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Executive summary

Real estate firms are at a crossroads.

Market conditions are changing.
Sale prices are up, and inventory
at the price point you're looking
for is scarce.

Meanwhile, evolving expectations from investors,
tenants and local governments are putting pressure
on your business to adapt. And investing in new
technology is increasingly a requirement in ensuring
your continued profitability.

There’s no better time than now to start looking at
new opportunities and business strategies to create
greater value for your organization.

What are these opportunities, and what are other
real estate firms doing to ensure long-term success?
Wipfli surveyed 198 real estate firm leaders to learn
just how they're reacting to change. Their responses
show that real estate is prioritizing differentiators
like ESG (environmental, social and corporate
governance) and technology, as well as business
strategies like tax incentives and the ability to easily
repurpose spaces.

This report will dive into the results of the survey,
as well share key perspectives of Wipfli real estate
consultants.
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Business strategies

Current market conditions have created a closer relationship between the users, operators and owners of real estate.
Whether it involves objective considerations such as finance or subjective considerations like ESG, these factors are
playing a significant role in the decisions real estate firms make.
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The majority of real estate leaders say they are either completely or cautiously optimistic about current market
conditions, with only 12% saying they aren’t optimistic at all.

Cautiously
optimistic

So while the level of optimism is already pretty high, 100% would likely be completely optimistic if they had the
ability to find the dollars they've been leaving on the table. Many investors look at anything that doesn'’t directly
create financial value as being cost-prohibitive. It isn't always easy to quantify how investing S5 in ESG or new
technology, for example, will return $10. Yet these types of investments create greater value and allow real estate
firms to be much nimbler in a changing environment.

Despite all the changes real estate has had to navigate the past three years, 66% of survey respondents haven't
changed their investment strategy in the past 12 months.

Yes
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Those who have changed business strategies did so in a But certain business strategies were more important

variety of ways. They changed their portfolio mix (with than others. Survey respondents by far named tax

a heavier tilt toward residential), shifted away from incentives as their #1 business strategy compared with
volatile markets to more stable ones, focused on ESGand  repurposing existing space, changing their portfolio mix
sustainability, adjusted sales and construction processes or focusing on shorter leases.

to be more efficient, gave employees better training and
even looked at cryptocurrencies.

How important are the following strategies to your business?

Repurposing

existing space 36% 7%
(i.e. adaptive reuse)

Machine-to-enterprise

communications 46% 10%

Machine-to-supplier
o)
communications 18%

Machine-to-customer

communications 63% 34%

B Top B Neutral B Bottom




Why are tax incentives so important?

To get deals done, real estate firms are looking for a
bonus that helps them make the numbers work, and

tax incentives are numerous. Tax credits, increment
financing, government grants, specialty financing — the
opportunities are out there, and real estate firms are
looking for a way to add them into their current portfolio
mix if they have not already.

These days, counties and municipalities with approval
authority are more likely to seek quid pro quo. Want

to build a commercial space? Now you have to build a
parking structure alongside it. Want to build an industrial
complex? You're going to have to resurface an aging road
nearby. The more the local government wants a specific
type of real estate (such as multi-family housing), the less
stickiness there will be in greenlighting projects, but if
they need convincing to give you dollars, be prepared to
deliver on some type of ask.

How easily can your space be
repurposed?

With all the disruption created by the COVID-19
pandemic, the ability to easily repurpose space has
never been more attractive. Tenants are breaking leases
and paying early-exit penalties, or theyre looking to
renegotiate leases. Having a plan B for your space is
critical because if you're making a significant investment
to build out this space only to have a tenant leave in
three years, how much will it cost to repurpose it for

a new tenant? It's not surprising that repurposing
existing space was the #2 business strategy leaders are
leveraging.

Are you diversified?

Real estate investors with 100% office space have

fared the worst during the pandemic. Those with more
industrial real estate or family housing have been much
better off. Diversification lowers risk. And it’s not just
industrial or housing projects you should be looking at.
Other asset classes to explore include student housing,
senior living and even retail and dark stores. Brands are
moving toward having smaller brick-and-mortar stores,
rather than being anchor tenants, in key locations (e.g.,
Las Vegas, Chicago, New York, Los Angeles) because data
has shown that these stores actually help drive more
online sales.

’

© ;<Nipﬂi ELP,All rights reserved .,
< : - P 7N




Top three barriers
affecting successful
deals

» Lack of inventory
» Financing limitations

» Government regulations

y
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ESG

How has ESG (environmental, social and corporate governance)
impacted your investor pool and/or real estate projects?

No Impact 23%

Need to incorporate

it,important to 27%
investors, etc.

Negatively, higher costs
and longer timelines for 1 9%
doing business

Positively, new o
oppertunities 17 /0

Real estate firm and
investors are focused
onthe environment/
climate components

Negative 8%

%

Nowhere more than real estate is ESG (environmental,
social and corporate governance) growing to be so
critical. Only 23% of survey respondents said ESG hasn't
impacted their investor pool or projects. The other

77% revealed just how many ways ESG is impacting
them. Some respondents noted that ESG has decreased
their investor pool and made it tougher to bring in

new investors. Others said it’s actually increased their
projects. And still others said their focus on ESG has
helped them attract and retain employees. There are
plenty of benefits to ESG.
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What real estate is
saying about ESG

“It's hard now to find any kind of fund that
doesn’t consider climate risks in some way.”

“Investors want investments to reflect social
values.”

“Investors care more about what happens
in the next decade than in the next quarter,
and they are more likely to stay invested.”

“ESG has gained a greater importance
among investors, policymakers and other
key stakeholders because it is seen as a way
to safeguard businesses from future risk.”

“Investor portfolios with ESG perform better
than those without.”
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https://www.wipfli.com/insights/articles/esg-how-esg-adds-value
https://www.wipfli.com/insights/articles/esg-how-esg-adds-value

At the end of the day, it’s very clear that for many real Because ESG impacts the decisions of investors,

estate firms, investors are putting large sums of money consumers, tenants and buyers, it will be critical for

into companies with strong ESG programs. The biggest your real estate firm to be mindful of the financial
question right now is how exactly you measure ESG, who relationships you have and whether they align with
should be responsible for measuring it and how you can your own ESG metrics and /or goals. ESG needs to
validate your data to attest to its accuracy. But once ESG be an essential part of your decisions around new
reporting becomes standardized by regulatory bodies, acquisitions, lease renewals, investor relations and even
ESG will be vital for building a robust portfolio that what other business strategies you pursue. After all,
attracts investment. That regulatory process is already ESG incorporates social values such as DEI alongside
well on its way, led by a proposal from the SEC in environmental ones, which makes the work opportunity
May 2022. tax credit just as valuable an opportunity as green credits

like the Section 179D energy-efficient tax deduction and
the §45L credit.

What steps have you taken to address ESG?

Environmental and

green energy 35%
changes

None

Incorporating itin our
business practices
and investments

Focusing ongender
equality and diversity 7%
inworkforce

It's not surprising that the majority of
respondents have addressed ESG on the
environmental side. Most of the leading
ESG frameworks right now focus heavily
on sustainability reporting, carbon
disclosure and other climate change-
related measures. Until a universal
framework that includes the social and
governance aspects of ESC emerges, this

will likely continue to be the case.

Learn more.
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Technology

Compared with other industries, real estate lags behind
in adopting new technology. There aren’t government
regulations driving some of the new tech you see in
healthcare or financial services. And the high-volume
needs seen in construction and manufacturing just don't
carry over into real estate.

For years, technology adoption in real estate has
depended on how big the organization is and what
service lines it pursues.

The more services you perform — property
management, investor relations, development — the
more it makes sense to leverage technology, especially
if that technology can integrate to feed into one
centralized database.

Some firms believe they don’t need the sophistication
and connectivity offered by technologies more complex
than Excel and QuickBooks. But others are recognizing
just how important their digital transformation is to
their future success and longevity.

What steps have you taken to address ESG?

We have very clear objectives
and a path forward to digital
transformation

We seem to have a plan but are
struggling to execute that
planin atimely manner

Digital transformation is a buzz
word, and | think we need help
figuring out where to go

| don't think digital
transformation is necessary
atmyfirm

-
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The majority of survey respondents are on their digital
transformation journey, with 38% having very clear
objectives to meet and 32% on the journey but facing

struggles in executing their plan. Only 15% don’t think
digital transformation is necessary at all.

So, with a full 85% of real estate leaders recognizing
the importance of digital transformation, it appears the
industry is turning a corner on tech. And there are good

reasons : Better products are being developed, costs

are decreasing, platforms are being standardized and,
perhaps most importantly, data analytics are becoming
more sophisticated. Real-time reporting — the kind that
pulls in data from all areas of the business and visualizes
it into digestible dashboards — is directly responsible for
leadership being able to make faster, better decisions.

What technology do you use for yourself/properties?

Property management
software

CRM or marketing automation

Investor management portal

AP automation software

Deal modeling software

Business intelligence
dashboards

Cybersecurity monitoring
platform

Tenant portal

Other

These days, technology is less about creating efficiency
and convenience and more about creating value.

If you aren’t looking at how you can leverage technology
to create greater value, your profitability will suffer.
Technology products are already helping organizations
make decisions faster, close deals faster, improve the
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structure of those deals and communicate better

with everyone from employees to investors. Like ESG,
technology is a need-to-have investment going forward
if your organization is going to continue growing and
competing.
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of real estate leaders
say their business is
experiencing a talent
shortage.




Tackling continued disruption

Real estate is facing a wide range of challenges. The
biggest appear to be inventory, financing limitations and
government regulations, but survey respondents offered
up plenty more. Take a look at what else showed up on
the survey as being important to the industry: rising
interest rates, inflation and rising prices in general, the
growing labor shortage, changing workplace habits and
preferences and even the length of due diligence periods
and lack of reviewable information.

Real estate trends

The survey also showed that while respondents

. 1 (¢)
believe the volume of deals currently being done is Volume of deals are: Moderately higher (35%)

higher, they're also seeing significantly higher sale New development activity is: About the
prices but only around the same amount of new same (36%)

development activity. This is putting the pressure on Investor expectations are: About the same
them to adapt quickly, but not every firm can see a (35%)

clear path forward. Sale prices are: Significantly higher (41%)
This report sheds light not only on big trends but also Tenant expectations are: Moderately higher
on big opportunities. Real estate firms need to look (39%)

at their current business strategies, reevaluate them
based on changing market conditions and leverage
new or different strategies that create greater

value for them. From diversifying their portfolio to
leveraging the right data analytics technology,

they can take steps now to set themselves up to
tackle future disruption.

Looking for ways to get started? Discover how Wipfli
can help you overcome your biggest challenges. And
for additional resources, visit our real estate thought

leadership hub.
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