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Future-proofing core real estate

The pandemic highlights the need to follow socioeconomic mega-trends

Key Takeaways:

- The disruption to societies
and markets brought on by the
pandemic has accelerated the
mega-trends that will continue
to impact core real estate
markets for years to come.

+ By 2025, millennials will
comprise 75% of all European
employees. This cohort is
sustainably-minded and has a
very different concept of living
and working, wanting most
aspects of their lives to be
contained within a single urban
setting.

- Core office space will still
be in established business
districts, close to transport
hubs, but will be fitted out to
reflect new priorities. Logistics
assets will proliferate close
to urban consumption areas.
Commercial residential assets
will reflect demand to sleep,
work and shop within a defined
area.
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The abundance of risks to the world
economy have underpinned the
importance of future-proofing real
estate portfolios. Even for relatively
stable assets, such as core real estate,
investment philosophy must look to the
future rather than simply relying on what
has worked in the past.

Stable, income-producing real estate
assets are still possible to find, but
unearthing them requires clarity of
purpose and process.

The COVID-19 pandemic has re-
emphasized the need for an outlook that
anticipates long-term socio-economic
trends. While the pandemic has
short-term implications for most asset
classes, it is unlikely to derail long-term
strategies and may even accelerate
some of the key real estate trends.

Despite COVID-19, megatrends
are here to stay

“While COVID-19 has accelerated
disruption to our societies and markets,
the mega-trends which will impact core
real estate markets for years, and possibly
decades, will remain in force,” says
Christina Ofschonka, lead manager of
AEW's core European real estate strategy
These mega-trends — demographic
evolution, urbanisation and technology
disruption — are unlikely to be knocked off
course by the pandemic.

The demographic evolution has reached
tipping point: babyboomers are retiring
and the workplace is dominated by
Generation X and millennials. By 2025,

Christina Ofschonka
Senior Fund Manager
AEW

millennials will comprise 75% of all
European employees. Ofschonka says:
“This cohort has a very different concept
of living and work spaces, and a strong
consciousness about sustainability issues
such as the sharing economy, scarcity of
resources and climate change.”

Although urban areas have been
disproportionately impacted by the
pandemic, the longer-term case for
urbanisation remains robust. By 2050, the
urban share of population in Europe is
expected to reach 82% — the same as in
the US.

Europe's cities have been incredible
engines of economic growth, expanding
considerably faster than non-urban
areas in terms of GDP, employment and
population. Despite this, city authorities
are generally unable to satisfy the
needs of millennials (and, increasingly,
Generations Y and Z), who want most
aspects of their lives to be contained
within a single urban setting — sleeping,
working and spending free time within a
defined area.

Part of this desire for convenience will be
delivered through disruptive technology,
the third mega-trend impacting real estate.
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The trend is toward more flexible and
adaptable buildings with “smart home”
technologies such as air quality sensors,
energy tracking, and voice technology.
The need to push buttons in buildings may
even disappear as smart buildings are
fitted with new types of interface.

The office is dead, long live the
office

These mega-trends are likely to benefit
certain real estate sectors more than
others: office, commercial residential
and logistics.

Despite a retrenchment by workers from
offices in the first half of 2020, urban
office locations are not expected to
suffer long-term damage. “The office
environment will stay very relevant and
our base case is that many people will
eventually go back to the office,” says
Ofschonka. “Working from home can

be efficient, but important elements of
teamwork and collaboration are lost”

A proportion of the workforce will choose
to work from home at least part of the
time, but this should not reduce the
demand for office space since more
space per worker will be required. “We
think this will result in a net zero

change in demand for office space,’
Ofschonka adds.

WHAT IS CORE REAL ESTATE?

If employees are permitted to work
from home some days a week, larger
commuting distances will be tolerated.
More spacious common areas will be
required for collaborative activities and
hygiene-friendly, green environments will
be at a premium.

Work spaces will increasingly align with
workers' self-image and enhance their
sense of belonging— with design, layout
and location all reflecting their identity.
Proven micro-locations popular with
workers and close to transport hubs will
be in high demand. So will up-and-coming
locations, such as those close to the
Crossrail project in London.

Demand to rise for commercial
residential and logistics

Demand for small residential spaces is
shaped by new lifestyles, including weekly
commuters living far from cities and
urban regeneration.

Micro and serviced living, adapted to

the needs of targeted groups — such as
students, young professionals, business
travellers and seniors — should provide
stable income and robust valuations. The
increasing number of professionally-
managed micro apartments with shared
amenities in inner city locations is gaining
further momentum with the current
flexible working environment.

For AEW, core real estate means returns to investors will come primarily from
income, based on long term secured cash flows. Only a limited amount of
debt will be used to enhance returns. Location is critical, with most assets in
mature locations. Core office space is in established business districts, close to
transport hubs and within an attractive multifunctional environment, with multi
and mono tenants to manage tenant risk. Core logistics buildings are located
close to urban consumption areas and multi-modal transport. Core commer-
cial residential assets are operator-driven and are located in areas with urban
dynamics and strong public transportation links. Long-term leases create more
stable cashflow and tenants must have strong covenants. “We check the finan-
cial strength and health of every tenant to make sure they can fulfil their lease
contract. Additionally, all assets must be flexible so they can be used by other
tenants as well” says Christina Ofschonka, lead manager of AEW'’s core Europe-

an real estate strategy.
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This demand looks set to continue
and has created a liquid and robust
asset class.

Meanwhile, growing cities with high
population densities are driving
e-commerce and the pandemic has

only enhanced this trend. This dynamic
development in the logistics sector has
created a need for central micro logistics
locations to reduce the costs of last-
mile delivery.

Similarly, there is demand for more
localised manufacturing to reduce
dependence on long-distance imports,
requiring diversification of manufacturing
locations. Innovative logistic buildings
such as multi-level warehouses are

likely to proliferate as demand for urban
industrial space grows.

Global diversification requires
local presence

Although Europe is a traditionally strong
and varied environment for a core real
estate allocation, investors can diversify
at a global level. AEW's first core regional
core fund was created in the US and AEW
also manages a dedicated core fund

in Asia.

To support a global strategy requires
teams on the ground and substantial
centralised activities. In Europe, AEW is
present in 12 locations with 26 dedicated
investment professionals across the
continent. The investment teams are
supported by a pan-European platform
of totalling over 420 professionals
including asset managers, technical
experts, researchers and legal and
compliance officers.

Socially responsible investment is a key
part of this real estate platform. “We don't
make a big deal of our SRI capabilities
because they have long been in the DNA
of AEW," says Ofschonka. AEW has been
a UNPRI signatory since 2009 and has
submitted data to the Global Real Estate
Sustainability Benchmark (GRESB)

since 2014.

AEW has a dedicated SRI team in Paris
which assesses all assets before they are
purchased and applies ongoing analysis
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of them. Asset managers are responsible
for implementing SRI strategies on the
ground.

Due diligence for assets usually

includes an energy audit with specific
recommendations and a capex plan

to make a building more efficient. The
focus is on everything from emissions
and waste, to electric vehicle charging,
bike parking lots and green roofs. “We
might employ hundreds of SRI measures
depending on the asset,” says Ofschonka.

Investment professionals create an
SRl section for all investment papers
presented to its investment committee
and to investors, including an impact
analysis on the portfolio.

AEW's core European real estate strategy

is embedding sustainability measures
from day one, incorporating a responsible

MARKET INSIGHTS

investment philosophy for all assets under
management. With clear SRI performance
indicators using both internal and external
reviews, the aim is to improve SRI scoring
throughout the lifecycle of assets through
the implementation of effective initiatives.

Conclusion: long-term income
stability based on broad
diversification

The target IRR of 5% - 7% for the European
core real estate portfolio is based on an
allocation to offices (ca. 50%), commercial
residential (ca. 25%) and logistics (ca.
25%) and an LTV of around 35%. This level
of return is available to fund managers
who are willing to hold an asset for the
longer term and, on top of the secured
cash flow from strong tenants, take a
hands-on approach to managing both the
asset and its tenant.
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The nature of the assets means that the
stable income stream should also be
accompanied by ample liquidity so that
assets can be sold, if required, whatever
the market conditions. Since AEW offers
quarterly subscriptions, the strategy is
available both to larger as well as smaller
institutions at smaller ticket sizes.

“We can offer investors of all sizes access
to European core real estate through

a modern, future-proof and diversified
portfolio,” says Ofschonka. “By investing
in intrinsically high-quality investments

in multifunctional locations, we combine
liquid assets with attractive returns.”

Written in September 2020
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ADDITIONAL NOTES

This material has been provided for information purposes only to investment service providers or other Professional Clients or Qualified Investors and, when required by local regulation, only at their written
request. This material must not be used with Retail Investors. In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis
Investment Managers S.A. is a Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered
under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. ltaly: Natixis Investment Managers S.A., Succursale
taliana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis Investment Managers S.A,,
Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment
Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number

516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en Espafia, Serrano n°90, 6th
Floor, 28006 Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian Branch, Louizalaan 120 Avenue Louise, 1000 Brussel/Bruxelles, Belgium. In France: Provided by Natixis Investment
Managers International - a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited
company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendeés France, 75013 Paris. [ In Switzerland: Provided by
Natixis Investment Managers, Switzerland Sarl, Rue du Vieux Collége 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Ziirich. [ In the British Isles: Provided by
Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One
Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described as follows: in the United Kingdom: this material is intended to be
communicated to and/or directed at investment professionals and professional investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only;
in Guernsey: this material is intended to be communicated to and/or directed at only financial services providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this
material is intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only financial services
providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act 2008. In the DIFC: Provided in and from the DIFC financial
district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial
experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other Person should act upon
this material. Registered office: Unit L10-02, Level 10, ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates. In Taiwan: Provided by Natixis Investment Managers Securities Investment
Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.0.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road,
Xinyi Dist., Taipei City 11065, Taiwan (R.0.C.), license number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers Singapore Limited (company
registration no. 199801044D) to distributors and institutional investors only. In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors
only. In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial advisers and wholesale
clients only. Il In New Zealand: This document is intended for the general information of New Zealand wholesale investors only. This is not a regulated offer for the purposes of the Financial Markets
Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers Australia
Pty Limited is not a registered financial service provider in New Zealand. In Latin America: Provided by Natixis Investment Managers S.A. In Chile: Esta oferta privada se inicia el dfa de la fecha de la
presente comunicacion. La presente oferta se acoge a la Norma de Cardcter General N° 336 de la Superintendencia de Valores y Seguros de Chile. La presente oferta versa sobre valores no inscritos en
el Registro de Valores o en el Registro de Valores Extranjeros que lleva la Superintendencia de Valores y Seguros, por lo que los valores sobre los cuales ésta versa, no estdn sujetos a su fiscalizacion.
Que por tratarse de valores no inscritos, no existe la obligacion por parte del emisor de entregar en Chile informacién publica respecto de estos valores. Estos valores no podran ser objeto de oferta publica
mientras no sean inscritos en el Registro de Valores correspondiente. In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representacion (Colombia) to professional clients for
informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are rendered exclusively outside of Colombia. This material does not
constitute a public offering in Colombia and is addressed to less than 100 specifically identified investors. In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial
entity, securities intermediary, or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comision Nacional Bancaria y de
Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require authorization or license are rendered exclusively outside of Mexico. While shares of
certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore the accuracy of this information has
not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any
reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with
the CNBV or any other Mexican authority. i In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of
Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. [l The above
referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management and distribution entities worldwide.
The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or authorised. Their services and
the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party
investment services to its clients complies with the relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or an offer to buy or to sell any
security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The analyses, opinions, and
certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics
shown, are subject to change. There can be no assurance that developments will transpire as may be forecasted in this material. Although Natixis Investment Managers believes the information
provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy, adequacy, or completeness of such information. May not be redistributed, published, or
reproduced, in whole or in part. Amounts shown are expressed in USD unless otherwise indicated.
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AEW Natixis Investment Managers
An affiliate of Natixis Investment Managers RCS Paris 453 952 681
Privately-held French “Société anonyme a conseil Share Capital: €178 251 690
d'administration” 43 avenue Pierre Mendes France
Real-estate investment manager under n°T 8324 delivered by 75013 Paris
the Prefecture de police de Paris www.im.natixis.com

Share capital: €17,025,900

RCS Paris: B 409 039914

8-12 rue des Pirogues de Bercy 75012 Paris, France
www.aew.com

AEW Ciloger

A simplified joint-stock company with capital of € 828,510
Registered under the RCS number Paris 329 255 046
Licensed by the Autorité des Marchés Financiers on July 10,
2007 under number GP-07000043.

22 rue du Docteur Lancereaux 75008 PARIS.
www.aewciloger.com
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