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Introduction

The following paper aims to analyze the processieésting in real estate, targeting the Italian kearFive
chapters compose it.

Chapter 1 is purely descriptive. Its scope is tanexe the functioning of real estate market. Infits¢ paragraph
are defined real estate and its features, therpatetise market characteristics and we segment Hrken In the
last paragraphs, we introduce a microeconomic miaddescribe the market functioning, and then wedyae
the concept of real estate cycle and its implicata investors.

In chapter 2, we examine the current trends oftdiien market, to recognize the actual phase@htirket cycle.
We segment the market in residential and non-raesime For the residential sector, we analyze tmatien
volumes and prices, together with mortgage mar&eeldpment and the national macroeconomic trendtHeo
non-residential market we study investment volunmes, absorption, rents and yields of the segmdrds t
compose the market (offices in Milan and Rome,ilkdtaistics, hotels and alternative assets).

The aim of chapter 3 is to examine real estatenanmvestment. We start looking at the financialrelegeristics
of real estate investment. We order the investpardess in phases (market research, feasibililysfinancial
analysis and sensitivity analysis) and we indivtdufie models that suit best any investment type.sybt the
professional figures in the market, with a focustlom asset manager and its role in the investmexeps. We
investigate the optimal allocation of real estatefficient portfolios and the risk/return profileat best suits real
estate. The last paragraph deepens the topic d&etnadexes and their implications for managers.

Chapter 4 focus on the main vehicle provided bylthlean legislator to invest in real estate, thalrestate fund,
and the asset management company: the SGR. Thisments are examined by a normative point of view
identify the limits within professional operato@cmove. It is also explored the topic of the optistructure for
a fund. Then, we analyze the current market trémdi¢alian real estate funds. In the last paraggsaphe SGR is
confronted with the two main alternatives in themioy: SIIQ and SICAF.

Chapter 5 contextualizes the concepts expressedeiefa practical case. Its object is the findnealuation of
a recent deal. A banking group started to dismgsseal estate portfolio, including a complex ie ttenter of
Rome. The bank made a public offer. The goal ofamalysis is to find if the ask price is in linetlwvthe bid
price, given the target IRR dictated by a hypottatinvestor.

The scope of this work is to contextualize the aegxpressed by financial theory in a real markeirenment

and understand how professional operators appreatiestate investments.



CHAPTER 1: THE REAL ESTATE MARKET

Defining real estate

Every market has its own characteristics, whichdarect function of the characteristics of the geddhded in
that market. This statement could appear obviousijths important to be aware of the featureshaf good in
which it is investing. Object of this analysis &al estate and its attributes, which are:

» Fixity

» Heterogeneity

* Land indestructibility

* Physical indivisibility

» High value per unit

» Long production process

Land is fixed, so it is the property on it. Diretinsequence is the uniqueness of each propertghwhgiven by
location. The design of an edifice can be repled,not its position. The result is the heteroggnef each asset.
Therefore, the value of a building have to consitietocation and its specificities. Another featus the land
indestructibility: an edifice can be demolishedt bot the ground under it. A land can become unatap
construction, because of planning policies or otbsues (for example pollution). Buildings cannetdivided,
but the ownership can be shared among multiple mviNormally an edifice has a high value and theifcant
investment constitutes a barrier to entry for mapgrators in the market. Financial institution dalp to
overcome the problem. The last attribute of rettesis the length of production process, which e&quire
several months or even years. The timing to maretribute to the constant disequilibrium of therked and it
is one of the primary causes of its inefficiencies.

In defining real estate, we implicitly gave its waldrivers. The first is location. Value given logdtion differs
by property type. For instance, for a residentialding central location is more valuable than pbkery, for a
warehouse the value determinant is the proximity&or communication arteries, and so on.

The other determinant of value are the featurdbebuilding: construction quality, space, obscaese grade,
technological accessories and other elements. kmm@e, a research of the Polytechnic of Mil&@oifhe
sviluppare I'e-business nel real estate: esperieneenfronto, 200lfound that the value of a residential property
with optical fiber installed increase its valueweén 2% and 7%. Correspondingly, a property witldga has a
premium respect to a property without it. Affectattributes or historical prominence of a buildtan increase
the value perceived by a client, but these chaniatitss vary by client. In general, only objectiyeheasurable

elements should be included in a building evalumatio
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Figure 1, Real estate characteristics, value drivers and market characteristics

Real estate market characteristics

Once defined the characteristics of real estatecaveidentify a market. This market differs fronhert asset
classes (bonds and stocks) and it has its ownréesgtwhich are:

* Localization

» Lack of transparency

» Constant disequilibrium between demand and supply

* Regulatory interference

* High transaction costs

» Limited number of transactions

. llliquidity



Unlike the stock or bond market, real estate isceotralized. It doesn’t exists a stock exchangere/igoods are
traded at a specific price in a given moment. Tlzeket is defined in function of the type of progeand the
geographic location. The market is mainly localkdties by city: a building technically equivaléatanother in
a different municipality can have a completely hiskar price. Therefore, there is not an objectree like the
market price of a stock. Price is function of tpedficities of the local market. Therefore, a fssful investment
decision must rely on a deep knowledge of localketar

The other attribute is the low transparency. difcult to obtain the real transaction pricescaese there are no
incentives to disclose them and because they cahsbated by transaction costs and taxes. Thdtresthe
difficulty in constructing an objective and meadileaindex to measure market trends. Additionallsea estate
transaction involves asymmetric information: theseof a building is better informed of relevargpacts than
the buyer. In fact, every deal involves some udety, which can be minimized by an accurate dligedice.
An ulterior aspect is the constant disequilibriuhthe market, which is a direct consequence ofehgth in the
construction process. Demand is influenced by nesmeomic variables, as the GDP growth or the enmpéoy
rate. An increase in demand never corresponds tomediate increase in supply, and when the cocisbns
are completed the economy can be in recessioninggaslowdown in the absorption of excess supply.

A relevant characteristic of the market is thersgrpresence of public regulations. Normally a mipaility directs
the city expansion through a plan (in It&l\ano Regolatore Generglewhich assigns to every zone a destination
of use. Consequently, a zone would be industriabtieer residential, another commercial, and soTdmis
instrument avoids disorders and permits an harngnomth of the city. The State also define the ant@fi space
that can be occupied by a construction, assignioge#ficient (ndice di utilizzazione territorialg which is the
ratio between buildable space and total land. Aerothtervention field by public body are the taxekated to
transaction, calculated as a percentage of thenpsecprice. In Italy these are callegposte di registro, imposte
ipocatastaliandspese notariliThe latter are a compensation for a specificqgsibnal categorynftai). These
costs, together with the commission of an interragdand due diligence costs, raise the transactets. In fact,
one of the relevant features of the market aréitje transaction costs, which can increase sigmitiy the price
of real estate. In Italy thenposta di registras 10% for physical people, 4% for juridical peoated 2% for funds.
Legal costs are above 0,5% of the price.

Another attribute of the market is the limited nwenlof transactions. This is a direct consequenaaehigh
price per unit. The underlying chart (figure 2) wisathat Italian residential transactions lag belottter major
economies in Europe. Their number is almost one tbss than Germany, almost the half of Franceraock
than the half of UK. If we assume the number afisection as measure of efficiency of the markeheans that

Italian market is only more efficient than Spanisarket.
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Figure 2, Transactions of residential assets in Europe, Source: Scenari Imoobiliari

The last characteristic of real estate marketiguidity. This is the direct cause of the highwalper unit of real
estate. It is not easy to sell a property in aoeable amount of time. According to Il Sole 24 @ai tempi di

vendita alla determinazione dei prezzi, i consggli esperti per vendere bene ca2816) in Italy time to

market for residential is on average 7-8 month® dinect effect is that real estate is sold atalist respect to
its book value. Several studies tried to quantifis tdiscount. The mixed evidences show that itegaby

destination of use and by the conditions of théding, but it's not possible to measure it objeelyy because it
depends on the ability of the seller and the barggipower between counterparties. The only evidaathat
the discount rises during recession periods becselBeg the assets become more difficult.

A useful comparison is with the efficient marketn#arket is efficient when there are no transactiosts, there
is perfect concurrency and informational efficierfpyices reflect all the information, public andvate) and all
players act in a rational manner. Stock marketiy ¢lose to a perfect market. Real estate is pposite. One
of its characteristics are the high transactiorissasspecially in Italy. Concurrency is far fronrfeet, because
same prices suppose same products, but every prapatifferent. Informational asymmetries are th@m:

sellers know more than buyers do. Only some aetdrgationally. Firms do a cost-benefit analysisveen cost



of renting or buying a property. A person who bwu$e tend to give a subjective value to a buildgogthe

rationality affects only some players in the market

Real estate market segmentation

We defined the object real estate, we identified@ue drivers and we spot the main charactesisfithe market.
But real estate is a broad sector, with differeyriasnics for different segments. Now we have tod#vihis
market, for a better understanding of its intemathanisms.

The first distinction is between market of space ararket of property. In the first, it is exchangled utilization
of real estate: the owner grant his property tereat in return of a periodic rent. In the secdhd,property of
the asset is traded.

Another distinction lie in the view of real estatea good for consumption or an investment. Nognaluseholds
consider real estate as a consumption good thatséds primary needs, and firms considers it asagstment.
Nowadays the trend for companies is outsourcing estate to specialized operators. In that wayndifree
financial resources to invest in their core adtdgt especially industrial firms. In fact, theireactivities returns
have a positive spread respect to real estatenseet@n the other way real estate assets are mamagez
efficiently by a professional operator, which healrestate as core activity.

A third distinction is between primary and secolydaarket. Primary market is composed by the stdakeav
buildings, realized by specialized construction panies, and it represents the supply in the mafket.already
existing edifices compose the secondary market.

The most important segmentation is by destinatfarse. We distinguish between residential, officegustrial,
retail and receptive. The description of the segmenintuitive and a detailed explanation wouldbgyond the
scope of this work. More interesting is their refatsize. As we can note from the table below (&gQ),
residential sector is the broadest one. For what@ms Italy, the market share of residential sastsignificantly
above the European average. The explanationtistiian households have a greater ownershipthaie other
countries, because it is a tradition to keep theeyghip of house and real estate is consideredtegbion against
inflation. Receptive sector is the opposite: madketre significantly lags behind the one of ottfeemtries. That
is because the financial crisis hits particulaHg touristic sectors and investments stopped sigder2009.
Office sector is also below the European averageause of the lack of relevant size projects coatptr other
markets. An interesting cause for reflection is lihk with the employment rate, which is considédyalower
respect to countries in the table, except for Sgantustrial sector is also under the average hisddw figure is

linked to the industrial production, which declirgdce the 90’ in Italy, causing a slowdown in protion facility



investments. Even retail share is significantlyolelthe average. The explanation in this case issthall

consumption per capita of Italian households resfgecomparable countries.

county resdental | receptve | offces | industria | retail _{total

France 50,4% 14,2% 19,6% 1,9% 13,9% 100%
Germany 58,6% 4,0% 16,0% 4,0% 17,4% 100%
UK 40,6% 3,1% 23,4% 7,7% 25,2% 100%
Spain 49,4% 12,7% 17,1% 3,8% 17,1% 100%
Italy 81,4% 1,6% 6,6% 3,4% 7,0% 100%
total 56,4% 6,8% 16,6% 4,1% 16,1% 100%

Figure 3, Real estate revenue shares by sector in Europ&,Z8urce: Scenari immobiliari

In summary every sector of real estate is linkedréods in the correspondent economic sector alatlecte
macroeconomic variables: GDP per capita for reside®mployment rate for offices, industrial pration for
industrial and consumption per capita for retaidl aaceptive. Obviously, these are not the onlyaldées to
consider in investing decisions, but they are adge@dictor of the overall appeal of a sector. Analg these
variables is effective at national level, and fuméatal at local level. Remember what said befaral estate
market is local, and a deep analysis of local esgnis the base of an effective investment strategy.
Keeping the notion of localization, a country igsented in first tier and second tier cities. bBiyitRome and
Milan are first tier, other relevant cities secdret. Primary markets generally bare lower riskntis@condary
markets, which are often more susceptible to marketes and fluctuations in demand. Imagine tlffeidince
in demand for an apartment or office property invdtown Milan or Rome when compared to smaller, less
densely populated markets in more remote areasg. cble, highly desirable markets will often searalter
fluctuation in rents and vacancy rates in a deatjreconomy due to the high level of demand drieeid dense
population in the area.

A city is segmented in luxury, central and subuiigee municipal plan decide the zoning by destimatbuse.
Other kinds of segmentations are based on buildiate (new, used, refurbished) or the availab{Mgcant,
occupied), but they are more useful to asset etialyanot for defining the market.

Now that we saw the relevant segments, we can foou$e functioning of the market and the varialhes

determine its movements.
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Real estate market functioning: a microeconomic model

Real estate is a complex market and its functioniing not easy to understand, given the high nundfe
correlations in the variables involved. Morri deygtd a microeconomic moddtdrrero and others, Analisi
finanziaria: finanza delle operazioni immobilia2002), that simplifies the mechanisms of the market #ed
relationships between its variables (figure 4).

The first element of the model is the market faaics which we defined above. Price for space isaed it is
given by the equilibrium between supply and dem@ordspace. The supply is constituted by the stock o
constructions (stock of m?), which in the shortités fixed, so a vertical line represents it. Dethéor space is
influenced by elements specific to every sectke the production productivity for firms and GDP papita for
families. The demand has an inverse relationship thie existing stock of building, so rent increasestock of
mz2 diminishes, and vice versa. The first squardefgraph (N-E) illustrates this relationship.

Second square (N-O) shows the value of the agsaysasset value lie in the ability of the sameeograte future
benefits. In our case, the benefits are the futemés and the asset value is computed discountingef rents for
an appropriate yield, using the perpetuity formillaerefore, there is a direct relationship betwes and asset
value. For simplicity, we can assume in our moblat the assets value is the price at which thegxrbanged.
Third square (S-O) tells us that when the pricearfstructions is greater than the production @mststruction
companies will build new edifices. Even here weehawdirect function: greater is the price-cost agyenore
assets will be added to the existing stock of g (stock of mz2).

The forth square (S-E) simply tells us that if favilding are added to the existing stock, the stifak? increase.
In summary, it all starts from the rent. The actlt determine assets value. When this valuedatgr than
construction costs, new constructions start, irggngathe existing stock of m2. The process isningaliate: as
we highlighted before, new completions require tig@ntributing to the constant disequilibrium oé tmarket.
In fact, the supply of space will change in the medlong term and the result is the cyclicalitytioé market, as

we will examine.
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Figure 4, Microeconomic model, Source: Ferrero, Analisi finanziari: finanza delle operazioni immobiliari

The variables that impact the model are econonvevir (or recession) and changes in interest ratevas.

Economic growth cause a rise in the demand forespaat increase, value of buildings increase andedium

term the stock of m2 rises. A recession has thesippeffect. A reduction in interest rates decesabe yield
that discounts the asset value. Graphically it iegph rotation to the left of the curve of assethi®, with a
consequent boost in price. That stimulates newtoaetfon and it lift the stock of m2 in the medidong term,

followed by a decrease in rent.

A change in regulation that cuts the tax rate hasame effect, because it affects directly theepof assets. An
additional variable could be a destruction of ttuels of m2, given for example by a natural disadterauses the

increase of rent and values, so new constructiojegis are undertaken.
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The magnitude of these changes depends by thescelagticities, which depends by location and dastin of
use. For example the demand for luxury housingeastic respect to the demand for residentialeirppery,
but the same is not valid for a firm, which is vesnsitive to price changes in every location.

In conclusion, every economic model is a simplifima of reality. The market is more complex: a ssien is
normally coupled with public policies that cuts tteest of capital, and actually, this is what thedpean Central
Bank did recently. It is difficult to quantify theffect of both variables on the market. Howevdg thodel remain
a powerful tool to identify a process in the maraet to identify the effects of macroeconomic clesngn the

market. The model also introduces the concept oket@ycles, which will be explained in the nextamraph.

Thereal estate cycle

We identified the main cause of cyclicality in thearket: the lagged supply and demand for physigate.
However, we haven't described the mechanism obhastate cycle. Every cycle differs in term of giaphic
location and length. These cycles are not reguldmeeither predictable. They are linked to the esanomy, so
when GDP is in expansion real estate is in expanai@ when economy is in recession real estateitgds
decreasing. A cycle consists in four phases: ragpexpansion, hyper-supply and recession (figyre 5
Recovery phase starts when the market has reathbdtiom (point 1 of the figure): at that poirtte tsupply
from the previous cycle stops. Demand then startbsorb the excess supply and vacancy rates ee€limce
excess space is absorbed (this is measured by @ f@cancy rate), rent begin to increase. Thenuptic
expectations of owners contribute to rents risé) tental growth rate reach the level of inflati(point 6).

Here it starts the expansion phase: demand groovitintie to increase, until the occupancy rate réaat) term
average. That means supply is tightening in theketaand when operators realize that, rents inereagidly
(and so does assets value). Constructors starediéiees and supply starts to rise. Until demarahvgh is greater
than supply growth, occupancy rates increase. @eogand and supply growth match, the market reaithes
equilibrium (point 11).

The hyper-supply phase starts when supply grow® ian demand. At that point, occupancy ratestbw
long-term average and new buildings begin to comfmttenants, so rent growth slows down. It i gaisitive,
but declining. Then participants could understdrad iarket turned down and stop constructing, tr no

In that case, new supply would grow much fasten ttiemand, and cause the last phase of cycle: tessien
(point 13). The magnitude of the crisis dependshengap between supply and demand growths. Rermatly
reaches the inflation. Then owners start to competerice to capture tenants: market rent declimg itireaches
marginal cost, which are operating expenses plsssdo recruit tenants. The cycle reaches its botidhen

constructions stop.
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Figure 5, The real estate cycle, Source: Baker and Chinloy, Private real estate markets and investments

The implication for investors is simple: buy at thattom of the cycle and sell at peak. Theoretycdilis true.
Successful investment strategies identify whemtheket is in recovery and found a buyer beforedihventurn.
However, cycles are quite long. Brown and LAuglobal perspective on real estate cycB301), using data from
International Property Databank, found that thength is from 4 to 12 years. Therefore, an investoy operates
only in its national market is constrained to waita long period before finalizing a deal. It wdude useful for
international investment strategies to verify ifv@ markets behave similarly. Goetzmann and Wacitee
global real estate crash: evidence from an inteloadl database2001) investigate the behavior of office markets
of 21 countries. Data are from the Internationaim@eercial Property Associates. Countries are Auairal
Belgium, Canada, Denmark, Finland, France, Germidoiland, Hong Kong, Ireland, Italy, Malaysia, Nay
Singapore, Portugal, Sweden, Spain, Switzerlandyara UK and US. They grouped means and standard
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deviations of historical returns and they foundlUsters that behave similarly. A cluster contadedgium,
Denmark, France, Germany, Holland, Ireland, Italg #ortugal. Another one Canada and US. All fouraAs
countries (Hong Kong, Singapore, Taiwan and Makyspplit in 4 different clusters. Last group congi
Australia, Finland, Spain, Sweden, Norway, Switnedl and UK. The research did not took in considarat
major Asian economies like China or India becaudsbescarcity of data available for those locagidvioreover,
Europe is divided in two different clusters. Evem& members of Euro-area belong to two differeotigs. The
reason is that at the time of the research, Europeanomies were not converging at the same tetenhen
they adopted euro. However, the research showcthattries with similar economies have also sintiksiin
real estate cycles, and international real esfateabors should keep that in mind when formulaéingnvestment
decision.
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CHAPTER 2: ITALIAN REAL ESTATE MARKET OUTLOOK

M acr oeconomic outlook

Italian economy is experiencing a slow but steadyvth after a severe recession period. GDP gre®®6fin
2016 at it is expected to continue at this pac#) witernal demand as the main driver of recovery.

The increase in households disposable income (1e&fect to 2015) and labor market improvementsahad
positive effect on private consumption, despitedteadiness of employment growth rate, which rematrthe
same levels of 2015 (0,6%).

The investments continue to increase (2,7% in 2fEgpect to the 0,6% of previous year), due tartbentives
provided by recent Stability Laws, but constraimmshe availability of bank credit impede a fastmovery. Italy

is still a net importer.

The new government renewed its commitment to fiscabolidation and structural reforms. To genetadiscal
space for a necessary increase in public investar@haivoid a surge in indirect taxes in 2017,anplto use EU
budget flexibility rules and to contain public spérg. Debt/GDP is stable and should decrease frexhyear.
Current inflation remains weak, due to low energgg@and EU monetary policies. Change in pricendstaat
0,2%, according to thidarmonized index of consumer pri¢g@s8% excluding food, energy, alcohol and tobacco)
Analyst consensus has confidence in a modestimilgrowth in the upcoming year.

The investments fall during the crisis worsenedhiaén issue in Italian economy: the long-term Igl@ductivity
slowdown. To raise productivity, the government ttaaccelerate the resolution of non-performingifoen the
banking system, to improve the efficiency of pubdigpenditure through a better management of public
infrastructure projects and a rationalization oblpziadministration, and to reinforce private firngynamism
and innovation.

9 |

Figure 6, GDP of Italy, Source: Tradingeconomics
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Fourtn quarer

2014 2015 2016 2017
2015 2016 2017
Current prices Percentage changes from previous year,
EUR bilion volume (2010 prices)

GDP at market prices 16129 06 10 14| 11 12 13
Private consumgption 989.5 09 13 13| 1.3 13 13
Government consumption 3126 -0.7 06 -02 | 0.2 01 0.5
Gross fixed investment 267.9 06 27 37| 1.6 33 39
Final domestic demand 1 569.9 05 14 14| 10 14 14

Stockbuiding' -38 05 0.2 00
Total domestic demand 1 566.1 10 1.2 14| 1.7 14 14
Exports of goods and services 476.1 41 21 38| 26 28 4.1
Imports of goods and services 4293 58 3.2 43 5.4 36 4.7
Net exports' 468 03 02 00

Note: Detaded quarery projections are reported for the major seven countries, the euwro area and the total OECD in he

Statistcal Annex.

1. Contributons to changes in real GDP, actual amount in the first column.

Source: OECD Economic Outlook 99 database.

2013 2014 2015 2016 2017
Employment’ -1.8 0.1 06 06 0.9
Unemployment rate'* 1221 126 119 113 108
Compensation of employee® 0.8 0.2 09 0.9 1.0
Unit labour cost 0.8 0.7 11 09 0.4
Household disposable income 0.4 0.1 09 19 2.0
GDP deflator 1.2 08 08 0.7 0.9
Harmonised index of consumer prices 12 0.2 0.1 0.2 0.9
Core harmonised index of consumer prices* 12 07 0.7 08 0.9
Private consumption deflator 12 0.2 0.1 0.2 0.8

1. Data for whole economy employment are from the national accounts. These data indude an estimate made by
Istat for employment in the underground economy. Total employment according to the national accounts is higher
fhan labour force survey data indicate, by approxmately 2 milion or about 10%. The unemployment rate is

caiculated relatve to labour force survey data.
2. As a percentage of labour force.
3. In the total economy.

4. Harmanised index of consumer prices excluding food, energy, alcohal and tobacco.

Source: OECD Economic Outlook 99 database.

2013 2014 2015 2016 2017
Household saving ratio, net' 35 3.0 29 3.3 31
General govemment financial balance” 29 -30 26 23 20
General govemment gross debt’ 1455 1591 160.2 160.3 1594
General govemment debt, Maastricht definition” 1200 1324 1328 1328 1319
Current account balance” 0.9 18 22 21 22
Short-term interest rate® 0.2 0.2 0.0 02 -03
Long-term interest rate* 43 29 1.7 1.5 15

1. Net saving as a percentage of net disposable income. Includes “famighe produfinci”,
2. As a percentage of GDP. These figures are natonal accounts basis; they differ by 0.1% fom the frequently

quoted Excessive Deficit Procedure figures.
3. 3-month interbank rate.
4. 10-year government bonds.
Source: OECD Economic Outiook 99 database.

Figure 7, Macroeconomic aggregators, Source: OECD Economic Outlook 2016 (2017 data are forecasted)
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Real household purchasing power is Price inflation remains low
driving private consumption hig her

Index 2010=100 Y-0-y % changes
110 ©
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= Nel mal household disposalle income —  Headine flation”
Producer price inflaton®
N\ 4
105
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D - 4
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1. Allitems less food and energy.
2. Headline refers to the harmonised index of consumer prices and core excludes food, energy, alcohol and tobacco.
3. Industry (excluding construction).

Figure 8, Households purchasing power and price inflation, Source: OECD Economic Outlook 2016

In summary, the main macroeconomic aggregatordigighthat the country is in a recovery phase. Nate
investor has to analyze the opportunities and igles to do business in such environment. The peasfactors
for the investment are the rising consumer confideand the low interbank interest rates, which eesz the
cost of capital for firms. The issues are the knnitthe lending capacity of financial instituticensd the stagnation

of labor productivity, which still lags beyond Epean larger economies.

Residential sector

Real estate transactions

To measure the dynamic of the mark@sservatorio del Mercato Immobiligra public agency which monitor
the market since 2004, developed an index calleld INuUmber of Normalized Transactions). This indeeasure
the market volumes, which are the number of rettesunits exchanged in a given period (normallyaon
guarterly, semiannual or annual basis). Its comptan&re transactions weighted for the relativeesbarproperty
rights, which means that if a 50% share on a ptgpeisold, NTN index increases by 0,5.

Real estate market experienced a significant grawt®016, when 1.141.012 NTN were traded: around 17
thousands more than 2015, for an overall increb$8,d%. Every sector shows a positive trend: esgidl units
sold were 18,9% more than the year before, offic&5%, commercial 16,6%, industrial 22,1%, apputees
19,2% and other real estate not included in pressitgpes 14,8%.
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NTN I trim 2016 Il trim 2016 11l trim 2016 IV trim 2016 Anno 2016

Residenziale 115.194 143.298 123.476 146.896 528.865
Terziario 2025 2.413 2.510 3.000 9.946
Commerciale 6.776 7.598 7.188 9.024 30.586
Produttivo 2121 2.897 2.565 3.704 11.287
Pertinenze 87.554 110.015 94.007 119.427 411.003
Altro 30.828 38.687 35.719 44.090 149.324
Totale 244,498 304.908 265.465 326.141 1.141.012
Var % I trim 15-16 Il trim 15-16 11l trim 15-16 IV trim 15-16 Anno 15-16

Residenziale 20,7% 23,0% 17,5% 15,2% 18,9%
Terziario 1,4% 14,9% 31,2% 5,9% 12,5%
Commerciale 14,5% 13,0% 23,4% 16,2% 16,6%
Produttivo 7,2% 28,8% 24,6% 25,4% 22,1%
Pertinenze 17,3% 233% 17,3% 18,4% 19,2%
Altro 8,5% 16,1% 18,4% 15,5% 14,8%
Totale 17,3% 21,9% 17,9% 16,4% 18,4%

Figure 9, Total NTN divided by destination of use, Source: Osservatorio del Mercato Immobiliare: quarterly report (real estate market

developments in the IV quarter 2016 and annual synthesis)

The table (figure 9) focuses only on 2015 and 20We analyze a longer period, we can observéhisirical

trend of real estate transactions in Italy.

Graph below (figure 10) shows the yearly NTN, riekly to a base period, the first quarter 2004, nglthe NTN

is 100. The subsequent NTN are a proportion obtse period.

Since the peak in the fourth quarter 2006, the ptagkhibit a prolonged bearish trend, interruptgdalsmall
increase in last semester 2011. The bottom wasedaao third semester 2013. Since then, volumeg waly

upward. The current NTN is 85,7% respect to bas@gewhich means that the market is far from uf f

potential.
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Figure 10, Total NTN respect to base year, Source: Osservatorio del Mercato Immobiliare: quarterly report (real estate market
developments in the IV quarter 2016 and annual synthesis)
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Figure 11, Total NTN yearly variations, Source: Osservatorio del Mercato Immobiliare: quarterly report (real estate market
developments in the IV quarter 2016 and annual synthesis)

Graph above (figure 35) shows the percentage NTiMtans in every quarter since 2004. It is eviddém
negative trend from third semester 2006, intermie two positive variations in the first two qued of 2010
and last two of 2011. The worst movements occucetturrently to the 2008-2009 global financial isriand
the 2012 European sovereign debt crisis. The bottamreached in the fourth quarter 2012 (-29,6%é 2014
opened positively, with a negative variation in #seond quarter, to finish with an upsurge. Onc®died the
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effects of the fiscal reform in the first quart@Q15 ended with positive results, with the exceapiid non-
residential sector. In 2016 the overall trend iflishy with peaks in the second quarter for reside¢mnd third
guarter for non-residential.

It is interesting to notice that the historicalngeof real estate transactions is in line with dwerall GDP

movement. Therefore, as theorized before, realeesétor follows the economic development of antgu

The graph below (figure 36) indicates the residgsctor trend for geographical areas (north,ezeartd south),
during 2014, 2015 and 2016. The general movemdnilish. As we can observe, the north registeriighest
number of transactions, with a pronounced upwarpdes|Center and south have a flatter pattern agettier they
do not reach the NTN in the north.

24.9%
281%"° 57 % 208% 209% 0%
7.5%  129% 7%, 93% 10,72 5% 15.3% 16,1 L% 10,8990, “‘i?gu
4 103% B% 45% ¢ 10,9% AT 7% 1% 7,1% 82% 9
4% ' 1.7% e 585 61 41% a2
0% 29 e % om 10% .o
200,000
150,000
100,000
B H“W“
Nord Centro Sud Italia

Figure 12, NTN by macro-areas, Source: Osservatorio del Mercato Immobiliare: quarterly report (real estate market developments in the IV quarter
2016 and annual synthesis)

The long-term trend is displayed in the underlyehgrts (figure 13). Generally, the first graphimiar to figure
10. We can observe that the north line exacerbateverall sector trend: when market is bearismtiréh show
the smallest transaction number, when it's upwaiglabove the sector average.

Second graph follow the development of figure % tecession periods concurrently to the two fimararisis,

with a final recovery, towed by north.
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Figure 13, Total NTN by macro-areas respect to base year and yearly variations, Source: Osservatorio del Mercato Immobiliare: quarterly

report (real estate market developments in the IV quarter 2016 and annual synthesis)
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The eight biggest cities by population confirm thsidential sector upturn in 2016, with growth sabé 17,4%
for cities and 20,9% for the underlying provinc€&stal NTN are respectively 93.069 and 90.230. I ¢hies
group, Turin achieve the best result, with a peiagaincrease of 26,4%. Above the average ther@sweMilan,
Geneva and Bologna. Naples and Florence are jlsvitee mean. Rome and Palermo obtained the wesstts,
respectively 10,6% and 9,2%, which underline theandynamism of these market. The provinces subatign
confirm the cities results, with Turin and Palerasomaximum and minimum in variations (respectiy?2%
and 6,5%). The eight biggest cities and their ulyteg provinces represents more than 1/3 of tha tesidential
transactions for 2016 (528.865).

Il trim IV trim var % var % var %
Citta 2016 2016 Anno 2016 1l trim IV trim Anno
15-16 15-16 15-16
ROMA 6.906 8.524 30.253 8,9% 8,7% 10,6%
MILANO 5.090 5933 21.978 23,9% 10,4% 21,9%
TORINO 2.733 3356,  12.342|  20,5% 25,2%|  26,4%
GENOVA 1.581 1.755 6.631 25,1% 12,7% 22,9%
NAPOLI ' 1.404 1.873 | 6.714 | 2,5%  17,4%  171%
PALERMO 1.051 1.323 4.795 6,0% 11,7% 9,2%
BOLOGNA | 1.262 1.496 | 5568  21,5% 19,7%|  23,7%
FIRENZE 1.105 1.236 | 4.788| 13,3% 6,8%|  16,0%
Totale citta 21.132 25.495 93.069 15,1% 12,6% 17,4%
. . var % var % var %

1t IVt
Resto Provincia 20;‘2‘ 20;‘:‘ Anno 2016 Il trim IV trim Anno
| 15-16 15-16 15-16
ROMA 3.213 3919 14.111 19,5% 16,9% 20,3%
MILANO 6.946 8928 31067 19,1% 21,5%|  21,8%
TORINO 3531 4531 | 15.338  23,5% 25,1%  24,2%
GENOVA 746 865 3.109 19,2% 9,0% 20,0%
NAPOLI | 2.334 2819 10.283 |  25,1%  13,2%| 19,8%
PALERMO 942 1.024 3.730 13,4% 4,7% 6,5%
BOLOGNA 1.549 1.956 | 6.800|  15,2% 15,9%  19,0%
FIRENZE 1.389 1587 | 5792  31,4% 16,1%|  24,1%
Totale resto provincia 20.651 25.630 90.230 20,7% 18,4% 20,9%

Figure 14, NTN of most populated cities and provinces, Source: Osservatorio del Mercato Immobiliare: quarterly report (real estate
market developments in the IV quarter 2016 and annual synthesis)

The chart below exhibit the historical trend of Niri\the first-tier cities (Rome and Milan), from@Dto 2016.
We can notice a prevalence of transactions in R@syect to its province from 2012. The same odoukéilan,
with less relevance. In the previous period theosfip it's true: NTN was substantially higher ire tprovince

respect to the city.
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The absolute values graph and the percentage sefedow the national trend: two sever downturusirt
crises and a subsequent rise.
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Figure 15, Total NTN respect to base year and yearly variations of first-tier cities and provinces, Source: Osservatorio del Mercato
Immobiliare: quarterly report (real estate market developments in the IV quarter 2016 and annual synthesis)

Residential mortgages

To measure the properties acquired with the hetpmbrtgageOsservatorio del Mercato Immobiliadeveloped
an index called NTN IP. The concept is the samb@NTN, but the index include the transactionsesfdential
assets covered by a mortgage.

NTN IP displays a relevant increase from previoeary27,3%), with an incidence on the total traheas of
48,5%, respect to the 45,5% of 2015. The capitattgid in 2016 was € 29.451 million, with a yeangrease of
27,8%. The interest payment on the first instalnt=atreased by 44 basis points and the first instalmount
declined by 4%. The average length of a mortgageires unchanged from the last period (22,5).
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ITALIA 2015 2016 2015-2016
NTN IP 193.350 246.182 27,3%
Capitale erogato totale (milioni €) 23.050 29.451 27.8%
Capitale medio per unita abitativa (migliaia €) 119,2 119,6 0,4%
Tasso interesse medio | rata’ 2,75% 2,31% -0,44
Durata media (anni) 22,5 22,5 0,00
Rata media iniziale (€) 592,0 568,3 -4,0%
Incidenza % su NTN PF 45,5% 48,5% 3,05

Figure 16, NTN IP and capital granted, Source: Osservatorio del Mercato Immobiliare

in the IV quarter 2016 and annual synthesis)

: quarterly report (real estate market developments

The chart below (figure 41) exhibit the developmehNTN IP and capital granted for mortgages sid064,

with a geographical division of the country. We ebe that the number of assets bought through &gamgpe

declined from the half of 2006 to 2013, with tworeee downturns correspondent to the two finanaises.

During the last three years, the NTN IP just insezh The capital granted to buy residential adséitsv the

same path.
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Figure 17, NTN IP and capital granted respect to base year, Source: Osservatorio del Mercato Immobiliare: quarterly report (real estate

market developments in the IV quarter 2016 and annual synthesis)

The table below (figure 42) show the NTN IP in theee macro-regions. The total transactions covbsed
mortgage in 2016 are more in the north (142.083peet to the south and center combined (53.315an¥9,

respectively). Even the highest percentage incrisasgistered in the north (28,6%).
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The NTN IP incidence on total residential transaddiis higher in north and center (52,7% and 505%) south
(38,4%). The first instalment amount diminishedhagtescent prominence from south to north (-7%218%).
The interest declined of 41 basis points in norith 47 in south and center and its value reflea@gifierent risk
profile of the areas.

The numbers show that the credit crunch is enditagtly because of the renewed stability of the bap&ystem.
Bank accounts are healthier than the past, evemitié work have to be done for speeding up the uéeal of
non-performing loans.

The residential market follow the trend of mortgawgrket. If more loans are granted, more housddwibought
and the market will increase its volumes. The amotinapital borrowed is a measure of the overaadopment
of the financial market, which is directly linked the residential market. If banking system isanavery, it

means that also residential market is in a growimase.

Nord 2015 2016 2015-2016
NTN IP 110.479 142.087 28,6%
Capitale erogato totale (milioni €) 13.064 17.031 30,4%
Capitale medio per unita abitativa (migliaia €) 118,2 119,9 1,4%
Tasso interesse medio | rata* 2,59% 2,18% -0,41
Durata media (anni) 22,4 22,4 -0,01
Rata media iniziale (€) 579,4 563,4 -2,8%
Incidenza % su NTN PF 50,2% 52,7% 2,49

Centro 2015 2016 2015-2016
NTN IP 42.622 53.317 25,1%
Capitale erogato totale (milioni €) 5.744 7.207 25,5%
Capitale medio per unita abitativa (migliaia €) 134,8 135,2 0,3%
Tasso interesse medio | rata® 2,93% 2,46% -0,47
Durata media (anni) 23,3 23,3 0,00
Rata media iniziale (€) 665,6 635,8 -4,5%
Incidenza % su NTN PF 47,2% 50,5% 3,26

Sud 2015 2016 2015-2016
NTN IP 40.250 50.779 26,2%
Capitale erogato totale (milioni €) 4.242 5.214 229%
Capitale medio per unita abitativa (migliaia €) 105,4 102,7 -2,6%
Tasso interesse medio | rata’ 2,98% 2,51% -0,47
Durata media (anni) 21,9 21,9 0,00
Rata media iniziale (€) 546,0 507.,8 -7,0%
Incidenza % su NTN PF 35,0% 38,4% 3,41

Figure 18, NTN IP and capital granted by macro-areas, Source: Osservatorio del Mercato Immobiliare: quarterly report (real estate market
developments in the IV quarter 2016 and annual synthesis)
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Pricesin residential market

ISTAT, the public agency for the statistical resbapublishes every semester an index of pricesaflential
properties called IPAB. The underlying chart (figu3) displays the IPAB and the NTN variations egpo a
base period (first semester 2004). Prices andacsionis number increased until first semester 2a0@&n NTN
started declining. Prices continued to grow untdtfsemester 2008, and after they became flat.nkbge,

volumes kept diminishing. From 2009 to first serae8011, when NTN alternated low upsurges withdiiag

trend, prices remained stationary. Concomitantiinwhe crisis of sovereign debt (second semestEL)20hich
was the most severe for the sector, prices statdecline and volumes experienced a significamtrdorn. From
second semester 2013 NTN began to rise slowly firgilsemester 2015. After it increased at faptae. The

prices pattern declined until second semester 20tén a little improvement was achieved.

4,9% s
PANTER A1 2 YT IR 3%

¥

29% 149 3,1% 5% % 7 6h B

29% 104% o|2% 13% 05% 0/a% 1.2% % 0,3% 02%
| o

S, 211 0 45, 2% 0,0% L} 0,5%

LB - R T 5% 0,4% P

39 3 ga| 1606 53 -16%-1 7 D 3%09%
e YN TITR
= |

| W vards NTN - vard prezzi : v 66,8

I —a=| NTN —e—| prezzi G T

22013 {4
12014 -5
2 2014

1 2004
22004
12005 4
2 2005
1_2006
22006
1_2007
22007
1_2008
22008
1_2009
2_2009
12010
2.2010
12011
22011
12012
22012
1 2013 42
22016

1_2015
22015
1_2016

Elaborazione su doti OMI e ISTAT

Figure 19, IPAB and NTN comparison, Source: Osservatorio del Mercato Immobiliare: quarterly report (real estate market developments
in the IV quarter 2016 and annual synthesis)

The figure looks exactly like the typical real éstaycle. When the recession started, owners veduetant to
reduce prices. After the 2011 crisis, they becamara of the gravity of the situation and they loakprices.
Transaction volumes rose from the second half @B2@ith a crescent intensity. Prices reached thi®imin the
first semester 2016, with a subsequent little iasesover the next six months.
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The motor in every market is demand. Traded volurepsesent a good approximation of the demanden th
market and they are rising. As mentioned beforetgage market is in expansion and so it does teeathGDP
trend. Real estate market, in particularly residérsector, is linked to both. The feeling is tha are in the
recovery phase of the real estate cycle, wherepaad traded volumes can only keep growing.
Osservatorio del Mercato Immobiliargeveloped with Bank of Italy anflecnoborsaa quarterly survey to a
sample of real estate agents, to have a completeafi the sentiment of the market. The resultsaimuary 2017
show an overall positive sentiment of market opegatExpectations about prices are confident. Teregmtage
of agents that sold at least one property getetb@tom 72,9% to 80,6%). Agents believe in a detngrowth
(the difference between positive and negative etgpiecs doubled from last quarter). For the finstet, the time
to sell a property is reduced as so it does theodigt on price (from 13% to 11,6%). LTV ratio inased by more
than 10%. The percentage of agents who leasedsitdae property increases to 83,2%. The quota&rfabors
who signal a contraction in rents continue to dishin(15,7%). The average discount on rent respetiet initial
request decreases (5,2%). The feeling about aiymsievelopment of the national market doubled filast
guarter and the belief of negative movements tal8,4%.

The most important part of the questionnaire, atpertgeneral positive expectations, are the obsensabout
rents. As we know, rents determine the value operties: if they go up, asset prices go up. Prajasss noticed
the stop in rents decline. That means that priaesooly ascend.

GDP is growing and so it does the mortgage maifkatied volumes are rising prominently. In additiorarket
operators feel optimistic about the future andsemé not diminishing. All the market indicatorggest that we

are in the recovery phase of the cycle. Therefore the right moment to invest.
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Non-residential sector

The number of transactions, measured by the NTRxn$ a good indicator of the general trend oidestial
sector. In fact, market players are householdsghfallow consumption needs rather than investriagic. The
market is highly pulverized and transactions com@analler amounts respect to other property tylpesry deal
is relatively similar, so the number of transacsionoupled with the development of the mortgageketar
represent properly the situation in the market.

The latter is not true for non-residential sectanjch is characterized by different amounts forremwestment.
Bigger transaction are more representative of tlegadl trend. Indeed, not transaction volumes,ibuestment
volumes are a good predictor of market developntésite the market is composed by institutional itwess who
adopt a professional approach to real estate imezgs.

Investments in 2016 reached € 9,1 billion, for anual growth of 12%. The year was the best aft@72@here
volumes almost reached € 10 billon. In particularestments in fourth quarter 2016 were one otilgbest ever
(€ 4 billion). Graph below represents the evolutddmvestments in non-residential sector by propsmpe. We
immediately notice that offices and retail accoiantthe vast majority of 2016 volumes, both up friast year.
Foreign investments are the majority (62%), but dsiic capital is increasing: in 2016 it was equa£t3,3
billion, 70% more than year before. Preferred itwent style is core/core-plus respect to value add
opportunistic. A survey to investors developed frGBRE highlights that while in 2015 the 43% of ist@'s

chose core/core-plus, next year the figure incit&s®4%.
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Figure 20, Evolution of investment volumes in Italy by asset class, Source: CBRE, Real estate market outlook (Italy 2017)
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The underlying figure displays the source of cdpiteested in Italy: € 2 billion from North Americ& 1 billion
from UK, € 1 billion from France, € 0,4 billion fno the rest of Europe, € 0,42 billion from Asia, 8 @illion
from middle east and € 3,3 billion from domestiaygrs.
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Figure 21, Real estate capital flows to Italy in 2016, Source: CBRE, Real estate market outlook (Italy 2017)
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Yields are another relevant indicator. They areaégo NOI divided for purchase price. NOI (net cgierg

income) is equal to rent minus operating costsifkenm not show significant variations during titdéhat changes
significantly is property value, which here is ebeaits purchase price. Yields movements are mpanfluenced

by asset prices. Demand and supply in a given maftect the purchase price. In summary, when giele low,

properties are appreciating and, when yields irs@eaarket is in downturn.

Figure below exhibit yields trend by property tyjpam 2000. It is also made a comparison with thgd#rs BTP
returns. We notice that when the market reachegokigk in 2007, yields touched their historical [@wring the

crises of 2008-2009 and (most of all) 2011-201&ldg got their maximum level. The 2016 was a regeat for

yields: the figure is lower than 2007 level for asset class (-25 basis points for logistic, -8%oftices and -95
for high street), except shopping centers (+ 4@sljasints). The spread with BTP return at the en204.6 goes
from the 143 basis points for high street to 443ldgistics, displaying the major attractivenessedl estate
respect to bonds.

Figure 22, Prime net yields evolution per asset class, Source: CBRE, Real estate market outlook (Italy 2017)

We observe two main trends: the expansion of imvest volumes and the compression of yields, magign
by foreign competition. All signals highlight thatarket is in recovery. The liquidity brought froforead (even
if domestic capital is rising) drives the recovelgng with the major attractiveness of real esta¢pect to other
asset classes. The 10 year BTP return ranged fjoB%4lto 2,15% in 2016 and FTSE Mib decreased ¢1%0,
due to uncertainty regarding the stability of naéibbanking system. According to Alessandro Mazz&#O of
CBRE lItaly, 2017 could be the best year ever, witte than € 10 billion of investments. All signalgygest that

real estate market could reach its peak in 2017.
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Obviously, every asset class follow different pai$e In the next paragraphs, we analyze trendsnatichtors of

other property types: offices in first-tier citigsetail, logistics, hotels and alternative assets.

Office market in Milan

The recovery began in 2014 continues for the Mofiice market. In the first quarter 2017, the taleexceeded
110.000 Sg m, the highest result over 15 yearslewthe 2016 net absorption was 304.000 Sg m. Th& mo
dynamic areas are the central business districtPamth Nuova. The vacancy rate is slightly grow(hg,3%),
which means that despite the recovery, the quaatisupplied space is still minor than the quangibgorbed.
The average rent is increasing: we register 52 81%500 €/Sg m in Porta Nuova). Currently theee269.000
Sq m under development. The 54% of them regardusqee projects. Refurbishments in prime locatwoa also
rising and they contribute to develop the qualityAolevel supply. Prime and secondary yields regest a
contraction during the quarter. Now they are reSpely at 3,5% and 5,25%. Investment volumes a#9€
million, for a 12% growth respect to Q1 2016. Thmgpal operation of the quarter regarded the &N of
Project All Stars (3 assets for a value of € 12liani)) by Blackstone.
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Figure 23, Quarterly evolution of net absorption in Milan, Source: CBRE, Milan offices (Q1 2017)
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Figure 24, Projects completed and under development in Milan, Source: CBRE, Milan offices (Q1 2017)

2016 Q12016 Q12017

Vacangy rate (%) 12] 12 123
Take-up (000 mq) 304 58,5 1103
Nuowo stodk (maq) 87,1 0 0

Prime rent (€ mq o) 500 490 520
Weighted Average rent (€ mq o) 263 m 39
Prime net yield (%) 375 400 350
Secondary net yield (%) 5% 550 525
Volume di investimenti uffid (€ M) 21285 438 M

Figure 25, Key indicators of Milan office sector, Source: CBRE, Milan offices (Q1 2017)
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Figure 26, Investments evolution by source of capital and prime yields, Source: CBRE, Milan offices (Q1 2017)

Analyzing the main trends, rents are increasingabse tenants compete for the most strategic amdcico
locations. The competition is also on the othee:sfdreign investors raised the level of qualityp®ducts and
they compete to acquire the best locations. Theoou is an increase in assets price and a falkidsy While
demand is expected to remain stable, project watestruction will slightly grow in the short termdathat could
affect the market. Core investments are the masitctive for market players. In most cases, dewaoprefer to
undertake a project once they found a user. Howele to the limited availability of quality A pradts, the

interest for value add assets is increasing, shppamhigher appetite for risk of investors.

Periferia

Figure 27, Milan geographical division, Source: CBRE, Milan offices (Q1 2017)
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Office market in Rome

The first quarter 2017 was positive also for theketiof Rome. Net absorption was 53.439 Sq m, 2G$ten
respect to previous quarter and 241% more than@#®6,2vhile take-up in 2016 was 150.300 Sq m. Dutirey
guarter, units absorbed were 33. Vacancy rate asexck (12,1%). Therefore, supplied surface is higten the
absorbed one, but demand is growing. Rents arées#lD €/Sq m in the central business district 3B@l €/Sq
m in the EUR. Currently 150.000 Sq m are under kbgwveent. Prime yields are stable (4%) and investmare
slightly diminishing (€ 142,6 million, -15% respdotlast quarter). Foreign capital accounts forGB&o of total
volume, showing the interest of international irtees for the city. The major operation of the qaaiit the
disposal of P&G headquarter in Europarco for € 8an. The expectations for the near future arsipee. The
opening of line C should have a positive impactiansector. One of the major problems of the sitthe lack of

adequate infrastructures, which slows the developmithe city respect to its European counterparti
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Figure 28, Quarterly evolution of net absorption in Rome, Source: CBRE, Rome offices (Q1 2017)
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Figure 29, Key indicators of Rome office sector, Source: CBRE, Rome offices (Q1 2017)
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Figure 30, Projects completed and under development in Rome, Source: CBRE, Rome offices (Q1 2017)
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Figure 31, Investments evolution by source of capital and prime yields, Source: CBRE, Rome offices (Q1 2017)
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Figure 32, Rome geographical division, Source: CBRE, Rome offices (Q1 2017)
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Retail market

During Q1 2017, the consumer index improved, asitmber of retail sales. The expectations abowwmption
are positive and indicate that it should grow by dé6 year until 2020.

Currently there are 210.00 Sq m of GLA under carcsiton. The figure is slightly down respect to 20iich
does not mean that a negative trend is beganysithiat operators are more selective in theirgtment decision.
Prime rents are stable in first-tier cities fortbshopping centers and high street (respectively&@8g m and
6.000 €/Sq m in Milan). Yields are declining (3,1566 prime high street and 4,9% for prime shoppiagters).
High street remains the main target for internatiaetailers. Investments in the first quarter @5 4nillion)
declined respect to the same period of previous (&70 million). High street accounts for the orédy of
investments (67% of total volumes). Shopping canaecount for the 24% of volumes, retail box fa H96 and
factory outlets centers for the remaining 4%. Lyesars were characterized by core/core-plus invedtoat

targeted prime high street. Now professionals Mk interest also second-tier cities.
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Figure 33, New retail stock under construction (GLA>10.000 Sq m) and retail investment by format, Source: CBRE Retail (Q1 2017)
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Figure 34, Evolution of retail investments in Italy, Source: CBRE Retail (Q1 2017)
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Prospects for the future are very positive: du@0d7 should be completed projects for around €libii The
guarter saw the completion of the Torino Outletage in Turin and the Adigeo Shopping Centre inovier. By
the end of the year, the Maximo Mall in Rome, thigy Cife shopping district in Milan and the DeltaHoRovigo
should be finished. In 2019-2020, the largest Eeanpmall developed by Westfield is expected topgmrative.
The market is mainly boosted by the high numbemaifonal retailers, who are willing to carve ou@ace in
prime locations for branding purposes. They repreaguarantee for developers, who see their magiegoing
down. Also a relevant number of foreign brands #hanter in the Italian market this year, whichlude
Starbucks, Uniglo, Under Armour, IsseyMiyake, Teak®r, Coach, Jollibee and Tesla (already preseviilan,

it should open a flagship store also in Rome).

Yields progressive contraction (even if at fastace respect to other asset classes), coupled wihive

consumption pattern, let think that the retail seblas good prospects in the near future.

Yields (%) Q415 Ql 16 Q2 16 Q3 16 Q4 16 Q117
High Steet Prime 350 350 350 350 325 315
High Street Secondary 5.00 5.00 5.00 500 475 4.75
Shopping Centre Prime 5.00 5.00 5.00 5.00 500 490
SC Good Secondary 6.00 6.00 6.00 6.00 590 5.90
Retail Park Prime 6.00 6.00 6.00 590 590 5.90
Retail Park Good Secondary 71.25 1.25 1.25 700 700 6.50

Figure 35, Net yields in retail sector, Source: CBRE Retail (Q1 2017)

L ogistics market

New technologies and e-commerce are revolutionizihghe supply chain process. Consumers are habit
purchase goods on internet and receive it at harfen days. Some companies (so called 3PL) chagstio as
core business. Their goal is to minimize the distametween consumer and producer. These new pldgersnd
two types of assets: large warehouses near the asd@ries of communication and small spaces diosgban
areas for the delivery to the final consumer (dtedadelivery of the last mile).

The positive momentum of the logistics sector quurgithrough the first quarter of current year. 26&6 was
the best year ever with a take-up of 1,4 millionnggand the average of 10 years was about 650.§00. S he

figures of Q1 2017 are even better: the net absorptas 385.850 Sq m, for an increase of 7,5% ctgpdast
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quarter and 15,7% respect to the first quarterast year. The quarter register 25 transactionspr2ilet
agreements (where owner and tenant negotiate exthatterms of contract) and 4 owner-occupied éfset
acquired has already an established tenant basemajority of deals (60%) were built-to-suit, wihimeans that
the developer built the asset following the speatibns of the user. It reflects the nature of nerket: each
product serves a specific use and it has to berégilfor the needs of the client. The majority efrdnd came
from 3PLs, which account for over the half of thsarbed value. The most dynamic regions are iltNtiméh of
the country. Lombardy covered the 60% of total gtison and Emilia-Romagna the 16%.
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Figure 36, Quarterly evolution of logistics net absorption, Source: CBRE, logistics (Q1 2017)
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Figure 37, Investments evolution of logistics and prime yields, Source: CBRE, logistics (Q1 2017)
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Preferred locations are the area around MilanPilaeenza logistic hub, the Bologna interport fergtrategic
position (between North and Centre), the Veronaeeaside, the area around Novara and Vercelli ztres
around Rome (Fiumicino, Pomezia, Fiano Romano gBoitlo) and the area surrounding Naples (in pddidhe

Nola and Marcianise interport).

Prime rent increases in Milan (52 €/Sq m) andstable in Rome (52 €/Sq m). Secondary rent remaiosanged
from last year (40 €/Sq m). Prime yields slightBcoeased, reaching 6%. Vacancy rate is diminis{Bripo).
Investment were € 103 million, far more than tH&0émillion of Q1 2016.

04 2016 2016 Q12017
Vocancy rate (%) 55 55 53
Take-up (.000 mq) 3589 13837 385,8
Prime rent Mikino (€ mg anno) 50 50 52
Secondary ent Italia (€ mq anno) 40 40 40
Prime rent Roma (€ mq anna) 52 52 52
Prime net yield (%) 6,25 6,25 6
Investimenti nel sattore industriale-logistico (€ M) 397 628 103

Figure 38, Key indicators of logistics sector, Source: CBRE, logistics (Q1 2017)

Investment volumes confirm the strong demand oésters, mostly foreigners, which raise the comipetit
Strong competition causes falling yields, becaussets are more expensive. The diminishing vacaaty r
highlight that demand is strong and it keep growiythe signals suggest that 2017 will be a ggedr for the

logistics sector.

Hotel market

The touristic sector in Italy accounts for over 38illion bed nights per year, making the countrg fifith most
visited in the world, with the largest hotel accoattation capacity in Europe (1,1 million room perrenthan
33.000 hotels). The sector represents circa the dDéerall GDP. The majority of operators are draald
family-owned hotels. International brands are uref@esented. They account for almost the 4% atiataé offer,
so there is still space of growth. The main obdaleverend is the conversion of existing buildingihotels and

the increasing interest of investors for the luxsegment.
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Investment volumes in 2016 were about the 15%taf teal estate transactions (a substantial groegpect to
2007, where the share was 7%). The major deal tvasatquisition of Una Hotel Portfolio by Unipol Sai
Assicurazioni, subsequently merged with AtaHotelteate the biggest hotel chain in Italy. Othéevant
transactions were the acquisition of Westin Exoelsind St. Regis in Florence by Nozul, the purcigsf
Aldrovandi Villa Borghese Hotel in Rome by Doguso@Gp, the sale of Palazzina G in Venice to Relegahee

acquiring of Valtur resorts in Pila, Ostuni and Mava by Investindustrial.

For what concerns first-tier location, Rome recdrdlee repositioning and refurbishment of existirsgeds.
Additionally, new luxury brands should target thap@al (Shangri La, Rosewood and W Hotel). Milan is
experiencing an adjustment after the exceptiondbpaance of 2015 due to Expo. While in the pastdity was
perceived only as a business destination, nowciine also a leisure locality, mitigating the risk@ciated with
fluctuations in the business calendar. New plagdisuld enter in the city luxury segment: W Hotebtél
Ferragamo, an undisclosed brand in Piazza Corduslather international brands (Edition by Marrlofyside
by Melid and Indigo by Intercontinental Hotel Gryu@enice is the most resilient destination: dur2@ii 6 the
ADR was the highest of the country. The city i©dlse most developed in the luxury segment. Thiopaance
of the sector is seasonal, due to the Biennale érént. The following year will see the refurbishmef the
Hotel Excelsior e Des Boins in Lido and Westin Faa& Regina in S. Marco. Operators are also stattin
explore less central locations. Florence perforraaecorded an upturn since the opening of Fourddsa®ther
relevant trends are the conversion of existingdigs (Paolino) and the extension and rebrandiniisibric
hotels (Helvetia & Bristol by Starhotels).

2014 OCCUPANCY ADR REVPAR CHANGE* Aer*
(%) 3] G] ('16-15) (Just 5-9)
_ 70% 25 156 ™ 8.14%
‘ f ' 0% ‘ 134 I 94 : +1% ‘ 5.77%
I 7% 162 n ' + 8% 491%
m ' 8% ' 141 ' 91 , 19% ' 395%
84% 9 59 f +2% 357%
15% ' Py ' 60 +11% ' 776%
60% ‘ 8 ' 54 +12% ' 8.27%
66% ' 8 ' 58 +12% ' 620%
69% 7 51 : 2% 25%
8% ‘ 15 [ ) +18 ' 7.69%
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Figure 39, Hotel sector key indicators in 2016, Source: CBRE, Real estate market outlook (Italy 2017)
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Alternative sectors

Other sectors of real estate market are healthcare;homes for elderly and telephone exchangessiment
volumes were slightly less than € 2 billion in 20®ich account for about 10% of total volumes. alttecare
segment provide stable cash flows, because regigeaicies reimburse the approved operations. Ganesfor
elderly is a promising sector, which will grow imetlong run due to the progressive ageing of hghapulation.
Telephone exchanges are now looked with interestinbgstors. They have a strategic role in Italian
communication infrastructure system and they asgattierized by long-term rental contracts (the ayetength
is 15 years). A large chunk of these contractsregpand was renegotiated in 2015, so the secexperiencing

a new investment cycle.
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CHAPTER 3: REAL ESTATE INVESTMENT

Real estate investment char acteristics

Investing in real estate has always the same fbuy:the asset (or construct it), hold it for a pdrand sell it.
The strategy must be consist with the cyclicalityhe market: purchase in the recovery phase offrtheket and
sell it during the peak. By a financial point okwi, real estate has mixed characteristic and at fimancial
instrument with a risk profile between bonds armtlss. Every year the asset produce an income, fgiyeants,
minus property taxes and operating expenses (apaxdnaordinary cost). When this income is exprésse
percentage of the value of asset, it is calleddyi€he concept is very similar to annual yield ohds, which
yearly return is expressed as a percentage ovilae. There are different kind of yields, but gpers agree that
the most representative of the capacity of thetdesgenerate income is net yield. At the numeratmre is net
operating income (NOI), which is composed by remtus the costs seen above. The denominator is &xtia

current value of the asset.

Net yield= NOI / V

Yields are useful to compare returns of similaegssvithin the market, in terms of location andtiohegion of
use. Normally operators set their target NOI redyam yields of comparable properties. Yields as® aised in
assets evaluation, especially in the resident@bse However, yields historical performance goad indicator
of the overall performance of the market.

When the asset is sold, the investor realize aalagéin. The entity of capital gain is the valnerease of the
asset between the acquisition and the dismissal.pBncentage increase in asset value is calletatgpowth
return and it is expressed as ratio between inereagalue and value at purchase time. At the natoethere is
the value at time of dismissal minus value at paseh minus capital expenditure and plus dismisgdils.

denominator value at purchase minus capital expaedi

Capital growth return= (Vt1 - VtO - capex + disnailsy / (VtO — capex)

Capital expenditures (capex) are costs that addeval the asset. They are capitalized. It meansahewritten
in balance sheet as opposed to maintenance cdsitsh Wo not increase asset value but protectsdinag
obsolescence. Dismissals are divestments of pads#t and generate positive cash flows.

Capital gain strategy is used in trading stocksimvestor buy and sell stocks exploiting positivewaments in

the market. With real estate, strategy is the sawen if market cycles are longer and characterizetess
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volatility than the ones of shares. This is thesosawhy real estate is considered an asset wkhietarn profile

in between the one of stocks and bonds.

The graph below (figure 6) show the average yeaatyrns from different asset classes from 19720022
NCREIF and NAREIT, which are two US indexes relativ real estate, are compared with returns of §doath
government and corporate, and stocks, measured®&By580, RUSSELL 2000 and NASDAQ. NCREIF is a
direct index, developed by the National CounciRefal Estate Investment Fiduciaries, which is an@ason of
real estate investors. All members must providatqug data on income yields and capital appreamtilhe
price change is calculated as the appraised vdlaata given by members. NCREIF is also dividedstu-
indexes, by location and property type. It is @&dirindex: it means that is calculated from apphigalues of
real estate transactions. Instead, NAREIT is amantlindex, calculated as price change of pulbtided property
companies, which are called real estate investimasts (REITS). In particular, on graph below ismsidered
Equity NAREIT, which consists in deleveraged yed&lgITs returns. The financial debt of each compaay
been removed because each company has a differantil structure, which influence the returns degends
on the firm’s investment style. Therefore, EQUItsREIT doesn’t take in account the leverage efféét.observe

that NCREIF is lower than bond return and EquityRET has the highest return of all asset classes.
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Figure 40, Historical return and variance of asset classes in US, Source: Baker and Chinloy, Private real estate markets and investments

The evidence seems to undermine the concept oéséate as middle asset class. However, bondsdewadiare
both government and corporate. Corporate bondsagpise proportional to the financial risk profile tie
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company, and risky companies must compensate tgréwaer risk offering a higher return. Corporatads
risk/return profile depends on the issuing compamy they are not a reliable comparable for reatestSo, only
government bonds should be considered as a conipasget class. In fact, they have a lower riskVneprofile
than real estate. Furthermore, NAREIT Equity hasatgr return than stock indexes and less standsidtn.
Even that evidence must be corrected. Share masltés for a greater volatility than real esta@the downturn
periods must have lowered the results. In additMAREIT Equity are stocks, and they are influenbgdthe
stock market. NCREIF is a more appropriate comparign fact, it has a lower risk/return profile thatock
indexes. In conclusion, the evidence confirms teine of real estate as middle asset class betg@arnment
bonds and stocks.

Real estate has also a different time orientatian bther financial instrument. Who invest in restate normally
is considering a long-term strategy. That is aadicmnsequence of the length of its market cydlssially an
operator has to wait 10-15 years to have an amgikccapital growth return. There are also stratefpr which
time is a shorter variable, especially opportuaistyle investments, but they are an exceptionreShiading
strategies mostly consider a short time periodna¥a particular investor can be long time orieht&n asset
class for which retention period is comparablegareernment bonds. In fact, in determining the figle rate of
the yield used to discount real estate investmérisschosen the government bond having same idarat
Buying a property is considered a protection adamnikation, particularly in Italy. A long-term garnment bond
suffers from inflation, which can erode significlgrits return. It is the reason why many invesiorsfer to have
real assets. This argument is only partially trGapital gain is safe from inflation because thepprty
appreciation comprehend also the inflationary eéffeent payment is immune only if linked to an atibn index.
Where it is a common practice to link paymentsittation in office, industrial, retail and leisunearket, because
of the professionality of the operators, it is motesidential market. Therefore, the small investho receive a
fixed rent every month from his tenant is not heddiimself. It is also important the choice of itéex. Inflation
indexes normally considers the expected inflatia,. if real inflation overwhelm the expected oreglrestate
offers only a partial protection.

Another common belief is the low correlation betweeal estate and other asset classes. In thetehrtit is
true. A crash on the stock market does not affeat estate sector immediately. A prolonged crisisses
difficulties for firms to meet its obligations atius can affect market NOI and consequently, priypealues. All
economic sectors are interrelated. Usually a hgusiarket crisis is followed by a financial crisBanks that
granted too much mortgages during florid periodsthe most exposed. Correlations between assaseslase
not visible immediately, but in long term all sestare affected by the general economic trend.

An individual can invest directly in real estatee bluys an asset, but in this way he is exposedai@ga amount

of market and financial risks. Moreover, the higice of properties constitutes a barrier to entrghe market
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for many individuals. Alternatively, he can invesdirectly in real estate, acquiring shares of REIR this way,
he is less exposed to financial risk, because REhEses require a lower capital expenditure thaerdime
building. He rely on professional operators, whoiméze the advantages offered by the market. Agssibnal
has access to much more information than a commaesior does, and he have the expertise to mansgg a
estate investment. Again, REITs offer the advantaigdiversification: normally they manage a divéesl
portfolio in terms of location and property typénéfe are also specialized REITs, but diversificatidvantages
are still greater than buying a single asset. @rctntrary, REITs stocks are highly correlatedveogtock market.
A study (Giliberto,Equity Reits and real estate returns990) show that financial markets explain 59% of
volatility of REITs return. Eliminating the finaradi variable the correlation with real estate maiket4%. An
explanation can be that financial markets influeR&4Ts in short term, but in the long period REfokow the
trend of real estate sector.

The financial literature distinguishes between diifeable and not diversifiable risk. First candided through
diversification: empirical evidence shows that atjotio of 30 assets should eliminate that kindiek. Second
is the risk of the overall sector and cannot bmielated through diversification. Real estate segtesents some
idiosyncratic risks: market, construction, regutgt@nvironmental, liquidity, operational and fircaad.

Market risk is related to demand and supply, ansl mhainly local. A variation in local demand orildings of
better quality offered by competitors constitute élements. This risk can be reduced through ai-tenlant
strategy or a geographic diversification, but trecroeconomic national risks will persist.

Construction risk is inherent the quality of constion, so it can be eliminated through an accutatediligence.
Regulatory risk can affect a project through higtaer rate, higher transaction costs or hostile [iptanning
policies. A part of risk is national (fiscal presspand another local (planning policy). Tax pagiaffect all
operators in the market and it is not possibleyjpalss them. Local policies can be prevented. Actitentact
with local planning office is useful to avoid zogiproblems.

Environmental risk means a negative impact on enwient by the asset, which has implications fovatsie.
For instance, asbestos contaminations must be sidpand that has a cost. An effective due diliggmoeess
eliminate that risk.

Liquidity risk rely in finding a compromise betwearrapid dismissal of the asset and the amounliagpfidity
discount. Liquidity is generally better when therk&t is in expansion so in that phase is easi@gnadize a selling
process. A diversified portfolio partially elimirathat risk because an operator can retain asséth @iscount
is too big and sell assets with price close torthieiue. In general, a part of that risk will alvgaemain and it

will grow during recessions.
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Operational risk is about the maintenance of thédimg, the marketing activities to sell it and ethactivities
connected to the management of the structure eliinated outsourcing these activities to sourafgssional
figures.

Financial risk is function of easiness of findirgueces of financing, debt amount, payment struciagkinterest
rates. Finding sources of financing is easier irettgped capital markets. For what concerns ther athrmponents,
leverage increases the total return of an investnien it also increase the overall risk. The gsalo find a
sustainable financial structure. To do so an dffectensitivity analysis must be conducted andsttests must
be incorporated in the financial evaluation of itheestment.

The graph below (figure 7) shows the risk/returofipe of each property type from 1978 to 2013.dslbeen used
the NCREIF index, so the evidence is from US markisé most attractive investment type is retaithviiigher
return and lower standard deviation. Then indusémal residential have almost same standard demiatiut
industrial shows greater return. Office standardat®n is higher but return is considerably mitloan other

types. The worst risk/return profile is offeredtiigtel. NCREIF is weighted of 35% office, 14% indigdt 22%

retail and 4% hotel.
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Figure 41, Average property types risk/return during 1978-2013, Source: Baker and Chinloy, Private real estate markets and investments
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The explanation is that hotel business has a sahsature and it is not pure real estate. Thetgloli leisure
structures to generate positive cash flow mainlpetels on its operational business. Because of ityma
institutional investors prefer to not enter in $ector. The lower risk/return profile of office pest to other
classes could depend on the high volatility of ®mensector in US economy and the fact that thisosas
particularly exposed during recession periods.

In conclusion, the different risk/return profile pfoperty types depends mainly by country. The sarspows
figures from US economy. Another country would hdiféerent results and any investment strategy rkasp

different countries risk/profiles in consideratidogether with local factors.

Real estate investment process

A real estate investment can be brownfield or diekh In the first case, it consists in three pagcquisition,
holding period and selling phase. In the secoraletlifice must be built, so the acquisition phaseplaced by
the construction phase. Acquiring an existing priypis a relatively short term process in whichcpris given
by the owner. Built up a property is a long terragass, costs have a degree of uncertainty andbewstaluated
properly. Greenfield investments have the feataf@soject finance. In any case, every investmegision must
be sustained by a market research, a feasibilifysand a financial analysis.

The market research is fundamental to determinsubeess of any investment decision. Its aim éstonate the
future demand and supply developments in the mafket outcome is the answer to the following quest is
there any demand potential in the market consicekdareover, how serious is the threat of competitdviarket
research must be conducted before the investmergiale (ex-ante) and after (ex-post), to responch@diately
to any market change. Therefore, it is a continywasess. The ex-ante phase scope is giving evedersupport
and justify the investment.

First part of the research consists in the idematifon of macroeconomic variables and their immactocal
economy. The analyst has to identify relevant tsdndSDP per capita, demographic rates, employma¢atand
consumption per capita, to recognize the curreaselof the local real estate cycle. Then he hasatyze local
demand. To do so, first must be defined the boueslaf the market, which depend on property typschE
property has a different customer base, which dette market. For instance, a regional mall hagferent
customer pool, so a different market, from a cigllmA relevant criteria in market definition isgtime of transfer
of a possible client. In addition, time to trangdepends by destination of use. The demand analysigue with
a local market research: relevant variables, Ik rent level, the vacancy rate and the absorpate are
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identified. The analyst then forecasts any possbiaution of those variables. Historical trends atudied to
identify possible future developments. The go#&bislentify any need in the market, so knowledg®oél market
is fundamental. Therefore, supply must be analy3egply means local current competition and posdiltiure
rivalry, so similar properties by destination oewmnd any project in development must be monitorad. goal
of this phase is to estimate the future vacana®y. data are taken for public and private sourcabli®sources
are Chambers of commerce and the local zoningeofRdvate sources are databanks of specializetrgenvho
collect real estate data, for example in Italyl@bte source iScenari ImmobiliariDemand and supply analysis
are used in the estimation of future revenues. dsgrent and the vacancy rate are identified, ahysfuture
change given by supply. In case of a new constmdtie absorption rate must be forecasted. A grstsmation
of relevant costs should be included in the evalnatThe analyst has to construct scenarios of ipless
macroeconomic trends, their impact on local retdtesvariables and on the future income. The osatptithe
research are inputs of the financial analysis.

The feasibility study aim to verify if the projestfeasible from a technical and administrativenpof view, over
than just an economic point of view. In this cdke,analyst spot any constraints and opporturofigise territory,
and that means to check tAmno Regolatoreand speak with representatives of local zoningeéfto ensure if
any changes to current zoning policies can affezinivestment. In case of a new construction ptojemust be
determined if the project is legally feasible: aalgvant technical constraint, like constructibiess and volumes,
must be kept in consideration. Then, time needeabtain regulatory approvals and permits must hienased.
A timetable is necessary to manage efficiently tand to avoid delays. A PERT diagram permits to ehadd
monitor any relevant phase. A gross amount of ttats and a preliminary project are normally @afn this
phase. Even if market research gave positive esultl project is technically feasible, the projexist be
sustainable under a financial point of view. Avhilidy of financial resources, identification of @psors and
lenders, cost of capital, are all vital variablesd project.

The final step in the investing process is therfaial analysis. Its scope is to determine the tabiiity of the
investment. The complexity of the analysis varigpioperty type and size of project. Residentialpgirties are
usually evaluate using the income method. It cesmgigdentifying the future NOI of the propertydadiscounting
it for the market yield (NOl/value), which is theesage yield of comparable properties. The discuiiNOI
minus purchase price is the value of the investment

The discount rate can also be determined throumhliaup approach. This methodology determinegliseount
factor as sum between the risk-free rate and aifgpeisk premium. Risk-free rate is usually equal the
government bond rate with same duration as thestment. Risk premium is the sum of different fasttrat
affect a real estate investment. Ferrero identdiéactors: one relative to the economic and fingnariables,

another relative to construction market, anothermehative to property type and the last one natetth the specific
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property (FerreroValore di un bene ed efficienza di mercato: alcanasiderazioni nel settore immobiliare
1995).

The first factor has two components: one relatvihe general economic trend and another reladiviee capital
markets development. A negative economic trenceames the risk factor. The development of capitakets
determine the availability of financing and thetaafscapital, so more the market is developed, liessisk factor
increases.

The second factor is related to the constructiatose An increase in construction costs, less tabfiity of
construction companies and planning policies hestilconstruction activities are all elements thatease the
risk factor.

Third factor is given by the destination of usetloé property: different types have different riskidahis is
reflected by yields.

Last factor depends by specificities of the propekbcation is one of the elements: a propertyaséd in
downtown implies less risk than a building in paegpy. Changes in regulatory and fiscal aspects haee
considered as risk factor. Physical characteristitbe asset (obsolescence level, design, qualitpnstruction,
functionality respect to demand needs, maintenatatas, and amenities) have an impact on riskflaeygmust
be considered in the risk premium. Rent level sthdnd considered as specific risk factor, insofait déverge
from the market rent, so it will be adjusted in fo&ure. Current and potential use, which means@ossible
utilization of the property in the future, havectwrrect the risk level. The last specific risk edarnis thdungibility
of the asset. It has two components: the tenaatstaquality and the possibility to convert thelding to another
use. For example, it would be difficult to convart highly specialized industrial facility.

Every risk factor has to be weighted to determheertsk premium.

Risk factor =}’ ai fi

Where ai is the weighd{ai = 1) and3i is the specific risk factor.

Actually, there is no consensus among evaluatarshi® determination of the discount rate. One ef riiain
characteristics of real estate is heterogeneity,reterogeneity consists in different sourcess¥ for different
properties. Therefore, dissimilar models to detamdiscount rates reflect the uniqueness of eadtas

A perpetuity-like model is useful for its immediaeyd simplicity of application. For complex projgcan
analytical method, which consists in discounting filture cash flows of the investments using argliscount
rate that reflects the risk of the investment, @erappropriate. A discounted cash flow methotiésmost used

by analysts in evaluating such projects. A realatestinvestment has always the same structure:

acquisition/construction phase, holding period aetling phase. The structure is reflected by céshst a

51



negative cash out at the beginning, expected pesdash in after, with a substantial cash in attime of
divestment. The discounted NOI and terminal vasedi6g price), minus the purchase price, deterrthieevalue
of the investment.

NOI is equal to rent minus operating expenses. féné should be the market one, weighted for an eepe
vacancy rate. Both variables results from the ntadsearch phase. Rent should consider inflatiofadt, every
period rent has to increase by a given percentatie anflation index (given by ISTAT in Italy). Adr revenues,
costs must be estimated. All revenue and cost iteos be related to the time in which they occurcRasing
costs and transaction costs at the time of thesinwent, operating costs after. In case of greehfsebject,
production costs substitute purchasing costs. Tlaeeexpenses relative to the acquisition of thel,la
construction costs, legal contributions for builglipermits, charges related to the planning and Idpreent
process (design, construction management, congutia legal fees). Operating costs are mainteneosts,
property tax (IMU in Italy), insurance, extraordip@xpenses, administrative costs, marketing fadsaay other
cost. At the divestment period, the last NOI haBdaliscounted to find the terminal value. To dat s divided
by the discount rate minus a given growth rate. &amalysts prefer to put the growth rate equateceikpected
inflation. That decision reflects a prudential aggrh that considers the growth potential of retdtesassets in
line with the inflation.

After the subtraction, we have several cash floitd@I plus a terminal value. We discount them usardiscount

rate (WACC) that take in consideration both souafasapital: debt and equity.
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Cash Flows Summary 2027 36,7

€mi 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Revenues from rent
Public Tenant 1.200.000 p_gmos_H_m%a_p_mg.m;_sa.am_ 0 _ 984.009 _Emam_za%_cﬁﬁ_ 1263384 | 1272185 _ ESQ_ ;58:;8@_ 1350251
Ristorante 20000 | 274050 278161 262333 206568 200867 2520 299656 304153 30875 313346 1806 322817 3ME50 354 305
Retail 60000 | 60900 61814 62741 636 G467 65607 66501 67500 60603 69632 06 TLIM 72813 T35 750M
Vacant 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Revenues from sell 1.762.821
Total Revenues 1530000 1552950 1676244 1500888 1620885 385504 1344935 1564881 1568365 1612180 1636363 1660908 1685822 171409 ATHIM 31443281
Revenue yield 9,85%  10,00% % 2922%  841%  978% 993% 1008% 1023% 1038% 1054% 10,69% 10,85%
Transaction tax (% on PP 2,00% 320000
Acquisition fes (% on PP) 0,00%
Legal fees (% on PP) 0,20% 32000
Due diligence (% on PP) 0,10% 16.000
(thers transaction costs (% on PP) 0,20% 32.000
Capexextr. (% CRN) 1,00% 142485 140485 142485 142485 142485 142485 142485 142485 142485 142405 142485 142485 142485 142485 142485 142485
Capex for tenant improvement (€/sqm) €300 1.679.100
Property Tax €67.000 7000  €B005  €60025  €T0060  ETIM  E72478 €131 ETA360  €75475  EI660T  ETITSG  €18023 €006 €B1308  €B2528  €BATAG
Others ordinary costs €000 0000 €030  E20605 €094 €127 156 €000 €2197 €250 €200 N2 €350 €3912 €M EMUEH/ €500
Praperty Management (% on rent) 1,00% 15300 15530 15762 15980 162% 3555 19440 15640 158 1642 1634 16600 16858 17411 {7388 31143
Insurance (% CRN) 0,05% 7124 1231 MO 7480 7561 7675 7790 7907 8025 8146 8268 8302 8518 8646 8175 8907
Facilty Management (% on rent) 0,30% 4590 4659 418 4800 48n 1067 4035 469 4765 4837 4900 49 5057 513 5210 93430
Rent fee (% on rent) 10,00% 35.550
Lease registration tax (% on rent) 0,50% 71650 1765 7.881 799 8119 1778 6725 [£7] 7042 8.061 8182 8305 8429 8556 8684 155,716
Disposal fee (% on PP) 1,00% 142485 142485 142485 142485 142485 142485 142485 142485 142485 12485 142485 142485 142485 142485 142485 142485
Total costs 806634 408450 410312 12192 41400 2007418 412000 417601 419591 420610 420660 425740 427852 429895 432170 9G).2%6
NI TONE 1444491 1465992 1187696 1209786  (1751.015) 932817  1A47.260 168764 1490570 1212703 1235166 1257970 1281114  1.304605 30180054
7,15% 1095%  583%
Potential Value 20924929 TXX6 1074639 107055 083233 040305  (1278689) 630305 738282 706203 675474 64603 617846 SO0BAT 564993 4037 11734806
Ask price 16.000.000

IRR unlevered 9,15% (15276634) 1144401 1165932 1167606 1200786 (1751915) 932637 1147280 168764 1190570 1212703 1235168 1257970 1261144 1304605  30.1800%4
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The overall profitability of the project can be maeed by several indexes. One is the net presémt vl the
investment (NPV), which is equal to discounted Nis terminal value, minus purchase price. It repn¢ the
current value of the deal at the time of investiigother indicator is the return on equity (ROE)enotes the
profitability over the capital invested (equity)danot borrowed. It is a periodic measure of proiitty and it
consist in the ratio NOIl/equity and TV/equity aetbnd of period. Its main limit is to not represtr total
profitability of the investment, but only a partrakeasure of it. One more indicator is the paybasiogd, which
is the time to recover the initial investment. Qlusly, a shorter payback period is preferableltmger one.
The most important indicator is the internal rdtesturn (IRR), which is the interest rate who sbsNPV equal
to zero. It reports the overall profitability ofethinvestment (unlike the ROE), and it is the aniyigd at which
the investment is capitalized. Unlike the NPV, whiepresents the actual value of the investmergpitesents
the return on the investment. IRR has some prohlkkeshe trap of multiple IRRs in case of negatoash flows
to discount. In any case, it is the preferentidbda used in evaluating investment decisions. WMNEV is used
mainly in company evaluation (IPOs or capital imses), IRR is the criteria for investment decisi@resm real
estate to private equity), because it represertsdturn over invested capital. A project shouldabeepted if
project IRR is greater than WACC, which represéim¢stotal cost of capital for the firm. If the pec} uses any
debt, a more accurate way to find the return oéstment is through the equity IRR. From NOI thetdsovice
(principal + interest) is subtracted, then discedntising the cost of equity to find the net asséties (NAV),
which is equivalent of the equity for a firm. NOImas debt service is the free cash flow to equH$KE), which
is what remains to investors after debt servicenFFCFE is calculated the equity IRR, which isrteirn of the
capital used by investors and represent the réainref the investment. A project should be acogptequity
IRR is greater than the cost of capital.

The advantage of using debt is called leverageiefibt financing improves equity IRR when costlebt after
tax is lower than the project IRR. The reason ghenspread between project IRR and cost of debt &fxes. If
that spread is positive, the total project retgrgreater than its financial cost, and the eqétfy Improves. The
problem in using leverage is that the cash flowa pfoject are only forecasted, not real. If the/lawer than
predicted (it means when project IRR is lower thast of debt), the leverage effect acts as mudtipi losses.
In fact, debt use involves a trade-off: it incresadee return over capital invested under certanditmns, but also
risk goes up. In conclusion, the choice of D/Eaadi determined by the investor risk/return profA@ investor
with high appetite for risk would push for a gredeverage, another with a minor propensity fok mgould opt
for a lower indebtedness.

A good investor tend to convert uncertainty elerseénto measurable risk factors. One example iglibeount
rate, which incorporates the risks that affectaestment. Some risks can be eliminated throughessification,

both geographical and by destination of use. Unfately, there are certain factors of risk thagetfa specific
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project and cannot be eliminated. A sound finanarelysis quantify the overall profitability of amvestment.
The sensitivity analysis determines how the varyratf some parameters affects its outcome. Itsesisofpvofold:
establish which variables affect more a project®&itability and tell what is the maximum varianakowed to
achieve a positive result. The figure below (fig@)eshows how much the outcome of an investmentgds

with a 10% variation of gross revenues and sefbnce.

Table 7.8 Response to changes in the selling price

Selling price Flows present value NPV | Investment value 'IRR
Expected €643,621 €293.621 €1.643.621 26.0 %
~10 % €612239 €262,239 €1.612,239 249 %
(~4.8 %) (~10.7 %) (=191 %) (—4.2 %)
+10 % €674.967 €324,967 €1,674,967 27.1 %
[ (+4.8 %) (+10.7 %) | (+1.91 %) | (+4.2 %)
Table 7.9 Responding to changes in gross revenue
Gross revenue Flows present value NPV Investment value IRR
Expected €643.621 €293.621 €1.643.621 26.0 %
~10 % €535.215 €185.215 €1,535,.215 20.1 %
(~16.8 %) (=369 %) (~6.6 %) (~22.8 %)
+10 % €751,992 €401,992 €1,751,992 322 %
(+16.8 %) (+36.9 %) (+6.6 %) (+23.8 %)
« [—+10
3
S g Revenue
5 A
é é e ™ Selling Price
- Variation
12 .10 -6 -4 2
| | | | | | | | | |
| +2 44 +6 +8 410 +12
Vanation % Variable
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Figure 43, Sensitivity analysis, Source: Manganelli, Real estate investing
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The variables that affect the results show a steteged: here are gross revenues. Normally, tHengedrice has
a greater impact. Sensitivity is fundamental toarsthnd the relations between variables. Once stutef the
major risk elements and how they are linked togethext step is scenario modelling. An analyst twass
scenarios, which range from best case to worst Gsmarios are made hypothesizing possible etesitan
affect the variables of an investment. Stress @st9articularly useful to check the robustnesa pfoject in
front of simultaneous negative events. If the mbpasses the stress tests, the investment deciemobe made.
A statistical approach can complete the sensitiaitplysis. A Monte Carlo simulation permits to siate a
statistically high number of possible combinatiarfsvalues that key parameters can assume and aasign
probability distribution to the final result. Firghe relevant parameters must be defined. Eacleval a given
parameter give a specific output (different scergri A probability distribution must be assignedeach
parameter value. Then, we can launch the simulafibere are particular software that can perforMamte
Carlo simulation. Repeating it n times, the genenadf values for each parameter weighted for rtsopbility
produces a high number of results. This numbemassunormal distribution that permits to give toleeesult a

specific probability.
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Figure 44, Probability distribution in a Montecarlo simulation, Source: Manganelli, Real estate investing

In conclusion, a Monte Carlo simulation is usefoldetermine the probabilistic result of a projent ats
dispersion around the expected value. The flataegee distribution defines the risk of a project.

Sensitivity analysis should also consider the manabadaptability in investments. A Decision Trealysis
permits to guide the decision-making process ofglerprojects. Each branch of the tree consistsossible
values that project can take under certain scemndtnery scenario depend from a previous one asd kpecific

probability distribution. The Decision Tree modellmne the probable result of a project and thd patachieve
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it. It is particularly useful for multi-step projesccharacterized by high degree of uncertaintyamdlitioned by
exogenous variables that can have a substantialdhgver the outcome. It permits to underline & pdtevents

that can affect a project over time and their gdessutcomes, weighted for their probability.
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Figure 45, Decision three analysis, Source: Manganelli, Real estate investing
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Professional figuresin real estate

The most important figure in real estate sectathes asset manager. Its activity consists in thecation of
investments in different markets and property typ@snaximize the overall profitability of a porti@ of assets.
He is responsible for a fund, which has its owneotiyes in term of risk/return profile, in line Withe risk
appetite of the subscribers of the fund. Then,Huose the investments that best suit the riskfmegiuofile of the
fund and he manage them, to achieve the targetrdts main objective is the identification of @ansbination of
investments, which permit to minimize the distafroen the efficient frontier, defined as a set oftfmio who
maximize the return for a given level of risk inmarket. He study the market to set the best inverstsnfor a
given risk/return. He can follow a top down appioagtarting from a macroeconomic analysis at natitevel,
arriving at local level and then analyzing the indiual real estate investment (the approach wevat in
previous paragraph, from the market research tdittaacial analysis). Moreover, He can use a bottgm
approach, starting from the individual investmen@atmacroeconomic analysis and the finding of ¢ations

between investments. The two approaches can ceexidtthey not exclude each other necessarily.

Top down Bottom up

Figure 46, Top down and bottom up approach, Source: Ferrero, Analisi finanziaria: finanza delle operazioni immobiliari

To evaluate a financial instrument two kind of as@& are utilized: technical analysis and fundamefthe first
base itself on the assumption that an asset valequal to its future cash flows. An example is@i&F model,
which we summarized before. It is used mainly impany evaluation and it rely on internal data effinm. The
second depends on historical trends and indicaibra financial instrument to predict its possiblgure

development. It doesn’t take in consideration tharfcial statements of a firm, but just the histakievolution
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of share price. Technical analysis does not apphgal estate, because of the scarcity of datarathcators of
past performance.

Combining different investments in a portfolio p&snto reduce its overall risk. Portfolio theoryysathat
diversification reduce risk. Investments diversifion is in terms of property type and locationcéton is
considered in economic terms, not geographic omem distant cities for example can have very simila
economies, and so suffering the influence of saan®fs. Therefore, to diversify a portfolio, anestor should
invest in locations with different economic trentigernational diversification could be an optirsalution, but
investing abroad is a complex matter, given thermsgtry that characterize real estate markets, tisés ¢o
manage the investments and the movements of exetmateg. An alternative solution can be to invesdirect
real estate, which is stocks or quotes of REITsriwperator is specialized in a local market amdirect
investment permits to invest efficiently in foreignarkets. However, some authors (Farrelly, Stevgnso
Performance drivers of private real estate fur2l316) are skeptical about the advantages of ajgation. They
found no evidence that regional or sector specititin is associated with higher returns, which delpen the
single investment.

In summary, the asset manager has a given riskirgtiofile dictated by investors. He analyze therkat
alternatives to define a target portfolio. In thegh below (figure 47), the ideal portfolio is tteangent point

between the lowest indifference curve of investorg the efficient frontier of the market.

Figure 47, The optimal portfolio given investors risk profile, Source: Ferrero, Analisi finanziaria: finanza delle operazioni immobiliari
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Each property type have a different weight in tpéroal portfolio, for example 30% offices, 25% 1i&t85%
industrial and 10% residential. When defining atfotio by destination of use is important to keegmind that
each property type has a different risk/returnipgofhe graph below (figure 48) shows the riskiretof every

destination of use.

return v

Development operations

retail

Industrial /warehouse

~ offices

residential

&

risk

Figure 48, Property types by risk/return profile, Source: Ferrero, Analisi finanziaria: finanza delle operazioni immobiliari

From lowest to highest: residential, offices, indias, retail and development operations. The teéwi@fines the
risk. A family has to satisfy its security needs\yng a house to their children. That's why in thajority of
cases residential is considered the safest ofesale investments, given the predictability ofcaésh flows.
Offices, industrial and retail are characterizeddifferent business cyclicality, which affects thask profile.
Offices have a relatively more stable income thatustrial firms, which are affected by delays ineigables
collection and high demand fluctuation. Retail tiresmost volatile cyclicality of all businessesacdcterized by
seasonal peaks and subsequent downturns. InHantrisk is greater than industrial and officesd@o the rent).
Development operations are the riskiest of all #twveents. The rationale of these operations is dsiggjficant
improvements to a building to increase its valuewklver, there is no guarantee that the improveméhbe
reflected in the market value of the property.

Once defined the target portfolio is necessaryraduce the indications of asset allocation in arestment

strategy. The operations of a real estate portfalie essentially acquisitions, dismissals and dpera
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management. Portfolio management is a dynamic psoatiring the life of the fund is necessary to neon
constantly the factors that can influence the ogliatiocation. If actual portfolio is different fnothe target one,
rebalancing operations are required. These opagtite expensive and a cost-benefit analysis loasletérmine
if their costs are greater than the benefits ferftind.

An active portfolio management adds value to th#&f@l in three ways: investment timing, investrhealection
and diversification. Timing involves buying an assehe recovery phase of the market cycle andhggat before
the recession. Selection consists in the individnabf undervalued assets respect to the markeerEification
permits to reduce the risks of single investment® portfolio performance must be periodically conted with
a comparable benchmark. The asset manager iderttigedifferentials in performance and their causes

He doesn’t take care only of the financial aspdumii$,he also pays attention to the legal and fiswiés of the
portfolio.

A different professional figure is the property ragar. Unlike the asset manger, his focus is onsgeeific
building. He carry out the due diligence of asseits contracts. Then he manage the lease agreeimentsjntain
the relationship with the tenants, he collect paytsiehe monitor costs. He take care of the maim@man the
building, he manage fiscal aspects and the insaeraaotracts, he keep the accounting and he vérfydspect
of normative. His main activity is to support tresat manager in achieving the target NOI and asisistn the
due diligence phase. His competencies are veryfgpaied related to the maintenance of the valudefbuilding
over time.

Other two professional figures are the building ager and the facility manager. The first’s tastoikeep the
asset efficient over time. Therefore, he perforrse elementary functions: maintenance and extraargi
maintenance, maintenance of installations and hamelwetworks, refurbishment, energy management anc
gardening. The second has to connect the workpldbgeople. So his activities are reception, sigurleaning,
catering, internal logistic and transportationscgpplanning and layout, mailing. While buildingmagement is
referred to the asset, facility management isHeruser.

It is common to outsource the process of recruitémants and finding possible buyers to specialagzhcies.
In conclusion, manage a real estate portfolioasraplex process, which involves many professioigairés. The
asset manager coordinate the other figures andtondhie overall process, and he is the dmhinusin the

investment process.
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Investment styles

We said that a fund has a particular risk/retunfifer, which defines its investment style. The &rtRR defines
the risk profile of the fund. A fund can be:

 Core

* Core plus

* Value Added

» Opportunistic
Each of these investment philosophies lie at @cfit point on the risk vs. return spectrum. Covestments are
the least risky with the lowest expected return @pglortunistic investments offer the highest leafelisk along
with the highest expected return to investors.
Core funds invest in principal markets (Rome an¢aMin lItaly) in low risk properties. Normally thdyuy a
building, which has an already established basenaints with high credit quality, so they can i@ty predictable
and stable cash flows. These buildings are oftdhkept and require little improvement. Therefailggse type
of real estate are not subject to a significantegption in value. This type of investment surtgdstors who
seek capital preservation and long holding peroduitable investor would be a pension fund. TalB& is 8-
10%. They use a low degree of leverage: loan toev@lTV) is in the order of 30%.
Core plus funds invest in assets to optimize. B@mle, they purchase a property with high vacamatg,
expecting an increase in tenancy. They have att#rge of 11-14% and they use a higher degree cdrbye
(LTV ranges between 30-50%).
Value Added funds mainly target commercial reah&estThey acquire properties with stable cash flmvt their
strategy is to add value to the property by makimgrovements or repositioning the property. Fatamce, they
can do physical improvements to the asset to agiehirents, they can lease vacant spaces to qtexligyts, or
they can lower operating expenses. All these oj&istentail substantial expenses to increase asgallle
(capex). Once the operator has successfully isecetne NOI, the next step is to sell the assedpture its value
growth. Target IRR is 16-19% and they use a LT\érider of 60-65%. They generate greater returns ¢toam
investments due to the appreciation in value. Hamethese project bear more risk, because at the tif
acquisition, the property is not operating atuiotential: maybe because it is not fully leage leased below
market rents, it has not been properly maintained is poorly managed. For many investors, howgvalue
added projects provide the perfect risk/return taga offering stable cash flows at the time of aitjan with
significant upside potential in the form of valygpeeciation.
Opportunistic funds make a step further in the gpkctrum. They invest in properties who need Saarit
improvements or that needs to be built from theigb They target depressed or emerging marketseldgsets
have little to inexistent cash flows at the timeacfjuisition. These types of projects offer thehbig level of
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return if the business plan is successful, but bésar the most risk. In fact, they require highegrex than value
adding operations. Target IRR is above 20% and tiseya high degree of leverage. LTV is more th&rb, 10
fully exploit the leverage effect on a projecttiey are successful, they achieve higher returirsviestors than
core or value added strategies through substapgkeciation in value.

Investors in real estate have to consider thefiepeaces for investment’s risk, expected return @umation and
choose the investment style that better suits fireilerences.

80 ¢
60 1

40 1

40 1
CORE VALUEADDED OPPORTUNITY
-60

Figure 49, Distribution of returns by investment style, Source: Fuerst and Matysiak,
Analysing the performance of nonlisted real estate funds: a panel data analysis

Real estate investment and efficient portfolios

The benefits of inserting real estate in a divegdiportfolio increase as long as the correlatsociose to -1. Real
estate has a low degree of correlation with otlssetaclasses, because of the different lengthset atasses
cycles. As portfolio theory says, the efficientrftier is the combination of portfolios, which maxa® the return
for a given level of risk. It is a theoretical cept, but it finds an application on real marketariViand Hoesli
(ruolo dell'investimento immobiliare in un portafogl 2010) elaborates the efficient frontier for thokterent
countries: USA, France and Switzerland. From tlaplgrbelow (figure 50), they found that benefitsnslerting
real estate in the efficient portfolio permits &aluce the risk in the lowest part of the efficirontier. More we
move towards the upper part of the frontier, mbwe ltenefits diminish. The finding supports the dfetif real

estate as an asset class between stocks and bonds.
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Figure 50, Efficient frontier in US, France and Switzerland, Source: Hoesli and Morri, Investimento immobiliare
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Direct real estate investments permit to achieverdification benefits in the lower part of thei@gnt frontier.
If we add indirect real estate (so stocks of REIT® benefits reach also the upper part of thetiiea Authors
underline that the utility of inserting indirectateestate increases in line with the duration efittvestment. The
deduction supports the fact that indirect realtesginfluenced by capital markets in the shamintebut in the

long period behave like direct real estate. Thelyitzelow (figure 51) concerns the US market.

Figure 51, Efficient frontier in US considering also indirect real estate, Source: Hoesli and Morri, Investimento immobiliare

After underlining which is the optimal diversifiéah of a portfolio, the authors highlight the opéihweights of
asset classes in an efficient portfolio. Graph Wwefiigure 52) shows that the optimal weight of resalate at the

beginning of the efficient frontier is around 30&hd diminishes for greater levels of risk.
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Figure 52, Asset class optimal weights in US, French and Swiss efficient frontier, Source: Hoesli and Morri, Investimento immobiliare
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US lowest risky portfolio is composed by around 356ads, 30% real estate and 5% stocks. As we nowara
the frontier, real estate and bonds share dimigish&avor of stocks, which permit to achieve geeagturns. We
notice that real estate weight decreases morepitgoortionally than bonds. In fact, in the middfetee frontier,
real estate as optimal investment disappears.imdmg is in line with the bonds nature as the Istrigsky asset
class, which can counterbalance the greater riskoaks.

In France around 75% bonds, 0% stocks and 25%séate compose the least risky portfolio. As we engpside
the curve, the share of real estate decreasesth@mrén American market. Apart of that, the tremthie same as
US: more risk means less bonds and more stocks.

The optimal weights of Switzerland initial portfolare around 65% bonds, 0% stocks and 35% reaéestae
stocks trend is the same as previous countries rélative weight increases proportionally to ttsk of portfolio.
Bonds share instead decreases, to disappear dtwioentral part of the curve. Real estate weigtreiases until
the middle of the frontier, to fall sharply aft@his abnormal trend respect to France and US imexqu by the
willingness of institutional investors to targesalthe residential sector, which represents a lahgee in the
market and bears low risk. Moreover, ownership ohteouse in Switzerland is low, so investing ie #ector is
particularly attractive. In that country, residahis a valid alternative respect to bonds.

For the United States, the authors calculated piienal portfolio allocation considering also inditeeal estate
(figure 53). When they are both included in thelysig, direct and indirect real estate compreherght¢he 50%
of the less risky portfolio. When risk increasds share of stocks rises exponentially. Bonds aat estate
decrease to disappear in the riskiest portfoligs interesting to notice that bonds and direct estate share
declines faster than indirect, because indiredtstade represents stocks of REITSs, which are exghts the risks

of stock markets.

Figure 53, Asset class optimal weights in US efficient frontier considering also indirect real estate, Source: Hoesli and Morri, Investimento immobiliare
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In summary, we found that real estate is an asaes for portfolios characterized by a low riskdretprofile. It
provides diversification benefits to low risk palibs because of the little correlation with otlasset classes.
Indirect real estate provides diversification bésedlso to portfolios with higher risk. The effcit weight of real
estate allocation in optimal portfolio charactedz® the lowest degree of risk is around 30% arddirtes when
risk rises. The analyzed countries were US andBwmpean countries, so the efficient allocationdoritalian
portfolio should be something in between the Fremuth Swiss one. Where portfolio includes also extireal
estate, the share of real estate in an optimalghorincreases.

Real estate indexes

A market index permits to have a gross measuréeflynamic of a sector. Indexes are useful ex amteex

post. Ex ante, the analysis of a real estate ipéemits to recognize the current phase of markaecypperators
base their investment decisions also on their stbgypost, they are used as benchmark to evalnateesults of
an investment choice. They can also be utilizegassive strategies. In fact, an investor can raf@ian index
and align his returns with the market portfolio {@this the index).

As we know, real estate markets are inefficient ardnited number of transactions characterizesthd hat

causes problems in the construction of indexergitie limited amount of data on which they cap oel.

The first phase to construct an index is the madetinition. Normally indexes are divided by locatiand

destination of use. The next step consists in tingce of the sample. The heterogeneity of propedan create
distortions in the measurement. Anyway, more asaetsncluded in the index, more the risk expressethe

index will tend to the market risk. An additionabplem relies in the absence of a central markbkérev prices
are objective. The limited transparency in transastcan alter the real prices.

There are different types of indexes. The firstidction is between income return indexes and edpfipreciation
indexes. Firsts are equal to the ratio betweengstppncome (generally NOI) and its value. Secoaidsgiven

by the percentage increase in property value ingeraods.

Income return = NOI / value
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Capital appreciation = (V1 -V0) / V0

Another distinction lies in how they are calculat@dhey can be price-weighted, value-weighted angakq
weighted. In the first case, the weighting elenisrgrice, in the second market capitalization anthird each
component has the same weight. Price-weighted @slaxe not representative of the overall marketth@n
opposite, value-weighted better denote the sitnabecause they individuate the movements of biggagers.
Company’s dimensions do not influence equal-weidimeexes, which are appropriate to individuateaegal
trend.

A general segmentation is about direct and indired¢xes. Direct are based on transaction pricesalyst’s
evaluations. Indirect are constructed on financsiruments, which represent real estate.

Transaction indexes components are the pricesabfetate transactions. Normally, they considepecific
property type in given geographic area. Data alleated from public or private databanks. Normadhice are
expressed on m?, so it is possible to compare sasfelifferent dimensions. The main advantage of ithdex
type is the simplicity of data collection and cdétion. The issue is that they don’t take in accotire
heterogeneity elements of each property. Altereatito transaction method are the hedonic methodttend
method of repeated transactions.

Hedonic method consists in evaluating a propertagsigning a price coefficient to each characierigthich
can be easiness of access, quality of buildingyteaance status and so on. The average price of#lracteristic
is regressed in a sample based on the same chietacfer different assets. Then the standard ertypprice is
constructed by adding regressed prices of all cheniatics chosen. The index is constructed ovettithe with
the prices evolution. The method enables to re@eghie heterogeneity of assets in their evalualiba.problem
is the high degree of subjectivity in choosing amdluating the relevant characteristics.

Method of repeated transactions aims to reducerdggaeity by confronting two subsequent variations
transaction prices for the same property. Pricéatians are obtained by regressing the logarithrthefratio
between the price of second sale and price of gk, utilizing a dummy variable equal to -1 foe first sale
price, 1 for second and 0 when the asset is ndt $bke method has several problems. First, the suwitedifices
traded more than on time is little, so the samplscarce. Therefore, the implicit assumption i$ ghproperty
maintain its characteristics over time, but an tasam be subject to subsequent developments. Hmeadifice
can be sold several times for speculative purposgsneral issues. Finally, real estate is narmsiparent market
and disclosed prices could not reflect real priédisthese limits inhibit the adoption of the metho
Transaction indexes rely on prices of past tramsast As we know, market mechanisms can signifigaadter

real prices. Appraisal indexes overcome these pnobl The values result from the estimation of atalgnd
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reflect a hypotheticadrm’s lengthtransaction. Appraisal indexes are utilized in kats targeted by institutional
investors, which have the need to monitor the vafitbeir portfolio of assets. Indexes are divitbgcgeographic
area and destination of use. They are calculateghanal basis and updated every three months. Beaduhe
subjectivity of the evaluation, each analyst wakign a dissimilar value to the same building. dtigerence
between the estimated value and the real oneled@gpraisal random errarEmpirical evidence estimate it in
a range of 5-10% of property value. Another issuaherent the updating frequency an it's naayaporaisal lag
Normally analysts evaluate a building once a yei#in minimal updating on each quarter. So, the vaalation

is done only one time per year. Therefore, the mrepresents a flattened version of the real sefiggices:
returns are overestimated during market downtunasumderestimated during expansion phases. Trastaff
calledsmoothing Analysts propose several solutions to the problEme most simple is to add some basis points
to the risk of real estate investment. Becauseethedexes rely on institutional investors portfelianore
properties they possess, more indexes are reliloheans that appraisal indexes better suit mahakets.
Finally, indirect indexes are financial instrumergpresentative of REITs. They can be publiclyeddtocks or
guotes of closed-ended funds. They must represempanies which core business is real estate aydntlust
be composed by at least 30 securities. These comsliare easily respected in developed marketshieytcan
be more difficult to satisfy in relatively immatunearkets, for example the Italian one. Indirecexes suffer of
higher volatility than direct ones, especially palyl traded, because they have a high level ofatation with
stock markets. These indexes reflect any changeermarket faster than direct ones, because apyam
information is immediately reflected in stock prite fact, they have the tendency to anticipateationes.
Empirical evidence supports this finding. A stuéfiyérst, MatysiakAnalysing the performance of nonlisted real
estate funds: a panel data analys2913) show that non-listed fund returns are pasit correlated with equity
markets lagged by one year.

We already saw two US indexes: the NCREIF and NARBhe direct and the other indirect. In Italy thajor
direct indexes arélomismaand Scenari Immobiliari which are the names of the associations who dpedl
them.

Nomismalndex (figure 54) represents the historical series afgs from 1988 of 13 cities by property type
(residential, offices, retail, warehouse and paykimox/spaces). Cities are Bari, Bologna, CataniaseRce,
Genova, Milan, Naples, Padua, Palermo, Rome, Tamth Venice. Prices are calculated from a questiomna
given to real estate agencies of the cities. Thestipnnaire asks trends in demand and supply, nuaibdease
and purchase agreements, average time to leaselnsklling discount, purchase prices and rdatecasts for

prices, rents and number of future contracts.
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Figure 54, Nomisma index (from1988 to 2008), Source: Hoesli and Morri, Investimento immobiliare

The second index (figure 55) is called I8idice Scenari Immobiliayi It is a direct index updated with monthly
frequency. The national territory is divided in geaphical areas, which are Milan, Rome, metropoldeeas,
medium and small cities. Property types are resiaeroffices, retail and industrial. The followingata are

utilized: transaction prices and volumes for residg, rents and yields for the other categories.

Figure 55, ISI (from 1997 to 2009), Source: Hoesli and Morri, Investimento immobiliare
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The main indirect index in ltaly is the BNP Parill@EIM Index. It measures the development of thelipiyb
traded Italian funds. From the graph below (figh6@, we observe that Italian REITS underperforniedstock
index (FTSE MIB) before the financial crisis. Aft2008 indirect real estate was the most attractsget class.
Another index is the BNP Paribas REIM DTN Index jethmeasures the delta between the market pricéhend
NAV: it is a dynamic measure of the illiquidity dsunt of the market.

Figure 56, BNP Paribas REIM Index compared to other Italian asset classes (from 2002 to 2009), Source: Hoesli and Morri, Investimento immobiliare
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CHAPTER 4: REIFS AND OTHER INVESTMENT VEHICLES IN THE ITALIAN MARKET

Nor mative framework

Accordingly to Law No. 122 of 30July 2012, mutual funds are an independent poakeéts shared among a
group of investors, who delegate the managemethiediind to an asset management company, whic¢hlini$
calledSocieta di Gestione del Risparm{®GR). Fund’s asset and liabilities are distimotrf those of SGR and
each investor (the so called patrimonial autonorfilge Italian legislator introduced the closed mufuad with
the law of 2% January 1994, No. 86. However, the actual norreasicomposed by articles 34-42 of Legislative
Decree of 24th February 1998, No. 58, Tlesto unico delle disposizioni in materia di intediazione finanziaria
(TUF). Further improvements to the normative caroenfD. L. 351 of 28 September 2001, which became Law
410 of 23 November 2001.

The SGR regulation is disciplined by the seconaamyns, which ardinisterial Decreesand laws fronBanca

d’ltalia andConsob

Defining the SGR

The SGR dictates the investment strategies fofuihe. It invest the financial resources collecteahf investors,
which are a separate entity from the asset of GBR.She fund’s return is given to investors. Inlexege, the
SGR retains a management fee. The company tengdowce technical, legal and fiscal aspects,torrenly
the asset management activity. The SGR has to tep@r#he interest of its clients, which have toitermed
about relevant issues. Conflict of interest hdsetaninimized and an efficient corporate governdrasto ensure
the correct functioning of internal procedures. Tégislator recommend to operate with diligencerexness

and transparency. Bank of Italy authorizes the §®Rich are listed in a public register.

Italian REIF types

The legislator provided several distinctions forastment funds, which differ by:
* Investment object
* Type of investor

» Establishment methodology
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* Investment style

* Legal form

» Dividend distribution
Regarding the first distinction, mutual funds camest predominantly in real estate or securitigsnlof our
interest are real estate investment funds. Toveich classification, a fund must invest at IB&30f its equity
in real estate assets, real estate rights andssbfreal estate companies. However, this percertagld decrease
to 51% when the fund invests 20% or more of itsitgqn property related financial vehicles (likerfexample
asset-backed securities). The remaining equityeaailocated in financial instruments (listed antisted), bank
deposits, receivables and transferable securitvbsgzh can be objectively measured every 6 montliesé
instruments represent the liquidity of the fund.
They can raise debt for a limit of 60% of valueredl estate asset, property right or real estatgeaaies, and
20% of other securities.
The transfer of properties in conflict of interesallowed, but the value of the single asset infladd of interest
mustn’t exceed the 10% of fund’s value. Transastimade with SGR shareholders are limited to the dDete
value of the fund (60% if transactions are madé& 8GR shareholders and members of its group).
The term is established in the fund’s Statutes ihiline with the type of investments, the minimdaration is 10
years and maximum is 30 years. Bank of Italy camfiean extension, which has to be no more thar&8g; to
consent the divestment of assets. REIFs can leel listthe Italian stock exchange and their shares$raded in
the Market for Investment Vehicles (MIV). The quata is required if the single share price is liggs €25.000:
in this case, Consob must approve it and has tmtmpleted within 24 months after subscription pekrio
Accordingly to the type of investor, funds can helg, private or speculative. Public funds are rope all
investors (in fact, they are called retail fund®&jvate funds are only for institutional investarharacterized by
their financial expertise. These are banks and ingnfoundations, saving management companies, epdn-
investment companies (the so-called SICAV), penfiimdls, insurance companies and other qualifiedstors
(defined by article 31 of Consob Regulation No.22/4998). Reserved funds have fewer restrictioan titail
funds, because their clients are sophisticatedsiove. In fact, public funds cannot invest morentti&8 of their
equity in a single asset and no more of 10% ofrtkquity in shares of the same construction company
Institutional funds are not subject to such limits.
Private funds permit to allocate resources in fevestment operations with a high risk/return peofDtherwise,
retail funds are obliged to diversify their investm to contain risk and protect investors. In resérfunds are
not applied the limits of the operations with SGRurgeholders or members of SGR group: in fact, dpeE®in
conflict of interest are allowed for 100% of fund/alue. The value of single asset in conflict demest can
exceed the limit of 10% of fund’s equity. Retaihtis are obliged to be listed on the stock exchaoggjarantee
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a promptly liquidation for small investors. Addmially, the subscribers of public funds have to disb the value
of their quotes immediately. Institutional investdrave not such duty.

Speculative REIFs (called hedge funds) invest ghllyirisky assets and they can operate with gréagedom in
their activities, as long as they respect certestrictions. They can do operations in conflicindérest for 100%
of fund’s value and there aren’t any limits regagdihe single asset conferred. They can investfierent goods
respect to the REITs normative (for example commeslior artworks). Minimum share price is €500.@0@
the maximum number of investors is 200. For theonitgj speculative funds carry out opportunistigeatments,
targeting non- performing buildings or assets #ratchanging destination of use.

The other distinction is about the method to eshlthe fund. Funds can raise money through syiigmmi or
contribution. In the first case, they are calledioary funds. Subscribers give money to the fund e SGR
invests them.

Contribution funds offer their shares to contriaton exchange of the asset provided. The contibedn be
private or a public entity. In the second casepihtadic administration transfer public propertieshe fund. There
are substantial fiscal benefits for this type afdubut the public assets must be at least 51%mf'$ equity and
the public administration must give money for negd than the 5% of fund’'s value. Operations in lazindf
interest are allowed (for 100% of the fund’s valud)erefore, properties for at least 60% of fun@dhkie must be
conferred within 18 months from the subscriptionn@s can also be mixed, but the limits of 51% dbliou
properties and 5% of public money remain (this taguirement fades if private entity confers mofaymore
than 10% of fund’s equity). The two major fundspupblic contribution are FIP and Patrimonio Uno, enged
respectively by Investire SGR and BNP Paribas REBR. Assets conferred are buildings owned by thrediér
of Economy and Finances (MEF) and tenants are @uaigiencies. Clients are institutional investors fmdls
duration is respectively 15 and 12 years. Both sursinunerate properly their investors. From a featee of €
1,329 billion, FIP reached a value of more thanili®n in June 2012. These experiences openeebatd on
the role of privates in managing public resourceseneffectively than the State.

REIFs differs for investment style. We distinguisétween core, value added and opportunistic fuhtsir
characteristics are specular to their investmeshe st heir expected return and their indebtednesase in line
with their riskiness, from the less risky (core}he riskier (opportunistic).

One more difference is by legal form: there arsetbend funds and semi closed-end funds. In fitstsamount
of capital is determined during the subscriptiod aannot be modified. Reimbursement of quotes scatithe
end of fund’s life. The illiquid nature of real et investment explains the closed structure df fureds. In fact,
if every investor could retire the money in anydintiquidity problems could arise. If fund’'s shasge publicly
traded, investors could sell their quotes at mapkiee, which normally is below NAV. If not, quotesuld be

sold in any case after finding a counterpart.
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Semi closed-end funds can increase or modify thaiue by issuing new shares during certain interval
determined by the Statute. In these periods, investan subscribe new quotes or ask for the ligoidaf their
shares at NAV. In any case, the reimbursed quatesat exceed the value of new subscriptions.

An additional REIF type are the guaranteed fundsclivguarantee to the investors the reimbursenfenvested
capital or a minimum return. The last instrumerdavinted by the Italian law are funds of funds. Tagislator
provides that real estate funds can invest in gor&EITs, real estate Luxembourg SICAV, SIIQ artteoteal
estate funds.

In case of retail closed-end funds, the SGR muatrr¢he 2% of assets of the fund. If the fund’kieaovercome
€150 million, this percentage become 1%. For fumiis public contribution, the SGR is individuatey jpublic
procurement.

The last distinction is about the dividend disttibn mode. Dividends can be distributed periodicait not.
REIFs are not obliged to distribute periodic divids, but they must distribute the results of theestment

activity to the subscribers at the end of the fardeé.

Statute of the fund and other mandatory documents

The Statute of the fund is the document that giweébe SGR the mandate for investing the capitalbicribers.
It synthetize the investment philosophy of the fuitsl functioning and the mode of dividend disttibn. It is
composed by three parts:

» |dentification sheet

* Product characteristics

* Functioning mode
The first part contain essential elements aboufithé and the SGR, which are denomination and tgyobf the
fund, fund’s duration, name of the SGR, deposittagk, frequency of calculation of share’s value.
The second section defines the scope of the finedgdods in which it is investing and the investhpaiicies.
Furthermore, it is reported any operation in canflif interest.
In the last part are specified the subscriptiorcedure and the mode of issuing and reimburse thegult must
be indicated if the fund is close or semi closetlfi@ last case the timing and modalities of newsstption has
to be defined).
The accounting documents are a yearly balance shtet fund and a six-monthly income statemenictvhave

to be approved by the independent expert. Othedatary documents are the transaction ldigd giornale) of

76



the fund, the management repogndiconto di gestionjea six-monthly report on management, and a paispe
who indicates the value of the fund.

Documents regarding the SGR are the program abbmutattivities of the fund and the report about the
organizational structure of the SGR. First spettiy typology of funds (core, value added or oppustic), the
clients targeted (institutional or general pub&ad if the management of funds will be delegatetthital parties.
Second indicates the forecasted economic resulteémext 3 years, the expected cash flows, teeitmms and

the regulatory capital.

Monitoring bodies

The entities responsible for the monitoring of farzde:

* Bank of Italy

» Consob

* Depository bank

* Independent experts
The first two carry out a direct supervision, tastltwo an indirect one.
Bank of Italy approves the Statute of the fund authorize (once listened the opinion of Consob) the
establishment of the SGR. It monitors the risk #mel stability capital of the fund. It can ask fartsaand
documents of the SGR, for which it can carry ogpections. Bank of Italy is responsible for SGRdkgion.
Therefore, it has a regulatory, informative angewive function.
The vigilance function of Consob focus on the obsece of transparency and correctness obliges tlswar
subscribers and public agencies. While Bank oy kkakeck if investors are exposed to any wrongii,rConsob
monitors the observance of formal rules and promegjdor which it issues specific laws (Consob Ratipns).
The depository bank is responsible for the ligyidif the fund and its financial operations. It gaout all the
payments of the fund. Then, it check the corregméshares calculation. If it founds any wrongdgim has to
inform immediately Bank of Italy and Consob.
The independent experts must carry on a six-morghauation of the assets of the fund. The SGRardhof
directors appoints them, which normally are memioéran accounting firm. Their opinion is requirext finy

investment or divestment operation.
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Governance

The governance of the SGR is composed by the bifadtectors, which appoints a responsible for eactu.

An Investment Committee can support the BoD. Thestors of the fund cannot infer with the managdmén
the fund. Their only power lie in the bodies thésce the Subscribers Committee and the Advisorgn@dtee.
The first is composed by the owners of the funtfares. The Committee can substitute the SGR witthan,
liquidate the fund before the end term, modify 8tatute about investment policies, decide aboutigtiag on
the stock exchange and choose to issue new gltatesonvened by the SGR’s BoD, with the requégt086 of
fund’s subscribers. The deliberative quorum is 50%

The Subscribers Committee elects the Advisory Cdtemi which gives opinions on relevant operations o
modifications of the Statute. It is composed byeast 3 members and it has veto power only on dopies
expressed by the Statute.

Revenues and costsrelated to the fund

The fund’s revenues come from rents and capitalsgand depends on the strategy adopted and th&iooaaf

the market. Costs depend by the operative manaderhtdre investments and additional expenses itkat¢he
fund. These are the commissions for the SGR, thardesion for the depository bank, the withholdiages
about fund’s dividends, a contribute for vigilato&Consob, the commission for the independent éx@gorting

and accounting expenses, eventual legal expenslitune costs for listing on stock exchange.

The SGR commissions are the commission of acquisithanagement and performance commission. First is
calculated on the investments of the fund. Secermimputed annually on NAV (or GAV). Third is rea&t to

the achievement of target performance.

Tax regime

Italian REIFs are completely exempted from corpwmtome taxes. They don't pay IRES and IRAP, wiaieh
respectively, a corporate income tax and a regitmxabn productive activities. They are dividedwo groups
for tax purposes: institutional or non-institutibReEIFs.

The first group include funds owned by institutibimvestors. They are subject to a withholding ¢é26% on

dividends. However, this tax does not apply if ovgnare Italian pension funds or investment fundsgign
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pension funds or investment funds resident in Whit# countries (to avoid double taxation), interoaal
institutions, sovereign wealth funds and centralkdsgindependently from the country).

The non-institutional real estate funds have twitertgnt tax regimes that depend if their invesfmossess more
or less than 5% of the fund’s equity. If less tb&h they are subject to the same withholding taxstitutional
investors. If more than 5%, income is includedhe annual taxable income and taxed on the basiedingle
investor’s fiscal regime.

Other indirect taxes applicable are property taxJIfbut it is included in the operative costs of thed), VAT,
mortgage and cadastral taxes of 1,5% and 0,5%e&dsif 3% and 1%).

REIFs with private contributions are subject to faene tax regime reserved to institutional investptus a
withholding tax of 26% for the capital gain deriviegithe contribution. Instead, for public contrilout funds, the
mortgage and cadastral taxes are substituted égragsentative tax of €520, and the capital gainsoogribution

are not taxable, if fund’'s share are accountedeasame historical value of assets conferred.

Optimal structure of funds

Several authors tried to identify the optimal stawe of a fund. Delfim and Hoesli analyzed the perfance of
English, French Italian and Dutch REIFs from 2002014 (Delfim and HoeslIRisk factors of European non-
listed real estate fund return2016).

They found that open-end funds performed bettar th@sed-end ones, thanks to their structure, whitrantee
flexibility in capital allocation. Core funds hadjher historical returns than value added, whichewgarticularly
affected by the crisis. In fact, recession periadsnot suited for risky investments. They quarttify optimal
size of a fund (€ 2,3 billion): lower or bigger siwas negatively correlated with performance. Tidewtified the
level of indebtedness that maximize returns: theva gearing is 24,5% during market upturns an@%?during
recessions. The authors highlight that a fund shbal/e these characteristics.

However, other studies disagree with these findifgsrelly and Stevenson found a little significatetween
fund’s characteristics and its returns, which maidepend on investment decisions (Farrelly, Stewens
Performance drivers of private real estate fun2i316).

In summary, there is no consensus among authashimh should be the optimal structure of a REIFerEfore,
funds are vehicles for investments, so their stmechas to be tailored on the specificities of daghstment in

order to maximize returns.
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REIFsmarket and recent developments

According to Assogestioni, the number of real esfahds at June 2016 is 288, 13 more than the qus\8ix
months and 26 more than 1 year ago. The funds lsgtiteen reserved (262) and retail (22), wherefithes
compose the vast majority of the market (91%). lithéed number of retail funds is explained by thiidence
of Italian investors regarding financial instrunerthe value of assets under management is € 45illgn, a
diminution of -1,8% from last six months, mainlyedto current impairments. The 89,7% of assetsared by
reserved funds, confirming the fact the marketosshated by institutional investors. The total NA¥funds is
about € 32,192 million. LTV of the industry is 29%, significantly lower than the indebtedness catex by
regulation, outlining a prudential behavior of matrplayers. Twenty-two SGRs constitute the markkee first
ten for assets under management are ldea Fimisting, Generali Real Estate, BNP Paribas REIMyi€ab

Immobiliare, Prelios, Sorgente, Castello, Seremiasand Torre. Together they constitute the 86,5#emarket.

Patrimonio complessivo 31.330 100,0% 31.046 100,0% 32.496 100,0% 32.192 100,0%

Fondi riservati 27.099 86,5% 27.162 87,5% 28.760 88,5% 28.531 88,6%
Fondi retail 4.231 13,5% 3.884 12,5% 3.736 11,5% 3.661 11,4%
Valore delle attivita 46.409 100,0% 46215 100,0% 46.626 100,0% 45.785 100,0%
Fondi riservati 40.859 88,0% 41.086 88,9% 41.853 89,8% 41.077 89,7%
Fondi retail 5.549 12,0% 5.130 11,1% 4.773 10,2% 4.709 10,3%
Numero fondi 260 100,0% 262 100,0% 275 100,0% 288 100,0%
Fondi riservati 235 90,4% 238 90,8% 251 91,3% 262 91,0%
Fondi retail 25 9,6% 24 9,2% 24 8,7% 26 9,0%
Numero societa 23 100,0% 23 100,0% 22 100,0% 22 100,0%

Figure 57, Total NAV, assets, number of Italian REIFs and SGR number, Source: Assogestioni (six-monthly report, 1° September 2016)
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Dati ordinati per attiviti gestite

7867

TOTALE
Fondi retail

Fondi riservati

32192
3661

28.531

45 785
4.709

41.077

45757
4680
41077

1000

10%

0%

1 IDEA FIMIT SCR(*) 607 7867 172%
Fondi fisenvati 5.074 6420 6420 140%
Fondi retail 943 1447 1447 12w
2 INVESTIRE SGR 5.11% 6913 6913 150%
Fondi riservati 4.783 6.504 6504 1aa%
Fondi retail 337 409 409 09%
3 GENERALI REAL ESTATESGR 3953 5.220 5220 114%
Fondi riservati 3953 5.220 5220 114%
4 BNP PARIBAS REIM SGR 3.228 5021 5021 190%
Fondi riservati 2.833 4459 4459 9%
Fondi retail 395 562 562 12%
5 FABRICA IMMOBILIARE SGR 3322 3.700 3.700 8%
Fondi riservati 3.198 3556 3556 7s%
Fondi retail 124 145 145  o3%
6 PRELIOS SGR 2019 3559 3559 78%
Fondi riservati 1.742 3118 3118  68%
Fondi retail 277 440 440 1,0%
7 SORGENTESGR 1.521 2313 2313 sax
Fondi riservati 1.521 2313 2313 S1%
8 CASTELLO SGR 659 2016 2016 4%
Fondi riservati 592 1.946 1946  43%
Fondi retail 67 71 71 0.2%
9 SERENISSIMA SGR 703 1.581 1.581 35%
Fondi riservati 703 1.581 1.581 3.5%
10 TORRE SGR 858 1332 1332 29%
Fondi riservati 430 894 894 20%
Fondi retail 428 438 438 10%
11 AXA REIM SGR 797 1.065 1.065 23%
Fondi riservati 797 1.065 1065 23%
12 FINANZIARIA INTERNAZIONALE INVEST. SG 512 1018 1018 22%
Fondi riservati 512 1018 1018 22%
13 POLIS FONDI SGR 615 768 768 17%
Fondi riservati a1 558 558 2%
Fondi retail 203 210 210 0s%
14 CDP INVESTIMENTISGR 750 764 764 17%
Fondi riservati 750 764 764 1.7%
15 AMUNDI REAL ESTATE ITALIASGR 416 572 615 13%
Fondi riservati 99 191 191 04%
Fondi retail 37 381 424  o09%
16 INVESTITORI SGR 537 571 571 2%
Fondi riservati 537 571 571 12%
17 UNIPOLSAI INVESTIMENTISGR 361 486 486 1%
Fondi riservati 361 486 486 1.1%
18 AEDES REAL ESTATESGR 229 396 396 o9
Fondi riservati 120 261 261 o0s%
Fondi retail 109 134 134 0.3%
19 MEDIOLANUM GESTIONE FONDI SGR 312 320 320 OoJ%
Fondi retail 312 320 320 o7%
20 VEGAGEST SGR 149 152 80 o02%
Fondi retail 149 152 80 02%
21 ERSEL ASSET MANAGEMENT SGR 79 80 80 02%
Fondi riservati 79 80 80 o02%
22 DUEMME SGR 36 73 73 02%
Fondi riservati 36 73 73 02%

(*) Dati dal bilancio d'esercizio al 31/12/2015.
Figure 58, SGRs by NAV and assets under management, Source: Assogestioni (six-monthly report, 1° September 2016)
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For the first semester 2016, the gross subscriptesabout € 1,583 million, considerably less tthenprevious
six months but not largely below the average of s years. Dividends and reimbursements werel €01,
million. How it is easily deductible, the majoritf movements regarded reserved funds.

Raccolta lorda 3.620 801 2019 1.583

Fondi riservati 3.620 801 2.019 1.467
Fondi retail 0 0 0 117
Proventi e rimborsi 935 913 897 1.110
Fondi riservati 830 658 871 1.041
Fondi retail 105 256 26 69

(*) I dati non includono Idea Fimit Sgr.

Figure 59, Total gross subscriptions, dividends and reimbursements, Source: Assogestioni (six-monthly report, 1° September 2016)

Assets managed are for the vast majority real e$&®,6% of the total), for a value of € 40,556limnl. Other
assets are holdings (€ 616 million), securitizesktss (€ 75 million), securities and liquidity (&20) and other
financial instruments (€ 2,018 million). Market ypdais chose to target mainly real estate, maintgitiemselves
significantly above the border of 2/3 establishgdHhe legislator. They chose the advantages ofigjmng in a
single asset class over the optimal portfolio atmn suggested by theory.

Totale 46.409 100,0% 46.215 100,0% 46.626 100,0% 45.785 100.0%
Immobili 40.669 87.,6% 40.803 88,3% 40.943 87.,8% 40.556 88,6%
Partedpazioni 895 1,9% 858 1,9% 614 1,3% 616 1,3%
Strumenti Cartolarizzazione 75 0,2% 75 0,2% 75 0,2% 75 0,2%
Valori Mobiliari e.Liquidita 3.433 7,4% 3.376 7,3% 3.185 6,8% 2.520 5,5%
Altro 1.337 2,9% 1.102 2,4% 1.809 3,9% 2.018 4.4%

Figure 60, Asset classes, Source: Assogestioni (six-monthly report, 1° September 2016)

Portfolio movements balanced themselves, withtle lrevalence of divestments. Assets acquireccanterred
were about € 1,247 million, dismissals € 1,359 iomll Acquisitions and contributions of holdings weg 44

million and dismissals € 20 million.

82



Immobili

Acquisti e conferimenti 3.101 1.464 2.605 1.274
di cui fondi che hanno richiamato nel semestre 2.726 1.067 2.344 1.122
Dismissioni -2.040 -1.060 -1.442 -1.359
di cui fondi che hanno richiamato nel semestre -28 -10 -363 -447

Partecipazioni

Acquisti e conferimenti 184 92 29 44
di cui fondi che hanno richiamato nel semestre 86 42 5 32
Dismissioni -26 -56 -126 -20
di cui fondi che hanno richiamato nel semestre 0 0 0 0

Figure 61, Portfolio movements, Source: Assogestioni (six-monthly report, 1° September 2016)

Assets under management are € 35,206 million. B&¢é df them is located in the north west and th&%3in
the center, where there are the tier 1 cities (Mdad Rome) and other important centers. In thehreast there
is the 12,9% of assets, in the south and islarel8,ttP6 and in other countries the 2,4%.

By destination of use the majority of assets afeeed (42,7%). The rest is divided in retail (14)3%gistics
(3,1%), residential (19,5%), healthcare providds3%o), industrial (3,4%), hotel and leisure (3,%4y others
(11,4%).

Offices offer relatively stable cash flows, becaaséhe low volatility of service sector in Italgspect to other
economies (for example US). In fact, an investnirettialian offices bares low level of risk.

The figure that shows a solid growth from previgears is residential. In a country characterizediy of the
highest home-ownership rates in the world, marktira demonstrate an increasing interest for those

A segment who grew respect to previous six morghetail. In fact, Italian Consumer Confidence kdehich
is a good indicator of the overall industry devet@mt, is rising. Other destinations of use do hotsa relevant

variation from last years.
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Totale 42.511 100,0% 42911 100,0% 35.692 100,0% 35.206 100,0%

Nord Est 4.644 10,9% 5.300 12,4% 4.861 13,6% 4.546 12,9%
Nord Ovest 18.741 44,1% 18.872 44,0% 15.578 43.6% 15.127 43,0%
Centro 14591 34,3% 14.497 33,8% 11.546 32,3% 11.823 33.6%
Sud e Isole 3.318 7,8% 3.226 7,5% 2.834 7,9% 2.862 8,1%
Estero 1.217 2,9% 1.017 2,4% 872 2.4% 848 2,4%
Totale 42.511 1000% 42911 1000% 35.692 100.0% 35.206 100,0%
Uffici 20.976 49.3% 20.946 48,8% 16.169 45,3% 15.016 42,7%
Commerciale 5.464 12,9% 5.586 13,0% 4.809 13,5% 5.033 14,3%
Logistica 1.200 2,8% 1.231 2,9% 1.246 3,5% 1.103 3,1%
Residenziale 5.642 13,.3% 5.757 13,4% 6.164 17,3% 6.870 19,5%
Residenze Sanitarie Assistenziali (RSA) 534 1,3% 647 1,5% 554 1,6% 587 1,7%
Industriale 1.309 3,1% 1.466 3,4% 1.046 2,9% 1.184 3,4%
Turistico / Ricreativo 1.725 4,1% 1.850 4,3% 1.406 3,9% 1.385 3,9%
Altro 5.660 13,3% 5.428 12,7% 4.298 12,0% 4.027 11,4%

Figure 62, Assets segmentation by geographical location and destination of use, Source: Assogestioni (six-monthly report, 1° September 2016)

SIQ

The main alternative to the SGR in the ltalian feavork is the SIIQ $ocieta d’'Investimento Immobiliare
Quotatd. Introduced by the Budget Law for 2007 (Law N86227" December 2006), which became Law No.
174, 7" September 2007, the normative was changed byltH8B of 12" September 2014 (the so calgolocca
Italia), which entered into force the1$eptember 2014 and became Law 164 &§fNdvember 2014.

SIIQ core business is the rental activity: in f&8% of assets have to be leased and 80% of inbas& come
from rents. A company that respect those requirésrfen more than 3 years can exercise the optiretome a
SIHIQ. A single shareholder cannot own (directlyratirectly) more than 60% of voting rights and preharing

rights. At least 25% of shares have to be retaimgdhareholders, which do not possess, at the dinthe
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utilization of the option, more than the 2% of wgfirights and profit sharing rights. This requiretndoes not
apply to companies listed before the 2014 Law. 70 of profits has be distributed. The companythdeep
separate books for leasing and other activitied,dasclaim the criteria used to allocate costs betwthem.
The reason is that SIIQs have two tax regimesfan®ntal activities and one for other activitiBental activities
are exempted from corporate income taxes (IRESRA®), but dividends are subject to a 26% withhodptiax
(15% for income from residential properties). Thedoes not apply if the shareholders is an Itgemsion fund,
an ltalian investment fund or the income is thaultssof portfolio individual management. Capitalirgaare
subject to a 26% substitutive tax, but only if greperty is retained for more than 3 years.
All the other activities are subject to the ordineorporate income tax regime.
The normative does not provide any specificatiamghe minimum level of indebtedness or the minimuatue
of owned properties.
The main differences from the SGRs are:

* Lack of patrimonial autonomy

» Direct governance

» Absence of limits to the indebtedness

* Unlimited duration

* Income sources

* Taxregime
First, the SIIQ assets and the company are noseparate entities, like the fund and the SGR. Tvemance
model is direct: the company shareholders nomitregenanagers who run the SIIQ. Instead, fund siliesesr
entrust the SGR to manage their assets. The reguldbes not provide any limit to the leverage jkenREIFs.
The duration is unlimited, on the opposite reaatestunds maximum length is 30 years. The SIIQ rsaurce
of income has to be the leasing activity and thavent frequent dismissals. This legal form weitslong-term
oriented investors, who seek stable cash flowsduheir investment horizon. Conversely, the REdtis permit
more managerial flexibility in investment decisiofi$ie tax regime is clearly disadvantageous resjpertal
estate funds. In fact, rent activities and othgrmes have two different taxations. Instead, fuhalge the same
fiscal benefits for every asset class (but notefiggry investor class). In ltaly, there are 8 SliQfswhich 2 are
listed on the stock exchanggd andBeni Stabil). A legal framework fair from stable, fiscal inefency and

strict requirements inhibited SIIQ success on thkan market.
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SICAF

Another investment vehicle adapted to real es&t8ICAF Societa d’Investimento a Capital Figsdt was
introduced by the Directive AIFM No. 2011/61/CE e European Parliament and the Council and by the
connected delegate regulation No. 231/2013 of tbenf@ission, transposed in Italy by Legislative Decre
44/2014 and Laws of Consob and Bank of Italy.

This instrument has the form of public company wiitked capital. It is reserved for general publicda
institutional investors. The firm it is not a segar entity from its assets, so there is the absehpatrimonial
autonomy, like the SIIQ. To be classified as SICRR of company’s assets have to be invested inestate
and real estate rights (the same of REIFs). Thenmaim initial capital is € 1 million. Even the taggime is the
same of real estate funds. Dividends are subjeat26% withholding tax and IRES and IRAP are nqtliad,
mortgage and cadastral taxes are halved. The gavesnof the company can be direct or indirecthinfirst
case, the shareholders appoint the BoD who runirtheln the second case, management is entriustadhird
party, normally a SGR.

In summary, SICAFs are investment funds in a caigoform. They present the same fiscal benefiREifs.
The capital is fixed, with possibility of subsequenbscriptions, to avoid an eventual illiquidisoplem due to
an unexpected retirement of quotes. Moreover)able of patrimonial autonomy constitutes a guararfor
investors, especially in the liquidation phase. thibse advantages make the SICAF a valid altem&tiveal
estate funds.

Patrimonial autonomy

Governance Indirect Direct Indurect!dlrect

LTV 60% of real estate assets, Not specified Not specified
20% of other instruments

Principal requirement 2/3 of assets in real estate 80% of assets in real 2/3 of assetsin real estate
and real estate rights estateand real estate and real estaterights

rights, 80% of income
from renting activity

Tax regime 26% witholding tax on 26% witholding tax on 26% witholding tax on
dividends dividends for rental dividends
income, corporate income
taxation for othe sources
of income

Figure 63, Main differences between REIFs, SIIQ and SICAF
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CHAPTER 5: THE ALPHA CASE

Deal overview

In recent years, the main opportunities for assetagement companies came from the banking systaopé&an
banks started to dismiss their assets, in partithéar real estate portfolio. The reason was tdebfobtaining the
necessary liquidity to meet the regulatory requaata (Basel 1l normative framework) and freeingital to
invest in core activities, which have a higher metthan real estate investments. Additionally, essfonal
operators, who have real estate as core busirasspanage these assets more efficiently.

In this context, in the period 205-2016 one of th&n Italian banking groups started to dismissatd estate
portfolio. The bank has the ownership of some assear Barberini square, in Rome, which we will &@m
now the Alpha complex. We won't disclose the narhéhe asset, because it is covered by confidetyiali
agreements. The buildings were completely refudalsh period 2012-2016 and they were publicallyt to
professional operators. The ask price was € 12komilOne of the firms interested in the deal wabrica SGR,

who had to evaluate the sustainability of the astep

Subjective analysis

Asset management companies collect money from iokes0 invest them in projects with risk/retunofie
dictated by investors. Every investor has a difiemesk appetite, which is given by its needs. Fmstance, a
pension fund has not the same risk profile of adgedund. The first must pay the pension to itsrtk, so it has
to rely on stable and predictable cash flows. Témosd has to maximize the performance of any invest.
Therefore, the underlying risk will increase.

The complex is a prime asset in the center of Rawith, an already established tenant base. It ispos@d by
five buildings, all occupied, except one that isast. All tenants have high credit quality. Theehggenerates
stable cash flows. All these are the charactesisti@a core plus investment: something in betweea and value
add. Therefore, the risk/return profile of the istraeent is low and the duration is high, becauselitrequire
time to dismiss the asset. These are the charstatsrdemanded by pension funds, so our targesiovean be
a pension fund. Normally, they ask a target IRR-&26 and a duration of at least 20-30 years. Weav#érage
these values, obtaining a target IRR of 4,5% andtahn of 25 years. It is important to notice ttia target IRR
is the minimum rate of return accepted by investfohe goal is to find the maximum price that caroffered by

Fabrica, to reach the target return.
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Objective analysis

L ocation

The complex is situated in the Via Veneto areardral location in the heart of Rome. The highest+@sidential

and corporate users occupy the area. To cite sBie, Generali, Warner Bros, the Ministry of Econa@mi
Development, Bank of Italy and the US Embassy clhosecate their headquarters in the zone.

The accessibility of the district make it a dediedbcation for business. The Barberini metro stepre the zone,
as well as several bus lines. The central stafienn(ini) is reachable by feet, providing a conr@ttio the main

cities. Milan is at 2:30 h. Fiumicino internatioratport is at 30 minutes. An underground parkirgpareserved

for employees, serves the complex, along with féveioparking facilities in the district.

Asset characteristics

The complex is composed by class A buildings, whthhighest energetic standards and completelylished.

The gross area is 22.004 sgm. The destination efisusnixed: four buildings are for office use antkedor

residential. For the Roman market, the asset otfegstop quality standards. The underground parkiag

capacity of 50 cars.

Building 1 is mainly for office use. The gross areabout 2.883 sqm, arranged over a basemenvuadfloor

and 6 upper floors. Elegant architectural featuned a classical facade characterize the edificereThre 3
elevators and 2 staircases. The tenants are thporate and banking division of the Italian bank amd

engineering company. The first is a subsidiaryre# of the biggest multinational banks in the wollaffers to

its clients advisory on M&A, IPO securitization,fmbissuance and project finance services. The deafbers

services and technical advisory to architecturagjreeering and construction projects. It is a UBipany, listed
on the NYSE. Its turnover reached almost 11 bilkd®JSD in 2016, with worldwide subsidiaries (ialit they

are located in Rome and Milan). Both tenants halid 8nancial statements and they shouldn’t hawefanancial

distress. The bank’s division has its historicabliton in the building, so it is unlikely that itinmove out. The

engineering company willingness to remain in thei@glace is more uncertain, but considering thatedifice

has an extraordinary iconic value and it is nofydas a company to relocate, especially in Romehauldn’t

move out. Because the name of tenants cannot blesksl, we will call thenrBankandEngineering

Building 2 is an office destination. It faces asthrical church. Elegant pillars and decorativenelets adorn the
facade. The edifice is listed by the Ministry ofltDtal Heritage and Activities. The gross areahbsw 5.241

sgqm. There are basement, ground floor and 7 uppansf along with 3 elevators and 2 staircases.t&hant is

an association, which represents the needs oftargeche main Italian administrative and politigsstitutions,

like Parliament and Government. It also give togh®ployees of its associates technical assistartéaning.
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Given its role, the tenant has the highest credriidards. The edifice is its historical head off®e there are no
incentives for the tenant to move out. We will ¢gaAssociation

Building 3 is for office use. It is characterizeg high architectural value and pastel colored fasadhe gross
area is circa 7.600 sgm, with 2 underground bastieeals, a ground floor and 6 upper floors, alavith 3
elevators and 2 staircases. The only tenant ig@halian law firm. It deals with business law,img in financial
and banking sectors. It employees more than 200desirand it offers tailored assistance to its tiefihe 2016
revenues reached € 69 million. The company lookd smd it is one of the major players in its sectbcan
provide stable cash flows during the investmest Because of the high iconic value of the edifibe,firm is a
reliable tenant and it shouldn’t change locatiaor. this tenant we chose the nabaav.

Building 4 is used for residential purpose. ltssgrarea is about 2.212 sqm. The apartments widdsed back
by theBankfor its top management. The pastel colored facgokesa great artistic value to the edifice. Thisre
a basement, a ground floor and 5 upper floors. Evéis case, the tenancy is almost secure. Theagement
of the bank has all the interest to remain in thiéding, because of the proximity of its workplgdgeiilding 1).
Building 5 is an office destination, with elegaat&des and a classical design. The gross areaus 4068 sgqm
and the edifice is composed by a basement, a gritamordand 6 upper floors. It is completely vacahthe time,
but it offers the highest standards for office onie and it is the top destination for businessuilis well a single-
tenant or multi-tenant strategy. TBankoffers a guarantee of € 1.300.000 for 2017 an@201

While the first four buildings have sound tenamtbjch should meet their payments and ensure adeqaah
flows during the life of the investment, the maincartainty elements regard the last edifice. Tleeess of the
investment rely on finding good quality tenants tiee building, but two years should be sufficiemidgase the

asset.

The market

We analyzed Rome office market in the second chagptethere is little to say more. Currently primet yields
are at 4%. In the last 10 years they fluctuate betw4d% and 5%. The figure is much more stable tther
European cities. Prime rents are also stable, whielans that real estate in Rome is not subjectreéatg

fluctuations in value, and the growth goes hanldand with rental growth, which is linked to infiai.
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The Alpha complex evaluation

I nputs of the model

We have all the elements to evaluate the Alphasiment. The methodology used is the DCF methodialtles
complexity of the investment. The holding perio@syears and the target IRR dictated by our irorést4,5%.
The acquisition year is 2017 and the ending on20#2. Buildings are five: 4 offices and one rest@n4
occupied and one vacant. WGLA are, from building B, respectively, 2.105, 4.661, 3.946, 1.430 2:988
sgm. Rents per sgm are, in order, 468, 322, 356a48 435 €/sgm. In 20Bankrent is € 950.000 for the office
and € 650.000 for residentidngineeringpays € 35.000Association€ 1.229.508 antlaw € 1.400.000. The
guarantee from th8ank for the vacant building is € 1.300.000 for eaclary€2017-2018). The discount for

Associations probably due to the high quality of the tenavitich the ex-owner wanted to retain at any price.

Revenues estimation

The rental growth is supposed to be in line wiftation (1,5% in 2017), weighted for a lease apjatan index
provided by ISTAT (75% of inflation). The 2017 nuerlyeflects the consensus about the current ye#relnext
years, it was chosen 2% as expected inflation baigguse it is the target of the ECB and it isstrerage inflation
of period 1991-2017. Obviously, this number is vinggl for the lease appreciation index. The reetch tenant
is adjusted to the market rent after the deadlfrtecontract. FoBank EngineeringandResidentiakthe actual
rent is above the market rent, so we expect thet Will ask for an adjustment to market rent aftes first
deadline of the contract (31/12/2015 Rank 31/01/2020 foEngineeringand 31/12/2020 foResidentigl. For
AssociationandLaw the current rent is below the market one, so wkask for an increase. The increase will
not be immediate, but we expect a gradual adjudtteemarket rent in 2-3 years. However, the ainoof
evaluation is to find the maximum price payabletfor asset, so we have to include negative ciramst in
our model. We suppose that both tenants move tarttae contractual deadline. The contract withAbgociation
expires the 31/12/2025, so we expect a one-yeamnegdn 2026. In 2027, we expect to occupy complates
building at market rent. Professional operatorsteaythe physiological term to find a tenant isamerage one-
year: six months to find him and negotiate contrachgreements, and six months to refurbish theespad meet
its directives. The contract wiltaw is the standardized lease agreement (6 + 6), wexpires the 30/11/2026.
We expect that we have to wait the end of the H2s/t bring the rent to the market level. Evethat case, a
gradual increase to the market level is the masitadsle circumstance, but for prudential purposesuppose a

year of vacancy in 2027 before recruiting a nevaten
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In 2016 the market rent for residential is 340 €1sgccording to Scenari Immobiliari. For officessiB75 €/sqm,
according to Scenari Immobiliari, and 345,6 €/sqagording to Osservatorio del Mercato Immobiliae we
did the average to compute the prime office re60(30 €/sqm).

For the vacant building we are confident that il i entirely occupied in 2019, providing a fulint capacity.
The two-years time frame given by the guarantealshe sufficient to find a new tenant.

Then, the rents were summed each year to obtaigrtss revenues. We subtracted a delinquency f&% @o
obtain the net revenues. The delinquency rategaraof the gross rent, which is uncollectable.f&sional

operators say that normally it averages at 2% mf re

Costs estimation

The costs associated with the project are trarsacbsts and operative costs. The firsts occuneracquisition
year (2017) and the seconds during all the lifetohéhe investment. Transaction costs are the a@ion tax,
calledImposta di registrd2% of purchase price for funds), due diligencetx@nd legal fees (respectively €
60.000 and € 20.000), and other transaction cestsr(ated to be € 10.000). Operative costs ar@ribygerty
taxes IMU and TASI (€ 595.187 on a semiannual patsie lease registration tax (0,5% of rent), iasge costs
and extraordinary maintenance (respectively th%,and 0,3% of reconstruction costs), and thengdsie for
the real estate agency (which is 10% of rent arglstipposed to be paid in 2019, 2027 and 2028).
Reconstruction costs are the cost to reconstrecbthliding ex novo and they are used mainly fouiasce
purposes. They are calculated multiplying the retraigtion costs per sqm (1.450 €/sgm) for the tgtass area
(22.004 sgm). Then, other costs (project managensenstruction supervision, unexpected costs, adiore
and other utilities), which are computed as a pesge of reconstruction costs, are added to oltkerfull
reconstruction cost (€ 37.014.388). The leasings#iee compensation of the real estate agendyniding a new
tenant.

All the costs are summed together each year tarotita total costs. Net revenues minus total castsequal to

the net operating income (NOI).

WACC calculation

The NOIs (and, we will see later, the terminal edlmust be discounted using an appropriate yieidt Yield is
the weighted average cost of capital (WACC). Itssdars both sources of capital (equity and deld)ghted for

the financial structure of the project.
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The cost of equity is made by a risk-free rate @ussk premium. The risk-free is equal to the metaf the
government bond (BTP) with the Osame duration efittvestment. It was considered the average bettyeen
BTPs with remaining duration of 27,25 and 23,25rgewhich is 2,65%. The risk premium increasesyib&l
proportionally to the risk of the project. It hagtcomponents: one related to the asset and atsent@nagement.
The part concerning the asset is composed by aistioifs as the destination of use, location, maartea status
and building quality. The asset is a class A buadgdiso the last three elements are low (0,25%).dEs¢éination
of use is mixed, so the risk-factor is in-betweesidential and offices (0,5%). The management compiis
made up by credit risk, lease type and lease auralihe credit risk regards the tenant credit ¢ggalhich is
high, so the factor is 0,5%. The type of leasectvlig about the leasing contract, is 1%, in linthvihe market.
Regarding the lease duration, every contract fdifexent length, but the average is almost 7 yesoghe risk
factor is not big (0,5%). The cost of equity is ten of these factors and it is 5,9%.

Cost of debt is the sum of a risk-free and a spcagzlilated by the lender. The risk-free is theripank rate with
the same duration of the investment (Euris 25 yearich is 1,43%. The spread is the remuneratiothe
lending bank and it is 2%. Therefore, cost of del®,43%.

The WACC is the sum of cost of debt and cost oftgguweighted for their quote in the financial stture. The
deal is financed with 50% of equity and 50% of ¢sebtthe WACC is 4,67%.

Terminal value

The terminal value represents the future capalolityhe asset to produce cash flows and it is tdrgét) selling
price of the complex in the exit year, which is 20%o obtain it, we discount the last NOI for apagpriate yield
called going out cap rate, which is equal to the @A minus a growth rate, which was put equal tcettpected
inflation rate (2%), weighted for the ISTAT leaggpeeciation index. In fact, because of the relatiamess of
the office yield curve in Rome, we supposed thatabset value will increase in line with the regtalwth (which
rises in line with inflation). Then, we added &¥r@ut factor of 0,5% for prudential purposes. Thé price is
circa € 168 million. The vale seems high, but vagento think about two things: first the long duwatof the
investment (25 years), and then the assumptiontabegrowth rate. It is not unlikely that the ass#l grow in

line with the inflation (weighted for the lase appiation index).

To check the robustness of the calculation, wetabiged the average price per sgm of the area 42.20he
average price per sgm for offices was € 7.300 ancekidential € 9.400 in 2016. We weighted the d@stination
of use for their respective WGLA and we obtainecaaerage price for the complex of 7.498 €/sqm. Then
capitalized it to 2042 and we multiplied it for tte#al WGLA. We obtained a final price of € 167 hoih, not far

from the terminal value calculated using the perpgformula.
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Final value and bid price

We discounted all the NOIs and the terminal valrettie WACC, obtaining our estimation of Alpha cdexp
value. The value of the asset is around € 121anilliThe pattern of net yields range from 4,45%,8Y%. Only
in 2026 and 2027 they are substantially lower, beeave supposed a vacancy for that years. We ceuchplog
bid price to reach the target IRR of 4,5%. Thegbide is slightly below the ask price (almost € h28ion). The
bid ask-spread is circa € 224.000.

The model also include a sensitivity analysis,d@tvare of how the IRR change in relation to teaimlue and

market rent variations.

Final consider ations

The financial doctrine says that we shouldn’t at¢bp project. The target IRR is lower than WACQieh
means that alternative projects with the same le¥eisk have a greater return. However, the Italaarket
currently lacks of alternative projects, givenstsall size and the low investment volumes compéveather
markets. For that reason, we can overcome thediabaioctrine.

We based our evaluation on prudential criteriapsgmg a vacancy in 2 years and increasing theggmir cap
rate of 0,5%. We also considered the market reatimevaluation, without any premium, that couldroguded

in the model, given the quality of the asset. Tine @ our evaluation was to determine the corressref the ask
price, considering all the negative variables ttmatld affect the project. The conclusion is thatsheuld accept
the deal.

The goal of the managerial strategy is to impriweetarget return. There are two objectives to aghie beat the
market: finding an agreement with the two tenamtsdjust the actual rent to the market one in ay2eBs period,
in order to avoid the vacancy, and selling theding at terminal value. Regarding the last go& rttost probable
buyer would be an operator with same risk/retunfdilerof our target investor. The price of the asd®uld grow

in line with inflation, as the empirical evidenceoait office yield in Rome suggests. Therefore, tveutd find
another SGR with institutional clients with the sansk profile of ours.

Concerning the two vacancies hypothesized, oursseforecasts a vacancy in two years, with a tafgR of
4,5%. A more favorable scenario provides thatv leaves and\ssociationhas a 3-years period time-period to
adjust to market rent. In that case the IRR is %5K both tenants stay and have a 3-years pedatljust to
market rent the IRR became 4,58%.

It is fundamental to find an agreement wihksociationandLaw in order to avoid a possible vacancy. A good

asset manager knows every single tenant: he hamderstand their needs and to build a long-terrat tru
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relationship with them. Asset management is noy éinbnce. Human relationships play a fundamerdtd in
business. The selling price is the most probahietHe market can move in different directions dgihe holding
period. Inflation can be lower or higher and otfaetors can have a significant impact on final @ri& financial
analyst examine the variables that can affect ddeh he tries to quantify the risks, he modelted#nt scenarios
and he predicts the most probable one. The futameat be predicted, but a probable result canrbthd end,

financial models supports managerial strategy,obolit the latter allows to reach and overcome thgets fixed

by models.

Tenant WGLA rent (€) £/mgWGLA start first deadline second deadlin break oj |

Bank 2105 950000 01/01/2017 31/12/2025 31/12/2034 31/13/2025

Engineering 35000 468 01/01/2014 31/01/2020 31/01/2026 31/01/2018 985000
Association 4661 1229508 322 01/01/2014 31/12/2025 n.d. n.d.
Law 3546 1400000 355  01/12/2014 30/11/2020 30/11/2026 31/12/2022 1400000
Residential 1430 650000 454  01/01/2017 31/12/2020  31/12/2024  31/12/2020 650000
Vacant 2988 1300000 435 01/10/2016 01/10/2018 n.d. n.d. 1300000
total 15131 5564508

inflation 2017 1,50%

inflation (ECB target) 2%

lease appreciation index by ISTAT 75%

[Comparables

residential (Scenari Immobiliari) min max vmf

prices (€/sqm) 7000 11800 9400

rent (€/sqm) 285 530 340

offices (Scenari Immabiliari) min max vf

prices (€/sgm) 5000 10000 7300

rent (€/sqm) 260 555 375

offices (OMI) min max wmf

prices (€/sqam) 5400 7300

rent (€/sqm) per month 19,5 28,8 n.d.

|uansution costs

Due diligence 60000

legal fees 20000

transaction tax 2% PP

other transaction costs 10000

|man§gmem costs

IMU and TASI 595187

insurance 0,05% CRN

lease registration tax 0,50% rent

Property and Facility management 2,10% rent

[Commissione di rilocazione 10,00% rent

selling fee 1,00% selling price

extraordinary maintenance 0,30% CRN

Figure 64, Inputs of the model
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inflation 2017 1,5% WGLA rent (€/sqm) full rent market rent delta
inflation (ECB target) % Bank 2105 950.000 739.799 |- 210.201,01
lease appreciation index by ISTAT 75% Engineering 468 35.000 27.256 |- 7.744,25
delinquency % Association 4.661 322 1.229.508 1.698.370 468.862,19
2016 2017 Law 3.946 355 1.400.000 1.437.889 37.889,44
office rent €/sqm (Scenari Immobiliari) 375,00 - Residential 1.430 454 650.000 451739 |- 158.261,49
office rent €/sqm (OMI) 345,60 360,30 364,35 Vacant 2.988 435 1.300.000 1.088.542 |- 211.457,86
resdential rent €/sqm (Scenari biliari) 340,00 343,83 15.130,79 5.564.508,20 5.483.595.23
| year 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027
Bank 950.000,00 964,250,00 978.713.75 993.394.46 1008.29537  1.023.41980 1.038.771,10 1.054.352,67 1.070.167.96 858.566,93
Engineering 35.000,00 35.525,00 i 29.613,22 30.057 42 30.508,28 30.965,90 31.430,39 3190185 32.380,37
Association 1.229.508,20 1.247.950,82 16667008 128567013 1304.95519 132452951 134439746  1.364.563,42  1.385.031,87 0 187102817
Law 1.400.000,00 1.421.000,00 1.442.315,00 1.463.949,73 1.485.908,97 1508.197 61 1.530.820,57 1.553.782,88 1.577.0839,62 1.467.35047 0
Residential 650.000,00 659.750,00 669.646,25 679.690,94 | E 529.742,04 537.688,17 545.753,49 553.939,79 562.24889 570.682,62
Vacant 1.300.000,00 1.300.000,00 | I 1.138.264,98 1,155.33895 1.172.660,04 1.190.259,07 1.208.112,96 1.226.234,65 1.24462817 1.263.297.60
gross revenues 5.564.508,20 5.628.475 .82 5.514.84629  5.590.14582 5.506.02504  5.588.61541 5.672.444,64 5.757.531,31 5.843.894,28 4.152.008,12 4.695.955,69
net revenues 5.453.218,03 5.515.906,30 540454936  5.478.342,90 5.395.904,54  5.476.843,10 5.558.995,75 5.642.380,69 5.727.016,40 4.068.967.96 4.602.036,58
AA5% 4,50% 4,41% 447% 4,40% 4,47% 4,54% 4,61% 4,68% 3,32% 3,76%
Due diligence 60.000 60.000,00
legal fees 20.000 20.000,00
transaction tax % 2.500.000,00
other transaction costs 10.000 10.000,00
IMU and TASI (semiannual) 595.187 1.190.374,00 1.190.374,00 1.190.374,00 1190.374,00 1.190.374,00 1.190.374,00 1.190.374,00 1.190.374,00 1.190.374,00 1.190.374,00 1.190.374,00
insurance 0,05% 18.507,19 18.784,80 19.066,57 19.352,57 19.642,86 19.937,50 20.236,57 20.540,12 20.848,22 2116094 21.478,35
lease registration tax 0,50% 27.266,09 27.579,53 27.022,75 2739171 26.979,52 27.384.22 27.794,98 28.211,90 28.635,08 20.344.84 2301018
Property and Facility management 2,10% 114.517,58 115.834,03 113.495,54 115.045,20 113.314,00 115.013,71 116.738,91 118.489,99 120.267,34 85.448,33 96.642,77
extraordinary maintenance 0,30% 111.043,16 112.708 81 114.395,44 116.11543 117.857,17 119.625,02 121.419,40 123.240,69 125.089,30 126.965,64 128.870,12
leasing fee 10,00% 112.14433 197.102,82
selling fee 1,00%
operative costs 4.051.708,03 1.465.281,18 1.576.502,63 1.468.278,92 1.468.167,55 1472.33445 1.476.563,86 1.480.856,70 1.485.213,94 1.444,293.75 1.657.478,25
NOI 1.401.510,01 4.050.625,13 3.828.046,73 4.010.063,98 3.927.736,9%  4.004.508 66 4.082.431,90 4.161.523,98 4.241.802,45 2.624.674.21 2.944.558,33
terminal value
NOI+TV 1.401.510,01 4.050.625.13 3.828.046,73 4.010.063,98 3.927.735,99  4.004.508.66 4.082.431,90 4.161.523,98 4.241.802,45 2.624.674.21 2.944.558,33
3.2% 31% 3.7% 31% 3,5% 33% 3,3% 34% 2,1% 24%
Asset value 121.461.220,70
Ask price 125.000.000,00
_ FCFO 123.598. 489,99 4.050.625,13 3.828.046,73 4.010.063,98 3.927.736,99 4.004.508 66 4.082.431,90 4.161.523,98 4.241.802,45 2.624.674.21 294455833
L A%
Bid price 124775811
bid-ask spread 224.189,35 ERV
4.5% 334 344 354 364 374 384 394
1649377487 4,24% 431% 4,38% 4,45% 4,52% 4,58% 4,65%]
165937748,7 4,25% 432% 4,39% 4,46% 4,53% 4,60% 4,67%)
sl pice 166937748,7 427% 4,38% 4,41% 4,48% 4,55% 4,61% 4,68%)
167937748,7 4,29% 4,36% 4,43% 4,5% 4,56% 4,63% 4,70%]
168937748,7 4,30% 437% 4,44% 451% 4,58% 4,65% 4,71%)
169937748,7 A4,32% 4,3%% 4,46% 4,53% 4,59% 4,66% 4,73%)
170937748.7 4.34% 4.40% 4,47% 4,54% 4,61% 4.68% 4,74%

Figure 65, DCF of the Alpha complex (part 1)
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125.000.000,00  167.937.748,65
£.261,30 11.099,07 _
2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 2042|
871.445,43 884.517,11 £97.784,87 911.251,64 924.920,42 938.794,22 952.876,14 967.169,28 981.676,82 996.401,97 1.011.348,00 1.026.518,22 1.041.915,99 1.057.544,73 1.073.407,91
32.866,08 33.359,07 33.859,46 34.367,35 34.882,86 35.406,10 35.937,19 36.476,25 37.023,39 37.578,74 38.142,43 38.714,56 39.295,28 39.884,71 40.482,98
2.000.593,60 2.030.602,50 2.061.061,54 2.091.977,46 2.123.357,12 2.155.207,48 2.187.535,59 2.220.348,63 2.253.653,86 2.287.458,66 2.321.770,54 2.356.597,10  2.391.946,06 2.427.825,25 2.464.242,63
1.693.760,34 1.719.166,74 1.744.954,24 1.771.128,56 1.797.695,48 1.824.660,92 1.852.030,83 1.879.811,29 1.908.008,46 1.936.628,59 1.965.678,02 1.995.163,19  2.025.090,64  2.055.467,00 2.086.299,00
579.242,86 587.931,50 596.750,48 605.701,73 614.787,26 624.009,07 633.369,20 642.869,74 652.512,79 662.300,48 672.234,99 682.318,51 692.553,29 702.941,59 713.485,71
1.282.247,06 1.301.480,77 1.321.002,98 1.340.818,02 1.360.930,29 1.381.344,25 1.402.064,41 1.423.095,38 1.444.441,81 1.466.108,44 1.488.100,06 1.510.421,56 1.533.077,89  1.556.074,05 1.579.415,17
6.460.155,37 6.557.057,70 6.655.413,56 6.755.244,77 6.856.573,44 6.959.422,04 7.063.813,37 7.169.770,57 7.277.317,13 7.386.476,89 7.497.274,04 7.609.733,15  7.723.879,15  7.839.737,33 7.957.333,39
6.330.952,26 6.425.916,54 6.522.305,29 6.620.139,87 6.719.441,97 6.820.233,60 6.922.537,10 7.026.375,16 7.131.770,79 7.238.747,35 7.347.328,56 7.457.538,49  7.569.401,56  7.682.942,59 7.798.186,73
517% 5,25% 532% 5,40% 5,49% 5,57% 5,65% 5,74% 5,82% 5,91% 6,00% 6,09% 6,18% 6,27% 6,37%
1.190.374,00 1.190.374,00 1.190.374,00 1.150.374,00 1.190.374,00 1.190.374,00 1.190.374,00 1.190.374,00 1.190.374,00 1.190.374,00 1.190.374,00 1.190.374,00 1.190.374,00 1.190.374,00 1.190.374,00
21.800,53 22.127,54 22.459,45 22.796,34 23.138,29 23.485,36 23.837,64 2419521 24.558,13 24.926,51 25.300,40 25.679,91 26.065,11 26.456,09 26.852,93
31.654,76 32.129,58 32.611,53 33.100,70 33.597,21 34.101,17 34.612,69 35.131,88 35.658,85 36.193,74 36.736,64 37.287,69 37.847,01 38.414,71 38.990,93
132.950,00 134.944,25 136.968,41 139.022,94 141.108,28 143.224,91 145.373,28 147.553,88 149.767,19 152.013,69 154.293,90 156.608,31 158.957,43 161.341,79 163.761,92
130.803,18 132.765,22 134.756,70 136.778,05 138.829,72 140.912,17 143.025,85 145.171,24 147.348,81 149.559,04 151.802,43 154.079,46 156.390,65 158.736,51 161.117,56
169.376,03
1.676.958,50 1.512.340,59 1.517.170,09 1.522.072,03 1.527.047,50 1.532.097,61 1.537.223,46 1.542.426,20 1.547.706,98 1.553.066,98 1.558.507,37 1.564.029,37  1.569.634,20  1.575.323,11 1.581.097,34
4.653.993,76 4.913.575,95 5.005.135,20 5.038.067,84 5.192.394,47 5.288.135,99 5.385.313,64 5.483.948,96 5.584.063,80 5.685.680,37 5.788.821,18 5.893.509,11 5.999.767,36  6.107.619,48 6.217.089,38
167.937.748,65
4.653.993,76 4.913.575,95 5.005.135,20 5.058.067,84 5.192.394,47 5.288.135,99 5.385.313,64 5.483.948,96 5.584.063,80 5.685.680,37 5.788.821,18 5.893.509,11 5.999.767,36  6.107.619,48 174.154.838,03
3.7% 3,9% 4,0% 41% 42% 42% 4,3% 4,4% 4,5% 4,5% 4,6% 4,7% 4,8% 4,9% 5,0%
4.653.993,76 4,913.575,95 5.005.135,20 5.098.067,84 5.192.394,47 5.288.135,99 5.385.313,64 5.483.948,96 5.584.063,80 5.685.680,37 5.788.821,18 5.893.509,11 5.999.767,36  6.107.619,48 174.154.838,03 _

Figure 66, DCF of the Alpha complex (part 2)
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BTP 27,25y 2,70%
BTP 23,25y 2,60%
cost of equity
risk-free (25 y BTP) 2,65%
risk premium
asset
destination of use 0,50% mix
location 0,25%
maintenance status 0,25% good
building quality 0,25%
management
credit risk (tenant rating) 0,50%
type of lease 1,00% in line with the market
lease duration 0,50%
cost of equity 5.90%
cost of debt
Eurirs 25 anni 1,43%
Spread 2,00%
cost of debt 3,43%|
financial structure
E/V 0,5
DV 0,5
[wacc 4,67%|
g (inflation) 1,5%
risk out 0,50%

Igoins out cap rate

Figure 67, WACC calculation

office price €/sqm (Scenari Immobiliari)
residential price €/sqm (Scenari Immobiliari)

WGLA
BNL
JACOBS ITALIA
ANIA
Legance
Residential
Vacant

office weight
residential weight

average price €/sqm (2016)
average price €/sqm (2042)
asset price (according to 2016 value)

Figure 69, Terminal value check
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CRN
reconstruction costs (€/sqm) 1450,14
total GA 22004
Project management 3%
construction supervision 5%
unexpected costs 5%
connections and other utilities 3%
total CRN 37014387,9|

Figure 68, Reconstruction costs
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3946
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2988
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7498,497218
11043,10835
167090968,7



Conclusions

Object of this analysis was the real estate investrim the Italian market. In order to define anyastment, the
market must be examined. We started from the s#ateegood and its characteristics, along withréla¢ estate
market features and segmentation. We deployed etocnomic model to understand the variables tlmatem
the market and we explained the functioning of e=thte cycles, which are the macroeconomic fdstgond
any real estate investment strategy. Then we apphiese topics to the Italian market. We analybedcurrent
cycle of the phase for residential and non-residesgctor. For the first, we examined the numliéramsactions,
the prices and the development of the credit inglustltaly, arriving at the conclusion that the nket is in its
recovery phase. For the second, two other driverg wwnore appropriate to gain the understandingetycle
phase: investment volumes and yields. Their pateows that the overall market movement is bulligih
different paces for every segment.

Subsequently, the focus went to real estate inwagtnits characteristics, the phases that composed the
professional figures around it. We also talked alpoutfolio theory, figuring out if an optimal pdotio allocation
between asset classes is possible and which tiskdrprofile better suits real estate. We wentepttl with the
Italian regulation about investment vehicles (REEisd asset management companies. We ended up vate:
the financial evaluation of a complex of buildingghe center of Rome. All the concepts expressddrb found
application in this final case.

We followed a holistic approach. We touched eveargcept around the two main topics of our researedl:
estate market and real estate investment. Thelpahefaces of the same medal: the second is coasgglito
the first. Initially, we talked about these concelot a theoretical manner. Then, we contextualthedheory in
the Italian market environment. Aim of this reséawas to utilize the concepts expressed by findtiogory in
professional way, to gain an in-depth understandirtge approach followed by asset management coiepéo

evaluate their deals.
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REAL ESTATE INVESTMENT INITALY: THE ALPHA CASE (ABSTRACT)

I ntroduction

Object of this analysis is real estate investmenheé Italian market. In order to define any invesit,

the market must be examined. We begin from theagtalte good and its characteristics, along with th
real estate market features and segmentation. \pyda microeconomic model to understand the
variables that move the market and we explain dhetfoning of real estate cycles, which are thenmai
macroeconomic factor beyond any real estate invagtrstrategy. Then we apply these topics to the
Italian market, trying to comprehend the curreragghof the cycle. In order to do this, we segmamat t
market in residential and non-residential. We arsalyansaction volumes, prices and mortgage market
development for residential, and investment volurmes yields for non-residential. We also examine
the current trends of the main non-residential ssgm(office market in Milan and Rome, retail, kigis

and hotel). Subsequently, we focus on real estagstment: its characteristics, the phases thapose

it and the professional figures around it. We sk about portfolio theory, figuring out if an apial
portfolio allocation between asset classes is ptesand which risk/return profile better suits resiate.

We describe the regulation about investment vehi@EIFs) and asset management companies in Italy.
We finish with a case: the financial evaluationaofomplex of buildings in the center of Rome. The
scope of this work is to contextualize the topiepressed by financial theory in a real market

environment and understand how professional oparaggproach real estate investments.

Chapter 1: Thereal estate market

Every market has its own characteristics, whichdarect function of the characteristics of the geod
traded in that market. Real estate (as good) featare fixity, heterogeneity, land indestructilgjlit
physical indivisibility, high value per unit andnigth in production process. The most important
characteristic is heterogeneity, determined byuthigue location of each asset. It is clear thatntlaén
determinants of value for a property are locatiod the specific features of the building (consiirct
quality, space, obsolescence grade, technologicaisaories and other elements). The long production
process contributes to the constant disequilibradrthe market and it is one of the primary caudes o
real estate cycles.

Real estate market characteristics result forestte features, and are localization (the maskaginly

local), lack of transparency in price disclosurenstant disequilibrium between demand and supply



because of the long production process, regulatbeyference by public bodies, high transactionsos
(taxes and due diligence costs), limited numberasfsactions and illiquidity, due to high price peit.

The most important market segmentation is by dastin of use. We distinguish between residential,
office, industrial, retail and receptive. The witdssctor in terms of relative size is residentidljch is
composed by families who buy home. The market aradterized by a high number of transactions
(respect to other segments) and it is highly pideer. Professional operators and institutional stees
target the non-residential segments. Unlike familighich consider real estate as a consumption,good
they approach real estate as an investment. Ansggnentation, based on geography, is between first
tier and second tier cities. In Iltaly Rome and Mi&ae first tier, other relevant cities are secoed

To shape the functioning of real estate market,esanthorsKerrero and others, Analisi finanziaria:
finanza delle operazioni immobiliari, 20p@eveloped a microeconomic model. The first elenethe
rent, which is determined by supply and demandpace. Supply is given by the existing stock of sqm
and demand is influenced by elements specific tryesector, like the employment rate for firms and
GDP per capita for families. Discounted rents detee the values of the assets. When this value is
greater than construction costs, new construcstars, increasing the existing stock of sqm. Tlueess

is not immediate: new completions require time,tdbating to the constant disequilibrium of the
market. In fact, the supply of space will changéhm medium-long term (and so the rent) and theltres

is the cyclicality of the market.

Figure 1, Microeconomic model, Source: Ferrero and others, Analisi finanziaria: finanza delle operazioni immobiliari
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A real estate cycle is composed four phases: regpggpansion, hyper-supply and recession. These ar
linked to the real economy, so when GDP is in esmanreal estate is in expansion and vice versa.
Recovery phase starts when the market has reatshbdtiom (point 1): at that point, the supply from
the previous cycle stops. Demand then starts torhtke excess supply and vacancy rates declinge On
excess space is absorbed, rents begin to incrEas@ptimistic expectations of owners contributégo
rise, until rental growth rate reach the level miation (point 6). Here it starts the expansioragdt
demand growth continue to increase, until the oanap rate reaches the long-term average, which
means that supply is tightening. Once operator&zest, rents increase rapidly (and so assetsejalu
Constructors start new edifices and supply startsse. Until demand growth is greater than supply
growth, occupancy rates increase. When demand @pplysgrowth match, the market reaches its
equilibrium (point 11). The hyper-supply phase tstavhen supply grows more than demand. At that
point, occupancy rates fall below long-term aver&gv buildings begin to compete for tenants, s re
growth slows down. It is still positive, but dec¢hig. Then participants could understand that market
turned down and stop constructing, or not. In tlage, new supply would grow much faster than degand
and cause the last phase of cycle: the recess@mnt (p3). Rental growth reaches the inflation. Then
owners start to compete on price to capture tenamdasket rent decline until it reaches marginaltcos
The cycle reaches its bottom when constructionp, sdad a new cycle begins. The implication for

investors is simple: buy at the bottom of the cyotd sell at peak.

Demand/Supply

Equilibnum

High Rent

Growth in

Rent Growth
Tight Market

Positive But
Declining

Toward New

Comstruction

Occupancy

Physical Growth

Market Cycle 00
Charactenstics

Negative
Rental

Growth

Timx

Figure 2, The real estate cycle, Source: Baker and Chinloy, Private real estate markets and investments
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Chapter 2: Italian market outlook (residential and non-residential sectors)

Macroeconomic aggregators show that Italy is expeing a steady growth after a severe recession.
GDP rose of 1% in 2016, along with households diapte income, private consumption and
investments. Analyst consensus has confidenceriadest inflation growth in the upcoming year.
Because of its characteristics (high number ofdgaations of similar amount), a good indicator fue t
residential sector trend is given by the numbertrahsactions. OMI @sservatorio del Mercato
Immobiliare), a public agency patronized Bgenzia delle Entrateleveloped the NTN indexN(umber

of Normalized Transactiojswhich is composed by the number of real estais exchanged in a given
period. In 2016, 528.865 units were traded, foearly increase of 18,9%. The chart below displags t
long-term trend. Since the 2006 peak, the markabéa prolonged bearish trend. The worst movemsent
happened concomitantly with the global financiasisrand the European sovereign debt crisis. Since
then, volumes were only upward. The figure alsoashthe pattern of residential prices, measured by
IPAB, an index developed by ISTAT. The figure loaksactly like the typical real estate cycle. When
the recession started, owners were reluctant taceegrices. After the 2011 crisis, they became awar
of the gravity of the situation and they loweret@s. Transaction volumes rose from the seconddfialf
2013 with a crescent intensity. Prices reachedtitom in the first semester 2016, with a subseuen

little increase over the next six months.
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Figure 3, Transaction volumes and prices in residential sector, Source: OMI



OMI also developed the NTN IP, which displays thenber of residential transactions covered by a
mortgage. The index displays a relevant increasa firevious year (27,3%), with an incidence on the
total transactions of 48,5%. The capital granteddh6 was € 29.451 million, with a yearly increase
27,8%. The long-term pattern follows the NTN trehde numbers show that the credit crunch is ending,
mostly because of the renewed stability of the bankystem. The residential market follow the trend
of mortgage market. If more loans are granted, rhoteses will be bought.

In summary, GDP is growing and so it does the nagrggnarket. Traded volumes are rising prominently.
In addition, market operators feel optimistic abthg future and prices stop declining. All the nedrk
indicators suggest that we are in the recoverygbéthe cycle.

Non-residential sector follows different rules. &nit is characterized by different amounts forheac
investment, bigger transaction are more repredeataf the overall trend. Indeed, not transaction
volumes, but investment volumes are a good predmftonarket development. Investments in 2016
reached € 9,1 billion, for an annual growth of 12%e year was the best after 2007. Foreign invasisne
are the majority (62%), but domestic capital isréasing. Graph below represents the evolution of

investments in non-residential sector by propepet
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Figure 4, Investment volumes in non-residential sector, Source: CBRE Research

Net yields are another relevant indicator. Theyeageal to NOI (net operating income, which is rent

minus operating expenses), divided for purchasgepRents do not show significant variations during

time. What changes are property prices. In faeldgimovements are mainly influenced by assetfrice

In summary, when yields are low, properties arereppting and, when yields increase, market is in

downturn. Figure below exhibit yields trend by destion of use. We notice that when the market
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reached its peak in 2007, yields touched theiohisdl low. During the crises of 2008-2009 and 2011
2012, yields got their maximum level. The 2016 wa®cord year for yields: the figure is lower than
2007 level for any asset class. All signals hidftlignat market is in recovery. The liquidity broatom

abroad drives the recovery, along with the majimaetiveness of real estate respect to other alssses.

Figure 5, Net yields by property type, Source: CBRE Research
Office market in Milan continues its recovery. hetfirst quarter 2027 the net absorbtion exceeded

110.000 sgm, the highest result over 15 years. Maceate is slightly growing (12,3%), which means
that despite the recovery, the quantity of suppdigace is still minor than the quantity absorbeshtR
are increasing (€ 520) because tenants competéhéomost strategic and iconic locations. The
competition is also on the other side: foreign staees raised the level of quality A products anelyth
compete to acquire the best locations. The outdsmae increase in assets price and a fall in pgmar
and secondary yields (3,50% and 5,25%). While dehisrexpected to remain stable, projects under
construction will slightly grow in the short terr@ore investments are the most attractive for market
players. However, due to the limited availabilifyquality A products, the interest for value addeds

is increasing, showing an higher appetite for aEkvestors.

For the office market in Rome, net absorption w439 sqm, substantially higher than previous years
Vacancy rate increased (12,1%). Rents and primdsyae stable (respectively 400 €/sgm in the CBD
and 4%). One of the major problems of the cityhis lack of adequate infrastructures, which sloves th

development of the city.

L All the data regarding the non-residential sectors refer to first quarter 2017, if not indicated differently
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Regarding the retail sector, prospects are positiveng 2017, projects for around € 1 billion slibloe
completed. Prime rents are stable in first-tigesifor both shopping centers and high street é&spely
900 €/Sg m and 6.000 €/Sq m in Milan). Yields ageliting (3,15% for prime high street and 4,9% for
prime shopping centers). High street accountsHembajority of investments (67%), shopping centers
for the 24%, retail box for the 5% and factory etglfor 4%. High street remains the main target for
international retailers, but professionals stattelbok with interest also second-tier cities.

Logistics market is the most promising: net absomivas 385.850 sqm, an increase respect to previou
years. The majority of deals (60%) were built-ta=sihe majority of demand came from 3PLs, which
account for over the half of the absorbed value Mlest dynamic regions are in the north of the ttgun
Lombardy covered the 60% of total absorption. Priergs increase in Milan (52 €/Sq m) and are stable
in Rome (52 €/Sg m). Prime yields slightly decrelaseaching 6%. Vacancy rate is diminishing (5,3%).
Investment rose to € 103 million.

Hotel sector accounts for about 10% of the nati@iaP. Investment volumes in 2016 were about the
15% of total real estate transactions. The majaftypperators are small and family-owned hotels.
International brands are underrepresented. Theyuatdor almost the 4% of the total offer. The main
observable trends are the conversion of existiniglibgs into hotels, repositioning and refurbishrmen
of existing assets and the increasing interestwastors for the luxury segment. New internatidmahds
should target the four main touristic locations ifi®g Milan, Venice and Florence).

To conclude, the non-residential sector continteegecovery, at a different pace for each segment.

Chapter 3: Real estateinvestment

Investing consists in buying the asset (or consitex novQ, hold it for a period and sell it. The strategy
must be consist with the cyclicality of the markatrchase in the recovery phase of the market @hd s
during the peak. By a financial point of view, restate has mixed characteristic and it is a firgnc
instrument with a risk profile between bonds arwtlss. It has a periodic income given by NOI, like
bonds, and a capital gain given by its disposké $itocks. Empirical evidence supports this finding
historical real estate return and standard dewviagobetween the two other asset classes. Redé esta
assume a long duration, like bonds. It can covemfinflation, but only if rent is linked to inflatn.
Capital gain return comprehends also the inflatipredfect. Real estate has a low correlation teoth

asset classes: in the short-term only publiclyedackal estate companies shares are correlatée to t



stock market, but in the long-term also REIgsiotes, which are pure real estate. Real estaterse
presents some idiosyncratic risks: market, constmicregulatory, environmental, liquidity, operatal
and financial.

Real estate investment is a structured procesghvdansists in three different phases: market rebea
feasibility study and financial analysis. The scop#he first is to estimate the future demand sungbly
developments in the market. The second aims tdyviérihe project is sustainable under a technical,
administrative and financial point of view. Therthestimates the value of the property and themetu
associated with the investment. If the propertyesdential the property value is calculated disting

the average NOI for the yield of comparable asdktke project is more complicated, the valuehd t
asset is estimated discounting all the future N@Us the selling price (terminal value), using elgi
that take in consideration both sources of cafited WACC). The cost of equity is not calculatedhwi
the CAPM formula, because of the low (immediateyeation with other asset classes. It is calcdlate
adding a risk-premium to the risk-free rate. Beeanfsreal estate heterogeneity, each asset hasatiff
sources of risk, so there is not a standardizedeimachong evaluators for the determination of the
discount rate. The best indicator of profitabifity real estate investments is the IRR, becatisditates

the total return over the capital invested. A sy analysis and statistical methodologies, like
Montecarlo simulation, can complete the financralgsis.

The most important figure in real estate sectothes asset manager. Briefly, he collects financial
resources from investors, who have a given rigk/neprofile. He analyzes the market alternatives an
he define a target portfolio in line with the rigkofile of its investors. An active portfolio mareagent
adds value to the portfolio in three ways: investtrieming (consistent with market cycles), investine
selection and diversification, which permits touee the overall portfolio risk.

Another relevant figure is the property manages hain activity is to support the asset manager in
achieving the target NOI and assist him in the diligence phase. His competencies are very specific
and related to the maintenance of the value dbtileing over the investment period. Other profesal
figures are the building manager and the facilignager. The first carries on the maintenance of the
asset, the second connects the asset with the (useeption, security, cleaning, catering actigitito
cite some).

Each property type has a different risk/return irofFrom lower to higher: residential, office,

industrial/logistics, retail and development opienat. The classification is based on empirical emnie

2 Real estate investment funds



and it can imply some exceptions. Surely, the mgtlfn profile is related to the specific investiten
which can be (from lower to higher): core, valuel aat opportunistic. Core investments target high
quality buildings in tier-1 markets, which can reg predictable and stable cash flows. This type of
investment suits investors who seek capital pregienv and long holding period. Value add mainlg&dr
non-residential real estate. They acquire propewith stable cash flows, but their strategy ismtvease
the value of the property by making improvementsepositioning the property. These developments
require substantial expenses (capex). Howeverg tleeno guarantee that the developments will be
reflected in the value appreciation of the prope@pportunistic consists in targeting propertiesowh
need significant improvements or that needs towk toom the ground. They bear little to inexisten
cash flows at the time of acquisition. These pitsj@tfer the highest level of return in case ofcass,

but also bear the highest risk. IRR and indebtesimesrease with the level of risk. An additional
investment style is core plus. It has a risk pedfietween core and value add.

Some authorsMorri and Hoesli, Ruolo dell'investimento immobikain un portafoglio, 2010
demonstrate that real estate is an asset cladsviorisk/return profile portfolios. They display &h
efficient frontier for three different countries:SJ France and Switzerland. Real estate provides
diversification benefits for portfolios with a lowisk profile. Its weight in an optimal portfolio
characterized by the lowest degree of risk is ald@0P6 and it declines when risk (standard deviation
rises, with different paces for the three countrlesr example, in Switzerland the decline is lesst f
because institutional investors target also thieleasial sector, which is a big part of the entirarket.
Real estate indexes permit to have a gross meaktire dynamic of the sector. Ex ante, their stoaly
permit to recognize the current phase of the manjae. Ex post, they are used as benchmark toatel
the effectiveness of an investment choice. Indecas be direct and indirect. Firsts are based on
transaction prices or analyst's evaluations. Sesoade constructed on financial instruments
representative of real estate, like publicly tradédres of real estate companies or quotes of REIFs
Examples of direct indexes are ti€REIFin US and théSI andNomisman Italy. Indirect ar&NAREIT

in US andBNP Paribas REIMn ltaly.

Chapter 4: REIFsand other investment vehiclesin the Italian market

Accordingly to the Italian law, mutual funds areinadependent pool of assets shared among a group of
investors, who delegate the management of thetfiuad asset management company, c8ledeta di
Gestione del Risparmi@GR). Fund'’s asset and liabilities are distinatrf those of the SGR and of each

investor (the so-called patrimonial autonomy). B€R dictates the investment strategies for the.fund
9



It invests the financial resources collected fromestors. The fund’s return is given to investard the
SGR retains a management fee. There are someeaewits for REIFs imposed by the legislator: 2/3
of equity must be invested in real estate asse#d,astate rights and shares of real estate coegpani
However, this percentage could decrease to 51% wheefund invests 20% or more of its equity in
property related financial vehicles (like for exdepsset-backed securities). They can raise delat fo
limit of 60% of value of real estate asset, propeight or real estate companies, and 20% for other
securities. The term is established in the fundiguse. It has to be in line with the type of invesnts,

the minimum duration is 10 years and maximum isy&&rs. REIFs can be listed in the Italian stock
exchange: in that case, their shares are tradéekiMarket for Investment Vehicles (MIV). Funds can
be public, private or speculative. Public funds apen to all investors. Private funds are only for
institutional investors. These funds have fewetri@®ns than retail funds, because of the expertif
their clients. In fact, public funds cannot invesire than 1/3 of their equity in a single assetramdore

of 10% of their equity in shares of the same caiesion company. The transfer of properties in donfl

of interest is allowed, but the value of the sinagset in conflict of interest must not exceedlid® of
fund’s value. Transactions made with SGR sharehslde limited to the 40% of the value of the fund.
Private funds are not subject to such limits. Sfaiue REIFs (hedge funds) invest in highly rislegats
and they can operate with greater freedom in givities, as long as they respect certain regiris.
They can do operations in conflict of interest 1@0% of fund’s value and there aren’'t any limits
regarding the single asset conferred. They carsirimadifferent goods respect to the REITs nornsativ
Normally, they are used for opportunistic investtsefunds can collect resources through subsaniptio
or contribution. Contribution funds offer their sba to contributors in exchange of the asset peakid
The contributor can be a private or a public enfitlere are substantial fiscal benefits for public
contribution funds, but the public assets must bdeast 51% of fund’s equity and the public
administration must give money for not less than3% of fund’s value. Operations in conflict ofarest

are allowed. The two major funds by public conttibn areFIP andPatrimonio Uno Additionally, we
distinguish between closed-end funds and semi dlesd funds. In firsts, the amount of capital is
determined during the subscription and cannot ahaSgconds can increase or modify their value by
issuing new shares during certain intervals deteethiby the Statute. In these periods, investors can
subscribe new quotes or ask for the liquidatiotineir shares. REIFs are not obliged to distribeteqalic
dividends, but they must distribute the result¢hefinvestment activity to the subscribers at te &f

the fund'’s life.
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The Statute of the fund is the document that déstds investment strategy, its functioning andrtiele

of dividend distribution. It is composed by ideid#tion sheet, product characteristics and funatign
mode. Bank of Italy and Consob monitor the fundniBaf Italy approves the Statute of the fund,
monitors the risk and the stability capital andc@n carry out inspections. Consob monitors the
observance of formal rules and procedures. Thedilepy bank is responsible for the liquidity of the
fund: it carry out all its payments. An independexpert carries on a six-monthly evaluation ofdksets
value. The governance of the SGR is composed blgdahed of directors, which appoints a responsible
for each fund.

Italian REIFs are divided in two groups for tax posges: institutional or non-institutional REIFs.eTh
first group includes funds owned by institutionaléstors. They are subject to a withholding tak@sfo

on dividends. The non-institutional real estatedihave two different tax regimes that dependef th
investor possess more or less than the 5% of tiddequity. If less than 5%, dividends are subject
the fiscal treatment reserved for institutionalastors. If more than 5%, income is included ingheual
taxable income of the investor and taxed accorgitmlts fiscal regime.

According toAssogestionithe number of real estate funds at June 20188s ®here reserved funds
compose the vast majority of the market (91%). Vakie of assets under management is € 45.785
million and reserved funds own the 89,7% of theime Total NAV of funds is about € 32.192 million.
LTV (loan-to-value) of the industry is 29,69%. Tvixpiwo SGRs constitute the market. The first ten fo
assets under management comprehend the 86,5%r oatket. Assets managed are for the vast majority
real estate (88,6% of the total), located prindjpal the north west (43%) and the in the cent&;§30).
According to the destination of use, offices acddion the 42,7% of total assets, retail for 14,3%,
logistics for 3,1%, residential for 19,5%, induskfior 3,4%, hotel and leisure for 3,9% and othepprty
types for the remaining part.

The main alternatives to the SGR are SIIQ and SICARK)s have the rental activity as core business:
in fact, 80% of their assets have to be leased88a of their income has to come from rents. The 70%
of profits has to be distributed. There are sondtiashal requirements about the maximum percentage
that a single shareholder can possess. SIIQs haveak regimes: one for rental activities and oore f
other activities. Dividends from rental activitiase subject to a 26% withholding tax. All the other
activities are subject to the ordinary corporat®me tax regime. Unlike the SGRs, SIIQs have net th
patrimonial autonomy over their assets. The gove@anodel is direct: the company shareholders
nominate the managers who run the SIIQ. The reigulaioes not provide any limit to the leverage. The

duration is unlimited. This legal form well suitslg-term oriented investors, who seek stable daglsf
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during their investment horizon. In Italy, there & SI11Qs, of which 2 are listed on the stock ergea
(Igd andBeni Stabil). A legal framework fair from stable, fiscal inefency and the strict requirements
inhibited SIIQ success on the Italian market.

SICAFs are investment funds in a corporate formeyThave not the patrimonial autonomy over their
assets, unlike REIFs, but 2/3 of company’s asseie o be invested in real estate and real esgitsr
Even the tax regime is the same of real estatesfuhide governance of the company can be direct or
indirect. In the first case, the shareholders apptiie BoD who runs the firm. In the second case,
management is entrusted to a third party, normall§GR. The capital is fixed, with possibility of
subsequent subscriptions. The lack of patrimonibraomy constitutes a guarantee for investors,
especially in the liquidation phase. All these adages make the SICAF a valid alternative to retdte

funds.

Chapter 5: The Alpha case

In the period 205-2016, one of the main Italiankiag groups started to dismiss its real estatefq@ant

The bank has the ownership of some assets neaefdarkquare, in Rome, which we will call the Alpha
complex. We will not disclose the name of the gdsstause it is covered by confidentiality agreesien
The buildings were completely refurbished in perll2-2016 and they were publically offered to
professional operators. The ask price was € 12bomilOne of the firms interested in the deal was
Fabrica SGR, who had to evaluate the sustainalbilitiie ask price.

The complex is a prime asset in the center of R@wmpletely refurbished, with an already establishe
tenant base. It is composed by 5 buildings, alupgad, except one that is vacant. The destinatias®

is mixed: 4 offices and one residential. All terah&wve the highest credit quality standards. These
the characteristics of a core plus investment. st generates stable cash flows and it is wédidsu
for investors with a low risk/return profile, whodk for capital preservation and a stable source of
income during a long holding period. The descriptaf our target investor matches the needs of a
pension fund. Normally, they ask a target IRR &% -and a duration of at least 20-30 years. We will
average these values, obtaining a target IRR 8b46d duration of 25 years. The goal is to deteemin
the bid price, in order to achieve the target retur

The complex is situated in the Via Veneto areardral location in the heart of Rome. The highest-e
residential and corporate users occupy the zone.B@rberini metro stop serves the area, as well as
several bus lines. The central station (Terminfeachable by feet, providing a connection to tlaénm

cities. Milan is at 2:30 h. Fiumicino internatioratport is at 30 minutes. An underground parkirepa
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reserved for employees, serves the complex, alotigfew other parking facilities in the districth&
gross area is 22.004 sqgm

In the last 10 years prime office yields in Rometuated between 4% and 5%. The figure is much more
stable than other European cities. Prime rentalacestable, which means that real estate in Remeti
subject to great fluctuations in value, and theaghogoes hand in hand with rental growth, which is
linked to inflation.

Building 1, 2, 3 and 5 are office destinations ding 4 is residential. The tenants of buildingré the
corporate division of the banking group and thdidtasubsidiary of an international engineering
company. We will call themBankandEngineering The tenant of building 2 is a national assocrgtio
which represents an industry to the main Italiamiadstrative and political institutions. We namésth
Association The building 3 tenant is an top Italian law firfh.deals with business law, mainly in
financial and banking sectors. We can callaiv. Building 4 will be leased by the Bank for its top
management. Building 5 is vacant at the time. Waenthem respectivelResidentiabndVacant Bank
offers a guarantee of € 1.300.000 for 2017 and 2018

We have all the elements to evaluate the Alphasimrent. The methodology used is the DCF method,
due to the complexity of the investment. The haidderiod is 25 years and the target IRR dictated by
our investor is 4,5%. The acquisition year is 28hd the ending one is 2042. WGLA are, from building
1 to 5, respectively, 2.105, 4.661, 3.946, 1.430 21988 sgm. Rents per sgm are, in order, 468, 322,
355, 454 and 435 €/sgm. In 20Bankrent is € 950.000 for the office and € 650.000r&sidential.
Engineeringpays € 35.000Associatior€ 1.229.508 antdaw € 1.400.000. The discount fAssociation

is probably due to the high quality of the tenavtijch the ex-owner wanted to retain at any price.

The rental growth is supposed to be in line wititation (1,5% in 2017 and 2% other years), weighted
for a lease appreciation index provided by ISTABY%y of inflation). It was chosen 2% as expected
inflation rate, because it is the target of the E{P# it is the average inflation of period 1991-20The
rent of each tenant is adjusted to the marketaket the deadline of the contract. Bank Engineering
andResidentiathe actual rent is above the market rent, so weebthat they will ask for an adjustment
to market rent after the first deadline of the caait (31/12/2015 foBank 31/01/2020 foEngineering
and 31/12/2020 foResidentigl. For AssociationandLaw the current rent is below the market one, so
we will ask for an adjustment to market rent. Tinreéase will not be immediate, but we expect awghd
adjustment to market rent in 2-3 years. However ailm of our evaluation is to find the maximum pric
payable for the asset, so we have to include negaticumstances in our model. We suppose that both

tenants move out after the contractual deadline. dintract withAssociationexpires the 31/12/2025,
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SO we expect a one-year vacancy in 2026. In 208 &xpect to occupy completely the building at marke
rent. The contract withaw is the standardized lease agreement (6 + 6), wdipires the 30/11/2026,
SO we expect a year of vacancy in 2027 and thenfallket rent in the following years. Professional
operators say that the physiological term to findreant is on average one-year.

In 2016 the market rent for residential is 340 €isqccording t&cenari Immobiliari For offices it is
375 €/sgm, according t8cenari Immobiliari and 345,6 €/sqm, according@sservatorio del Mercato
Immobiliare so we did the average to compute the prime oféoe (360,30 €/sgm). We could include
a premium because of the quality of the assetweudlid not, because the area is a limited trafficez
and because our evaluation is based on prudentiiia.

For the vacant building, we are confident thatilt lae entirely occupied in 2019, providing a fodint
capacity. The two-years period given by the guaashould be sufficient to find a new tenant. Rents
were summed each year to obtain the gross reveWeesubtracted a delinquency rate of 2% to obtain
the net revenues.

The costs associated with the project are trarmactsts and operative costs. The firsts occutkean
acquisition year (2017) and the seconds duringhallifetime of the investment. Transaction costs a
the transaction tax, calléohposta di registrq2% of purchase price for funds), due diligencstgdegal
fees, and other transaction costs. Operative astghe property taxes IMU and TASI, the lease
registration tax, insurance costs, extraordinarinteaance and the leasing fee for the real estpiecy
(which is 10% of rent and it is supposed to be [pa2l019, 2027 and 2028).

Reconstruction costs are the cost to reconstructbthldingex novoand they are used mainly for
insurance purposes. They are calculated multipl§fiegreconstruction costs per sgm for the totasgro
area, along with other costs (project managemeohstouction supervision, unexpected costs,
connections and other utilities). All the costs suenmed together each year to obtain the totas chett
revenues minus total costs are equal to the neatipg income (NOI).

NOIs must be discounted using an appropriate YyieeEl WACC), which considers both sources of capital
(equity and debt) weighted for the financial stawetof the project. The cost of equity is made bigle
free rate plus a risk premium. The risk-free isadda the return of the government bond (BTP) with
same duration of the investment. The risk preminandases the yield proportionally to the risk @ th
project. It has two components: one related tcadset and one to its management. The part congernin
the asset is composed by risk-factors as the @dstmof use, location, maintenance status andliogjl
quality. The management component is made up litaiek, lease type and lease duration. The cost

of equity is the sum of these factors and it i9%9 Cost of debt is the sum of a risk-free andraagp
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calculated by the lender. The risk-free is therlmdek rate with the same duration of the investment
(Euris 25 years), which is 1,43%. The spread isrémuneration of the lending bank and it is 2%.
Therefore, cost of debt is 3,43%. The WACC is tlva ®f cost of debt and cost of equity, weighted for
their quote in the financial structure. The dedinanced with 50% of equity and 50% of debt, se th
WACC is 4,67%.

The terminal value represents the future capatfityhe asset to produce cash flows and it isttrgét)
selling price of the complex in the exit year.dtdalculated discounting the last NOI for the gaiug
cap rate, which is equal to the WACC minus a gromate (equal to the weighted expected inflation),
plus a discretional risk-out (0,5%). The exit priseirca € 168 million. To check the robustnesshef
calculation, we capitalized the average price per of the area to 2042. The average price per sgm f
offices was € 7.300 and for residential € 9.402006. We weighted the two destination of use feirth
respective WGLA and we obtained an average pricettfe complex of 7.498 €/sqm. Then, we
capitalized it to 2042 and we multiplied it for ttueal WGLA. We obtained a final price of € 167 inoih,

not far from our terminal value. The most probatlsger would be an operator with same risk/return
profile of our target investor. Therefore, we shibfihd another SGR with institutional clients withe
same risk profile of ours.

We discounted the NOIs and the terminal value lfier WACC, obtaining our estimation of Alpha
complex value. The value of the asset is more €ha@1 million. We computed the bid price to reach
the target IRR of 4,5%. The bid price is slightbldw the ask price (almost € 125 million). The agk-
spread is circa € 224.000. The model also includersitivity analysis, to be aware of how the IRR
change in relation to the terminal value and theketarent.

We based our evaluation of prudential criteria,pgging a vacancy in 2 years and increasing theggoin
out cap rate of 0,5%. We also considered the maeketin our evaluation, without any premium, that
could be included in the model, given the qualitthe asset. The aim of our evaluation was to date
the correctness of the ask price, consideringhallnegative variables that could affect the projébe
conclusion is that we should accept the deal, s aronsidering the market rent, a terminal vabae t
grows below the inflation level and two years ofamacy that can be avoided trough a gradual adjudgtme
to market rent, we can slightly reach the targ@®.IR fact, if one tenantAssociation remains and we
find a contractual solution that gives 3 yeardiotenant to adjust to market rent, the IRR bechbwb.

If they both stay, the IRR reaches the 4,58%. Tibeee € 125 million is a reasonable price for the

complex.
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