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UNDERSTANDING PROPERTY
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apply.

Capital Cycle Intelligence Page 2 of 141 Rosetta Stone Series - Property



Property is familiar.

WELCOME

Most members have lived in it, rented it, worked in it, shopped in it or borrowed against it.

That familiarity can create the impression that property is easy to understand.

It is not.
Property sits at the intersection of:

. Land

e Buildings

. Households

. Businesses

. Credit

. Interest rates

. Construction

*  Regulation

e Demographics
. Infrastructure
. Taxation

. Human behaviour

It is simultaneously:

e Aplace to live

e A productive business asset
. A source of rental income

. A form of collateral

*  Adevelopment opportunity

. A store of household wealth
. An institutional investment

*  Aleveraged financial exposure

Those identities must be separated before they can be analysed properly.

A family home is not the same investment as an apartment purchased for rent.

An office building is not an industrial warehouse.

A listed property trust is not identical to the buildings it owns.

A mortgage fund is not ownership of property.

Capital Cycle Intelligence
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Vacant land, an operating hotel and a data centre may all be described as real estate while producing
fundamentally different risks and returns.

Property is also highly local.

A national housing shortage does not guarantee that every suburb requires more apartments.
Population growth does not automatically support every office market.

Falling interest rates do not rescue a building whose tenants no longer need the space.

A valuable property can be a poor investment when acquired at the wrong price, financed with the
wrong debt or held through the wrong structure.

At CCI, we therefore begin with a series of foundational questions:

*  What exactly do you own?

*  What legal rights accompany that ownership?
*  Who uses the property?

*  Why do they need this location?

*  What income can the asset produce?

. How durable is that income?

e What expenditure is required to preserve it?

*  How is the investment financed?

e What future supply can compete with it?

e What assumptions are reflected in its price?

*  How easily can the property be sold?

*  What role could the exposure perform within your portfolio?

Property requires us to distinguish between four layers:

1. The physical asset

2. The income and expenses produced by its use

3. The debt and legal structure surrounding it

4. The investment vehicle through which it is owned

A strong building can be weakened by excessive leverage.

A mediocre building can temporarily produce attractive returns when acquired cheaply and
improved intelligently.

A desirable location can lose relevance when transport, employment or technology changes.

A listed property security can fall sharply while the appraised values of its underlying assets appear
stable.

These outcomes are not contradictions.
They reflect different layers of the same investment responding at different speeds.

The Australian Bureau of Statistics separates building activity across houses, apartments, offices,
retail, warehouses, industrial buildings, accommodation, health, education and other forms of
property. That variety is a useful reminder: property is not one homogeneous market. Australian
Bureau of Statistics
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This document will help you understand those distinctions before reconnecting them through the
complete CCI framework.

The objective is not to convince you that property must always be owned.
It is to help you determine:

*  When property may deserve consideration

e Which property sector expresses the intended view

e Which ownership vehicle is appropriate

*  What income the investment truly produces

e How credit changes the outcome

*  What could permanently impair the capital

*  Whether the prospective return adequately compensates for the risk and illiquidity

Before deciding whether property belongs in your portfolio, we must first understand what property
is.
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1. WHAT IS PROPERTY?

Property is more than a physical building.
In investment terms, property combines:

e Land

. Improvements

e Legal rights

e Permitted uses

*  Location

. Access

e Income potential
e Obligations

The value of a property depends on how those components work together.

Land

Land provides the physical location.

Its characteristics may include:

e Size

e Shape

*  Topography
e  Soil

. Access

. Frontage

J Natural resources

. Environmental condition
*  Exposure to hazards

Land is finite in aggregate.
Economically useful land is more constrained.

A parcel must be suitable for the intended use and connected to the people, infrastructure and
activity that create demand.

Improvements
Improvements include buildings and other structures added to the land.
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Examples include:

. Houses
e Apartments
. Offices

e  Warehouses
e Shopping centres

e  Hotels
*  Hospitals
e  Car parks

. Data centres
e Agricultural infrastructure

Buildings are not permanent merely because the land remains.
They age.

They require maintenance.

They can become functionally obsolete.

They can also be refurbished, expanded or converted.

Legal Rights

Owning property means owning a defined set of legal rights—not unlimited control over a physical
space.

Those rights may be affected by:

. Title

*  Easements

*  Covenants

. Leases

. Mortgages

*  Planning controls

e  Heritage restrictions

*  Environmental laws

e  Strata or community rules
*  Government powers

e Rights held by neighbouring owners

Two physically similar properties can possess materially different values because their legal rights
differ.

Permitted Use

A site’s value depends partly on what may legally and economically be done with it.
Planning rules may determine:

*  Residential density
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e Building height

e Commercial use

e Industrial activity

*  Parking

e  Subdivision

e Heritage treatment

. Environmental requirements

Potential use can create value.

It can also create speculation when investors assume approvals that may never arrive.

Location

Property cannot be moved to meet demand elsewhere.
That immobility distinguishes it from many other assets.
Location determines access to:

*  Employment
. Customers

. Transport

. Education

. Services

*  Suppliers

. Infrastructure
. Amenities

. Labour

. Trade routes

The importance of each factor depends on the property type.

The CCI Property Definition

At CCI, we treat property as:

A location-specific collection of physical and legal rights whose value depends on the
usefulness, income and future optionality those rights provide.

That definition moves us beyond the building alone.
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2. WHY PROPERTY HAS VALUE

Property has value because people and organisations need space.

They require places to:

o Live

o Work

o Produce

o Store

J Sell

o Learn

. Receive care
J Travel

e Communicate
*  Generate and distribute goods and services

Use Value

A home provides shelter, privacy, security and access to a community.
A warehouse enables goods to be stored and distributed.

An office brings people and business functions together.

A farm converts land, water, labour and capital into agricultural output.
A data centre houses computing infrastructure.

The asset’s use value begins with the economic or human need it satisfies.

Location Value

Location can create value through proximity.
A site may be valuable because it is close to:
e Employment

o Customers
o Infrastructure

. Ports
. Roads
. Rail

o Schools
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e  Hospitals
e Natural amenities
e Other productive businesses

This clustering can be difficult to reproduce.
But location value can change.
A new transport corridor may improve access.

Congestion may reduce it.

Remote work may weaken one office district while supporting residential demand elsewhere.

A new competitor can redirect customer traffic.

Scarcity

Property can be scarce because of:

. Limited land

e  Planning restrictions

e  Infrastructure capacity

. Construction costs

*  Geography

*  Environmental constraints
e Community opposition

*  Long development periods

Scarcity matters only in relation to demand.

Land can be physically limited while economically abundant if few people wish to use it.

A dense city can contain substantial development potential if planning and infrastructure permit

additional supply.

Income Value

Investment property can provide income through:

. Rent
o Licence fees
e  Parking

. Storage

*  Advertising

*  Service charges

e Agricultural production
e Operating revenue

. Ancillary uses

The quality of that income depends on:
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. Tenant demand

. Lease terms

*  Occupancy

. Rent affordability

e  Tenant creditworthiness
e Competition

e  Required expenditure

Collateral Value

Property can support borrowing because it is:

e  Identifiable

e Legally registrable

. Durable

e Appraisable

e  Transferable

e  Capable of being secured

This collateral function connects property deeply with the credit system.
It can increase purchasing capacity and liquidity.

It can also amplify cycles.
Optionality

A property may possess value from future possibilities such as:

. Renovation

Expansion

*  Redevelopment

. Subdivision

e  Repositioning

e  Change of use

. Improved management
. New infrastructure

Optionality is valuable only when it is technically, legally and economically achievable.

Potential should never be valued as certainty.
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3. LAND, BUILDINGS AND THE BUNDLE
OF RIGHTS

Property analysis becomes clearer when we separate the land, the improvements and the rights
attached to them.

Land and Buildings Behave Differently

Land may appreciate because of:

e Scarcity

e Population

e Infrastructure

e  Planning

*  Economic activity

e Currency and credit conditions

Buildings generally depreciate physically and functionally unless maintained or improved.

A property’s total value can rise even while the structure deteriorates because the underlying land
becomes more valuable.

The investor should not mistake land appreciation for building quality.

Freehold and Leasehold Interests

Property interests vary by jurisdiction.
Broadly, an owner may possess:

e Afreehold interest

*  Along leasehold interest

e Strata or sectional title

e Anpartial interest

*  Abeneficial interest through another entity

e Development rights

*  Rights over land without ownership of the land itself

The legal structure determines:

e  Control
e Duration
e Transferability
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e Obligations
e Residual value
° Exposure to other owners

Easements and Encumbrances

A property may be affected by rights held by others, including:

o Access

J Utilities

e Drainage

o Shared facilities

o Restrictive covenants
. Mortgages

o Liens

These can support the property’s use or constrain it.

Planning Rights

Planning determines what the community permits on the site.

A property may currently support one use while possessing potential for another.

But planning changes involve:

. Time

J Cost

. Consultation

o Infrastructure

e Political judgement
e Approval risk

An investment thesis that depends on rezoning is partly a regulatory thesis.

Environmental Obligations

Property ownership may carry responsibility for:

. Contamination

e  Flooding
. Bushfire
o Coastal erosion
J Asbestos

*  Building safety

*  Energy efficiency
e  Remediation

*  Biodiversity

¢ Waste
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Some risks are visible.
Others emerge after acquisition.

The purchase price must reflect not only the benefits of ownership but the obligations that travel
with it.

Strata and Shared Ownership

Apartment and strata ownership may include:

. Private title

e Shared common property

e Collective maintenance

e Owners’ corporation obligations
e Special levies

e  Building defects

. Shared insurance

*  Governance

The condition of the individual apartment cannot be separated from the condition and governance of
the complete building.

The CCI Rights Question

CCI asks:

Which rights are being acquired, for how long, subject to which restrictions—and which
obligations remain with the owner?

The title is part of the asset.
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4. THE MAIN PROPERTY SECTORS

Property is not one market.

Its sectors serve different users and respond to different economic forces.

Residential Property

Residential property includes:

o Detached houses

o Townhouses

. Apartments

o Build-to-rent

o Student accommodation
e Seniors housing

e Manufactured housing

Demand may be influenced by:

e Population

*  Household formation
. Income

e Employment

*  Credit

. Interest rates

e Migration

e Construction

. Rent

*  Government policy
*  Location preference

A home can provide both consumption and investment value.

Those roles should not be confused.

Office Property

Office demand depends on:
e Employment

o Business formation
e Tenant profitability

Capital Cycle Intelligence Page 17 of 141

Rosetta Stone Series - Property



*  Workspace practices
*  Location

*  Building quality

. Transport

. Fit-out

. Lease incentives

Office markets can become segmented.

Modern, efficient buildings in strong locations may perform differently from older secondary assets.

A city can possess high overall vacancy while premium space remains sought after—or the reverse.

Retail Property

Retail includes:

e Shopping centres

e  High-street shops

. Supermarkets

. Convenience retail

e  Large-format retail

*  Service-based centres

Demand depends on:

e Consumer spending
e  Population

. Tenant mix

e Competition

. E-commerce

e Accessibility

e Rent affordability

° Centre management

A successful retail property is partly a managed operating environment.

Industrial and Logistics Property

Industrial property includes:

J Warehouses

. Distribution centres
. Factories

e Cold storage

. Last-mile facilities
e  Business parks

Demand may be influenced by:
e Trade
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*  Manufacturing

. E-commerce

° Inventory strategies

e  Supply-chain design

e  Transport networks

e  Land availability

*  Building specifications

Location near infrastructure can be critical.
Hospitality
Hotels and resorts combine real estate with an operating business.

Revenue depends on:

*  Occupancy

. Room rates

. Tourism

. Business travel

. Events

e Seasonality

. Labour

. Management
. Brand

e Competition
Short booking periods make hospitality income responsive to economic change.

They also make it less predictable than long-term contracted rent.

Healthcare and Life Sciences

These properties may include:

*  Hospitals

. Clinics

. Laboratories

. Medical offices

*  Aged-care facilities

Performance depends on:

e Demographics

e Operators

*  Regulation

*  Government funding
e  Specialist design

*  Location

e  Compliance

e  Tenant credit
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Specialised buildings can command durable demand while possessing limited alternative use.

Data Centres

Data centres require:

e  Electricity

e  Cooling

e Connectivity

e Security

e Specialised infrastructure
e Suitable land

e  Reliable operation

Their demand may benefit from computing growth.
Their economics still depend on:

. Power availability

e Capital expenditure

e  Technological change
e  Tenant concentration
. Contract terms

. Obsolescence

A compelling digital narrative does not remove physical constraints.

Self-Storage

Self-storage demand may reflect:

e Population mobility
*  Housing density

. Small businesses

. Life events

. Consumer behaviour

The sector can possess short lease periods and flexible pricing.

It can also attract supply when development appears easy.

Agricultural Property

Agricultural property derives value from productive capacity.
Relevant factors include:

. Soil

. Water

. Climate

*  Crop suitability
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Infrastructure
Commodity prices
Operating skill
Environmental conditions

Owning farmland is not the same as owning the agricultural commodity it produces.

Infrastructure-Like Property

Some real estate sits between conventional property and infrastructure, including:

Towers
Renewable-energy sites
Car parks

Ports and terminals
Specialist storage

The investor must determine whether return depends primarily on:

Rent

Usage

Regulation

Contract

Operating performance
The underlying land

The CCI Sector Principle

Identify the economic user before valuing the physical asset.

A building possesses investment value only because someone needs and can afford to use it.
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S. HOW PROPERTY RETURNS ARE
CREATED

Property returns can arise from several sources.

Understanding those sources helps the member determine whether the return is durable.

Rental Income

Rent is the payment received for use of the property.
It may be:

o Fixed

. Indexed

J Reviewed to market
o Linked to turnover
J Variable

J Short-term

. Long-term

Headline rent does not equal investor income.

Other Income

A property may produce additional revenue through:

e Parking
. Storage
e  Signage

e Utilities

e Management services
. Telecommunications
e Rooftop or energy use
e Ancillary facilities

This income should be tested for durability and cost.
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Operating Expenses

Property income may be reduced by:

. Management
. Maintenance
o Insurance

. Rates

. Taxes

J Utilities

e Security

e  C(leaning

*  Repairs

*  Leasing costs
. Administration

Some expenses may be recovered from tenants.

Others remain with the owner.

The lease determines who bears which cost.

Net Operating Income

A simplified relationship is:

Gross property income — operating expenses = net operating income

Net operating income is calculated before financing and may exclude some capital expenditure.

The definition must be checked.

Capital Expenditure

Buildings require capital to remain useful and competitive.

Expenditure may include:

*  Roofs

e Lifts

e  Heating and cooling

*  Fire systems

e Facades

e Structural work

e  Fit-outs

*  Energy upgrades

e Accessibility

*  Regulatory compliance

A property can report attractive income while consuming substantial capital.

Capital Cycle Intelligence
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Leasing Costs

Maintaining occupancy may require:

e  Incentives

e  Rent-free periods

e  Agent fees

e  Fit-out contributions
e Refurbishment

e  Marketing

Reported rent can therefore differ from effective economic rent.

Rental Growth

Rent may grow because of:

. Strong demand

. Low vacancy

e Inflation-linked leases

*  Limited supply

e Improved property quality
. Active management

Rental growth may weaken because of:

. New supply

e  Tenant distress

. Obsolescence

e Declining location
e  Affordability limits
e Regulatory controls

Capital Appreciation

Property values may rise because:

*  Income increases

*  Required yields fall

e Credit becomes cheaper

e  Investor demand strengthens
*  Replacement costs rise

*  Planning changes

e Infrastructure improves

e The asset is upgraded

Price appreciation can occur without equivalent improvement in income when capitalisation rates
compress.

That return may be less durable if financing conditions later reverse.
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Development Profit

Development can create value when the completed asset is worth more than:

e Land

e Construction

*  Finance

*  Consultants

. Taxes

e  Marketing

e  Contingency

e  Required developer return

Development return compensates for uncertainty and execution.

It should not be mistaken for ordinary rental income.

Leverage

Borrowing can increase the return on the investor’s equity when property returns exceed financing
costs.

It can also magnify losses.
A property return should be examined:

*  Before debt

e After debt

e  Before tax

e Aftertax

e Before capital expenditure
e After capital expenditure

Total Return

A simplified property return can be expressed as:

Income received + change in property value — operating costs — capital expenditure —
financing costs — transaction costs

Each component should be identified separately.
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6. PROPERTY INCOME IS
CONTRACTUAL—-BUT NOT

GUARANTEED

Rental income is governed by leases and occupancy agreements.

Those contracts can improve visibility.

They do not eliminate risk.

The Lease

A lease may define:

o Tenant
. Premises
. Rent

o Review mechanism
o Duration

e Options

*  Recoverable expenses
o Maintenance

*  Repairs

o Insurance

o Permitted use

o Guarantees

o Default remedies

*  Assignment

o Termination

The lease is part of the investment.

Lease Duration

A longer lease can provide income visibility.
It may also:

e  Lock in below-market rent
e Delay redevelopment
e  Reduce flexibility
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e  Depend heavily on one tenant’s credit

A short lease can create risk.
It can also create an opportunity to raise rent or reposition the asset.

Duration must be interpreted alongside price and tenant quality.

Tenant Quality

A lease 1s only as valuable as the tenant’s capacity and willingness to pay.
Examine:

*  Business model

e Profitability

e  Balance sheet

*  Industry

e  Location dependence
. Parent guarantee

*  Security deposit

e Alternative premises
*  Lease affordability

A well-known brand does not automatically make the specific tenant entity creditworthy.

Occupancy

High occupancy can indicate strong demand.
It can also conceal:

. Below-market rent

. Excessive incentives
. Weak tenants

e Upcoming expiries

. Concentration

. Deferred maintenance

Low occupancy may indicate weakness.

It may also provide value-add potential if demand and capital support a credible leasing plan.

Lease Expiry Profile

A property with many leases expiring simultaneously faces concentration in time.
The owner may encounter:

*  Vacancy
. Incentives
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e Refurbishment

e Brokerage fees

e  Reduced negotiating power
*  Financing pressure

The weighted average lease expiry is useful.

It can also conceal the timing and importance of individual leases.

Rent Collection

Contracted rent and collected rent are not the same.
Evidence should include:

o Arrears

. Bad debts

. Tenant failures
o Concessions

. Deferrals

e Disputes

e (Cash receipts

Market Rent and Passing Rent

Passing rent is the rent currently payable.
Market rent is an estimate of what the space could command under current conditions.
When passing rent is below market, future review may create growth.

When it is above market, expiry may create a decline.

The CCI Income Question

CCI asks:

Who pays the rent, why do they need this property, how affordable is the obligation, and how
much capital must the owner spend to preserve the income?

A lease converts space into a financial claim.

It does not make that claim risk-free.
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7. PROPERTY VALUATION

Property valuation converts expected income, risk and future optionality into a present price.

No single measure should be used alone.

Comparable Sales

Comparable-sales analysis examines prices paid for similar properties.
Adjustments may be required for:

. Location

e Size
*  Quality
e Age

J Condition

. Income

o Tenant

o Lease

*  Development potential
o Transaction date

When market activity is limited, the available comparisons may be stale or unrepresentative.

Capitalisation Rate

A capitalisation rate relates property income to value.

A simplified relationship is:

Capitalisation rate = net operating income + property value
Rearranged:

Property value = net operating income <+ capitalisation rate

If a property produces $500,000 of annual net operating income and is valued at a 5% capitalisation
rate, the implied value is $10 million.

This simplicity makes the measure useful.

It also makes it easy to misuse.
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Capitalisation-Rate Compression

If required capitalisation rates fall while income remains unchanged, the property’s indicated value
rises.

For example:

. Income: $500,000
e Capitalisation rate: 5%
. Value: $10 million

If the capitalisation rate falls to 4%:

. Income: $500,000
. Value: $12.5 million

No additional income was created.

The valuation increased because investors accepted a lower income yield.

Capitalisation-Rate Expansion

If the required rate rises to 6%:

. Income: $500,000
e Value: approximately $8.33 million

A seemingly modest change in the required yield can produce a substantial value change.

This sensitivity becomes particularly important when debt is involved.

Discounted Cash Flow

A discounted cash-flow analysis estimates:

. Rental income

. Vacancy

*  Rent growth

. Expenses

e Leasing costs

*  Capital expenditure
e Sale proceeds

Those cash flows are discounted at a rate reflecting risk.
The output is only as reliable as the assumptions.

A precise model can conceal fragile inputs.
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Replacement Cost

Replacement cost estimates what it would cost to recreate the asset.
It may include:

. Land

o Construction

. Consultants

. Finance

e Approvals

. Taxes

. Time

e  Developer profit

If market values remain materially below replacement cost, new supply may be discouraged.

But an obsolete or unwanted building is not valuable merely because replacing it would be
expensive.

Development Value

Land for development may be valued according to the residual after deducting all expected
development costs and required profit from the completed value.

Small changes in assumptions can produce large changes in residual land value.

Development land can therefore behave like a leveraged option on future property values.

Residential Measures

Residential property may also be assessed through:

. Price-to-income

o Price-to-rent

*  Mortgage affordability
*  Replacement cost

o Land value

e Rental yield

. Household formation

o Supply

No single ratio proves that a market must rise or fall.

Valuation Lag

Direct property is infrequently traded.

Appraisals may adjust more slowly than listed markets.
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This can create an appearance of stability during periods when required returns are changing
rapidly.

Low reported volatility is not always low economic risk.

The CCI Valuation Principle

Property value depends on both the income and the rate at which investors capitalise that
income.

A strong building can lose value when its income weakens, its required yield rises—or both.
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8. CREDIT, LEVERAGE AND THE
PROPERTY CYCLE

Property and credit are deeply connected.
Most property transactions involve borrowing.

That borrowing expands purchasing capacity and can amplify changes in price.

Loan-to-Value Ratio

A loan-to-value ratio compares debt with property value.
A simplified relationship is:
Loan-to-value ratio = debt + property value

If a property worth $1 million has debt of $700,000, its loan-to-value ratio is 70%.

Equity Absorbs the First Change

If the property value falls from $1 million to $800,000 while debt remains $700,000:

e Property value declined by 20%

e Investor equity declined from $300,000 to $100,000

*  Investor equity declined by approximately 67%
Leverage magnified the loss.

Debt-Service Coverage

Income must be sufficient to meet interest and required principal payments.

A property may possess significant value while encountering financial distress because its cash flow
cannot service the debt when required.

Interest-Rate Risk

Higher interest rates can affect property through:

° Increased mortgage payments
e Reduced borrowing capacity
e  Higher required investment returns
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*  Lower development feasibility
*  Reduced transaction activity
*  Refinancing pressure

The effect may occur with a lag when debt is fixed for a period.

Refinancing Risk

Property debt frequently matures before the economic life of the asset.
The borrower may depend on future lenders.
Refinancing can become difficult when:

e Property values fall

e Income weakens

*  Lending standards tighten

. Interest rates rise

e Vacancy increases

*  Required loan-to-value ratios decline

A solvent asset can become distressed when its financing structure does not provide enough time.

Amortisation

Amortising debt reduces principal through scheduled payments.

Interest-only debt preserves near-term cash flow while leaving more principal to refinance later.
Neither structure is automatically superior.

The correct structure depends on:

e Income durability

*  Holding period

e liquidity

e  Borrower capacity

e  Refinancing assumptions

Credit Availability and Price

‘When lenders offer:

e Higher loan-to-value ratios
*  Lower interest rates

. Longer terms

e Interest-only periods

*  Weaker covenants

*  Faster approval

Buyers can often pay more.
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Credit therefore influences demand for property as well as the survival of existing owners.

The Reserve Bank of Australia describes housing prices and credit as connected through the
monetary-policy transmission mechanism, with changes in financing conditions affecting borrowing
and purchasing behaviour. Reserve Bank of Australia

Forced Selling

Property markets can appear stable until owners are forced to transact.
Forced sales may arise from:

e  Refinancing failure

*  Covenant breach

. Tenant loss

*  Development failure

*  Divorce or estate settlement
e  Fund redemption

. Insolvency

*  Regulatory requirement

Because transactions are infrequent, a small number of distressed sales can reset comparable values.

The CCI Leverage Question

CCI asks:

. How much debt surrounds the asset?

*  When does it mature?

e Is the rate fixed or variable?

e What income supports it?

*  What valuation does refinancing require?

*  What happens if rent falls, rates rise or sale is delayed?
*  Who controls the outcome during stress?

Debt does not merely increase return.

It changes who owns the time.
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9. DEVELOPMENT, CONSTRUCTION AND
NEW SUPPLY

Property supply responds slowly.

Before a new building can compete with existing assets, it must pass through a long chain.

The Development Sequence
A simplified sequence is:

Site identification — Acquisition — Design — Planning — Presales or leasing —
Finance — Construction — Completion — Occupancy — Stabilisation

Each stage introduces risk.

Land Acquisition

Developers may acquire:

*  An approved site

*  Anunapproved site

*  An option over land

e A property requiring demolition
*  An asset suitable for conversion

The earlier the stage, the greater the uncertainty.

Planning

Planning can determine:

e  Density
*  Height
e Use

*  Design

e Infrastructure contributions
e Environmental obligations
e Community consultation

Approval can create value.
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It also consumes time and capital.

Presales and Pre-Leasing

Lenders may require evidence of demand before providing construction finance.
This can include:

*  Residential presales

e Commercial pre-leasing
. Anchor tenants

*  Buyer deposits

Presales reduce some risk.

They can create settlement risk if purchasers later cannot complete.

Construction

Construction risk includes:

o Cost inflation
e  Labour shortages
. Contractor failure

e Delays
. Defects
. Weather

e Design changes
*  Financing
*  Supply-chain disruption

A profitable development on paper can become uneconomic during construction.

Completion and Stabilisation

Completion does not guarantee a successful investment.
The property may still require:

e Tenant fit-out
Leasing

e Marketing

e Operating history

*  Refinancing

e  Defect remediation

Stabilised income may take years to achieve.
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The Supply Pipeline

Future competition may include projects that are:

. Proposed

*  Approved

e  Financed

e Under construction
e Near completion

These stages should not be treated equally.
A proposed project is not supply.
An approved project may never be built.

A project under construction is more likely to become competitive stock.

Development Feasibility

A simplified feasibility requires:

Expected completed value > land + construction + finance + consultants + taxes + contingency
+ required profit

If expected value falls or costs rise, development may stop.

This is how the price system restrains future supply.

Replacement Cost and Rent

When rents and values remain below the level required to justify construction, new supply tends to
decline.

Existing owners may eventually benefit from reduced competition.

But the adjustment can take years because projects already under construction continue to complete.

The CCI Supply Principle

Property supply responds to yesterday’s prices and financing conditions.

Buildings completed today may have been conceived during a very different market.
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10. THE MAIN FORMS OF PROPERTY
EXPOSURE

The chosen vehicle determines what the member truly owns.

Owner-Occupied Residential Property

An owner-occupied home provides:

. Shelter

. Control

e Stability

e Lifestyle

e Potential appreciation

It also involves:

*  Mortgage obligations

. Maintenance

J Insurance

J Rates

. Transaction costs

e Geographic concentration
e Illiquidity

Its return cannot be assessed solely through price appreciation because it also provides housing
services.

Direct Investment Property

Direct ownership can provide:

e Rental income

e Control

. Leverage

e Improvement opportunities
. Tax consequences

e Tangibility

It requires:
*  Acquisition
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. Finance

J Tenant management
. Maintenance

. Insurance

e Compliance

*  Record keeping

. Sale execution

Direct property commonly creates concentration in one asset and location.

Joint Ventures and Syndicates

Members may invest alongside others through:

e Partnerships

e  Syndicates

e Companies

. Trusts

. Joint ventures

The investment depends on:

*  Governance

e  Control

* Fees

e  Related-party transactions
e Capital calls

e Distribution policy
Exitrights

e Manager capability

The underlying property can succeed while the investor experience is weakened by the structure.

Listed Property Trusts and REITs

Listed real estate investment trusts allow investors to gain exposure to portfolios of income-
producing property through traded securities.

Their assets may include:

. Apartments

. Offices

o Retail centres

J Warehouses

. Hotels

*  Healthcare properties
o Data centres

. Mortgages

Investor.gov describes REITs as companies that generally own and operate income-producing real
estate or related assets. Investor.gov
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Listed vehicles can offer:

*  Liquidity

. Diversification

. Professional management

. Smaller investment amounts
e Market pricing

*  Financial disclosure

They also introduce:

. Share-market volatility

e  Corporate governance

e Management fees

. Leverage

e  Capital-market dependence

*  Valuation premiums or discounts

A listed REIT is property wrapped within a company or trust and priced continuously by the
market.

Unlisted Property Funds

Unlisted funds may offer exposure to property without daily exchange pricing.
They can appear less volatile because values are periodically appraised.
They may involve:

e Limited liquidity

*  Redemption restrictions
e  Valuation lag

e Manager discretion

e  Capital calls

*  Long holding periods

. Fees

e Gating during stress

The absence of a daily price does not eliminate changes in economic value.

Property Development Companies

Developers seek profit through:

. Land

e  Planning

e  Construction
e Sale

e  Leasing

*  Repositioning
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Their returns can be more cyclical and operationally leveraged than those of stabilised property
owners.

Real Estate Operating Companies

Some companies own, manage, develop or service real estate without operating under a particular
trust structure.

Their performance depends on:

o Business model

. Balance sheet

. Management

. Development exposure
. Fee income

e Asset quality

e Capital allocation

Mortgage and Property-Debt Funds

Property-debt funds generally lend against property rather than own it.
Their return may come from:

. Interest

*  Fees

. Loan repayment

e Recovery following default

Their risks include:

. Borrower failure
e Valuation error

*  Development risk
e Subordination

e Refinancing

e Illiquidity

. Enforcement

e Recovery timing

A mortgage fund is a fixed-income or credit exposure secured by property.

It is not direct ownership of the building.

Mortgage REITs and Related Vehicles

Some listed vehicles invest primarily in:

. Mortgages
*  Mortgage-backed securities
e Property loans
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o Related financial assets

They may be highly sensitive to:

*  Funding costs
. Leverage

e Credit spreads
. Interest rates

. Prepayment

e  Liquidity

The property label can conceal a financial institution.

Property-Related Equities

Other exposures may include:

e Builders

. Brokers

e  Property managers

e Building-material suppliers
e  Portals

e Mortgage lenders

e Infrastructure providers

These businesses may benefit from property activity without owning substantial real estate.

The CCI Ownership Principle

Before investing, ask:

Do I own the property, equity in a property-owning vehicle, a development business, a loan

secured by property or a company servicing the property market?

The answer determines what must be researched.
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PROPERTY IS A LOCAL MARKET WITH A
FINANCIAL SUPERSTRUCTURE

Property is physical.

It is also financial.

The building exists in one location.

The capital surrounding it may come from:

o Households

o Banks

o Insurers

U Pension funds

. Private credit

. Public markets

*  Foreign investors
J Governments

This creates a distinctive combination.
The asset is local.

The financing conditions can be global.

Local Demand

Property demand depends on local factors such as:

e Population

e  Employment

. Income

*  Business activity
. Infrastructure

. Amenities

. Vacancy

e Competing supply

National averages can conceal local divergence.
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Local Supply

New supply is shaped by:

e Land

*  Planning

e Construction

e Infrastructure

*  Regulation

e Community response
*  Developer finance

Two neighbouring councils can produce different outcomes because their planning and
infrastructure differ.

Global Capital

Investment capital may compare a property’s prospective return with:

e  Bonds

e Equities

*  Property elsewhere
e Credit

* Infrastructure

e Cash

A building’s required yield can therefore change because of financial conditions far beyond its
location.

Iliquidity

Property transactions require:

*  Due diligence
*  Finance

e Legal work

*  Valuation

*  Negotiation

e  Settlement

The process can take months.

In difficult markets, the asset may not sell at the desired price—or at all.

Price Discovery

Because transactions are infrequent, the market may lack continuous price discovery.

Participants rely on:
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e Comparable sales

e  Appraisals

e  Listed-market signals

e  Financing terms

* Bids

e Withdrawn transactions

When buyers and sellers disagree, transaction volume may collapse before recorded values adjust.

Transaction Costs

Property transactions may involve:

. Taxes
e  Legal fees
e  Agents

e  Valuation

*  Finance

*  Due diligence

*  Registration

*  Renovation

*  Moving or vacancy

These costs raise the hurdle required to justify changing an allocation.

Heterogeneity

Every property differs in some way.
Differences may include:

. Location

. Size

. Condition
. Tenant

. Lease

. Title

e Design

*  Financing
*  Optionality

This makes property research both difficult and potentially rewarding.

Local knowledge can matter.

So can disciplined comparison.
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The Foundational CCI Distinction

Before interpreting a property investment, identify which of four exposures you are considering:

The land and physical improvements

The income and expenses generated through use
The debt and legal structure surrounding the asset
The vehicle through which the investment is owned

PwbrE

A sound conclusion requires all four.
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A PRINCIPLE TO CARRY INTO PART II

You now understand the foundations of property.
Property is a location-specific bundle of physical and legal rights.
Its investment value depends on:

e The usefulness of the space

e The durability of demand

e  The quality of its income

e The expenditure required to preserve that income
e  The financing structure

e The future supply pipeline

e  The price paid

Credit can increase purchasing power and amplify returns.
It can also transfer control of the investment to lenders when time runs out.

New supply responds slowly because property must pass through planning, finance and
construction.

And direct property can appear stable because it trades infrequently —even while its economic value
is changing.

To interpret property through the CCI framework, we must now ask:

How do liquidity, growth, credit, interest rates, demographics, supply
and the capital cycle interact to create property opportunity, excess,
scarcity and renewal?

That is the work of Part I — How CCI Interprets Property.
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A framework for understanding how liquidity, growth, credit, interest
rates, demographics, supply and the capital cycle shape property
markets.

Capital Cycle Intelligence Page 49 of 141 Rosetta Stone Series - Property



HOW CCI INTERPRETS PROPERTY

Property prices do not move for one reason.

Residential values can rise while household affordability deteriorates.

Office values can fall while the broader economy continues to grow.

Industrial rents can increase while the cost of financing rises.

A listed property trust can decline before the appraised values of its buildings are adjusted.

A property can remain fully occupied while becoming less valuable because investors require a
higher return.

These outcomes are not contradictions.
They reflect different parts of the property system responding at different speeds.
At CCI, we do not begin with broad assumptions such as:

e Property always rises over time.

e Population growth guarantees higher prices.

*  Lower interest rates are always bullish.

e High occupancy means the property is safe.

e Land scarcity prevents values from falling.

*  Property protects against inflation.

e Direct property is less volatile than listed property.
e Leverage is harmless when rent covers the interest.

Each statement contains a fragment of truth.
None provides a complete framework.

We begin with the system.

We examine:

e Liquidity

e Growth

e Credit

. Interest rates

* Inflation

e  Employment

. Income

e  Demographics

e Occupier demand
*  Existing supply
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. Development

*  Replacement cost
. Leverage

e  Policy

e Valuation

e The capital cycle

We then ask which force is dominant, which is changing and which property sector—or related
investment—is most directly exposed to it.

Capital Cycle Intelligence Page 51 of 141 Rosetta Stone Series - Property



11. LIQUIDITY, GROWTH AND CREDIT

Property sits directly inside CCI’s Three-Pillar framework.
The pillars influence:

. Buyers

*  Tenants

e  Developers

e Lenders

*  Required returns

*  Transaction activity
e Asset values

Liquidity
Liquidity describes the capacity and willingness of capital to move through the financial system.

Improving liquidity can:

*  Lower financing costs

e Support transaction activity

* Increase investor risk appetite

*  Expand available leverage

*  Reduce required returns

e  Support development finance

*  Improve refinancing conditions

Tightening liquidity can:

*  Increase debt costs

*  Reduce loan availability

*  widen lender margins

*  Delay transactions

*  weaken development feasibility
*  increase required returns

»  force asset sales

Property may respond more slowly than listed financial assets because transactions and valuations
are infrequent.

That lag should not be mistaken for immunity.
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Market Liquidity

A property market is liquid when buyers and sellers can transact without large delays or price
concessions.

Liquidity may deteriorate before reported values decline.
Warning signs can include:

*  Lower transaction volume

e  Longer marketing periods

e Withdrawn sales

*  Failed settlements

*  Wider bid—ask gaps

*  Reduced lender appetite

e Greater dependence on vendor finance
e  Fewer comparable transactions

In property, the first sign of stress is often not a lower price.

It is the disappearance of the buyer.

Growth

Growth influences the people and businesses using property.
Stronger growth can support:

e  Employment

*  Household income

*  Business formation

e Retail spending

. Travel

*  Manufacturing

e  Warehousing

e  Tenant expansion
*  Rent collection

But GDP growth is too broad to complete the analysis.

The relevant question is:

Which part of the economy creates demand for this particular space?
An economy can grow while office demand weakens.

Population can increase while a regional shopping centre loses customers.

Industrial production can slow while logistics demand remains resilient.
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Credit

Credit affects property through two channels.
Credit Finances Buyers

Greater credit availability can increase the price buyers are able to pay.
This may occur through:

*  Lower interest rates

e Higher loan-to-value ratios
Longer loan terms

* Interest-only lending

e  Lower serviceability requirements
e  Narrower lending margins

Credit Finances Supply

Credit also funds:

e  Land acquisition
. Construction

. Refurbishment

. Infrastructure

. Development

*  Acquisitions

Easy credit can therefore support current property values while financing future competition.

Divergence Between the Pillars

The pillars do not always move together.
Examples include:

e  Liquidity improves while tenant demand remains weak.

e Growth remains strong while property credit tightens.

e Credit becomes available for established assets but not development.

*  Government-supported lending strengthens residential demand while construction capacity
remains constrained.

*  Financial conditions ease while required property yields remain high because investors
distrust valuations.

Divergence creates different outcomes across sectors and capital structures.
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Sequence Matters

Consider a tightening cycle:

Policy rates rise.

Listed property prices respond.

New lending becomes more expensive.

Transactions decline.

Appraisals adjust.

Refinancing becomes more difficult.

Development slows.

Construction employment weakens.

Future supply is reduced.

0. Scarcity eventually supports rent and replacement value.

— 0 00 31O Lt A W —

The complete sequence can take years.

The same force that damages present values may improve future supply conditions.

The CCI Three-Pillar Question

CCI asks:

e Which pillar is driving the market?

*  Which is changing?

e Is the effect occurring through occupiers, lenders or investors?
e Which property sector responds first?

e Is current weakness reducing future supply?

e Is current strength financing future excess?

Property analysis requires us to follow the transmission—not merely identify the headline force.
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12. INTEREST RATES AND THE COST OF
CAPITAL

Interest rates influence property more directly than almost any other asset class.
They affect:

. Borrowing capacity

e Debt service

*  Development feasibility

e Investor required returns

e Tenant activity

*  Household affordability

e Capitalisation rates
. Refinancing

But the relationship is not mechanical.

Borrowing Cost

Higher interest rates increase the cost of debt.
For a variable-rate borrower, the effect may be immediate.
For a fixed-rate borrower, it may arrive when the loan resets or matures.
The timing depends on:
. Loan structure
*  Hedging
e Maturity

*  Amortisation
*  Refinancing requirements

Borrowing Capacity

Lenders assess whether borrowers can service debt.
When rates rise, the same income generally supports less borrowing.
Lower borrowing capacity can reduce the price buyers are able to pay.

When rates fall, purchasing capacity may increase.
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But lower rates cannot create income where demand for the property has disappeared.

Required Returns

Investors compare property with alternative assets such as:

. Cash

. Government bonds
. Credit

e Equities

. Infrastructure
*  Property elsewhere

When yields on lower-risk assets rise, investors may require a higher return from property.

This can place upward pressure on capitalisation rates and downward pressure on values.

Property Yield Spread

Investors sometimes compare the property’s income yield with a government-bond yield.
A larger spread may indicate greater compensation for:

e Illiquidity

e  Tenant risk

e  Capital expenditure
e Obsolescence

. Leverage

. Management

*  Uncertainty

But the comparison must allow for expected rent growth and differences in duration.
A narrow spread is not automatically excessive.

A wide spread is not automatically attractive.

Cause Matters

Interest rates may rise because:

*  Growth is strengthening

e Inflation is increasing

*  Monetary policy is tightening

*  Fiscal risk is rising

e  Term premium is expanding

*  Monetary credibility is weakening

The property implications differ.

Higher rates accompanied by strong income growth may be absorbed more readily.
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Higher rates accompanied by weak growth and falling rent can damage both income and valuation.

Nominal and Real Rates

Nominal property income may grow with inflation.

The relevant required return also depends on real rates.

A property producing 5% income is not necessarily attractive if safer assets offer a similar or higher
real return.

The investor must assess:

Rate Cuts Can Be Good or Bad News

Nominal yield
Expected inflation
Real yield

Rent growth
Capital expenditure
Risk

Mliquidity

A rate cut can support property by:

Reducing debt costs
Improving borrowing capacity
Lowering required returns
Supporting demand

It can also signal:

Recession
Tenant weakness
Rising vacancy
Financial stress
Credit losses

The cause of the easing determines whether its benefits outweigh the deterioration that prompted it.

Capitalisation Rates Do Not Move One-for-One

A 1% change in bond yields does not guarantee an identical change in property capitalisation rates.

The relationship may be influenced by:

Rent expectations
Investor demand
Credit availability
Transaction volume
Asset quality
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. Sector conditions
*  Risk premiums

Required property yields can remain low while interest rates rise if investors expect strong income
growth.

They can remain elevated after rates fall if confidence is weak.

The CCI Interest-Rate Question

CClI does not stop at:
Are interest rates rising or falling?
We ask:

*  Which rate is moving?

e Why is it moving?

e  How is the property financed?

*  When does the debt reprice?

*  How much income growth is expected?

. What alternative return is available?

*  How must the capitalisation rate adjust?

*  Which tenants are sensitive to the same rate movement?

Interest rates affect both sides of the property equation:

The income produced —and the price investors will pay for it.
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13. CREDIT, LEVERAGE AND
REFINANCING

Credit can make property appear more affordable, more profitable and more liquid.

It can also make the investment fragile.

Leverage Changes the Equity Exposure

Suppose a property is purchased for $1 million using:

e $300,000 of equity
. $700,000 of debt

A 10% rise in property value increases gross equity from $300,000 to $400,000 before costs.
That is approximately a 33% increase in equity.

A 10% decline reduces gross equity to $200,000.

That is approximately a 33% decline.

The property moved by 10%.

The equity moved by approximately three times as much.

Leverage Is More Than a Ratio

Two borrowers can possess the same loan-to-value ratio while carrying very different risk.
The outcome also depends on:

o Interest rate

e Maturity

o Amortisation

J Covenants

o Recourse

e Hedging

o Income

e Liquidity

o Lender

e  Refinancing conditions
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Debt-Service Capacity

A property must generate sufficient cash to support:

e Interest

e  Principal

e Required reserves

e Capital expenditure

e  Covenant compliance

A healthy loan-to-value ratio does not guarantee healthy cash flow.
A fully occupied building can struggle when:

e  Interest expense rises

e  Passing rent is below cost growth
*  Major capital work is required

e  Tenants delay payment

e  Incentives consume cash

Refinancing Is a Dependency

Many property loans mature long before the building reaches the end of its useful life.
The investment therefore depends on the future willingness of lenders.
Refinancing may require:

e Assatisfactory valuation

*  Sufficient income

e Acceptable loan-to-value

e Acceptable debt-service coverage
e Strong sponsorship

. Available credit

A property can remain economically useful while its owner loses control because the financing
cannot be renewed.

Covenant Risk

Loan covenants may relate to:

*  Loan-to-value

. Interest coverage

e Debt-service coverage

*  Occupancy

*  Leasing

e Development milestones
*  Additional borrowing

A breach may allow the lender to:
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*  Increase pricing

e Restrict distributions

e  Require additional equity
*  Demand asset sales

e Enforce security

The debt agreement determines who controls the time available for recovery.

Fixed and Variable Rates

Fixed-rate debt can protect near-term cash flow.
It may introduce:

*  Refinancing cliffs

*  Break costs

e Hedging counterparty exposure
Reduced flexibility

Variable-rate debt adjusts more quickly.

That can become painful during tightening and beneficial during easing.

Non-Recourse and Recourse Debt

Non-recourse lending may limit claims to the financed property, subject to contractual exceptions.
Recourse debt may expose the borrower’s broader assets.

The term must be verified in the governing documents.

The Maturity Wall

A concentration of debt maturities can create system-wide risk.
When many borrowers need refinancing simultaneously:

e Lenders gain negotiating power

*  Margins can rise

*  Loan-to-value requirements may fall
e Assets may be sold

e  Equity may be raised

. Transactions can reset valuations

The refinancing cycle can matter more than the current occupancy rate.
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Credit Availability Drives Development

Easier development finance can create future supply.
Tighter finance can cancel projects even when long-term demand appears attractive.
The credit cycle therefore influences:

*  Existing values

e Transaction liquidity
e  Future competition

e Construction activity

The CCI Credit Principle

Property debt does not merely magnify the return. It determines how long the investor can
wait for the thesis to prove correct.

Time belongs to the owner only while the financing allows it.

Capital Cycle Intelligence Page 63 of 141 Rosetta Stone Series - Property



14. OCCUPIER DEMAND AND THE

ECONOMICS OF SPACE

Property income ultimately depends on users.

An investment thesis should therefore begin with the economics of occupation.

Residential Occupiers

Residential demand may be influenced by:

Population
Household formation
Income

Employment

Rent affordability
Mortgage availability
Location

Housing preferences
Government support

Population growth can increase aggregate need.

But effective demand requires households that can afford the available housing.

Business Occupiers

Commercial tenants require space to conduct economic activity.

Their demand depends on:

Revenue
Profitability
Employment
Business model
Customer location
Technology
Supply-chain design
Cost of occupation

A business may continue operating while requiring less physical space.
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Rent Affordability

Rent cannot rise indefinitely without affecting tenant behaviour.
Businesses may respond through:

. Relocation

. Consolidation

. Remote work

. Automation

. Reduced floor area
. Closure

Households may respond through:

*  Smaller dwellings

e Shared housing

e  Different locations

*  Delayed household formation

*  Home purchase

e  Reduced discretionary spending

The capacity to pay determines how far scarcity can translate into income.

Vacancy

Vacancy is both a current cost and a signal.
Rising vacancy may indicate:

. Weak demand

*  Excess supply

*  Poor asset quality
. Excessive rent

. Obsolescence

. Tenant failure

Low vacancy may indicate tight supply.
It can also reflect:

*  Below-market rent

*  Long leases

e Insufficient measurement

e  Properties withdrawn from availability

Absorption

Net absorption measures the change in occupied space over time.

A market can add tenants while vacancy rises if new supply arrives faster.
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A market can lose occupied space while vacancy falls if obsolete buildings are removed.

Demand and supply must be examined together.

Tenant Incentives

Headline rent may overstate effective rent when the owner provides:

e Rent-free periods

*  Fit-out contributions
e Cash payments

e Reduced outgoings
e  Flexible termination
. Other concessions

The effective economic rent matters more than the advertised figure.

Tenant Concentration

One major tenant may create:
e  Income visibility

e  Lower management burden
e  Stronger financing

It may also create severe concentration.

The question is not only whether the tenant can pay today.

It is whether the property remains economically useful if that tenant leaves.

Building Quality and Polarisation

Demand can concentrate in properties offering:

e Better location

e  Efficient floor plates
Lower energy use

*  Modern systems

e Strong amenities

*  Reliable connectivity

e Regulatory compliance

A market can possess abundant space while suffering a shortage of the space tenants actually want.
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The CCI Occupier Question

CClI asks:

Who needs this space, why do they need this particular property, how much can they afford to
pay, and what alternatives do they possess?

A building without durable occupier demand is not an income asset.

It is a carrying cost.
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15. DEMOGRAPHICS, INFRASTRUCTURE
AND POLICY

Property demand develops within communities.

Demographics, infrastructure and policy shape where and how people live and businesses operate.

Population Growth

Population growth can increase demand for:

*  Housing

o Retail

. Healthcare

J Education

*  Logistics

J Offices

o Infrastructure

But population growth is not sufficient by itself.
The investor must determine:

e Where people are settling
. Their age

e Household size

. Income

*  Employment

e Tenure preference

*  Housing needs

e  Purchasing capacity

Household Formation

Housing demand depends on households—not only population.
Demand may rise when:

*  Young adults leave home

Relationship formation changes

e Separation creates additional households
Migration increases
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. Household sizes decline

Population can remain stable while household demand grows.

The reverse can also occur.
Aging

An ageing population may affect demand for:

. Healthcare

e Agedcare

e Accessible housing

. Retirement communities
e Smaller dwellings

. Particular locations

It may also influence:

*  Household turnover

. Wealth transfer

e  Labour supply

*  Government expenditure

Demographics create slow-moving forces.

They do not eliminate cyclical valuation risk.
Migration

Migration can increase demand rapidly.
The property impact depends on:

. Location

L Income

. Skills

. Household formation
e Available supply

. Visa conditions

*  Employment

Migration may first affect rental markets before flowing into ownership.

Infrastructure

New infrastructure can change accessibility and land use.
Examples include:

o Roads
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e Rail

. Ports

e Airports

e  Schools

*  Hospitals

e  Utilities

e Digital networks

Infrastructure can create value.
It can also:

e Redirect activity away from an existing location
e Increase local supply

e Create noise or disruption

*  Take longer than expected

e  Fail to generate anticipated demand

Planning Policy

Planning can constrain or enable supply through:

e  Zoning
e Density
e  Height

. Subdivision

e  Approval time

e Design rules

e  Developer contributions
e  Heritage restrictions

Restrictive planning can support existing values.

It can also encourage political response when affordability deteriorates.

Taxation

Property may be affected by:

. Transaction taxes

Land taxes

e  Capital-gains treatment
e Depreciation

e Interest deductibility

*  Local rates

e  Foreign-buyer taxes

. Vacancy taxes

Tax benefits do not convert a poor investment into a sound one.

Tax rules can also change.
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Rent Regulation

Rent regulation may seek to improve tenant affordability or stability.
Its effects can include:

e  Lower rent growth for existing tenants

e  Reduced investor returns

*  Changed maintenance incentives

*  Reduced new supply

e Conversion to other uses

e  Greater value for uncontrolled properties

The effect depends on design and enforcement.

Government Support

Housing grants, deposit guarantees and lending programmes can expand purchasing capacity.

When supply is slow, part of the support may flow into higher prices rather than additional housing.

The CCI Policy Question

CClI asks:

*  Which demand is organic?

e Which demand is policy-supported?

e  Does policy increase supply or merely purchasing power?
. Who benefits?

*  Who bears the cost?

*  What second-order response may follow?

*  Can the policy persist?

Property is shaped not only by markets.

It is shaped by the rules governing land, credit and occupancy.
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16. THE CAPITAL CYCLE IN PROPERTY

The property capital cycle moves through opportunity, investment, excess, scarcity and renewal.

Because planning and construction take time, the cycle can be long.

Opportunity

Opportunity may emerge when:

e Values have fallen

e  Development is uneconomic

e Construction has slowed

*  Credit is scarce

e Forced sellers appear

e Investor interest is weak

»  Existing assets trade below replacement cost
e Debt is being restructured

e Future supply is declining

The strongest future supply conditions may develop while the sector appears least attractive.

Scarcity

Scarcity can emerge when:

e Vacancy falls

*  Demand strengthens

e Construction remains limited

e  Existing stock becomes obsolete

*  Planning constrains development

e Replacement cost rises

e Credit remains unavailable to developers

Scarcity can support:

U Rent

*  Occupancy

J Tenant retention

. Asset values

*  Development feasibility
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Capital Inflow

Improving returns attract:

*  Developers

. Lenders

e Equity capital

e  Foreign investors
. Funds

. New entrants

*  Land speculation

Capital initially helps solve the shortage.

It can later create excess.

Land-Price Inflation

Developers often compete for land during strong markets.
Higher residual values encourage landowners to demand more.
Rising land prices can absorb much of the expected development profit.

The benefit of strong future rents may transfer to the seller of the land before construction begins.

Construction Cost Inflation

When development expands, projects compete for:

. Labour

o Materials

o Contractors
*  Equipment
J Consultants
o Finance

Costs rise.

A higher completed value does not guarantee a higher return for the developer.

Excess

Excess may appear through:

e Overbuilding

e Speculative development

*  Weak presales

e Excessive leverage

e Compressed capitalisation rates
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e Aggressive underwriting

e Poor-quality projects

e Overpaid acquisitions

e Unrealistic rent growth

e Deferred capital expenditure

The buildings financed near the top of the cycle may complete after demand has already weakened.

Contraction

As returns decline:

. Transactions slow

. Values fall

*  Lending tightens

e  Projects are cancelled

. Developers fail

. Land values decline

. Construction contracts

. Asset sales increase

e  Capital expenditure is deferred

The contraction damages existing investors.

It also repairs future supply conditions.

Renewal

Renewal begins when:

*  Weak owners recapitalise

e  Debt is restructured

e Assets change hands

*  Development pipelines shrink

*  Replacement costs stabilise

e Rents begin recovering

e  Capital discipline improves

e  New investment requires stronger returns

The property market may become investable before headlines or appraisals appear healthy.

Sector Cycles Differ

Residential, office, industrial, retail and hospitality do not necessarily move together.
They possess different:

. Tenants
e  Lease durations
. Supply timelines
e  Capital requirements
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o Demand drivers
*  Financing structures

A national property downturn can contain local and sector-specific opportunity.

The CCI Property Capital-Cycle Principle

Rising property values encourage construction and leverage. Construction and leverage create
future competition and fragility. Falling values destroy supply and force discipline. Discipline
eventually creates the foundation for renewal.

The investor must determine where the asset sits within that sequence.
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17. INFLATION, REPLACEMENT COST
AND OBSOLESCENCE

Property is often described as an inflation hedge.

That description is incomplete.

Inflation Can Support Rent

Inflation may increase property income when:

e Leases contain indexation

. Market rent rises

e Supply remains constrained

J Tenant revenue grows

*  Occupiers can afford higher rent

The benefit depends on lease terms and tenant economics.

Inflation Can Increase Costs

Inflation can raise:

o Maintenance
o Insurance
. Utilities

J Labour
*  Property taxes
o Fit-out

e Construction
e (Capital expenditure
*  Financing

Income may rise while real profitability falls.

Lease Structure Determines Transmission

A long fixed lease may delay the owner’s ability to capture inflation.
An indexed lease may pass inflation into rent more quickly.

A short lease may permit frequent repricing while creating greater vacancy risk.
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The correct structure depends on:

e Inflation

e Demand

e Tenant quality

e  Starting rent

e  Capital expenditure
e Market supply

Replacement Cost

Higher construction costs can raise the rent or value required to justify new supply.

This may support existing assets when:
*  Demand remains healthy

e  Existing buildings remain competitive
o New construction becomes uneconomic

But replacement cost is not an automatic floor.

An obsolete building is not valuable merely because it would be expensive to reproduce.

Interest-Rate Response

Inflation can prompt higher interest rates.
The property may then experience:

*  Higher rent

e Higher costs

*  Higher debt expense

e Higher required capitalisation rates
*  Lower present value

The final outcome depends on which effect dominates.

Demand Destruction

If inflation reduces real income or business profitability, occupier demand may weaken.

Property can therefore be harmed by the same inflation it was expected to hedge.

Obsolescence

Buildings can lose relevance because of:

*  Technology
e  Regulation
*  Energy efficiency

Capital Cycle Intelligence Page 77 of 141

Rosetta Stone Series - Property



e Tenant preference
e Location change
e Design

. Climate risk

*  Building systems

An asset may require substantial expenditure merely to preserve its income.

Physical Obsolescence

Physical deterioration may involve:

. Structure

J Roof

J Facade

o Lifts

e Plumbing

e Electrical systems
*  Mechanical systems

Functional Obsolescence

A building may remain physically sound while becoming poorly suited to modern use.
Examples include:

e Inefficient floor plates

e Inadequate ceiling height
*  Insufficient power

e Poor connectivity

e  Limited loading access

* Inflexible design

Economic Obsolescence

External forces may weaken the property through:

e  Declining location

*  Industry contraction

e Competing infrastructure
e Oversupply

e Regulatory change

*  Environmental risk

Stranded Assets

An asset can become stranded when the cost of maintaining regulatory, environmental or tenant
relevance exceeds its economic value.

A high replacement cost does not protect a stranded building.
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The CCI Inflation Principle

Property protects against inflation only when income can reprice faster than costs, required
returns and obsolescence consume the benefit.

Inflation sensitivity belongs to the lease, tenant, financing and building—not to the property label
alone.

Capital Cycle Intelligence Page 79 of 141 Rosetta Stone Series - Property



18. NATURAL HABITATS ACROSS
MARKET REGIMES

Property does not possess one natural habitat.

Different sectors, lease structures and capital structures respond to different regimes.

Improving Liquidity and Accelerating Growth

This environment may support:

*  Occupier demand

. Rent

e Transaction activity

e Development

e Credit availability

e  Listed property valuations

Cyclical sectors such as:

e Office

e  Retail

*  Hospitality

e Development

may benefit when growth genuinely increases demand for their space.

The risk is that optimism finances excess supply.

Improving Liquidity and Weak Growth

Lower financing costs may support values before tenant demand improves.
Long-duration leased assets may benefit from lower required returns.
But properties with weak occupier economics may remain under pressure.

This environment can produce a financially driven recovery without a physical-market recovery.
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Strong Growth and Rising Rates

Tenant demand and rent may remain healthy.
Values can still face pressure from:

*  Higher debt costs
e Higher required returns
e  Reduced borrowing capacity

Properties with strong rent growth and limited leverage may absorb the adjustment better.

Inflationary Expansion

Property may benefit when:

*  Rentreprices

e Vacancy is low

e Replacement cost rises
e Tenant revenue grows

It may struggle when:

e  Debt costs rise rapidly

e (Capitalisation rates expand

e operating costs increase

. tenants cannot absorb rent

e development costs become unmanageable

Stagflation

Weak growth and persistent inflation create a difficult combination.

The owner may face:

*  Weak occupier demand

*  Rising expenses

e Higher interest rates

*  Greater capital expenditure
*  Expanding required yields

Properties with essential use, strong tenants and contractual inflation linkage may be more resilient.

Recession and Credit Contraction

During contraction:

o Tenant demand weakens
*  Vacancy rises
o rent collection deteriorates
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e transactions decline

e lenders tighten

e  development stops

e distressed sales emerge

Highly leveraged owners and cyclical properties are vulnerable.
The same contraction can create future opportunity through:

e Lower prices

e Reduced supply

e Debt restructuring

. Better purchase terms

Early Recovery

As credit and growth stabilise:

e  Listed property may respond first
e  Transaction activity returns

*  Buyers accept risk

e Vacancy stops rising

e  leasing improves

e development remains constrained

This combination can support attractive prospective returns.

Supply-Constrained Growth

When demand expands into limited available space:

*  Vacancy falls

*  Rentrises

e  incentives decline

e asset values improve

*  development becomes feasible

The opportunity weakens as the pipeline expands.

Oversupplied Growth

The economy can grow while property returns disappoint when too much stock has been built.
Demand may increase without absorbing available supply.

Growth alone does not cure excess immediately.
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Structural Demand Change

Technological or behavioural change can create sector divergence.
Examples include:

*  E-commerce and logistics

*  Remote work and offices

e  Digital infrastructure and data centres

e Ageing and healthcare

e  Supply-chain resilience and industrial space

The winning sector can still become a poor investment when capital arrives too aggressively.

The Initiating Shock Matters

A vacancy increase caused by recession differs from one caused by structural obsolescence.
A value decline caused by higher discount rates differs from one caused by tenant failure.
A rent increase caused by genuine demand differs from one caused by temporary construction delay.

CClI identifies the cause before projecting the recovery.
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19. READING EXPECTATIONS,
VALUATIONS AND RISK

Property analysis is not complete when the building appears attractive.

The investor must determine what expectations the price requires.

Income Expectations

The valuation may assume:

. Occupancy

*  Rent growth

e Lease renewal

e Tenant solvency

e Expense recovery

e Development completion
e Future sale value

Each assumption should be tested.

Capitalisation-Rate Expectations

A valuation may depend on the required yield remaining low.

If the investment only succeeds through further capitalisation-rate compression, the margin of
safety may be thin.

Terminal Value

Discounted cash-flow models often depend materially on the assumed sale value at the end of the
forecast period.

That value may be influenced by:

e  Final-year income

*  Exit capitalisation rate

*  Building age

*  Remaining lease

*  Required capital expenditure
e Market liquidity
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A large proportion of appraised value can rest on an uncertain future transaction.

Appraisal Smoothing

Appraisals may adjust slowly because:

e Comparable transactions are limited
e valuation occurs periodically

e  evidence is backward-looking

e assumptions change gradually

This can make direct property appear less volatile than listed property.

The economic exposure may still have changed.

Listed-Market Expectations

Listed property securities are priced continuously.
They may trade:

e Above underlying asset value

e Below underlying asset value

e Ata premium for management and growth

e Atadiscount for leverage, governance or asset concerns

A discount is not automatically an opportunity.

It may reflect anticipated falls in asset value, equity issuance or financial stress.

Scenario Analysis
CClI develops several scenarios.

Base Case

What outcome is supported by the most probable combination of occupancy, rent, costs, financing
and required returns?

Bull Case

What would need to occur for value to exceed expectations?
Possible drivers include:

e  Stronger rent
e Faster leasing
*  Lower vacancy
e Better refinancing
*  Lower required yields
*  Successful redevelopment
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e  Improved planning rights

Bear Case

What happens if:

e Vacancy rises?

*  Rent falls?

e Incentives increase?

*  Costsrise?

e  Capitalisation rates expand?

e  Refinancing becomes difficult?

*  Major capital expenditure is required?
e The property becomes obsolete?

Stress Case

Could the investment survive:

. Tenant failure

. Credit withdrawal

e  Adelayed sale

. Construction failure

. A severe valuation decline
e  Fund redemptions

e Regulatory intervention

. An environmental event?

Permanent Impairment

Permanent loss may arise through:

*  Excessive leverage

e  Forced sale

e  Structural obsolescence
. Contamination

. Uninsurable risk

e  Tenant collapse

e  Development failure

e Defects

*  Weak title

e Adverse planning

e  Fraud

. Poor governance

. Dilution

e Irrecoverable capital expenditure
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Price Versus Value

An excellent property can be a poor investment at an excessive price.

A troubled property can become attractive when:

The problems are understood

The capital structure is survivable

The purchase price allows remediation

The expected return compensates for uncertainty

The CCI Expectations Question

CCI asks:

What must remain true for the current price to produce an acceptable return—and what
evidence would demonstrate that those assumptions are failing?

Valuation is not a number detached from the thesis.

It is the price of the assumptions.
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20. THE CCI VIEW OF PROPERTY

CCI approaches property as a local physical asset surrounded by income contracts, credit and
changing economic demand.

Our institutional view rests on the following principles.

1. Begin With the Property

Residential, office, retail, industrial, hospitality and specialist assets are different markets.

Identify the property before applying the narrative.

2. Then Identify the Exposure

Direct ownership, a listed trust, an unlisted fund, a developer and a mortgage fund create different
risks.

Know what you own.

3. Property Is a Bundle of Rights

The asset includes title, permitted use, access, restrictions and obligations.

The legal position belongs inside the valuation.

4. Location Is Economic—Not Merely Geographic

A location is valuable because it connects users with employment, customers, services,
infrastructure or amenity.

Those connections can change.

5. The User Comes Before the Building

A property derives income from someone who needs and can afford the space.

Understand the occupier.
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6. Contracted Rent Is Not Guaranteed Income

Tenant quality, affordability, incentives, expiry and collection determine what the lease is worth.

7. Passing Rent Is Not Market Rent

The difference can create future growth or future decline.

8. Occupancy Is Not Enough

A fully occupied property can contain below-market rent, weak tenants, concentrated expiries or
major capital needs.

9. Income Must Be Measured After the Costs Required to
Preserve It

Maintenance, incentives and capital expenditure can consume an apparently attractive yield.

10. Property Value Depends on Income and Required Return

A stable rent does not prevent a value decline when capitalisation rates expand.

11. Leverage Changes the Investment

Debt magnifies equity outcomes and places conditions on the time available for recovery.

12. Refinancing Is a Dependency

Property whose debt cannot be repaid internally depends on the future willingness of lenders.

That dependency belongs in the thesis.

13. Interest Rates Matter Through Several Channels

They affect debt service, borrowing capacity, development, occupiers and required returns.

Direction alone is insufficient.

14. Credit Supports Prices and Finances Supply

Easy lending can strengthen current values while funding future competition.

15. Low Transaction Volume Is Information

When buyers and sellers cannot agree, liquidity may disappear before reported values adjust.
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16. Appraisal Stability Is Not Economic Stability

Infrequent valuation can conceal changing required returns and deteriorating marketability.

17. Property Is Local

National averages cannot replace sector, suburb, tenant and asset-level research.

18. Population Growth Must Become Effective Demand

People require income, household formation, credit and suitable supply before demographic growth
supports the chosen asset.

19. Planning Restricts Supply and Creates Political Response

Scarcity produced by regulation can support values while increasing pressure for reform.

20. Proposed Supply Is Not Completed Supply

Distinguish proposals, approvals, finance, construction and deliverable stock.

21. Replacement Cost Is Not a Guaranteed Floor

An obsolete or unwanted building does not become valuable because recreating it would be
expensive.

22. New Supply Responds With a Lag

Buildings completed today reflect decisions made under yesterday’s prices, costs and financing
conditions.

23. Strong Markets Can Produce Weak Future Returns

High values attract development, compress yields and encourage leverage.

24. Weak Markets Can Create Strong Future Conditions

Low values destroy supply, restructure debt and restore discipline.

25. Inflation Protection Is Conditional

Income must reprice faster than costs, financing, required returns and obsolescence consume the
benefit.
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26. Buildings Depreciate Even When Land Appreciates

Maintenance and renewal are economic necessities.

27. Obsolescence Can Be More Dangerous Than Vacancy

Vacancy may be cyclical.

Obsolescence can permanently weaken the asset’s relevance.
p y

28. Development Is an Operating Business

It combines land, approvals, finance, construction, leasing and sale risk.

It should not be treated as passive property ownership.

29. A REIT Is Property Within a Financial Structure

Its return depends on assets, leverage, management, capital allocation and market valuation.

30. A Property Loan Is Credit—Not Property Ownership

Collateral supports the claim.

It does not remove default, enforcement, timing or recovery risk.

31. Illiquidity Must Be Compensated

The member should require sufficient prospective return for the inability to exit quickly or cheaply.

32. Tax Benefits Are Secondary

Tax treatment can improve an investment.

It cannot repair weak economics or an excessive purchase price.

33. Price Determines the Quality of the Asset as an Investment

A wonderful property can deliver poor returns when the price assumes perfection.

34. The Portfolio Role Comes Before the Product

Determine what the capital must do before selecting the sector, asset, debt structure or vehicle.

Capital Cycle Intelligence Page 91 of 141 Rosetta Stone Series - Property



A PRINCIPLE TO CARRY INTO PART III

Property can provide:

e Income

e Inflation sensitivity

e Capital appreciation

*  Diversification

e Development opportunity

e Exposure to demographic and economic growth

But a strong location does not complete the research.
A durable building does not guarantee durable income.
A long lease does not eliminate tenant risk.

A low vacancy rate does not prove value.

And an attractive asset can become a fragile investment when financed with debt that matures
before the thesis has time to work.

The member must still determine:

e What role the allocation will perform

*  Which property sector expresses that role

*  Which location and asset are suitable

*  What the tenant or user can afford

*  What expenditure the property requires

. How the investment is financed

*  What future supply will compete with it

*  What expectations the price contains

. What would invalidate the thesis

*  How much capital the opportunity deserves
*  How the position will be monitored and eventually exited

The next question is therefore:

How should a CCI member research, select, finance, size and monitor
a property exposure within a real portfolio?
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A CCI framework for defining the portfolio role, selecting the
appropriate property exposure and allocating capital with discipline.
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RESEARCHING AND APPLYING
PROPERTY

Property investing begins with a physical asset.
But the investment outcome depends on much more than bricks, land or location.
The member must connect:

Purpose — What is this capital required to do?

Sector — Which type of property expresses that purpose?

Market — Where does sustainable occupier demand exist?

Asset — Which physical and legal rights will be acquired?

Income — Who produces the cash flow, and how durable is it?

Finance — How does debt change the exposure?

Vehicle — Through which structure will the property be owned?
Valuation — What expectations are already reflected in the price?
Allocation — How much portfolio risk should the investment contribute?

CRINELPE

A property may be well located but poorly financed.
A building may be fully occupied while its leases conceal future income declines.

A development site may possess genuine potential while requiring approvals, construction and
capital the investor cannot control.

An unlisted property fund may display stable valuations while its underlying assets are becoming
more difficult to sell.

A listed property trust may fall sharply while its buildings remain occupied because the market is
anticipating higher debt costs, lower asset values or future equity issuance.

The objective is not simply to own property.

It is to obtain the right property exposure, through the right vehicle, with financing that gives the
thesis sufficient time to work.
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21. POTENTIAL PORTFOLIO ROLES

A property allocation should possess a clearly defined role.
Without one, the member cannot determine:

*  Which sector belongs

e Whether direct or indirect ownership is appropriate
e How much debt is acceptable

e What return should be required

e Which evidence should be monitored

*  When the investment should be sold

Income

Property can produce income through rent and other payments associated with the use of space.
Income may appeal to members seeking:

e Regular cash flow

. Partial inflation linkage

e  Long-duration contractual payments

*  Diversification from company earnings
e Areturn supported by physical utility

But rental income is not automatically passive or secure.
The investor must allow for:

. Vacancy

. Arrears

. Management

*  Maintenance

. Insurance

. Rates

. Taxes

e  Leasing incentives
e  Capital expenditure
*  Financing

. Transaction costs

The relevant measure is sustainable cash available to the investor—not headline rent.
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Long-Term Capital Growth

Property may appreciate through:

*  Rental growth

e  Land scarcity

e Infrastructure

*  Planning change

e  Population

e Economic activity

*  Improved management
e Development

e Lower required returns

Capital growth should not be treated as guaranteed.

The thesis must identify what creates additional economic value.

Inflation Sensitivity

Property may provide inflation sensitivity when:

*  Rent can reprice

*  Leases contain indexation

*  Replacement costs rise

*  New supply becomes more difficult

e  Tenant revenues increase with nominal activity

The protection can fail when:

e Debt costs rise faster

e Operating expenses increase

e  tenants cannot afford higher rent

e required capitalisation rates expand
e the building becomes obsolete

Diversification

Property may diversify a portfolio because its income is connected to:

. Households

o Businesses

e Local economic activity
*  Physical space

o Lease contracts

But diversification depends on the exposure.
A highly leveraged listed property trust may share significant risk with equities and credit.

A direct property may appear less correlated partly because it is valued infrequently.
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Low measured correlation is not always low economic dependence.

Exposure to Demographic Growth

Property can express a view on:

*  Population

*  Household formation

e  Ageing

e Migration

e Urbanisation

e  Changing living preferences

The thesis must translate demographics into:

*  Location

. Property type

e Affordability

. Occupancy

. Rent

e Required new supply

Population growth at a national level is not a property-level investment thesis.

Exposure to Economic Activity

Office, retail, industrial, hospitality and specialist assets can provide exposure to different parts of
the economy.

The member should identify the activity creating demand:

e  Employment

*  Manufacturing
. E-commerce

. Tourism

*  Healthcare

. Education

e Data processing
e Agriculture

Capital-Cycle Exposure

Property securities, developers or distressed assets may provide exposure to:

*  Reduced development
e Debt restructuring

*  Forced sales

e Improving occupancy
e Capital discipline

*  Asset repositioning
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e Arecovery in transaction markets

This role generally involves greater uncertainty than owning a stabilised income-producing
property.

Value-Add Opportunity

An owner may create value through:

*  Renovation

*  Re-leasing

*  Improved management
*  Expense reduction

e Expansion

e Subdivision

e Change of use

e Planning

*  Energy upgrades

e Better tenant mix

The expected return should compensate for execution risk and additional capital.

Development

Development seeks to create a completed asset whose value exceeds the full cost of:

e Land

*  Planning

e  Construction

. Finance

*  Consultants

. Tax

e Marketing
Contingency

e  Required profit

Development is not passive property investment.

It is an operating business with property as its output.

Personal Use

Owner-occupied residential property provides housing services as well as potential financial return.
Its value to the member may include:

e Stability
i Control
» Lifestyle
e Security
e Community
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*  Reduced exposure to future rent

These benefits are real.

They should be distinguished from investment return when comparing the home with other
portfolio assets.

Speculation

A speculative property position may depend on:
e  Rezoning
e  Rapid appreciation
. Short-term resale
e Aggressive leverage

*  Market timing
e Anunconfirmed infrastructure project

Speculation should be recognised and sized as speculation.

It should not be renamed long-term investment when the expected catalyst fails.

The CCI Role Statement

Before selecting a property, complete this sentence:

This allocation exists to , and it should perform when because

If that sentence cannot be completed clearly, the role has not yet been defined.
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22. BUILDING A PROPERTY EXPOSURE

Once the purpose is clear, the member can select the sector, asset and vehicle.
Choose the Sector

Residential

Residential exposure may suit a thesis involving:

*  Household formation

e Migration

e Rental scarcity

e Affordability

e  Location improvement

e Constrained construction

The investor must separate the emotional familiarity of housing from its investment economics.
Office

Office exposure may suit a thesis involving:

*  Employment growth

e Tenant expansion

e  Limited premium supply

*  Asset repositioning

e Location improvement

*  Recovery from excessive pessimism

The member must examine whether demand weakness is cyclical or structural.

Retail

Retail exposure may suit a thesis involving:

e Consumer spending

e Population growth

e Service-based tenancy

¢  Convenience

° Strong centre management
e  Redevelopment
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Tenant affordability and competition remain central.
Industrial and Logistics

Industrial exposure may suit a thesis involving:

. Trade

. E-commerce

e  Manufacturing

e  Inventory resilience
. Distribution

. Infrastructure access

Strong historical performance can attract supply and compress prospective returns.
Hospitality
Hospitality may suit a thesis involving:

e  Tourism

*  Business travel

. Events

*  Limited new capacity

e Operating improvement

It combines property with a short-duration operating business and can be highly cyclical.
Healthcare and Specialist Property

Specialist sectors may suit a thesis involving:

e Demographics

e  Healthcare demand

e  Digital infrastructure

e  Storage

e  Education

. Long-duration contracts

Specialisation can create durable demand and expensive obsolescence.

Choose the Market

Market selection should consider:

e  Population

e  Employment

* Income

e Business activity
e Infrastructure

. Vacancy

. Rent
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. New supply

e  Planning

e  Land availability
e Credit

*  Local policy

National trends should be used as context—not as substitutes for local analysis.

Choose the Asset

Compare:

. Location

. Land

e  Building
e Design

. Condition
. Access

. Tenant

. Lease

e Capital expenditure
*  Environmental risk
e Alternative use
e Future competition
A good sector does not make every asset attractive.

Choose the Vehicle

Direct Ownership

Direct ownership may provide:

. Control

. Asset selection

*  Financing flexibility

. Improvement opportunities
. Direct rental income

It also creates:

e  Concentration

e Illiquidity

e  Management responsibility
e  Transaction costs

e Capital calls

e Legal obligations

Listed Property Trusts and REITs

Listed vehicles may provide:
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e  Liquidity

*  Diversification

e Professional management

e Smaller investment amounts
e  Continuous market pricing

e Access to specialist sectors

They also introduce:

e  Equity-market volatility

e  Corporate leverage

*  Management and governance
e  Capital-market dependence

*  Premiums or discounts to underlying value

. Potential dilution

Unlisted Funds and Syndicates

These may provide access to larger assets while avoiding continuous exchange pricing.

Research should examine:

e  Redemption terms

e Valuation frequency

. Fund life

e Capital calls

*  Gearing

. Fees

*  Governance

*  Related-party transactions
. Exit mechanism

Developers

Developer exposure may provide:

e  Planning uplift

e  Construction profit

e Land value

*  Development pipeline
e Operating leverage

It also creates substantial:

*  Financing risk

e Costrisk

e Settlement risk
*  Timing risk

e  Inventory risk
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Property Debt

Property-debt investments may suit an income or credit mandate.
The member should examine:

. Borrower

. Purpose

e Security

e Seniority

*  Loan-to-value

e Debt-service coverage
e Covenants

*  Maturity

. Exit

. Recovery

The collateral is important.

The investment remains a loan.

Strategic or Tactical?

A strategic allocation is intended to perform a continuing portfolio role.
A tactical position seeks to capture a specific dislocation or transition.
The distinction affects:

*  Holding period

. Debt

e Vehicle

*  Position size

*  Monitoring

e Acceptable illiquidity
»  Exitrules

Determine the Debt Structure

Debt should be matched with the asset’s:

*  Income durability

e Lease duration

e  Capital requirements
*  Development stage
*  Holding period

*  Market liquidity

The member should avoid relying on refinancing under conditions that only exist in the optimistic
scenario.
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Maintain Liquidity Outside the Property

[lliquid property may require unexpected capital for:

*  Repairs

. Vacancy

o Interest

e Tax

. Insurance

e Legal issues

*  Development overruns
e  Fund capital calls

A property allocation should not consume every available source of liquidity.

Size by Portfolio Risk

Position size should reflect:

e Concentration

. Leverage

e Liquidity

e Income durability

e  Capital expenditure

*  Tenant dependence

e Sector exposure

. Geography

*  Drawdown potential

e Member risk capacity
*  Member risk tolerance
e  Member risk requirement

The member’s home, investment properties, listed property securities and property-related
employment should be considered together.

Diversification should be measured across the complete economic exposure.
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23. THE CCI PROPERTY RESEARCH
HIERARCHY

CCl researches property through a deliberate hierarchy:

Mandate — System — Regime — Market — Sector — Asset — Income —
Financing — Valuation — Portfolio

Mandate

What is the capital required to do?
Ask:

o Is the objective income, growth, diversification or development?
e Ispersonal use involved?

*  How long can the capital be committed?

e Isliquidity required?

*  How much concentration is acceptable?

e What risk must the property diversify?

System

What is happening across the broader financial system?
Examine:

e Liquidity

e  Growth

e Credit

*  Interest rates

. Inflation

*  Employment

. Currency

*  Fiscal policy

*  Lending standards

Regime
‘Which combination of forces dominates?
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Possible regimes include:

*  Easing liquidity and accelerating growth
e  Strong growth and rising rates

e  Inflationary expansion

e  Stagflation

*  Recession

e Credit contraction

. Early recovery

e  Supply-constrained growth

e  Structural demand change

Market

What is happening in the specific location?
Examine:

*  Population

. Household formation
e  Employment

. Income

. Infrastructure

. Vacancy

. Rent
J Transactions
. Land

*  Planning
e Development

Sector

Which property type expresses the view?
Ask:

*  Who occupies it?

*  What activity creates demand?

e  Is demand cyclical or structural?
*  What substitute space exists?

*  What new supply is coming?

Asset

What exactly is being acquired?

Examine:
o Title
. Land
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e  Building

. Condition

. Access

e Design

. Environmental risk
. Permitted use

e Optionality

. Alternative use

Income

Who produces the cash flow?

Examine:
. Tenant
J Rent

*  Lease expiry

. Review mechanism
*  Incentives

. Arrears

. Vacancy

. Expenses

e Capital expenditure

Financing

How does debt change the exposure?
Examine:

L Loan amount
. Loan-to-value
. Interest rate

e Maturity

. Amortisation
. Covenants

L Recourse

e  Hedging

*  Refinancing

Valuation

What expectations does the price contain?
Examine:

e Net operating income
e  Capitalisation rate
*  Comparable sales
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e  Discounted cash flow
*  Replacement cost

e Development value

e  Transaction costs

Portfolio

What will the exposure do to the complete portfolio?
Ask:

e What risk does it diversify?

e  Whatrisk does it duplicate?

e Is the member already property-heavy?

*  How much liquidity remains?

e What is the opportunity cost?

*  What could force an untimely sale?

*  How will the position eventually be exited?

The hierarchy prevents an attractive building or popular suburb from bypassing investment
discipline.
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24. HOW CCI RESEARCHES A PROPERTY

INVESTMENT

CCI moves from purpose to system, from market to asset and from property to portfolio.

Step One — Define the Mandate

State what the property is intended to accomplish.
Examples include:

*  Produce sustainable income

e Diversify listed financial assets

e Participate in local demographic growth
e Capture a development opportunity

e Invest in a recovering property sector

e Provide long-term housing security

Avoid statements such as:

e Property always goes up.
*  Rent pays the mortgage.
e Land is scarce.

e This suburb is popular.

e Interest rates will fall.

These are observations or forecasts —not complete mandates.

Step Two — Identify the Dominant Force

Determine whether the opportunity is driven primarily by:

e Liquidity

J Growth

e Credit

. Interest rates

e Demographics

*  Occupier demand

e Supply constraint

e Development

. Distress

. Infrastructure

e Policy

e (Capital-cycle renewal
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Several forces may matter.

One or two will usually dominate.

Step Three — Analyse the Market

Examine the relevant local area.
Research:

e Population

*  Household formation
*  Employment

*  Income

*  Major industries
e Infrastructure

*  Amenities

. Vacancy

. Rent

e Sales volume

*  Development

e Planning

Use the smallest geographic area that remains economically meaningful.

Step Four — Identify the Economic User

Ask:

e Who lives or operates here?

*  Why do they choose this location?

*  What can they afford?

*  What alternatives do they possess?

*  What would cause them to leave?

e Is their demand expanding or contracting?

A property thesis begins with the occupier.

Step Five — Inspect the Physical Asset

Examine:

J Structure
. Roof
. Facade
*  Building systems
o Access
. Layout
e Parking
o Utilities
e Energy efficiency
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e  Accessibility

e Fit-for-purpose design
J Deferred maintenance
. Defects

Independent specialist advice may be required.

Step Six — Verify the Legal Rights

Review:

J Title

o Boundaries
o Easements
o Covenants

. Mortgages
. Leases

e Planning

e Heritage

e  Strata

e Environmental obligations
. Permitted use

The legal position should be verified by appropriately qualified professionals.

Step Seven — Assess Environmental and Physical Risk

Consider:
. Flood
o Bushfire
o Storm
o Coastal erosion
o Heat
o Water
o Soil
o Contamination
. Asbestos

*  Building safety
e Insurance availability

The question is not only whether the property can be insured today.
It is whether the risk and cost remain acceptable through the intended holding period.

Step Eight — Analyse the Tenant or Occupier

For an investment property, examine:
e Tenant identity
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*  Financial capacity

. Industry

. Parent support

. Rent affordability

e Location dependence
e Payment history

e Alternative premises
e Concentration

A prestigious name does not replace analysis of the legal tenant entity.

Step Nine — Read Every Lease

o Current rent

. Review dates

. Review mechanism

e Expiry

e Options

*  Recoverable expenses
o Incentives

o Maintenance

. Guarantees

e Assignment

o Termination

. Default

*  Make-good obligations

The lease converts physical space into income.

Its details determine the quality of that conversion.

Step Ten — Reconstruct Sustainable Income

Begin with potential gross income.
Then allow for:

. Vacancy
. Incentives
. Arrears

. Bad debts
. Management
e  Rates

. Insurance

e Utilities

*  Maintenance

e  Leasing costs

e Recurring capital expenditure
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Do not capitalise gross rent as though every dollar belonged permanently to the investor.

Step Eleven — Map Lease Expiries

Identify:

*  Major expiries

e Tenant concentration

*  Break clauses

*  Renewal options

e Market-rent differences
e Required refurbishment
*  Expected downtime

e Incentives

A stable current income stream can contain a future cliff.

Step Twelve — Analyse Competing Supply

Distinguish between projects that are:

. Proposed

*  Approved

. Pre-committed

o Financed

o Under construction
e Completed

o Available

Estimate when each could compete with the property.

Step Thirteen — Locate the Capital Cycle

Ask:

*  Are values above or below replacement cost?
e Is development profitable?

e Iscredit available?

*  Are land values rising?

e Are costs rising?

e Is construction accelerating?

*  Are projects being cancelled?

e  Are weak owners selling?

*  Is capital becoming disciplined?

Determine whether the market is moving through:
*  Opportunity
e  Capital inflow

. Excess
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o Contraction
e Scarcity
o Renewal

Step Fourteen — Analyse the Financing

Map
e Purchase price
*  Equity
*  Debt

o Loan-to-value

o Interest rate

e Fixed or variable period
e Maturity

. Amortisation

o Covenants

o Fees

*  Hedging

e Refinancing assumptions
U Recourse

Stress the debt against:

. Lower income

e Higher vacancy

e Higher interest rates
. Lower valuation

e Delayed sale

e (Capital expenditure

Step Fifteen — Estimate Capital Expenditure

Separate:

*  Routine maintenance

*  Replacement expenditure
. Tenant improvements

e Regulatory upgrades

*  Repositioning

*  Expansion

e Deferred work

Capital expenditure should be included when calculating the economic yield.
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Step Sixteen — Value the Property Through Multiple Methods

Use appropriate combinations of:

e Comparable sales

*  Income capitalisation

e Discounted cash flow

e Replacement cost

. Residual land value

. Price-to-rent

e Price-to-income

e  Debt-service affordability

Investigate why the methods differ.

Do not average weak assumptions into a false sense of precision.

Step Seventeen — Calculate the Complete Acquisition Cost

Include:

e Purchase price

. Transaction taxes

e Legal fees

e Due diligence

. Valuation

. Finance

*  Agent fees

e Immediate repairs

. Vacancy

e Initial capital expenditure

The member’s return begins from the complete capital committed—not the advertised price alone.

Step Eighteen — Identify the Source of Return

Determine whether prospective return depends on:

e Current income

e Rental growth

e Occupancy improvement
e Development

e  Planning

e Capitalisation-rate compression
e Land appreciation

e  Debt reduction

e Currency

*  Active management

. A market recovery
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The source should be observable and testable.

Step Nineteen — Build Scenarios

Develop:

o Base case
o Bull case
o Bear case
o Stress case

. Rent

. Vacancy

. Expenses

*  Capital expenditure
. Interest rates

e (Capitalisation rates
e  Refinancing

e Sale timing

e Development cost
e Completion

e Transaction costs

Step Twenty — Define Thesis Failure

Possible invalidating evidence includes:

*  Occupier demand deteriorates structurally.

e  The major tenant leaves.

*  Rent affordability fails.

e Competing supply exceeds expectations.

e Required capital expenditure rises materially.

*  Refinancing becomes unavailable.

e  Planning potential cannot be realised.

*  Insurance becomes unavailable or uneconomic.
*  The building becomes obsolete.

e The vehicle fails to provide the intended exposure.
e Management misallocates capital.

A lower appraisal may prompt review.

A broken thesis requires action.

Step Twenty-One — Compare Alternative Expressions

Compare the proposed investment with:

o Cash
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e  Bonds

e Listed property trusts

. Unlisted funds

. Direct property

e Property debt

. Infrastructure

e Equities

. A different property sector
. A different location

Every property allocation carries an opportunity cost.

Step Twenty-Two — Size the Position

Position size should reflect:

e  Confidence

*  Concentration

. Leverage

e Illiquidity

*  Income durability
e  Capital requirements
J Time horizon

e  Portfolio role

e  Risk capacity

*  Risk tolerance

*  Risk requirement

Risk requirement asks:

How much risk must this capital accept to achieve its objective?

If the objective can be achieved with less concentration, leverage or illiquidity, the portfolio should

not assume more merely because the property feels tangible.

Step Twenty-Three — Establish Monitoring Rules

Monitor the variables that make the thesis true.
These may include:

*  Occupancy

. Rent collection

J Tenant performance

e Lease expiry

. Market rent

o Incentives

. Vacancy

*  Development approvals
o Construction

o Interest rates
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. Lending terms

e (Capital expenditure

. Insurance

e Comparable transactions
e Listed-market signals

Step Twenty-Four — Establish Exit and Rebalancing Rules

An exposure may be reduced when:

e The thesis is fulfilled

e The thesis fails

e  The portfolio becomes too concentrated
e The property requires excessive capital

*  Refinancing risk becomes unacceptable
e Valuation assumes too much

e A superior opportunity emerges

*  The intended role is no longer required

Because property is illiquid, the exit process should begin before the need to sell becomes urgent.
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25. SOURCES OF PROPERTY RESEARCH

EVIDENCE

Property research should combine local, physical, legal, financial and market evidence.

Government Statistical Agencies

Useful information may include:

e Population

e Household formation
*  Employment

J Income

e Building approvals
¢ Construction

e Completions

J Rent

e  Property prices

. Finance

e Migration

The Australian Bureau of Statistics publishes building approvals and activity across residential and
non-residential property types, including projects commenced, completed and under construction.

Australian Bureau of Statistics

Central Banks and Prudential Regulators

These may provide evidence concerning:

*  Interest rates

*  Housing credit

*  Business lending

*  Lending standards

. Household debt

*  Financial stability

e Commercial property exposure
. Mortgage stress
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Planning Authorities and Local Government

Research may include:

e  Zoning

e  Development applications
e Approvals

e Infrastructure plans

e Contribution requirements
e Heritage

e  Environmental overlays

*  Building compliance

Approved plans can still change or fail to proceed.

Land and Title Records

Title searches may reveal:

e Ownership

o Boundaries

. Mortgages

o Easements

o Covenants

o Encumbrances

e Registered interests

Legal interpretation should be obtained where appropriate.

Property Documents

Review:

. Leases

. Rent schedules

. Arrears

e Operating statements
*  Expense records

e (Capital-expenditure history
*  Maintenance

. Insurance

*  Building reports

e Environmental reports
. Valuations

. Plans

e Approvals

. Tax records
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Listed and Unlisted Fund Documents

Research may include:

e  Annual reports

. Financial statements

e Property portfolios

e Debt maturity schedules

e Valuation policies

e Distribution policy

*  Fund constitution

. Product disclosure statements
*  Redemption provisions

. Management agreements
e Related-party transactions

Comparable Transactions

Comparable evidence should be assessed for:

. Date

e Location

. Property type

*  Quality

. Tenant

*  Lease duration

*  Occupancy

e Capital expenditure
*  Financing

. Distress

*  Planning potential

A sale price without context is not a meaningful comparable.

Leasing Evidence

Examine:

*  Asking rent

o Effective rent

. Incentives

*  Vacancy

e Absorption

. Lease duration

. Renewal

U Tenant movement

e Sublease availability

Direct conversations with agents and occupiers may help test published data.
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Construction Evidence

Research may include:

e Tender prices

e Contractor availability
e Materials

e Labour

*  Finance

e Development feasibility
e  Pipeline stages

e Completion risk

Independent Professional Evidence

Depending on the asset, the member may require:

e Legal advice

*  Building inspection

*  Quantity surveying

*  Engineering

e  Environmental assessment
*  Planning advice

. Valuation

e Tax advice

e Insurance advice

Property complexity should not be solved through confidence alone.
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26. THE MEMBER’S PROPERTY
RESEARCH CHECKLIST

Mandate

e  What is this capital required to do?

o Is the objective income, growth, diversification or personal use?
e Is the allocation strategic or tactical?

*  How long can the capital remain committed?

e How much liquidity is required?

*  What risk is the property intended to diversify?

Market

e What is the specific local market?

e Is population growing?

e Are households forming?

e Is employment resilient?

e  Which industries support demand?

e  What infrastructure is changing?

e How liquid is the transaction market?

Sector

e Which property sector am I considering?

*  Who uses this type of space?

e Is demand cyclical or structural?

*  What substitute space exists?

e Is the sector becoming obsolete or more important?

Asset

e What land and improvements are included?
e Isthe title clear?

e  What restrictions apply?

e What is the permitted use?

e  What condition is the building in?

e  What immediate work is required?

e What alternative use exists?

e What environmental or physical risks apply?

Capital Cycle Intelligence Page 124 of 141 Rosetta Stone Series - Property



Occupier

*  Who uses the property?

*  Why do they need this location?

e  Can they afford the rent?

e What alternatives do they possess?
*  What would cause them to leave?

Lease and Income

e  Who is the legal tenant?

*  What rent is payable?

. How is it reviewed?

*  When does the lease expire?

e What options or break clauses apply?

*  Who pays operating expenses?

*  Are there incentives or concessions?

*  What arrears exist?

e Is passing rent above or below market?

Expenses and Capital

*  What are the operating expenses?

e Which costs can be recovered?

e What maintenance is recurring?

*  What replacement expenditure is required?
e What leasing costs are likely?

e What deferred work exists?

*  What regulatory upgrades may be needed?

Supply

e What existing competition exists?
e  What vacancy is available?

e Which projects are proposed?

*  Which are approved?

. Which are financed?

e Which are under construction?

e When could they compete?

Capital Cycle

e Are values above replacement cost?
e Is development profitable?

. Is credit abundant?

e Are developers overpaying for land?
e Are costs rising?

e Are projects being cancelled?
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Capital Cycle Intelligence

Is forced selling emerging?
Is capital becoming more disciplined?

Financing

How much debt is being used?

What is the loan-to-value ratio?

Is the interest rate fixed or variable?
When does the debt mature?

What covenants apply?

Is the debt recourse?

What happens if rent falls?

What valuation is required to refinance?
Could the position survive a delayed sale?

Valuation

What is the sustainable net operating income?
What capitalisation rate is appropriate?

What comparable transactions exist?

What capital expenditure is excluded?

What terminal value is assumed?

What complete acquisition costs apply?

What expectations are reflected in the price?
What margin of safety exists?

Vehicle

Am I buying property, equity, a fund or debt?
Who controls the investment?

What fees apply?

What leverage exists?

What governance protections exist?

Can additional capital be called?

How can the investment be exited?

Can withdrawals be restricted?

Portfolio

How much property exposure do I already possess?

Is my employment linked to the same market?
What risk does this investment diversify?
What risk does it duplicate?

How much liquidity remains?

How large could the drawdown be?

What is the opportunity cost?
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Monitoring and Exit

J Which variables must remain true?

. What evidence will be reviewed?

. How often?

J What would invalidate the thesis?

. What would indicate success?

e Under what conditions will the property or vehicle be sold?

If these questions cannot yet be answered, the research is not complete.
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27. COMMON PROPERTY MISTAKES

Assuming Property Always Rises

Long-term appreciation does not eliminate:

Cycles

Inflation

Transaction costs
Maintenance

Leverage

Local decline
Permanent impairment

Treating Property as One Market

Residential, office, industrial and hospitality property possess different users, leases and cycles.

Extrapolating National Data Into a Local Investment

Property is location-specific.

National shortage does not guarantee local scarcity.

Confusing Population With Effective Demand

People need income, household formation, credit and suitable property before demographic growth
supports value.

Ignoring the Tenant

A building’s income depends on the occupier’s capacity and need.

The asset cannot be separated from its user.

Treating Contracted Rent as Guaranteed Cash

Tenant failure, arrears, incentives and lease expiry can alter the outcome.
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Using Gross Yield

Gross rent ignores the costs required to own, operate, finance and preserve the property.

Ignoring Capital Expenditure
A building can distribute income while accumulating future obligations.

Assuming High Occupancy Means Low Risk

Occupancy can conceal:

Weak tenants
Below-market rent
Concentrated expiries
Excessive incentives
Deferred maintenance

Capitalising Unsustainable Income

Temporary rent, above-market leases or unusual occupancy should not be valued as permanent.

Assuming Replacement Cost Creates a Floor

An unwanted building is not worth rebuilding.

Usefulness comes first.

Confusing Approval With Development Value

Planning approval does not guarantee finance, construction, leasing or profit.

Treating Proposed Supply as Completed Supply

Each stage of the pipeline carries different probability.

Ignoring Obsolescence

Physical, functional and economic deterioration can permanently weaken demand.

Underestimating Transaction Costs

Buying and selling property can consume a meaningful portion of return.
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Mistaking Illiquidity for Stability
The absence of a daily quotation does not mean the asset’s economic value is unchanged.

Overusing Leverage

Leverage can turn an ordinary valuation decline into severe equity loss.

Treating Refinancing as Certain

Future credit belongs to future lenders.

It should never be assumed.

Matching Short Debt With a Long Thesis

A sound long-term asset can fail when the financing expires too early.

Buying for Tax Benefits

Tax treatment is secondary to cash flow, value and risk.

Confusing a REIT With Direct Property

A listed vehicle includes management, leverage, governance and continuous market pricing.

Confusing Property Debt With Ownership

Security supports recovery.

It does not provide the upside or control of ownership.

Assuming Diversification Without Measuring Existing
Exposure

A member may already be concentrated through:

Home

Investment property
Employment
Banking exposure
Listed property
Local economy

Overvaluing Familiarity

Living near a property does not replace analysis of title, cash flow, financing and valuation.
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Falling in Love With the Asset

A beautiful building can be a poor investment.

The portfolio owns the economics—not the architecture.

Failing to Define the Exit

Property takes time to sell.

An exit plan formed during distress has been formed too late.

Capital Cycle Intelligence Page 131 of 141

Rosetta Stone Series - Property



28. KEY PRINCIPLES TO RETAIN

1. Property is more than a building.

It combines land, improvements, rights and obligations.

2. Property is local.

Analyse the specific market, sector, asset and tenant.

3. Begin with the economic user.

Space has value because someone needs and can afford it.

4. Identify what you own.

Direct property, equity, fund and debt are different exposures.

5. The title belongs inside the analysis.

Legal rights determine control, use and value.

6. Location is a connection to economic activity.

Those connections can strengthen or weaken.

7. Contracted rent is not guaranteed income.

Tenant quality and affordability matter.

8. Passing rent and market rent are different.

The gap can create future growth or decline.

9. Gross rent is not return.

Expenses, capital expenditure, finance and transaction costs must be deducted.
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10. Buildings require continuing capital.

Deferred expenditure is an obligation—not free cash flow.

11. Occupancy is not enough.

Lease quality, tenant concentration and expiry matter.

12. Value depends on income and required return.

Capitalisation-rate changes can materially alter values.

13. Leverage changes the character of the investment.

It magnifies outcomes and introduces lender control.

14. Refinancing is a dependency.

Future credit should be stress-tested rather than assumed.

15. Debt maturity determines how much time the thesis
possesses.

Long-lived assets can be undermined by short-lived financing.

16. Interest rates work through several channels.

They affect occupiers, borrowers, developers and investor returns.

17. Credit supports demand and finances future supply.
Today’s easy lending can create tomorrow’s excess.

18. Transaction volume is evidence.

Liquidity can disappear before reported values fall.

19. Appraisal stability is not economic stability.

Infrequent pricing can conceal current risk.

20. Population growth must become local, affordable demand.

Demographics are context—not conclusion.
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21. Planning creates scarcity and optionality.

It also creates political, timing and execution risk.

22. Proposed supply is not deliverable supply.

Follow projects through approvals, finance and construction.

23. Development is an operating business.

It requires compensation for execution and time.

24. Property supply responds slowly.

Completions reflect decisions made under earlier conditions.

25. High values attract competition.

Strong current returns can weaken prospective returns.

26. Weak values destroy future supply.

Distress can create the foundations of renewal.

27. Replacement cost is relevant only when the asset remains
useful.

Obsolescence can overwhelm scarcity.

28. Inflation protection is conditional.

Rent must outrun expenses, financing and required returns.

29. A REIT is property inside a financial structure.
Assets, debt, management and market price all matter.

30. A mortgage is credit secured by property.
Collateral does not eliminate default or recovery risk.

31. Illiquidity must be compensated.

A difficult exit should require a better prospective return.
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32. Tax benefits cannot rescue weak economics.

The investment should stand before tax treatment.

33. Price determines whether a good property becomes a good
investment.

Quality without valuation discipline is insufficient.

34. Position size should reflect complete economic exposure.

Include the home, employment, debt and related securities.

35. Evidence must govern the thesis.

Familiarity and narrative should never outrank cash flow and risk.

36. The portfolio role comes before the property.

Purpose determines sector, asset, financing and allocation.
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29. A PRINCIPLE TO CARRY FORWARD

Property begins with place.
But place alone does not create an investment.
Value emerges through the interaction of:

*  Physical usefulness
e Legal rights

e Location

*  Occupier demand

. Rent

. Expenses

e  Capital expenditure

. Credit
*  Supply
. Time

o Price

A property can provide shelter, income and productive space.

That does not make its value permanent.

A lease can provide contractual income.

That does not make the tenant infallible.

Land can be scarce.

That does not guarantee demand for every site.

Leverage can increase returns.

That does not create value—and it can remove the time required for value to emerge.

The objective is not to own property because it is tangible, familiar or historically successful.

It is to allocate capital deliberately to an exposure whose:

*  Purpose is clear

*  Rights are understood

*  Occupier demand is durable

. Income is sustainable

e (Capital requirements are recognised
*  Financing is survivable
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e Supply conditions are favourable
»  Price provides sufficient compensation
e Role strengthens the complete portfolio

The final question is not:
Will property prices rise?
Itis:

Which property exposure, in which location and sector, owned through which vehicle,
financed on what terms and purchased at what price, improves the resilience and prospective
return of your complete portfolio?

That is the question the CCI framework is designed to help you answer.
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CONTINUE TO PROPERTY RESEARCH

Property Deep Dive Pathways Under Development

e  Residential Property and Housing Cycles

e Apartments, Houses and Build-to-Rent

e Office Property and the Future of Work

e Retail Property and Consumer Behaviour

e Industrial, Warehouse and Logistics Property

e  Hotels, Tourism and Hospitality Property

e Healthcare, Aged Care and Life-Science Property
e Data Centres and Digital Infrastructure

e Self-Storage and Specialist Property

e Agricultural Property and Farmland

e Listed Property Trusts and REITs

e Unlisted Property Funds and Syndicates

e Property Development and Residual Land Value
e Commercial Property Lending and Mortgage Funds
e Property Valuation and Capitalisation Rates

e Property Leases and Tenant Analysis

e Property Debt, Leverage and Refinancing

e Planning, Infrastructure and Land Supply

e Property Across Market Regimes

e The Property Capital Cycle

As the CCI Property research library develops, these pathways will connect the framework
established here with individual markets, assets, vehicles and opportunities.
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SELECTED FOUNDATIONAL
REFERENCES

e Australian Bureau of Statistics — Building, Construction, Population and Housing Data

*  Reserve Bank of Australia — Monetary Policy, Housing Credit and Financial Stability
Research

*  Australian Prudential Regulation Authority — Residential and Commercial Property
Lending Data

e  State and Local Planning Authorities — Planning, Zoning and Development Information

e  Land-Titles and Property-Registration Authorities

*  Relevant Property, Tenancy and Building Regulators

e Australian Securities and Investments Commission — Fund and Company Disclosures

. Investor.gov — Real Estate Investment Trust Resources

e Listed Property Trust and REIT Financial Statements

o Fund Constitutions, Product Disclosure Statements and Valuation Policies

e  Independent Valuation, Engineering, Environmental and Building Reports

o Lease, Title, Finance and Transaction Documentation
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EDUCATIONAL DISCLAIMER

This document has been prepared by Capital Cycle Intelligence for general educational and
informational purposes only.

It does not constitute personal financial advice, investment advice, property advice, credit advice,
legal advice, tax advice, a valuation, a recommendation, an offer or a solicitation to buy, sell, lease,
finance or hold any property, security, fund, loan, trust or other financial product.

The material presents a general investment framework and does not take into account your
individual objectives, financial circumstances, needs, knowledge, experience, liquidity requirements
or tolerance for risk. Before making a property or investment decision, you should conduct your
own research and consider seeking advice from appropriately qualified financial, legal, tax, credit,
valuation, planning, engineering, environmental, building and insurance professionals.

Property investment involves risk. Property values, rents, occupancy, income, financing conditions
and market liquidity can rise or fall. You may receive less than your purchase price and may lose
some or all of the capital invested.

Property investments may involve market, valuation, vacancy, tenant, lease, development,
construction, planning, title, environmental, physical, climate, insurance, regulatory, taxation,
interest-rate, credit, leverage, refinancing, liquidity, currency, counterparty, operational, governance
and concentration risks. These risks can interact and may become more severe during periods of
financial or economic stress.

Borrowing to invest in property can magnify gains and losses. Higher interest rates, lower property
values, reduced income, covenant breaches or unavailable refinancing may require additional
capital, asset sales or lender enforcement. A property’s value may be insufficient to repay the
associated debt.

Property valuations and appraisals are estimates based on assumptions and available evidence. They
may change, may lag current market conditions and may not represent the price obtainable in an
actual transaction.

Rental income is not guaranteed. Tenants may default, leases may expire, properties may become
vacant and owners may incur material operating, maintenance, leasing, compliance and capital
Costs.

Development and redevelopment involve substantial uncertainty. Planning approval, finance,
construction, leasing, completion, settlement and expected profit may not occur as forecast. Cost
overruns and delays can materially reduce or eliminate returns.

Listed property trusts, unlisted property funds, syndicates, development companies and mortgage
funds may not provide the same exposure as direct ownership. Their performance can be affected
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by fees, leverage, governance, liquidity, valuation policies, capital calls, redemption restrictions,
management and market pricing.

Historical relationships between property prices, rent, inflation, interest rates, population and
economic growth may change. Past performance is not a reliable indicator of future results, and no
property investment is guaranteed to provide income, capital growth, inflation protection or
diversification over any period.

Although reasonable care has been taken in preparing this material, Capital Cycle Intelligence does
not guarantee that all information, interpretations or conclusions are complete, accurate or current.
Markets, laws, regulations, taxation, planning, financing, insurance and economic conditions can
change without notice.

Any examples referred to are provided solely to illustrate the concepts discussed. They should not
be interpreted as investment recommendations or indications that any property or property-related
investment will produce a particular result.

You remain responsible for your own property and investment decisions.
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