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Green Property Growth: Asia-Pacific and
European REITs Setting the Trend

by Mario Lépez-Alcald, Senior Analyst, MSCI ESG Research

Summary of Key Findings

The latest ‘MSCI ESG IVA Industry Report: Real Estate’ benchmarks 70 of the largest Real Estate Investment Trusts
(REITs) globally, covering almost 200 million sqm in space (2.1 billion sqft). Our research finds that the green
building market shows more growth potential in Asia-Pacific (AP) and Europe (EU) than in North America (NA).

- AP and EU REITs, lead by the Office and Diversified
sub-industries, include higher levels of green building
certification in their property portfolios than their
NA peers (on average AP 24.2% and EU 17.5%, vs.
NA 5.6%). In addition, energy efficiency practices in
NA Residential and Retail REITs are particularly
underdeveloped. Top performers by region include
GPT (AP), Hammerson (EU), and Liberty (NA).
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linked to climate change policies (fig. 1).

Additionally, we find that electricity prices have more than doubled in AP and EU from 2001 to 2011 driving
innovation and performance improvements in those markets. In contrast, in NA prices have remained contained
and operational efficiency, in terms of lower energy and water consumption, stayed relatively stagnant. Finally,
market data from IPD’s’ Australian Green Property Index shows that properties that have higher levels of
operational efficiency enjoy higher total returns than less efficient buildings.
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Fig. 2 Source Index Snapshot, Australian Green Property Index, IPD,

June 2012.
! Source: Eurostat, International Energy Agency, and US Energy Information Agency.
? Investment Property Databank (IPD), is a financial service provider of performance and risk analysis for real estate globally.
® Index Snapshot, Australian Green Property Index, IPD, June 2012.

* National Australian Built Environment Rating System, measures the energy efficiency, water usage, waste management and indoor environment quality of a
building or tenancy.
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water ratings have delivered stronger investment returns than buildings with low ratings on an annualized basis to
June 2012. Hence, companies that lack action in this area could be missing potential business opportunities and
may be giving up ground to competitors. For the US market, sustainable features in properties offer significant
pricing differentiation over conventional properties. According to Eichholtz, Kok, and Quigley, in "The Economics of
Green Building", green buildings have higher effective rents (6% to 8%) and higher selling prices (11% to 13%),
while costs are just 2% higher when completing a green building project versus a conventional one. >

Opportunity Trends by Country

In addition to financial benefits, various forms of market and policy incentives allow for reduced cost of
implementing green features in new and existing properties. Market incentives to implement green building
practices take place in form of lower interest rates, reduced insurance fees, utility rebates, and preferential pricing
structures for electricity consumption. Policy incentives, driven by regional energy reduction mandates and climate
change regulations, include grants, tax credits, property tax exemptions, fee reductions, waivers, and expedite
permitting.

Our evaluation of policy incentives reflects the regulatory circumstances in different countries and regions where a
company has real estate assets. Our research and analysis model for climate change-related legislation includes
two policy scenarios - a current and a future one — and assesses changing commitments to mitigate climate change
between the two scenarios. While economy-wide regulations for carbon markets might have not been enacted in
some countries (US and Canada for example), provincial or state level regulatory frameworks related to climate
change have already been put in place in these countries. In other jurisdictions, such as the European Union and
Australia, regulations have been promulgated for the post-2012 period.

Opportunity Trends by Property Type

The environmental footprint of a building differs depending on the property type. More resource-intensive
buildings offer more opportunities to both tenants and property owners to mitigate risks arising from energy price
volatility and resource availability, which could affect their risk/reward profile. To measure the resource intensity
of properties, we use data provided by US Energy Information Administration, where buildings in the
warehouse/storage segment consume the least
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** While classified as a Specialized REIT, Public Storage opportunity
level compares to that of an Industrial REIT.
Source: MSCI ESG Research.

5
Eichholtz, P., Kok, N. and J.M. Quigley. "The Economics of Green Building", Working Paper, UC Berkeley-U. Maastricht, 2011.
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and 18% respectively, by floor area. Specialized REITs, which are only present in North America, also have relatively
strong levels of growth opportunity. Companies in this segment manage, among others, data centers and lodging
buildings, both of which have high resource intensity by floor area in comparison with other building segments. It
is clear, however, that in terms of policy incentives for all building segments, REITs operating in Australia, Europe,
and Japan have more opportunities to enhance their green building profile than those operating in North America,
due to strengthening carbon and energy reduction mandates in these regions.

Companies’ Performance

Despite the limited level of opportunities to gain long-term profitability from green property development for
Industrial REITs, Prologis (NA) and Segro (EU) are leaders on this key issue. Hand in hand with an extensive
deployment of renewable energy in the properties of these two companies, they have a certified green building
standard for 9% and 17.6% of their respective portfolios, a level that is above the overall North American and
European average - of 6.5% and 17.4% (fig. 4).
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Fig. 4 Source: MSCI ESG Research.

With respect to Retail properties, and despite the high level of opportunities given their elevated energy
consumption per square foot, only EU Retail REITs have significant proportions of certified properties in their
portfolios (15.2%) in comparison to AP (9.7%) and NA (1.1%). The same pattern replicates in the rest of the REITs
segments where AP and European EU REITs contain higher levels of certified properties than their NA peers.

Leaders in the industry include GPT (AP-Diversified), Hammerson (EU-Retail), and Vornado (NA-Diversified).
Companies with the lowest proportion of certified properties include Abacus (AP-Diversified), London & Stamford
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(EU-Diversified), and, RioCan (NA-Retail). With the exception of RioCan, none of these companies report on their
level of green building certification and their overall commitment to green building practices is low or non-
existent.

It is important to highlight that 58%
and 75% of the companies that
constitute  the  Asia-Pacific and

$0.20
European competitive sets are publicly
tracking either their carbon emissions /N EUR 134%

) . $0.15
or energy consumption, while only /
$0.10

20% of the constituents in the North
’/’/ 1 NAA2%

American set are following this
approach. This industry trend is a
reflection not only of weak climate
change and energy efficiency-related
regulations in North America over the
last decade; it is also a consequence of
low electricity prices in the region.
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Fig. 5 Source: Eurostat, International Energy Agency, and
US Energy Information Agency.

Electricity prices in Asia-Pacific have experienced a 199% increase between 2001 and 2011, in Europe, there has
been a 134% increase, while in North America prices have only risen by 42%. By the end of that period, this
volatility resulted in electricity’s price differential of US$ 0.02 and USS 0.12 per kWh for AP and EU, respectively,
relative to NA (fig. 5).
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About MSCI ESG Research

MSCI ESG Research products and services are designed to provide in-depth research, ratings and analysis of
environmental, social and governance-related business practices to companies worldwide. ESG ratings, data and
analysis from MSCI ESG Research are also used in the construction of the MSCI ESG Indices.

For further information on MSCI ESG Research, contact esgclientservice@msci.com, or visit www.msci.com/esg

About MSCI

MSCI Inc. is a leading provider of investment decision support tools to investors globally, including asset managers,
banks, hedge funds and pension funds. MSCI products and services include indices, portfolio risk and performance
analytics, and governance tools.

The company’s flagship product offerings are: the MSCI indices with close to USD 7 trillion estimated to be
benchmarked to them on a worldwide basis*; Barra multi-asset class factor models, portfolio risk and performance
analytics; RiskMetrics multi-asset class market and credit risk analytics; MSCI ESG (environmental, social and
governance) Research screening, analysis and ratings; ISS governance research and outsourced proxy voting and
reporting services; FEA valuation models and risk management software for the energy and commodities markets;
and CFRA forensic accounting risk research, legal/regulatory risk assessment, and due-diligence. MSCI is
headquartered in New York, with research and commercial offices around the world.

“As of March 31, 2012, as published by eVestment, Lipper and Bloomberg in September 2012.

For further information on MSCI, please visit our web site at www.msci.com

MSCI ESG Research —_— msci.com
© 2012 MSCI Inc. All rights reserved.
Please refer to the disclaimer at the end of this document

50f6 November 2012



// Industry in Focus
MSCI —— Real Estate Investment Trusts
* — (Asia-Pacific, Europe, North America)
ESG Research November 2012

Notice and Disclaimer

This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of
MSClI Inc. or its subsidiaries (collectively, “MSCI”), or MSCI’s licensors, direct or indirect suppliers or any third party involved in making or compiling any Information
(collectively, with MSCI, the “Information Providers”) and is provided for informational purposes only. The Information may not be reproduced or redisseminated in
whole or in part without prior written permission from MSCI.

The Information may not be used to create derivative works or to verify or correct other data or information. For example (but without limitation), the Information
many not be used to create indices, databases, risk models, analytics, software, or in connection with the issuing, offering, sponsoring, managing or marketing of
any securities, portfolios, financial products or other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any
other MSCI data, information, products or services.

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information. NONE OF THE INFORMATION PROVIDERS
MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE
THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES
(INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS,
MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION.

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

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

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

MSCI’s indirect wholly-owned subsidiary Institutional Shareholder Services, Inc. (“ISS”) is a Registered Investment Adviser under the Investment Advisers Act of
1940. Except with respect to any applicable products or services from ISS (including applicable products or services from MSCI ESG Research Information, which are
provided by ISS), none of MSCI’s products or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial
products or instruments or trading strategies and none of MSCI’s products or services is intended to constitute investment advice or a recommendation to make (or
refrain from making) any kind of investment decision and may not be relied on as such.

The MSCI ESG Indices use ratings and other data, analysis and information from MSCI ESG Research. MSCI ESG Research is produced by ISS or its subsidiaries.
Issuers mentioned or included in any MSCI ESG Research materials may be a client of MSCI, ISS, or another MSCI subsidiary, or the parent of, or affiliated with, a
client of MSClI, ISS, or another MSCI subsidiary, including ISS Corporate Services, Inc., which provides tools and services to issuers. MSCI ESG Research materials,
including materials utilized in any MSCI ESG Indices or other products, have not been submitted to, nor received approval from, the United States Securities and
Exchange Commission or any other regulatory body.

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