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Chart 1: The 4 quadrants of real estate Introduction

investment or the real estate cycle? - . . .
European real estate has a number of characteristics that make it an attractive choice

for increased allocations in 2019, according to the recent INREV investor Intentions

Public Equit Private Equit

Listed markgts Y | Unlisted realclzstat)-vi Survey.

Public Debt | Private Debt The reasons cited for increasing allocations include: 1) A transparent and relatively liquid

CMBS Unlisted debt alternatives market, 2) the diversification benefits within a multi asset portfolio, 3) ability
to add management to enhance returns, 4) the potential for a positive income return,

Source: BlackRock long term risk adjusted performance and 5) the ability of real estate to provide a hedging

Chart 2: Share of UK lending by provider proxy to inflation.

type or components of returns Over the long term, real estate has historically exhibited a low to moderate return

correlation with other asset classes and therefore, we believe, can provide diversification

100% within a multi-asset portfolio. The performance of European real estate has shown

95% negative correlation with bonds and moderate correlation with equities over the 18-year

90% period to December 2018 as measured by MSCI. The risk/return profile of European real

85% estate lies between equities and bonds with performance exhibiting both equity and bond

like characteristics?.

80%

75% Real estate performance can be accessed through public/private debt and equity, the
S S an QQ’\ & Q0 Q\% Q.(\ relative attractiveness of each varies as we move through the real estate cycle. We
AL S A A A S S believe that a combination of structural and cyclical developments have led to an
m Banks - UK, GDR, US  m Alternative lenders interesting risk/return profile for real estate debt in Europe today.

Source: Cass CRE Lending Survey 2018

Chart 3: Typical financing Structure European real estate

Typg@lstiucture: 2008 2008 Current structure BlackRock’s 2019 Global Rebalancing Survey indicates that 54% of investors intend to
increase their real assets allocations in 2019. This is the highest for all asset classes, as
investors are increasingly seeking exposure to real assets’ stable yields, diversification
benefits, and earnings growth potential. The survey suggests that rising allocations to

v

A - Note

(55%-65% LTV) real assets (and real estate) may come at the expense of reduced allocations to equity
e B markets, as investors become more concerned with the economic cycle.

LIBOR + 50-80 bps
European real estate markets are diverse, composed of local trends, idiosyncratic risks,
and unique opportunities. As a result, market performance across Europe is not
Junior Mezz synchronised and the market therefore offers a wide range of risk/return opportunities for
(65%-75%) . . . . .
LIBOR + 500-900 bps investors. The size of the professionally managed, invested real estate market in Europe

is estimated at USD2.8 trillion and represents around one third of the global universe.

Junior Mezz

(85%-95%)
LIBOR + 200-300 bps

Equity (+80%)

Equity (+90%) The remainder is split almost equally between North America and Asia Pacific?.
For illustrative purposes only European markets occupy 12 of the top 20 largest invested markets globally with
Source: BlackRock Real Assets Research liquidity being a feature of many European markets. Capital liquidity scores developed
by Real Capital Analytics (RCA) measure property market liquidity by assessing the
Simon Durkin depth and breadth of investment capital in real estate markets globally. London, Paris
Head of Real Assets Research EMEA and Berlin rank second, fifth and sixth respectively with several other markets like
simon.durkin@blackrock.com Frankfurt, Munich, Hamburg and Stockholm in the top 30 globally.
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Increasing regulation has
reduced bank dominance ...

... paving the way for
alternative lenders.

European real estate
markets are entering a
mature stage in the cycle ...

... however debt investors
are relatively protected
from capital declines.

Chart 4:

Senior and subordinated debt returns
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A changing landscape for real estate debt

The European debt market remains relatively opaque compared to the established direct market.
Opportunities in the real estate debt market have evolved out of the regulatory change imposed
following the global financial crisis (GFC) to mitigate against future bank and sovereign failures.
Consequently, alternative lenders have started replacing in part traditional bank lending as seen in
Chart 2. The resulting structure of real estate lending has increased the opportunities for investors
seeking access to real estate performance whilst closely managing their downside risk in the event of
a market downturn or rising interest rate environment.

Prior to the GFC the real estate debt market was dominated by banks (UK and overseas) as shown
by Chart 2. In 2007, banks originated 95% of new loan originations in the UK, Europe's most
transparent market. The change was driven by banks refocussing on repairing their balance sheets
and increasing regulation (including Basel Ill) that increased the capital requirement for banks’ lending
against real estate.

Whilst traditional banks currently remain dominant in the market, by mid-2018 they had reduced their
share of new originations to 85%, with new debt sources, including debt funds, stepping in where
banks have retrenched. We believe that incoming regulation, including Basel IV and rules that require
higher capital reserves to be held against real estate loans will continue to drive banks towards
mainstream vanilla real estate lending. Ultimately this will benefit alternative lenders poised to move
into the resulting void in the market.

Real estate = real asset = downside mitigation

The return generated by an equity investment in estate comprises both contracted income and capital
growth as seen in Chart 6 overleaf. The capital growth component of total return represents the
changing value of the asset as assessed by external valuers, and introduces significant volatility into
the total return. Equity investors experience this volatility as values fluctuate in response to the market
and valuer sentiment. To a certain degree, real estate debt returns are protected against value
volatility, and an investment in real estate debt will likely deliver more stable returns for a longer period
of time even in an environment of falling values.

Although protected by a significant equity buffer, investors in real estate debt are not completely
protected against a falling market as a deteriorating economic environment will increase the likelihood
of corporate failure and tenant default. In this case, lenders are able to protect their investment by
enforcing their security and liquidating the underlying collateral. This is generally a relatively simple
exercise as the borrower is typically an SPV, that only owns property, has no employees, or moveable
assets.

As UK & European real estate markets enter a more mature stage in the cycle, real estate debt
investment provides an interesting strategy that can mitigate downside risk. The increased equity
cushion and security ranking ahead of equity in the capital stack can all contribute to delivering
attractive risk adjusted returns at this stage in the cycle.

Chart 5:
European transaction volumes and number of properties
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Source: RCA — European Capital Trends Q1 2019

annual 3 month Libor rate + Margin. Margin is reported by Cass CRE Lending 2
Survey Mid-2018, based on UK Prime Office lending.
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Income is the principal

driver of real estate
performance ...

.. and is attractive to
investors seeking to
match their liabilities.

LTV’s are now lower
post GFC ...

.. increasing the
opportunity for
mezzanine lenders.

Expecting LTV’s to

It’s all about the income!

Over the past 15 years, European real estate has delivered a strong income and predictable
cashflow as shown in the chart below, income has provided in excess of 70% of the total return.
Furthermore, the current dynamic in the European office market is characterised by vacancy rates
significantly below average in most markets, driven by below average deliveries of new stock in a
buoyant occupier environment.

As discussed in BlackRock’s paper titled “European Real Estate — Balancing Risks and
Opportunities”, Europe is a region comprising diverse real estate markets and economies, and the
unsynchronised nature of growth across the region leads to an attractive landscape for both equity
and debt investors. The equity and bond like characteristics of real estate performance is further
attractive to investors looking to capture capital growth cycles whilst also benefitting from a strong
income component.

Following a period of strong total returns driven by both income and capital growth, the upcoming
real estate cycle will be less focused on capital growth but more on income. Therefore testing the
resilience of in-place income and ensuring appropriate senior interest hedging will be key to
ensure healthy interest coverage for commercial real estate loans.

The nature of senior and mezzanine real estate debt cashflows (interest and principal
repayments) are attractive to fixed income investors such as pension funds or insurance
companies seeking to match their anticipated liabilities with relatively secure and predictable
investment returns. Unpredictability of cashflows resulting from loan prepayments is often
mitigated by penalties attached to such early redemptions

Conservative lending

Real estate markets were not immune to the impact of the GFC with real estate capital values
falling by in excess of 15% (as measured by MSCI Pan European Real Estate Index) peak to
trough across the cycle, fundamentally changing financiers view of real estate risk. Pre GFC it
was typical for senior loans to prime commercial real estate to be agreed in excess of 75% LTV,
however, following the GFC, senior LTV ratios of 50-60% are now more commonplace, increasing
the opportunity for specialist providers.

A simplified capital stack can be seen in Chart 3 where we compare a typical structure in 2007
with 2018 and highlights the increased equity cushion provided by investors today, a more
conservative approach taken by senior lenders, and therefore corresponding growth in the market
opportunity for alternative lenders.

In the face of increasing regulation we expect senior LTVs to remain low compared with the

remain low. . . . . . .
previous cycle, increasing the attractiveness of real estate debt for alternative lenders. Despite
disciplined LTV ratios and historically low interest rates, returns from senior debt have been
volatile whilst subordinated debt returns have remained relatively stable as shown in Chart 4.

Chart 6: Chart 7:
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The figures shown relate to past performance. Past performance is not a reliable
indicator of current or future results.

mVacancy Rate % 2018 mLT Average Vacancy Rate % VOQ

Source: MSCI Multinational Digest, Pan European Index, December 2018 Source: PMA European Office Market Forecasts Winter 2018 3
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Real estate is a debt

driven asset ...

... and demand will
also be driven by

Among alternative lenders there is a wide range of acceptable LTV’s with which lenders are
comfortable. However, whilst the property sector has a strong influence on the decision of an
equity investor, a debt investor is less influenced by sector, as they focus on the term, income
coverage and sponsor to mitigate risk. The lower risk profile of real estate debt allows investors
to create portfolios diverse in terms of asset type and jurisdiction, much more easily than direct
property investment

Even for most core investors, real estate is still a debt driven asset class and in the context of
increasing transaction volumes and increased competition for assets driven by growing
globalisation of capital, we expect demand to continue to increase for loan facilities across
Europe. Demand for European real estate has grown steadily over the past 10 years as has
the actual number of actual transactions, as shown in Chart 5

Furthermore, according to the latest INREV Fund Termination Study, there is a wave of fund
terminations between 2018 and 2022, and, in excess of 90% of funds have provisions to

refinancing.
extend or rollover. Current market conditions (as we enter a downcycle) will likely dictate that
extension clauses are exercised therefore driving further demand for debt refinancing and
recapitalisation.
Market selection. What do we like and why?
The idiosyncratic nature of direct real estate markets is reflected in the diverse range of
opportunities for real estate debt lenders across Europe. As such some jurisdictions are more
attractive to a real estate lender than others through a combination of real estate market
dynamics, the economic cycle and regulatory environment. In the following table we summarise
the pros and cons of the main European markets alongside the two main categories of real
estate debt.
Senior Market views
Senior position in the capital stack. France . Large and diverse economy.
Predictable and stable income. . Size/scale of Paris as a global city.
. Strong banking sector.
. Increasingly business-friendly environment.
Competing with banks and other regulated : Low unemployment.
lenders.
Low volatility, low returns. Germany . Consistently performing economy.
. Solid domestic fundamentals with diverse export base.
. Good public finances.
Junior . A liquid real estate market.
. Ageing population.
. Lack of global city.
» Downside mitigation . Very low yields.
Returns have held up well versus senior . Competitive lending environment
debt, therefore offers better value as
LTV’s have fallen. Netherlands . Strong economy.
Avoids competing with banks and other . Business friendly tax regime.
regulated lenders. . Liquid and transparent real estate market.
. Brexit-based interest?
*  Subordinated. ] )
Higher leverage than senior. Belgium . Relatively stable market.
. Continued demand from national and European
administrative users.
. Political instability.
Spain . Strong forecasted economic growth.
. Employment market positive trend.
. Political instability.
UK . Landlord and lender friendly regulatory environment.
. Strong economy.
. Attractive relative yield spread.
. Uncertainty created by EU departure.
. Constrained banking sector?
. Liquid and transparent real estate market.
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Risk Warnings

Capital at risk. The value of investments and the income from them can fall as well as rise and are not guaranteed. The investor may not get
back the amount originally invested.

Past performance is not a reliable indicator of current or future results and should not be the sole factor of consideration when selecting a
product or strategy.

Changes in the rates of exchange between currencies may cause the value of investments to diminish or increase. Fluctuation may be
particularly marked in the case of a higher volatility fund and the value of an investment may fall suddenly and substantially. Levels and basis
of taxation may change from time to time. Real Estate Funds: Are funds which invest exclusively or almost exclusively in equity or debt, or
equity or debt related instruments. Therefore, in addition to risks associated with investment in such equity or debt instrument, the
performance of real estate funds may be material and adversely affected by risks associated with the related real estate assets. Past
performance of funds investing in real estate are not indicative of the performance of the real estate market as a whole and the value of real
property will generally be a matter of a Valuer's opinion rather than fact. The value of any real estate investment may be significantly
diminished in the event of a downturn in the real estate market. Real estate investments are subject to many factors including adverse
changes in economic conditions, adverse local market conditions and risks associated with the acquisition, financing, ownership, operation
and disposal of real estate.

Risks associated with ownership and operation of real estate assets: Real estate funds may be exposed to risk of loss arising from, or
relating, to the ownership, operation or management of any real estate in which it has an interest.

Important information

This is a general analysis of the real estate market prepared by BlackRock and is not related to any specific products or services of
BlackRock or any Affiliate. Sources for statistics and other factual data included herein are maintained by BlackRock. Such data has not
been verified by BlackRock and we can give no assurance that it is accurate or complete. Statements contained herein that are nonfactual
constitute opinions of BlackRock, which are subject to change. Financial predictions contained herein are estimates only and are based on
assumptions. No assurance can be given that the predictions or assumptions will prove to be accurate.

This material is for distribution only to those types of recipients as provided below and should not be relied upon by any other persons. This
material is provided for informational purposes only and does not constitute a solicitation in any jurisdiction in which such solicitation is
unlawful or to any person to whom it is unlawful. Moreover, it neither constitutes an offer to enter into an investment agreement with the
recipient of this document nor an invitation to respond to it by making an offer to enter into an investment agreement.

This material may contain “forward-looking” information that is not purely historical in nature. Such information may include, among other
things, projections, forecasts, estimates of yields or returns, and proposed or expected portfolio composition. Moreover, certain historical
performance information of other investment vehicles or composite accounts managed by BlackRock has been included in this material and
such performance information is presented by way of example only. No representation is made that the performance presented will be
achieved by any BlackRock Funds, or that every assumption made in achieving, calculating or presenting either the forward-looking
information or the historical performance information herein has been considered or stated in preparing this material. Any changes to
assumptions that may have been made in preparing this material could have a material impact on the investment returns that are presented
herein by way of example. This material is not intended to be relied upon as a forecast, research or investment advice, and is not a
recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of pro;
2019 and may change as subsequent conditions vary. The information and opinions contained in this material are derived from proprietary
and nonproprietary sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy.
There is no guarantee that any forecasts made will come to pass. Any investments named within this material may not necessarily be held in
any accounts managed by BlackRock. Reliance upon information in this material is at the sole discretion of the reader.

Any opinions, forecasts represent an assessment of the market environment at a specific time and is not intended to be a forecast of future
events or a guarantee of future results. This information should not be relied upon by the reader as research, investment advice or a
recommendation.

Reference to the names of each company mentioned in this communications is merely for explaining the investment strategy, and should not
be construed as investment advice or investment recommendation of those companies.

Past performance is not a reliable indicator of current or future results and should not be the sole factor of consideration when selecting a
product or strategy.

Capital at risk. The value of investments and the income from them can fall as well as rise and are not guaranteed. You may not get back the
amount originally invested. Changes in the rates of exchange between currencies may cause the value of investments to diminish or
increase. Fluctuation may be particularly marked in the case of a higher volatility fund and the value of an investment may fall suddenly and
substantially. Levels and basis of taxation may change from time to time.
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Important information

Any research in this document has been procured and may have been acted on by BlackRock for its own purpose. The results of such
research are being made available only incidentally. The views expressed do not constitute investment or any other advice and are subject
to change. They do not necessarily reflect the views of any company in the BlackRock Group or any part thereof and no assurances are
made as to their accuracy.

This document is for information purposes only and does not constitute an offer or invitation to anyone to invest in any BlackRock funds and
has not been prepared in connection with any such offer.

© 2019 BlackRock, Inc. All Rights reserved. BLACKROCK, BLACKROCK SOLUTIONS, iSHARES, BUILD ON BLACKROCK, SO WHAT DO |
DO WITH MY MONEY and the stylized i logo are registered and unregistered trademarks of BlackRock, Inc. or its subsidiaries in the United
States and elsewhere. All other trademarks are those of their respective owners.

In the EEA: issued by BlackRock (Netherlands) B.V.: Amstelplein 1, 1096 HA, Amsterdam, Tel: 020 — 549 5200, Trade Register No.
17068311. For more information, please see the website: www.blackrock.com. For your protection, telephone calls are usually recorded.
BlackRock is a trading name of BlackRock (Netherlands) B.V.

In the UK: Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial Conduct Authority.
Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: +44 (0)20 7743 3000. Registered in England and Wales No. 2020394.
For your protection, telephone calls are usually recorded. BlackRock is a trading name of BlackRock Investment Management (UK) Limited.

Issued by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975, AFSL 230 523 (BIMAL) for the exclusive use of the
recipient, who warrants by receipt of this material that they are a wholesale client as defined under the Australian Corporations Act 2001 (Cth)
and the New Zealand Financial Advisers Act 2008 respectively. This material provides general information only and does not take into
account your individual objectives, financial situation, needs or circumstances. Before making any investment decision, you should therefore
assess whether the material is appropriate for you and obtain financial advice tailored to you having regard to your individual objectives,
financial situation, needs and circumstances. This material is not a securities recommendation or an offer or solicitation with respect to the
purchase or sale of any securities in any jurisdiction. This material is not intended for distribution to, or use by any person or entity in any
jurisdiction or country where such distribution or use would be contrary to local law or regulation. BIMAL is a part of the global BlackRock
Group which comprises of financial product issuers and investment managers around the world. BIMAL is the issuer of financial products and
acts as an investment manager in Australia. BIMAL does not offer financial products to persons in New Zealand who are retail investors (as
that term is defined in the Financial Markets Conduct Act 2013 (FMCA)). This material does not constitute or relate to such an offer. To the
extent that this material does constitute or relate to such an offer of financial products, the offer is only made to, and capable of acceptance
by, persons in New Zealand who are wholesale investors (as that term is defined in the FMCA).

This material has not been prepared specifically for Australian or New Zealand investors. It may contain references to dollar amounts which
are not Australian or New Zealand dollars and may contain financial information which is not prepared in accordance with Australian or New
Zealand law or practices. BIMAL, its officers, employees and agents believe that the information in this material and the sources on which it is
based (which may be sourced from third parties) are correct as at the date of publication. While every care has been taken in the preparation
of this material, no warranty of accuracy or reliability is given and no responsibility for the information is accepted by BIMAL, its officers,
employees or agents. Any investment is subject to investment risk, including delays on the payment of withdrawal proceeds and the loss of
income or the principal invested. While any forecasts, estimates and opinions in this material are made on a reasonable basis, actual future
results and operations may differ materially from the forecasts, estimates and opinions set out in this material. No guarantee as to the
repayment of capital or the performance of any product or rate of return referred to in this material is made by BIMAL or any entity in the
BlackRock group of companies.

In Korea this material is for distribution to the Qualified Professional Investors (as defined in the Financial Investment Services and Capital
Market Act and its sub-regulations) and for information or educational purposes only, and does not constitute investment advice or an offer or
solicitation to purchase or sells in any securities or any investment strategies.

For recipients in China: This material may not be distributed to individuals resident in the People's Republic of China ("PRC", for such
purposes, excluding Hong Kong, Macau and Taiwan) or entities registered in the PRC unless such parties have received all the required PRC
government approvals to participate in any investment or receive any investment advisory or investment management services.

For recipients in Hong Kong: This information is issued by BlackRock Asset Management North Asia Limited. This material is for distribution
to "Professional Investors" (as defined in the Securities and Futures Ordinance (Cap.571 of the laws of Hong Kong) and any rules made
under that ordinance.) and should not be relied upon by any other persons or redistributed to retail clients in Hong Kong.

For Investors in Singapore, this information is issued by BlackRock (Singapore) Limited (company registration number: 200010143N) for use
only by institutional investors as defined in Section 4A of the Securities and Futures Act, Chapter 289 of Singapore and should not be relied
upon by or redistributed to any other persons in Singapore.

For qualified investors in Switzerland: this document shall be exclusively made available to, and directed at, qualified investors as defined in
the Swiss Collective Investment Schemes Act of 23 June 2006, as amended.
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Important information

In Taiwan: Independently operated by BlackRock Investment Management (Taiwan) Limited. Address: 28/F, No. 95, Tun Hwa South Road,
Section 2, Taipei 106, Taiwan. Tel: (02)23261600.

This material is for distribution to Professional Clients (as defined by the FCA or MiFID Rules) and Qualified Investors only and should not be
relied upon by any other persons.

In Canada, this material is intended for permitted clients only, is for educational purposes only, does not constitute investment advice and
should not be construed as a solicitation or offering of units of any fund or other security in any jurisdiction.

This information can be distributed in and from the Dubai International Financial Centre (DIFC) by BlackRock Advisors (UK) Limited - Dubai
Branch which is regulated by the Dubai Financial Services Authority (‘DFSA”) and is only directed at 'Professional Clients' and no other
person should rely upon the information contained within it. Neither the DFSA or any other authority or regulator located in the GCC or MENA
region has approved this information. This information and associated materials have been provided to you at your express request, and for
your exclusive use. This document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such
distribution would be unlawful under the securities laws of such. Any distribution, by whatever means, of this document and related material to
persons other than those referred to above is strictly prohibited.

For investors in Israel: BlackRock Investment Management (UK) Limited is not licenced under Israel's Regulation of Investment Advice,
Investment Marketing and Portfolio Management Law, 5755-1995 (the “Advice Law”), nor does it carry insurance thereunder.

In Latin America, for Institutional Investors and Financial Intermediaries Only (Not for public distribution).This material is for educational
purposes only and does not constitute an offer or solicitation to sell or a solicitation of an offer to buy any shares of any fund (nor shall any
such shares be offered or sold to any person) in any jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under the
securities law of that jurisdiction. It is possible that some or all of the funds mentioned in this document have not been registered with the
securities regulator of Argentina, Brazil, Chile, Colombia, Mexico, Panama, Peru, Uruguay or any other securities regulator in any Latin
American country and thus might not be publicly offered within any such country. The securities regulators of such countries have not
confirmed the accuracy of any information contained herein. No information discussed herein can be provided to the general public in Latin
America. In Chile, the offer of each security not registered with the SVS began on the date as indicated for such fund as described herein and
the offer of such securities is subject to General Rule No. 336 issued by the SVS. The subject matter of this offer may include securities not
registered with the SVS; therefore, such securities are not subject to the supervision of the SVS. Since the securities are not registered in
Chile, there is no obligation of the issuer to make publicly available information about the securities in Chile. The securities shall not be
subject to public offering in Chile unless registered with the relevant registry of the SVS. In Colombia, the offer of each Fund is addressed to
less than one hundred specifically identified investors, and such Fund may not be promoted or marketed in Colombia or to Colombian
residents unless such promotion and marketing is made in compliance with Decree 2555 of 2010 and other applicable rules and regulations
related to the promotion of foreign financial and/or securities related products or services in Colombia. In Mexico, this material is for the sole
use of Qualified and Institutional Investors. BlackRock, Inc., and any applicable affiliates thereof, have represented and agreed that it has not
and will not publicly distribute this document in Mexico and that it has not offered and will not offer or sell publicly the securities in Mexico. No
action has been or will be taken in any jurisdiction that would permit a public offering of the securities or the possession, circulation or
distribution of this document or any other material relating to the company or the securities in any jurisdiction where action for that purpose is
required. The provision of investment management and investment advisory services is a regulated activity in Mexico thus is subject to strict
rules. For more information on the Investment Advisory Services offered by BlackRock Mexico please refer to the Investment Services Guide
available at www.blackrock.com/mx. In Peru, this material is for the sole use of Institutional Investors, as such term is defined by the
Superintendencia de Banca, Seguros y AFP. In Argentina, only for use with Qualified Investors under the definition as set by the Comisién
Nacional de Valores (CNV).

For investors in Israel: BlackRock Investment Management (UK) Limited is not licenced under Israel's Regulation of Investment Advice,
Investment Marketing and Portfolio Management Law, 5755-1995 (the “Advice Law”), nor does it carry insurance thereunder.
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