Disruptive
convergence:
are you ready?
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Age-old industries continue to collapse as digital disruption dismantles
the established order. As industry boundaries shatter, real value is found
in the nodes where industry ecosystems meet.

But how ready is the real estate sector for disruptive convergence?
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Convergence isn't coming ...
it's already here

Convergence — where industry boundaries blur and

competition comes from outside the traditional spheres
of business — is happening across all sectors of the economy.

Disruptive convergence redefines
the “invaded" industry, overthrowing
long-held characteristics,
democratising information and
creating new complexities.

Household examples of convergence
are now part of our daily lives.
Apple is the world's leading provider
of music through iTunes. Fitbit has
created a new wearable healthcare
market. Netflix is radically altering
the movie landscape. Airbnb has
reshaped how we think about the
hotel industry. And ride-sharing app
Uber has recalibrated everything from
the taxi industry to how takeaway
food is delivered.

An illiquid industry like property,
which holds assets that cannot be sold
readily or cheaply, may be harder to
disrupt than music, movies or mobility.
But the centrality of property to

the global ecosystem, and the size

of the potential prize, are too great

to ignore.

Google's smart cities spin off,
Sidewalk Labs, is working with 16 cities
in the United States to prepare for

a future of self-driving cars and
ride-sharing apps, and is looking at
precinct development opportunities.

Amazon’s acquisition of Whole Foods
for $13.7 billion may overcome the

What industry is it anyway?

Alphabet’s driverless cars log

12,000,000

kilometres per day
in the virtual world

Automotive industry
or mobility industry?

Indian telecom
5 companies licensed to

launch payment banks
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Banking industry or

payment industry?

“last mile” conundrum, with 450 new
stores that bring together “clicks”
with “bricks".

Facebook has entered the property
world with plans to build 1,500 homes
in the heart of Silicon Valley. By using
modular construction methods,
Facebook aims to tackle rising rents
with affordable homes that challenge
traditional thinking.

And Amazon'’s Echo and Google Home,
voice-activated smart speakers, signal a
future where tech giants could be highly
invested in the way homes are built.

Drug store chain CVS
reinventing itself with

1,150

health clinics

2NV,

O

Pharmacy industry or

wellness industry?
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What drives
convergence?

Disruptive convergence is driven

by empowered customers,

complex ecosystems and innovative
technologies — all of which have

big data at their core.

Empowered
customer

Innovative
technologies
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The three drivers of convergence
a. The role of technology

Technology companies — both start-ups and big tech
companies — are disrupting industry spaces and
uprooting incumbents

Tech company advantages:

Growing software content of products
and services

Digitally savvy — excel at codes

and algorithms

Substitution of digital platforms for
physical world ecosystems
Asset-light vis-a-vis incumbents

Example: Industry redefined

2 2 New and :
Driver nontraditional Driverless
R competitors
2 4 N

10% I
Hardware
Hardware
10%
I Software Software
Automotive — Mobility

Yesterday Tomorrow

Who will “own" or be
part of the mobility
industry — moving
goods and people — of
tomorrow?

Vehicle manufacturers
and suppliers

c. The role of ecosystems
The world faces big global challenges ...

Gender disparity
o o o o

M

Rising health care costs

mlllll

Climate change

27 bt €

b. The role of customer

Digital technologies have given consumers:
Democratized access to information

More informed decision-making

Powerful voice

Greater choice

Empowered consumers with more choices:
Redefine what's valued

Eliminate industry boundaries

Become center of evolving industries

Traditional industries with high customer pain points
are vulnerable to convergence

Example: Industry redefined

Centrallzed Distributed
utility energy

Home energy
* management
A Utilities
VvSs.
— Real estate companies

T
N
>

Home to grid :
(H2G) i i
% Consumer product
® @ companies
Vehicle to grid -
26) Telecom companies
Passive ratepayer — Energy supplier
Yesterday's Tomorrow's
customer customer

Massive urbanization Income inequality

... beyond the scope of any single organization or industry to address effectively, causing the future of competition to shift.

Yesterday

Company

Company

Ecosystem public/private
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Tomorrow

Ecosystem public/private
R
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Source: Don Butler, Ford Motor Company, Digital Transformation and the Automotive Industry, CXO Talk, 8 May 2015:
https://www.cxotalk.com/connected-vehicles-automobiles-technologyplatform don-butler-ford.
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nputing, artificial intelligence and blockchain, are reducing
ictions, giving rise to superfluid markets.

Leading-edge technologies, like cloud ¢
or even eliminating traditional market

lata calculations and analysis can be undertaken for a
Jo, enabling property companies to solve problems and

The power of the cloud means comp'
fraction of the cost incurred a decade
slice data in different ways. 4

aphically secure, shared ledger for recording the history of
1, peer-to-peer commerce. This technology can disintegrate
n up other revenue opportunities for property companies,
0 microgrids.

A prime example is blockchain, a cryp
transactions, which enables decentrali:
traditional barriers to entry and could c
from shared ownership in fleet vehicle
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Where do the converge points lie?

Convergence occurs in the adjacency where industries rub up against each
other and where superfluidity creates the opportunity to evaporate barriers.

%

Technology

As the role of technology blurs — both within its own industry and as an enabler within other
industries — all companies must become tech companies, or they will be consumed by tech
companies. Data analytics plays a big part in this as we can now make sense of data in ways that
seemed impossible only a few years ago. The growth of technology and consumer product and
retail highlights the dominance of the current “Big Five": Apple, Alphabet, Microsoft, Facebook
and Amazon.

The dominance of the “Big 5" will have far-reaching implications for the sector. While at the
other end of the spectrum investment in “proptech” — or property technology - is growing rapidly
with startups bringing new ideas, technology and disruption to the sector. From 2012-2016

real estate tech companies have raised almost USS$6.4 billion in funding across 17 deals.

® 0 o o
1987
$285.6m | $212.9m | $183m |$139.3m $60.6m @ $41.5m @ $10.7m | $7.2m
‘ . ® o .
1997
$503.8m $399.1m  $328.7m | $205.2m | $184.5m  $158.4m | $153.5m | $74.5m | $19.9m | $19.8m
O @ 0 o o
2007
$936.5m | $639.7m  $372.3m $356.9m $331.7m | $268m | $240.7m  $196.9m $112.6m | $72.5m @ $42.8m
o0 ® o :
2017
$1.5bn  $721.3m $578.2m | $548.5 @ $502m | $455.1m | $379m  $348.2m  $283.2m | $163.7m $80.4m
@ Automotive and transportation Diversified industrial product @ Life Sciences @ Technology
@ Banking and capitals Health Media and entertainment @ Telecommunications
@ Consumer product and retail Insurance @ Oiland Gas
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Utilities

Asset owners and utilities are natural bedfellows, particularly as operational costs increase,
driven by volatile electricity prices.! Enter concepts like Living Utilities, Lendlease’s dedicated
private utilities business, which specialises in precinct-scale utility solutions such as the
embedded network within the Barangaroo South precinct. We expect this trend to accelerate
with the impact of renewables, development in battery storage and tech platforms like
blockchain enabling asset owners to become utility retailers. Residents of the Park Slope area in
New York's Brooklyn can sell power generated from rooftop solar panels via a microgrid enabled
by a blockchain ledger that records every transaction made with a local utility.?

==K
D
v

Health

&\.b/ﬂ The impact of wearables and sensors within assets opens opportunities for owners and
developers to differentiate, whether monitoring elderly people in their homes or enhancing
employee wellness in the workplace. MIT's Emerald tracks a person’'s 3D motion using the radio
signals reflected from his or her body. The technology eliminates the need for wearable devices
altogether, and is being used to keep elderly people in their homes longer as it can detect and
even prevent falls by analysing changes to a person’s mobility.

Financial services

X2/ 5 A future of “frictionless mortgages” is imminent. LendingClub, the world's largest peer-to-peer
lending platform, has more than $20 billion in loan issuance. Harnessing technology and big
data, LendingClub and other platforms connect borrowers to investors faster and cheaper than
any bank.?

Agencies

Australian start-up Sello, a fixed-fee property sales platform, launched in August, joining dozens
of other start-ups displacing the traditional agency model. This follows on from Domain's public
launch of an open application programming interface which will allow companies to tap into its
expansive property data.*

Retail

Y:_:_ Amazon, with more than 370 million items stacked on its digital shelves, is now double the
size of Walmart, until recently the world's largest retailer. In response, Google and Walmart
have teamed up to prepare for a future where Walmart customers order via Google Home.®
Meanwhile, Goodman Group is reportedly investing $2 billion from a sale of assets to accelerate
its use of artificial intelligence, robotics and data collection in logistics centres, and to “benefit
and prosper” from e-retailing giants.®

1 Turner & Townsend, Commercial building operational costs increasing at double the rate of inflation, 22 August 2107, viewed 28 August 2017:
http://www.turnerandtownsend.com/en/news-and-media/news/commercial-building-operational-costs-increasing-at-double-the-rate-of-inflation/.

2 Computerworld, Blockchain used to power Brooklyn microgrid for solar energy re-sale, 20 April 2017, viewed 28 August 2017:
http://www.computerworld.com/article/3191256/sustainable-it/blockchain-used-to-power-brooklyn-microgrid-for-solar-energy-re-sale.html.

3 Forbes, The 4 Best P2P Lending Platforms For Investors In 2017, 29 January 2017, viewed 28 August 2017:
https://www.forbes.com/sites/oliviergarret/2017/01/29/the-4-best-p2p-lending-platforms-for-investors-in-2017-detailed-analysis/#5eb2e34f52ab.

4 Startup Daily, Domain Group launches open API for property developers and startups, 2 August 2017, viewed 28 August 2017:
http://www.startupdaily.net/2017/08/domain-group-launches-open-api-property-startups/.

5 New York Times, Google and Walmart Partner With Eye on Amazon, 23 August 2017, viewed 28 August 2017:
https://www.nytimes.com/2017/08/23/technology/google-walmart-e-commerce-partnership.html?partner=rss&emc=rss&inf_contact_
key=3ebfd420be387f2568228f867422f60e35fd863c800d177c1laf2debb4a5f76bb.

6 Sydney Morning Herald, Goodman looks to robots to boost demand for warehouses, 22 August 2017, viewed 28 August 2017:
http://www.smh.com.au/business/property/goodman-looks-to-robots-to-boost-demand-for-warehouses-20170821-gyOk13.html.
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Every property leader looking to the future must ask themselves the following:

O Customer profile

Who is our current customer? Is this our customer of the future?

As consumer demands shift and deep analysis of consumer data turn the industry on its head, property
companies must continually evaluate their role in the customer journey.

9 Customer demands

Is our service offering or product evolving to meet the ever-changing demands of
our customer?
Property leaders must focus their efforts squarely on customer-centric innovation to stay ahead of the curve.

9 Potential partners

Who could we partner with to add value to our customer experience?
Which organisations have complementary skills and capabilities that could help us tap into new markets? In a

world with increasingly divergent players, property organisations must think beyond their traditional offerings.
@ Competitive analysis

Who will our future competitors be?

With the entry of the Big Five, property is no longer limited to the traditional sector players. Those companies
that maintain their market-leading position will be the ones who look for their competitors on the horizon.

9 Disruptive opportunities

How can we rethink business-as-usual to bring something new to market?
Big data, technology and new players will all disrupt the market. The question is: will you get there first?
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Contacts

For any questions on the paper, please reach
out to our teams. We welcome your feedback
and comments.

Selina Short

EY Oceania Real Estate &
Construction Managing Partner
selina.short@au.ey.com

Bert Bardoel

EY Oceania Real Estate
Growth Markets Leader
bert.bardoel@au.ey.com

Richard Bowman
Partner — Transaction
Advisory Services

Ernst & Young, Australia
richard.bowman@au.ey.com

Melissa Broadhead
Partner — Advisory

Ernst & Young, Australia
melissa.broadhead@au.ey.com

Matt Lovegrove
Partner — People

Advisory Services

Ernst & Young, Australia
matt.lovegrove®@au.ey.com

George Stamoulos
Partner — Tax

Ernst & Young, Australia
george.stamoulos@au.ey.com

Megan Wilson
Partner — Assurance
Ernst & Young, Australia
megan.wilson@au.ey.com

EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction and advisory
services. The insights and quality services we deliver help build trust
and confidence in the capital markets and in economies the world over.
We develop outstanding leaders who team to deliver on our promises
to all of our stakeholders. In so doing, we play a critical role in

building a better working world for our people, for our clients and for
our communities.

EY refers to the global organisation, and may refer to one or more,

of the member firms of Ernst & Young Global Limited, each of which is
a separate legal entity. Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services to clients. For more
information about our organisation, please visit ey.com.

© 2017 Ernst & Young, Australia
All Rights Reserved.
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PH1730865
ED None

This communication provides general information which is current at the time of production.

The information contained in this communication does not constitute advice and should not be
relied on as such. Professional advice should be sought prior to any action being taken in reliance
on any of the information. Ernst & Young disclaims all responsibility and liability (including, without
limitation, for any direct or indirect or consequential costs, loss or damage or loss of profits) arising
from anything done or omitted to be done by any party in reliance, whether wholly or partially,

on any of the information. Any party that relies on the information does so at its own risk.
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