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Aviva Investors Real Estate

Specialists in real estate secure income investing

* Investing in long lease strategies since mid 1990s

MSCI| & UK Property
« Managing over €4.5 billion in secure income property assets — Investment Awards
@ Property Forum

* Multi-award winning UK long lease fund — one of the first secure income, long
lease funds

Pensions
expert

* Dedicated long lease real estate team built over the past 14 years with market
leading expertise in fund management, acquisitions, deal sourcing and underwriting

PENSION

« Strong Credit Analysis capabilities with 80 professionals managing over €10bn AND INVESTMENT

PROVIDER AWARDS

real estate loans

WINNER
UK PROPERTY Long Income Property

Manager of the Year

Winner

Aviva Investors
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* Picture of University (University of the West of Scotland) recently acquired by LIME in Hamilton, 35 years Lease, £60m


Traditional and Long Lease Property

Comparison of different strategies
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Long Lease income profiles are more LDI friendly and have more predictable cashflows
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Whether you are invested in real estate as part of a pooled fund or have a segregated portfolio, it is possible to transition towards a more LDI friendly prolife that has a closer fit with pension scheme liabilities.   

The usual features of real estate assets, in a traditional sense, is about managing market risk.   Lease terms are relatively shorter, on average around eight years.  Rental uplifts at review are uncertain and driven by the market.  They are a lot more cyclical and volatile in nature.  The focus is on driving value and return by timing the market right and by active management of the buildings and its tenants.  There is more uncertainty of cash flow and capital expenditure over the hold period of the investment and there is an uncertainty of the value and sale proceeds at the end of the term.    

Long lease assets however have a far closer fit with pension scheme liabilities and with fixed income cash flows.   Leases are guaranteed on longer terms of over 15+ years and secured to very strong covenants with a low risk of default, reducing the inherent risk in the asset such that the majority of the value of the asset will be in the rental income stream as opposed to the capital value of the asset as with traditional real estate.  The rental income is far more predictable and can be linked to inflation or pre-agreed with fixed uplifts throughout the lease.  The income streams therefore also provide an attractive hedge against interest rate and inflation risks that sit within pension scheme liabilities.   There is less market timing risk and therefore greatly reduces volatility providing  far more predictability of cash flows, making the assets more LDI friendly.   

This market is evolving and although it is more common to see these income profiles similar to fixed income cash flows with a bullet payment at the end in the form of sale proceeds.   It is also possible to further enhance the LDI features of real estate assets by structuring the leases to ensure all returns are generated through income distribution, so capital appreciation/depreciation has no impact on the return (if held to maturity). This in effect means that the rental payments cover both the lease and the repayment of capital, which is like a repayment mortgage on a house.  These are more commonly known as amortising assets or income strips.  Although this market is still relatively new, we are seeing and creating more amortising and long lease structures.

Where we see a particular attraction is an investment in long lease structures that are then restructures to amortising assets in due course and when appropriate so as to run off as your cash flow liabilities run off.



Ireland vs Continental Europe

Volatility of returns
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Higher volatility for Irish returns in major real estate sectors
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Long Lease Real Estate in pension funds’

portfolios

A useful addition to diversified portfolios

De-risking property exposure

Long lease real estate: Challenges for defined benefit pension schemes:
* A comparatively low risk form of property exposure » Underfunding
* Focus on lease term and quality of tenants * Low interest rates and QE
» Imperfect correlation with traditional real estate « Short supply of index-linked government bonds
« Liabilities linked to Irish inflation

Low correlation between Long Income and traditional asset classes*

Bond 1.00
Equity -0.19 1

Long Income 1
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De-risking property exposure
Imperfect correlation with traditional real estate - selective exposure can improve diversification

Supplementing fixed income holdings
Underfunding is a dominant issue for defined benefit pension schemes
Low interest rates and QE have made it difficult for pension funds to meet their return requirements within their risk budgets
Index-linked government bonds are in short supply in Europe
Reallocating some exposure allows long term investors to achieve higher returns without taking on increased risk, aside from illiquidity




Continental European Long Lease Strategy

Introducing the strategy

Secure long-term cash flows

Lease length: At least 15 years to expiry

Tenants: Public and private with strong covenants

Continental
European
Long Lease
Strategy

Target return: Net income return 4% - 9% p.a*

* The target return is not guaranteed lap |  #h |
repre: savers

senting pension



Highly diversified universe of opportunities

Strong and well diversified deal pipeline

m Austria 7%

= Belgium 4% m Office 28%

® Denmark 4%
Finland 3% = Social Infrastructure
Germany 49% 17%

m Netherlands 8%
® Norway 8%

m Sweden 3%

m Switzerland 2%
m France 7%

= Ireland 3% Alternative and
m ltaly 2% Mixed Use 27%

m Retail 13%

Logistics 15%

€6.7bn in deal pipeline over last 12 months
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Diversification: Strategic sectors

Focus on locations where people want to live, work, play and learn

Social Infra Logistics

T
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Social infrastructure in Locations that are sought Assets benefitting from Supply chain / logistics Alternative sectors offering
sustainable locations after by long-term occupiers strong convenience assets that are positioned to yield premium and low

used by public sector tenants attributes to capitalise on benefit from e-commerce correlation with GDP (e.g.
long term structural trends and long-term trade flows leased hotels, student

(e.g. schools, universities,

kindergartens, retirement housing, car showroom or

homes) offers stability and parking)
diversification

High diversification across asset classes and tenants
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Investment examples: Benelux

Office W|th Laboratory FaC|I|t|es

» Rationale: Danone Innovation Centre is a : ‘ |
grade A research and office facility for
Danone’s special nutrition business 1 ii i, JARR & EW?

Nutrcia on a 15 yearlease with a S-year  J B KMl
| .£:=IF‘H!'!E gl

nlﬂ!lllmﬂ!!!g!:ﬂ - + Building: Grade A office building with
i , . B BREEAM “Excellent” certificate. Built in
o ~ = 2013 offering 17,926 sgm including office

space, laboratories, conference centre and f 1 IR ‘

Location Utrecht, Netherlands a restaurant. Option to convert back to o )
Use Research Facility 100% office use.
Tenant International Blue Chip Corporate . . o

! ue ~hip ~orp - Location: Excellent location within the
Covenant BBB+ Utrecht Science Park, which is a “brain
Lease length 15 years hub” around one of Europe’s leading
Indexation 100% CPI research Universities.
Avg. CoC 5.4% p.a.
return

Purchase Price €70-75m
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We are proud to announce that we have been awarded exclusivity for this attractive asset in Utrecht just this week. 
This is a grade A Office Building with research and laboratory facilities let to Danone Nutricion B.V. With a lease term of 15 years remaining and 100% indexation to the Dutch CPI. The local tenant is backed by a Mutual Liability Agreement from Danone S.A. the mother of the group. 
It has a BREEAM Excellent Certificate and will therefore positively contribute to our intended GRESB rating for CELLS next year. 
It is the largest asset in the portfolio, but it has everything we are looking for in a long lease. 



Investment examples: Scandinavia

Social Infrastructure

TR P Nl SR Nl . :
’ > + Rationale: Very stable asset in the

educational sector on a 20 year lease
with a AA+ government tenant offering an
additional upside potential of alternative
use of the site

« Building: Alternative site use (subject to
planning) of residential given the site’s
location within a residential area,
providing a strong reversionary story for

Location Kristiansand, Norway the Fund exit at the end of the hold

Use Social Infrastructure / Educational periOd

Tenant Regional Municipality « Location: Excellent location within the
Covenant AA+ City, with the educational institution
Lease length 20 years having been in place for over 50 years.
Indexation 100% of CPI p.a. The location is a key strategic

IR\:?l;r(r:‘oC 3.8% paa. educational hub for the municipality

Purchase Price €40-45m
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Cash flow matching through

secure real estate income

Meeting client investment needs

Long term income stream Typical lease lengths of 15+ years to expiry at acquisition

Secure long-term cash flows, from strong tenant covenants from
both the public and private sectors

High level of security

Higher yields than bonds Net income target returns 4-5% p.a.

Diversification across sectors, tenants, and countries across

Diversification of income Continental Europe

Inflation protection Predictable returns through indexation of rental income

Risk: Income return targets may not be achieved.
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Key Risks

Past performance is not a guide to future performance.

The value of an investment and any income from it may go down as well as up and the investor may not get back the
original amount invested.

Where funds are invested in real estate/infrastructure, investors may not be able to switch or cash in an investment when
they want because real estate/infrastructure may not always be readily saleable. If this is the case we may defer a
request to switch or cash in units. Investors should also bear in mind that the valuation of real estate is generally a matter
of valuers’ opinion rather than fact.

1apf m@m

representing pension savers



Important information

Except where stated as otherwise, the source of all information is Aviva Investors Global Services Limited (“Aviva Investors”) as at 31 September 2018 unless
stated otherwise. Unless stated otherwise any opinions and future returns expressed are those of Aviva Investors and based on Aviva Investors internal forecasts.
They should not be viewed as indicating any guarantee of return from an investment managed by Aviva Investors nor as advice of any nature. Past performance
is not a guide to future returns.

The information within this document is based on our current understanding of taxation and is not to be construed as investment, legal or tax advice. The basis
and rates of tax may change in the future.

Some of the information within this presentation is based upon Aviva Investors estimates. These should not to be relied on by anyone else for the purpose of
making investment decisions.

This document should not be taken as a recommendation or offer by anyone in any jurisdiction in which such an offer is not authorised or to any person to whom
it is unlawful to make such an offer or solicitation.

Where funds are invested in real estate/infrastructure, investors may not be able to switch or cash in an investment when they want because real
estate/infrastructure may not always be readily saleable. If this is the case we may defer a request to switch or cash in units. Investors should also bear in mind
that the valuation of real estate is generally a matter of valuers’ opinion rather than fact.

Continental European Long Lease Strategy “CELLS” SCSp, is a Luxembourg special limited partnership. Accordingly, units in CELLS are reserved to Institutional
Investors and Well-Informed Investors who are aware of the risks attaching to an investment in a fund investing in direct or indirect interests in real estate.

In relation to each member state of the EEA (each a “Member State”) which has implemented Alternative Investment Fund Managers Directive (Directive
(2011/61/EU)) (the “AIFMD”) (and for which transitional arrangements are not/ no longer available), this Material may only be distributed and units may only be
offered or placed in a Member State to the extent that: (1) the Fund is permitted to be marketed to professional investors in the relevant Member State in
accordance with AIFMD (as implemented into the local law/regulation of the relevant Member State); or (2) this [Prospectus] may otherwise be lawfully distributed
and the [Shares] may otherwise be lawfully offered or placed in that Member State (including at the initiative of the investor).
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Important information

In relation to each Member State of the EEA which, at the date of this Prospectus, has not implemented AIFMD, this material may only be distributed and units
may only be offered or placed to the extent that this material may be lawfully distributed and the units may lawfully be offered or placed in that Member State
(including at the initiative of the investor).

The distribution of this material in Ireland and the offering or purchase of units is restricted to the individual to whom it is addressed. Accordingly, it may not be
reproduced in whole or in part, nor may its contents be distributed in writing or orally to any third party and it may be read solely by the person to whom it is
addressed and his/her professional advisers. Units in the Fund will not be offered or sold by any person:

(a) otherwise than in conformity with the provisions of the European Communities (Markets in Financial Instruments) Regulations 2007, as amended; or
(b) in any way which would require the publication of a prospectus under the Companies Act 2014 or any regulations made thereunder; or
(c) in Ireland except in all circumstances that will result in compliance with all applicable laws and regulations in Ireland.”

The Prospectus of Aviva Investors funds are available together with the Report and Accounts free of charge by contacting us at the address below.

Issued by Aviva Investors Global Services Limited, the Investment Manager to the Fund registered in England No. 1151805. Registered Office: St Helen's, 1
Undershaft, London, EC3P 3DAQ. Authorised and regulated by the Financial Conduct Authority (Firm Reference No. 1191780).
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1apf m@m

representing pension savers



	The Case For Continental European �Long Lease Strategies
	Aviva Investors Real Estate
	Traditional and Long Lease Property
	Ireland vs Continental Europe
	Long Lease Real Estate in pension funds’ portfolios
	Continental European Long Lease Strategy
	Highly diversified universe of opportunities
	Diversification: Strategic sectors
	Investment examples: Benelux
	Investment examples: Scandinavia
	Cash flow matching through �secure real estate income
	Key Risks
	Important information
	Important information

