Welcome fellow Real Estate Professionals . ..

MYLESTITLE’S 4™ QUARTER 2018
ADVISORY COUNCIL - BREAKFAST & SEMINAR

Hayfields Country Club
December 13, 2018
In association with and sponsored by:

Myles L. Lichtenberg, Esq. &
MylesTitle | Maryland Commercial Title

SOLUTIONS TO KEY REAL ESTATE RELATED ISSUES:
MYLESTITLE ADVISORY COUNCIL PANELISTS

| Opportunity Zones (Ozones):
How they work and what it means for you

PRESENTED BY:
DAVID STROUSE

President, Birchwood Capital Partners

What to expect “when” the CRE Bubble
Bursts: Current Trends for
Workout Strategies

PRESENTED BY:

MiIcHELE COHEN, EsQ. &

PATRICIA ]EFFERSON, ESQ.
Principals, Miles & Stockbridge, P.C.

SPONSORED AND COORDINATED BY:

MYLES LICHTENBERG, Esq.
Managing Principal, MylesTitle
Law Office of Myles L. Lichtenberg. P.A.

Visit us online at:
MarylandCommercialTitle.com & MylesTitle.com

Contact us, directly at:
410.458.8975, Anytime
Myles@Myles Title.com




@ aoomura il

V® O

ADNANRIAIXE A TIOM TVIY — NOISSNISIA TVIANTD

TVAA TVALDV INO¥A YAGINNN — SANOZ-0 A0 SLIAANAG XVL <
SANOZ-0 40 SLIAANHE XVL {400 V NI LSTANT AHM «

¢ANOZ ALINAIMOJdO NV SV ATAI'TVAO OL ATddV STTNM LVHM
(ANNA ANOZ ALINNLIOddO qAIATIVAO V ST LVHM

NOLLVIID ANV ANQOUDIDVY

SATHL TAV LVHM — SANOZ-O «

AVAOL >>E>§ OL ONIOD TV JA LVHAL




| ¢ Reomeen |

SaAIUROUI Xe) o1j10ads 2a1y) Surpraoid
Aq sonIUNWWIO0 PIssAWSIP Ul JuswysaAul ajeaLid 95eIN0OUD 0) PojeaIo A1am sauoz Anuniioddo)

Knseal 1 943 Jo A1e10109§ aY) Aq PIIJIMA0 U29q Sey UONBUILIOU JEY) Uk JBIS o1}
Aq UO13BUSISIP 1BY] JO] PAIBUILUOU U] 9ABY £ay) 1 souoz Ajrunyroddo se £jijenb sjoen snsus))

g2

Jusweal) Xe] [erjuaIoreld 103 91qI3Io 216 ‘SJUQMISOAUL MU
mmoségoo E,mﬁoo Jopun ‘Qroym ubmb SNSUAD PISSANSIP-A[BIIWOU009 U sI duoz Apunyroddo uy «

ATHL TV IVHM - - SINOZ-0




*

a5 Obmwmwmm,m EE 810C Jo aunf ur s, 700 PAJeUSISop Jo 381 [euty oy paysijqnd pue suoneudisop sojelg oy paroidde Amsear] o

(poreusisop arom
¢z 01dn ‘SO Q01 UBY) Jomaj sey eis B Ji Inq) souoz Arunirodd se SO SH JO 04,67 PoIBUTISOp 01e1g YOBT

‘0

§3oB1} DIT-UOU JUadE(pe 9q UED J)B]S B UI S)ORN PAIRUBISAP 91 JO 94C ULY) AIOW JON «

1001 DI Juedelpe oY) Jo swooul
AJIure] UBIPOW Ay} JO 9467 [ PISIXD JOU S0P J0BI} DI T-UOU 9} JO SWIOOUT AJIWE) UBIPIW oy} JT A[UO Inq
‘suoy Ayrumioddo ue jo jred se Ajirenb os[e Aew joen HIT ue o1 Juscelpe sjoen snsuso noneindod Uy M

uoneoo] §,3081
o3 to Surpuadap ‘swoour vate ueiodonot 10 IPIMAIL)S A} IOYYID JO 94,08 PIJOXD 0} 10U SOOI A[IUE]
UBIpowW € pue JYSIY 10 9407 938t A10Aod € sey U1 J1 1oen D] ue se saijijenb joen snsusd uonendod v 0

souoz Auniroddo
se pajeusIsop 2q 0} sjoer) D]T-UOU JUdE(pE pue S1oBl (D]]) ANUNTIWIOD SWOOUI-MO] AU} 9S0YD SARIS e

SOLIOILLID) S (] 9AI] pUB BIQUIN|O))
JO 101USI(] 9 ‘sa1eIs (6 [[e JO sired Furioaod Amseal] £q pasordde pue pojeusisop U99q MOU JABRY SIUOZ
\QE:.SQQO 810T ‘6 Ea< U0 pjeugIsop a1om ‘soels §1 Jo sped Sunnaoo ‘souoz Arunyodd( Jo 108 ISIJ YT o

L107 ‘7T 39qus03(] UO £ 107 JO 10V SqO[ PUB SIND) XB] Y 10pUn PoySsIqeIss

¢

NOLLVHAD ANV ANNOIDADVE




* [eOTERRIEL

ssaursng e 10 Ajredoad
[BaI UI S]SOAUL Eﬁ HdS © Ul SUNSIAUI SB des mﬁ s1)] "109foxd auo oy Aouowr 2y ST “SyuQUISaAuL ofdnnuw

P puny jeard4A3 g jou st 31 —suonengal oy Eosw:o,:_ 1 pasn SI pun,j ouo7z Ajunj 8&0 parjiend) wiol oyl
SOSSAUISN] Ul ISIAUL OS[e ued JOO

souoz Aunioddo
patjijenb ur pajeoo] , Auadord ssoursng ouoz Aruniioddo payyrenb,, ur Aposxipur 10 A[10911p 1S9ATI S, OO

JOO ® ur sured oy Sunysoaul £q Kaed
DA POJE[oTUN UE O] JoSSE ue jo ocmﬁ_oﬁ 10 9Jes & woJj paunour suied jended 19Jop 03 s1oAedxe) e sMmore J00 vV

10BI) SNSUQD PAIJIII00 B UI PAJSAAUI 04 1SN JOO) V

U0z Anunyroddo ue ur sy jey; Kaedord 91qiSie ur Sunseaur 1oy uonerodios Io
mimgoatmm e Bﬁs se dn wom SI jeU} £oEo> JUSUNSIAUL U SI ( mOOv pun,] sauoz Ayunyzodd() pauiend) v

N4 AINOZ ALINNINOJO QAT TIVAO V ST LVHAL




@l oo

uondwnsuos sastwaid jyo Arewrrd 10y Jonbip Suiateg
Surjquies J0J pasn STU[IoR] JOYJ0 JO SYOBI} 901y
SOII[IOR] Uk} Ung
Sonioe] qm j0H
stojred a3esseN
sqnjo AUno)
S9SN JOT [BIDIQWIWOD 1O AJBALL]
sjIjouaq xe)y AJipenbsip [[1m ssouisnq uIig

SyIuowW | ¢ ul yum sjustasordwi payrjenb mau ur apew aq 0}
SPAdU %[ 1589] 18 10 900, _m oY) UL PIISIAUL JB[OP AI9Ad 10 Juowasoxdu [enue)sqns 10§ peau Auadoid oyl

)

10O & oy JUQWSOAUL 9} JOJOP 0] 109[9 0] SAep (8] 9ARY noA ured [ended e oZI[Bal NOA 30U(Q) o

108 91} JO ,commmwo a3 03 Jord Kj1odoid oy) UMO 10U UBD NOA o

&

ZANNA ANOZ-0 NV SV ATTVAO OL ATddV ST IVHA




 susuiuve viiawve wg—‘w HOUDIUPSD f PUILT KIHRIOAAE) 2P0 WO 140
g JOOMHODYIY gilR .

e

BARRA OLs £

PoLigd RIoH Jo 1oeduy|

400 Y1 Ul JUSWISIAUL S JO IBUBYIXD JO 9[ES B YINOJY] $IIXO J0JSIAUL 9} PUL 9I0W 10 SIBA
(O] 1SB9[ J& 10J PIOY ST JUSWIISOAUL Y] JI XB) OWIOOUI [BIIPD] 0] 302[qns jou st suoyz AjtunyoddQ patpieng)

o) UI JUSUIISIAUL S 103S9AUT o} JO anjea ayy ut uonenaiddy NOISATOXA INANVIAMAL

; ; (%51
mo@mwo.aﬁEwocmmm&oﬁa\omEzow%wmcmEo.mﬁosofzggo&.sm.ﬂmo\mwhoggoﬁ:mogﬁﬁﬁx..

%01 JO SISeq Ul 9SBIIOUL UR WO 1JOUI] [[IM 9IOW IO SIBIA ¢ I0] P[OY ISOIUI UY
puny Kungrodd() payI[End) 9y} UI 1SAIONUI )1 SP[OY] 10ISIAUI 1)) FUO]
A01 U0 paseq Xe) 0} 199[qns oq [1m Jely) SUILS PajSIAUII JO JUNOUE SY3 JO Uononpay SISVI dN JALS
. . 9707 ‘1€ Pqueoa( Jo puny Anumioddo patjireny) ays ur jsorou
S} JO UOTISOdSIp §,10JSOAUT 9} JO ISI[IED Y] [JUN SUIES PRIsoAUIal JO TVHATA AMVIOJINL %
. . . ; ; Jo s)youaq xe) fenuejod 221y

_SANOZ-0 40 SLIIANAE X VL~ (400 VNI LSTANI AHM




¢ Rownvenitt |\

dapupIpatdp 3 wiarsuaddos uasoy Kq padodaad riny)

OATIRE [EPLASER ek arenge ,aw.uamwﬁ@ m,hmwﬁm@mma;w ﬁ% 3
Ik ADEIALHY Rl &

z.w,u Afumwﬁnm«, : .ﬁmﬁ, ,mmu,fﬂ;@

R B

—SANOZ-0 40 SLIAANAL XV.L




SHINIUYL IVLIdYD

QOOMHOYII

e

"10119q $199(01d poo3 saxewr ATuo 31 ‘pood syoofoid peq aewr jou [[im SIYT,

(19119q SBAIY [BLISOPU] UOJUR)) O} PUB AJISIOATU() 9)BIS UBSIOIA ‘UIIMBPUOIA
‘SIYSIOH e aeur 0] 3uioF 31 S| ‘seale uresod ut juourdojaaspar mds 01 SuroF ST STyl Yonuwr Moy pue
ale A9y 18218 Moy Jnoge eads sueronijod I1oylo pue J0ARIA 9U) PUE JOJBUIPIOOO JUOZ-() UB PAIIY Sey K10 oy

"papunj A[ises jsour
9q [11m Apeal [9A0ys aie jey) s109(01J "AemAue [eap & Op 0] 3ul08 Apeolje sem oy 1odo[oAdp 10] 0s sIow Ing

mSmw Jended 1saaul 03 sjasse pajeroardde ym 19130 Jo Aradord Jo s1oumo pue s19dojasap 10J pood A1oA ST SIy],

‘K1adord paumo Ayarearid Jo sadA) ureneo 10j senioe] puoq
1dwoxs Xe) Pojealo YoIym Spuoq AI9A00Y —4(00T JO 10V JUSUISIAUISY] PUE AI9A00Y UBOHIOWY 0] IB[IWIS

"Ap1sqns [nydurueswt e apiaoid 0] Y3nous paiamo] aq — DNJ Aq paIajjo spunj auros Jo uondaoxes oy
1M — [e31ded JO 1500 9] U JOU JARY [ JBJ SUY], “SONIUNUIIOD 9SO} Ul SJUapIsal oy djoy pue Sapuntuwod
paguajeys wioysuen djay 03 Sunsaaur joedu [e100s Jo adoy st atoy ] uaddey — uoddey asimroryo

; 10U p[noM Jeyy &88.& djoy 03 syoe)) SNSUD passensIp 03 [eided 3500 MO] 9ALIP 0} sem werdoxd oy Jo (808 oy,

"DAN Ul Eooﬁo.& a81e] 107 s8n[s Lnbs 900000 ‘00S$ TeJ OS S[eap [enplAIpul Jo] Suisier ore SN
Se yons ujm coxomm 9ARY ] SY[O] JSOW N SPUNJ Ul pasiel uddq el YINW MOy 1N0qe Y[} JO SJ0T "JUSUNSIAUI
Jo Suium ?& omﬁcuouom uo mcozﬁzw& Jo asneoaq pareorjdwios ajow 9q [[Im S[EIP dU0Z-() [943] pUny

1oedwl 1908 19A0 [01U0S $53T “senied 10MJ [HIM Pareordwoo SS9 “ULI0 Y] UB BIA
A9 3198 N0 "2ANNdWO0 10U aTe A3} ‘SIPSID) XB], OHOISIH 10 (D LIAN) SHPAIY) XBT, 193IBIAl MON] SYI[U[)

ADNARIAIXA ATRIOM TV — NOISSADSIA TVIANID



aoommsura Ml
0000282 01t

wod ssounediendeopoosnyangidog

O dIOHIHIE A

THAOINVNIA LNHWAOTIAH T "INIWLSIAN]

aoomHouTa i

; . "SIOSIApR
xe] pue [e39] 1n0A }nsuoo asesa]d ,JOO) B 03Ul 10JUD 0} OPIOAP NOK JT “JOSIAPE pue JodO[oAIp 91BISo [Bol B
se oousradxs Aw woyy seuoy Anunuoddo Jo ma1a10A0 Ja11q © opraoid 03 sem uoneussaid Sy Jo JudIUL O T,

; -a1eys 03 Addey o1e om jey) uonejuasald pue ss[onIe
JO W00 QoM B 0ARY oM “TUDT ZDTAG(] ow Jrews ‘ordol 9Yyj UO UOTIRWLIOUT QIO JUBM [[1IS NOK J]

SHOANOSTA




~ ANEWINCE
 INLOW-IN

The Opportunity Zones program offers three tax incentives
for investing in designated low-income communities through a qualified Opportunity Fund :

A temporary deferral

of inclusion in taxable
income for capital

gains reinvested into an
Opportunity Fund. The
deferred gain must be
recognized on the earlier
of the date on which

the opportunity zone
investment is disposed or
December 31, 2026.

A step-up in basis for
capital gains reinvested
in an Opportunity Fund.
The basis is increased by
10% if the investment in
the Opportunity Fund is
held by the taxpayer for
atleast 5 years and by an
additional 5% if held for
at least 7 years, thereby
excluding up to 15% of the
original gain from taxation.

A permanent exclusion
from taxable income
of capital gains from
the sale or exchange

of an investment in an
Opportunity Fund if the
investment is held for
at least 10 years. This
exclusion only applies
to gains accrued after
an investment in an
Opportunity Fund.

percent of its assets in such property). Opportunity Zones have been
designated in all states and territories. Qualified Opportunity Zone
property includes any qualified Opportunity Zone business stock, any
qualified Opportunity Zone partnership interest, and any originally-
used or substantially-improved tangible business property.

1. The private sector and other stakeholders are responsible for
establishing Opportunity Funds. A qualified fund is a privately
managed investment vehicle organized as a corporation or
partnership for the specific purpose of investing in qualified
Opportunity Zone property (the vehicle must hold at least 90




The new Opportunity Zones
provision of the tax code is
designed to incentivize patient
capital investments in low-income
communities nationwide. All

of the underlying incentives
relate to the tax treatment of
capital gains, and all are tied to
the longevity of an investor’s
stake in a qualified Opportunity
Fund, providing the most
upside to those who hold their
investment for 10 years or more.

The figure above and table below
illustrate how an investor’s
available after-tax funds compare
under different scenarios. For
example, after 10 years an investor
will see an additional $44 for every
$100 of capital gains realized

in 2018 and reinvested into an
Opportunity Fund compared to

an equivalent investment in a
more traditional stock portfolio
generating the same annual
appreciation. Table 1 and the
examples that follow provide
additional information on the tax
liabilities and differences in the
after-tax annual rates of return.

1. How Investing in an Opportunity Fund Compares to a Traditional Stock Portfolio

Scenario: A Capital Gain of $100 is Realized and Reinvested in 201872

Holding Period Appreciation Rate Investmentina Investment in an Difference in After-Tax
Stock Portfolio Opportunity Fund Annual Rate of Return
Total Tax After-Tax Funds Total Tax After-Tax Funds
Liability Available Liability Available
5 Years 3 7% $31 $100 $31 $109 1.9%
7 Years 7% $35 $111 $35 $126 1.8%
10vyears* 7% $41 $132 $20 $176 3.0%

2. The model assumes a long-term federal capital gains tax rate 0f 23.8%, 4. The model assumes that the taxpayer will settle the deferred tax bill

no state income tax, and annual appreciation of 7% in both the O-Fund with money from outside the O-Fund in order to qualify for the benefits

and benchmark scenarios. of the 10-year hold. The tax will actually be paid in year 2027 (included
in tax year 2026’s taxable income).

3. The model assumes that a capital gain is realized in 2018, In the

benchmark scenario that gain is taxed, reducing the principle to $76,

which becomes the new basis. It takes 5 years of appreciation for that

investment to return to $100 in value.
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Susie has $100 of unrealized capital gains in her stock portfolio. She decides in 2018 to realize those gains and
reinvest them into an O-Fund that invests in distressed areas of her home state, and she holds that investment for
10 years. Susie is able to defer the tax she owes on her original $100 of capital gains until 2026. Further, the basis

is increased by 15% (effectively reducing her $100 of taxable capital gains to $85). Thus, she will owe $20 (23.8% of
$85) of tax on her original capital gains when the bill finally comes due. In addition, since she holds her O-Fund
investment for at least 10 years, she owes no capital gains tax on its appreciation. Assuming that her O-Fund
investment grows 7% annually, the after-tax value of her original $100 investment in 2028 is $176. Susie has enjoyed
a 5.8% effective annual return, compared to the 2.8% an equivalent non-O-Fund investment would have delivered.

Total taxes paid by 2028: $20
After-tax value of investment in 2028: $176
Effective after-tax annual return on the $100 capital gain realized in 2018: 5.8%

As in Example 1, in 2018 Susie rolls over $100 of realized capital gains into an O-Fund. She holds the investment
for 7 years, selling in 2025. As in Example 1, she temporarily defers the tax she owes on her original capital gains
and steps-up her basis by 15%, so that in 2025 she will owe $20 (23.8% of $85) of tax on her original capital gains.
Unlike Example 1, however, Susie will owe capital gains tax on the appreciation of her O-Fund investment, since
she holds the investment for less than 10 years. Assuming that her O-Fund investment grows 7% annually, in 2025
Susie will owe $15 (23.8% of $61) of tax on the O-Fund investment’s capital gain. Susie did not take full advantage of
the Opportunity Zone program but nevertheless received a 3.3% effective annual return thanks to the deferral and
step-ups compared to the 1.5% an equivalent non-O-Fund investment would have delivered.

Total taxes paid by 2025: $35
After-tax value of investment in 2025: $126
Effective after-tax annual return on the $100 capital gain realized in 2018: 3.3%

As in Example 1, in 2018 Susie rolls over $100 of capital gains into an O-Fund. She holds the investment for 5 years,
selling in 2023. As in Example 1, she can temporarily defer the tax she owes on her original capital gains, but her
step-up in basis is only 10%, so that in 2023 she will owe $21 (23.8% of $90) of tax on her original capital gains. As in
Example 2, Susie enjoys no exemption from capital gains tax on the appreciation of her O-Fund investment, since
she holds the investment for less than 10 years. Assuming that her O-Fund investment grows 7% annually, in 2023
Susie will owe $10 (23.8% of $40) of tax on the O-Fund investment’s capital gain. Susie did not take full advantage
of the Opportunity Zone program but nevertheless received a 1.8% effective annual return on her initial capital
gains thanks to the deferral and step-up compared to the -0.1% effective after-tax annual return an equivalent
non-O-Fund investment would have delivered.

Total taxes paid by 2023: $31
After-tax value of investment in 2023: $109
Effective after-tax annual return on the $100 capital gain realized in 2018: 1.8%




Signs of a Commercial Real Estate Downturn

Michele L. Cohen, Esquire
Principal
Miles & Stockbridge, P.C.
(410) 385-3449
MCohen@MilesStockbridge.com

The Good News: There is still optimism in the marketplace. Many industry experts and
economists believe the current cycle has not yet ended and the eventual downturn will not be
as severe as that of the 2008 Great Recession.

The Not So Good News: There are signs that some sort of downturn is coming, although we
do not know exactly when and where.

Signs of Trouble: Following are some trends that are often predictors of a downturn in the

commercial real estate economy.

1. Maturing Debt and Fallout
a. Tightening monetary policy

b. Interest rate and other borrowing cost concerns

2. General Lender Originations and Servicing Oversight

a. Underwriting and debt service requirements

3. Pipeline Absorption

a. Impacted by sector and location

b. Change in project mix and tenant use
¢. Impact on cap rates

d. Changes in contract terms

4. General Market Factors
a. Labor market

Impact of tariffs
Instability or oil and gas markets

o0 o

Stock market fluctuations generally

4842-8605-3378, v. 2



Myles Title Advisory Council Breakfast Seminar
Thursday, December 13, 2018

Patricia B. Jefferson, Esq. .
“What to Expect when the CRE Bubble Bursts: Workout Strategies and Trends”

Consideration 1: What kind of lender are you dealing with
o Tolerance for risk
o Appetite to own and operate
o Incentives to default (Are you dealing with CMBS debt?)

Consideration 2: What is the nature of the real estate
o Opportunity zones craze

Industrial/ warehouse

Online retail-> brick and mortar

Affordable workforce housing

Multifamily in “Hipsturbias”

O 0 0O

Consideration 3: Understand and predict their process
o What factors is the lender looking at in determining whether to work with you
= Quality of operations: curb appeal, tenancy attraction
= Detailed and thorough record keeping
o Where are their sensitive spots
o Knowledge of your loan terms
o Exit strategy

Workout Options
o Refinance is attractive to everyone right now

= Traditional lenders want “out” rather than to “own” and investors are eager to
put new money into the CRE market

= 97% of Deloitte’s 2019 Commercial Real Estate Outlook survey’s 500
respondents plan to increase their capital commitments to CRE over the next 18
months.

Mixed-use and nontraditional assets and new business models such as
properties with flexible leases and spaces are expected (o attract more
investment dollars. More than half the respondents said they would
increase property investments with flexible leases and 44 percent said they
would with flexible spaces such as retail incubators or co-sharing work
spaces in malls. As for nontraditional properties. the report stated
investors are most likely to increase allocations in data centers (67
percent) and healthcare facilities (55 percent) followed by mobile towers
(49 percent). single-family housing (47 percent) and student housing (29
percent).

o Forbearance agreement terms are incredibly favorable to borrowers right now
o Offer cooperation in exchange for guaranty releases



2019 Comme‘rcial
Real Estate Outlook
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2019 Commercial Real Estate Outlook: Agility is key to winning in the digital era

The ecosystem influencers—
Investors ride on tech-enabled commercial

real estate firms

New business models and competition, extensive use of
technology, and changing tenant and investor expectations
are redefining the commercial real estate (CRE) industry.

In our sutlock, we emphasized that RE
companies will likely have to take some risks and embrace
change to adapt for the future.’ Since then, we've seen
these factors occurring at ever-increasing rates, which has
continuously challenged companies to deal effectively with
the relentless pace of change. As a result, traditional rules
of the road might not work fast enough to provide the agility
CRE companies of the future will likely require.

In our endeavor to help CRE companies understand the new
rules of the road, our 2019 Commercial Real Estate Outlook
dives deeper into the preferences of CRE investors. Our
survey of 500 global investors, which provides insights on
factors that are influencing their CRE investment decisions,
revealed the following key themes:

1. Alarge proportion of respondents plan to increase their
capital commitment to CRE, with the United States,
Germany, and Canada leading the way.

2. Nontraditional assets such as mixed-use properties
and new business models such as properties with
flexible leases and spaces are expected to attract an
increased allocation of investment dollars.

3. Many surveyed investors expect to prioritize their
investments in existing and potential investee
companies that respond rapidly to changes in business
models and adopt a variety of technologies to make
buildings future ready.

4. Survey respondents see a significant impact from
technology advancements on legacy properties in
fewer than three years.

With investors seemingly committed to investing in newer
business models and a tech-enabled ecosystem, how can
CRE companies cash in on the gold rush?

Fundamentally, CRE companies should gain a thorough
understanding of the changing usage pattern of the built
space. Take the example of WeWork, the co-sharing space
owner that is positioning itself as a "services” company
rather than a property owner-operator. Since its inception
in 2010, the company has grown from a single space in
New York City to 287 physical locations across 77 cities
and 23 countries globally, as of August 2018.2 At $20
billion, WeWork is considered among the most valued tech
startups, following Uber and Airbnb.? The company’s growth
outstrips many traditional CRE companies.

What are the companies with new business models doing
differently? These companies, which can be considered
change agents, are typically retaining the core ethos of the
real estate business—the importance of location—while
changing the mind-set about how the physical space is
consumed. Powered by technology, their value proposition
lies in augmenting the user experience. For instance,
WeWork's goal appears to be to create not only a functional
experience but also a memorable one through a vibrant
ambience, varied open-seating options, amenities, and
networking opportunities for the on-the-go Millennial and
Gen Z workforce.

Change agents like WeWork are repositioning the CRE asset
as not just a physical space but a service hub. In addition,
they strive to differentiate themselves with a nimble and
flexible business model. Once CRE companies are ready

to change their mind-set, agility tends to be the most
important factor that can enable them to rethink the way
they approach change, remain competitive, and grow.

Given the increasing uncertainty in the CRE sector, this year's
outlook takes stock of the current business environment
and uncovers key investor preferences on capital
allocations, use of technology, cyber risk management,
talent, and the role of proptechs. We also provide actionable
recommendations for how an agile CRE company can
respond to these key investor preferences.



2019 Commercial Real Estate Outlook: Agility is key to winning in the digital era

Global capital flows

Institutional investors' expectations:
Reassess property and tenant mix to attract

more capital

Global CRE investments continue to rise on the back of
steady economic and employment growth in key global
markets. This is despite some concerns about a flattening
yield curve, various country tax reform initiatives, and

the threat of trade tariffs as well as the yet to be fully
determined impact of Brexit in Europe.* In the first half of
2018, global CRE transaction volume increased 13 percent
year over year (YOY) to $341 billion.® The Americas’ volume
rose by 9 percent YOY to $132 billion. The United States
led the Americas’ growth with a volume of $122 billion (+11
percent YOY)

The trend is expected to continue, as 97 percent of

our survey respondents plan to increase their capital
commitment to CRE over the next 18 months (see figure 1),
Respondents from the United States plan to increase their
capital commitments by 13 percent in this time frame, while
those in Germany (13 percent) and Canada (12 percent)
show similar levels of interest. In terms of inbound capital,
the United States is the most preferred CRE market globally,
followed by Hong Kong and China.

Surveyed executives plan to diversify their portfolios
through higher investments in newer and emerging
business models and thematic investments. Over half of
the survey sample aims to invest or increase investments

in properties with flexible leases, and 44 percent plan to

do so for flexible spaces. Investors seem to realize that
their investments should be tied to the changing nature

of work and tenant preferences. As such, the new capital
commitment is unlikely to flow entirely into traditional CRE.
For instance, survey respondents specializing in mixed-

use and nontraditional properties plan to increase their
capital commitment by a higher percentage than those
focused on traditional properties (see figure 1c). Specifically,
under nontraditional properties, those surveyed are likely
to increase investments in data centers and health care
(including senior housing) facilities. While investors diversify
their risks, they are expected to continue to value traditional
properties and longer-term and high-credit-worthy tenants.
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What should CRE companies do to be
more agile in attracting capital?

With the change in investor preferences, CRE companies
should consider rebalancing their property portfolios, focusing
on creating memorable tenant experiences, and diversifying
their investor base to attract higher capital investment.

Rebalance property portfolio

Investors' capital commitment plans suggest CRE
companies could have an advantage if they stay close to and
demonstrate clarity on their core investment strategies, and
risk alignment against those strategies, while balancing and
diversifying their property portfolios. However, even the
meaning of “diversification” could be challenged. Properties
and portfolios could take different shapes and forms, such
as building more flexible spaces and making properties
more experiential and engaging.

Most traditional property real estate investment trusts,
except industrials and certain classes of nontraditional
REITs, are trading at a discount to their net asset values.®
Accordingly, CRE companies may also be able to take
advantage of mergers & acquisitions (M&A) and joint
venture or partnering routes. Companies can leverage
data-driven analysis to craft a more robust strategy around
current market positions and analyze how expansion

into newer properties could complement their existing
ones, Strategy linkage driven by supporting data can help
demonstrate how a single investment not only presents
operational synergies but also evolves the broader portfolio.
For instance, retail owners could conduct highest and best
use analysis based on location, surrounding demographics,
and other macro factors to repurpose some of their vacant
assets into nontraditional uses such as data centers and
senior housing and create new sources of revenue.

Increase tenant centricity

CRE companies should reimagine tenant experience by
weaving technology throughout the tenant life cycle.

This can help strengthen tenant stickiness and therefore
valuations. For instance, CRE owners and developers can
use a combination of augmented (AR} and virtual (VR) r
commonly known as mixed reality, to al!ow potential buyers
or tenants to visualize the new property using a 360-degree
immersive experience and offer multiple finished site
options. This may also expand the reach to potential clients
across different geographies. Companies could also leverage
technoiogxes such as inter Things (IoT), artificial

>nce (Al), and predictive analytics to

(re)develop and tailor existing or new buildings to suit
changing tenant preferences and to anticipate tenant needs.
This also provides an opportunity for CRE companies to
partner with tenants to augment the end-user experience.




Companies should reconsider their existing tenant mix, as
physical spaces that offer diverse experiences are providing
an opportunity to yield higher occupancy and rents. CRE
companies should consider using traditional and alternative
data, Al, and predictive analytics for smarter tenant
repositioning by having a more diverse tenant portfolio. For
example, some retail owners are now offering empty mall
space to retail incubators or even co-sharing work spaces.®

These new arrangements seem beneficial to most
stakeholders, even though these new forms of tenants
occupy a relatively smaller portion of the leasable space.
Retail incubators get a marketplace to demo their products
before they expand their physical presence, and people
working in co-working spaces get more networking
opportunities and increased "walkability” for their eating,
shopping, and entertainment needs.’® And of course,

for retail owners, all this generally means a higher-value
experience for the entire property due to an attractive
tenant mix and increased retention of existing tenants
through higher foot traffic.

2019 Commercial Real Estate Outlook: Agility is key to winning in the digital era

Companies can add other leading models, such as
enhancing existing lease administration processes, to better
offer short-term leases or a hybrid along with longer-term
leases. With increased business uncertainty, traditional
tenants are looking at more flexible leases, while the newer
form of tenants thrive on such lease models." Landlords,
for their part, can see a direct benefit on their net operating
income by leasing out vacant spaces. Moving from longer-
term to short-term leases may require a change in financial
forecasting techniques, as it would impact revenue stream
predictability.

By revamping the user experience, tenant mix, and lease
administration processes, companies can not only reduce
tenant risk but also create a differentiating brand.
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Diversify investor base

Real estate has arrived as a meaningful and strategic
fong-term play for many investors. With increased investor
interest in CRE, REITs can expand and diversify their investor
pool. They can take advantage of the separate Global
Industry Classification Standard (GICS) of real estate and
help generalist investors to better understand the nuances
of REIT operations, performance, and valuation. Companies
can frame a targeted expansion strategy for generalist
investors—such as pension, endowment, and foundation
funds—who have traditionally under-allocated to REITs but
are warming up to REIT investments.™

The bottom line:

Change the mind-set

Start operationalizing your capital inv

O iy

For instance, on average, pension fund respondents to the
Deloitte survey plan to increase CRE capital commitment
by 9 percent in the next 18 months (see figure 1a), and a
significant portion of this could be directed toward RE[Ts.
Further, the increased investor interest can particularly help
smaller REITs (market capitalization of less than $1 billion)
to gain exposure to more institutional investors, as the
investors plan to expand beyond core markets in search
of yield.® CREs are also able to use data insights to achieve
geographical diversification by targeting investors from
different countries. For instance, our survey respondents
from Canada (55 percent) are interested more in the
Northeast region of the United States, while Chinese
respondents (40 percent) focus more on the Sunbelt.




Technology

2019 Commercial Real Estate Outlook: Agility is key to winning in the digital era

Institutional investors' expectations:
Upgrade digital strategy and infrastructure

Technology has permeated every aspect of the CRE
business. Companies are adopting a variety of advanced
technologies, albeit at a relatively slow pace compared

to some other industries.* Compared with the rate of
technological advancement, the industry continues to play
catch-up. In fact, nearly 53 percent of respondents believe
that technology advancements will have the greatest impact
on legacy properties within the next three years, and 15
percent believe that the impact is already visible. Investors
also have certain expectations about technology usage
from their CRE investee companies. More than 80 percent
of our survey sample believe that CRE companies should
prioritize the use of predictive analytics and business
intelligence. In fact, over the next 18 months, nearly two-
fifths plan to increase the use of these two technologies to
make their investment decisions (see figure 2¢).

More than a quarter of the respondents believe that CRE
companies should prioritize the use of loT technology in
(re)designing buildings. Respondents from China

(48 percent) and Singapore (43 percent) place a greater
emphasis on the use of loT technology compared to
respondents from the United States (15 percent).

Perhaps one of the challenges facing CRE companies is

the ability to prioritize investments between different
technologies and needs. Currently, most companies are
tactically focusing on individual technologies relevant for

a specific business area and not looking at an enterprise-
wide picture. As a result, CRE technology leadership tends
to spend significant time and resources in managing both
modern and legacy infrastructure while not yet reimagining
the power of fully utilizing data.

s’\/ﬁ@f@ than 80 percent of our
urvey Sampie believe that CRE
companies should prioritize the
use of predictive af zaiytics and
business intelligence. In fact, over
the next 18 months, nearly wo~
fifths péaﬁ to increase the use of
hese two | technologies to make

investment decisions.
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What should CRE companies do to be
more agile with technology?

While CRE companies have been slow to embrace
technological innovations, investors' expectations indicate
it is time to take a more proactive stance. Developing an
enterprise-wide strategy and a strong, agile digital core can
become increasingly more important to a CRE company's
central strategy, which can be bolstered by implementing
data gathering and analytical technologies.

Have an enterprise-wide digital strategy
Accordingto & ( i 2 only
one-fourth of organizations globally, across industries,

have an enterprise-wide digital vision and strategy.”® To

this end, CRE owners and operators may want to consider
developing some pertinent questions to evaluate the use of
diverse technologies across key processes and functions.
An enterprise-wide technology strategy is often a first step
toward effective technology deployment and integration, as

well as more efficient utilization of IT budgets and resources.

For example, the strategy could include an enterprise-wide
evaluation of data capture, the use of predictive analytics,
and enhanced reporting to management using business
intelligence software. A planned and phased deployment of

technology will likely vield better results than ad hoc adoption.

11

Develop a robust and agile digital core

CRE companies should invest in modern core technology
systems that are more dynamic, automated, and easy to
integrate with emerging solutions.’® For instance, one of
the modern core applications could include smart building
ranagement systems carrying out automated procedures
and tracking building operations. This information can be
seamlessly collated for a global property portfolio and
leveraged by different stakeholders, including CRE functions
and investors, to draw valuable insights. This does not
mean that every digital initiative must be run and managed
internally. CRE companies can hire external cloud-based
service providers for specific business areas or even
outsource functions as they phase out legacy enterprise
resource planning (ERP) systems.




Enhance data-gathering and analytics capabilities
CRE companies should consider different approaches to
gather, store, and analyze large sets of internal and external
data. Today, not only are many companies overwhelmed by
various types of data, but also by the sources. For instance,
some of the external and alternative data sources include
news feeds, satellite imagery, geospatial information, and
crowdsourcing. Internally, advanced technologies such as
JoT, blockchain, and robotic process automation (RPA) can
result in new data sets. In fact, more than three-fifths (62
percent) of the surveyed investors prefer having access to
loT data for their CRE investment decisions (see figure 2e).

2019 Commercial Real Estate Outlook: Agility is key to winning in the digital era

CRE companies can gain sophisticated practical insights for
different strategic and tactical actions by using alternative
data sources and advanced technologies. As an example,
companies can create what-if scenarios while managing
tenant experience. Some of these could include analyzing
tenant benefits due to flexible leases or tenant convenience
through better designed spaces. Companies can also
collaborate with tenants and drive value by leveraging the
insights, whether customer and traffic information for a
retail center or employee usage information for an office
property.

12
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The predictive capability of cognitive technologies such as
machine learning can generate insights from large data sets
and power decision making. Machine learning technology
“can automatically identify patterns and detect anomalies
in the data that smart sensors and devices generate—
information such as temperature, pressure, humidity, air
quality, vibration, and sound.””

The bottom line:

Change the mind-set

13

For instance, at its data centers, Google uses Al-based
DeepMind and a multitude of information collected by the
sensors to forecast pressure and temperature, which has
helped the company optimize power consumption and
reduce cooling costs by 40 percent.® CRE companies can
gain tremendous competitive advantage with their ability
to harness the various data sets to make fast and informed
decisions.
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Cyber risk management

Institutional investors' expectations:
Evolve from reactive to proactive

risk management

Risk management in the CRE sector tends to center around
interest rate and financing risk, tenant risk, and, to some
extent, portfolio risk. CRE owners organized as REITs need
to ensure adherence to the REIT status requirements.
Companies typically also prepare for potential structural
damage to physical assets. CRE investors, on the other
hand, consider geographic market, tenant and industry
concentration, and financing/interest rate as the top three
risks when making investment decisions (see figure 3a).

Over the years, the scope of risk has expanded with
technology advancements and evolving business
complexities. As a result, there tends to be an increase in
information security and data privacy concerns. These risks
will likely only get heightened as CRE stakeholders expect
companies to increase technology usage.

The growing use of 10T technologies such as wearables and
sensor-enabled building management systems could also
broaden the attack surface of hackers, increasing access

to sensitive data that can cause financial and reputational
damage. Respondents consider damage to reputation (41
percent), financial theft/fraud (37 percent), and theft of
personally identifiable information or PIl (35 percent) as the
top three impacts of cybersecurity breaches at CRE investee
companies. It is also worth noting that attacks are no longer
limited to data theft, but often also to buildings’ efficiency,
output, and, in rare cases, even life itself®

Many CRE companies, however, seem to be struggling

to find the right balance of investments and efforts to
handle such cyberattacks. Nearly two-thirds of survey
respondents are somewhat satisfied and only a quarter

are very satisfied with companies’ current efforts. Rapid IT
changes and rising complexities (53 percent), lack of detailed
response by management of CRE companies (38 percent),
and ineffective security solutions due to functionality and
interoperability issues {37 percent) were reported as the top
three challenges in managing cybersecurity for CRE investee
companies.

Respondents consider damage to

reputation (41 percent), financial

theft/fraud (37 percent), and
theft of Dergomiiy identifiable

”‘f@m ation or PI (35 percent)

as the top three inr mpa acts o

cybersecurity breaches at CRE

jf

investee companie
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What should CRE companies do
to be more agile at managing

cyber risks?

It is incumbent upon CRE companies to take a proactive,
rather than reactive, approach to managing cyber risks,
given the growing business and IT complexities. Companies
should therefore consider the following approach to be
more secure, vigilant, and resilient.

Own risk governance and oversight

The CRE board and senior management should assume
responsibility and accountability for cyber risk governance
and oversight. They should be deeply involved in developing
policies, frameworks, and roles and responsibilities;
assigning budgets; and tracking overall progress. While
doing so, they should also consider investor expectations
regarding cyber risk preparedness and reporting. Thereafter,
the board and senior management should discuss the
organization's risk priorities with functional leads, who
should be held accountable for designing, executing, and
aligning their risk strategy with the central mandate. The CRE
board and senior management should work together, rather
than in silos. Frequent communications between senior
leadership about emerging risks from increased digitization
can facilitate a planned and coordinated risk mitigation
approach. To know more, please read the report,

Start
Wh

executeyour ¢y
How are yol
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Conduct cyber risk assessment and use technology to
strengthen sensing capability

A detailed scenario planning and cyber risk assessment would
allow companies to evaluate susceptibility to cyberattacks and
identify appropriate responses. Companies should develop

a cyber risk assessment framework that offers guidelines to
evaluate the threat landscape and align appropriate resources
to manage the risk.?® Our survey sample ranked cyber risk
assessment third (see figure 3e) among the steps that CRE
companies can take to prepare for potential cyberattacks.
Bearing in mind that it is not possible to eliminate risks,

CRE companies should potentially use advanced detection
technologies such as artificial intelligence to sense potential
threats and use analytics to devise appropriate response
management tactics.”

Enhance employee awareness

CRE companies should evaluate employees for their
exposure o cyber risks. They should conduct trainings

to help employees understand the potential threat and
implications of various types of risks, especially cybercrimes.
CRE companies may also need to train or hire appropriate
cyber risk talent in their IT organization. Finally, companies
should drive behavioral change to instill the responsibility and
accountability for risk management among all employees.




Talent
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Institutional investors’ expectations:
Gear up for a digitalized workforce anad

Work environment

Talent strategies are constantly evolving. However, with
workplaces and work itself becoming increasingly digitalized,
new talent needs are emerging and should become a
business priority. Institutional investors agree—nearly 9 in
10 of retail-property-focused investors and nearly 7 in 10 of
industrial-property-focused investors somewhat or strongly
agreed that CRE companies need to do more to nurture
their talent (see figure 4).

Next-generation talent, both Millennials and Gen Z, appear
to prefer working in a startup culture.? The industry,
meanwhile, seems unprepared to recruit, engage, and

retain this talent pool—93 percent of pension funds and 95
percent of hedge fund investors believe so. As a result, many
CRE companies continue to face a scarcity of skilled talent.
Further, most CRE companies also appear unprepared to
deal with the high proportion of Baby Boomers likely to
retire over the next three to five years.

Along with talent, the work itself will evolve as artificial
intelligence and cognitive technologies reshape roles.®
Some existing skills will become redundant, while new ones
will need to be learned.?* Workers’ jobs will likely be oriented
toward tasks that require human intervention. They could
be supported by technologies that execute more of the
routine and repetitive tasks inherent in their work. Investors
also believe that CRE companies should prioritize the use of
business intelligence and predictive analytics to enhance the
talent experience. As examples, Al and predictive analytics
can be used for résumé screening and to spot turnover
risks, respectively.?5%

Senior leadership teams and boards should also include 2
fair and more even representation of women, minorities,
and the LGBT community. Investors—particularly 92 percent
of the respondents who were large investors with more than
$30 billion in assets under management—believe that a
more diversified board helps generate better returns.
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What should CRE companies do
to be more agile with talent?

Overall, the CRE landscape should evolve toward creating
and enabling a more agile and engaged workforce. This
typically involves not just overhauling talent strategies

and work processes but also creating an environment that
reduces bureaucracy and inculcates a sense of purpose for
employees. CRE companies should double down on efforts
to attract next-generation talent, retool existing talent, and
diversify senior leadership and the board.

Attract next-generation talent

Our 2018 Real £51 . ok recommended that
companies consider tapping the open talent economy

and enriching the employee experience to help overcome
the ongoing talent shortage. For example, CRE companies
can consider structured corporate social responsibility
programs that give a sense of purpose to employees by
connecting them to the community.#” Along with this,
companies should consider using the power of social

media and branding to change marketplace perceptions
and attract next-generation talent. It's important for
companies to recognize that today’s digital natives have
different aspirations and expectations.? Policies that enable
mobility—such as flexibility to work from any location or
make lateral moves within the company to build a portfolio
of experiences—and revamped performance management
and incentive programs may elevate the sense of belonging
and recognition among employees. The Z
= indicates diversity and flexibility as the keys

to loyalty.®

Redevelop internal talent pool

There is significant variance in investor perception

about companies’ ability to reskill Baby Boomers across
geographies. More than 9 out of 10 Singaporeans and
Chinese surveyed believe CRE companies are not doing
enough to retool Baby Boomers, compared to 50 percent of
Brazilian and Japanese respondents.

The Baby Boomer workforce itself is generally divided
between employees who want to exit the workforce and
ones who would like to continue to be in employment,

albeit with more flexibility.*® Companies should consider
knowledge-transfer programs from Baby Boomers to Gen

X and Millennials in situations where the former are likely to
retire. Further, companies may choose to deploy technology
to automate parts of a work process. Subsequently, they
can engage the available workforce, including Baby Boomers
who prefer to extend their careers, more efficiently.
Although, Baby Boomers would likely need to be reskilled in
select areas to remain relevant.

CRE companies should develop a culture of lifelong
learning; this may involve both structured and experiential
learning opportunities. For instance, many employees are
increasingly looking at garnering exposure to different

types of work in their pursuit of meaningful work and career
enrichment. Other focus areas often include developing soft
skills and nurturing leadership traits at all career levels.

CRE companies should double
down on efforts to attract next-
generation talent, retool existing
talent, and diversify senior
leadership and the board

20
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Diversify senior leadership and the board

Research suggests that diverse leadership teams and
boards with a wider representation of women tend

to have positive financial impact for an organization.®

CRE companies should become more intentional about
improving senior leader and board diversity, with specific
targets to recruit women and minorities, followed by tailored
programs to support them through their career life stages.
They should facilitate focused awareness-building sessions
for majority-population members addressing the value

of and mechanisms for creating inclusion and connection
within the organization.

The bottom line:

Change the mind-set

Start operationalizing your talent strategy

In addition, CRE companies should reward inclusive behavior
such that it becomes a part of the fabric of the organization.
Companies should also consider mentorship programs to
help women and minorities prepare for leadership roles,
and vice versa, to help senior leaders appreciate and value
diverse up-and-coming talent.

> i developing the functional/tech
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Proptechs
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Institutional investors' expectations:
Engage to gain a competitive edge

Proptechs are increasingly popular with investors and

are expanding their coverage across the real estate value
chain. Consider this: Globally, almost 9 in 10 of those
surveyed believe that proptechs will have a moderate to
significant influence on the CRE industry. Geographically,
Asia Pacific respondents are the most optimistic about
proptech influence {97 percent), although North Americans
plan to commit the highest percentage of their investment
portfolio (roughly 16 percent on average) to proptechs. Not
surprisingly, fundraising by proptechs was the highestin
2017, compared to previous years, at $13 billion.® Yet, the
number of proptech launches declined to 21 in 2017 and
none in the first half of 2018 (see figure 5b).** One reason
for this trend could be investors' preference for established
proptechs, which have more evolved products/services and
a performance track record.

Given the investor preference for proptechs, there is merit
in CRE companies becoming knowledgeable about areas
of proptech that may create value for their businesses.
Proptechs are using existing and developing technology

to nurture new, innovative ideas that enhance operational
efficiency, tenant experience, and information flow. Take
the case of Open Box, which promises automation services
to real estate companies on a robots-as-a-service (RaaS)
model** One of its applications includes automated data
transfer from budgeting function to valuation, through

its real estate automation engine, thus saving hours of
monotonous and manual work.3 Another example is
Leverton, a company that provides real estate document
abstraction services through Al-powered deep learning
algorithms.? By using natural language processing and
machine learning systems, Leverton's platform is designed
to extract and structure the relevant information from
complicated documents related to purchase-sale, lease, title
insurance, and mortgage transactions.>

’ §¢ . . . . P TR
influence on the CRE industry.
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What should CRE companies do
to be more agile at engaging with proptechs?

Inour 2018 Real £ itlook, we highlighted that CRE
companies can work with, acquire, or use proptechs’ services.
However, we have seen limited engagement of CRE owners
with proptechs. This is at a time when investor enthusiasm for
proptech seems quite high.3® To better engage with proptechs,
CRE companies can consider the following options.

Collaborate with proptechs

Today, CRE companies tend to be more aware of proptechs,
but the industry seems to perceive them more as a disruptor
than as a collaborator.®® This is a stage that most of the
broader financial services peers have passed, and many

are now looking to proactively engage with fintechs.® Itis
important for CRE owners/operators to understand that

it is a win-win situation, where CRE companies can match
their industry knowledge and business opportunities/needs
with proptechs’ technology know-how and nimbleness.
Nearly a third of the survey respondents acknowledged that
incumbents’ collaboration with proptechs will influence their
future investment decisions. it may not be a good idea to
consider proptechs as just vendors of a product or service, as
it may limit the range of benefits that companies can achieve
by partnering on potential innovations. For instance, as per a
global agreement, Leverton will automate lease abstraction
systems for jLUs clients across North America, Latin America,
Europe, and Asia Pacific.#!

25

Reassess proptech engagement approach

CRE companies may consider identifying a single point of
contact to drive conversations with proptechs.? To ensure a
coordinated approach, companies may develop a governance
model and guidelines to evaluate proptechs.®® CRE companies
should consider assessing the size, scale, maturity, level of
innovation, and relevance to existing business.

Of course, cultural differences with proptechs—because of
their startup nature—are natural, and CRE companies should
acknowledge these, For instance, proptechs tend to be leaner
and make faster decisions compared to CRE companies.

Both sides should therefore develop a shared understanding
of the communication flow that allows incumbents and
proptechs to coexist successfully. A bigger mind-set change
for CRE companies is to increase agility by enhancing their risk
appetite and adopting a fail-fast approach, as every proptech
investrnent may not generate the desired returns.

CRE companies should also establish quantitative and
qualitative metrics to measure their return on investment
from proptech investments. They may consider firm revenue
and cost-saving targets, market penetration, or qualitative
measures such as tenant feedback and level of transformation.
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The winner cashes in on the

investment dollars
Be agile. Fail fast. Adapt rapidly.

Technology advancements and interconnectedness will
increasingly influence CRE business models. As we have
observed, most institutional investors are committed to
the CRE industry over the next 18 months despite concerns
around a flattening vield curve, various country tax reform
initiatives, the potential of trade tariffs in the United States,
and the uncertainty around the impact of Brexit in Europe.
Their investment mandate is leaning toward technology-
enabled companies that emphasize tenant and employee
experience, and newer real estate assets and business
models. One may argue that investors perhaps have tunnel
vision, as they fundamentally focus on the return on their
investments.

Investors' investment mandate aligns with our analyses of
the technology influence on the CRE ecosystem over the last
four years. CRE companies will have to find ways to realign
their business priorities and adapt to the new demands of
their stakeholders to remain relevant.

Most institutional |

vestors are

To enhance agility, CRE companies should innovate
continuously and improve organizational fluidity rather than
work within set guidelines and in silos. Running pilots of new
products and services with a "fail early, fail fast, learn faster”
approach could allow them to learn from failures, develop
better offerings, and/or discard the unviable ones.

Taking it all in can be a challenge. And adopting new
behaviors and mind-sets tends to go against the grain for
most people. But the alternative to proactive change is
organizational irrelevance. Although some CRE companies
won't adapt, many of their competitors will—taking not only
their customers and top talent but the investment dollars
as well.

Ultimately, the winners will be those that can adapt to the
forces of change faster than the speed of change itself,

committed to the LR;._ industry

er the next 18 months despite
concerns around a ﬂa‘cteﬁ%z g ;ie
cuwe, Various cou mw
in c’ \x@g ﬂ
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Survey methodology

Our survey was based on responses from CGsuite executives
of 500 real estate institutional investors globally. The survey
was conducted in July 2018 and covered investors from

10 countries across the Americas, Europe, and Asia Pacific
with assets under management (AUM) ranging from less
than $500 million to more than $30 billion. The investors
included private equity firms, hedge funds, mutual funds,
asset management arms of banks and insurance companies,
sovereign wealth funds and pension funds, and REITs. The
survey also included fair representation of investors focused
on a variety of traditional and nontraditional properties.

The respondents were asked guestions around themes,
such as capital flows, influence of technology, cyber risk
management, evolution of talent and culture, and the role of
proptechs, to understand the factors that are driving their
CRE investment decisions.

To learn more, please refer to the survey demographics
chart on the following page.
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