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The bottom-line

Principal Asset Management recently hosted our annual Real Estate Investor
Conference and Advisory Committee in Scottsdale, AZ from May 7 -9, 2025. The
conference provided Principal with a valuable opportunity to (re)connect with clients
and share insights regarding how we are positioning the business in the current
market.

The overall tone was pragmatic with participants
acknowledging an uncertain macro backdrop,
however, most agree that commercial real estate

(CRE) total returns in 2025 should continue to rise e e 1
as income returns help offset potential headwinds ) ‘
to capital returns and history shows that 7% to 1 i ﬁi:fg;tate‘.nvestor
8% annual returns over the longer term are @\Conferen?;r A S
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Listed REITs are a leading indicator that CRE is
relatively well positioned while the debt markets
remain open for business supporting valuations.
While European investors are allocating away
from the U.S. (albeit not selling), Middle Eastern
and wealth advisory clients see opportunity given
the recent drawdown in valuations and less
competition. Investors across the board are taking
a back-to-basics approach—selecting good
properties in the right global markets to drive
attractive fundamental growth and solid returns.
Development to core, value-add and opportunistic
are emerging as bigger components of portfolios.
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The macro backdrop

Seema Shah, Chief Global Strategist for Principal Asset
Management, presented the state of the economy and
outlined the key themes to watch in 2025. Her view is that [
the global economy confronts upheaval as the U.S. looks to ANNUAL

restructure international trade. Tariffs threaten a sharp ‘ >y, Real Estate Investor
deterioration in U.S. economic growth, but the U.S. is likely 1K =Sl Conference

to avoid a recession. Of all the trade deals, China's is the only
one that would truly move the needle for U.S. growth. The
recent announcement that the U.S. and China will
temporarily lower tariffs on each other’s products to give
the two countries three months to work toward a broader
agreement is therefore an important development to monitor. While the Federal Reserve is biased to ease
policy, they are in a “wait and see” mode that likely pushes out the timing of cuts and constrains the
number of cuts. Global economies are also bracing for tariff impact, but offsetting policy stimulus is
coming into play especially in Germany given a combination of defense and infrastructure spending. A
global dollar backlash is threatening U.S. assets over the near term, but there aren’t viable alternatives to
the greenback and the U.S. will remain a haven over the medium-to-long term.

No pushback on our “muddle along” narrative for private
equity commercial real estate

The U.S. real estate market entered 2025 from a position of
strength bolstered by lower interest rates, durable cash
flows, and well-capitalized balance sheets. However, the
announcement of the Trump administration’s tariff hikes on
April 2 roiled global asset markets and created a sense of
agita among investors, including and especially those
focused on real estate. While tariff-driven uncertainty has
the potential to slow broader economic growth, real estate
valuations—already down around 20% from 2022 levels
despite a lack of macroeconomic distress - reflect much
more of this risk than other asset classes. We expect
unlevered total returns to “muddle” along in 2025 in our
base case as stable income returns help offset a potential
decline in capital returns, but medium to long term returns
will likely be higher (as discussed further below). Indeed,
valuations rose for the 3rd consecutive quarter in 1Q25 at
approximately 1.3% and, while many expected valuations to
accelerate in the coming quarters prior to “Liberation Day,”
2025 returns in the high single digits likely reflects a bull
case in our opinion. We think the credit markets remain on
healthy footing unlike the drawdowns that occurred post the
Global Financial Crisis (GFC) and the Savings & Loans (S&L)
crisis. This is helping to support asset valuations.

-—‘-
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Using history as a guide for medium-to-long term returns

Rolling annual 10-year unlevered “core” total returns have averaged 8.8% since 1Q 1991 compared to
5.5% over the prior 10-years. We argued that the next 10-years will likely be meaningfully higher than
last 10-years given the recent draw down in valuations - 7% to 8% annual returns seem reasonable. This
is similar to 1991 to 1992, late 1999 to 2022, and 2013. It’'s worth noting that 5-year annual total
returns have never turned negative unlike the S&P 500 where returns have dipped to the -5% to -7%
range on several occasions. In fact, even if you bought at the peak of the market in 1Q 2008 before the
GFC, your 5-year total returns were still 3.5% and the 10-year annual return rose to +6%. Investors that
cited higher return targets are increasingly focused on build-to-core, value-add, and opportunistic where
returns of +10% can be achieved.

Listed REITs are a leading indicator

Listed REITs have generated year-to-date returns of +1.5% as of May 9, outperforming the S&P by +479bp
and the NASDAQ by +841bp. Importantly, real estate is the 5th best of the eleven S&P sectors and was as
high as 3rd best earlier in the month. Principal panelists cited four primary reasons for the recent
outperformance: 1) Earnings are relatively insulated from the direct impacts of tariffs and other Trump
policies while they have strong balance sheets with LTVs of approximately 30%, 2) They are favored by
investors in a defensive market rotation given their durable income profile, 3) Valuations relative to
equities have grown historically cheap as interest rates rose in recent years and the market favored the
growth of the so called Mag 7 and 4) REITs are an important diversifier in portfolios and serve as a hedge
against a potential de-risking of America by foreign investors and a U.S. economic recession.

Are investors buying, selling, or holding U.S. CRE?

We heard different perspectives on the attractiveness of the U.S. as an investment destination post tariffs.
Most European investors stated that they were not likely to sell U.S. commercial real estate assets, but
they were unlikely to allocate more capital to the U.S. over the near term. However, this perspective was
not shared by every investor, as Middle Eastern and wealth advisory clients saw the drawdown and
reduced competition as a longer-term opportunity to invest in the U.S. at prices perceived to be on sale.
The biggest beneficiary of a potential allocation away from the U.S. was European logistics where
increasing trade on the continent drives demand for developing modern facilities and well-located older
facilities in under supplied markets could offer redevelopment opportunities to value-add investors.
Germany was of particular focus partially because of the above-mentioned economic growth potential.

Debt’s time to shine
The attractiveness of debt, both absolute and risk-adjusted, was a topic of discussion over the course of

the two-day conference. Conservative loan-to-values on property prices, that have already reset
approximately 20%, protect against further declines in unlevered property valuations. And, in the event of
foreclosure, the property is owned at a basis that provides options on leasing / redevelopment. Yields are
attractive given higher risk-free rates and widening credit spreads. Lender appetite is solid for low-risk,
high-quality core commercial mortgage loans, as investors continue to seek safe-haven assets. While
apartments and industrial have been favored property types over the past several years, there was
discussion about expanding the box to other sectors, including office. Participants argued that $2.5tn of
maturing loans by the end of 2028 would provide ample opportunity and rising distress may create
opportunities to acquire loan portfolios. For investors that are focused on liquidity, we suggest Single
Asset/Single Borrower (SASB) CMBS deals that are effectively liquid private credit. These deals are
typically backed by high-quality assets with lower loan-to-values.

Principal Real Estate Investor Conference key takeaways | 3



For Public Distribution in the United States. For Institutional, Professional, Qualified, and/or Wholesale Investor Use Only in other Permitted
Jurisdictions as defined by local laws and regulations.

Focus on fundamentals vs. financial engineering

The 10-year treasury rates were in a secular significant tailwind to cap rate compression and
decline from 1980 until 2022. In fact, there were rising valuations. This all changed in 2022 as the
only three months (out of a total of 507 months) Fed embarked on raising interest rates to combat
during this period when the 10-year Treasury inflation leading the cap rate spread to the risk-
wasn’t lower a decade into the future. For free rate to meaningfully tighten. Against this
instance, the 10-year Treasury rate was lower in backdrop, many conference participants argued
January 1990 than it was in January 1980 and the that identifying the right properties in the right
10-year Treasury rate was lower in January 2000 markets to drive fundamental growth would be
thanin January 1990. Why is this important? the driver of returns rather than financial
Investors were able to constantly refinance into engineering.

lower and lower interest rates, which was a

Property type rundown

Data centers remain a favored segment within
commercial real estate, with demand continuing to
outpace supply. Development costs are higher than
most other property types, requiring longer
construction timelines and substantial electrical power
capacity. The volume of data being created and
consumed is growing faster than digital storage
capacity, supporting a strong fundamental outlook for
the sector. However, emerging technologies, such as
Al innovations like DeepSeek, introduce some
uncertainty about whether data growth will sustain its previously projected pace. Hyperscalers have
provided stability, though recent signals from major players like Microsoft suggest tempering of
enthusiasm. Additionally, there is increasing scrutiny of the significant capital inflows into the sector over
the past several years, with questions around whether all investors have acquired the most strategically
located and highest-quality assets. As a long-term owner of data centers since 2007, we believe Principal is
well positioned to navigate these market cross currents.

Industrial has also been another favored sector over the past several years. Unlevered total returns have
risen a cumulative +82% since the end of 2019 (+12% annual return), pushing cap rates lower. While net
operating income growth is expected to remain robust over the next couple of years as in-place rents are
below market rents, market rent growth has decelerated to 2-3% in many markets. This is leading to
debate whether a rising tide still lifts all boats in the industrial sector or if greater selectivity is now
required to drive compelling returns.

Retail real estate, especially necessity-based open air shopping centers, have become a more favored
property type in recent years. In fact, strip centers generated unlevered total returns of +3% in 2024
according to NCREIF, making the sector one of the better performing property types last year. The
vacancy rates for neighborhood and power centers stand near a historical low of 4.5% as of 2Q 2025. This
is driven by limited new development of properties over the past 15 years while tenant demand is on solid
footing. While the knee jerk reaction is that tariffs are a potential headwind, we heard from conference
participants that the favorable supply versus demand backdrop would continue to be a sector tailwind.
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Office — There seems to be increasing confidence in properties where you live. Concern is turning to
curiosity, and investors attempt to establish the framework by which to think about office investment.
Home territory bias coupled with job growth has positive implications for New York and London. People
that live in New York like New York office, people that live in London like London office and people that live
in Australia like Australian office, but people that live in New York don’t necessarily like London office and
vice versa. We believe it’s a healthy start to making the sector more investible as it demonstrates that
fundamentals on the ground may be starting to stabilize, but it’s primarily focused on the highest quality
cohort, and it requires a longer-term perspective. Medical office, on the other hand, was cited as a property
type that is increasingly of interest.

Holistic housing — It’s well understood that the U.S. is ; __
underhoused by 1.3 to 1.6 million homes (for sale and for rent) g >
through 2034 in aggregate. This is because there has been ; b. 'fe",. E
chronic underbuilding of housing over the past several decades, . v
coupled with baby boomers living in their houses for longer and 7
adults born in the 1990s / 2000s now entering their prime /
household formation years. We do not expect this to change
over the near term. But two interesting discussions appear to
be emerging. First, housing should be viewed holistically across both ownership and the various forms of
rentership including apartments, single-family rental, manufactured housing, and student housing. This
provides a diverse investment opportunity set. Second, while the U.S. is underhoused in aggregate, there
may be a housing mismatch across markets — development has primarily occurred in high population growth
markets, but other markets have seen far less development. This theme may grow in importance in the
coming years as population migrations begin to shift due to growing pains and diminished affordability in
some high growth markets.

Senior housing — The sector has been an area of focus for Principal Real Estate given favorable demand
versus supply imbalance driven by an aging U.S. population and unattractive development yields.
Occupancy rates now stand at above pre-COVID levels with favorable tailwinds for the foreseeable future.
This, coupled with rent growth that is expected to remain in the mid-single digits and decelerating expenses
as labor costs continue to improve, drives unlevered IRRs into the +8% range. Investors appear to be taking
notice as sector realized +5.7% unlevered total returns over the trailing 4-quarters (2Q24 - 1Q25)
according to NCREIF, with independent living rising +8% and assisted living at +3.6%. The performance of
listed healthcare REITs is even more impressive, with returns of +28.9% year-over-year compared to +12%
for the listed REIT index, +2.5% for the S&P and +1.8% for the NASDAQ. This is important because, as we
argued above, public markets are leading indicators.
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Risk Considerations

Investing involves risk, including possible loss of Principal. Past Performance does not guarantee future return. All financial investments involve
an element of risk. Therefore, the value of the investment and the income from it will vary and the initial investment amount cannot be
guaranteed. Potential investors should be aware of the risks inherent to owning and investing in real estate, including value fluctuations, capital
market pricing volatility, liquidity risks, leverage, credit risk, occupancy risk and legal risk. All these risks can lead to a decline in the value of the
real estate, a decline in the income produced by the real estate and declines in the value or total loss in value of securities derived from
investmentsin real estate.

Important Information

This material covers general information only and does not take account of any investor’s investment objectives or financial situation and
should not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or
prediction of future events regarding an investment or the markets in general. The opinions and predictions expressed are subject to change
without prior notice. The information presented has been derived from sources believed to be accurate; however, we do not independently
verify or guarantee its accuracy or validity. Any reference to a specificinvestment or security does not constitute a recommendation to buy,
sell, or hold such investment or security, nor an indication that the investment manager or its affiliates has recommended a specific security for
any client account.

Subject to any contrary provisions of applicable law, the investment manager and its affiliates, and their officers, directors, employees, agents,
disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of negligence)
for errors or omissions in the information or data provided. All figures shown in this document are in U.S. dollars unless otherwise noted.

This material may contain ‘forward looking’ information that is not purely historical in nature. Such information may include, among other
things, projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is
at the sole discretion of the reader.

This materialis not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would
be contrary to local law or regulation.

Index descriptions: The S&P 500 is a stock market index tracking the stock performance of 500 leading companies listed on stock exchanges in
the United States. The Nasdaq Composite is a stock market index that includes almost all stocks listed on the Nasdaq stock exchange. Along
with the Dow Jones Industrial Average and S&P 500, it is one of the three most-followed stock market indices in the United States. The NCREIF
Property Index (NPI) is a quarterly, unleveraged composite total return for private commercial real estate properties held for investment
purposes.

This document is issued in:
* The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.

» Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global Investors
(Ireland) Limited is regulated by the Central Bank of Ireland. Clients that do not directly contract with Principal Global Investors (Europe)
Limited (“PGIE”) or Principal Global Investors (Ireland) Limited (“PGlI”) will not benefit from the protections offered by the rules and
regulations of the Financial Conduct Authority or the Central Bank of Ireland, including those enacted under MiFID II. Further, where clients
do contract with PGIE or PGlI, PGIE or PGIl may delegate management authority to affiliates that are not authorised and regulated within
Europe and in any such case, the client may not benefit from all protections offered by the rules and regulations of the Financial Conduct
Authority, or the Central Bank of Ireland. In Europe, this document is directed exclusively at Professional Clients and Eligible Counterparties
and should not be relied upon by Retail Clients (all as defined by the MiFID).

*  United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No.
03819986, which is authorized and regulated by the Financial Conduct Authority (“FCA”).

*  This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.

* United Arab Emirates by Principal Investor Management (DIFC) Limited, an entity registered in the Dubai International Financial Centre and
authorized by the Dubai Financial Services Authority as an Authorised Firm, in its capacity as distributor / promoter of the products and
services of Principal Asset Management. This document is delivered on an individual basis to the recipient and should not be passed on or
otherwise distributed by the recipient to any other person or organisation.

* Singapore by Principal Global Investors (Singapore) Limited (ACRA Reg. No. 199603735H), which is regulated by the Monetary Authority of
Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This advertisement or
publication has not been reviewed by the Monetary Authority of Singapore.

» Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the
Australian Securities and Investments Commission and is only directed at wholesale clients as defined under Corporations Act 2001.

* Hong Kong SAR (China) by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures
Commission. This document has not been reviewed by the Securities and Futures Commission.

* Other APAC Countries/Jurisdictions, this materialis issued for institutional investors only (or professional/sophisticated/qualified investors,
as such term may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any
person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

Principal Global Investors, LLC (PGl) is registered with the U.S. Commodity Futures Trading Commission (CFTC) as a commodity trading advisor
(CTA), a commodity pool operator (CPO) and is a member of the National Futures Association (NFA). PGl advises qualified eligible persons
(QEPs) under CFTC Regulation 4.7.

Principal Funds are distributed by Principal Funds Distributor, Inc.

© 2025 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark
design are registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group company, in various
countries around the world and may be used only with the permission of Principal Financial Services, Inc. Principal Asset Managements™is a
trade name of Principal Global Investors, LLC. Principal Real Estate is a trade name of Principal Real Estate Investors, LLC, an affiliate of
Principal Global Investors.
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