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Session Question & Objective- A<y

*How to choose between asset based
and non asset based.

**There are developers that do not
provide service, operators who develop
and provide service, and those who
only provide services but do not own
the asset.

+*What are the trade offs?
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ROI Benchmarks-G: i ROl kr A

The real estate developer buys and holds warehouse facilities
with the expectation that they will be re-sold at a profit. Long term
capital gain is more important than annual income. In a soft
market, the developer will accept alow ROl in the hope that later
sale of the warehouse will compensate.

Logistics service providers who are owner/operators may
take a similar position. But they may place more emphasis
on a good ROl every year, in order to enhance the value of
the company.

The "asset light" operator must emphasize a healthy ROI
to be certain that he can meet the annual occupancy cost
of the warehouse and still earn a decent profit.
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ROI Benchmarks- ROIFEF

The 2006 IWLA financial benchmarking report
(prepared by Profit Planning Group) traced EBIT
to total assets.

« The average was 13.5%,
 The high profit group was 32.3%.
The smaller operators did better than the large ones
the under $10mm operators at 15.1%
the over $10mm at only 4%.

2006 IWLA financial benchmarking report
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Definitions-ROI%E X
RO

In , rate of return (ROR), also known as return
on investment (ROI), rate of profit or sometimes just
return, it is the ratio of gained or lost (realized
or unrealized) on an relative to the
amount of money invested.

The amount of money gained or lost may be referred
to as : /loss, gain/loss, or net
iIncome/loss. The money invested may be referred to
as the . : , or the

the investment.
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Definitions-5& X: 4= 4% 11 N TR R

Time value of money -

Capital gains and losses most investments carry
risk that the investor will lose some or all of the
Invested capital.

If the value stays relatively stable, the investment is
said to have “low volatility.” If the value
fluctuates it has “high volatility.” such change in
value directly affects ROI for such investments.
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Definitions- & X : =1=10]

Rate of Return and Return on Investment

Rate of Return ROR indicate cash flow from an
Investment to the investor over a specified period of time,
usually a year.

Return on Investment ROl is a measure of investment
profitability, not a measure of investment size. While
compound interest and dividend reinvestment can
Increase the size of the investment (thus potentially
yielding a higher dollar return to the investor).
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Definitionsi€ X.: P[Pz

Expected Return

The expected rate of return is based upon the cost of
money

The opportunity cost

Plus the investment risk, the greater the potential
Investment return, and or potential investment loss.
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L_ease versus Own FH 55 5

~

(If you intend to operate, you’ll need to focus on the
short term)
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The Lease vs Own Decisionfi 5 5 &4

THE FACTORS IN LEASE vs OWN ANALYSIS FOR USERS OF DISTRIBUTION SPACE

EXIT STRATEGY3E H 5k #E

b
A
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Contrasting Goals

 Landlord
(Developer)
— Cover all costs
— Minimize risk
— Protect the
Investment

— Long term
leases

& Grubh:Ellis

bz B AT

e Client (Operator)
— Control costs
— Minimize risk
— Rent for
flexibility
— Short term
leases
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Developer’s Top TenJT & 1 [ 10 1% %

Rent escalation throughout term
Minimal Tl investment

Maintenance of entire property borne by the client-
Including roof and driveway

Full pass-through of CAM charges
Strong credit of client
Renewal options with automatic escalation in base rent

Maximum land coverage- minimal truck parking
Return facility to prior condition

4
5
6.
7. Full responsiblility for Tls to client outside of lease
8
9.
10. No sub-lease without approval

& Grubh:Ellis
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Operator’s Top Teniz & i 10 K1k F¢

Flexible renewal options and term length

Termination prior to lease term

Space expansion or moving options with same landlord
Fixed rent over term or minimal escalation

Capped CAM charge escalation- access to actual costs
Minimal sub-lease restrictions

Fixed or capped TI cost upfront

Exclusions for roof and driveway repairs

. Free rent

10. Trailer parking

1.
2.
3.
4.
.
6.
i
8.
9

& Grubh:Ellis
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Buy versus Lease # NIARST IR

(If you intend to operate, you'll need to make a
decision)
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—\

Determining factors ¥

—

Location of the property
Price of the property
Operating costs

Income opportunity
Financing
Future market value of property

ASPEN
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Buying Advantages & 34

Benefit of Capital Appreciation over time.
Control over the property as you see fit.
Income opportunities from rentals.
Positive leverage on the investment.

Tax Advantages (Us tax codes)

— Interest deductions.

— Cost recovery deductions.

— Capital Gains tax from appreciation is less
than user tax rate.
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Buying Disadvantages 4 1) 25 #4:

ASPEN
24 September 2008

Time frame / less than 5 years

Limited capability for growth or
expansion

Initial capital outlay

Building management issues
~inancing due to market changes
_ose flexibility to change location

Risks involved with ownership




Lease Advantages FH 55 it HL 3

Flexibility and mobility to expand or
contract

Availability of cash

Costs are more stable

Control over the term of the lease

Focus on your business and not property

Tax benefits
— Occupancy costs of leasing are fully tax deductible.

ASPEN
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| ease Disadvantages il 5 ¥4, 4

COsStS: For financially strong companies

leasing may be more expensive than
buying.

Loss of Appreciation
Contractual Penalties
Control

Loss of facility improvements

ASPEN
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Warehousing Outsourcing

(ENITP AN E)

(If you want others to focus on their core
competence you need to focus on yours)
AR N OGEAAT TR D HETT s RS BRI
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Evolutionary Milestones % Ji& ¥ B

e |Initially Everyone Total Self Sufficiency...
- A ANEE H & H A2
e Divisionalization of Efforts...
— a4
« Specialization...
— ki
e Outsourcing...
— JM e
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Outsourcing Motivations #M Lz #1,

As the noted business author Peter
Drucker addressed in a Harvard
Business Review article “To Sell the
Mailroom”, the trend among companies
today Is towards contracting out their
support or assessorial work. He went
on to identify and emphasize the
advantages of outsourcing.
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Third Party Services 55 = J7 & fif ik 5%

Distribution

Reverse Logistics

Global / Import &
Export

Personnel

Packaging/Labeling
Marketing

Transportation

Sourcing &
Procurement
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Types of Outsourcing & fi /ML R A

Outsourced warehouse is normally
divided into two categories:

— Public

— Contract
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Types of Outsourcing & fif #h &35 Y

As we look at third party logistics
service providers it Is best to categorize
these into three types:

— Asset based
— Management based

— Integrated
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Advantages of OutsourcingsMa L4

Lower operating costs through more focused
profit-driven professional management

— RIS BT LB B R RE E B
Reduction in capital assets deployed to
outsourced services

— IS S R 55 B 75 22 31 FH B 3 A AR 3 7 A
Access to innovative state of the art expertise
and options

— KA FIRMEFRE S, EEIAFE
Emphasis upon your core business without the
distraction of outsourced activity

- BT IRIIZLEET, BN RIS 2 HUER T
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The Outsourcing DecisionZM, ¥ 5%




Future Trends

AREZ

(What does the future look like?)
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Trends Influencing Warehousing

= Assets Back in Vogue...?7?7?

... or an Advantage?

« Assats are back <
in vogue

« Class | Railroads
saw share
appreciation of
29%. outpacing
norn-asset
logistics
companies for
the first time in
three vyears!

Annual Stock
Performance

CHRWY, EXFD, LTI
EAGL, FWRD, HUBG, LETR,

FACR
CWTI, HTLD, JBHT, KNX
Camers EWFT, '"WERM, XFPREA
- BNI, CHI, CP, CSX, NSC, LINP
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/Zl'op 25 North American LSP’s

Top 25 North Auamerican IPL companies based on Net Revenues
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Real Estate Returns

Exhibit 1.6: However, Certain Other Alternative Investments
(e.g. Private BEquity, Venture Capital) Are Now Beginning to
Compete More Successfully for Available Capital

oF

Frivate RE 14.4% 20 .06 16.60 8.21 11.77*
Hedge Funds 9. 64 I .&1 12.86 8. 70 12.04*
Private Equity 24 36 27.55 2577 6 .84 3.82*
Gold 5.50 20,40 22.20 2.0 21
Verture Capital | 15.41 82.04 1757 354 3.45*
Commodities .63 19.44 -2.71 1.90 11.08
L5, Dallar -F.0 12.1 -&.9 -1.& -7.9
Public RETs 0.4 8.29 34 35 -5£.96 -17.83

* Figure is for first three quarters
Source: Bloomberg, Cambridge Associates

al
xposition
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Typical Warehouse Profit

e Warehouse Fee Tactics

> Percent of Revenue / Cost
> Include Profitand G & A

 \Warehouse Averages:
» OP Expenses = 78%
» Profit/ G & A=22%
» G & A=16% of Revenue
» Net Profit = 6% of Revenue

24 September 2008




Industry Averages

In the final analysis the profit figure will be
based on the situation, the negotiating
strength of the parties, the nature of the
Industry and the risk assumed by the parties

Experience suggests that an appropriate
range for “pure” profit percentages Is

4 — 12% of revenue, or a slightly higher
percentage of total cost
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