ACG | ASSET CONSULTING GROUP

When Will Real Estate Hit Bottom? September 2024

= Exit queues grew to a record 19% of NAV across the core real estate NFI-ODCE Index as of 2Q 2024.

= Recent NFI-ODCE rule changes introduce drivers of secular differentiation and future return dispersion.

= Looking ahead, multiple indicators signal an upcoming start to market clearing activity — and investment opportunity.

The Drawdown

Since 1Q 2022, NFI-ODCE (ODCE) exit queues ballooned from 5%
to 19% of index NAV, which on a relative basis is 46% greater than
the peak of the real-estate led Great Financial Crisis. As of 2Q
2024, over $38 billion in NAV awaited redemption payout across
ODCE constituent core real estate funds.

The precise rafionale underpinning investor redemptions varies,
but the move reflected broad post-Covid concern about the go-
forward prospects for older, CBD office properties and the
sudden, sustained jump in prevailing interest rates. The once-brisk
fransaction market came to a virtual standstill and struggled fo
restart. Consequently, declining asset values outweighed steady
income returns, resulting in a drawdown of almost 20% through
2Q 2024.
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Evolution of an Opportunity Set

ODCE has long been the cornerstone of insfitutional investors’
“core” private real estate allocation, known for its high-quality,
large-scale, and strategically located assets. Historically, the
index maintained diversified exposure across apartments,
industrial, office, and retail properties, with minimal inclusion of
“alternative” property types like medical office, manufactured
housing or student housing. This structure reliably fulfilled its role as
a portfolio diversifier, offering low correlation to public equities
and fixed income while delivering consistent, attractive long-term
returns.

In Q2 2024, ODCE introduced new rule changes, expanding the
inclusion criteria for its constituents. Six property sub-types
previously categorized as “alternative” now fall under the primary
property types, broadening managers' scope for allocation. This
shift aligns ODCE more closely with the broader real estate
investment community, which increasingly recognized the
investability of “alternative” property types highlighted by the
NAREIT index's 48% allocation to alternatives in 2023 compared to
NFI-ODCE's 9%. As core and core-plus portfolios turn over in the
coming vyears, investors should expect greater portfolio
differentiation by property type and increased return dispersion.
Both underscore the importance of manager selection and
active monitoring in achieving long-term performance.
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Green Shoots

But what about that exit queue? As of the end of 2Q 2024, the
real estate deep freeze showed early signs of a thaw.

On the property side, Q2 transaction activity held steady year-
over-year, permitting some level of ODCE redemption payments
and reinvestment. Growth in construction materials costs, which
averaged 15% in both 2021 and 2022, fell drastically just as the
forward development pipeline narrowed, setting up firm
fundamentals info 2026-27. Resilient developers are sharpening
their pencils to deliver profitable projects. Disinflation continues,
raising the likelihood of key interest rate cuts that in time will help
lower the cost of capital and support transaction volumes.
Importantly, economic growth persists.

On the technical side, some ODCE managers rolled out fee
structures to incentivize investors to reduce their active
redemption dollars, at least femporarily. This not only buys time, it
can actually grant funds greater room to maneuver long-term —
provided managers deliver on the promised redemption payout
schedule.

Given investors’ strained stance ftoward core real estate, it is
reasonable to expect a sluggish pace of transaction activity to
prevail for some time. After all, ODCE returns fell 20% over seven
straight quarters. Yet here it is instructive to recall the GFC, when
ODCE experienced a peak-to-trough decline of 39% over 6
quarters. Then within two quarters, exit queues equivalent to 13%
of NAV flipped into entry queues equivalent to 12% of NAV.

ACG’s Position

The current investment  environment  exemplifies  why
implementation plans exist. Maintaining discipline and available
dry powder can be a powerful tool in a long-term investor’s kit.
Investors are wise to actively monitor existing exposure while
considering rebalancing or adding exposure to high-conviction
strategies.
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Disclosures and Legal Notice

The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions
of any other firm.

This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon sources ACG
believes to be reliable, no representation or warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does
not itself endorse or guarantee, and does not itself assume liability whatsoever for, the accuracy or reliability of any third party data or the financial information
contained herein.

Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will", “"expect”, “anticipate”,
“project”, “estimate”, or any variations thereof. As a result of various uncertainties and actual events, including those discussed herein, actual results or
performance of a particular investment strategy may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you
should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend such forward-looking statements.

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a
range of possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment risk.
The output of the Monte Carlo Simulation is based on ACG's capital market assumptions that are derived from proprietary models based upon well-recognized
financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates
may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in deriving
the probability distributions, (ii) any errors or omissions in computing or disseminating the probability distributions and (ii) and any reliance on or uses fo which the
probability distributions are put.

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual
investment results and are not guarantees of future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any
estimate of what could have been an investment strategy’s performance is likely to differ from what the strategy would actually have yielded had it been in
existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be incorrect,
inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will experience
retfurns comparable to those shown in the analysis contained in this report. For example, market and economic conditions may change in the future producing
materially different results than those shown included in the analysis contained in this report. Any comparison to an index is for comparative purposes only. An
investment cannot be made directly info an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such
matters. No assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially on a quarterly,
annual or other periodic basis. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information.

© 2024 Asset Consulting Group. All Rights Reserved. Asset Consulting Group is the sole owner of all rights, fitle, and interest to the materials, methodologies,
techniques, and processes set forth herein, including any and all intellectual property rights. No part of this document may be reproduced, stored, or transmitted by
any means without the express written consent of Asset Consulting Group.
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