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INTRODUCTION

| ntroduction

Now that the hot air is starting to lesk from the dot.com baloon, red estate companies doing
business in cyberspace are bracing for what may be a coming shakeout in E Commerce. Wall
Street’s unrequited love for any Internet start-up has given way to a new pragmetism: online
companies in real estate and other business sectors are being evaduated on their path-to-
profitability (P2P), or when they will sart to generate sustainable profits.

P2P could be a long road for many Internet companies, and some with high cash-burn rates
could soon fall exhausted by the wayside. Some dready have. Meanwhile, the survivors are
racing to develop and redevelop the business dtrategies and profit modes that will help them to
live and grow in an increasingly competitive e-marketplace.

While the market’s focus has been on the fate of dot.com sart-ups, another Internet story is
unfolding. It concerns the efforts of established companies in a range of industries to Web-
enable their businesses. These companies are using the Internet to build aliances with customers
and suppliers, create more efficient supply chains, move back office operations to the Internet,
manage projects more efficiently, and buy products and services at substantidly lower costs.

What does this mean to the red estate industry? Today red estate companies must decide
whether to use the latest technologies to launch new revenue-generating ventures. They must
aso determine how, not whether, to web-enable their businesses. Traditiondly, the red edtate
industry has not had much interest in drategy, process improvement or technology. But the
opportunities presented by the Web are too compelling for companies to ignore.

New Revenue M odels

For once, the red edtate industry’s relaive downess in adapting to new technology and the
Internet could work to its advantage. In assessng revenue and profit opportunities for new
online business ventures, red estate companies can learn from the successes — and failures— of
online companies tha have gone before them. This learning process begins with a sdf-
diagnogtic: ared estate company must look at its own competencies and business process and
decide how it is different from the competition — and how it is not. It must understand who its
customers are and what they want. It has to create a unique vaue proposition targeted to this
market — a vaue so compelling that customers will return again and again to buy its products or
sarvices. And it needs to develop a sugtainable revenue and profit modd, addressng the
question of whether it IS worth the investment to
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build the model based on the expected revenue that will be created. Above dl, it has to be
flexible and adaptable. The economy and ECommerce are changing so fast that a company
must be prepared to bob and weave, quickly pulling back if one modd is not working and trying
another.

Enhance/Enable Business Processes

Every red estate company must understand Internet technology and determine how to Web-
enable its busness in order to manage it more efficiently. “The Internet is making it possible for
an indugtry that has been technology chalenged to become technology enabled,” commented
Joseph Rubin, nationd director of Real Estate eBusiness Solutions and a partner in the New
York office of Erngt & Young'sE&Y Kenneth Leventhal Real Estate Group (E& YKL).

By outsourcing their back office operations to online service providers that can do the work
faster, chegper and more efficiently, red estate companies will be able to operate far more
efficiently than in the pad, redize substantid cost savings, increase net operaing income, and
achieve higher property and enterprise value. The work of software gpplications — management
of customer relaionships, supply chains, human resources, interna accounting and much more —
is sarting to move online. More providers are selling gpplications as a service over the Internet
instead of as a product-in-a-box. Companies can contract with providers that have the
technology, the expertise, and the skilled people to provide a variety of business and technology
services over the Internet.

I nvestment/Start-Up Opportunities

Asred edtate advances on the technology curve, venture capitdists and inditutiona investors as
well as red estate companies themsaves see opportunities to invest in or dart real edtate e
businesses over the next six to 12 months, before the window begins to close as companies
establish market positions, competitors crowd out new arrivals, and the erea estate market
darts to mature. In rea edtate, an indusry with a long history of entrepreneurship, new
entrepreneurid ventures will be found in red estate technology. This will creste an opportunity
aswell as achdlenge for the technophobic playersin the industry.

The quedtion for investors in investing in online red estate companies, as in other virtud
businesses, will be in determining which companies have the busness models, the capitd, the
tdent, and the vison to survive and grow in what could be a period of consolidation in E
Commerce.
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E& YKL Data Base

To assst companies with this andyss, E& YKL has developed a data base of the hundreds of
companies in the virtua red estate space -- companies that specidize in online services to
particular markets such as architecture, engineering and congruction or that provide online
services across a number of red estate markets. “These are not Smply Internet versons of
traditional red estate companies,” said Dae Anne Reiss, globd indusry leader of Erngt &
Young's E&Y Kenneth Leventhd Red Estate Group (E& YKL). “These are technology-driven
enterprises that are transforming the red estate marketplace and providing a new set of pipes
through which dl red edtate players will conduct their busness.”

“Virtual Real Estate”

Paul Griesmer, E&YKL'’s chief drategist, sad that “our data base is of vaue to red estate
companies in identifying opportunities to Web-enable their businesses.” Some of the companies
inthe E& YKL database areligted in the “Virtud Red Estate’ chart attached. It shows many of
the leading players in transaction support, asset and property management, customer and tenant
sarvices, facilities management, development and construction and other red etate sectors; and
it is intended to illustrate the depth and diversity of today’s virtud red estate marketplace. Of
course, in today’ s rapidly changing E-Commerce environment, new companies will continue to
enter the online real estate market while some others may disgppesar.

In this report, we share some of our observations and findings about trends and issuesin the redl
estate online marketplace, and we focus on the questions that your company needs to address
and the steps needed to pogition your organization to compete in the New Economy. We will
provide frequent updates to our report on our web site (www.ey.com/redestate), where you
can 9gn up to receive our red edtate e-newdetter.

4 REAL ESTATE E:ECOMMERCE REPORT



ENABLE/ENHANCE BUSINESS PROCESSES

Enable/Enhance Bus ness Processes

As the E& YKL andyss shows, the Internet is driving efficiencies in every mgor red edae
process. Behind the Internet is the technology — the online software, the network systems, the
gpplication service providers — that powers the online companies that are providing Web- based
solutions to developers, owners, investors, property managers, brokers and other playersin the
red edtae industry. But E-Commerce is redly about process, about changing the way
companies conduct their business: streamlining workflows, enhancing customer connectivity and
quickly accessing data that drives management decisons. The following is alook a the key red
estate processes, how they are being changed by the Internet, and some of the online playersin
these spaces.

Construction Management: improving control over budgeting, scheduling and progress
monitoring.

The $3.2 trillion globa building and congruction indugtry is one of the world's larges,
accounting for 10% or more of GNP in many countries. It dso is one of the most fragmented,
paper-intensve, and process-bound indudtries, known for painful project delays and cost
overruns. Its adoption and use of computer technology has been dow. Because of complexities
in hardware, software and maintenance, no common agpplication had been shared among a
project’s participants. On a large project, lasting months or even years, coordination of dozens
or even hundreds of teams, subcontractors, and vendors on a project typicaly has been done
offline -- by fax, phone, and express mail. Every twesk in a project’s architectural drawings
requires that new sets of blueprints be printed and distributed to the project’s architects,
engineers and contractor for review. Much time is wasted on paper shuffling, projects take
longer to complete, and costs mount up. And without a central communication hub, a contractor
can dways say, “I didn’t know you wanted me to do that.”

Enter the Internet. “Collaboration Stes’ are emerging on the Internet to help companies better
manage al types of projects. These include dtes that act as virtud project managers for the
congtruction industry, enabling contractors to better manage risk, reduce costs and complete
projects on schedule. Congtruction teams of architects and design professonds, contractors
and subcontractors, developers and owners, and facilities managers can log on to the Web sites
of Cephren, Bidcom, and Buzzsaw and other online providers and, usng secure passwords,
access a section of a provider's Web site to store and share blueprints and other documents,
communicate with other team members, work through permit processes, create Requests for
Proposas (RFPs) and receive bids, buy goods, and recruit
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condtruction industry professonas and workers. Companies scattered across the U.S. or
around the globe can collaborate on the Web on every phase of a project from design to
management. Digita cameras on the congtruction site can be used to show the progress of the
project on the virtua site. The payback: easer communication, faster project completion times,
lower costs and more accountability.

Buying, Selling and Leasing Property: ready access to a stream of information, faster
due diligence, quicker closings, and significant cost savings.

Whether a property’sin New Y ork, Los Angeles or Peoria, detailed market analyses, property
information and photographs covering tens of thousands of office, indudtrid, retail and other
commercid properties for sde or lease nationwide are now ingantly available online to owners,
tenants and brokers from companies such as CoStar Group, Comro, LoopNet, PropertyFirst,
and RedtylQ. These data Stes -- the firs red edtate industry portals -- help users to manage
their busnesses more efficiently, primarily by providing better access to market and property
data In addition, a number of auction Stes and transaction platforms such as Zethus are
springing up, dlowing market participates to not only see what's out there but to complete an
entire transaction online,

In the U.S,, the rapidly flowing stream of online property information encompasses not only the
largest properties but the thousands of other smdl office buildings, retail centers and other
properties — those that account for the maority of properties. According to the U.S. Energy
Adminigration, there were 775,000 office buildings in the U.S. in 1995 (the latest year for
which figures are avalable), totding 10.5 billion square feet. But 95% of these buildings were
less than 25,000 square feet, and half were less than 5,000 square feet. Only one percent had
more than ten floors, and haf had only one floor. On the Internet, you can find information on
these smdller office properties — and every other sector of the red estate market. Online listings
cover dozens of categories from high-rise office to warehouse and digtribution centers to
commercid land. Some online companies focus on niche markets, for example, CityFeet
provides information for smal businesses seeking to lease space in targeted U.S. cities. The
upshot: Brokers, owners, investors, developers and tenants are able to obtain information, put
together dedls, complete the due diligence process and close transactions much fagter than
before, and to save money from more efficient execution of transactions.

In addition, there has been an exploson of sites such as Inman, GlobeStreet, IPGDirect and
Pikenet that provide news and online yellow pages to help red estate players navigate the Web.
Together with the listing Sites, they provide awedlth of new data to the red estate executive.
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Property and Asset Management: enhancing wor kflow processes

Portas have emerged in red edtate, but they are in earlier stages of development compared to
other indudtries. Mogt currently offer information or market products or services, but the
breakthrough will come in the emergence of sites that facilitate business and store data centraly
online.. “We will see a shift in focus’ as red edtae portas evolve, Rubin sad. “The stickiness
will not be content but day-to day management of the business enterprise.” In other words, the
online red edtate offerings are il in the process of migrating from data to B2B commerce. We
are just beginning to see key operational processes being offered online including property
management, rent collection, accounts payable and lease adminigtration.

New Y ork-based ReaPulse Inc. (reapulse.com) hopes to create such a business platform by
launching The Redm, a B2B E-Commerce hub for commerciad red esate. The Redm,
scheduled to go live later this year, will be the gateway to proprietary software applications that
will endble the commercid red edate industry to conduct most of its day-to-day business
online. The Redm's e-business tools are designed to enhance workflow processes that not only
are interna to red estate companies but dso transform B2B transaction processing between
commercia read estate organizations and tenants, suppliers, service providers, lenders and
intermediaries. To build the technology platform for The Redm, RealPulse acquired four leading
commercia red edtate technology firms. ARGUS Financid Software, B.J. Murray, Inc., CTI
Limited and Newstar Solutions. The god is to create a central database of property operations
linked with financid forecasting thet provides owners with enhanced management information,
real time vauation and direct access to the capital markets.

We expect to see alot of activity in this space over the next 12 months. Many of the largest redl
edate players, including many of the big financid inditutions and Wall Street firms, have not yet
weighed in with their online offerings.

Procurement Facilitators: leveraging buying power

A key god of E-Commerce is bringing together communities with common interests. As noted,
the red estate community is highly fragmented, with most players unable to buy goods and
sarvices as chegply as the big boys. Procurement is a B2B application which impacts the day-
to-day business of every company — a“dicky” activity.

The growth of procurement facilitators on the Internet has enabled companies in every segment
of red edtate to ramp up their buying power. Companies like SiteStuff help property owners
and managers to dgnificantly reduce the cost of procuring goods and services required to
operate properties. A number of other procurement platforms are in development. Hilton Hotels
Corp. and PurchasePro.Com recently announced plans to
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establish a proprietary hospitdlity procurement network for Hilton's branded hotes and to
edablish the industry’s largest purchasing exchange. BigVine.com manages an online barter
system involving a number of markets including red estate. The objective of these procurement
gtes is not amply to buy lower-priced goods. It is to lower the overal cost of, and enhance
control over, the procurement process.

To capture a share of the fast-growing procurement market, some owners and operators have
entered into agreements with procurement facilitators to jointly market products and servicesto
tenants. For example, Equity Office Properties and HQ Globa Workplaces, a full-service
turnkey workplace provider, recently capitdized ajoint venture to own and develop full-service
business centersin Equity Office's buildings.

Companies are not only finding ways to manage the procurement process more efficiently and a
lower codts, they aso are developing new markets in procurement services. An example is
Corrigo Inc. which provides integrated solutions that improve the efficiencies and overdl
profitability of field service operaions, for example, by enabling apartment tenants to initiate
service requests, check their status, and provide feedback through the wirdless Web. When the
tenant places a service request, a technician is derted by mobile phone or pager and dids into
CorrigoNet, a maintenance and customer service solution that uses the Web, wirgess
communication, and the telephone. The technician can learn the specifics of the service reques,
schedule work orders, recommend troubleshooting tasks, accesses an ingtruction manua, and
provide feedback to residents and property managers.

Finance: shifting from transactional to customer-centric focus.

“E-Commerce will fundamentaly change commercid real estate finance and the CMBS
(commercid mortgage backed securities) market,” says Rubin. Owners and operators and

other borrowers will have more choices. They can go to a lender’s or broker's ste or,

increasingly, to an online marketplace or community that gives them the solutions, tools,
products and services to meet dl of their financid and operating needs. By participating in these
communities, owners and operators will accumulate more power and be in a position to demand
better financid products from lenders. “Owners will force lenders to shift from atransactiond to
a customer-centric focus,” Rubin commented. To maintain customer “gtickiness,” and generate
new business, lenders will have to do more than sdll loans. They will need to offer an increasing
array of products and services to help owners manage their businesses.

E-Commerce will dramaicdly improve the efficiency of the lending process, diminating
redundancies and paperwork. The data will flow directly from property management systemsto
brokers or lenders via the web, and then to rating agencies, servicers and CMBS investors
seamlesdy.  Initid  loan  screening will primaily  be  automaed,  with
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underwriting parameters and market data aready built into the system. Sites will provide tools
for borrowers to vaue their properties and sze the loans under varying ded structures. The
automation of loan processng will not diminate the human dement:  personto-person
communication is essentid, paticularly in the complex negotiations that are common to
commercid red estate financing. But the overdl efficiencies will lower the cogt of lending, and
that cost will ultimately be passed through to borrowers as lower spreads.

Equity Capital: easier access, more efficient market

Asin the lending market, E=Commerce will transform the market for equity rea estate capitd,
giving owners and developers access to equity capitd online, creating a more efficient equity
capita market, and reducing capita costs. This should reduce the frustration of developers and
owvneas, who often find that raisng equity cepitd is a difficult, time-consuming process,
particularly true for small transactions -- those that account for most of the equity investment in
red estate. A developer may be able to did-for-dollars to obtain the $4 million equity piece of a
$20 million transaction, but finding $1 million in equity for a $5 million ded can be extremdy
difficult. Equitycity.com says it solves this problem by using the Internet to connect developers
and owners with individud investors or smdl investment companies -- those that are generdly
interested in investing from $100,000 to $2 million in equity.

Online Document Management: reducing transaction times and costs

Before the Internet, companies involved in large, complex transactions typicaly would creete,
copy and digtribute by mail or fax hundreds of thousands of pages of documents. And as
negotiations progressed, a new set of documents often had to be produced and disseminated.
Much time was taken up in document production, trangporting and receiving. Now, online
document management and collaboration dtes like Intrdinks enable companies to manage
critica  busness communications online and subgtantidly reduce transaction time and
adminigrative codts. Participants in a transaction can log on to a secure Intrdinks dte to
communicate, share and edit documents from anywhere in the world.
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New Revenue Modds

Until recently, profits for an online company seemed like a mirage on the distant horizon, to be
reeched some day, somehow. Now profits matter. The focus is on profits from repeat
customers, or what's known in Internetspesk as structural stickiness. Repest customers don't
have to be wooed and won over and over again. Be that as it may, a solid customer base is not
built overnight. It has to be developed through a carefully planned marketing effort — word-of-
mouth, networking, targeted advertisng and the like. And it has to be built on the right vaue
proposition and the right value-added approach. Otherwise acompany could burn through huge
amounts of capital in continuoudy recresting the customer base.

Whether companies are doing business in cyberspace or physicd space, they have the same
profit models and the same “value generators’ or growth drivers. These drivers power the &
Commerce engine. They are:

Products/Services
Customers

Tdent

Capita

Business Modd
Infrastructure
Alliances/Acquisitions
Market Share

What differentiates companies is in how they manage ther business drivers. Many online
companies have been so caught up with raising capita, recruiting talent, and building a customer
base that they have paid little attention to the other drivers. For atime, they got away with this,
goending lavishly on marketing and advertisng (and parties), generating Ste hits, increasing
traffic, and going back to the well for more capita in a process that has been described as a
huge trandfer of wedth from venture capitdigts to the advertisng industry. Then the stock
market's gyrations and a dowdown in the flow of venture capita created turmoail in the dot.com
world. Companies began to redlize that, to succeed, they needed the right fuel mix. They had to
take a balanced, proportiona approach to managing growth, utilizing the right combination of
growth drivers. To power up with only certain driversisto risk flame-out.

The Internet is a very large ocean, and eCompanies have to decide what part of it to swim in,
and how deep. How many market segments do they want to operate across -- the entire
Pecific, or offshore Long Beach? What is the depth of products or services that they will
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deliver to each segment — do they want to skim the surface like a destroyer, or operate in the
depths like a submarine? What' s the right mix of breadth and depth based on the opportunities
in the marketplace, and the investment required?

L everage Core Competencies

In the race to gain competitive advantage on the Internet, a company structures its e-business to
leverage its exising core competencies in the physcd marketplace. A company with the
srongest physica core to leverage could have an edge in its sector of E-Commerce. A
company that aready is a 600-pound gorillain the physical world doesn't have to start over on
the Internet. It goesinto cyberspace & full, ferocious maturity.

Value-Added Approach

An e-business not only markets a product or service, but adds vaue in the process. How much
vaue? The benchmarks are, firg, that the product or service is better than its competitors in the
physca world, and, second, that it is at least as good as competing products in the e
marketplace. A company’s vaue-added approach sets it gpart from the competition. A
company goes into E-Commerce with a vadue propostion so compdling that clients and
cusomers will buy its product and service not only the firg time but many times over. The
product or service provides red, quantifiable vaue. When the price is in dignment with a
product’s vaue it generates sustainable profits.

Scale

Another issue for online companies is competitive scale, meaning that a company’s growth
drivers must provide the scae that enable it to compete a the right leve in its market.
Compstitive threats can come not only from other online companies in the same space but from
physcad world companies entering the market. An online company could be cruisng
comfortably adong and then, wham!, a traditiond company with a brand name and vast
resources suddenly appears as a 600-pound gorilla in cyberspace, trampling over start-up
competitors to dominate the market. To survive, art-ups might form strategic partnerships and
dliancesthat give them the scale to match up againgt large competitors.

It sounds smple, but many ECommerce companies don't seem to have figured out how much
volume they need to make the venture — and al the capita spending — worthwhile. Dot.coms
need to take a hard look at the sustainability of their busness modds, particularly whether they
can generate enough sales volume and cash flow to cover costs and meet investor requirements.
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Flexibility

E-Commerce operates in compressed time: companies must respond to change more quickly,
or they could be left behind in the race to capture new customers, creste new revenue and
operate more efficiently. A company must be flexible and adaptable in its approach to E
Commerce, ready to quickly change its business modd and drategy in response to market
shifts, advances in technology, new opportunities, or new competitive challenges.

Strategic Alliances: sharing resources to evaluate and exploit E-Commerce
opportunities, create new revenue streams, and Web-enable businesses. Management of
red edtae is changing,” says David Sawaya, a patner in E& YKL’'s San Francisco office.
“Today the focus is on sarvice rather than just providing space” Tenants incressingly are
looking for bundled products and services that will enable them to manage their businesses more
efficiently. Building owners are forming partnerships and strategic aliances with other owners
and specidized service providers to meet tenant needs and generate additiond income. “We're
seeing more of these dliances” Sawaya commented. Reiss sad that “dliances are a way to
share the subgtantia cogts of developing virtud paces,” adding that “aliances can atract more
usersto agte, increasing its vaue and judtifying the development costs.”

Constellation Real Technologies

In one such dliance, leading red estate companies across a broad range of property sectors
have formed a red edate technology company, currently known as Congelation Red
Technologies. The company intends to form, incubate and sponsor red estate-related Internet,
E-Commerce and broadband enterprises, acquire interests in existing “best of breed”
companies on a synergistic basis, and act as an opportunistic consolidator across property
sectors in the emerging real estate technology area. Thetota capita commitment of the founding
membersis $135 million.

Those members include AMB Property Corporation, Equity Office Properties Trust, Equity
Residential Properties Trust, Kaufman & Broad Home Corporation, Smon Property Group
and Spieker Properties; a group comprised of the dominant participants in the red estate
sarvice sector, CB Richard Ellis Services, Jones Lang LaSdle and Trammel Crow Company;
Morgan Stanley Dean Witter, both as investor through its private equity funds, and as advisor to
Congdlation through its red estate and technology banking units; and Chase H&Q Capitd
Partners, a drategic ffiliate of Chase Capitd Partners. Project Congtellation’s founders own
and manage gpproximatdy $250 hillion of indtitutiona quality income-producing red estate.
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Project Octane

CB Richard Ellis, Jones Lang LaSdle, and Trammell Crow Company formed an dliance to
pursue a broad range of e-business opportunities, focused initidly on procurement, transactions,
support services, and business-to-business and business-to-consumer portals. The three
companies will have equa ownership in the new venture, which is expected to operate as a
Separate business with a separate brand.

In another venture, the three companies have sdected SiteStuff as their primary Web-based
procurement solution. Through SiteStuff, the dliance partners will purchase property
management maintenance, repair and operations (MRO) products and services for the benefit
of clients in the US, a procurement potentia that represents gpproximately $15 billion over a
three-year period. The partnership includes a combined $30 million invesment by the dliance
companies as part of a preferred stock financing for SiteStuff.

Office Technology Consortium

In another consortium, thirteen leading commercid-property companies agreed to establish the
Office Technology Consortium to capitdize on the collective scde of their operations. One of
the group’s key initietives is to create an on-line landlord procurement exchange designed to
lower landlord and tenant operating costs. Another is to set up an on-line leasing exchange to
enable corporations and other users to make fagter, more informed decisons when leasing
gpace. The group controls about 400 million square feet of the estimated 4.5 billion square fegt
of office space in the 50 largest metropolitan satistical aress in the United States. Ray Weeks,
vice chair of Duke-Weeks Redlty Corporation, is chair of the consortium.

Homebuilding companies

Lennar Corp., Kaufman & Broad Homes Corp., Centex Corp., D. R. Horton Inc., and Pulte
Corp. -- five of the biggest homebuilders -- plan to form a company that will sl homes viaa
Web site, which is expected to start by the end of this year.

It will offer listings of the new company's homes in dozens of markets across the country and be
aone-stop shop for home-related services and products. Many home builders, including the five
involved in the new company, lig some of ther homes on ther own Web stes, while some
independent  Stes, including homebuilder.com, compile their own ligings. But the five
companies, which sdl atotal of about 100,000 homes annualy, believe their brand names will
attract prospective home buyers and agents to the site. Critics of such alliances have questioned
how companies that compete in the physica world can creste workable aliances on the
Internet. But companies see vaue in such cooperation. As Christopher Meyer and Stan Davis
noted in BLUR: the speed of change in the connected economy, “The truth is, no company
today can act done. Success arises from networks.”
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Planning

Every company in every segment of the red estate industry needs to develop a comprehensive
E-Commerce plan and integrate it with its overdl drategic planning. A red estate company’s
plan must be dynamic, flexible and adaptable to the rgpidly changing technology and E-
Commerce marketplace. The plan is driven by an organization’ s leedership and vision and, most
importantly, its willingness to experiment with new idess in a maketplace where many
companies, both indde and outsde of red edae, are developing, testing, refining and
implementing new red estate e-business models.

We offer these questions as a means to frame the issues and start the process of developing an
e-busness plan:

What impact is E-Commerce having on your company and your competitors?

What is your EECommerce strategy? How developed is it? What areac B2B, B2C,
B2T?What E-Commerce initiatives do you have underway?

How is E-Commerce changing your tenant relationships?
For example, do you provide online leasing? Do you track tenant service requests on the
Internet? Do you collect rent on the Internet?

How is E-Commer ce changing your vendor/supplier relationships?
Do you buy building supplies or MRO over the Internet? Administer service contracts on
the Internet? Track orders and pay bills online?

What are you traditional competitors doing in E-Commerce?
Who are they and what are they up to? Have you benchmarked your ECommerce
performance againgt the competition? Are you ahead or behind?

How are you responding to the changing real estate requirements of your tenants?
Do you know the red estate needs of your tenants, e.g., how much space they require,
and what locations they need

How are you addressing issues of control, security, and information technology
reliability in E-Commerce?

How effectively does your existing IT infrastructure and staff support your E
Commerce strategy? Does your workforce generdly have the sills and training to
operate in an E-Commerce environment?

In addressng these questions, you can begin by examining your current business modd,
including your company’s key gods and business drivers, the external market forces buffeting
your company, and your company’ sinterna assets and legacies.
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Business drivers include the need to grow, raise capital, and operate efficiently aswdl as
drivers unigue to your organization.

External market forces include changes in capitd needs, competitive forces, shifting
aliances, rapid changes in produce vaue and pricing, and needs for new taent.

Internal assets and legacies include your current infrastructure, brand, customer base,
skill sets, state of your technology, and expectations of your shareholders and other
stakeholders.

Compared with an Internet Sartup, atraditiona company has customers, suppliers,
exising products and services, a profit modd, aliances and probably a brand
identity. But in moving into E Commerce, it must address a range of issues such as
whether to web-enable its exising busnesses, expand or modify existing core
business, or transform itself into a new business.

An Internet startup often begins in need of everything: capitd, tdent, cusomers,
suppliers, dliance partners and so on. Its urgent issues include deciding on the right
business proposition and operational approach, the best profit mode, how to attract
customers, what facilities are needed, and, most importantly, how long it will take to
return a profit.

Initiatives

In developing your ebusiness plan, keep your options open. Develop dternatives or
multiple initiatives to implement your plan so you can quickly adapt to the rapid change
and experimentation in ECommerce. Competitors could capture your targeted space,
and you may have to target a different market. Another question: how fast can you fail?
The faster you know that one agpproach won't work, the more quickly you can regroup
and repogtion. By developing these initiatives, you should have a clear idea of what e
business you will bein — and what business you shouldn't beiin.

E-business plan

Whether you are a traditiona company or an ebusiness startup, your e business plan
needs:
A unique vaue propostion: what vaue will your customers see in your products or
services?

The best operationd gpproach: how will you gtitch together the right dliances and
business partners? What' s your best cost modd? How can you make good on your
vaue proposition — can you ddiver?

The right profit mechaniam. Yes, profitd
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Barriers

How will you overcome barriers to launching your e-business plan? Such as the money or
key tdent needed to launch, or how your competitors will respond, or how to attract
venture capitd for a possble IPO. And, findly, in bresking through these barriers, how
fast can you get to market? In ECommerce, a 100 mph launch may seem like dow

motion. The fagter, the better.
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Outlook

In this report we have provided you with some generd ideas and suggestions of how to develop
an ebusness plan. The actua planning process is, of course, more complicated, and full of

chdlenges. But as we noted earlier in this report, the next sx to 12 months represent awindow
of opportunity for established red estate companies to start e-businesses or dot.com companies
to launch web gtes targeted to the real estate market. After that, the window could begin to
close, and the opportunities may be more limited. So take alook at where your organization is
and where it could go in ECommerce. At least for a little while, the opportunities are wide

open.

17 REAL ESTATE E-COMMERCE REPORT



E&Y KENNETH LEVENTHAL REAL ESTATE GROUP

E&Y Kenneth Leventha Real Estate
Group

The E&Y Kenneth Leventhad Red Edtate Group of Ernst & Young has one of the leading redl
estate ECommerce practices, providing accounting, tax and advisory services to the indudtry.
We asss red estate companies in andyzing technology opportunities and Web-enabling their
business processes, and red estate dot coms in designing strategies that generate value for the
industry. We aso have a team focused on security issues, S0 that you and your suppliers and
customers can conduct your business on-line in a secure environment.

Whether you dready are a fully fledged e-busness or on the way to becoming one, our
experienced people are there to help you drive vaue in the connected economy, faster, from
concept to 1PO.
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Key Contacts

For more information about E&Y Kenneth Leventhd Red Edate Group services, please

contact:

PRACTICE LEADERS

Dale Reiss

Global Industry Leader of Real Estate

(212) 773-4900

Clint McDonnough

National Director,

Real Estate Advisory Services
(214) 969-0645

Joseph Rubin

National Director of Rea Estate
E-Business Solutions

(212) 773-4900

NORTH AMERICA

Atlanta

David W. Leeds
Jane O. Salter
(404) 874-8300

Boston

Paul Grismer
Bob Hedley
(617) 266-2000

Chicago
Robert Langer
(312) 879-6500

Dallas

Carol Ansell
Gary Keiser
(214) 969-0900

LosAngeles
Kenneth Townsend
(310) 277-0880

Miami
James Werle
(305) 358-4111

New York

Paul Martakis
Deborah Levinson
Howard Roth
(212) 773-4900

Orange County
Stephen Duffy
(949) 794-2300

Philadelphia
John Heffron
John Tierney
(215) 448-5000

Phoenix
Terry Gilbert
(602) 508-2600

San Diego
Mitch Ellner
(619) 232-6300

San Francisco
Dave Sawaya
Mark Smith
(415) 951-3000

Toronto
Calvin Y ounger

(416) 864-1234

Washington, D.C.
Alan Gittelson
(703) 747-1000

ASIA —PACIFIC
Jack Rodman
(310) 277-0880

EUROPE
Peter Capobianco
(617) 266-2000

London
Stephen J. Herring
(44) 171-931-3966

Lyon
Alain Donnadieu
(33) 4-7276-344

Netherlands
Ad J. Buisman
(31) 55-529-1428

LATIN AMERICA
Stephen Finn
5411 4 312-9090
Chuck Bedsole
(214) 969-0734
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Www.ey.com/real estate

Would you like to receive periodic e mail updates on what's new a E&Y Kenneth Leventhd
Red Edtate Group? If so, register on our Web dte a (www.ey.com/redestate) and click
Update Me. Well e-mail you about new publications, sudies, surveys and more.

20 REAL ESTATE E-COMMERCE REPORT



ERNST & YOUNG LLP Www.ey.com

© 1999 Ernst & Young LLP.
All Rights Reserved.

Ernst & Youngis
aregistered trademark.



