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BRINGING GLOBAL CONSISTENCY TO REAL ESTATE PERFORMANCE
MEASUREMENT

Real estate investment is increasingly recognized as a global asset class by institutional
investors. Although the preference for domestic investment is strong, more and more
institutions are adopting a global approach to real estate in order to fully exploit the
substantial diversification potential offered by the asset class (See Private Real Estate: from
asset class to asset).

MSCI is supporting these trends by providing its clients with objective insights to power
multinational portfolio allocations, construction and management. In order to be most
widely used, measures of real estate performance need to be comparable internationally
and across asset classes, allowing for integrated analysis from the market down to fund,
asset and tenant levels. To improve that, MSCI has begun the ambitious project of
enhancing the global consistency of its IPD real estate indexes and portfolio analytics.

1. ACHIEVEMENTS

IPD’s, MSCl’s real estate business, efforts in this area in 2013 were primarily focused on
enhancing the global consistency of its measurements for real estate portfolio applications.

Effective allocation to real estate within multi-asset portfolios needs real estate
performance and risks to be measured consistently with equity and bond markets. Barra and
IPD joined forces in 2013 to remedy shortcomings in real estate measurement such as
smoothing and lagging, which tend to undermine inter-class comparability. This
collaboration has resulted in the integration of a real estate risk model into Barra’s total risk
analysis model “Barra Integrated Model”. Along with real estate, the Barra Integrated Model
now covers all asset classes globally, from bonds and equities to hedge funds and private
equity.

Real estate portfolio construction and management requires consistent measures of
performance and risk across real estate markets. This applies at three levels:

e consistency of performance measurement formulae
e comparability of input variables

e consistency of market segment definitions
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Four significant steps towards enhanced global consistency in real estate performance
measurement were launched in 2013. These initiatives are currently subject to client
consultation.

Establishing a list of key financial variables

MSCI has brought together the key performance measures that are already consistent from
a formulaic viewpoint. These range from headline total returns to basic income and price
components. They will be delivered in H2 2014 as part of IPD “Global Intel”, comprising 20
key measures on 32 countries and 5 sectors. For each sector the distributions as well as
averages of results will now be shown. In the first half of 2015, the number of globally
comparable measures and the granularity of their segmentation will increase further.

Standardized methodology for performance excluding currency impacts (“local currency
benchmarks”)

Currency rate variations can have a significant impact on the performance of multinational
aggregates. Investors and managers often want this effect to be neutralized when analyzing
results and thus be able to identify pure real estate performance. MSCl is considering
changing its standard methodology so that currency effects are neutralized from month to
month rather than for longer reporting periods, removing the previous need to restate
historical performance.

Standardized methodology for index rebalancing

Index/benchmark rebalancing is used where segment weights in IPD indexes differ from
estimated market/natural weights or investors’ strategic target/neutral weights. MSCl is
considering changing the standard multiplier approach used for rebalancing
indexes/benchmarks to reflect capital employed rather than capital value, bringing the
methodology into line with the IPD total return calculation. Rebalancing multipliers would
also be applied on a continuous monthly basis, removing the need for historical
restatement.

Global standardization of fund level performance

Fund-level return calculations would previously differ between regions and with prevailing
industry standards. In order to converge towards a global methodology in line with industry
standards, MSCl is considering changing its standard methodology by ending the use of
unitization and by moving towards a weighted cash flow methodology.

2. NEXT STEPS

MSCI’s recent initiatives relate mainly to the consistency of measurement formulae. The
consistency of the inputs provided to MSCI by clients and appraisers - for example on asset
and debt valuations, rents, fees and floor areas — remains to be addressed. Although these
are challenging issues that will take time to resolve — in partnership with the whole industry
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- MSCl is in an excellent position to catalyze change, and plans to play an increasingly active
role in this area globally.

The comparison of performance between national markets also requires the use of a
globally consistent and accepted property classification. MSClhas begun to develop a
standardized global market segmentation, developing a common language for defining
property types.

Finally, as stated above, enhancing global relevance is not only about data comparability,
but also about enhancing the relevance and integration of its analytics. Improving the
relevance of IPD analytics includes the development of more conclusive and practical
diagnoses for the assessment of a manager’s alpha; adding new segmentation dimensions
like asset quality to benchmarks; and providing analytics more appropriate for value-added
funds. The integration of IPD analytics will mean relating fund level performance analytics to
asset and tenant level analytics in a more comprehensive and coherent way.

3. COMMENT AND FEEDBACK

MSCI is eager to continue gathering the thoughts, and responding to the needs, of the
industry and would welcome your comments. Do you support MSCI’s initiative of
standardizing its performance measurement globally? Do you agree with the concepts
proposed in this note? What other areas of real estate investment performance would
benefit from similar standardization?

Please contact your Client Consultant, or email feedback@ipd.com to share your views or
discuss any aspect further.
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For more than 40 years, MSCI’s research-
based indexes and analytics have helped
the world’s leading investors build and
manage better portfolios. Clients rely on
our offerings for deeper insights into the
drivers of performance and risk in their
portfolios, broad asset class coverage and
innovative research.

Our line of products and services includes
indexes, analytical models, data, real estate
benchmarks and ESG research.

MSCI serves 98 of the top 100 largest
money managers, according to the most
recent P&I ranking.

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

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 may not be used to create indexes, 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.

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

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

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

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

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

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

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

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

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

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