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DiSCIaimer: Not in fine print...

Region 2 CCIM Webinar
Are we there yet? Friday May 8th, 2020

This Presentation reflects the analysis and opinions of the author, but not necessarily those
of the faculty and staff of the Culverhouse College of Business or the administrative
officials of the University of Alabama.

Neither the CCIM Institute, Region 2 CCIM Chapters, Event Sponsors, University of
Alabama, or Monmouth REIC make any representations or warranties about the accuracy
or suitability of any information in this presentation. The aforementioned does NOT
guarantee, warrant, or endorse the advice or services of K.C. Conway, but we do pontificate
over the economy and commercial real estate.

This presentation consists of materials prepared exclusively by K.C. Conway, MAI, CRE, and
is provided during this event solely for informational purposes of attendees. This presentation
is not intended to constitute legal, investment or financial advice or the rendering of
legal, consulting, or other professional services of any kind.
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Opening Quote to put FORECASTING in Perspective

“It Is not given to human beings
— happily for them, for otherwise
ife would be intolerable - to
\wg. . foresee or to predict to any

¢ large extent the unfolding
course of events."




The Humpty Dumpty May 2020 Jobs Report

Jobs had a great fall; Now can all the Feds-men & CEOs put Humpty Back Together?

BLS Apr Jobs Report: Total nonfarm payroll
employment fell by 20.5 million in Apr after
declining by 870,000 in March.

= Unemployment rate rose to 14.7% - the
highest & the largest over-the-month
increase in the history of the series (back
to Jan 1948).

» The number of unemployed rose by 15.9
million to 23.1 million in April.

» The labor force participation rate
decreased by 2.5 percentage points over the
month to 60.2 percent, the lowest rate
since January 1973 (when it was 60.0
percent).

» Employment in. leisure and hospitality
plummeted by 7.7 million, or 47 percent

* Prof. & Bus services shed 2.1m jobs
» Retail trade declined by 2.1 million

https://www.bls.gov/news.release/empsit.nrQ.htm

W-Shaped Recessions

W-shaped recessions are recessions that
begin like V-shaped recessions but then end
up turning back down again after showing
false signs of recovery. W-shaped recessions
are also called “double-dip recessions”
because the economy drops twice before a
full recovery is achieved.

A W-shaped recession is painful because
many investors who jump back into the
markets after they believe the economy has
found a bottom end up getting burned twice.
The recession of 1980 that double dipped in
1981 and 1982 is a great example of a W-

shaped recession.
U-Shaped Recessions

U-shaped recessions are recessions that
begin with a slightly slower decline but then
remain at the bottom for an extended period
of time before turning around and moving
higher again.

The recession from 1971 through 1978—
when both unemployment and inflation were
high for years—is considered a U-shaped

recession. >
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FED Intervention / U.S. Debt / Printing Money not a Good Prescription for COVID19




FIAT Currencies skip L, U, V, W shaped recessions and can Collapse

Germany and War Reparations

In the Weimar Republic after World
War 1, l‘.}c:t’mnn}' Wik pr:rx.'-;ur{'.il h}'
France and other countries to make
war reparations, while at the same
time the country was Lt'y'iug Lo re-
build. Hyperinflation resulted until
the German mark became worthless.
However, the war reparations could
not be paid off with the inflated paper
marks; instead, gold marks or foreign
currencies were required, so the infla-
tion did not alleviate the debt. But the
reparation demands did add to the
pressure on the devaluation of the
paper marks. Their drop in value, as




COVID19 Intervention & Standing Back-up the Economy must
CONNECT The Bones (Needs Vs Wants)

http://www.acre.culverhouse.ua.edu/win
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It is not just Americans and Alabamians that are anxious to
reopen and get their economies restarted - Asia and Europe
are also reopening.

This week, Disney announced that it will reopen its Shanghali
Disneyland park on May 11, 2020, albeit with measures that
severely limit the number of guests and enforce strict social
distancing measures on rides and in restaurants. Could this
mean Disney World in Orlando, Florida — or Disney Land in CA
- will be opening by mid-summer?

And, Germany is planning an almost complete return to
normality in May, with schools and shops reopening.

What might NCAA Football this Fall look like if students
not on campus or NOT all divisions play — like Pac-10 or
Big-10? Oh they will play in the SEC!

AP May 7. Patchwork decisions throw wrinkle in college football plans

There are 130 major college football teams, spread across 41 states and competing
in 10 conferences, save for a handful of independents.

The goal is to have all those teams start the upcoming season at the same time — but -
With each passing day it is becoming apparent the COVID-19 pandemic is going to make
that goal difficult to achieve. The possibility exists of college football being played in SEC
country before it begins in Pac-12 territory
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Reopening Economies by States

Key Notations:
COVID 19 cases April 1 pre <900,000; May 1 >3.5 million; May 8t 3.87m

uihwn e

The U.S. has 1/3™ of global cases (most); 5x next highest (Spain at 200k)

Cases are not decreasing — just trajectory is less.
Testing is inadequate to “Know what we Don’t Know.”
California has 5" most cases in U.S. but is reopening.

The Issue: Reopening despite the data

About half of the states have begun to
reopen their economies and public life in
some meaningful way, though health
experts have expressed concern that a
premature opening could lead to a spike
in coronavirus infections that would not
be detected in official case counts for
weeks. Many areas are still seeing cases
grow, and the number of known deaths
related to coronavirus in the United States
has passed 67,000.

Hawaii

Order begins

Stay-at-home order in effect since March 25 and set to expire May 31.

Gov. David lge, a Democrat, extended the state’s stay-at-home order through May 31 but
allowed some businesses, including retail stores and repair shops in certain parts of the
state, to begin reopening May 7.

https://www.nytimes.com/interactive/2020/us/states-reopen-map-coronavirus.html
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https://taxfoundation.org/state-unemployment-compensation-trust-funds-run-mere-weeks/

3y U

These #s were 5 weeks mp

ago & didn’t factor in

1099 and Sole Proprietor

Workers(1st time allowed

UIB due to CARES Bill), so

cut the # weeks in half. =) BBQ-Sauce
» CA more like 0 weeks

» AZtry 6 weeks

» Hl more like 7 weeks

WAV 4

11



https://taxfoundation.org/state-unemployment-compensation-trust-funds-run-mere-weeks/

State Reopening Connected to the Unemployment Insurance
Bone Connected to Bl & Liability Shield Bones ...

The key takeaways regarding pandemic insurance af this stage in the COVID-19 outbreak

are:

President Trump Backs Liability Protection For .
Businesses That Reopen

TH, May 7t President Trump has announced he supports liability protection

for businesses that choose to reopen in order to prevent lawsuits from piling *
up. This came after House Speaker Nancy Pelosi (D-Calif) stated Democrats E>
would not back these protections. She has emphasized she is focused on

the workers, not businesses.

https://www.oann.com/president-trump-backs-liability-protection-for-businesses-that-reopen/

TRIA created after the September 2001 terrorism attacks did not envision nor
provide for pandemic risk.

What we want to think of as Pandemic Insurance is really a “nder” under Business
Interruption (Bl) insurance.

Those nders became more restrictive in coverage for virus and bactena after the
2002-2003 SARS outbreak and most businesses do not have the coverage they may
have thought.

Bl protects tenants and their businesses first and landlords second, depending on the
leases. Check your leases to see if, like in property and casualty, the landlord and
property owner are a “named insured” or partial payee. If not, there 1s no
obligation for the tenant occupying your real estate to remit any proceeds for rent.
This i1s not like the Paycheck Protection Plan (PPP) that requires the funds to go to
certain things hke payroll, rent and utiliies.

Allis not lost. The MDL strategy may be a cost-effective way for businesses and
property owners to consolidate and challenge the plethora of cases being summarily
denied by insurers.

And finally, we are early in this COVID-19 process. It is likely we will see “pandemic
hability shield” legislation to address the current problem and protect businesses as

states reopen their economies.

12
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Don’t practice law,
but know other potential
measures to have clients

explore with

their legal counsel!

Frustration of Purpose Impracticability and Impossibility

Parties that are looking for relief amid the pandemic could find Impracticability and impossibility, other common law doctrines with approaches similar to frustration of
help with frustration of purpose, a part of common law, although purpose, could also help when conditions change, experts say.

lawyers say there is a high bar to proving that in court. Both can provide the same kind of relief force majeure provisions in contracts might have provided.

Andrew Raines, a partner at Raines Feldman LLP, said case law on
frustration of purpose dates back to Prohibition era. The law
generally applies when an event upends the core purpose of a
contract, and lawyers say the law may apply in the pandemic.

"Impossibility is typically contrasted as objective impossibility. A hurricane comes in and wipes out the
facility that was supposed to produce the widgets, and that's no longer possible," Petrossian said.

"_ o . "Impracticability is one small notch below impossibility. It's not objectively impossible but the
| signed the lease to open up a bar, Prohibition came in and | . perception is that it is so extremely burdensome or expensive ... the court is going to treat that as
had no idea it would happen. | need to get out of the contract, essentially impossible," Petrossian said. "That's a high bar to meet."

13




What are the CRE Value Implications?
The “What-If” NOI & Cap Rate Value Matrix

@

14




Global CRE Transaction Activity
Is its disruption following the COVID Outbreak ... Or?

S O
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US PROPERTY DEBT SECTOR EXPOSURE BY PROPERTY TYPE

Note vs Hotel & Retail Debt spread out among Lender Types!

| OFF IND RET AFT HTL SHC |
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Trepp Apl'll CMBS The Trepp CMBS Delinquency Rate saw its biggest jump in almost three years in

Delinquency Rate: April 2020. The April reading is 2.29%, a jump of 22 basis points from March's
It's Time to Throw reading. | |

out th e OI d https://info.trepp.com/hubfs/Trepp%20April%202020%20CMBS%20Delinguency%20Report.pdf
Measurements

Most CMBS borrowers impacted by COVID-19 will not appear as
"delinquent"” until the May payment cycle. The reason for that is

this: most borrowers made their March 1 payments as that

payment was due before the COVID-19 headlines and shelter-at-

home orders became widespread. »

Many of these borrowers did not make their April 1 payments.
But that did not make their loans delinquent. Instead — at that
point —the loans were classified as either (A) "in grace
period" or (B)"beyond grace period" in the servicer data, so
we have included these figures in our delinquency report.
Once borrowers miss their May 1 payment, they will become
30 days delinquent (unless the borrower is granted a
forbearance).

The largest rate increase among property sectors in April belonged
to the lodging sector ‘



https://info.trepp.com/hubfs/Trepp%20April%202020%20CMBS%20Delinquency%20Report.pdf

April 29, 2020

Earnings! — The Companies in your Office Space

http://www.acre.culverhouse.ua.edu/explore/stories/april-29-2020

The Good: Here’'s how COVID-19 changed Miami's office and retail spaces

www.miamiherald com/news/business/real-estate . v
COVID-19 is slowing activity in South Florida's office and retail markets, according to local

Pepsi: — Lots of Snacking at Home brokers. And the impact may last beyond a few weeks. “There's more of a short-term effect
v' >7% Revenue Growth Banks & Financial Services tenants in LA/SF or Phx?
v Affirming its Dividend & Stock Buybacks * Truist Bank new HQ?

Pfizer: — Beat Top/Bottom EPS & not backing * Wells Fargo & Bank of Am

away from providing 2020 Guidance * All the related FS companies?

* Urban Vs Suburban demand for Office Space?
* Airport Office submarket with Bus Travel and TSA
Passenger Traffic down 95%

Merck: — Beat Top/Bottom EPS but backing
away from providing 2020 Guidance

The Less-Good:

TSA checkpoint travel numbers for 2020 and 2019 https://www.tsa.gov/coronaviru
s/passenger-throughput

This page will be updated by 9 a.m. ET daily (Back to Coronavirus (COVID-19) information)

Southwest: — Not as bad as expected ... BUT I
/ <7% Plane Load (94% not flying) Date Total Traveler Throughput (1 Year Ago - Same Weekday)

4/15/2020 90,784 2,317,381

v' Cancelling Boeing Orders for 737Max
18
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Property Types “What-If" Thinking: MF Breaking Down $1 of Rent — What will it be post COVID19?

How does FORBEARANCE
play out (tenants think it's
“Free-Rent”

and
MF Owners may find more of
the $1 of Rent needs to go
to the Lender as all is added
to the back-end of the
mortgage.

Workforce MF
Vs.
Student Housing MF

Urban MF
Vs.
Return to the Suburbs

Who says Suburbs vs Urban?
DR Horton earnings.

An estimated 25% more Office
Work proven to be done remote
during COVID.
Big-office space using industries,
like FinServ & FinTech, will go
“Cubeless”

Equifax warns of “Redundancy
Costs” for Office-using
companies




OFFICE
CRE

OFFICE
CRE

“Hot-Desking” Out / Undo the Office Density ratio back

toward 1:200 or higher? This week the UK government is
unveiling the measures it expects office occupiers to put in place so
people can start to go back to work. Under new rules, hot desking
will be out, and the distance between workers required for
social distancing could be measured out using tape.

2

Density “When people start off going back to the office, they are
going to want to know there is enough space for them to practice
social distancing,” Lennox-King said. It is possible to combine
sensor technology with screens positioned around a workplace
to show workers which areas are more or less densely
populated, and even have a type of warning system if there are
too many people in any one area.

The Office Tech Solution: Symbiosy is the tech and
sensory platform created by developer HB Reavis that allows
occupiers to measure and control multiple facets of the space
they occupy, including density, air quality and cleanliness.

Cleanliness Technology platforms that utilise sensors and
screens can also give office occupiers important information
about the cleanliness of their space, telling companies which
areas have been cleaned, and when they were most recently
cleaned.

Touchpoints We are all now a lot more wary about touching
things. As a result, technology platforms that allow staff to
access different parts of a building by tapping a phone rather
than pushing buttons,

Contact Tracing A growing weight of evidence suggests that
contact tracing — finding out whom someone with the
coronavirus has met

https://www.bisnow.com/london/news/office/how-technology-could-help-the-fear-of-going-back-to-the-office-

104221?utm source=outbound pub 21&utm campaign=outbound issue 38437&utm content=outbound Ii

nk 12&utm medium=email

20
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Retail e-Volution? Does what we buy or not buy in COVID19 continue post COVID19?

https://www.ccim.com/n Reflect on
ewscenter/commercial- Weight
real-estate-insights- Watchers (WW)
report/retail-e-volution-- Earnings
predictions-for- &
2025/?gmSsoPc=1 Shopify

Shopify Inc. receives a minimal
amount of fanfare for a
company that finished behind
only Amazon
(NASDAQ:AMZN) in U.S.

. : ; eCommerce market share for
ht.’[DS.//WWW.VISU8|CaDIt 2019. SHOP's market share
alist.com/shoppers- was 5.9% in 2019, beating out

Talo B ine- the likes of eBay
bUVInC] online ] (NASDAQ:EBAY), Walmart
ecommerce-covid-19/ (NYSE:WMT), and Apple

(NASDAQ:AAPL). 21



https://www.visualcapitalist.com/shoppers-buying-online-ecommerce-covid-19/
https://www.ccim.com/newscenter/commercial-real-estate-insights-report/retail-e-volution--predictions-for-2025/?gmSsoPc=1

Logistics & Industrial CRE

http://www.acre.culverhouse.ua.edu/resear
ch/logistics-infrastructure-research

Changing from a:
“Shop & Take Home” to “Order Online & Deliver” economy

Where we make things & Who owns the
Companies that make what we need?

The COVID-19 outbreak is revealing the “where” things are made
(maybe too much in China — and not just auto parts and items
that go into a WalMart store, but pharmaceuticals and paper
products like diapers and toilet paper that are made possible by “fluff
pulp” via the port of Mobile). It’s also unveiling how things connect
and maybe enable rapid transmission of a coronavirus. For
example, China bought a number of luxury retail brand
companies in Italy in recent years and then moved their workers
to Italy to sustain a “made in Italy” manufacturing claim. That is now
the hypothesis for how the coronavirus spread so quickly to Northern
Italy - and then Spain and the rest of Europe.

Port Laredo Again No. 1
As Coronavirus Sends Port Of Los Angeles Reeling

A stunning development the first time, the result of the impact of the
U.S.-China trade war on the venerable California seaport, this time it’s
the one-two punch of the ongoing trade war and the coronavirus
pandemic that has sent it, the U.S. economy and the global economy,
reeling.

This time, unlike last time, it is not likely to be a one-month
aberration.

That’s because the most recent U.S. Census Bureau data is for February.
Port Laredo passed the Port of Los Angeles before the full brunt of the
impact of coronavirus would have even hit the Los Angeles seaport.

https://www-forbes-
com.cdn.ampproject.org/c/s/www.forbes.com/sites/kenroberts/2020/
04/07/port-laredo-again-no-1-as-coronavirus-sends-port-of-los-
angeles-reeling/amp/ 22



https://www.forbes.com/sites/kenroberts/2019/05/21/trade-war-update-port-of-los-angeles-no-longer-top-port-its-laredo/#5b1cdac9f0c9
https://www.forbes.com/sites/kenroberts/2020/04/03/coronavirus-whallops-cargo-at-port-of-los-angeles-lax-jfk-ohare/
https://www-forbes-com.cdn.ampproject.org/c/s/www.forbes.com/sites/kenroberts/2020/04/07/port-laredo-again-no-1-as-coronavirus-sends-port-of-los-angeles-reeling/amp/
http://www.acre.culverhouse.ua.edu/research/logistics-infrastructure-research

Forward Looking Transportation & Freight Measures

ASSOCIATION OF

AMERICAN RAILROADS

https://www.aar.org/

T~

Beware of a “Demand-Shock” — orders cancelled
as businesses not confident they can stay open or

even sell new inventory.

23
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Forward Looking Transportation & Freight Measures

Am. Trucking Assoc & Trucking Tonnage Index

https://www.trucking.org/news-insights/ata-truck-
tonnage-index-rose-18-february

TSA Passenger Count & Air-Cargo piece of L&T

s/passenger-throughput

ge will be updated by 9 a.m. ET daily (Back to Coronavirus (COVID-19) information)

% SA checkpoint travel numbers for 2020 and 2019 https://www.tsa.gov/coronaviru

Total Traveler Throughput

Date Total Traveler Throughput
ghe (1 Year Ago - Same Weekday)
4/15/2020 90,784 2,317,381
4/14/2020 87,534 2,208,688

_ Cass
Cass Freight Index I\ S Information
Systems, Inc.

https://www.cassinfo.com/freight-audit-payment/cass-

transportation-indexes/cass-freight-index

24
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Wrap up with Red-Shoe Economist’s 5 quick “Look up & Forward” perspectives:
How Will things change as we restart the economy post Shelter-In-Place?

KC'’s Final 5 closing “Look Up & Forward Perspectives:

1. We see a “W” shaped (double dip)

recession as we discover the holes not plugged
after we reopen the economy

2. Like we had to create CMBS 2.0 after 2009 Fin
Crisis, we will create Logistics 2.0 post
COVID19. Think about smaller e-commerce
H {4 14
fulfillment centers or new dominant ports like Port Think “What-If” we have ...
Laredo.

3. Retail e-Volution will be accelerated by 5+ " Immunity Passports

years and what happens to “Experiential Retail.” = Health Certifications on

Reread the Retail e-Volution paper from last Fall your phone that operate
4. Adaptive Reuse will become your most like TSA Pre-check or

important skill to fine-tune as we figure out CLEAR at airports

how to repurpose retail, hotels and cruise ships,
and where do we put new uses like telemedicine.

5. What we are going through is going to be -(r)cc:pancy I}Illor;il:’forlng
tougher to get through than we can ech at retall, otfice

imagine. Whether its deficit spending, loss of buildings, restaurants, etc.
wealth, acceleration of e-commerce, reshoring of

manufacturing, integration of public health into

Risk Mgmnt planning, remaking density and rent https://mail.google.com/mail/
equations in all CRE types (more space with less u/1/#inbox/FMfcgxwHMjwVW

rent), etc. Engage in daily “What-If” thinking! rcCBxgPsKINnXXNRQX 25
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We have Arrived at the END
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