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THERE HAS BEEN A STRUCTURAL SHIFT TO ALTERNATIVE

ASSET CLASSES...

ALLOCATIONS ACROSS ASSET CLASSES, 1995-14 ALLOCATIONS WITHIN ALTERNATIVES, 2014
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WITH A SIGNIFICANT RISE IN INVESTMENT ACTIVITY POST

FINANCIAL CRISIS, FOR REAL ESTATE

INVESTMENT ACTIVITY ACROSS GLOBAL REGIONS, 2008-15
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STRUCTURAL CHANGES IN CAPITAL MARKETS HAVE

SUPPORTED THE GROWTH OF REAL ASSET CLASSES...

U.S. INTEREST RATES AND PRIVATE REAL ESTATE INCOME RETURNS, 1981-2015
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... AND CONTRIBUTED TO THEIR STRONG PERFORMANCE

RELATIVE TO EQUITIES AND BONDS...

% pa COMPARATIVE GLOBAL PERFORMANCE ACROSS ASSET CLASSES
ANNUALIZED RESULTS AT 1, 5, & 10 YEARS FOR THE PERIOD ENDING 31 DECEMBER 2014
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THESE ARE FAVORED ASSET CLASSES, BUT ARE THEY

PROPERLY UNDERSTOOD?

OBJECTIVES AND EXECUTION OPTIONS CAN CREATE A DISJOINTED INVESTMENT PROCESS

STRATEGY IMPLEMENTATION

THEORY A VN

misaligned policy Cannot see impact of
benchmarks asset-specific factors




REAL ASSET CLASSES TEND TO BE HIGHLY CYCLICAL,

CREATING VINTAGE RISK CHALLENGES

UNLEVERED REAL ESTATE TOTAL RETURNS FOR UK, USA, HONG KONG AND SWEDEN, 1984-14
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OPAQUENESS OF THE ASSET CLASS MEANS PORTFOLIO-

SPECIFIC VARIATIONS ARE OFTEN POORLY UNDERSTOOD

DISTRIBUTION OF PORTFOLIO ANNUAL RETURNS, 2014
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EVEN LESS TRANSPARENCY ON ASSET-SPECIFIC

VARIATIONS AND RISKS

RISK AND RETURN FOR PARIS & LONDON OFFICE MARKETS AND CONSTITUENT ASSETS, 2005-14
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WILL INVESTORS AVOID THE MISTAKES OF THE PAST?

1970s

1980s
1990s

capital inflows led
to surge of activity . I ZOOOS
in US and N
continental Deregulation of domestic market
Europe, followed enabling foreign investment led to -E
by failures a wave of foreign activity at the
top of the real estate investment

cycle. Significant value declines Overleverage and

followed in the early 1990s aggressive pricing
followed by massive

* credit-crisis leading
to questions over
role of real estate

and tightening
regulatory regimes

Aggressive pricing
of domestic
market and strong

North American investors driven
by strength of domestic market
engaged in development at home
and abroad at top of the cycle
leading to bankruptcies
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COMMON REASONS FOR INVESTING IN REAL ESTATE AND

INFRASTRUCTURE

FEATURE

PERCEIVED BENEFITS

B RETURN

Historically attractive return characteristics driven
by income return and scope for capital
appreciation

[ DIVERSIFICATION

Potential diversification benefits relative to other
asset classes and within the specific asset class

B iINcOME/CASHFLOW

Real estate tends to generate relatively high
cashflows supported by lease structure, and
Infrastructure payments have the potential to be
regulated or contracted.

l INFLATION LINKAGES

Infrastructure assets often have explicit or implict
infrastructure linkages and both asset classes are
perceived to be potential hedges against inflation

] DURATION

Both asset classes tend to have relatively long
duration cashflows

B risks

& &e| &

Both asset classes perceived to be relatively low
risks given their characteristics but, in reality, the
range of Asset Class, Market, Portfolio and Asset-
specific risks remain poorly understood

Source: MSCI, Towers Watson, Preqin, OECD
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BUT THERE ARE SIGNIFICANT RISK/RETURN OPTIONS,

WITHIN REAL ESTATE...

SCHEMATIC REPRESENTATION OF ROLE OF REAL ESTATE FOR MAJOR ASSET OWNERS
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AND INFRASTRUCTURE...

RISK/RETURN OPTIONS FOR INFRASTRUCTURE INVESTING
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FOR INFRASTRUCTURE THE “EQUITY” OR “BOND”-LIKE

NATURE OF THE CONTRACT IS CRITICAL TO ITS RISK

MODELLING THE RISK OF INFRASTRUCTURE INVESTING

Unlisted structure Relevant questions/steps Best option
@ Does the infrastructure have public debt? If so, does that debt > UUse the Merton model to relate
a2 duration match the length of the lease? the equity to listed debt
Capital stake or very T Use listed company as proxy, and
» = Are there comparable listed companies in the same market? »> . )
long-term lease E F o SlEl izl il
I.E. What are the investment's size, liabilities, operating sector, and Model custom exposures, and
country of location? » scale by leverage ratio
Concession with a =
mix of ca pital stake > 5 » Look at the contract to determine equity-to-bond ratio » Model as weighted blend of equity
and fee structure @ R
C jon with fixed =
oncession wi Ixe = i _hv-rati
. . . — Determine sectar and real/nominal cash flows, then estimate the mEE se.cmr i
or inflation-linked > - » ik p exposure or discounted cash flows.
fees S
o
Source: MSCI
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THESE OPTIONS ARE BASED ON IMPORTANT

DIFFERENCES IN ASSET CLASS STRUCTURE...

COMPOSITION OF GLOBAL REAL
ESTATE MARKET

B Privately held

Assets Equity Value Privately
of Privately held assets
held Assets J Ws

Direct Assets

Core,

Value Add Commingled
& Opp Funds
Funds

Direct Assets

held by MsCI
Listed RE ACWI Core MSCI ACWI Public Real
BB Companies Real Estate Core RE Free Estate
Float
Total Aszet Value Equity Value WYalue of Liquid
Component

Notes: Total Asset Value from MSCI Direct market size estimates; Equity Value
based on deduction of leverage appropriate for the different categories; Liquid
— Public based on Free Float Value; Funds based on Open Ended Funds eligible
to IPD Global Fund Index
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Total Asset Value

Equity Value
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Component

Privately
held assets
| Ws
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Infrastructure

Notes: Based on RARE (2013) “Guide to listed vs. unlisted infrastructure”; MSCI
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.. AND CHARACTERISTICS

INVESTMENT DIRECT REAL PRIVATE REAL LISTED REAL
CHARACTERISTICS ESTATE ESTATE FUNDS ESTATE
VALUATION APPRAISAL APPRAISAL TRANSACTION
LIQUIDITY
LEVERAGE
VOLATILITY

ACCESS TO DIRECT REAL
ESTATE

DIVERSIFICATION V. EQUITIES

GEOGRAPHIC
DIVERSIFICATION

ASSET SPECIFIC
DIVERSIFICATION

Note: Ratings based on typical medium sized institutional investor

M S C I @% Source: MSCI, Towers Watson, Preqin, OECD 9




APPRAISALS AND LEVERAGE HELP EXPLAIN THE

RELATIONSHIP BETWEEN PUBLIC & PRIVATE REAL ESTATE

US ASSET INDEXES US ASSET RETURNS
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SECTOR EXPOSURE ALSO CREATES DIFFERENCES BETWEEN

PUBLIC AND PRIVATE: THE CASE OF INFRASTRUCTURE

5-YEAR COMPARATIVE PERFORMANCE INDEX FROM DECEMBER 2009

e MISC | World Infrastructure Index, Local (LISTED INFRA)
225 e MSC1 World IMI: Sector-Weight Matching Infrastructure Proxy Index (Capped) (LISTED INFRA)
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ADJUSTMENTS NEED TO BE MADE TO ARRIVE AT ‘TRUE’

ASSET CLASS BEHAVIOR

UK REAL ESTATE PERFORMANCE OVER 14 YEARS TO MARCH 2015
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THIS UNDERSTANDING IS HELPING CREATE NEW WAYS OF

ACCESSING PRIVATE ASSET CLASSES

MSCI USA IMI LIQUID INDEX COMPARED WITH
USA CORE REIT AND USA IPD PROPERTY INDEX

Gross total

returns in USD ==|PD US Quarterly Property Index
4,500 ==[\|SC| USA IMI Core Real Estate Index
4,000 - «=m|\/[SC| USA IMI Liquid Real Estate Index
3,500 -

3,000 -

2,500 -

2,000 -

1,500 -

1,000

500 -
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AND BRINGING A BETTER UNDERSTANDING OF THEIR

TRUE RISKS

HISTORIC VOLATILITY FOR PRIVATE REAL ESTATE: VALUATION AND MODEL-
BASED ESTIMATES
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REAL ESTATE HAS PERFORMED PARTICULARLY WELL
SINCE THE FINANCIAL CRISIS

MULTI-ASSET CLASS OVER TIME
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STRONG REAL ESTATE PERFORMANCE, EVEN, MORE RECENTLY, IN

CONTINENTAL EUROPE

ASSET LEVEL RETURNS USA AND EUROPE, LOCAL CURRENCY
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INFRASTRUCTURE HAS ALSO GENERATED STRONG RETURNS SINCE

THE FINANCIAL CRISIS

MSCI GLOBAL QUARTERLY INFRASTRUCTURE ASSET INDEX
TOTAL RETURN INDEX WITH TRANSPORT & POWER STREAMS SHOWN FOR COMPARISON

% pa e Total return (All-Infra)

=== Total return (Transport stream)
25

==== Total return (Power stream)
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Source: MSCI Global Infrastructure Asset Index (UNLISTED INFRA)
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NATIONAL MARKETS ARE AT DIFFERENT STAGES OF THEIR REAL

ESTATE CYCLES

TOTAL ALL PROPERTY RETURNS BY COUNTRY
2014 PERFORMANCE vs 5-YEAR ANNUALISED
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PRICING HAS STARTED TO BECOME AGGRESSIVE, FOR

PRIVATE REAL ESTATE

YIELD SPREAD vs INCOME RETURN AT A GLOBAL LEVEL

@ Global position, 2014
=== Global position, previous years

---- Global avg. spread over LIBOR
---- Global avg. income return
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2014 o——0~_ o1

® 5009 ® 2004

SPREADS
WITH
LIBOR

narrower

v
<low INCOME RETURN high >

Note: Spreads based on difference between income return and average annual USD LIBOR, 12-month maturity.
Sources-%A%CI; ICE Benchmark Administration (IBA)
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AND, PRIOR TO Q1 2015, FOR PUBLIC REAL ESTATE AND

INFRASTRUCTURE
PRICE CASH EARNINGS PER SHARE FOR ALL EQUITIES, AND PUBLIC REAL
ESTATE AND INFRASTRUCTURE

PCE —MSCI ACWI IMI Index
=M S5Cl ACWI IMI Core REIT Index

20
= MSCl World Core Infrastructure Index
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PUBLIC MARKETS MIGHT HELP US ANTICIPATE PRIVATE

MARKET MOVEMENTS

U.S. PRIVATE (IPD) AND PUBLIC (MSCI) REAL ESTATE, 2005-15

CYCLICAL INDICATORS

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Q2 TOTAL RETURN
-8.0 | -18.5 10.7 | 113 DIRECT REAL ESTATE

PROPERTY EQUITIES

+60  Net performance difference
+50

+40
+30 direct real estate (+/-)

+20
hilLils Inll L. | k>
-5 % ol | I“"Il 1" ol |11 I
-20

of property equities over

-30
-40
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WHO IS GOING TO BE CAUGHT OUT THIS TIME ROUND?

FOREIGN INVESTMENT IN THE USA REAL ESTATE MARKET, AND REAL ESTATE PERFORMANCE, 2001-2015h2

mm Furope mm Canada I Asia
mm Middle East & Africa mm Australia i Latin America
- —IPD Quarterly
$ Billions IPD Returns
$70 (%) 20
15
$60
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$50
1 year prior to Q2 2015: 5
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$40 Canada + 420% Australia + 59% 0
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$ -20
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1. REAL ASSETS AS FAVORED ASSET CLASSES

SIGNIFICANT POTENTIAL AND INCREASING SCRUTINY OF THE REAL
ASSET CLASSES

v’ ATTRACTIVE CHARACTERISTICS. DIVERSIFICATION, INCOME, DURATION
v’ CAPITAL HAS FLOWED. ALLOCATIONS INCREASED AND
v" OPTIONS TO ACCESS ARE INCREASING.

2. MOVING RAPIDLY THROUGH THEIR CURRENT CYCLE

v' LOW INTEREST RATES. HAVE DRIVEN RECENT STRONG PERFORMANCE
v' AGGRESSIVE PRICING. COMPARED WITH HISTORIC LEVELS
v' SIGNIFICANT VARIATIONS. BY GEOGRAPHY, PORTFOLIO AND ASSET

3. DESPERATE NEED FOR BETTER UNDERSTANDING

v' CAPTURING THEIR TRUE RISKS. TO COMPARE ACROSS MARKETS & WITH

OTHER ASSET CLASSES
v" APPROPRIATE BENCHMARKS TO STRENGTHEN GOVERNANCE
v" ALIGNMENT. ALIGNING STRATEGIC & ASSET-SPECIFIC STRATEGIES & RISKS

MSCI i .
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NOTICE AND DISCLAIMER

This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its subsidiaries (collectively,
“MSCI”), or MSClI’s licensors, direct or indirect suppliers or any third party involved in making or compiling any Information (collectively, with MSCI, the “Information Providers”) and is provided for
informational purposes only. The Information may not be modified, reverse-engineered, reproduced or redisseminated in whole or in part without prior written permission from MSCI.
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databases, risk models, analytics, software, or in connection with the issuing, offering, sponsoring, managing or marketing of any securities, portfolios, financial products or other investment vehicles utilizing
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The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information. NONE OF THE INFORMATION PROVIDERS MAKES ANY EXPRESS OR IMPLIED WARRANTIES
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PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS,
MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION.

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding any of the Information for any direct,
indirect, special, punitive, consequential (including lost profits) or any other damages even if notified of the possibility of such damages. The foregoing shall not exclude or limit any liability that may not by
applicable law be excluded or limited, including without limitation (as applicable), any liability for death or personal injury to the extent that such injury results from the negligence or willful default of itself, its
servants, agents or sub-contractors.

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. Past performance does not
guarantee future results.

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other
business decisions. All Information is impersonal and not tailored to the needs of any person, entity or group of persons.

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy.

It is not possible to invest directly in an index. Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable instruments (if any) based
on thatindex. MSCI does not issue, sponsor, endorse, market, offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other security, investment, financial product or trading
strategy that is based on, linked to or seeks to provide an investment return related to the performance of any MSCl index (collectively, “Index Linked Investments”). MSCI makes no assurance that any Index
Linked Investments will accurately track index performance or provide positive investment returns. MSCI Inc. is not an investment adviser or fiduciary and MSCI makes no representation regarding the
advisability of investing in any Index Linked Investments.

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual assets. Index returns do not reflect payment of
any sales charges or fees an investor may pay to purchase the securities underlying the index or Index Linked Investments. The imposition of these fees and charges would cause the performance of an Index
Linked Investment to be different than the MSCl index performance.

The Information may contain back tested data. Back-tested performance is not actual performance, but is hypothetical. There are frequently material differences between back tested performance results
and actual results subsequently achieved by any investment strategy.

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. Accordingly, constituents in
MSCI equity indexes may include MSCI Inc., clients of MSCI or suppliers to MSCI. Inclusion of a security within an MSCl index is not a recommendation by MSCI to buy, sell, or hold such security, nor is it
considered to be investment advice.

Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research Inc. and Barra LLC, may be used in calculating certain MSCl indexes. More information can be found in the
relevant index methodologies on www.msci.com.

MSCI receives compensation in connection with licensing its indexes to third parties. MSCI Inc.’s revenue includes fees based on assets in Index Linked Investments. Information can be found in MSCl Inc.’s
company filings on the Investor Relations section of www.msci.com.

MSCI ESG Research Inc. is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc. Except with respect to any applicable products or services from MSCI ESG
Research, neither MSCI nor any of its products or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial products or instruments or trading
strategies and MSCI’s products or services are not intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as
such. Issuers mentioned or included in any MSCI ESG Research materials may include MSCI Inc., clients of MSCI or suppliers to MSCI, and may also purchase research or other products or services from MSCI
ESG Research. MSCI ESG Research materials, including materials utilized in any MSCI ESG Indexes or other products, have not been submitted to, nor received approval from, the United States Securities and
Exchange Commission or any other regulatory body.

Any use of or access to products, services or information of MSCI requires a license from MSCI. MSCI, Barra, RiskMetrics, IPD, FEA, InvestorForce, and other MSCI brands and product names are the
trademarks, service marks, or registered trademarks of MSCI or its subsidiaries in the United States and other jurisdictions. The Global Industry Classification Standard (GICS) was developed by and is the
exclusive property of MSCl and Standard & Poor’s. “Global Industry Classification Standard (GICS)” is a service mark of MSCl and Standard & Poor’s. 37



	Real estate and infrastructure market update
	Slide Number 2
	There has been A Structural Shift to Alternative Asset Classes...
	With a significant rise in investment activity post financial crisis, for real estate
	Infrastructure DEAL FLOW REMAINS CONSTRAINED BY LOW SUPPLY
	STRUCTURAL CHANGES IN CAPITAL MARKETS HAVE SUPPORTED THE GROWTH OF REAL ASSET CLASSES…
	… and contributed to their strong performance relative to  equities and bonds…
	THESE ARE Favored asset classes, but are they properly understood?
	Real asset classes tend to be highly cyclical, creating vintage risk challenges
	OPAQUENESS OF THE ASSET CLASS MEANS PORTFOLIO-SPECIFIC VARIATIONS are OFTEN POORLY UNDERSTOOD
	EVEN LESS TRANSPARENCY ON asset-specific variations AND RISKS
	will investors avoid the mistakes of the past?
	Slide Number 13
	Common reasons for investing in real estate and infrastructure
	But there are significant risk/return options, within Real estate…
	And infrastructure…
	For infrastructure the “equity” or “bond”-like nature of the contract is critical to its risk
	these options are based on important differences in asset class structure…
	… and characteristics
	Appraisals and leverage help explain the Relationship between public & private REAL ESTATE
	Sector exposure also creates differences between public and private: the case of Infrastructure
	Adjustments need to be made to arrive at ‘true’ asset class behavior
	This understanding is helping create new ways of accessing private asset classes��MSCI US IMI Liquid Real Estate Index Performance
	And bringing a better Understanding of their true risks
	Slide Number 25
	Real estate has performed particularly well since the financial crisis
	Strong real estate performance, even, more recently, in continental Europe 
	Infrastructure has also generated strong returns since the financial crisis
	National markets are at different stages of their real estate cycles
	pricing has started to become aggressive, for private real estate
	And, prior to Q1 2015, for public real estate and infrastructure
	Slide Number 32
	Who is going to be caught out this time round?
	Slide Number 34
	SIGNIFICANT POTENTIAL AND INCREASING SCRUTINY OF THE REAL ASSET CLASSES
	Slide Number 36
	Notice and disclaimer

