








In-Depth Report

TRIM

WHAt BeGAN AS A SUBpRIme ReSIDeNtIAL mORtGAGe CRISIS 
HAS, in the last six months, spread to a widespread credit 
market correction. Many large commercial banks and other 
financial institutions declared large losses during the third 
quarter due to their exposure to residential mortgages and 
a variety of credit derivatives. The equity markets reacted 
quickly with significant declines, and many lenders pulled 
out of the market altogether or severely tightened their 
underwriting. In the meantime, there was a profound 
“flight to quality” by fixed income buyers, driving the prices 
of US Treasuries to levels not seen in several quarters. 

As the third quarter unfolded, the depth and breadth of 
the credit crisis became more apparent. Risky residential 
mortgages—often with adjustable rate features—appear 
to have been made to a wide variety of homeowners and 
not limited to what was once thought of as the riskiest of 
borrowers—low-income, minority and urban borrowers. 
As more and more “subprime” mortgages were issued, they 
were distributed through the US financial system. Financial 
institutions pool mortgage loans, then “slice” them into 
various tranches with different credit ratings, and then 
sell pieces of the tranches as mortgage-backed securities, 
spreading the risk out across a broad base of financial and 
other investors. The pools obscure the identity and financial 
exposure of the individual mortgage holders. During the 
quarter, the banks moved to stem their losses, declaring write-
offs and curtailing their more aggressive lending practices. 
This created uncertainty throughout the capital markets.

As a result, US economic growth is expected to slow. 
However, tenant demand for most types of space 
remained healthy and therefore, the commercial real 
estate market continues to perform well. There is still 
substantial capital seeking commercial real estate assets, 
and sales volumes for 2007 have already set an annual 

record. The velocity of transactions slowed in the third 
quarter—September will be one of the slowest months 
in recent years—as leveraged buyers found that lenders 
were suddenly requiring increased equity commitments 
and revised loan terms. The highly leveraged buyers have 
exited the market, but plenty of capital remains seeking 
high-quality assets. Due to the heavy deal-making activity 
in the first eight months of the year, annual sales will reach 
record levels. At the end of the third quarter, commercial 
real estate sales totaled $370 billion compared to $350 
billion for the full year 2006. 

Steady but moderated economic growth and low 
unemployment is expected to support commercial market 
fundamentals, particularly for office space in the nation’s 
major metropolitan markets, where rental rates are at or 
near record levels and vacancy rates are at record lows. 
Most markets have relatively healthy supply/demand 
fundamentals and very few are at risk of overbuilding.

MEPT’s operating portfolio has less than 8 percent 
vacancy—better than the national average. MEPT’s asset 
management team at Kennedy performed a review of its 
mortgage-related tenants and, more broadly, credit and 
housing-oriented tenants to assess MEPT’s risk exposure. In 
the first quarter of 2007, MEPT conducted a similar review 
that was limited to mortgage providers. 

At the end of the third quarter, mortgage-related tenants 
(see chart) occupied less than 3.4 percent of the square 
footage in MEPT’s portfolio and contributed under 5 
percent of the total rent. Additionally, mortgage-related 
tenants that could be characterized as high risk (more 
exposed to the effects of the housing downturn) only 
occupy 0.3 percent of the portfolio square footage and 
provide 0.8 percent of the rental income in the portfolio. 
The asset management team began to be concerned about 

some of the unsound home-lending 
practices more than two years ago and 
determined the need to mitigate MEPT’s 
exposure by limiting the number of 
leases signed to mortgage-related 
tenants since the team was apprehensive 
about the future of such tenants 
operating in a traditionally cyclical 
industry. Kennedy’s asset managers 
will continue to closely monitor the 
mortgage-related tenant base.

Credit Crisis and Effect on Commercial  
Real Estate Markets
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Management Fee—The Trustee of MEPT charges an annual investment management 
fee based on the net assets of the Fund. The current annual MEPT fee is approximately 
0.837%. The fee is determined as follows: 1.25% on the first $1 billion of MEPT total 
net assets, 1.0% on the second $1 billion of MEPT total net assets, and 0.75% on MEPT 
total net assets above $2 billion. Cash balances in excess of 7.5% of Property Trust net 
assets are excluded from the above fee calculation and will be subject to an annual fee 
of 0.15%. Therefore, the fee decreases as MEPT grows. There are no charges for entry or 
exit, and the Trustee charges no additional investment management fees to its investors.

Third Quarter Trust Report

The Trust Report is published 
by Multi-Employer Property 
Trust (MEPT), a commingled 
open-end real estate 
equity fund that invests in 
a diversified portfolio of 
institutional-quality real estate 
assets and 100% union-built 
new construction properties 
in major metropolitan markets 
around the country. MEPT’s 
primary investment strategy is 
to create top-quality, income 
producing assets through 
development, rehabilitation or 
acquisition and repositioning 
of under-valued assets. 
MEPT’s investor base is 
diverse and is composed of 
Taft-Hartley, public employee 
and corporate pension plans.
 
For more information, please 
contact Landon Butler & 
Company, LP at 202-737-7300,  
or through the Web site,

www.mept.com. 

MEPT engaged a printer for the 
production of this report that is 100% 
wind powered, uses a waterless 
printing process and employs qualified 
union craftsmen. This report was 
printed with 100% environmentally 
friendly soy-based ink. The paper used 
in this publication was manufactured 
with a minimum of 50% total recycled 
fiber, including a minimum of 25% 
post-consumer waste, and is Forest 
Stewardship Council certified for 
chain-of-custody.
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DURING THE QUARTER, MEPT ENTERED INTO A JOINT VENTURE TO 
ACQUIRE A SITE AT 1800 ARCH STREET in downtown Philadelphia. MEPT 
contributed $28.2 million toward the purchase of the site, which is located adjacent to the 
new Comcast Center, a 1.25 million square foot office tower. MEPT will explore the future 
development potential of a mixed-use concept to serve the employment base in the area. 

DURING THE QUARTER, MEPT PURCHASED AN ADDITIONAL OWNER­
SHIP INTEREST IN 3500 LACEY ROAD FOR $6.5 MILLION. The purchase of 
an additional 5 percent interest brings MEPT’s total ownership to 96 percent of the asset. 
3500 Lacey Road, a Class-A, mid-rise office building, is located in the Chicago market. It 
is currently 89.7 percent leased to Sara Lee Corporation as well as several smaller tenants. 
MEPT currently has 21 assets in which a minority owner holds a portion of the ownership. 
It is the Fund’s intention over the long term to buy out minority partners in order for the 
Fund to fully benefit from the value created by these assets. 
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