure basket includes food, personal care products, alcohol and tobacco, clothing, home furnishings, and reading materials.

Source: Statistics Canada, Company Disclosure, Green Street Advisors, ICSC, Cushman and Wakefield, CBRE, Colliers International.

Summary:  The Vancouver economy continues to grow at a 
healthy pace.  Strong population growth has led to an increase in 
new housing and strip center development.  Demand for grocery-
anchored and power center space is robust due to the increased 
level of home construction.  Retail sales growth of 6.5% in the 
past year has also contributed to tenant demand.  However, the 
strong Canadian dollar is a key concern to retailers, since U.S. 
shopping  options are less than an hour away.  Canadian retailers 
have responded by offering more discounts, which has kept a 
spending downturn at bay.
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