LANDand BUILDINGS

THE WORK FROM HOME HURRICANE
HAS HIT LIFE SCIENCE OFFICES

In May 2020, Land & Buildings Investment Management, LLC (“Land & Buildings”) published
a white paper titled The New York Office Market is Facing an Existential Hurricane. We
highlighted the severe headwinds and likely steep value declines facing office landlords in the
wake of the COVID-19 pandemic, focusing on New York City and traditional office buildings.

We did not discuss life science assets. With 50% laboratory space and 50% office space,
many view this category as a clear pandemic “winner” and a safe haven from the work-from-
home phenomenon. Unfortunately, our recent analysis starkly contradicts this view.

Life science has been a burgeoning field for decades, as large pharmaceutical companies like
Pfizer and smaller public and private biotech companies seek cures for a of myriad diseases
and ailments. New construction of purpose-built buildings, including a combination of
laboratory space and office space, has grown dramatically during this time to accommodate
this growth with companies like Alexandria Real Estate Equities, Inc. (NYSE: ARE) (“ARE”,
“Alexandria” or the “Company”), Healthpeak Properties, Inc. (NYSE: PEAK) (“Healthpeak”)
and Biomed Realty (private) (‘Biomed”) at the forefront.

Initially, with an intention of conducting diligence for long investments, Land & Buildings
undertook an in-depth study of the ~435 buildings owned by one publicly traded life science
REIT, Alexandria. Utilizing primarily cell phone geolocation data, we ascertained the change in
employee utilization of these assets today versus the pre-pandemic baseline.

» The results are shocking: the numbers show 50% fewer cell phones (people) in the
buildings than prior to the pandemic. Much to our surprise, this is on par with traditional
office buildings, using the same methodology.

Figure 1: ARE Portfolio’s Employee Attendance Down Substantially Relative
to Pre-Pandemic Levels Across Markets

0%
-10% I
-20%

-30% -24%
-40% -35%

-50% -45%

-60% -52%

. -56%
70% -60% “59% ’

New York City Seattle Greater Boston San Francisco ~ San Diego Research Maryland
Triangle
Note: Based on number of cell phones estimated by Placer.ai that were on premises for more than 60 minutes per visit during the period
prior to the pandemic (March 2019 to February 2020) to the comparable period ending in 2023 (March 2022 to February 2023). Analyzed
assets included operating properties that were built or renovated prior to January 2019 to assess a same-store pool based on Company and
CoStar disclosure. Alexandria markets in figure represent more than 95% of Company revenues; Source: Land & Buildings, Company
reports, CoStar, and Placer.ai.

LANDANDBUILDINGS.COM

JUNE 2023

KEY POINTS

Contrary to
conventional
wisdom,
attendance in
Alexandria’s
office/lab
buildings is down
50% as compared
to pre-pandemic
attendance

Surging new supply
likely to compound
leasing challenges
in face of work from
home (WFH)
headwinds for life
science tenants

Alexandria shares
could decline 30 -
40% if valued like
peer coastal
office REITs



https://landandbuildings.com/wp-content/uploads/2020/05/LandB-NYC-Office-Facing-Existential-Hurricane-1.pdf

The Work From Home Hurricane Has Hit Life Science Buildings

Our methodology is based on anonymous cell phone data provided by Placer.ai and property-level information
disclosed by Alexandria and CoStar. Specifically, we included cell phones that were on premises for at least 60
minutes in order to best eliminate non-employee visits. The study compared the cell phone data during the period
prior to the pandemic (March 2019 to February 2020) to the comparable period ending in 2023 (March 2022 to
February 2023). Of the roughly 435 properties examined, our study excluded properties that were built or renovated
since January 2019 to estimate a comparative same-store pool. Our analysis represents more than 70% of the
laboratory/office total square feet owned by Alexandria. Running the same analysis on Healthpeak and BioMed life
science portfolios yielded similar, albeit modestly better, results vs. pre-pandemic levels.

The analysis reveals that, on average, cell phone presence in Alexandria’s laboratory/office buildings is down 50% as
compared to pre-pandemic cell phone presence. As Figure 1 on the previous page illustrates, some of Alexandria’s
major markets have been more impacted than others, with Greater Boston (the Company’s largest market generating
more than one-third of revenues) seeing a 56% decline, while Maryland saw the smallest decline of still 24%.

A closer look at the flexible work policies of many of Alexandria’s largest tenants, such as Bristol-Myers Squibb, Pfizer
and Sanofi, illustrate the point given their generous work from home policies, while few, if any, of ARE’s top tenants
require all employees to be in five days a week. It is clear to us that the many non-research focused employees at
these companies across functions such as accounting, human resources and marketing do not appear to be acting
differently than office employees generally. Furthermore, it appears that employees working in the lab are also
working from home when feasible given the dramatic decline in employee attendance, as shown in our study.

Figure 2: Substantial New Life Science Supply Across Alexandria’s Markets

35% 32%

29%

30%

27%

25%

22%

18%

12%
. ]

New York City Greater Boston San Francisco San Diego Seattle Maryland Research Triangle

20%

15%

10%

5%

0%

M Percent of Existing Inventory Under Construction

Source: Land & Buildings, Company reports and CBRE.

WEFH Likely to Hit Fundamentals Amid Already Slower Leasing Environment and Coming Supply Glut

Alexandria’s leasing volumes declined 50% year-over-year in the first quarter of 2023 according to Company filings.
With new life science buildings under construction representing more than 20% of existing inventory in ARE’s key
markets (Figure 2), we find the WFH headwinds will be hard to hide from and are likely to rear their unpleasant heads
sooner rather than later. We would expect declines in rental rates, occupancies and values to be exacerbated by the
low levels of development pre-leasing. Pre-leasing ranges from zero to roughly 50% by market according to CBRE.

Life science was a pandemic “winner” as public and private money flowed into the sector, propping up life science
building rents, occupancies and values over the past three years, in our view. With a tighter capital markets backdrop
and flexible work policies of life science companies, lab space fundamentals appear set to rapidly deteriorate.
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Tenant retention is the primary objective for most landlords when a tenant’s lease comes up for renewal. WFH has
made it highly competitive for landlords to keep tenants. Conversations with brokers and other market participants
have indicated that traditional office tenants are reducing square footage requirements by an average of 20-30%.
Alexandria will likely see a substantial increase in the cost to lease to new and renewal tenants as the markets have
weakened, in our view. Alexandria recently cited on a call with investors and analysts that tenant improvement costs
have increased on new development leases from $200 to $300 per square foot.

Surprisingly, despite life science assets requiring a high level of
investment, Alexandria’s average base rents of $52 per square foot
are below average when compared to office REIT rents in similar
markets. We would have expected ARE’s rents to have been
materially higher given the more substantial specialized
improvements life science tenants require. Alexandria’s leases, like
many office leases, are net with the tenant paying for real estate
taxes, insurance, and common area expenses. Alexandria’s leases
allow them to recover additional costs, however, it is unclear if the
additional passthrough of expenses would materially alter the
determination that their rents are not differentiated from traditional
institutional quality office rents.

If the path for life science follows traditional office, as it appears to be
doing from our study, we believe Alexandria could trade at valuations
similar to traditional coastal office REITs, which suggests 30-40%
downside from current levels (Figure 3). ARE trades at a 6.5% implied
cap rate, well below the 9.6% of traditional coastal office REITs. If
Alexandria were to trade at a 9.6% implied cap rate, we estimate that
its shares would need to decline by ~30% and potentially
significantly more depending on the decline in value of its
development and venture investment portfolios. Valuing Alexandria
on 2023 AFFO multiples, the Company trades at 19.8x times, well
above the average for coastal office REITs of 12.6x. If Alexandria were
to trade in line with traditional offices, we estimate its shares would
need to decline by ~40%, even before incorporating potential ARE
earnings declines.

We take no pleasure in sharing the results of our research. We have
known the Alexandria management team for over 25 years since
their IPO, and they have successfully capitalized on an incredible
opportunity in the life science business. The pandemic has had a
host of unintended consequences, and our study reveals a shocking
impact on life science real estate that we believe is just beginning to
show up in fundamentals.

Publication Date: June 2023
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Figure 3: ARE’s Shares are Likely
Materially Overvalued Compared to
Coastal Office REITs
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Note: Coastal Office REITs include BXP, DEI, ESRT, HPP, KRC, PGRE,
SLG and VNO. Implied cap rates based on Green Street estimates.
Based on data as of June 12, 2023; Source: Land & Buildings,
Company filings and Green Street.
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Note: Coastal Office REITs include BXP, DEI, ESRT, HPP, KRC, PGRE,
SLG and VNO. AFFO multiple based on Green Street 2023 AFFO
estimates. Based on data as of June 12, 2023; Source: Land & Buildings,
Company filings and Green Street.
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Legal Disclosure

THIS WHITE PAPER IS FOR DISCUSSION AND INFORMATIONAL PURPOSES ONLY. THE VIEWS EXPRESSED HEREIN REPRESENT THE OPINIONS OF Land
& Buildings AS OF THE DATE HEREOF. LAND & BUILDINGS RESERVES THE RIGHT TO CHANGE OR MODIFY ANY OF ITS OPINIONS EXPRESSED HEREIN
AT ANY TIME AND FOR ANY REASON AND EXPRESSLY DISCLAIMS ANY OBLIGATION TO CORRECT, UPDATE OR REVISE THE INFORMATION
CONTAINED HEREIN OR TO OTHERWISE PROVIDE ANY ADDITIONAL MATERIALS.

THE INFORMATION CONTAINED HEREIN IS BASED ON PUBLICLY AVAILABLE INFORMATION, INCLUDING FILINGS MADE WITH THE SECURITIES AND
EXCHANGE COMMISSION (“SEC”) AND OTHER SOURCES, AS WELL AS LAND & BUILDINGS’ ANALYSIS OF SUCH PUBLICLY AVAILABLE INFORMATION.
LAND & BUILDINGS HAS RELIED UPON AND ASSUMED, WITHOUT INDEPENDENT VERIFICATION, THE ACCURACY AND COMPLETENESS OF ALL DATA
AND INFORMATION AVAILABLE FROM PUBLIC SOURCES, AND NO REPRSENTATION OR WARRANTY IS MADE THAT ANY SUCH DATA OR
INFORMATION IS ACCURATE. LAND & BUILDINGS RECOGNIZES THAT THE COMPANIES REFERENCED HEREIN, INCLUDING ALEXANDRIA, MAY
POSSESS CONFIDENTIAL OR OTHERWISE NON-PUBLIC INFORMATION THAT COULD LEAD THEM TO DISAGREE WITH LAND & BUILDINGS’ VIEWS
AND/OR CONCLUSIONS AND THAT COULD ALTER THE OPINIONS OF LAND & BUILDINGS WERE SUCH INFORMATION KNOWN. NO
REPRESENTATION, WARRANTY OR UNDERTAKING, EXPRESS OR IMPLIED, IS GIVEN AS TO THE RELIABILITY, ACCURACY, FAIRNESS OR
COMPLETENESS OF THE INFORMATION OR OPINIONS CONTAINED HEREIN, AND LAND & BUILDINGS AND EACH OF ITS DIRECTORS, OFFICERS,
EMPLOYEES, REPRESENTATIVES AND AGENTS EXPRESSLY DISCLAIM ANY LIABILITY WHICH MAY ARISE FROM THIS WHITE PAPER AND ANY ERRORS
CONTAINED HEREIN AND/OR OMISSIONS HEREFROM OR FROM ANY USE OF THE CONTENTS OF THIS WHITE PAPER.

EXCEPT FOR ANY HISTORICAL INFORMATION CONTAINED HEREIN, THE INFORMATION AND OPINIONS INCLUDED IN THIS WHITE PAPER
CONSTITUTE FORWARD-LOOKING STATEMENTS, INCLUDING ESTIMATES AND PROJECTIONS PREPARED WITH RESPECT TO, AMONG OTHER
THINGS, ANTICIPATED COMPANY PERFORMANCE, THE VALUE OF COMPANY SECURITIES, GENERAL ECONOMIC AND MARKET CONDITIONS AND
OTHER FUTURE EVENTS. YOU SHOULD BE AWARE THAT ALL FORWARD-LOOKING STATEMENTS, ESTIMATES AND PROJECTIONS ARE INHERENTLY
UNCERTAIN AND SUBJECT TO SIGNIFICANT ECONOMIC, COMPETITIVE, AND OTHER UNCERTAINTIES AND CONTINGENCIES AND HAVE BEEN
INCLUDED SOLELY FOR ILLUSTRATIVE PURPOSES. ACTUAL RESULTS MAY DIFFER MATERIALLY FROM THE INFORMATION CONTAINED HEREIN DUE
TO REASONS THAT MAY OR MAY NOT BE FORESEEABLE. THERE CAN BE NO ASSURANCE THAT ANY SECURITIES REFERENCED IN THIS WHITE PAPER,
INCLUDING ALEXANDRIA, WILL TRADE AT THE PRICES THAT MAY BE IMPLIED HEREIN, AND THERE CAN BE NO ASSURANCE THAT ANY OPINION OR
ASSUMPTION HEREIN IS, OR WILL BE PROVEN, CORRECT.

THIS WHITE PAPER AND ANY OPINIONS EXPRESSED HEREIN SHOULD IN NO WAY BE VIEWED AS ADVICE ON THE MERITS OF ANY DECISION WITH
RESPECT TO ANY OF THE COMPANIES OR SECURITIES REFERENCED HEREIN, INCLUDING ALEXANDRIA. THIS WHITE PAPER IS NOT (AND MAY NOT
BE CONSTRUED TO BE) LEGAL, TAX, INVESTMENT, FINANCIAL OR OTHER ADVICE. EACH RECIPIENT SHOULD CONSULT THEIR OWN LEGAL
COUNSEL AND TAX AND FINANCIAL ADVISERS AS TO LEGAL AND OTHER MATTERS CONCERNING THE INFORMATION CONTAINED HEREIN. THIS
WHITE PAPER DOES NOT PURPORT TO BE ALL-INCLUSIVE OR TO CONTAIN ALL OF THE INFORMATION THAT MAY BE RELEVANT TO AN EVALUATION
OF THE COMPANIES OR SECURITIES REFERENCED HEREIN, INCLUDING ALEXANDRIA, OR THE MATTERS DESCRIBED HEREIN.

THIS WHITE PAPER DOES NOT CONSTITUTE (AND MAY NOT BE CONSTRUED TO BE) A SOLICITATION OR OFFER BY LAND & BUILDINGS OR ANY OF
ITS DIRECTORS, OFFICERS, EMPLOYEES, REPRESENTATIVES OR AGENTS TO BUY OR SELL ANY SECURITIES REFERENCED HEREIN, INCLUDING
ALEXANDRIA, OR SECURITIES OF ANY OTHER PERSON IN ANY JURISDICTION OR AN OFFER TO SELL AN INTEREST IN FUNDS MANAGED BY LAND &
BUILDINGS. THIS WHITE PAPER DOES NOT CONSTITUTE FINANCIAL PROMOTION, INVESTMENT ADVICE OR AN INDUCEMENT OR
ENCOURAGEMENT TO PARTICIPATE IN ANY PRODUCT, OFFERING OR INVESTMENT OR TO ENTER INTO ANY AGREEMENT WITH THE RECIPIENT. NO
AGREEMENT, COMMITMENT, UNDERSTANDING OR OTHER LEGAL RELATIONSHIP EXISTS OR MAY BE DEEMED TO EXIST BETWEEN OR AMONG
LAND & BUILDINGS AND ANY OTHER PERSON, INCLUDING THE PARTIES AND INDIVIDUALS REFERENCED HEREIN, BY VIRTUE OF FURNISHING THIS
WHITE PAPER. NO REPRESENTATION OR WARRANTY IS MADE THAT LAND & BUILDINGS’ INVESTMENT PROCESSES OR INVESTMENT OBJECTIVES
WILL OR ARE LIKELY TO BE ACHIEVED OR SUCCESSFUL OR THAT LAND & BUILDINGS’ INVESTMENTS WILL MAKE ANY PROFIT OR WILL NOT SUSTAIN
LOSSES. PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.

FUNDS MANAGED BY LAND & BUILDINGS CURRENTLY BENEFICIALLY OWN AND/OR HAVE AN ECONOMIC INTEREST IN AND MAY IN THE FUTURE
BENEFICIALLY OWN AND/OR HAVE AN ECONOMIC INTEREST IN, ALEXANDRIA SECURITIES AND HEALTHPEAK SECURITIES. LAND & BUILDINGS
INTENDS TO REVIEW ITS INVESTMENTS IN ALEXANDRIA AND HEALTHPEAK ON A CONTINUING BASIS AND DEPENDING UPON VARIOUS FACTORS,
INCLUDING WITHOUT LIMITATION, THEIR FINANCIAL POSITION AND STRATEGIC DIRECTION, THE OUTCOME OF ANY DISCUSSIONS WITH THEM,
OVERALL MARKET CONDITIONS, OTHER INVESTMENT OPPORTUNITIES AVAILABLE TO LAND & BUILDINGS, AND THE AVAILABILITY OF THEIR
SECURITIES AT PRICES THAT WOULD MAKE THE PURCHASE OR SALE OF SUCH SECURITIES DESIRABLE, LAND & BUILDINGS MAY FROM TIME TO TIME
(IN THE OPEN MARKET OR IN PRIVATE TRANSACTIONS) BUY, SELL, COVER, HEDGE OR OTHERWISE CHANGE THE FORM OR SUBSTANCE OF ANY OF
ITSINVESTMENTS TO ANY DEGREE IN ANY MANNER PERMITTED BY LAW AND EXPRESSLY DISCLAIMS ANY OBLIGATION TO NOTIFY OTHERS OF ANY
SUCH CHANGES. LAND & BUILDINGS ALSO RESERVES THE RIGHT TO TAKE ANY ACTIONS WITH RESPECT TO ITS INVESTMENTS AS IT MAY DEEM
APPROPRIATE.

LAND & BUILDINGS HAS NOT SOUGHT OR OBTAINED CONSENT FROM ANY THIRD PARTY TO USE ANY STATEMENTS OR INFORMATION CONTAINED
HEREIN. ANY SUCH STATEMENTS OR INFORMATION SHOULD NOT BE VIEWED AS INDICATING THE SUPPORT OF SUCH THIRD PARTY FOR THE
VIEWS EXPRESSED HEREIN. ALL TRADEMARKS AND TRADE NAMES USED HEREIN ARETHE EXCLUSIVE PROPERTY OF THEIR RESPECTIVE OWNERS.
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