NEW RESEARCH FINDS MARKET CONDITIONS
ARE IDEAL FOR SURPLUS PROPERTY DISPOSAL
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Global industrial firms hold billions of dollars in idle surplus
properties. Also known as redundant properties, surplus
properties are owned or leased, vacant, or operational buildings
targeted for disposal. For instance, a company may need to
relocate an automotive manufacturing plant, shut down an
outdated oil and gas refinery or consolidate operations. Surplus
properties can expose an organization to enormous financial,
social, reputational and political risk. With the industrial real
estate market booming in western economies, according to a
2017 Avison Young market report™, there has rarely been a
better time to dispose of surplus properties. To take advantage
of these ideal market conditions, firms need to have the right
strategic approach.

Our research indicates that surplus properties typically
remain dorrmant for an average of 18 to 20 years®,
creating decades of potential risk exposure and cost
Why are they held for so long? Several reasons. First,
management believes properties have value, and by
holding on to them, they are sitting on an appraciating
asset. Second, they feel trapped into inactivity because
of the real or perceived risks associated with the
property such as environmental remediation. Lastly,
they misunderstand the true costs of holding onto the
property and the potential value locked within.

Some market-savvy industrial firms are generating value
by strategically disposing of their surplus properties. By
doing so, they are seeing major benefits ranging from
higher profits and asset sales, reduced liabilities and
healthier balance sheets, as well as enhanced reputations
and improved public image.

With the 2017 Global Surplus Property Disposal
Benchmarking Survey, Arcadis set out to discover what
differentiates these more progressive firms and why

they succeed where others struggle. We completed
benchmark surveys with executives from more than

30 large, primarily rmulti-national firms representing a
variety of industrial sectors with a combined annual

gross revenue of $1.5 trillion (USD). These firms’ surplus
property portfolios range in number from dozens of
assets across a limited geography to thousands of
properties spamning the globe and eqguate to a total book
value of approximately 52 billion (USD). This report shares
the findings of our survey and offers perspective on the
current state of the surplus property disposal market. Our
goal is to help companies realize the opportunities for
selling redundant properties and unlock the hidden value
of those assets.




THE STATE OF SURPLUS
PROPERTY DISPOSAL TODAY:
10 KEY RESEARCH FINDINGS

Our research reveals 10 key findings on how
companies approach property disposal.

1. A centralized corporate function led by a
real estate group is used to drive surplus
property sales

Qwr research reveals that B3 percent of respont

|. More specifically, 62 percent said

wCad thair corporate real estate |'i-"p.|: tments

lisposal. This me

gating responsibility toin

operating business units, which is less efficient and

recduces the ability to sell a large portfolio of properties

simultanecously

2. Property disposal is predominantly driven by
financial considerations

wdents said they based

Sevanty-hwo percer it of respor

osal decisions on financial factors. While our

benchmark survey found that social responsibility,

sustainability and public image are important to

industrial irms, the overwhelm irivers for sale
of surplus property are finandial, providing benefits

ranging frorm cost reduction to cash generation

KEY DRIVERS FOR SURPLUS PROPERTY DISPOSAL - 2017 Global Surplus Property Disposal Survey

Cost reduction

Profit from sale of asset

Financial liability reduction
Operational risk reduction

Speed of disposal / cash generation
Improved sustainability

Other

Improved publicimage

0%

10% 15% 20% 25%
All participants

Y

3. Enwvironmental liability is relatively low
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4, Internal company barriers impede disposal
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[t

nan-economic factors like poor disposal plarning, lack
of interest, and restrictive company policies can prevent
thermn from disposing of surplus property. Successiul
firmns are better at overcoming the value, dermand and
cost of reme
way for divestrment

diation barriers that can help pave the

TOP BARRIERS THAT IMPEDE DISPOSAL - 2017 Global Surplus Property Disposal Survey

Low value of property |

Low demand for the property |
High cost of remediation
surplus property disposition

Other

Lack of clear surplus |

Lack of internal interest in |

property disposition plan
Company policy |

e

Poar internal responsibility [ accountability ‘

| 1 ! |

0% 5% 10% 15% 20%
All participants

”

e e 5. Portfolio size is small

HﬂwmmﬂaHSsunﬂus Most firms’ surplus propert W o tfolios are r:f.f,-|L|'-.,r1—:[‘}-
small, with 23 it of resg
hold fewer than 200 such properties g

percent reporting less than 50, These

Neft

ondents indicating they

in nature, ranging from very small parcels to massive
manufacturing complexes and from properties in

high-value locations (ie., near major transportation

ars, urban areas, ports, etc) t© more challenging
markets in isclated, rural areas. Small portfolio size
often leads to easler management and a faster track to

a divestment opportunity

6. Property disposal is not a high priority for
executive leadership

Oinly 19 percent of firms inour survey prioritized
surplus property disposal at an executive level. Mearly
half of firms (47 percent) delegated property disposal
o environmental andfor real estate personnel who
ey not hold ultimate authority for property disposal

Interestingly

despite the financial significance of
surplus assets, 25 percent reported redundant property
disposal was not a managemant pricrity at all

7. Individual transactions are favored over
portfolio sales

Minety-two percent of respondents reported they sell

surplus properties as individual facilities rather than
portfolios. While owners “cherry-pick” for the greatest

value, they are then often left with hard-to

sell, lower

valued properties




8. One-third of firms do not have well-defined
disposal plans

Minety-one percent said they have a current inventory
of all their surplus properties, yet only 65 percent have

adisposal plan. That leaves 35 percent of firms with no
formal plan for disposal of surplus property, resulting in

missed opportunites 1o reduce risks and costs

5. Remediating and selling property is favored
over redevelopment
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10. Annual carrying costs of maintenance and
operations are relatively high
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Bayernoil operated three refineries in the Bavarian
region of Germany, historically supplying oil

and gas to Germany, Austria and Switzerland.

In response to declining demand for gasoline

and heavy fuel oil, Bayernoil developed a plan

to dispose of surplus properties and improve its
competitive position.

The plan included closing the 266-acre Ingolstadt
refinery where gasoline and heavy fuel oil were
produced. After the refinery was dismantled, the
property was sold in parcels to generate cash that
enabled remediation and clearance operations

for the remaining parcels. Due to decades of
operations, soil and groundwater restoration was
needed in order to redevelop the site. Additionally,
Bayernoil wanted to align their restoration plan with
Germany's sustainability strategy and redevelop the
one-half mile site.

Bayernoil sought expertise from Arcadis to plan and
implement disposal of the redundant refinery.
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Arcadis was extensively involved with asset
evaluation, environmental cleanup, facility
demoalition and transactional management for sale
of the property. Arcadis real estate experts assessed
the site and identified considerable development
potential, setting the stage for successful reuse of
the entire site.

Within two years, the first parcel was decommissioned,
remediated and converted into a 16,000-seat
stadium. The remaining property was development
ready and sold for multiple uses, and the site is now
home to a business park and an innovation campus
farautomotive research and development.

The closure of the Ingolstadt refinery has created

a new legacy for the site resulting in an attractive
urban center for the community, improving quality
of life for residents and a better bottom line for
Bayernoil.
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@ Three Large Redundant Automotive

Manufacturing Plants Closed and Sold

During the global economic downturn in 2008, the automotive
industry was weakened by an increase in fuel prices and declining
demand for larger vehicles such as SUVs and trucks. Most
automotive companies experienced double-digit declines in new
car sales. Auto companies found themselves with massive excess
manufacturing capacity and faced the need to close plants in order
to reduce costs, improve profitability and survive.

One global automotive manufacturer based in the United States faced
with this challenge elected to permanently close three manufacturing
plants located in multiple countries. Three plants, totaling over 300
acres of land, were considered surplus property, with ongoing carrying
costs, environmental liabilities and, in some cases, community disfavor
toward the company for the economic impacts of closing the plant.

The corporate real estate group and team from the environmental
office were chosen to lead divestment of the properties, contracting
with Arcadis as their primary surplus property disposal consultant.
Arcadis worked with the client team to decommission and de-
contaminate the facilities, support negotiations with local and
central governments, sell manufacturing equipment, demolish plant
structures; and prepare the assets for sale.

All three properties were transferred to new owners and are now
being redeveloped. The manufacturer was able to generate more than
5250 mitlion (USD) from the divestment, providing balance sheet relief
for the cash-strapped company.




CONDITIONS IDEAL FOR
DISPOSAL OF SURPLUS PROPERTY

Industrial markets, particularly in western economies, are
robust, Industrial real estate and redevelopment in the
Linited States has remalned exceptionally strong in 2017,
building on a record-setting 2076, As noted in the chart
below, the industrial market remained strong in the first
quarter of 2017 with vacancy rates at record lows,

SCARCE AVAILABLE INDUSTRIAL
PROPERTY REPRESENTS

A KEY OPPORTUNITY

FOR DISPOSAL OF

SURPLUS PROPERTY
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According to Prologis™, rental growth for warehouse/
distribution properties in the U.S. ranked the highest
in the world in the face of historically low vacancy
rates. The LS. rent growth in 2016 increased five
percent in some markets compared to an average
four percent globally.

Driving these statistics are that some manufacturers
are moving production back to the United States as
they factor in variables such as technology innovations,
the high cost of transporting goods, pressure from the
Trump administration, and risks associated with foreign
manufacturing. For these reasons, companies are
increasing investment in, and construction of, industrial
properties. Demand for industrial real estate in the past
five years, coupled with the current level of property
under construction, means the LLS. industrial market
will add nearly 1 billion square feet by 2018, according
to JLL™. This upward trend has also driven increased
transaction volumes, Almost $14 billion inindustrial
assets were transacted in the United States in Q1 2017,
which is three percent higher than a year ago, according
to Colliers International™
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Une area of very high global activity is e-commerce,
which has transformed consumers’ buying experience
and is a driving force for industrial real estate today.
Owners are seeking wareshouses that are located
adjacent to freeway intersections. There is also growing
interest in "final mile” fulfillment centers, providing
opportunity to develop smaller sites located close to
large populations. U.S. e-commerce sales grew 15
percent in G 2017 and now represents 8.5 percent

of total retail sales, according the ULS. Department

of Commerce’. We are also seeing greater interest in
secondary and tertiary real estate markets as demand
for industrial property outstrips the core market's ability
tosupply it

Rising demand for industrial property is also seen in
other western economies such as Europe. Here,
industrial and e-commerce warehouse vacancy rates
rernain low at 5.5 percent with new construction and
speculative development rising throughout 2016,
according to CBRE™



TAKING ADVANTAGE:
OUR PERSPECTIVE

Based on the results of this research, our
experience in assisting clients in disposing of their
surplus properties, and the current robust industrial
property market, we strongly believe that now is an
ideal time to sell redundant property.

To take advantage, businesses can implement the
following six steps:

1. Elevate the issue to the executive level or C-suite
Making the topic of surplus property disposal a routine
agenda item for top executives results in swift action
and leads to large financial and sccial benefits, Our
experience suggests that when top executives are
providing oversight, the bulk of surplus properties can
be sold relatively quickly and the leadership assigned to
this activity can be re-engaged in other core business
activities, This opportunity may be strongest now given
current market trends.

2.Empower a senior leader with the authority to
dispose of surplus property

Assigning a senior leader the authority to sell property
and committing the appropriate funds necessary 1o
affect a successful transaction (including environmental
cleanup, perrmitting, etc) is essential The absence of a
single, clear authority often leads to internal politics and
infighting that prevent timely and effective decision-
making

3. Set a clear divestment plan with an exit strategy
Successful firms develop clear strategies for the disposal
of the bulk of their surplus properties with a well-defined
endpoint, normally not more than five years. While
changes in business strategies and conditions may lead
to additional surplus properties in the future, most

of the current surplus properties can be disposed of
relatively easily. What's more, the resulting best practices
for property disposal can be incorporated into normal
business operations.

4, Adopt a portfolio strategy

Selling surplus properties solely on an individual basis,
rather than in portfolios, is slow and costly. In contrast,
the transaction cost of a portfolio is relatively low, and
owners can bundle low-value properties with higher-
value assets. This can persuacle buyers to purchase a
broader suite of assets. Mot taking this approach can
leave property owners with a portfolio of econamically
unattractive assets. Instead, balance individual
transactions , which may still make sense, with a portfolio
approach

5.5ell environmentally contaminated property
Progressive firms are successfully selling contaminated
surplus properties with few legal or financial problemns
Several conditions make it easier to sell contaminated
property today: 1) moest environmental regulations are
rmature and well understood, 2) there are not very many
new significant requlations being issued, 3) the level of
agency enforgement practices are well- known, can be
predicted and are pro-actively addressed, and

4) there is a low incidence of surplus property buyers
returning ervironmental liabilities to the sellers, When
issues do arise, typically the cost of correction ks far less
than the overall carrying costs.

6. Profit should not be the sole motive for surplus
property disposal

When firms focus more on timely and effective disposal
rather than on a simple calculation of profit, they are
miore likely to reduce thelr portfolios rapidly, lower total
cost of ownership significantly, and enable leadership

to focus on their core business.

Many corporations are generating value by following
a strategic plan for divesting their surplus properties.
As aresult, they are realizing increased asset sales,
lessening their risk and exposure, and generating

a healthier bottom line, all while improving their
reputation and public image.

By following these six steps, we have helped our
clients reap significant rewards. For a more in-depth
consultation about the options available for your
surplus property disposal, please contact Arcadis.

“SELLING PORTFOLIOS OF
SURPLUS PROPERTIES RATHER
THAN INDIVIDUAL SITES HAS
BEEN KEY TO THE SUCCESS

OF OUR REDUNDANT
PROPERTY PROGRAM”

JONATHON ELTON
General Manager, Post-Closure
Rights & Obligations, Shell



Facing volatile and declining oil prices in 2008, large oil companies began to exit the retail gas business-a
market where profits were diminishing as crude oil prices rose. As a result, the low-margin gas stations,
and the property they sat on, became surplus property. The decision to divest the surplus properties not
only generated cash for the struggling oil and gas sector, but it also allowed them to focus on higher-
profit resource production and refinery operations. Today, major oil companies own fewer than 5 percent
of U.S, gas stations.

One such oil company embarked on an aggressive plan to divest more than 770 of its retail petroleum
stations located throughout 15 states in the LS. The divestment strategy was to sell the sites as is and

retain the environmental liability in order to secure the highest market value. With Arcadis® experience in
successfully extinguishing environmental liabilities and securing regulatory closure, the company tumed to
Arcadis. Arcadis developed a solution for the ol company to meet their divestment goals within 10 years, well
in advance of their original schedule. This plan involved assembling portfolios rather than selling individual
sites, and it entailed the creation of portfolio-specific project management tools to streamline execution. The
plan also called for using innovative clean up technologies, enabling the company to leverage its experience
from one site across dozens of other sites to accelerate closure, These strategies lowered the cost of clean

up significantly.

Within four years, 40 percent of the sites were market-ready. To date, the company has received regulatory
closure for 72 percent of the sites, substantially extinguishing environmental Uabilities, associated with these
and other retail sites that are still in their portfolio. As the highly competitive oil and gas business continues to
evolve, this oil company is well positioned to improve profitability, provide higher returns for shareholders and
plan for growth.
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BENCHMARKING SURVEY
METHODOLOGY

The purpose of the Surplus Property Disposal
Benchmarking Survey is to understand organizational
rmiaturity with the management of surplus properties,
identify areas of strength and best practices, as wellas
areas of opportunity for improverment in surplus property
management approaches.

The Surplus Property Benchmark Survey was conducted
in person or via online survey with industrial firms in
Europe and Narth America from Movember 2016 to
March 2017 The survey contains 28 multiple-choice
questions.on characteristics of surplus property
portfolios, organizational management practices and
disposal activity.

Collected survey data was analyzed by the Arcadis
Strategic Research team. Benchmark survey datais
confidential and reported in only aggregate form,
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For any inquiries on the Surplus Property Disposal
Benchmarking Survey, or to participate in the
next Benchmarking Survey please contact us:

surplusproperty(@arcadis.com
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