r:‘l'-"ﬂ'ﬂ [

=
=
-
V

February 2020

T
U
L]
-
o
O
o



https://proptech1.ventures

EXECUTIVE SUMMARY

PropTech and ConTech have been growing by 45% annually (CAGR) in Europe since 2014.

Financing rounds in the now double-digit millions are evidence of the increasing maturity
of the sector.

UK is the European leader in terms of financing volume and number of deals.
The DACH region, France, Spain, and the Nordics follow behind.

The still relatively young PropTech sector has predominantly not yet reached the late
stage, which is why the largest financings are still to come.

The coming-of-age phase, in which PropTechs were playfully tried out, is over; the sector
will increasingly have to convince with measurable efficiency gains in the real estate core
business starting in 2020.

Digital change does not happen overnight. However, a long-term innovation strategy for
traditional real estate companies is without alternative & existential.

Under the keyphrases "GretaTech", "Prefab Next Gen", "IT Spring Cleaning" and "Get Big
or Get Out", we identify our trends for 2020 at the end of the study.
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PROPTECHT VENTURES

1.0 MET

Objective. With European PropTech Trends
2020 we aim to provide a comprehensive
overview of the development in the Euro-
pean PropTech ecosystem. It was not our
intention to fuel some kind of hype and
present the PropTech segment as large as
possible, but rather to take a sober, realistic
look. The following criteria and cornerstones
have been set accordingly:

«  For the study, we consider all startups
(companies younger than 10 years)
with a PropTech focus (creation of in-
novation and digitalization in the real
estate industry) with headquarters on
the European continent (excluding
Russia and Turkey).

«  We do not follow the decision made
at times to consider PropTech and
ConTech (technologization of the
construction industry) separately
from each other. According to our de-
finition, the PropTech segment deals
with the entire life cycle of a property,
including its construction process.

« On the other hand, we exclude two
growth segments from this report
which received particularly increased
attention last year: co-working and
co-living. In our opinion, these two
sub-segments enable an innovative
use of real estate, but their technolo-
gical or digital added value is usually
so small that they cannot be assigned
to the PropTech sector.

NnPROPTECH1
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Deviations from other studies. Accordingly,
it is important to note that this decision may
lead to significant differences from other
PropTech studies, especially when conside-
ring the total financing volume, e.g. becau-
se of the exclusion of one major financing
round from the statistics alone: the 1 billion
euro investment in the co-living compa-
ny Medici Living by the Corestate Capital
Group.

Sources. Especially in such a young sector
as the PropTech segment is, the problem is
the absence of a uniform data base, as dif-
ferent providers will offer sometimes vast-
ly different data. Therefore, our goal was to
use a "best of" set of sources. For the figu-
res on the financing activity, we have chosen
Tracxn, a research platform that compiles
information for venture capitalists, private
equity firms, investment banks, and corpo-
rations, as our main source. Other sources
we have used include the historical key fi-
gures of the Google Keyword Planner, the
Europe reports of Unissu for the number of
PropTech startups, the CREtech platform for
the financing volume, the PropTech.de over-
view to complete the German data, the eco-
system overview of the PropTech company
Assetti for the Nordics region, as well as the
PropTech event organizer Foro Inmotecnia
Proptech for Spain.

EUROPEAN PROPTECH TRENDS

1.1 FUNDRAISING OVERVIEW

Just as the word "PropTech" is still very
young, the development of this tech sub-
segment is still at an early stage. According-
ly, we have seen strong growth in recent ye-
ars worldwide and especially in Europe.

Whereas in 2014 only 77 million euros were
invested in startups dedicated to the digita-
lization of the real estate industry, by 2019
this figure has risen to just under 500 mil-
lion. Similarly, the number of announced

PROPTECH FINANCING IN EUROPE (IN $M)
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financing rounds has grown steadily over
the time horizon. The fact that there was a
decrease in the number of deals in 2019 is
presumably due to the fact that not all finan-
cing rounds have been recorded this early
in 2020 [editorial deadline of this report:
January 31, 2020]. Accordingly, it can be as-
sumed that the financing volume for 2019
will be at an even higher level than the 499
million euros indicated here (displayed with
hatched lines).

Amount of deals

116
109

2017 2018 2019

NnPROPTECH1


https://proptech1.ventures/
https://proptech1.ventures/

@ PROPTECHT VENTURES EUROPEAN PROPTECH TRENDS 7

1.2 TREND DEVELOPMENT 1.3 BEST-FUNDED STARTUPS

Needless to say, the interest in a tech seg-
ment cannot be expressed in figures based
on the financing volume alone. It is also
worth taking a look at the general interest
of the public. This can be made tangible by
evaluating the number of Google queries

The map below provides a rough overview of
selected PropTech startups that have accumu-
lated the highest amounts of equity in their
respective countries over the last five years. It
should be noted that only equity financing is

for the search term "PropTech”. The results taken into account for which precise financing
show that the interest has increased conti- amounts have been published.
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1.4 TOP INVESTMENT ROUNDS
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1.5 MOST ACTIVE INVESTORS

Few investors with a dedicated PropTech focus.
Investors who focus on PropTech either accor-
ding to their own chosen investment thesis or
based on their investment behaviour are still
sparsely represented in Europe. According to our
research, there are only thirteen investors who
have made more than five PropTech investments
on the European continent in the last five years.

We differentiate between venture capital inves-
tors - whether independent or as part of a cor-
porate group with a strategic orientation — and
accelerators/incubators, which support startups
with office space and mentoring in a very early
phase, but usually invest only five-digit sums in a
startup and correspondingly make a higher num-
ber of deals.

We have prepared this overview with the help of
the data provider Tracxn and complemented it
with a portfolio screening of relevant PropTech
investors. Since not all financing rounds are pu-
blicly announced and strategic rounds are not al-
ways classified as VC investments, this overview
is expected to be incomplete. Accordingly, we
would be pleased to receive information on in-
vestors that we might not have considered.

NnPROPTECH1

Germany is leading among the most active ven-
ture capital investors. Among the venture capital
investors, Vito ONE, Viessmann's PropTech in-
vestment arm, is in first place. This is followed by
three other VC investors from the DACH region:
BitStone Capital, which started as corporate VC
fund of Zech Group / Art-Invest, the independent
VC PropTech1 Ventures, as well as SIGNA Inno-
vations, the investment vehicle of the Austrian
real estate group of the same name. The French
angel investor Kima Ventures and the British cor-
porate VC platform Concrete also account for
eight PropTech investments each. Among the top
15 most active VC investors in Europe, eight are
based in Germany.

The British are the most active accelerators. First
place among the European accelerators has been
easily secured by the British Pi Labs, which in-
vests in the pre-seed and seed stage and has al-
ready supported almost 40 PropTechs since its
foundation in 2014. Seedcamp, another British
accelerator follows in second place, which takes
a generalist approach, with only 18 of its over 300
investments stemming from the PropTech sec-
tor. The German PropTech accelerator blackprint
already counts three batches of four startups
among its alumni.
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1.6 GEOGRAPHIC DISTRIBUTION
ACCORDING TO INVESTMENT
VOLUME AND NUMBER OF
COMPANIES FOUNDED

Cumulative figures over the last five years.
On the map on the right, we would like to
present a comprehensive overview of the in-
vestment volume distribution by European
countries/regions. As this report is being pu-
blished for the first time, we have decided to
summarize the financing volume of the last
five years broken down by country/region.

The United Kingdom takes the lead. In a
direct comparison with other tech sub-seg-
ments, it is noticeable that the United King-
dom can claim an even higher share of the
European total investment volume than is
usually the case in the startup sector. It re-
mains to be seen whether the Brexit will stop
this trend.

Other more populated regions follow at
some distance. The DACH region, i.e. Ger-
many, Austria and Switzerland, is in second
place, with France only in third place. Spain's
relatively high share of the European Prop-
Tech financing volume is rooted in the last
two years, during which the country has ge-
nerated an unusually high number of top
PropTech investment rounds when compa-
red to the average Spanish investment levels
of previous years.

NnPROPTECH

Number of PropTech startups by region is
more balanced. The number of PropTech
startups presents a somewhat different pic-
ture: The United Kingdom, the DACH region,
and France are again leading Europe, but are
closer together when compared to the finan-
cing volume - closely followed by Spain and
the Nordics region. In the Nordic countries,
there is a large discrepancy between the vo-
lume of funding and the number of startups
founded, which suggests that the ecosystem
is pronounced, but still young.

Pan-European orientation is common. In
addition to the regions already mentioned,
the data available allows us to identify Italy
(fueled by a recent top investment round of
the Italian iBuyer casavo), Portugal, and the
Benelux countries as further "PropTech hot-
spots". Overall, however, it should be noted
that many PropTechs are founded with a pan-
European focus and address different mar-
kets, so the mere location of the headquar-
ters does not necessarily coincide with the
business activity in the respective countries.

EUROPEAN PROPTECH TRENDS

Number of companies founded

Investment volume
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1.7 DISTRIBUTION ACCORDING
TO COMPANY STAGE

In order to gain a better understanding of
the market maturity of European PropTech
companies, it is worth taking a look at the
distribution of the financing volume and the
number of deals by company stage. We dis-
tinguish between seed, early, and late stage.
In this respect, we categorize early angel, i.e.
pre-seed and seed investments, as well as
accelerator financings under the term seed.
Early stages include all financing rounds tit-
led Series A and Series B. All rounds excee-
ding that, i.e. Series C, D, E and whatever
may come, are assigned to the late stage.

Although the average size of individual in-
vestment rounds has reached a record high
over the past five years, the investment si-
zes per stage have remained on a relatively
constant level.

In terms of distribution according to the
number of deals in the individual stages,
late stage investments still account for a
very small proportion and have only beco-
me noticeable since 2016. This is a further
indication that PropTech is still a very young
segment, especially as seed investments
continue to account for a consistently large
share of the number of deals.

When looking at the distribution of the in-
vestment volume, however, it becomes clear
that investors are particularly keen to invest
after the initial proof of concept has been
provided. One can assume that these inves-
tors invest diversified very early in different
ideas, but only write relevant tickets in the
early stage when promising KPIs have alrea-
dy been generated. Naturally, the late stage
is more noticeable in terms of investment
volume than number of deals.

AVERAGE INVESTMENT TICKET SIZE OF EUROPEAN PROPTECH COMPANIES ACCORDING TO STAGE
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2.1 STATUS QUO OF THE-
DIGITALIZATION OF THE REAL

ESTATE INDUS

It is no secret that the real estate industry
has a strong potential for catching up, not
only in terms of digitalization. PropTechi
has selected this sector for a reason since —
as is always the case during an initial digital
transformation of an industry (e.g. media,
retail, or banking) — there will be a great re-
distribution of wealth within the real estate
industry, away from old, traditional, sluggish
systems towards young, agile players who
see change as an opportunity.

The extent to which the real estate industry
lags behind other sectors in terms of inno-
vation can be summed by revealing figures.
A recent study by the ZIA showed that 58%
of all real estate companies invest less than
3% of their total revenue in digitalization.! By
comparison: Axel Springer, a prime example
of successful digital transformation, inves-
ted on average 18% of its total revenue in
digitalization measures in recent years.?

As an industry, we are still at the very begin-
ning, but the changes will hit the "sleeping
giant" all the more severely. For the past few
years, PropTech, which is at the interface bet-
ween real estate and innovation, has been
on everyone’s lips. At an increasing number
of events, important executives from major
real estate companies increasingly recogni-
ze — at least behind closed doors — their di-

gital shortcomings, discuss innovative busi-
ness models and their potential to disrupt
current industry incumbents.

Yet, all that glitters is not gold: With all the
promises made by technologies that are still
as young as they are extravagant and often
also completely misunderstood, such as
augmented/virtual reality, blockchain so-
lutions, or artificial intelligence — but also
supposedly revolutionary models from the
"New Work" sector — unrealistic expectati-
ons have often come to the surface. Looking
across the pond to the US, which are still ye-
ars ahead of Europe at least in terms of star-
tup valuations, the exaggerated hopes that
culminated in the astronomical valuation
of WeWork were utterly crushed. WeWork's
valuation dropped from $ 47 billion to $ 10
billion in less than six weeks after the publi-
cation of its IPO prospectus.3

This decline in valuation was no real surpri-
se to industry experts. IWG (better known
under the brand Regus), WeWork's largest
competitor, had a market capitalization of
only $ 4.5 billion at the time and even ran
their co-working spaces at a profitbale rate.4
Considering the sparse use of technology
and the lack of innovation (apart from offe-
ring fruit water) of this relatively traditional
business model, it is not difficult to explain

1 “Gebaut auf Daten — digitale Immobilienwirtschaft:Vierte Digitalisierungsstudie von ZIA und EY Real Estate*

2 Annual Financials, Axel Springer; Investments by German Media Companies, LSP digital

3 "How WeWork spiraled from a $47 billion valuation to talk of bankruptcy in just 6 weeks", Business Insider

4 “Why WeWork doesn’t work yet", The Economist

NnPROPTECH1
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why the revenue multiples
that technology companies
are usually measured by
could not apply to WeWork.
Thus, contrary to popular
belief, we excluded "co-wor-
king" and "co-living" pro-
jects from our definition of
PropTech and consequently
from our investment thesis.

Expectations

The Gartner Hype Cycle,

Summit of
exaggerated expectations

|
Valley of tears |
I
1

Plateau of productivity

Path of enlightenment

a popular model for ex- |jirovation

plaining exactly this type Trigger

of market expectation for

emerging  technologies,

serves as an indicator for

a possible future: The initial coming-of-age
phase, in which many real estate companies
and VC funds have put their money on "eye
candy", e.g. tenant experience apps or remo-
te apartment inspection via virtual reality, is
over. The time has now come for PropTech to
prove itself as sustainable and as substanti-
ally optimizing the real estate core business.
Hence, we believe that startup companies
need to demonstrate technology's potential
in terms of cost savings or efficiency gains
over traditional methods.

This often requires laying the groundwork
first, e.g. by the basic act of scanning phy-
sical contracts, floor plans, and other do-
cuments that are still stored in piles in the
basement. Only then can the real digital le-
ver in the form of big-data analysis, fully in-
terconnected loT applications, and artificial
intelligence be applied.

This often requires laying the groundwork
first, e.g. by roughly scanning physical con-

> Time

tracts, floor plans and other documents that
are still stored in tons in the basement. Only
then can the real digital lever in the form of
big-data analysis, fully networked loT appli-
cations and artificial intelligence be applied.

However, this should not be an obstacle.
Given the immense economic power of the
real estate industry, even incremental effi-
ciency gains can generate enormous abso-
lute returns. This "plateau of productivity"
is destined to be reached by the real estate
digitalization, just as other industries have
already demonstrated. And market partici-
pants who miss out will find it increasingly
difficult to keep up with the competition in
the near future. Or as the US-American tech-
nologist and journalist Ray Wang has drasti-
cally put it: The digital revolution has wiped
out over 50% of Fortune 500 companies in
the US since 2000. So, to strive for sustai-
nable innovation is not only a "nice-to-have"
strategy, but sooner or later it is a question
of survival.

NnPROPTECH1
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2.2 TRENDS FOR 2020

"GretaTech"

Sooner or later, sustainability will become
mainstream, even in conservative circles.
Hence, we focus less on the viral distribu-
tion of new mentalities, but rather on the
steering effect of public pressure and suc-
cessive new market rules.

An unmistakable sign of this development:
The first major investors and private equity
companies are publicly positioning themsel-
ves for more climate protection. BlackRock
— the world's largest investor, not only in
coal projects — has even described the sus-
tainability issue as a new core of corporate

policy.!

This is no coincidence. For years the politi-
cal power of green parties has been growing,
both nationally and internationally. Cor-
responding regulations, such as CO2 pri-
cing, set economic incentives or sanctions
and are certainly only the tip of the iceberg.
As a result, the need for action is growing
in all sub-sectors of the real estate market.
"Green bonds" are more popu-lar than ever
before. Pioneers from modular construction
show that challenges such as fire protection
in high-rise buildings can also be mastered
using sustainable materials such as wood.
Further, the long-held belief that energy
costs are just a transitory item that is pas-
sed on to tenants without a guilty conscien-
ce could soon be outdated.

As is so often the case, those market parti-
cipants who see this unavoidable change as
an opportunity early on are at an advantage.
With speed being the strength of agile start-
ups, we expect an entire generation of smart
companies which will both produce an eco-
nomically highly attractive business and ge-
nerate a second ecological return.

1 "Fondsgesellschaft Blackrock und der Klimaschutz", Der Spiegel

NnPROPTECH

e Prefab Next Gen

What Bauhaus founder Walter Gropius de-
scribed in 1923 with "construction kit on a
large scale" appears more relevant than ever
in times of scarce resources and increasing
social pressure on construction costs and
efficient use of space in metropolitan areas.
At the same time, the typical construction
site today is still a single project and thus, in
terms of processes, closer to the processes
of pyramid construction than to modern, IT-
supported project management methods.

Delays are one of the main causes of con-
flicts during construction, along with cons-
truction defects. Chronic labour shortages
and inadequate construction coordination
are among the most frequent reasons for
delays on construction sites.

In order to solve many of these problems,
a standardized, industrialized, modular
structure is emerging. Unlike the 1950s,
new materials and digital technologies are
now being used to improve design capabi-
lities and variability, increase precision and
productivity in manufacturing, and simplify
logistics, including 3D printing on site.

This type of industrialized construction
increases the planning reliability of cons-
truction projects and optimizes the use of
resources and the construction time. As a
result, (manpower) capacities are available
more quickly for new projects. In addition,
the current workforce shortage in the cons-
truction segment is being addressed by a
strong shift from on-site to off-site activities.

Accordingly, startups that improve this
methodical crisis and/or achieve scaling
through modern production approaches
will benefit the most.

EUROPEAN PROPTECH TRENDS

9 IT Spring Cleaning

One could say that the real estate industry
has fared too well in recent decades. To put
it somewhat disrespectfully, even bad deci-
sions were rewarded with disproportionate
returns. Consequently, past success created
sluggish systems, which were almost resis-
tant to necessary improvements — not unli-
ke the idiomatic frog in boiling water.

Accordingly, the real estate industry, like the
banking industry 5-10 years ago, has an IT
landscape that can only be described as bla-
tantly backwards, if not medieval, according
to modern criteria.

As a result, current technical solution used
by industry incumbents are not able to per-
form fundamental actions: 15(!) years after
the introduction of Google Maps, the visu-
alization of real estate on a map is being
marketed as an innovative new feature;
“cutting-edge” software solutions are too
"stupid” to recognize that two addresses of
a city block on a street corner refer to the
same object; paper-based floor plans must
first be fetched from the basement with a
wheelbarrow, dusted and scanned; proces-
ses for granting loans falter when a clerk
goes on vacation because the substitute has
no access to the other's e-mails.

Accordingly, one must first create the ba-
sis for a meaningful use of big data or even
machine learning / artificial intelligence in
order to benefit from the use of cloud ser-
vices, central data storage, and thus real-
time computing capabilities — as is already
common in other industries.

The creation of a modern basic IT infra-
structure and subsequently the first Al baby
steps are therefore the short-term focus.
Startups that understand the (poor) sta-
tus quo and meet the industry at the point
where it actually stands have better chances
than ever.

0 Get Big or Get Out

As shown in the first part of this report,
the PropTech sector is experiencing strong
quantitative growth. Correspondingly, the
number of industry events, congresses,
matchmaking platforms, think tanks, and
similar formats where property manager
can find out about the brave new world is
increasing almost daily. Nevertheless, we
are constantly observing the phenomenon
that real estate managers and acquirers are
annoyed by the small-scale nature of current
solution providers.

Obviously, a startup is well-advised not to
immediately have the aspirations to offer a
silver bullet, catch-all platform a la SAP or
Siemens. A small company could neither
deliver nor introduce the solution to the
customer in one go due to the far-reaching
implementation consequences. However,
it is not a real process facilitation for a tra-
ditional company if a hodge-podge of 5-10
isolted PropTech solutions has to be imple-
mented for a specific area of the company's
business.

Accordingly, we consider 2020 to be the be-
ginning of the consolidation of the PropTech
landscape. We are not only talking about
"more of the same", i.e. mergers of direct
competitors to aggregate market shares, as
already seen in the crowdfunding and the
BrokerTech segment, but in particular about
complementary mergers to form entire clus-
ter companies and platforms, both via APIs
and through M&A activities.

These mergers can then offer B2B custo-
mers not only a sufficient critical mass of
features, but also (perceived) operational
reliability in terms of size and I1SO certifica-
tion. As a result, even the most conservative
buyers can be persuaded because "nobody
gets fired for buying IBM.

NnPROPTECH1


https://proptech1.ventures/
https://proptech1.ventures/

EUROPEAN PROPTECH TRENDS

ROPTECH:

The first dedicated venture capital fund focusing on the
untapped innovation potential ofthe Europeanreal estateindustry

Utilize the digitalization potential
of the real estate industry

PropTech1 Ventures has brought together Eu-
rope's largest group of real estate companies
and entrepreneurs, serial entrepreneurs from
the digital sector, and venture capital experts
within a VC fund. The fund's focus is on the
untapped innovation potential of the real es-
tate industry in Europe.

Balanced portfolio of European
PropTech startups

As an independent venture capital investor,
we aggregate a qualitative and proprietary
deal flow of PropTech startups in Europe. We
create a portfolio with a balanced risk profile
of minority stakes in what we consider to be
the best companies after thorough analysis.

Added value for investors
beyond a purely financial return

To its growing number of fund investors,
PropTech1 offers access to highly focused
deal flow, detailed market research, and pro-
ven venture capital methodology expertise.
Furthermore, PropTech1 enables economic
participation both through the fund and
through direct co-investment opportuni-
ties. PropTech1 also provides a moderated
exchange between innovation-oriented real
estate companies and the PropTech startups.

Heightened smart money value
for startups

In addition to independent capital, PropTechi
offers startups an extensive network in the
traditional real estate industry, access to exis-
ting client bases and real estate portfolios as
well as support in structuring future finan-
cing rounds, M&A activities, and exits.

CONTACT
ir@proptechi.ventures
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