PERE

Value Creation & Asset Management

May 2022 e perenews.com

Don't get
shut out
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offered by Hines Securities, Inc. Any representation to the contrary is unlawful. All data included is current as of the date of this brochure unless otherwise noted. Authority as a
Representative Office. In the US distribution is by Hines Securities, Inc, a registered broker-dealer with the SEC, and a member of FINRA. The distribution of this document may be
restricted in certain jurisdictions. It is the responsibility of the recipient of this document to comply with all relevant laws and regulations.
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The human halt of net-zero

real estate

Engaging tenants on ESG is still a relatively nascent concept, but net zero requires
intense collaboration to carry through in practice, says Hines’ Peter Epping

Despite making leaps and bounds in
recent years, net zero and ESG were
not always the hot topics they are now.
Even if they have been talked about in
different guises for some time (such as
‘sustainability’), the concepts are really
only a few years old, says Peter Epping,
global head of ESG at Hines. As re-
cently as 2012, it was still nascent and
niche.

Now that regulations have pro-
gressed and fund managers are all ac-
tively engaged in conversations around
ESG, the work is far from over. To
really achieve net zero on a meaning-
ful scale, and to reap the rewards from
this, we have to engage tenants and
owners in the mission. It’s a challenge,
but Epping tells PERE that the effort is
well worth it on many levels.

SPONSOR
HINES

How have ESG and net zero

become accepted by the
real estate industry over time?
There are a few factors that have driv-
en us and our business to pursue ESG
and net zero. For one, the science has
become ever clearer: we know that cli-
mate change is human induced and its
drastic and poses an existential risk for
humanity. Such evidence coinciding
with the pandemic has illuminated how
action plans and solutions can be exe-
cuted on this scale. It has also shown
what happens if you delay action.

Stakeholders

have a heightened perception of these

and investors now

May 2022

issues. In their eyes, what seemed ur-
gent from a sustainability point of view
10 years ago is no longer accurate, and
the actions we used to take in response
are now too little. If we keep to our
same patterns, it will be catastrophic.
That perspective has been taken up by
the regulators in Europe and the rest of
the world is catching up.

While ESG is a crucial part of the
overall strategy, we’re finding that
because of the ticking clock we’re up
against, net zero is dominating the
agenda. All the years the public and
private sectors spent putting togeth-
er regulation and working through
frameworks, like the UNPRI and the
TCFD, are now paying off, as they gain
momentum and make a real impact on
the markets.
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But while the standards are not uni-
versal, there’s a large proportion of the
market that don’t want to implement
ESG or net zero unless it gives direct
bottom-line benefits. However, inves-
tors are coming to realize that if they
invest in a property with a long-term
horizon, 10 years down the line, the
next buyer will look at the asset very
differently than someone today. Future
buyers may only want a property that
is already low carbon, or which has a
very clearly defined pathway to getting
there. This perspective has moved past
initial societal awareness and has im-
pacted the institutional mindset.

Most fund managers talk
about net zero and ESG

in terms of investors, returns
or even regulations, but what
does it mean for tenants?
There is a very broad landscape of ten-
ants. The amount actively pursuing
green goals, ESG and net zero is small-
er compared to investors, but for many
companies, it’s about living up to what
they have promised their clients — and
also recruitment, because the young-
er generation is inquiring about these
topics. We are working with some
technology companies that have set
ambitious targets without a deep un-
derstanding of how they can get there.

On the other hand, many tenants
lack the willingness to engage with
ESG, which becomes an issue when
we want to make changes to achieve
net zero if that leads to higher rents.
Instead, many tenants are still driven
mostly by shorter-term cost consider-
ations. Having said that, we do feel that
is changing. Every year, we find yet an-
other group of tenants that are curious
about ESG and express interest. There
are also some big companies that have
made public and ambitious promises,
such as not occupying any space that is
not net zero by 2030.

How do you engage with

tenants as both a fund
manager/owner and property
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Looking behind as well as aheaa

Even while building new green structures may be flashier,
it's only half the solution

Even as better buildings go up, older buildings will remain, leaving the
same carbon footprint. “This is where the real problem is: it’s not how
much carbon new buildings will emit, but rather the carbon produced by
existing buildings which is much, much larger,” says Epping.

The only solution, Epping insists, is to refurbish these buildings, even
though it may be costly. Indeed, Hines recently acquired a set of 1930s-era
buildings on Hudson Street in New York City — an excellent location,
but with clearly outdated amenities. The firm will undertake a complete
refurbishment, with the goal of eliminating all fossil-fuel-sourced energy
and moving to geothermal for all heating and electricity. Hines’ designs
have won awards locally, and the firm expects to make the entire building
net zero by 2032.

manager, and how do you win
reluctant tenants over to ESG/
net-zero goals?

We engage with tenants quite closely,
because collaboration is key to making

“The value of net zero
and ESG is hard to

communicate because a building green and net zero overall.

For that reason, about 15 years ago, we
released the Hines GREEN OFFICE
Tenant Program, which contains a

the market is not

pricing these assets .
whole range of advice on how tenants

cowectly » can make the space they occupy green-
er. From avoiding waste to saving en-
ergy, we found that tenants liked the
guide, and it encouraged them to dis-
cuss the options.

The biggest question we get today
is around energy-saving measures. His-
torically, if you have large tenants, or a
single-tenant building especially, they
may not want to discuss changes to the
building or want you involved as an
owner. But now we’re receiving ques-
tions from historically resistant tenants
about how they can decarbonize, save
energy and monitor their consumption.
It’s also becoming a positive talking
“TWe know there is an point with .other tenants an customers.
We'’re seeing the opposite of green-
upﬁfont cost to makin g w.ashing — something th:?.t achieves tan-
gible results through action.
t/je_s‘e buzldzn g_;‘ g?'een » As owners, we know there is an up-

front cost to making these buildings

green, but since it’s the tenants who



Analysis

From 1930
to 2032:
NYC's 345
Hudson
Streetis on
a net-zero
journey

get the direct benefits, we also want a
dialogue with them. It takes honest dis-
cussion and collaboration to see where
we can add a small amount back to the
rent, because in the long run that will
make the property more valuable to the
owners and the tenants.

Given the extra costs
upfront, how do ESG

and net zero create value that
cannot be otherwise replicated?
How do tenants and property
managers balance the long-
term benefits with the costs?
There are a number of ways to achieve
ESG and net-zero goals. The passive
approach is just wait until the grid is
green. That’s not how we operate, and
investors generally aren’t thinking like
that. However, going off the grid and
inputting renewable energy is a real
challenge, because many urban build-
ings don’t have the space to install solar
panels. We therefore have to procure
offsite renewable energy, such as solar
panels in lower-income neighborhoods.
But the cheapest form of energy gen-
eration is always energy efficiency — no
matter what happens with the grid, sav-
ing that energy will always have value.

As a general rule, any improvement
is better than no improvement, even if

“Every year, we find
yet another group
of tenants that are

curious about ESG”

“TI'he biggest question
we get today is
around energy-saving

measures”’
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it’s the cheaper option. But we have to
understand where the tenant or owner
is in their ESG and net-zero journey.
What’s important for occupiers and
owners alike is to understand the big
decisions you’re making, what track
you are on, and whether that will ne-
cessitate further costs in the longer
term. The cheaper alternatives may
make you compliant now, but the more
expensive option will make you com-
pliant for longer.

Sometimes, the value of net zero
and ESG is hard to communicate be-
cause the market is not pricing these
assets correctly — it’s not adding the ap-
propriate premium to green buildings
yet for the most part. Fortunately, the
pathways to exit from these buildings
are becoming more sophisticated.

What is the biggest

hindrance to achieving
net zero and ESG goals in real
estate investing?
There are a number of challenges
and they start with the fact that this
expertise is new and not widespread.
There is a need for dedicated expertise,
but it’s hard to come by; there simply
aren’t enough people with the expertise
that real estate investors and manag-
ers need. This translates to ESG and
net-zero measures not being reflected
accurately in property values. The lat-
est research is suggesting that there is
a premium, which has been seen to be
above 10 percent in cases, but we still
need more data.

There is no universal standard for
carbon data yet. Most decisions are
based on very little real data, and the
rest is based on proxy data. We also
cannot forget that some investors and
tenants have been disappointed by
firms that have exaggerated their ESG
achievements. They will show flashy
pictures of properties with lots of trees,
but these have very little substance. I sit
on the ESG committee of INREV and
our biggest drive this year is to super-
charge data collection to level the play-
ing field and improve transparency.
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General Risk Considerations

Alternative investment programs sponsored by Hines Interests Limited Partnership ("Hines") and offered by Hines Securities, Inc. ("Hines
Securities") involve a high degree of risk. Investors should purchase these securities only if they can afford the complete loss of their investment.
Risks will vary by investment, but in general risks include, but are not limited to:

The prior performance of other programs sponsored by Hines does
not guarantee any program's comparable future results.

There can be no assurance that any program will achieve its
investment objectives.

There is not a public market for securities of these programs, so it will
be difficult for investors to sell their shares and, if they are able to sell
their shares, they will likely sell them at a substantial discount.

The offering of the program may be conducted on a “best efforts”
basis and as such, there is a risk that the program will not be able to
accomplish its business objectives if substantial funds are not raised
in the offering.

The availability and timing of distributions is uncertain and cannot be
assured.

Distributions may be paid from sources such as proceeds from debt
financings, proceeds from the offering, cash advances from an
affiliate, cash resulting from a waiver or deferral of fees and/or
proceeds from the sale of assets; distributions may exceed earnings;
If distributions are paid from sources other than cash flow from

The program may offer a share redemption program; however there
are significant restrictions and limitations on the ability of investors
to have all or any portion of their shares redeemed under such
programs; if redemptions occur, they may be at a price that is less
than the price paid for the shares and/or the then-current market
value of the shares.

The program may invest outside of the U.S. or in specific sectors
which increases risk; in particular, international investment risks
include the burden of complying with a wide variety of foreign laws
and the uncertainty of such laws, the tax treatment of transaction
structures, political and economic instability, foreign currency
fluctuations, and inflation.

The programs generally pay substantial fees to Hines and its affiliates
for day-to-day operations and investment selection. These affiliates
are subject to conflicts of interest.

The alternative investment programs sponsored by Hines are not
suitable for all investors. Please refer to the suitability standards set
forth in the prospectus or offering memorandum of the particular
investment.

operations, there will be less funds available for investment, and an
investor's overall return may be reduced.

The property shown on the prior page was developed or acquired by Hines and its affiliates and is not part of any offering available through Hines
Securities. The alternative investment programs sponsored by Hines may not have any similar buildings and may not be subject to refurbishment
efforts to achieve net zero. The subject of this article is Hines. Investors in any alternative investments offered by Hines Securities are not acquiring
an interest in Hines or the property described herein, and there is no guarantee that the experience of Hines will translate into positive results for the
alternative investment programs sponsored by Hines.

Forward-Looking Statements

This material contains forward-looking statements (such as those concerning the future of commercial real estate, Hines' ability to reach net zero at
the buildings described in this brochure by the year 2032, the future performance of the economy, and related assumptions or forecasts) that are
based on current expectations, plans, estimates, assumptions and beliefs that involve numerous risks and uncertainties, including without limitation,
the risk that Hines' efforts to refurbish the buildings will take longer than expected and/or that Hines will not be able to reach net zero with respect to
the buildings. Any of the assumptions underlying the forward-looking statements could prove to be inaccurate and results of operations of the
investment programs sponsored by Hines could differ materially from those expressed or implied. You are cautioned not to place undue reliance on
any forward-looking statements. We undertake no obligation to publicly update or revise any forward-looking statements.
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