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The global health crisis has left an indelible mark on society, structurally changing how people
live, work, play, vacation, dine and shop. Many question when things will return to normal, or
if the definition of normal has been changed forever. The dramatic lifestyle changes of the last
year will directly affect the supply and demand characteristics of all types of commercial real
estate — both over the short- and long-term.

To help commercial real estate investors adapt to and capitalize on the unprecedented health
crisis-driven economic and investment climate, Marcus & Millichap presents the 2021 U.S.
Commercial Real Estate Investment Outlook: an integrated compendium delivering holistic
insights and perspectives on seven different investment property types.

The pandemic-incited disruption has challenged long-held investment standards, presenting
investors with a unique investment landscape and the potential to recalibrate strategies and
portfolios. Taking a broader view of the entire commercial real estate spectrum offers investors a
fresh context, potentially opening the door to new opportunities.

This publication replaces Marcus & Millichap’s traditional property-specific forecasts for 2021.
By delivering a broader perspective, we hope to support investors’ ability to be more flexible and
nimble in key decisions during this period of flux. We look forward to the passing of the health
crisis and a return to our traditional publications next year. As always, our investment brokerage
and financing specialists across the U.S. and Canada are at your disposal, providing street-level
investment guidance to empower your decisions.

Thank you for your continued trust in Marcus & Millichap in guiding your investment decisions
and here’s to your success in 2021.

Marcus g Millichap

Years of Excellence

JOHN CHANG
Senior Vice President/National Director
Research Services Division
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Executive Summary

¢ Vaccine distribution will play a critical role in how the economy performs this year. The nation’s economic situation has regained much of the mo-
mentum lost last spring as it continues along an upward path in 2021. Ongoing health challenges and other potential hurdles may suspend or abate
that progress, however. Incoming federal aid will uplift the economy in the near term, but at the cost of introducing some potential longer-term risks.

¢ Sunbelt metros noting exceptional in-migration, household formation and employment growth prior to the health crisis have the strongest
multifamily tailwinds. Fewer job losses in these markets should help expedite the economic recovery, aiding rental demand.

¢ Gateway metros that are typically premier apartment markets face significant near-term hurdles amid accelerated population out-migration

and high unemployment. They should bounce back in the longer term as they remain some of the most attractive places to live.

¢ Markets located near larger gateway cities have better weathered the pandemic’s impact on hospitality. Residents in dense urban environments
where lockdowns have been more severe are escaping to these settings where more businesses are open and there are outdoor amenities.

¢ Major gateway markets where hotels normally post nation-leading performance metrics fueled by robust international and corporate travel

were some of the most challenged areas in 2020.

¢ The health crisis has augmented the evolution of the industrial marketplace. In 2021, the sector will continue its upward trajectory even as
the advancement of e-commerce returns to a more sustainable level of long-term growth. A more permanent shift in consumer behavior will
enhance online platforms’ role in the retail sales landscape, prompting firms to broaden their warehouse and distribution operations.

¢ Robust growth recorded during the pandemic and strong fundamentals have the potential to expand the industrial buyer pool and amplify
exuberance among some investors in 2021. Strong absorption in a collection of regional hubs and major local service markets has supported a
refilling of the industrial development pipeline that will translate to notable inventory expansion in 2021.

¢ Southern markets such as Atlanta and Charlotte are either outperforming the U.S. average or are holding steady. These metros are also gaining
traction due to pandemic driven in-migration.

¢ Workers vacating office towers and companies offering space for sublease will extend the time for fundamentals to improve in gateway metros
such as Los Angeles, New York City and San Francisco.

¢ Markets that were more aggressive with reopening strategies due to lower population density or public policy are positioned to lead the retail
recovery this year. Sunbelt states and many Midwestern cities will be among the first to recoup pandemic-related losses.

¢ Inlarger cities where lockdowns were necessarily stricter, the damage done to the retail sector will be more pronounced and temper the pace

of recovery through this year. Government stimulus could minimize the strain on retailers in these metros.

¢ As a new year progresses, the self-storage sector is poised to ride several demand tailwinds. Remote learning and working are taking away
storage space in the home, while businesses also must put aside excess items amid physical distancing.

e A relocation trend to less dense areas may also drive new storage use. Elevated COVID-19 infections, renewed lockdowns and high unem-
ployment may come to weigh on consumer demand. Future fiscal stimulus and the ongoing vaccine rollout nevertheless improve the general

economic outlook for the second half of 2021.

¢ Care providers face a long path to full recovery in 2021, characterized by new operational initiatives and an increased focus on clinical care.
Seniors housing will play a more significant role in the healthcare continuum, developing and implementing evidence based solutions to im-
prove the quality of life and safety of residents and staff.

¢ The seniors housing sector has been forced to evolve in a new environment that has placed closer scrutiny on operations, design, amenities

and infectious disease control. Advancements in technology will play a key role in a post-pandemic world.



Health Crisis

New Confirmed Cases (thousands)

Daily U.S. COVID-I9 Cases Ease From Spike —

260 Pandemic transforms commercial real estate. COVID-19 changed the world in early

2020 as efforts to curb the spread of the pandemic had a dramatic impact. Stay-at-home
orders, the need to physically distance, and having to abide by health and safety protocols
130 had harsh effects on many real estate sectors. Hospitality, seniors housing and brick-
and-mortar retail were hit hard while others including necessity-based retailers, medical
offices, e-commerece retailers, life science and pharmaceutical firms, and many industrial
0 segments thrived. As of February 2021, more than 486,000 Americans have died from the
;:,2; Ao Moy dune Juy A Sept Ot o ee :Z:I o coronavirus and after reaching a peak in mid-January that strained healthcare systems
across a wide swath of the U.S,, cases, hospitalizations and deaths have begun to taper.

Aversion to Public Transit Health crisis exacerbated demographic shifts. Employers laying off workers and send-

S — Driving —— Transit ing staff home to work remotely contributed to an acceleration of demographic changes

OE that were already underway. Economic uncertainty led many households to search for

é 86 lower-cost housing, while the need to work from home and attend school online generat-

g ed demand for larger spaces. Commute times became less of a factor in housing decisions,
é pushing residential and apartment demand away from dense urban cores that are more

5 62 reliant on mass transit to the benefit of suburbs as well as secondary and tertiary markets.
2 Although driving returned during the summer months, public transit usage remains well

§ © jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec. Jan. Feb. below the pre-coronavirus level as fewer people are commuting to offices and physical

Business Applications (millions)

20z o distancing protocols limit ridership. Higher unemployment is also leading to more people

spending time at home, which consequently may have boosted new business applications

New Business Applications Surge to the highest rate since the Great Recession. This surge in entrepreneurship could have

6 positive results in the years ahead.
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Health Crisis

Government Response, Market Liquidity, Fast-Tracked
Vaccine Development Provide Optimistic Outlook

Pre-Crisis Profits Near Record

Economy jolted as coronavirus spread. The economy was on relatively solid footing $26

heading into the pandemic. Company profits were hovering near the 20-year peak and

corporate cash on hand had set a new high, supplying many firms with cushions to weath- szl
er adownturn. Bank reserves were also significantly above those registered in 2007, si6
providing a much healthier comparison to the start of the Great Recession. Through the

health crisis, the money supply has remained liquid as the federal government quickly St

}

infused cash into the market and funded stimulus measures via the CARES Act and other

Annual Corporate Profits (tril, SAAR)

legislation. The Paycheck Protection Program (PPP) was one of several systems that as- so.soo 02 04 06 08 10 12 14 18 1819

sisted in keeping people employed and allowed businesses and households to make rent

payments. Additional infusions in 2021 will provide further economic stimulus.
—— Corporate Cash on Hand Historically High —

Immunizations provide a path forward. In response to the coronavirus, the govern- s

ment initiative Operation Warp Speed was established to fast track the development and

approval of vaccines to combat COVID-19. By the end of 2020, two vaccines had been $1.05

approved and others were in trial phases. Inoculations were underway by mid-Decem-
ber, providing some hope, especially to real estate segments hit hard by the pandemic. so70

Immunization efforts, however, were slow to ramp up, extending the time needed before s038

\

enough people are vaccinated to a level that would provide herd immunity and allow a

Checkable Deposits/Currency (trillions)

freer movement of people. Although clarity is in sight, these delays will prolong uncer-
. . . 00 02 04 06 08 10 12 14 16 18 19
tainty for investors well into 2021.

Money Supply Gets Big Boost
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Economic Outlook

Employment Trends
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Vaccine distribution to play a critical role in economic outlook. The nation’s economic
situation has regained much of the momentum lost last spring as it continues along an
upward path in 2021. Ongoing health challenges and other potential hurdles may suspend
or abate that progress, however. If the current set of COVID-19 vaccines are distributed
as efficiently as predicted, then enough people may be inoculated by midyear to safely
allow most businesses to fully reopen. Employed consumers with idle cash on hand from
months in sequestration will be able to more freely travel and patronize bars, restaurants,
entertainment venues, and brick-and-mortar retailers, potentially boosting the economy.
If, however, the pace of the vaccine rollout is slowed or the nature of the virus changes,
these exogenous encumbrances to the economy will remain in place longer. Employers
who are challenged by physical distancing requirements and areas of the country where
infection risk is higher will fall further behind other segments of the economy. This dis-
parity, if severe enough, could lead to another quarterly economic contraction. The forti-
tude displayed during the second half of 2020 makes this scenario improbable, however,
especially with continued government support.

Economy has been resilient so far, aided by robust federal aid. The forced closure

of many businesses last year led to the sharpest decline in Gross Domestic Product in
the post-World War II era. After sliding 5 percent in the first quarter, U.S. GDP fell an
annualized 31.4 percent in the April-to-June period as 22 million jobs were shed and the
unemployment rate soared to 14.8 percent. This unprecedented shock was met with an
equally unprecedented government response. Applying lessons learned during the last
downturn, the Federal Reserve and Congress collectively delivered roughly $5 trillion in
aid within a matter of weeks, divided between direct fiscal stimulus and added financial
market liquidity. These actions, followed by the implementation of other lending pro-
grams and federal legislation in subsequent months, helped GDP leap 33.4 percent in the
third quarter and a more modest 4 percent in the fourth quarter. The strong gains made
in the second half of the year mostly offset the earlier losses, translating to an overall
economic contraction of 3.5 percent in 2020.

Labor market recovering but some sectors are falling behind. Over half of the jobs

lost in March and April last year were restored or replaced by December, but as 2021
progresses certain industries face a longer road to total recovery than others. Physical
distancing requirements and travel restrictions had a disproportionate impact on the
leisure and hospitality sector, which encompasses hotels, bars, restaurants and other en-
tertainment venues. While the overall employment base remained 6.5 percent below its
pre-pandemic level at the start of 2021, the leisure and hospitality sector was still down
23.2 percent. Conversely, staff working in essential services or in positions more easily
shifted to a remote setting were better protected. The number of jobs in financial activi-
ties, construction and in the trade, transportation and warehousing sector were all at or
within 3 percent of their February 2020 mark by the start of the new year. How the labor
market improves going forward will depend on how well vaccines are administered. If in-
fection rates drop enough to permit widespread reopening and social patterns normalize,
many of the jobs most impaired by the health crisis could quickly return, although not all
roles are likely to be restored this year as some employers have permanently closed.



Economic Outlook

Biden administration must balance policy objectives and health crisis management.
President Biden campaigned on a platform of widespread legislative reform, including
taxation, healthcare and public spending on infrastructure. Achieving these goals must
be managed in relation to the immediate needs of the health crisis. Some intended policy
reforms, such as increasing taxes on businesses and investors, could weigh on economic
growth in the short term. Even if political division in Congress does not preclude the
passage of wide-sweeping changes, the focus of the legislative and executive branches will
likely to be dominated by the health crisis through at least the middle of the year. Making
more substantial alterations to laws and regulations could create uncertainty among
consumers and investors, dampening the intended effects of stimulus measures that the

Biden administration is currently pursuing.

Additional federal aid likely incoming; holds significant implications on growth. The
$900 billion stimulus package passed at the end of last year is serving as a vital economic
stopgap as the country deals with the difficult health challenges. Many of the legislation’s
key benefits, such as renewed federal unemployment insurance, will nevertheless fade
by the spring. The Biden administration is therefore pursuing a $1.9 trillion stimulus
package to further buttress the economy. The legislation would include a third round of
larger direct payments to taxpayers as well as expanded unemployment benefits, rental
assistance, and funding for state and local governments. While the final stipulations

of the bill are almost certain to change, the incoming aid will uplift the economy in the
near term, but at the cost of introducing some potential longer-term risks. The extensive
deficit spending necessitated by the health crisis will likely result in an overall higher tax
burden down the line, whether at the local or federal level or both. The ample amount of

liquidity injected into the market also raises inflation risk.

The Federal Reserve continues to carefully monitor inflation. As this year progress-
es, the Fed will have to walk a tightrope balancing economic growth and the potential

for accelerated inflation. The Federal Open Market Committee has already signaled

that it is willing to allow inflation to rise above a 2 percent annual growth rate following
multiple years of below-target increases. To what extent above that threshold the FOMC
will permit is as of yet unclear. Even so, the Fed may still be forced to raise interest rates
and tighten monetary policy later this year if the risk of spiraling inflation becomes
likely. This shift in policy could elicit an unintended reaction from the market, derail-
ing economic growth in unexpected ways. If the central bank acts too early it could also
prematurely temper economic growth. Even if the FOMC executes its strategy flawlessly,
high inflation could still occur. Recent government actions have injected ample liquidity
into the market. At the same time, many consumers have added to their savings while
staying at home, expanding their potential spending power. The financial standings of
many households have also improved via rising home equity values, a byproduct of a
competitive single-family housing market fueled by low interest rates and recent lifestyle
changes. All of these factors together create a scenario in which, once the health crisis is
mitigated, consumer spending substantially jumps ahead of the available supply of goods
and services, raising prices. Depending on the timing, however, this wave of spending
could also act as its own form of stimulus.
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Investment Climate

— Commercial Real Estate Transaction Activity -

2 % . ij;ﬁ"ml Investors positioned to deploy dry powder. Uncertainty surrounding economic and

§ s W Retail commercial property performance caused by the pandemic pushed a significant por-

f‘;« W Apartment tion of investment capital to the sidelines, reducing transaction activity across all major

é 30 asset types last year. Many would-be buyers have since reevaluated their strategies

é while monitoring changes in asset valuations and property fundamentals. The rollout

E; 15 of vaccines and additional federal relief measures implemented during the first half of

g “II II 2021 should augment investors’ confidence, improving their willingness to deploy capital.
000 02 04 06 08 10 12 14 16 18 20 Many buyers, after gaining greater pricing certainty and reassessing commercial sectors’

future demand drivers, have adjusted their underwriting standards and are ready to act.
This includes investors who are focused on value-add and opportunistic transactions. A
late-2020 surge in COVID-19 cases and tepid January job growth illustrate the turbulent

$500 Industrial state of the U.S. economy. Investors will need to continue to monitor the impacts of store
m Office
W Retail

Commercial Real Estate Dollar Volume ——

closures, remote-working models and household migration on commercial assets, adapt-

$375 ing strategies as needed until the health crisis has been resolved.

W Apartment

8290 Compelling returns attract capital. A more than 500-basis-point gap between the aver-

o5 age commercial real estate yield and the 10-year Treasury rate existed at the onset of this
“II |II year. This significant disparity should continue as the low cost of capital is anticipated
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to persist in the near term and all major property types have exhibited yield stability for
at least the past two years. Steady commercial yields and minimal interest rates will pre-
serve and perhaps enhance commercial real estate’s appeal when weighed against other
—  Commercial Real Estate Buyer Composition — investment options. Corporate bond yields compressed in 2020 and are anticipated to
stay low for a considerable stretch of 2021. Moving forward, borrowers are likely to take

100%
User/Othe . . . .
» ,r/t " advantage of low commercial mortgage rates to acquire properties that are generating
rivate
75% W Listed/REITs comparatively high return potential in the current environment.

u Inst'l/Eq Fund
B Cross-Border

50% Buyers come off the sidelines. Equipped with stricter underwriting standards and
greater confidence in commercial real estate’s long-term demand drivers, more buyers
25% I are likely prepared to deploy capital that has been shelved so far during the pandemic.

The influx of new investment could support a competitive bidding environment this year.

Percent of Dollar Volume

O 2 04 0608 10 12 14 16 18 20 After being muted during the initial months of the pandemic, transaction velocity and

loan origination volume climbed between 40 percent and 60 percent in the third quarter
0of 2020, depending on asset class. Activity continued to expand in the fourth quarter as
Investor Sentiment Index investor sentiment and listing volume both improved, limiting the overall severity of the
200 health crisis’s impact on annual sales. For all of 2020, the total number of transactions
across the major commercial sectors fell between 10 percent and 50 percent from levels
170 recorded in 2019. Industrial and multifamily trading activity was less dampened than
sales for retail and hotel assets. As the health situation continues to evolve, investors are

reevaluating their strategies in the new climate, repositioning to capitalize on trends

Sentiment Index

o either created by or accelerated by the pandemic.
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Sources: Marcus & Millichap/NREI Investor Survey; CoStar Group, Inc.;
Real Capital Analytics



Investment Climate

Investors adjust criteria as drivers evolve. The pandemic has forced households and
companies to make drastic changes to their daily habits and business practices, directly
affecting commercial real estate performance and sentiment. Some of these adjustments,
including household migration to less-costly settings or greater online retail spending,
have expedited real estate trends that were emerging prior to the health crisis. Investors
must consider these altered demand drivers when underwriting potential acquisitions.
Businesses adapting their spaces and potentially relocating to other settings, in addition
to new remote working arrangements, will impact investors’ decision making in 2021 as
well, potentially altering deal flow in major metros and secondary and tertiary markets.
To capitalize on these shifts and curtail risk exposure, many prospective buyers have al-
ready adjusted their investment criteria this year. Nevertheless, these accelerated trends
and their impacts on individual markets and properties will need to be monitored as their
longevity and growth remain uncertain until the health crisis is controlled.

Migration trends influence apartment and office investment. Household and business
relocations to metros with lower living costs and business-friendly conditions are posi-
tioned to continue this year, potentially expanding these locales’ buyer pools. Major Tex-
as markets, Phoenix and other Sunbelt metros that have been among the fastest growing
in terms of employment and population gains over the past cycle should continue to lure
new residents and businesses from other higher-cost markets, stoking investment ac-
tivity. Secondary and tertiary metros in proximity to larger primary markets should also
benefit from migration trends. Sacramento and Riverside-San Bernardino have drawn
residents from the Bay Area and Los Angeles during the health crisis, movement that will
boost these metros’ economies and catalyze job creation. Throughout growth markets,
household demand for lower-cost housing will sustain buyer competition for Class B/C
properties. Investor demand for luxury apartments should also emerge, the byproduct of
aboost in higher-paying jobs generated by corporate relocations. Office-focused buyers
will continue to monitor how sustained rates of remote work will impact the downsizing
of corporate footprints; however, investors are likely to remain attracted to single-tenant

assets with long-term leases in place.

Shopping habits elevate buyer demand for industrial and well-performing retail.
Consumers’ usage of online platforms for essential and nonessential goods is expected
to stay strong in 2021, driving tenant demand for warehouse and distribution space. This
trend has the potential to intensify buyers’ pursuit of industrial assets at a time when
equity demand may already outweigh listings volume. Strong investor competition and
property valuations should exist for last-mile facilities as households’ order fulfillment
expectations make this space highly desirable to expanding online retailers, logistics
firms and big-box vendors. The strong performance of grocers and drugstores during the
pandemic will impact deal flow in the single-tenant retail space as investors target prop-
erties occupied by high-credit tenants. Shopping centers anchored by these retailers will
also warrant buyer attention as the foot traffic these vendors bring will attract new ten-
ants to vacant storefronts once the health crisis lifts. In contrast, multi-tenant properties
without these anchors are likely to draw investors pursuing redevelopment strategies.
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Capital Markets

Commercial Real Estate Lender Composition
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Lenders adapt to post-pandemic environment. During a tumultuous and economical-
ly challenging 2020, the capital markets for commercial properties were more resilient
than in prior downturns. Early in the pandemic, the Fed quickly adjusted to the new
climate with expansive monetary policy giving confidence to markets and ensuring
access to debt capital. Underwriting criteria was nevertheless rapidly altered to miti-
gate risk, limiting liquidity for the more challenged property sectors. Last year’s more
stringent underwriting will continue through at least midyear 2021 as the recovery
gains momentum, holding debt service coverage elevated, loan-to-value ratios lower

or static, and cash reserve requirements higher. The capital markets are anticipated to
loosen up and find greater balance as the year progresses, increasing debt availability to
support sales activity. Looking ahead, lenders will scrutinize the borrower relationship
with the institution, historical performance and creditworthiness — in some instances

as much as the asset itself.

Financing landscape to remain fluid and dynamic. Government agencies increased
originations at the end of last year to comprise a larger share of lending activity, nar-
rowing the gap left by larger banks. Lender composition could shift again this year with
lending caps at Fannie Mae and Freddie Mac each reduced from $80 billion to $70 billion,
with at least 50 percent of originations dedicated to affordable housing. Local and re-
gional banks will continue to fill the void left by other lenders, financing debt across most
property types. Banks, and to a lesser extent life insurance companies and CMBS lenders,
remain active originators for essential retail, including grocery-anchored multi-tenant
properties, drugstores, and single-tenant assets with a national credit tenant. Smaller
restaurants and bars, health clubs, movie theaters and hotels have faced greater financial
challenges and will continue to experience a shallower lender pool and lower LTVs due

to elevated delinquency risk. Extended forbearance periods put in place by many lenders
have limited foreclosures and greater fluctuations in pricing, though risks remain as
payment relief for troubled assets eventually comes to an end.

Low cost of capital to encourage investment activity. The strong performance of
industrial and multifamily assets through the pandemic will sustain capital availability
levels this year as lenders are targeting more pandemic-resilient investments. Banks
and non-agency lenders have been financing five- to seven-year loans for these property
types in the mid-2 percent to mid-3 percent range. The agencies are quoting debt in the
upper-2 percent to low-3 percent territory for primary and secondary markets, assuming
60 percent LTV and 1.35 times debt service coverage ratio. Smaller markets can reach
the mid-3 percent band for well-capitalized borrowers. Caution could remain for offices
until more workers return to the workplace, though medical office and life science space
has held strong. CMBS lenders are active in the sector, funding deals in the 3.25 to 4.25
percent range. Yield-driven debt funds are focusing on struggling retail and hospitality
assets, financing deals that start in the 3.5 to 4 percent span. Interest rates will likely
remain low through this year with the Federal Reserve’s commitment to hold the federal
funds rate near zero, maintaining commercial real estate’s status as a compelling long-

term investment relative to other asset classes.



Distress environment not mirroring past downturn. The prospect of real estate trading
at deeply discounted values has investors raising billions of dollars in capital in antici-
pation of a wave of distressed assets hitting the market. While the global financial crisis
registered an elevated level of distressed asset sales, investors expecting a repeat are
likely to be disappointed. The market factors present in the last downturn — overlever-
aged investors, locked-up credit markets and unavailable refinancing for cash-generating
properties — are not materializing. Lenders view the current economic situation as more
transient, which encouraged banks to step in and help borrowers by granting elongated
forbearance periods to avoid foreclosure as they wait for the recovery to build momen-
tum. Large fiscal packages and swift monetary policy have helped to backstop property
markets as well, providing tenants with funds to weather the storm and meet rent obli-
gations. Risks remain for some particularly hard-hit sectors. Hotel and retail assets are

where most potential distress will be concentrated over the coming years.

Challenges fixed on select property sectors. Retail and hotel properties represent more
than 86 percent of total outstanding distress in the market at approximately $24 billion
each. Another estimated $24 billion for each asset class may potentially enter distress in the
near future as well. These are properties that have high levels of debt and little to no income
with tenants unable to pay rent as the pandemic has been particularly difficult for tourism,
restaurants, bars and retailers. Eviction moratoriums, a modest decline in rent collection
and softening rental rates in some markets may impact select apartment owners as well.
Strong long-term demand characteristics, however, should keep bank foreclosures limited.
The discount for any potential apartment sale is generally anticipated to be small, especially
compared with the previous downturn. At the height of the financial crisis, distressed sales
were more than 20 percent of total sales as investors piled in and waited for the economy to
recover. Similar strategies are not likely to work in the current climate. The capital currently
set aside to pursue distressed sales well exceeds the number of assets that are expected to be
troubled. The competition for these types of trades will likely limit any type of discounting
that takes place.

Large pool of capital awaiting distressed sales. The CMBS delinquency rate continued
to track lower last year after two large spikes in May and June. The hotel sector remains
the most impacted, with the overall rate at 19.8 percent in December. Retail loans had a
12.9 percent delinquency rate in the same month, while the percentage of office, apart-
ment, and industrial loans delinquent was under 3 percent. Foreclosure rates through
December have remained low at less than 1.5 percent as lenders were in no hurry to take
over struggling assets, especially with uncertainty still surrounding the recovery. With as
much as $200 billion in capital ready to deploy for distressed properties, competition for
real estate-owned assets will be substantial as properties become available. As capital re-
turns to the market, investors are likely to place greater weight on property performance
over discounts to pre-pandemic pricing due to the challenges with repositioning,.

For loans 60+ days delinquent For loans 60+ days delinquent

Percent of Total Volume
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Sources: CBRE; Moody’s Analytics; Real Capital Analytics



Macro Perspective

Apartment Vacancy Rate

10%

8%
Expedited homeownership transition not a major concern. Many people prioritized

6% space and privacy after experiencing quarantine, leading to a wave of first-time home-

Vacancy Rate

buyers, assisted by low interest rates. The rapid increase in homebuying pushed prices up
“ significantly, though, with new supply constrained by higher material costs and fewer ex-
2% isting homes available for purchase. Those with tighter budgets will be unable to meet the
00 02 04 06 08 0 2 4o6 820 down-payment requirement, keeping them as renters. Economic distress could also play a
factor, stalling career advancement and pressing on wage growth. Multiple-bedroom apart-
Completions vs. Absorption ments may draw favor from families wanting to accommodate at-home work and schooling,.
== Completions Net Absorption

390

Renters’ living preferences altered. Living and working at home have made many
260 reevaluate their ideal conditions. Suburban apartments are garnering more attention for
their larger floor plans, less population density and comparatively lower rental costs. In
%0 | | I I | I | I the short term, remote workers could take advantage of the flexibility and distance them-
o selves from their office. Apartments in the suburbs will lure more of these tenants long

term as well, with some firms likely to keep staff remote beyond the pandemic. Urban

Units (thousands)

0 s 04 06 08 0 2 4 8 18 20 complexes are facing greater near-term headwinds, largely due to the closure of down-

town offices and shops. The reopening of CBD workspaces, entertainment and services

will catalyze downtown renter demand, however, as many prefer this immersive lifestyle.
Rent and Home Payment Trends

— Mortgage Payment* Average Effective Rent

:é} $20 Apartment tiers facing different sources of adversity. High unemployment among low-

§ o7 er-wage earners is a burden on Class C demand, though the segment was resilient in 2020.
g Expanded unemployment benefits, rental assistance and eviction moratoriums are helping
§ $1.4 bolster rent collections and Class C fundamentals, but challenges remain evident amid his-
i torically high weekly initial jobless claims. At the same time, budget-friendly options could
§ o appeal to financially cautious tenants during economic turbulence. The Class A segment

s 08 was less impacted by job losses, with more tenants able to work remote, but it had a greater

00 02 04 05 08 o oMo E o8R0 adjustment to fundamentals when builds were completed amid limited move-ins. Supply

overhang could prompt operators in overbuilt areas to use concessions, though demand for
Homeownership Rate upper-tier rentals should ramp up alongside economic recovery momentum.

70%

Solid performance, promising outlook sustain investment appeal. The key pillar
68% supporting apartment demand is the interminable need for housing. While economic
. distress presses on many households’ discretionary spending habits, having a place to
o live remains an indispensable priority and apartments reap a significant share of this de-

Homeownership Rate

64% mand. Alongside this, trends including the population’s preference to wait longer to start
families underpin extended tenant timelines. Uncertainty regarding near-term hurdles
% 8 s 95 o0 o5 10 15 20 such as past-due rent and high unemployment will keep some buyers passive this year,
though major asset discounts did not materialize. Capital has built up on the sidelines

*Mortgage payments based on quarterly median home price for a 30-year and is ready to be allocated as the nation makes headway on combating the virus.
fixed rate mortgage, 90 percent LTV, taxes, insurance and PMI.

Sources: Freddie Mac; National Association of Realtors; RealPage, Inc.;

U.S. Census Bureau E 1 E
Visit MarcusMillichap.com to explore .
the industry’s largest inventory of
exclusive Apartment listings. E .
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2021 Multifamily Market Outlook

In-Migration Momentum
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Protracted Recovery
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Los Angeles San Francisco
New York City San Jose
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Oakland

Slow Growth

Baltimore Philadelphia
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Detroit St. Louis
Milwaukee

New Haven-Fairfield County

Sunbelt metros noting exceptional in-migration, household formation and employment

growth prior to the health crisis have the strongest multifamily tailwinds. Fewer job losses

in these markets should help expedite the economic recovery, aiding rental demand.

Mountain region metros have significant demand momentum due to their fast-growing

populations and underlying dynamics. Quality-of-life and cost-of-living considerations are

luring new residents.

Markets that fall in this category align closely with the strongest tailwind grouping in terms

of demographic trends and location, though in-migration and household formation have

been slightly less impressive, keeping them a notch lower in the outlook.

The two main inland metros in California that are attracting residents away from the larger

coastal markets hold a spot in this category. The adoption of remote working is bolstering

tenant relocations.

A handful of markets throughout the Midwest and central U.S. comprise this grouping.

Apartment conditions here have been comparatively calm during the pandemic with mod-

est development helping abate demand-driven headwinds.

Some metros in Florida belong to this category despite the state’s overall positive migra-

tion trends. Growth momentum may be subdued by the beleaguered service sectors amid

fewer visitations.

Gateway metros that are typically premier apartment markets face significant near-term

hurdles, though they should recover in the longer term as they remain some of the most

attractive places to live in the country.

Metros with a heavy reliance on tourism fall into the protracted recovery category this year.

The recovery timeline for places like Las Vegas and Orlando is elongated by steep job losses

within service fields.

¢ Several Midwest markets drop into this category due to slow economic growth and subpar

demographic trends. A tailwind is that secondary and tertiary markets are increasingly lur-

ing residents, though these markets may not be the primary beneficiaries.

e Smaller metros along the East Coast hold a spot in the slow growth category. In-migration

to these markets has been weak despite population movement out of larger cities nearby.




Demographic Trends

Young Adult Population Growth Influences Local Rental Demand
Five-Year Percent Change Forecast: 2020-2025
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2016-2020 Household Growth

Highest Growth

Trailing-s-Year fotal

Dallas/Fort Worth
Houston

Atlanta

Phoenix

Washington, D.C.
Austin

Orlando
Seattle-Tacoma
Charlotte

Tampa-St. Petersburg

Denver

271,500
212,000
162,600
149,300
130,100
111,200
98,100
96,400
94,100
91,900

2016-2020 Household Growth

Lowest Growth

Trai"ng_s_Year fotal

Cleveland

Pittsburgh

San Jose

Milwaukee

New Haven-Fairfield County
New York City

San Francisco

Louisville

Orange County

St. Louis

Sources: Experian; Moody’s Analytics
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2016-2020 Net Migration

Largest Gains

Dallas/Fort Worth
Phoenix

Atlanta

Tampa-St. Petersburg
Houston

Orlando

Austin
Seattle-Tacoma
Charlotte

Las Vegas

Trailing-5-Year Total

390,100
352,800
252,300
239,400
219,100
207,100
197,000
189,500
172,000
166,800

2016-2020 Net Migrations

Net Losers

New York City
Chicago

Los Angeles
Northern New Jersey
Orange County

San Jose

Detroit

San Diego

St. Louis

New Haven-Fairfield County

_ Trai"ng_E_Year fotal

-379,900
-313,900

-296,400
-66,900
-57,900
-34,400
-33,000
-28,000
-28,000
-27,800



Supply and Demand

Units (thousands)

Units (thousands)

Units

Units

Net Absorption vs. Five-Year Trailing Average

mm 2020 2015-2019 Annual Average
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Miami-Dade
Milwaukee
Minneapolis-St. Paul
Nashville

New Haven-Fairfield County
New York City
Northern New Jersey
Oakland

Orange County
Orlando
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Phoenix

Pittsburgh
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Sacramento
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San Antonio

San Diego

San Francisco

San Jose
Seattle-Tacoma
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United States

2017
2.2%
3.3%
11%
1.3%
2.2%
0.7%
1.3%
04%
1.3%
2.2%
2.6%
1.2%
17%
1.6%
1.8%
1.3%
2.9%
1.6%
11%
1.5%
0.9%
1.5%
3.1%
-0.1%
2.0%
1.3%
1.9%
2.0%
3.4%
1.3%
3.4%
1.3%
2.5%
2.5%
4.0%
2.7%
3.2%
1.6%
2.1%
2.1%
2.2%
24%
1.0%
1.9%
1.0%
1.6%
1.5%

2018
1.9%
4.2%
0.8%
1.3%
2.5%
0.7%
11%
14%
1.3%
2.5%
2.0%
1.3%
1.8%
2.7%
0.9%
04%
3.1%
14%
0.7%
1.8%
0.4%
1.2%
3.3%
04%
2.1%
0.5%
1.2%
1.2%
2.7%
1.0%
3.4%
0.8%
2.0%
2.1%
3.0%
2.6%
2.7%
2.1%
1.7%
3.6%
2.0%
2.1%
0.3%
2.2%
1.3%
1.8%
1.6%

2019
2.5%
3.6%
1.2%
0.9%
2.3%
04%
0.8%
0.5%
1.2%
3.2%
2.8%
0.5%
1.2%
2.0%
0.9%
1.1%
1.9%
1.1%
0.4%
11%
0.2%
0.3%
3.0%
0.0%
1.8%
0.7%
0.1%
1.2%
2.5%
0.9%
3.6%
0.5%
1.4%
2.0%
1.5%
1.5%
3.3%
2.3%
1.5%
3.0%
1.3%
2.5%
0.5%
2.7%
1.7%
0.7%
1.4%

2020
-2.6%
-1.0%
-5.1%
-9.2%
-4.9%
-74%
-4.6%
-8.6%
-6.2%
-2.1%
-4.4%
-11.0%
-7.3%
-4.3%
-0.8%
-2.8%
-9.5%
-9.1%
-5.1%
-5.5%
-7.4%
-8.0%
-4.2%
-8.0%
-12.2%
-9.1%
-9.6%
-8.5%
-9.7%
-7.2%
-2.3%
-7.1%
-8.5%
-4.5%
-7.2%
-6.9%
0.4%
-3.4%
-6.9%
-9.9%
-6.9%
-7.2%
-4.6%
-3.6%
-5.2%
-6.0%
-6.1%

2017
12,700
10,100

4,100
7,800
7,800
9,500

1,500

1,100
3,500
24,700

7,900

1,300

3,600
18,900

1,800
4,200

3,100

5,900

1,700

4,900
3,300
4,300

8,100

1,300
25,400

9,900
2,200
5,000
7,000
5,200

6,100

1,900
4,700

5,400
900
700

4,700

6,800

2,500

5,200

2,800

9,700

1,600

4,300
13,600
3,300
312,800

2018
8,800
8,800
3,500
7,300
7,800
9,200
1,600
1,900
4,200

24,500
10,400

800
2,900
8,300
2,500
3,200
3,400
8,200
1,600
5,000
2,400
5,000
6,700
1,600
21,900
7,700

900
3,800
6,800
4,500
8,500
1,600
4,700
5,000
1,300

800
4,300

5,300
3,600
4,200
2,400
9,700
2,300
5,400
11,500
2,200

291,100

2019
9,500
8,700
1,700
6,100
8,200

10,400

800

700
3,900

25,300
8,500

1,400
2,300
8,700
2,800
2,300
2,400
7,600
1,500
6,700
2,400
5,300
4,000
1,400

21,200

9,200
4,200
2,800
6,800
5,300
8,200

600
5,100
5,500
2,500
1,300
3,400
4,600
3,600
2,700
2,000
11,600
1,900
5,400
11,700
1,100

284,200

2020
13,800
9,900
3,400
9,400
7,400
8,400
2,200
1,500
3,600
25,800
8,000
1,100
4,900
18,800
2,600
5,100
2,900
10,600
2,500
7,800
2,000
7,800
6,200
1,700
17,900
10,200
4,300
2,700
7,600
6,800
8,500
900
6,000
5,900
1,700
1,800
3,800
4,900
3,300
4,100
4,300
6,800
2,000
5,500
12,700
1,800
344,400

2017
6.1%
6.0%
5.8%
4.3%
5.5%
6.0%
5.1%
5.8%
4.6%
5.6%
5.9%
3.9%
5.3%
6.5%
6.5%
54%
5.5%
3.9%
5.7%
3.7%
4.8%
3.1%
5.1%
5.0%
2.3%
4.5%
4.0%
4.0%
3.8%
4.9%
5.6%
5.9%
5.0%
5.8%
3.9%
3.5%
4.4%
7.4%
3.7%
4.8%
4.7%
5.1%
6.9%
4.9%
5.0%
6.1%
5.1%

Multifamily Data Summ

2018
5.3%
5.3%
5.2%
3.7%
5.1%
5.3%
4.3%
4.7%
4.1%
5.5%
5.2%
3.4%
5.1%
7.2%
5.7%
5.3%
4.8%
3.6%
4.9%
4.1%
3.5%
3.0%
5.3%
4.4%
2.0%
3.9%
3.9%
3.8%
4.0%
4.2%
4.6%
4.0%
4.5%
5.2%
3.6%
3.6%
4.3%
6.6%
3.5%
4.4%
4.3%
4.7%
5.8%
4.6%
4.5%
5.2%
4.6%



2019
5.1%
4.6%
4.8%
3.4%
4.7%
4.9%
3.3%
3.7%
4.2%
5.1%
5.1%
3.3%
4.4%
6.3%
5.3%
4.6%
4.7%
3.7%
4.8%
3.8%
3.5%
3.3%
4.5%
4.4%
2.0%
4.4%
3.9%
3.6%
4.1%
3.5%
4.0%
3.2%
4.5%
4.7%
3.5%
3.5%
4.2%
6.2%
3.6%
5.1%
3.9%
4.3%
4.4%
4.6%
4.0%
4.7%
4.2%

Multifamily Data Summ
R

2020
4.5%
6.2%
4.1%

4.9%
4.4%
5.9%
3.6%
3.5%
4.1%

5.7%
5.1%

2.6%
4.2%
7.0%

4.7%
4.9%
3.5%
4.5%
4.9%
4.8%
3.7%
4.3%
5.6%
4.0%
3.7%
6.1%

4.5%
3.2%
5.0%
3.3%
3.8%
4.5%
4.4%
4.9%
1.8%

2.6%
4.2%
6.3%
3.3%
11.7%
6.1%

5.3%
4.7%
4.2%
5.1%

4.6%
4.4%

2017
$1,131
$1,191
$1,270
$2,186
$1,038
$1,415
$900
$882

$901
$1,081
$1,407
$935
$1,500
$1,073
$839

$917
$952
$2,161
$829
$1,547
$1,068
$1,236
$1,116
$1,800
$2,652
$1,868
$2,241
$2,012
$1,174
$1,257
$993
$1,073
$1,321
$1,056
$1,426
$1,351
$1,070
$927
$1,867
$2,742
$2,689
$1,641
$869
$1,114
$1,695
$1,503
$1,300

2018
$1,206
$1,255
$1,310
$2,320
$1,098
$1,498

$939

$900
$942
$1,124
$1,471
$968
$1,587
$1,100
$881
$941
$1,039
$2,255
$865
$1,656
$1,127
$1,294
$1,198
$1,866
$2,709
$1,922
$2,318
$2,080
$1,240
$1,320
$1,074
$1,124
$1,370
$1,105
$1,492
$1,416
$1,130
$972
$1,965
$2,854
$2,826
$1,709
$900
$1,195
$1,751
$1,593
$1,364

2019
$1,273
$1,311
$1,347
$2,410
$1,175
$1,542

$994

$963
$980
$1,174
$1,516
$998
$1,637
$1,122
$924
$980
$1,113
$2,332
$901
$1,715
$1,172
$1,358
$1,283
$1,889
$2,760
$1,967
$2,361
$2,147
$1,287
$1,382
$1,185
$1,185
$1,427
$1,167
$1,568
$1,501
$1,177
$1,013
$2,046
$2,898
$2,890
$1,817
$963
$1,242
$1,812
$1,683
$1,421

2020
$1,302
$1,258
$1,383
$2,221
$1,199
$1,472
$1,022

$980
$1,026
$1,182
$1,509
$1,056
$1,650
$1,095

$952
$1,002
$1,153
$2,221

$917
$1,668
$1,205
$1,346
$1,245
$1,888
$2,668
$1,923
$2,247
$2,139
$1,252
$1,417
$1,248
$1,180
$1,427
$1,182
$1,717
$1,597
$1,205
$1,009
$2,069
$2,568
$2,480
$1,747

$989
$1,286
$1,732
$1,707
$1,410

2017
$98,800
$125,200
$127,800
$303,800
$105,900
$162,000
$52,600
$56,500
$60,000
$97,100
$174,800
$61,900
$148,700
$96,700
$62,900
$78,300
$91,500
$251,800
$85,000
$172,500
$81,200
$123,100
$127,400
$177,200
$324,100
$159,000
$248,100
$265,700
$132,200
$151,600
$113,100
$80,800
$167,700
$123,800
$133,900
$123,300
$123,100
$97,700
$241,100
$427,400
$361,000
$233,900
$84,000
$106,300
$203,600
$168,000
$148,100

2018
$113,400
$136,900
$130,300
$304,200
$116,300
$157,400
$54,000
$58,600

$67,200
$103,700
$185,400
$67,900
$155,100
$102,600
$68,500
$85,600
$104,800
$273,400
$89,000
$170,100
$88,700
$127,600
$134,500
$178,900
$324,900
$164,800
$267,400
$304,100
$144,000
$163,800
$124,200
$89,800
$177,400
$135,500
$149,400
$140,100
$136,000
$103,400
$258,200
$460,400
$398,000
$239,600
$87,400
$116,400
$206,700
$171,000
$151,800

2019
$122,000
$150,200
$133,700
$309,100
$126,200
$158,000

$56,000
$60,600
$76,600
$114,900
$198,100
$75,500
$163,000
$109,500
$74,400
$92,900
$124,900
$288,100
$95,100
$173,000
$90,000
$136,800
$145,800
$181,100
$329400
$176,100
$306,800
$304,200
$155,100
$172,800
$144,000
$104,300
$192,400
$148,500
$159,000
$155,400
$154,900
$105,500
$267,300
$470,600
$412,100
$260,600
$92,500
$125,800
$215,400
$175,900
$161,200

2020
$136,500
$155,700
$142,100
$303,200
$142,100
$157,700
$56,200
$64,400
$84,600
$122,500
$205,500

$77,500
$168,500
$117,200
$80,800
$99,000
$135,200
$289,700
$96,400
$175,400
$91,400
$147,300
$160,400
$185,600
$328,500
$178,000
$289,400
$307,100
$152,900
$164,500
$163,400
$105,400
$200,900
$168,400
$165,700
$174,800
$165,200
$102,200
$282,800
$452,700
$397,300
$265,800
$100,800
$130,900
$224,600
$182,100
$164,600

Atlanta

Austin

Baltimore

Boston

Charlotte

Chicago

Cincinnati
Cleveland

Columbus
Dallas/Fort Worth
Denver

Detroit

Fort Lauderdale
Houston
Indianapolis

Kansas City

Las Vegas

Los Angeles
Louisville
Miami-Dade
Milwaukee
Minneapolis-St. Paul
Nashville

New Haven-Fairfield County
New York City
Northern New Jersey
Oakland

Orange County
Orlando
Philadelphia
Phoenix

Pittsburgh

Portland

Raleigh
Riverside-San Bernardino
Sacramento

Salt Lake City

San Antonio

San Diego

San Francisco

San Jose
Seattle-Tacoma

St. Louis

Tampa-St. Petersburg
Washington, D.C.
West Palm Beach
United States

Sources: BLS; CoStar Group, Inc.; Real Capital Analytics; RealPage, Inc.



Demographics/Migration
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Population movement out of major markets hastened by the pandemic. Many of the
largest cities along the coast, such as New York City, Los Angeles and San Francisco,
have been noting outmigration over the past decade due to the high costs of living and
overcrowding. This trend was accelerated by the health crisis when people desired lower
population density and remote working provided the flexibility to move. Concerns over
social distancing and the closure of downtown businesses are stunting the allure of pri-
mary markets, though these should be relatively short-term headwinds. Once the health
crisis is under control, major metros along the coast should retain their position as some
of the most attractive places to live in the United States, although the forces driving resi-
dents out of these places prior to the pandemic will continue to be at play. Smaller inland
markets have significantly lower costs of living and doing business, drawing residents
and firms that are looking to tighten up their budgets. Additionally, some companies will
allow remote working beyond the end of the health crisis. Employees who are working
virtually could explore living options in secondary and tertiary markets to save money,
while firms could make the move out of primary markets if remote working diminishes
the advantage of having an office space within the largest population hubs.

Migration trends favor the South, greater job availability a factor. Sunbelt markets
such as Dallas/Fort Worth, Austin and Phoenix have been among the fastest growing in
terms of employment and population growth over the past cycle. Labor market condi-
tions in these metros have outperformed most coastal markets through the health crisis
as well, signaling that the recovery in the Sunbelt could be comparatively smooth and
swift. This region of the southern United States is luring firms and residents for a variety
of factors including a lower cost of living, business-friendly conditions and a high quality
of life. Corporations will continue to expand their employment bases in these cities and
others will relocate from gateway markets as they look to tap into the local talent pool.
Young adults in particular may be eager to move to the Sunbelt, where job availability

is greater than in markets recovering at a slower pace. Apartment operators will benefit
from these trends as robust household growth will dictate demand for rental housing.

Remote working a tailwind for cities proximate to larger gateways. Secondary and
tertiary metros that neighbor larger primary markets are benefiting from population
migration trends. Cities such as Sacramento and Riverside-San Bernardino have been
luring residents from the Bay Area and Los Angeles with remote working allowing em-
ployees to distance themselves from their company office. Lower living costs paired with
less traffic congestion are bolstering the appeal of these smaller markets, which are still
within driving distance of the coastal markets in case the employee needs to make the
trip to their workplace. The longevity of this tailwind is still uncertain, however, as many
companies will bring workers back into the office once it is safe to do so. Metros neigh-
boring larger gateway cities will need to maintain employment growth over the long term
via business relocations. The ongoing household creation and population growth in these
inland markets should provide a boost for the local economies and catalyze job creation,

providing near-term momentum for apartment fundamentals.



Public Policy

December 2020 stimulus timely help for the multifamily industry. Unemployment
benefits have been a crucial lifeline during the health crisis, helping many jobless tenants
meet financial obligations, including rent. It was feared that collections would fall drasti-
cally both at the beginning of the pandemic when unemployment skyrocketed and after the
expiration of the CARES Act, but this was not the case. Collections held relatively firm at
down roughly 2 percent year over year during most of the summer and fall months, but they
began to trend down in late 2020. The stimulus passed in December should help brace the
industry in the early stages of this year, though. The COVID-19 relief package restarted the
federal unemployment benefits at $300 per week, lasting until March 14. First-quarter rent
collections should also be boosted by the $600 per person direct payment that was sent out
to qualifying taxpayers. If another larger stimulus check emerges with the Biden admin-
istration collaborating with a more Democratic Party-aligned Congress, it will further

reinforce rent collections and reduce financial shortfalls.

Protections for tenants and owners extended. The December 2020 stimulus bill
included language to extend the nationwide eviction moratorium by one month through
Jan. 31, 2021. The Biden administration further lengthened the moratorium on a national
level until March 31. Another extension could follow, or the decision may be given to
states and local governments. Freddie Mac also elongated its loan forbearance program
by three months, accepting new applications until March 31. Borrowers of federally
backed mortgages facing financial challenges may use this avenue, while being aware that
it disallows evicting tenants for nonpayment. Additionally, the stimulus included $25
billion in rent relief funds, which will be used to pay off overdue rent and utilities tracing
back to the start of the pandemic. State and local governments will distribute relief

funds directly to landlords and utility companies in most cases, hopefully streamlining
the process. The Biden administration, now with a slim majority in the Senate, has also
expressed interest in additional rent relief later this year, which could help resolve tenant
shortcomings and reduce the number of evictions that will play out.

President Biden’s infrastructure plan may present multifamily investment opportu-
nities. One of the key components of President Biden’s campaign efforts centered around
improving infrastructure, with long-term sustainability in mind. The proposed plan is

to invest $2 trillion into a myriad of projects, some of which could benefit multifamily

in certain metros and submarkets. Approximately $46 billion would be allocated toward
improving roads, bridges and public transportation. This would create construction jobs
in metros undergoing major overhauls, generating demand for living options. Addition-
ally, new transit lines may spur household formation in outlying neighborhoods that now
have access to the urban core via light rail or bus. Biden’s plan would also create jobs in
the auto and clean energy industries, potentially benefiting markets in the Midwest and
Texas. Other aspirations are to retrofit 4 million buildings and to build at least 1.5 million
affordable housing units, which should bolster construction employment and underpin
apartment demand in cities where the most upgrades are planned. Nevertheless, the

details of the plan remain negotiable and some ambitions may not come to fruition.
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Suburban Revival

Share of Completions in Downtown
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More tenants prioritizing square footage, renting suburban units. Spending more
time at home during quarantine and the shift to remote working have altered renters’
attitudes regarding their ideal living situation. Space has taken priority over location

for many when looking for an apartment, leading more tenants to the suburbs where
unit sizes and communal areas can be larger. The trade-off between urban and suburban
multifamily has been put in the spotlight by diverging performance metrics in 2020,
though the shift was occurring prior to the onset of the pandemic. Household growth in
the suburbs was notably increasing over the past five years, and it was anticipated that
aging millennials moving out of urban cores to start families would reinforce this trend
going forward. Nevertheless, suburban apartments face more direct competition from
single-family houses than urban complexes as housing construction is impractical down-
town. Apartments in markets with a larger percentage of later-stage millennials may lose
out on potential tenants that are making the transition to homeownership; however, high
mortgage down-payment requirements could bolster the renter pool in the suburbs even
within this demographic.

Employment growth outside of urban cores supplement household formation. Subur-
ban office demand is expected to be more stable coming out of the health crisis alongside
household creation, further underpinning demand for apartments beyond the urban
core. Difficulty accommodating social distancing in downtown high-rise buildings and
plans for less in-office staff are driving firms to suburban floor plans. This could create
new employment hubs in rings just outside of urban cores, where companies can attract
personnel from both the suburbs and downtown. Employees that are working in the
office will want to live close to their workplace, buoying demand for apartments in nearby
neighborhoods. Additionally these suburban rings also appeal to tenants considering a
move outside of the urban core, but not so far away that they cannot enjoy some of the
dynamics of downtown. Multifamily complexes in corridors just beyond the core will
benefit from underlying trends such as these over the coming years, potentially providing
a tailwind for rent as robust demand presses down on vacancy.

Reopening of downtown shops and workplaces will revive demand for urban units.
Downtown apartments have faced significantly greater headwinds during the health cri-
sis and challenges will continue into 2021, though the long-term outlook remains prom-
ising. Many of the factors that are diminishing the appeal of urban living are relatively
short term and should subside soon after the end of the pandemic. Urban amenities such
as entertainment and nightlife that are typically decisive selling points to tenants when
considering their living space have been closed or operating at limited capacity. This and
the closure of central business district offices are pivotal components of the ongoing de-
mand shift away from urban cores. Looking longer term, downtown businesses and work-
places will reopen once it is deemed safe to do so. Downtown apartments will once again
be attractive options for young adults, as many prefer this type of lifestyle and proximity
to services. Downtown fundamentals will take longer to recover in markets that have had
greater restrictions in place, though, as businesses in usually high-foot-traffic areas have
been especially hit hard. Job losses from downtown employers and shuttered shops will
hinder demand for urban apartments in some of these places.



Sunbelt employment on better footing, aiding multifamily. Metros in the Sunbelt
sustained higher levels of employment than other areas of the country in 2020, largely
due to economic diversity, less restrictions and migration trends. Comparatively low
unemployment throughout the region and especially in Tampa-St. Petersburg and
Atlanta have been favorable for multifamily fundamentals and rent collections. Sunbelt
markets, in general, should also be some of the quickest to regain growth momentum
coming out of the health crisis, further boosting apartment demand. However, a hand-
ful of markets here including Dallas/Fort Worth and Austin top the nation in construc-
tion activity, which could present near-term supply-side pressure. Nevertheless, any
adjustment to fundamentals within the Class A tier competing with these new additions
should be temporary, and the long-term demand outlook is underpinned by steady
in-migration and business relocations.

Apartments in the Central U.S. face fewer obstacles. A handful of secondary and
tertiary markets in mid-America have been resilient to the economic disruption, bracing
multifamily fundamentals. Rent collections in many of these metros held higher than
other areas of the country as well since the ratio of unemployment benefits to the cost of
living was more suitable for jobless tenants to meet dues. Metros including Indianapolis,
Kansas City and Columbus noted unemployment rates well below the national aver-

age ending 2020 after avoiding the most severe outbreaks and shutdowns, which kept
more shops open and staff on payrolls. At the same time, vital transportation networks
run through central U.S. markets and the growth of e-commerce could be a tailwind for
logistics employment. The outlook for central region apartments is more modest than the
Sunbelt, but owners will face less supply-side pressure, aiding fundamentals.

Vacation destinations reliant on combating the pandemic. Tourism markets including
Las Vegas, Orlando and Orange County have been particularly beleaguered by the health
crisis that brought an abrupt halt to travel. A large share of these metros’ employment
bases work within service and entertainment fields, which slashed headcounts signifi-
cantly. These markets face some of the steepest and most challenging recoveries in the
near term, and multifamily fundamentals will remain dampened by high joblessness.
Positive news on the health front provides a sense of optimism for apartment owners
here, however, and longer-term population migration trends favor the South where many
of these metros are located. The local economies in tourism-reliant places could also use
this disturbance to diversity, as seen in other fast-growing Sunbelt markets.

Major hubs retain positive long-term outlook, considerable challenges ahead. Multifam-
ily in historically strong performing coastal cities has a comparatively difficult near-term
outlook with many of these places facing a longer recovery timeline. Metros such as New York
City and Los Angeles have recorded some of the largest job losses in the nation, and despite
positive momentum in the summer and fall of 2020, recuperating the rest of the jobs lost will
be difficult in the current environment. These metros have high population densities, which
isunfavorable to containing the virus, prompting greater restrictions on businesses. This
could result in more permanent job losses as store closures mount and firms relocate. Looking
longer term, though, these economic engines along the coastline will still be among the most
demanded places to live and work, supporting the need for multifamily housing.

Regional Trends
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Fundamentals

Vacancy Rate Average Effective Rent (thousands)
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Urban vacancy reached a more than two-decade high last year. Demand for urban units
was diminished by the health crisis, leading to a nationwide vacancy increase of 250 basis
points year over year in 2020 to 6.8 percent. This was the highest urban vacancy recording
in at least the past 20 years, demonstrating the unprecedented challenges that downtown
operators are facing in most markets. In comparison, U.S. suburban vacancy rose just 30
basis points over that stretch to 4.3 percent. The Bay Area noted the greatest adjustment
to suburban vacancy during those 12 months with a 570-basis-point jump recorded in San
Francisco and a 260-basis-point rise logged in San Jose. Conversely Sacramento, Riv-
erside-San Bernardino and Las Vegas posted the most notable suburban vacancy drops
during that span. Most markets throughout the country recorded higher urban vacancy

in 2020 relative to the previous year. Cleveland, Las Vegas and Riverside-San Bernardino
were the only metros to post urban vacancy declines in 2020.

Rent down most in urban corridors of primary gateway markets. The diverging de-
mand preference between urban and suburban apartments was reflected in rent. During
the four quarters of 2020 U.S. suburban average effect rent fell by 0.6 percent, while
urban rates decreased by an average of 7.2 percent. Unsurprisingly the two Bay Area
markets that had the largest suburban vacancy jumps also had the greatest rent reduc-
tions. Average rates shrunk by more than 9 percent last year in the suburbs of both San
Francisco and San Jose. The most pronounced urban rent subtractions were also found
in coastal markets with the city centers of Boston, Oakland, San Francisco and San Jose,
each posting average effective rent drops of more than 14 percent. On the other hand, two
markets — Riverside-San Bernardino and Detroit — ranked in the top five nationally for
both urban and suburban rent growth. Additional markets with notable rate increases
during that time frame include Sacramento, Columbus and suburban Phoenix, as well as
West Palm Beach and the urban core of Las Vegas.

Sunbelt markets had impressive suburban lease-up. Net absorption counts last year
varied dramatically throughout the U.S. and within individual metros. On a national

level, a net of nearly 160,000 suburban units were absorbed during that 12-month time
frame. Conversely, 2,800 urban units returned to the market, the majority of them during
the second quarter at the onset of the pandemic when people fled dense locales. This
transition out of downtown corridors to suburban neighborhoods was evident in the dis-
parity between absorption recordings. Markets that have been attracting new residents
and growing rapidly in recent years posted the greatest suburban lease-up. Dallas/Fort
Worth, Atlanta, Houston and Phoenix all notched positive four-quarter absorption totals
of more than 8,000 units in the suburbs. Alternatively Los Angeles, which had been losing
residents prior to the health crisis, saw almost 4,000 suburban rentals return to the
market last year. Urban net absorption was the greatest in Denver, Fort Lauderdale and
Dallas/Fort Worth, with more than 2,000 additional units becoming occupied during that
stretch. New York City, on the other hand, had negative absorption of nearly 15,600 urban
rentals, which equated to 1.9 percent of local stock returning to the market.



Fundamentals

Vacancy Rate by Market Type

—— Primary Secondary Tertiary
Lower-tier vacancy contracted despite record joblessness. Availability of Class C units
10%
dropped by 10 basis points over the course of 2020 to 3.7 percent, which was the only
vacancy compression among the three tiers. The Class B vacancy rate moved up 10 basis 8%

points from the beginning of the year to 4.3 percent in December, while the Class A rate

increased by 70 basis points over that time frame to 5.4 percent. This may reveal that sup- 6%
ply-side pressure had more of a direct impact on vacancy than unemployment, as job losses s

were disproportionately in lower-wage fields that would typically dampen demand within

Vacancy Rate

the budget-friendly segment. The Class C rate, however, could be buttressed by eviction % 0 os o8 0 2 4 6 B 20
moratoriums that have been allowing non-paying tenants to occupy units. Conditions also

differ throughout the country. Major markets on the coast that have had significant virus

outbreaks and greater restrictions on businesses, including New York City, San Francisco Rent Growth by Market Type

and San Jose, all recorded Class C vacancy rises of at least 100 basis points during those 12 —— Primary Secondary Tertiary
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Competition from new builds amid economic headwinds pressed on rates within the luxury 207 2018 2019 2020
segment as the average Class A rent fell by 4.7 percent over those 12 months. A handful of

primary markets such as Boston and San Francisco noted significant Class A rate cuts, as
did markets adding inventory quickly, including Austin, Nashville and Miami-Dade. Mid-ti-

napolis logged Class C vacancy declines of 100 basis points or more.

Class C and A rent moved in opposite directions. Driven by contrasting vacancy trends
within the different apartment tiers last year, the average rent for Class A units decreased

Y-O-Y Percent Change

while the other two segments logged gains. The average effective rent for Class C rentals

increased by 1.7 percent year over year as the average Class B rent ticked up by 0.6 percent.

Vacancy Rate Trends

—— Downtown: Primary Suburbs: Secondary,/Tertiary

er apartment performance was the strongest in migration markets like Phoenix, Tampa-St. o
Petersburg and Riverside-San Bernardino, which each posted Class B rent growth of more
than 6 percent last year. Those three metros also ranked near the top nationally for Class 8%
Crent gains during that stretch. Other markets with Class C rent increases exceeding 5

percent over those four quarters include Charlotte, Atlanta, Miami-Dade and Columbus.

Vacancy Rate

Pace of construction remains elevated nationwide and especially in Texas. Following a “
brief stoppage at build sites during the early stages of the lockdown, deliveries ramped up 2% 02 03 09 10 Il 12 13 14 15 16 17 18 19 20
in the latter stages of last year. The completion total in the second half of 2020 was almost

194,000 units, which represented the largest six-month addition of the current millenni-

um. The 2021 pipeline in both the suburbs and city centers are heavy as well, necessitated Apartment Rent Index

by an ongoing shortfall of supply versus demand. Dallas/Fort Worth will lead the country — Downtown: Primary Suburbs: Secondary,/Tertiary
160
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in suburban deliveries this year, with more than 28,000 units slated for completion. Two

other Texas metros that will see inventory expand rapidly — Houston and Austin — will
140
gain 14,600 and 11,400 suburban rentals, respectively, in 2021. Strong underlying migration

and household creation trends in these markets, particularly in the suburbs, should help 120

demand keep pace with supply. Nevertheless, some submarkets may experience near-term

headwinds. The urban pipeline is the most loaded in primary coastal markets, with New 100

York City leading the pack. Roughly 7,600 units are scheduled to finalize in the metro core

Average Rent Index (4Q 2007

this year, and lease-up timelines will correlate with the success of combating the health 08 09 10 W 12 13 M4 5 16 17 18 19 20

crisis and life returning to a sense of normalcy downtown.

Sources: CoStar Group, Inc.; RealPage, Inc.



Investment Trends
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Markets in the Southeast have favorable investment tailwinds. Most of the metros in
the region sustained solid fundamentals last year and have intriguing in-migration trends
that could underpin rent growth over the next decade. Apartments in Atlanta, Charlotte,
Raleigh and Nashville may be top of mind for investors transferring capital from more
challenged gateway markets, while being aware of potential near-term supply-side pres-
sure. Of those four markets the average cap rate is the lowest in Raleigh at 4.9 percent.
Multifamily properties in the other three metros trade with initial yields in the mid-5
percent range, a notch higher than primary markets along the East Coast. Appreciation
has been exceptionally strong in these four Southeast markets, with each logging 25
percent-plus pricing increases over the past three years. Metros in Florida will lure more
out-of-state investors as well, for similar reasons. Assets in the highest-entry-cost market
in the state, West Palm Beach, change hands with average first-year returns in the high-5
percent tranche. Tampa-St. Petersburg apartments trade in that range as well, while Fort
Lauderdale, Miami-Dade and Orlando have average cap rates roughly 50 basis points
above the other metros, in the low-6 percent area.

Capital will flow into strong performing Mountain region metros. Impressive house-
hold formation, population migration and employment growth trends prior to the health
crisis paired with resilience exhibited in 2020 have bolstered investor sentiment in the
region. Phoenix, Salt Lake City and Denver will be top targets for many out-of-state
buyers, particularly from major West Coast markets. Average multifamily cap rates range
from alow of 5.2 percent in Denver to a high of 5.8 percent in Las Vegas. In Phoenix, the
average price reached $163,000 per unit last year after rising almost 75 percent since
2016. Similarly, in Salt Lake City appreciation during that four-year stretch totaled 47
percent to bring the average to $165,000 per unit. Price growth was slightly less impres-
sive in Denver, but the market still has the highest entry cost in the region at $205,000
per unit. Las Vegas faces more significant hurdles than the other markets in the near-
term, though suburban properties will garner buyer attention. The average multifamily
property in the metro trades for $135,000 per unit.

Texas multifamily in high demand as underlying trends strengthen. All four major
markets in the Lone Star state are catching buyers’ eyes as fundamentals held solid

in 2020 and the economic recovery is advancing at a faster pace than in other areas of
the country. Business relocations from coastal markets and in-migration highlight the
demand catalysts in Texas that could boost investment returns, though elevated con-
struction activity may limit momentum in the near term. Austin commands the highest
pricing in the state at an average of $156,000 per unit and the lowest initial returns at a
mean of 5.0 percent. Dallas/Fort Worth and Houston have average first-year returns 50
basis points and 100 basis points higher than this, respectively. Properties in these two
metros trade for close to $120,000 per unit on average. The one major market in the state
with a moderate pipeline, San Antonio, has the lowest entry cost. Properties here trade
for just a tick above $100,000 per unit with an average cap rate of 5.9 percent.
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Sacramento are two metros in California that will lure more buyers this year as they ex- 6% 7
pand their search criteria. Migration from the state’s gateway markets underpins growth
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potential, while entry costs are significantly lower and initial yields higher than larger
markets on the coast. Properties in Riverside-San Bernardino and Sacramento trade International Bank 4%
with price points under $175,000 per unit on average with first-year returns in the mid- Insurance
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to low-5 percent area. The investment environment in Los Angeles and the Bay Area is
much different. Owners here may be interested in diversifying their holdings and tapping
into markets with greater near-term prospective. Long-sighted buyers will still be active
in the primary markets, though expectations for significant pricing adjustments should

be tempered. In 2020, values remained relatively unchanged on a year-over-year basis in Buyer Composition

Los Angeles, and they dropped roughly 4 percent in San Francisco and San Jose, although 100% User/Other
trading composition was influenced by a higher proportion of lower-tier properties Private
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The Northeast is facing a longer recovery timeline. New York City is likely facing one of

Percent of Dollar Volume

the most difficult roads to recovery in the nation, and pricing adjustments could emerge
in some troubled urban corridors. The average cap rate here jumped by 30 basis points oy mmamll -llllllllllll
last year to 5.2 percent, though it should be taken into consideration that many institu- 02 0406 08 10 12 14 16 18 20
tions paused activity, which led to fewer high-value assets changing hands. Average first-

year returns in the other two Northeast gateway markets, Boston and Washington, D.C., Cap Rate by Market Type
remained more stable during that stretch. Secondary and tertiary markets in the North-
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east are facing fewer headwinds than the larger cities but also have limited renter de-

10%
mand momentum. Average initial returns in Baltimore, Northern New Jersey, Pittsburgh
and Philadelphia are in the low-6 percent tranche. New Haven-Fairfield County first-year 8%
returns are a tick higher at 6.8 percent on average. Apartment owners may be inclined

6%
to sell and transfer returns into multifamily assets in the Sunbelt and other areas of the \//\—\__/

country that are on more solid footing, potentially providing local buyers opportunities. %

Average Cap Rate

Apartments in Midwest markets could be a hedge. Trading in the region has been dom- 2% 040506070808 10 Il 12 13 14 15 16 (7 18 19 20
inated by local investors, but more out-of-state buyers could enter the arena in search of
stability. Fundamentals and rent collections in most Midwest markets held solid during

the health crisis and while the long-term growth prospects are less exciting than other Apartment Price Index by Class

o . . . — ClassA Class B/C
areas of the country, competition for assets is more moderate. Two markets in the region s ass B/

that could be in higher demand after a strong 2020 performance are Indianapolis and 26

100)

Columbus. Asset values in these metros were increasing prior to the pandemic as well, o

with the average price per unit rising by more than 60 percent over the past five years.
Markets in the Midwest with the highest entry costs include Chicago and Minneapolis-St. 2

Paul, where diverging population trends are influencing price movements in the opposite
105

Price Index (4Q 2016

direction. Since 2015, average pricing increased by 32 percent in Minneapolis-St. Paul
to $147,000 per unit. During that same time, apartment values in Chicago dropped by 3 o8

percent to $158,000 per unit.

*Year to date through third quarter 2020
Sources: CoStar Group, Inc.; Real Capital Analytics
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Health crisis inhibited hotels more than most other property types last year. The travel
restrictions and stay-at-home orders enacted in the first quarter of 2020 to slow the spread
of COVID-19 had an immediate and severe impact on the hospitality sector. Occupancy
levels quickly dropped from weekly averages above 60 percent to alow of 21 percent in
mid-April, with revenue per available room (RevPAR) down over 80 percent year over year.
Some properties temporarily closed, either due to local mandates or from minimal guest
demand. As the first wave of infections crested and the weather improved, more individuals
and families took vacations, lifting occupancy to over 50 percent by October. At year end
that metric was back to 40 percent, however, as a resurgence of infections renewed down-
ward pressure on occupancies, and daily rates. Full-service hotels situated in the urban
cores of major metros were more affected than limited-service properties in smaller, scenic
venues. Though challenged by the current health environment, the rollout of multiple

vaccines paves a more positive road forward this year.

Guest bookings poised for large upswing later this year. Hotel room demand is antici-
pated to make up considerable ground in 2021, though a complete restoration to pre-pan-
demic levels may not occur until well beyond this year. The recovery will be led by leisure
travel, similar to the summer of last year. As vaccines steadily become more available
throughout the first half of 2021, households are expected to take trips with greater
frequency, initially by road and then later by air. Moving into the second half of the year,
more companies will permit employees to travel, likely starting with smaller firms for
which trips are necessary components of the business. Once a large portion of the U.S.
population has been inoculated, the return of larger professional and entertainment
events should inspire even more people to travel, boosting hotel demand in late 2021
going into 2022. A full return to 2019’s historically high performance figures may take
multiple years to come to fruition, however, especially if international travel remains
constrained due to differing levels of COVID-19 containment globally.

Investors avoid pitfall from the previous economic downturn. The anticipated re-
covery trajectory for hotels will continue to propel investment this year. Sales velocity
has already improved from the nadir in the second quarter of 2020. The comparatively
stronger performance of limited service hotels in suburban settings and smaller metros
has momentarily shifted investor interest more toward assets priced under $10 million.
Buyers seeking premium, full-service hotels should nevertheless return to the market in
greater numbers as travelers to these same destinations do. A wave of distressed sales has
yet to manifest, unlike during the 2008-2009 financial crisis, reflecting the exogenous
nature of the current shock to the economy and high level of capital liquidity still in the
market. While the number of active hotel lenders has fallen, relationship and private eq-
uity financiers continue to work with borrowers, reducing the immediate need to sell an
asset. Although not every property in every location will improve in unison, the demand
by travelers as well as buyers is poised to rise in 2021.

Visit MarcusMillichap.com to explore
the industry’s largest inventory of
exclusive Hospitality listings.
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Getaway Destinations

Austin Sacramento ¢ Markets near larger gateway cities have better weathered the pandemic’s impact on hospital-
Fort Lauderdale San Diego ity. Those living in dense urban environments where lockdowns have been more severe are
Memphis Tampa-St. Petersburg . i . .
Norfolk-Virginia Beach escaping to these settings, where more businesses are open and there are outdoor amenities.
Phoeni. . . C ey
Ra(;;f;l;: e Occupancy, ADR and RevPAR metrics remain below pre-health-crisis highs but lead the
Riverside-San Bernardino country in the current environment.
Atlanta Indianapolis ¢ A mix of temperate weather, natural attractions, and less-stringent lockdowns place these
Charlotte Salt Lake City Sunbelt and Midwest secondary markets in this category. While the Los Angeles commu-
Cincinnati San Antonio . L. X .
Detroit nity has been significantly impacted by COVID-19, warm weather and nearby beaches im-
Los Angeles prove the outlook for hotels once travel restrictions lift.

e Hotel performance metrics were challenged throughout 2020 but a focus on leisure de-

mand should contribute to a 2021 upswing.

Cleveland Minneapolis-St. Paul ¢ Some larger Midwest and Southwest metros where business travel represented a larger
Dallas/Fort Worth New Orleans part of regular room demand will take longer to see a full recovery in room sales.
Denver Philadelphia
Houston Pittsburgh ¢ Elevated construction pipelines in Denver, Minneapolis-St. Paul and Portland pose
Kansas City Portland

potential challenges this year. Hotels in Philadelphia, Pittsburgh, and Cleveland may

see a slower return.

Urban Destinations

Boston e Major gateway markets where hotels normally post nation-leading performance metrics
Chicago , fueled by robust international and corporate travel were some of the most challenged areas
New York City .

San Francisco in 2020.

Seattle-Tacoma
Washington, D.C.

Occupancy levels in some of these metros dropped below 20 percent during the initial lock-
down period even with numerous temporary room closures. Demand will be slow to recover

until barriers to overseas travel and holding large-scale events are removed.

High Tourism Exposure

Las Vegas e A select number of metro economies were acutely impaired by the health crisis last year,

Z(\; aIShV;He given a large focus on tourism and corporate travel. The temporary closure of theme parks
rtanao

Orange County and casinos did much to constrain demand in 2020, but visitors are returning to the extent

allowed by current safety guidelines.

e While theme parks remained closed in Orange County in early 2021, access to beaches will

still attract numerous leisure visitors.




Rooms Underway at Start of 202I

Seattle-Tacoma

()
Minneapolis-St. Paul
Portland ()
Milwaukee @ Detroit
Boston
® Chicago @ Cleveland
Salt Lake City 5 Des Moines i Pittsburgh
S QUMb @ New York City
Sacramento Indianapolis g )
Philadelphia
Kansas City ( ) n Baltimore
San Francisco-Oakland St. Louis Cincinnati Washington, D.C.
Las Vegas Oklahoma City Nashville @ Norfolk-Virginia Beach
Memphis Raleigh
San Jose . . RIETeER e . N
Riverside-S.B. () Little Rock
Los Angeles Phoenix ( ) Atlanta Charlotte
Orange County @ Dallas/Fort Worth Charleston
San Diego Savannah
Percent of Inventory sty
. Jacksonville
Under Construction New Orleans
) Houston
® 0%to3% . Orlando
San Antonio Tampa-St. Petersburg
3% to 6%
Southeast Florida
6% to 9%
‘ Above 9%
New York City 178,600 2,400 1.3% 20,300 11.4%
Las Vegas 154,900 1,600 1.0% 8,400 54%
Los Angeles 151,700 2,600 1.7% 8,400 5.5%
Dallas/Fort Worth 132,600 4,200 3.2% 7,500 5.7%
Southeast Florida 108,000 2,700 2.5% 7,200 6.7%
Atlanta 105,000 2,700 2.6% 6,200 5.9%
Orlando 114,700 4,300 3.7% 4,900 4.3%
Houston 105,600 2,400 2.3% 3,600 34%
Phoenix 66,900 1,800 2.7% 3,400 5.1%
Chicago 114,600 1,000 0.9% 3,200 2.8%
Boston 61,400 1,100 1.8% 3,100 5.0%
Washington, D.C. 101,600 1,700 1.7% 2,500 2.5%
San Francisco-Oakland 65,600 200 0.3% 2,200 3.4%
Philadelphia 55,900 1,000 1.8% 1,700 3.0%
San Diego 62,700 700 1.1% 900 14%

Source: STR, Inc.



Regional Performance
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California

Y-0-YChange: -2,640 bps

RevPAR: $63.09
Y-0-YChange: -51.0%

Carolinas

Y-0-YChange: -1,920 bps

RevPAR: $42.26
Y-0-YChange: -40.9%

Central Midwest

Y-0-YChange: -1,790 bps

RevPAR: $31.09
Y-O-YChange: -41.0%

Florida

Y-0-YChange: -2,530 bps

RevPAR: $61.72

Y-0-YChange: -41.3%

Georgia

Y-0-YChange: -1,740 bps

RevPAR: $40.89

Y-0-YChange: -41.6%

Gulf Region

Y-0-YChange: -1,280 bps

RevPAR: $39 36
Y-0-YChange: -31.9%

2020 Hotel Performance by Region

PA .
N
DE
KY
TN
NY
MI
IN  OH
ME
VT
NH
MA
cr ¥
WA mT
0 D wy

Mid-Atlantic

Y-0-YChange: -2,370 bps

RevPAR: $40.77
Y-0-YChange: -49.3%

Mid South

Y-0-YChange: -2,050 bps

RevPAR: $38.23
Y-0-Y Change: -46.5%

New York

Y-0-YChange: -3,160 bps

RevPAR: $54.44
Y-0-Y Change: -63.6%

North Central

Y-0-YChange: -1,910 bps

RevPAR: $35.17
Y-0-Y Change: -43.6%

Northeast

YOYChange:  -2,580 bps

RevPAR: $46.65

YOYChange: -54.3%

Northwest

Y-0-Y Change: -2,010 bps

RevPAR: $45.43
Y-0-Y Change: -44.0%

ND

SD

NE

X

MN

VA

IA

co

NM

wI

IL

MD

Southwest

Y-0-YChange: -2,180 bps

RevPAR: $4.7.91
Y-0-Y Change: -42.6%

Texas

Y-0-YChange: -1,920 bps

RevPAR: $38.02
Y-0-YChange: -43.8%

Upper Midwest

Y-0-Y Change: -2,280 bps

RevPAR: $32.20
Y-0-YChange: -53.1%

Washington, D.C.
Central Atlantic

Y-0-YChange: -2,390 bps

RevPAR: $40.16
Y-0-YChange: -51.9%

Note: Occupancy change is measured in basis points or bps.

Source: STR, Inc.



Hospitality Data Summary

2017 2018 2019 2020 2017 2018 2019
Alabama 0.9% 1.7% 1.3% -1.7% 1,800 60.6% 62.4% 63.1%
Alaska -0.9% 0.6% -0.2% -6.9% 140 63.0% 63.6% 65.7%
Arizona 2.8% 3.2% 2.5% -2.8% 4,550 66.3% 67.6% 68.7%
Arkansas 1.5% 1.8% 0.2% -2.8% 1,400 53.4% 52.6% 53.6%
California 24% 1.6% 1.5% -8.0% 22,480 75.2% 75.3% 75.0%
Colorado 2.7% 2.3% 1.9% -5.4% 5,620 66.6% 67.2% 67.9%
Connecticut -0.2% 0.1% 0.5% -6.1% 690 61.5% 62.1% 62.6%
Delaware 1.1% 0.5% 11% -6.5% 1,400 78.7% 77.5% 76.4%
District of Columbia 0.5% 1.4% 0.9% -7.8% 350 58.7% 58.8% 59.9%
Florida 2.0% 24% 2.0% -4.6% 22,550 73.7% 72.9% 72.3%
Georgia 1.7% 2.4% 1.2% -1.7% 9470 65.2% 65.4% 65.1%
Hawaii 0.6% 0.2% 0.3% -13.8% 110 80.2% 80.3% 80.8%
Idaho 3.0% 3.2% 2.4% 0.6% 720 63.6% 63.4% 63.5%
Illinois 0.9% 0.7% 0.1% -6.9% 3,580 64.0% 64.5% 65.0%
Indiana 1.0% 1.6% -0.1% -2.8% 3,720 61.9% 60.8% 60.2%
Towa 0.7% 0.7% -0.4% -4.3% 1,010 55.8% 55.7% 55.7%
Kansas 0.6% 0.7% 0.9% -4.2% 810 55.7% 55.8% 56.2%
Kentucky 0.2% 1.0% 0.3% -5.2% 1,830 60.2% 58.8% 58.9%
Louisiana 0.2% 1.0% -0.4% -4.2% 1,910 61.1% 61.4% 61.3%
Maine 0.8% 1.3% 0.6% -7.7% 570 57.1% 58.7% 58.7%
Maryland 0.7% 11% 1.0% -4.5% 1,820 65.2% 63.7% 64.2%
Massachusetts 1.1% 1.2% 0.9% -9.1% 3,400 68.7% 70.2% 67.7%
Michigan 0.9% 0.8% 0.5% -10.9% 6,090 61.0% 61.7% 59.9%
Minnesota 1.0% 0.7% 0.3% -8.3% 1,930 61.4% 62.4% 61.6%
Mississippi 0.0% 0.9% 0.1% -1.4% 1,970 57.7% 58.0% 58.4%
Missouri 0.4% 0.9% 0.3% -3.1% 2,030 60.7% 58.7% 58.9%
Montana 1.2% 1.4% 1.4% -2.9% 590 57.5% 58.1% 58.2%
Nebraska 0.4% 0.7% 0.8% -2.3% 1,070 55.3% 55.8% 57.8%
Nevada 2.9% 3.4% 1.7% -6.8% 8,800 70.5% 69.4% 69.8%
New Hampshire 0.8% 1.2% 0.9% -8.8% 300 60.8% 62.6% 60.6%
New Jersey 1.0% 1.2% 1.3% -8.0% 2,170 65.6% 67.1% 66.1%
New Mexico 1.1% 1.6% 1.8% -7.6% 620 61.1% 63.4% 63.7%
New York 1.1% 1.5% 0.8% -10.4% 20,300 73.3% 74.5% 73.9%
North Carolina 1.7% 24% 11% -4.2% 6,190 63.3% 64.8% 65.4%
North Dakota 0.3% 1.3% 0.6% -6.7% 130 49.7% 51.2% 55.1%
Ohio 0.5% 1.0% 0.0% -6.3% 4,760 60.1% 60.4% 60.6%
Oklahoma 1.9% 1.3% 0.0% -4.7% 2,250 55.0% 57.3% 56.0%
Oregon 3.0% 1.9% 1.0% -7.8% 2,050 66.3% 65.6% 65.8%
Pennsylvania 1.0% 1.2% 0.7% -7.8% 3,240 61.4% 63.4% 62.6%
Rhode Island 0.3% 1.4% 0.6% -8.7% 220 66.1% 65.6% 65.1%
South Carolina 2.8% 1.7% 1.9% -2.4% 4,080 63.9% 63.6% 62.8%
South Dakota 0.8% 1.0% 0.7% -2.9% 190 54.5% 54.7% 56.7%
Tennessee 1.5% 2.3% 1.5% -3.2% 7,310 64.5% 64.9% 65.5%
Texas 1.9% 2.6% 2.3% -3.3% 20,300 64.9% 64.9% 64.8%
Utah 3.2% 3.0% 2.8% 0.6% 1,980 65.3% 64.0% 63.3%
Vermont -0.5% 0.8% -0.3% -9.0% 200 60.7% 61.2% 62.0%
Virginia 1.3% 1.3% 1.3% -4.4% 2,650 63.8% 64.2% 64.1%
Washington 2.7% 2.1% 2.1% -6.0% 2,130 69.6% 69.0% 68.6%
West Virginia 0.5% 0.8% -1.3% -6.1% 380 574% 63.1% 59.6%
Wisconsin 1.0% 0.7% 0.2% -7.0% 1,740 56.9% 574% 56.2%
Wyoming 0.7% 1.6% -0.6% -4.3% 190 48.9% 52.5% 574%
United States 1.5% 1.6% 1.4% -6.1% 195,730 66.0% 66.2% 66.2%
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2020 2017 2018 2019 2020 2017 2018 2019 2020

49.7% $85.21 $87.69 $90.97 $81.23 $51.85 $54.99 $57.66 $40.89 Alabama
45.2% $120.13 $125.03 $133.00 $103.08 $79.94 $84.48 $92.82 $47.28 Alaska
49.8% $117.36 $120.17 $123.07 $104.09 $78.85 $82.34 $85.58 $54.40 Arizona
41.1% $81.34 $82.23 $83.50 $73.42 $43.56 $43.38 $44.95 $30.41 Arkansas
48.6% $161.41 $167.59 $171.14 $124.49 $121.81 $126.66 $128.75 $63.09 California
46.2% $139.79 $141.30 $145.22 $116.13 $93.09 $95.13 $98.72 $56.00 Colorado
40.2% $115.86 $118.62 $118.19 $94.61 $71.72 $74.14 $74.48 $39.08 Connecticut
27.6% $231.70 $217.91 $221.52 $154.95 $183.70 $171.69 $172.22 $46.20 Delaware
45.9% $117.56 $119.67 $122.27 $100.33 $70.52 $71.85 $74.89 $47.61 District of Columbia
47.0% $137.31 $142.61 $143.77 $122.49 $101.87 $105.01 $105.06 $61.72 Florida
47.7% $100.88 $103.77 $107.35 $83.96 $65.87 $68.03 $70.06 $40.89 Georgia
31.7% $264.14 $276.05 $282.63 $208.28 $212.05 $221.93 $228.65 $80.05 Hawaii
50.2% $100.32 $102.53 $104.99 $94.52 $65.25 $66.37 $68.13 $49.13 Idaho
35.9% $126.10 $130.61 $128.22 $83.34 $82.21 $86.01 $84.89 $30.79 Illinois
41.6% $99.02 $100.89 $101.80 $80.63 $61.68 $61.67 $61.58 $34.12 Indiana
40.5% $91.54 $92.20 $92.05 $79.83 $51.42 $51.81 $51.69 $32.95 Towa
40.8% $87.13 $86.91 $87.73 $75.36 $48.72 $48.65 $49.47 $31.08 Kansas
38.6% $96.47 $98.29 $100.49 $79.20 $58.61 $58.31 $59.76 $31.01 Kentucky
46.5% $111.48 $112.20 $111.60 $88.85 $68.42 $69.36 $68.86 $42.83 Louisiana
39.9% $119.90 $126.82 $131.18 $109.65 $72.21 $79.00 $82.04 $46.49 Maine
42.8% $119.54 $119.48 $120.67 $96.64 $79.00 $77.30 $78.67 $42.37 Maryland
35.3% $178.52 $181.64 $184.50 $128.28 $125.62 $130.36 $128.04 $47.40 Massachusetts
42.2% $103.86 $105.90 $106.73 $89.81 $63.88 $65.99 $64.60 $39.34 Michigan
36.3% $110.19 $115.53 $114.92 $89.13 $68.34 $72.56 $71.64 $33.33 Minnesota
49.6% $84.07 $85.69 $85.94 $78.41 $48.70 $49.91 $50.40 $39.24 Mississippi
38.0% $98.44 $99.37 $100.39 $84.14 $60.14 $58.75 $59.56 $32.60 Missouri
46.3% $99.32 $100.92 $103.66 $94.87 $59.66 $61.13 $62.88 $46.08 Montana
40.5% $91.63 $91.15 $91.43 $76.83 $51.24 $51.46 $53.47 $31.51 Nebraska
44.2% $113.92 $112.49 $114.91 $91.02 $80.50 $77.89 $80.20 $42.16 Nevada
40.5% $130.09 $134.83 $136.35 $119.75 $80.54 $86.03 $84.32 $51.25 New Hampshire
42.1% $117.29 $124.54 $127.23 $100.36 $77.61 $84.39 $84.93 $43.74 New Jersey
43.7% $87.47 $94.62 $96.76 $78.26 $53.72 $60.35 $61.98 $34.57 New Mexico
42.3% $199.38 $204.73 $200.86 $125.85 $147.09 $153.38 $149.51 $54.44 New York
45.0% $102.11 $104.67 $107.02 $89.16 $64.90 $68.16 $70.30 $40.92 North Carolina
39.2% $80.64 $80.77 $80.63 $72.08 $40.14 $41.41 $44.64 $28.54 North Dakota
39.8% $96.59 $98.47 $99.79 $79.49 $58.49 $59.95 $60.91 $32.25 Ohio
40.8% $78.75 $79.41 $79.96 $70.18 $43.36 $45.58 $44.91 $28.93 Oklahoma
46.0% $119.56 $120.85 $121.40 $98.82 $80.91 $80.84 $81.33 $46.63 Oregon
38.3% $118.31 $120.36 $122.83 $96.21 $73.13 $76.86 $77.53 $38.00 Pennsylvania
41.3% $141.94 $146.02 $146.74 $117.81 $97.08 $99.02 $98.63 $51.20 Rhode Island
45.4% $111.90 $114.32 $114.54 $95.41 $72.78 $74.20 $73.22 $44.18 South Carolina
44.8% $89.83 $89.45 $89.22 $81.56 $50.75 $50.74 $52.34 $38.24 South Dakota
45.0% $110.50 $114.11 $117.42 $91.10 $71.72 $74.49 $77.33 $41.86 Tennessee
45.6% $102.34 $105.16 $104.07 $81.22 $66.57 $68.39 $67.63 $38.02 Texas
46.7% $121.89 $123.17 $124.46 $104.41 $79.30 $78.76 $78.51 $50.33 Utah
41.9% $142.29 $146.12 $147.28 $119.00 $87.54 $90.84 $92.80 $51.97 Vermont
43.1% $108.73 $109.54 $111.49 $87.48 $70.02 $71.15 $72.26 $38.48 Virginia
41.7% $130.28 $134.21 $133.55 $95.09 $92.11 $94.03 $92.95 $40.88 Washington
40.9% $93.68 $96.27 $99.54 $88.12 $54.11 $61.12 $59.65 $36.40 West Virginia
36.0% $104.88 $106.25 $108.20 $89.34 $60.65 $62.04 $61.78 $33.03 Wisconsin
44.2% $120.58 $120.04 $120.17 $115.39 $61.90 $65.32 $71.32 $54.35 Wyoming
44.0% $126.65 $129.67 $131.16 $103.09 $83.57 $85.87 $86.80 $45.39 United States

Sources: BLS;: STR, Inc.



Hotels & Retail Stores Lead Delinquencies
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Health crisis requires hoteliers to adjust operations. Global lockdowns significant-

ly disrupted hotel revenue generation across the country last year as properties only
welcomed a fraction of their regular guest volumes. After posting moderate growth year
over year in February, gross operating profit per available room (GOPPAR) had fallen

118 percent year over year in May. To compensate for the lost demand, hoteliers reduced
expenses. Between March and May, over 1 million accommodation jobs were lost, roughly
half the pre-pandemic workforce. By shrinking staffs and suspending some services, lodg-
ing businesses were able to decrease labor costs per available room and as an industry
record a positive year-to-date average GOPPAR value by October. Hoteliers nevertheless
continue to face negligible margins, raising steep financial hurdles for some investors as
debt obligations remain undiminished.

Hospitality loan delinquency sets new record, raising questions of distress. The rapid
drop of income last year made it harder for hotel owners to meet their debt obligations.
Despite forbearance on the part of many lenders, as well as a range of other govern-
ment-backed support programs, more hoteliers fell behind on their loan payments. The
delinquency rate on outstanding CMBS hospitality loans jumped from 2.6 percent in May
to 13.3 percent in June and fluctuated within the 18 percent to 20 percent band through the
rest of the year. This increase was both more sudden and severe than during the 2008-2009
global financial crisis when, in 2010, the CMBS delinquency rate only reached 16.8 percent.
That downturn also resulted in a surge of distressed hotel sales, which by some estimates
reached as high as 60 percent of total trade volume in the fourth quarter of 2010. Such a
spike in distressed sales activity has yet to occur in the hotel sector.

Distressed sales remain a small segment of recent investment activity. Despite current
challenges, distress in commercial real estate sales has not become widespread. Distressed
trades only represented about 1 percent of total dollar volume last year, a small fraction of
the level recorded during the previous economic downturn. Among hotels, the share of dis-
tressed transactions was higher, reaching 10 percent in the second quarter before dipping
to 9 percent in the fourth quarter. Although high compared with the other major property
types, the measure is still well below the benchmark set in 2010. Sale prices and cap rates
have also not deteriorated in a manner that would be consistent with large-scale distress.
Following a drop in mid-2020, the median sale price per room reached parity with 2019
measures by year end.

Widespread distress unlikely as year advances. The period when distressed sales were
most likely to occur was between March and June of 2020 when uncertainty was greatest.
Every day since has brought added clarity, allowing hotels and investors to problem solve.
Many lenders have collaborated with borrowers to form modified payment plans. As more
vaccines are administered, people are anticipated to travel in larger numbers, improving
hotel performance. At the micro level however, some hotels, especially those in high-cost
urban centers, will be heavily challenged. This may prompt a higher frequency of defaults
and distressed sales in these locations. Generally though, property owners can turn to a
liquid capital market, something that was unavailable during the financial crisis. Paired
with growing clarify, these factors will keep most investors from entering into a forced
transaction in 2021.



Tourism Outlook

U.S. Domestic Leisure Travel Forecast

mmm Person-Trips Leisure Spending

Vacation plans fall to the wayside during initial outbreak. The spread of COVID-19
dramatically altered travel patterns in 2020 and will continue to hold significant influ-

2,000 $800

' $700

$600

ence over tourism this year. After the initial series of stay-at-home orders were enacted, 1,750
travel dropped precipitously. By early April the number of people crossing TSA airport

Millions
suoyng

checkpoints daily fell to under 100,000, less than 5 percent of normal volume, while the

1,500
average hotel occupancy rate was around 21 percent. Those who were still traveling, 1250 ‘
including healthcare workers, supply-chain professionals, and others responding to per-
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sonal emergencies, were largely sticking to the road. This behavior was reflected in the 208 2019 2000 202 2022 2023 2024* $400
stronger performance of hotels located along interstates compared with facilities in other
settings. As uncertainty began to abate, though, leisure travel started to recover.

People Still Reluctant to Fly

2019%  — 2020**

Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.

Partial return of summer travel gives way to winter infections. Weary from months

in sequestration, individuals and families set out in the summer for a change of scenery.
This activity improved hospitality fundamentals, especially at drive-to destinations. A
need to avoid crowds and the lack of many vacation activities, such as concerts, conven-
tions and festivals, led many to seek nearby areas with outdoor amenities. Cost was also
afactor as nationwide business shutdowns had led to historically high unemployment.
After briefly surpassing the 50 percent threshold in late summer and early autumn, hotel

occupancies began to recede in November, correlated with a rise in coronavirus infec-

People Crossing TSA Checkpoints (millions)
n

tions. While numerous people continued to travel in the winter, especially around the
holidays, hotel performance softened, suggesting individuals opted to stay with friends

and family to limit exposure. Although health risks remain severe in early 2021, the ongo- International Visitor Forecast

ing vaccine rollout sets the stage for an upcoming recovery in leisure trips. w6 — Canada Mexico Overseas

Domestic leisure travel restoration expected within two years. After declining more -

than 20 percent in 2020, domestic leisure travel is anticipated to recover by the end of

2022. As more vaccines become available through the first half of this year, individuals 24

ing restrictions are lessened, smaller group events, such as weddings, will resume. Larger ® o8 200 2020 2020 2022+ 2003 2024

and families will take vacations with greater frequency. Based on last summer’s behavior,

Millions of Visits

these trips will likely be taken more by road and to affordable destinations with outdoor

amenities, including beaches and national parks. Later in the year, once physical-distanc-

group trips are unlikely to occur until vaccines are widely available and major entertain-

ment events can be safely held. This is not likely to happen until late 2021 or early 2022.
Urban & Convention Hotels Most Hit in 20

International visitation into the U.S. may not fully recover until 2024. The return of Airport

international leisure travel to the U.S. will trail that of the domestic market due to the hoor
legal, logistical and financial hurdles involved. Current travel restrictions complicate the

visitation process while there are also fewer reasons to make the trek to the U.S. without o
marquee entertainment events. The global economic downturn also means that fewer Boutiave
individuals will have the financial means to travel abroad in the near future. For these urban

Convention

reasons, international travel into the U.S. is not expected to recover to the benchmarks

set in 2018 or 2019 until possibly 2024. Major gateway markets such as New York City, o oo o o o

. . . . Year-over-Year O Ch
San Francisco and Chicago will be the most affected as the strong performance of their earover-Tear Cecupancy thange

hospitality sectors in recent years was buttressed by demand from international visitors.

* Forecast
** Trailing seven-day average
Sources: STR, Inc.; TSA; U.S. Travel Association



Business Travel Outlook

Group Revenue Drops Most in 2020
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When Companies Plan to Have Meetings Again
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Not Sure

Pandemic limits company trips as events are canceled or shifted online. Business
travel into and within the U.S. was more severely impaired by the health crisis than the
leisure sector. The large-scale shift to remote work and cancellation of most corporate
events led to an estimated annual decline in business trips of over 60 percent in 2020.
The enterprise travel that did take place last year was largely associated with necessity
functions, including the migration of in-demand medical personnel. People supporting
logistical supply chains also traveled, and some individual entrepreneurs may have opted
to assume the risk as well. Certain hotels catered to businesses in a new way by offering
private spaces to work remotely or to quarantine. Despite these niche sources, hotel
room demand from professionals is anticipated to remain heavily subdued until a sub-
stantial improvement in the health crisis permits employees to safely travel and interact
with one another again. Even then, months of working remotely have demonstrated that
a certain level of social interaction can still be conducted virtually. For companies facing
financial challenges, funds for travel budgets may go elsewhere as meetings and other
functions are held online.

A multiyear restoration of business travel is likely; smaller events the first to return.
The recovery in enterprise transit will trail that of the leisure sector by a year or more,
until the underlying motivators for commercial trips return. Outside of essential indus-
tries, organizations are highly unlikely to permit employee travel until the coronavirus
has been substantially contained via the ongoing vaccine rollout. As infection rates slow,
relaxed safety precautions may permit some small business events to occur, possibly by
mid- to late 2021. These functions would be local or regional in scope, limiting the health
risk of air travel and reducing costs on employers. A December 2020 survey revealed that
firms are anticipating spending less of their already reduced travel budgets this year on
trade shows and internal company meetings, and more on travel to provide necessary
services, such as repairs or training. This outlook aligns with the expectation that larger
corporate group bookings will be slowest to resume.

Difficulties in holding major events will slow upswing in business travel. Large-scale
corporate gatherings, such as conventions and trade shows, will be the last segment of the
broader travel industry to recover. The inherent size and scope of these occasions, with
attendees coming from across the country or the globe, will require substantial contain-
ment of the coronavirus. Unless that condition is met, local governments are unlikely

to permit gatherings of significant size, and companies will be cautious about requiring
air travel. These same larger organizations are also more likely to have the resources to
conduct alternative virtual meetings. While not every aspect of a face-to-face interaction
can be replicated over video conference, it remains the safest alternative in the current
environment. Even when vaccines are widely available and enough people have been in-
oculated to allow sizable conventions and other events to occur, corporate travel budgets
are unlikely to be at 2018 and 2019 levels. The economic damages of the pandemic may
limit how many business trips can be afforded initially. In the interim, hotels may see new
room demand from relocated employees. If remote work remains a common option mov-
ing forward, staff members who had moved to a new city during the pandemic may book a
room while visiting the home office on a regular basis



Regional Trends

Occupancy Dropped More in Larger Metros

mmm December 19 December 20

Hotels in gateway markets are experiencing the most operational stress. Travel 809,

restrictions, business closures, and the lack of organized social gatherings have substan-

tially reduced visitor volume in the country’s largest urban metros. In the past, hotels in 60%

these settings have benefited from robust tourist and business traveler demand, often

. . . B . B 40%
leading the nation in occupancies and revenues. Since the onset of the pandemic, howev-

Occupancy Rate

er, the hospitality landscapes of markets such as San Francisco, Boston, Chicago, and the 20%
District of Columbia have struggled. This is acutely true of New York City, where approx-

imately a third of hotel rooms were still temporarily closed at the start of 2021, the most 0% Top 25 Markets othor Markete
of any major metro. Nationally, low occupancies paired with a protracted recovery period

place lodging establishments in the country’s largest urban cores at the most financial

risk. More hotels will permanently shutter or sell out of distress in these settings than Sunbelt, Mountain States Faring Better

anywhere else. In the long term, however, the gateway markets are anticipated to make

full recoveries. Investors able to weather the short-term challenges of the pandemic may

be able to secure trades given a lack of competition from other buyers.

Drive-to leisure destinations with outdoor activities show resilience. Hospitality

markets geared more specifically toward leisure travelers have fared better than the gate-

way metros in some cases and worse in others. Leisure destinations that feature outdoor = Loss than 429%
o

attractions and draw upon a regional customer base that can travel by car are performing ﬁ;xfgﬂfﬁ ;and 46%
relatively well. Parks and beaches are clear favorites of households leaving their homes
after months of sequestration. Yellowstone noted historically strong monthly attendance
last summer, and occupancy in Norfolk-Virginia Beach never dropped below 30 percent. Markets With Least Decrease in RevPAR
It was also the only market in the top 25 to break the 60 percent occupancy threshold last

year. Hotels in the warmer climates of Phoenix and Tampa- St. Petersburg also outper- Norfolk-Virginia Beach
formed the nation throughout 2020 as warmer weather did not interrupt activities such TampacSt Petorshurg
as outdoor dining, hiking and boating. These same attributes should capture much of the

recovering travel population in the spring and summer months of 2021. In contrast, the Phoenix
closure of theme parks and casinos last year have cut occupancy rates in Orlando, Orange Detroit

County and Las Vegas to about half of what they were in 2019. Health-based precautions

Houston

and the slower return of international visitation will challenge these metros this year. 0% a5, 30% 5%

(=}

%

Change in RevPAR: 2019 vs. 2020
Lodging demand in smaller markets less impaired by the health crisis. Hotels in

smaller cities and towns, where fewer large entertainment or corporate events are usual-
ly held, normally trail the top travel markets in occupancy and revenue. Partly because of Markets With Greatest Decrease in RevPAR
this factor these locations have recorded shallower drops in performance during the pan-

Boston

demic than in other, more-populated areas. Many of these metros were also less impacted

]
by the health crisis and more lenient on businesses, drawing visitors from surrounding New York City _
areas under stricter lockdowns. Such has been the case in California, where occupancy Chicago _
rates in Sacramento and Riverside-San Bernardino surpassed those in San Francisco and
Orange County by more than 1,000 basis points. Hotels along the Sunbelt also reported Sen francisco _
performance metrics above that of the U.S. average. Properties in these locations also Seattle-Tacoma _
offer comparatively more affordable room rates than in the traditionally popular travel ~80% 70% - 80%  -80%  -40%
markets. This appeals to travelers who may have a tighter budget due to the pandemic. Change in RevPAR: 2019 vs. 2020

Because of all of these factors, hotels in smaller scenic venues are likely to record the
most positive performance metrics in 2021.

* Forecast

Source: STR, Inc.
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Fundamentals

Occupancy Remains Below 2019 Levels

2019 w2020

a0 Cautionary budgets, fewer operational adjustments help limited-service hotels. The

lower room rates offered by economy and midscale hotels, favorable during periods of

60% economic uncertainty, and fewer supplemental amenities required to close are helping

keep demand more stable. The yearlong average occupancy at economy hotels was 51
40% percent in 2020, which was down just 8 percentage points from the previous 12-month
ao% I I I I I stretch. Occupancy at midscale hotels was soft early in the pandemic, dropping to almost
I 27 percent in April, but it recovered to above 50 percent during the late summer months.

0%
Jan. Feb. Mar. April May June July Aug. Sept. Oct. Nov. Dec.

Monthly Occupancy Rate

Room rates benefited from these comparatively high occupancy levels as well, with the

economy segment maintaining an ADR in the $50 to $60 range throughout the year

and ending December just 5 percent lower than the same month in 2019. Similarly, the
ADR Recovery Slows as 2020 Ends average midscale ADR for all of 2020 was $76.53, down 11 percent year over year, half the

2019  — 2020 drop suffered across all hotel types over the same span. Minimal declines in these met-

sia0 rics among limited-service hotels supported revenue. The economy grouping posted a

6120 yearlong average RevPAR of $29.62 and the midscale segment noted an average of $34.14,

down 21 percent and 32 percent year over year, respectively. The overall U.S. average

$100 decreased 48 percent. As such, these properties have less ground to recover this year.

Average Daily Rate

$80 Closure of desirable amenities weighs on demand and rates of full-service hotels.
Premium services such as spas and live entertainment that typically bolster demand for
Jan. Feb. Mar. April May June July Aug. Sept. Oct. Nov. Dec. luxury and upper upscale hotels were required to close or operate at limited capacity
during the health crisis, stunting demand and pressing on rates. Occupancy in the luxury
segment bottomed at almost 6 percent in April and despite some recovery over the sec-

Occupancy Loss in 2020 by Chain Scale . o
ond half of the year only 21 percent of available rooms were occupied in December, a 69

waory [ percent decline from the same month in 2019. Upper upscale occupancy averaged rough-
Upper Upscale ] ly 32 percent in 2020, which was well below the 74 percent average logged in the previous
Upscale ] year. Sluggish demand for rooms pressed on rates as well, with the luxury segment noting
Upper Midscale | ayear-over-year ADR decline of 11 percent to $306.15. Upper upscale ADR fell by an even
Midscale I larger margin, dropping 23 percent on an annual basis to $145.20. These steep drop-offs
Economy . in both occupancy and daily rates were a hurdle for revenue streams. In 2020 the average
Indepe"deza% o, oae m% luxury RevPAR was just $93.70, down from $253.19 in the previous year. Over that same
Change in Occupancy Year-over-¥ear time frame, upper upscale RevPAR dropped by roughly 64 percent to $49.90. These
full-service hotels will take the longest to recover, likely extending past 2021.
Occupancy Loss in 2020 by Location Travel trends during the pandemic impact locational metrics. Many who traveled in

2020 chose to take shorter trips, often within driving distance, which affected the hospi-
Interstate
tality landscape. Hotels along interstates and in small metros/towns outperformed their
Small Metro/Town . . . .
counterparts in resort destinations and urban settings. The average occupancy for hotels

Suburban

along interstates and in small metros in 2020 was 45 percent and 44 percent, respective-

Resort

ly, each down from 58 percent in the previous year. Comparatively, average occupancy for

Airport urban hotels fell from 73 percent in 2019 to 37 percent last year, and the same measure
Urban for resort hotels dropped to 42 percent from 70 percent. Revenue streams were also
~40% -30% -20% 0% 0% significantly impacted. Average RevPAR in 2020 for interstate and small metros/town

Change in Occupancy Year-over-Year hotels declined nearly 30 percent from the previous year, while urban lodging estab-

lishments experienced the largest adjustment, falling roughly 65 percent year over year.

RevPAR for resort hotels also dropped by a notable 46 percent annually in 2020.
Source: STR, Inc.



Fundamentals

Projects underway at a two-year low following a large second-half delivery last year.
After completions fell significantly in the first half of 2020 amid construction site shut-
downs, the pace of delivery ramped up in the last six months of the year. A total of roughly
96,800 rooms were finalized in 2020 and 63 percent of that volume came in the second
half of the year. Now that many of the projects that had broken ground prior to the onset of
pandemic have reached completion, however, the development pipeline moving forward is
more modest. Uncertainty about how quickly the lodging sector will recover has put some
planned projects on hold, at least for now. At the end of last year approximately 196,500
rooms were under construction nationwide, the lowest tally in two years. Nevertheless,
some markets will face greater supply-side pressure than others. Inventory in New York
City, Austin and San Jose will grow by more than 10 percent once the projects that have
broken ground reach completion. Urban fundamentals, in particular, could be stressed by
these new arrivals, as demand for hotel rooms downtown will remain sluggish with fewer
business events and conferences expected to take place in the near future.

Sunbelt markets to add inventory quickly, but tailwinds in place. Three markets that
have been comparatively resilient to the disruption — Dallas/Fort Worth, Atlanta and
Phoenix — have a sizable volume of projects underway. These markets may be better suited
to handle the new arrivals, though, as demographic trends are favorable and restrictions on
businesses have been less stringent. Dallas/Fort Worth will gain the largest delivery volume
among the three markets, as roughly 7,500 rooms were underway at the beginning of 2021
which will increase inventory by 5.7 percent. Atlanta will note a slightly larger inventory
expansion of 5.9 percent once the 6,200 rooms currently underway finalize. In Phoenix, ho-
tel stock will grow by roughly 3,400 rooms or 5.1 percent of inventory once the rooms being
built open. Neighborhood location will also play a key factor alongside incoming supply in
these metros, as air travel and business-related demand will remain soft in the near term.
Competition from new builds could present an additional hurdle for operators in some sub-
markets, especially those near the major airports and in the central business districts.

Limited construction activity will aid the recovery in a few challenged markets. The
pipeline is relatively small in Chicago, San Diego and Seattle-Tacoma, which should help
mitigate supply-side headwinds as these markets take preliminary steps toward recovery.
In Chicago, roughly 3,200 rooms were underway entering this year, which would represent
an inventory expansion of just 2.8 percent. San Diego and Seattle-Tacoma each had fewer
than 1,000 doors in the construction stage, growing the local inventories by less than 1.4
percent upon completion. Owners of existing hotels in these three markets will benefit
from subdued new building activity in the near term, though room demand will remain
sluggish as well. Along the West Coast, San Diego and Seattle-Tacoma have had greater
restrictions on businesses than other areas of the country, which could continue until the
health crisis is combated. Outside of a limited-window beach season in San Diego, trav-
elers may be hesitant to go to these areas when services and shops are closed, while local
conferences and conventions may not be allowed for some time. Similarly in Chicago, weak
international tourism will weigh on demand alongside limited in-person entertainment,
festivals and business events.

Deliveries Ended 2020 on a Strong Note
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Investment Trends

Limited Service Hotels Pricing and Cap Rates*

mm Average Sale Price per Room Average Cap Rate

;‘g s100 00% Many lenders work with borrowers to provide forbearance. Hotel owners have been

g challenged to re-engineer their operations. As revenues fell, debt obligations remained,
‘E $75 I o5 & pushing loan delinquency rates up by a factor of six within just one month. Many inves-
e % tors were nevertheless able to obtain forbearance from their lenders before entering the
% 590 S0 g default period. This often took the form of deferred loan payments for up to 12 months,
% 25 8.5% § giving hoteliers time to configure an alternative payment plan, many of which are now

E’ . I I l in progress. Hotels with outstanding CMBS loans received the least relief, and as a result
%0 8.0%

are at the most risk of non-performance later this year. Amid varying debt management
strategies, government support has been key, specifically the Paycheck Protection Pro-
gram (PPP). Funding for the first wave of PPP loans expired last year although resources
for a second round of loans was provided in the opening weeks of 2021. Hotels can apply
mm Average Sale Price per Room  ® Average Cap Rate for a first or second PPP loan to cover up to $2 million in payroll expenses and other costs,

Full-Service Hotels Pricing and Cap Rates*
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9.0% including mortgages. These loans will be pivotal for smaller hotels in the short term. The
possibility for more, industry-specific stimulus in 2021 remains as well. Such financial
resources could go a long way to buttressing struggling hotels until COVID-19 infections
dampen and more people travel, in turn fostering added investment.
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After initial fall, hospitality sales activity shows upward trend. As with other prop-
70% erty types, the spread of COVID-19 notably slowed transaction velocity in the second
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quarter of 2020. For hotels the drop was particularly steep, down over 60 percent quarter
over quarter and 80 percent year over year. As time advanced and occupancies began to
recover, investment activity improved, with private buyers less bearish on the market
than institutions. The number of trades in the third quarter grew 120 percent from the
previous three-month period, although year to date only about half as many assets had

Hospitality a Top 5 Recipient of PPP Loans**

e and Social Assi

Prof,, Scientific & Tech. Services

Conetruction changed hands compared with the first nine months of 2019. The average sale price per
available room followed a similar trajectory, falling to $84,000 in the second quarter but
rising after for a yearlong average of $110,000 per room, 20 percent below 2019’s average.
This change was driven heavily by hotel revenue, which informed what types of hotels

changed hands. Compared with years past, a smaller share of trades were represented by

Manufacturing

Accommodation & Food Service
Retail Trade

Other Services

Wholesale Trade

hotels of the upper midscale chain scale or above. The health crisis had a disproportion-
0% 3% 6% 9% 12%  15%

Share of PPP Funds Loaned ate impact on the financial performance of higher service level establishments. Fewer

institutions, which tend to target that asset type, were also active. A greater focus was

instead placed by private buyers on unflagged assets at sale prices under $10 million.

Trades by Chain Scale: 2Q & 3Q 2020*

Luxury

Upper Upscale Private buyers to be most active group in 2021. The trajectory and composition of the

Upscale 1 travel recovery in 2021, which will favor smaller hotels in regional travel markets, will
é likely foster more private buyer engagement. These investors are likely to target limit-
Rl o ed-service hotels in outdoor-oriented vacation destinations or along major motorways
that service traveling essential workers, which often fall into the $1 million to $10 million
price tranche. Independent assets with a strong connection to the local travel landscape
o will also be pursued. Some higher-net-worth individuals and small investment groups

Upper Midscale

may be able to pursue higher-service level assets due to less competition from institu-

Midscale

tional investors. Market participants with sufficient reserves to weather the short-term
disruption may pursue urban assets in historically strong travel metros. Institutional

investors may follow later in the year when room demand is on more certain ground.
*Sales $2.5 million and greater
** First round of PPP, as of Aug. 8, 2020
* Excludes independent or unflagged sales

Sources: CoStar Group, Inc.; SBA; Real Capital Analytics



Investment Trends

Investors focus on low-entry cost assets and markets with outdoor activities. The
nationwide disruption to hotel investment has varied by region. Compared with the past
several years, a smaller proportion of hotels changed hands in Florida in 2020, but more
assets traded in the Upper Midwest and the Southwest. California and Texas also con-
tinued to be popular destinations among hospitality investors. These trends are likely to
continue this year. The temporary suspension of the cruise line industry as well as tour-
ism more broadly will impact sales trends in Florida. A shift in vacation preferences to
scenic outdoor options may underscore investor interest in the Southwestern states and
Texas as well, where pandemic-related lockdowns have been generally less stringent than
on the coasts. Hotels in California, while subject to stricter lockdowns, have long-term
appeal aided by comfortable weather and numerous natural attractions including beach-
es and national parks. The Upper Midwest states, while lacking temperate winters, gener-

ally feature lower entry costs per room, advantageous during an economic downturn.

Regional sales engagement shifts. The part of the country that experienced the sharpest
reduction in trading activity last year was the Central Atlantic region, which encompass-
es Washington, D.C. A popular destination for international summits and major trade
shows, the temporary shutdown of such activities has significantly hampered hotel per-
formance in the area through year end. The Mid-South region reported a similarly sharp
slowdown last year, but unlike the Central Atlantic, trading in the Mid-South has since
recovered to levels witnessed before the pandemic. The Central Midwest, Mid-Atlantic,
and New York regions have also recorded an improvement in trading since the second
quarter of last year. Looking into 2021, all regions are expected to benefit from investors
seeking to enter long-term travel stalwarts as well as those responding to the current

drive-to leisure trend.

Capital availability bolsters investment landscape, lifts outlook for 2021. The hotel
investment landscape, as troubled as it is by the current health crisis, is in better shape
than during the height of the global financial crisis. Much of that has been due to contin-
ued liquidity in the capital markets. While the total number of lenders conducting busi-
ness with hotels as of late 2020 is down an estimated 50 percent, the number of active
lenders still well exceeds levels recorded following the previous recession a decade ago.
Although CMBS funding is essentially closed to hotel borrowers at this stage, local and
regional banks are active as well as some investor-driven lenders, including debt funds.
Between these capital sources and forbearance within existing debt obligations, most
hotel owners have so far been able to weather the current climate and not had to sell a
hotel out of distress. However, that does not mean all buyers and sellers are in agreement
on sales price. A growing buyer-seller expectations gap could continue to constrain sales
velocity in 2021 despite the availability of capital. Investors waiting on the sidelines for a
wave of distress may be slower to return to the market when said wave does not materi-
alize. Despite this, as vaccines become widely available and more people resume travel,
improved revenues should allow for greater cash flow clarity. At the same time, interest
rates are historically low, highlighting the return profile of hotel assets, where the average
cap rate is 8.6 percent. The ability to produce high yields under normal cash flows will
engage more investors moving forward as operations stabilize.
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Macro Perspective

Tailwinds for Industrial Growth in 202

Households continue their current usage of
online platforms for essential and nonessen-

tial purchases, fueling e-commerce growth.

Lease agreements are in place for roughly half
of the 340 million square feet of space slated
for completion this year, minimizing the im-

pact of supply additions on overall vacancy.

Household migration to suburban commu-
nities and secondary and tertiary markets
prompts industrial users to expand their
distribution networks in growing popula-

tion centers.

An influx of imports at major U.S. ports gen-
erates demand for nearby storage space and

increases rail traffic and air cargo volumes.

Consumers’ same- and next-day delivery ex-
pectations motivate retailers and wholesal-
ers to improve their last-mile capabilities via
the leasing of additional storage space near

population clusters.

Industrial production returns to a pre-pan-
demic level following improvement in con-
sumer spending and factory orders during the

second half of last year.

President Biden’s plan to pursue tax reform
may encourage organizations to reshore oper-

ations and return supply chains to the states.

Grocers maintain larger inventories of re-
frigerated goods for online order processing
and in-store restocking, boosting demand for

cold-storage space.

Personal and corporate reliance on tech plat-
forms prompts data center proposals during

aperiod of sparse vacancy.

Consumer behavior drives sector’s upward movement. The rapid growth of e-com-
merce ranked the industrial market as the nation’s top performing commercial real estate
segment before the pandemic. The health crisis has since augmented the evolution of the
sector, cramming multiple years of expansion into a three-quarter stretch. Entering 2021,
the industrial sector will continue its upward trajectory even as the advancement of e-com-
merce returns to a more sustainable level of long-term growth. A more permanent shift in
consumer behavior will enhance online platforms’ role in the retail landscape, prompting
multichannel merchants, wholesalers, and logistics firms to broaden operations. Steady
demand for warehouse and distribution space should emerge as a byproduct, spurring a
refilling of what is already a robust development pipeline.

Industrial users respond to household migration patterns. The rise in suburban, second-
ary, and tertiary market relocations prompted by the health crisis is anticipated to evolve
into a longer-term trend as more families and individuals seek lower housing costs and lo-
cales of reduced density. As smaller metros and suburban communities record population
growth, the number of local consumers that utilize web-based platforms for essential and
nonessential purchases should elevate. Online and multichannel retailers are likely to act,
bolstering their safety stocks, storage presence and last-mile capabilities in these locations
to better meet potential order surges and heightened consumer expectations for next- and
same-day delivery. Tenant expansions and population growth are likely to deepen buyer
pools in emerging markets where above-average yields are readily obtainable.

Investor sentiment leans toward acquisitions. Heightened space demand recorded
during the pandemic and strong near-term fundamentals have the potential to expand

the industrial buyer pool and amplify enthusiasm among some investors in 2021. Those
projecting the sector to continue its rapid expansion for years to come may fuel a compet-
itive bidding environment where asset values are pushed to historically high marks. The
potential for properties to achieve new heights may increase listing activity as more owners
are enticed to sell assets they previously anticipated holding.

Select subsectors outperform broader category. Data centers and cold-storage facilities
enter the year in a position of strength with vacancy rates historically tight and future
demand drivers in place. An increasing reliance on tech and cloud-based platforms for
personal and corporate use will only serve to boost data storage requirements for the
foreseeable future. Long-term demand for these facilities should bolster the absorption of
available space, likely fueling a wave of near-term groundbreakings. Meanwhile, consumer
utilization of online platforms for grocery delivery and pickup in a post-pandemic world
will require supermarkets to increase their cold-storage capacities. A surge of imports fol-
lowing the pandemic and vaccine storage requirements should also intensify cold-storage
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202! Industrial Market Outlook

Elevated Supply
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» Inventory expansion spearheaded by Sunbelt metros. Strong absorption in a collection of regional

hubs and major local service markets has supported a refilling of these locales’ development pipelines

that will translate to notable inventory expansion in 2021. Atlanta and Dallas/Fort Worth top the list

of high growth markets with active pipelines that each exceed 20 million square feet. Austin and Phoe-

nix represent additional markets that face industrial expansion this year as both metros benefit from

household migration trends. Phoenix is also emerging as a second transshipping hub for Southern

California ports. Home to the nation’s busiest cargo airport, Memphis’ pipeline was historically large

at the onset of this year. Similarly, Indianapolis will record inventory growth of 7 million square feet

this year. Riverside-San Bernardino’s pipeline will continue to remain robust, driven by tight vacancy

and expectations of revived trade with Asia following the pandemic.

» Key Northeast and Midwest markets record stable demand. Strong pre-leasing and moderate shifts in

vacancy during the health crisis will benefit landlords in locales that represent major components of

regional supply chains. Neighboring Chicago and Milwaukee both have relatively minimal speculative

space underway at a time when vacancies are near cyclical-low levels. Ranking as the Midwest’s tightest

market, Detroit should benefit from an improvement in manufacturing production. Availability in Bos-

ton compressed 10 basis points last year, signaling demand for newly built space. Likewise, Washington,

D.C.,, recorded a 20-basis-point decrease in vacancy from January to September of last year, with half of

its active pipeline pre-leased. Port activity and proximity to New York City should preserve Northern

New Jersey’s limited vacant stock.

» Tenant interest swells in popular relocation destinations. South Florida markets registering in-mi-

gration gains as a byproduct of the pandemic will attract more expanding retailers and e-commerce

firms this year. Development pipelines in Miami-Dade and West Palm Beach are subdued, with va-

cancy in both locales well below the national average. In Fort Lauderdale, the multifamily delivery

boom recorded last year and the additional units slated for 2021 completion should fuel an increase in

consumer spending. Denver, Charlotte, and Sacramento represent additional markets where popula-

tion growth should prompt an uptick in industrial absorption. While unlikely to record positive net

migration this year, Baltimore’s increasing port volumes may position the metro to record vacancy

compression.

Selec’red Headwinds |

Cleveland
Houston

New York City
Oakland

* Select metros brace for potential vacancy increases. Significant inventory growth in Houston and flat

port volumes last year played a role in pushing availability to its highest rate since 2004. The down-

turn in the oil and gas industry is likely to slow economic growth and job recovery this year, with an-

other wave of industrial completions on deck. Cleveland’s inability to recover a significant volume of

jobs lost during the onset of the pandemic could heighten the pace of out-migration this year, poten-

tially prolonging a recent span of negative quarterly absorption. Outbound household movement oc-

curring in New York City places the metro in a state of transition at a time when industrial availability

is at more than 20-year high. Comparably, relocations from the Bay Area will impact demand in Oak-

land; however, the high volume of imports projected at the market’s port may buoy industrial demand.



Inventory Growth and Projects Underway
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¢ The health crisis did not alter the progress of most projects. Instead,

315 million square feet of space was finalized last year in major U.S.
markets, increasing the nation’s industrial inventory by 1.9 percent.
In 2021, delivery volume is slated to exceed that total, further testing
demand for newly built space.

Industrial demand in Atlanta has matched the influx of completions
recorded over the past five years. Strong absorption warrants the
nation’s second largest active pipeline, which totaled more than 20
million square feet at the start of 2021. The top market for recent de-
livery volume, Dallas/Fort Worth has been more impacted by recent
supply additions, as the Metroplex began this year with its highest
vacancy rate since 2013. Still, more than 23 million square feet was

underway at the onset of 2021.

Widely recognized as a continual growth market, Austin’s expansion
will carry over into industrial this year. Driven by the completion of a
Tesla Gigafactory and an Amazon distribution center, the metro will
record the largest annual inventory growth among major U.S. met-
ros. These projects will deliver a significant economic injection for
the metro, potentially encouraging additional development.



Industrial Subsectors Enter 202l in a Position of Strength

— Data Center Vacancy Reaches Historical Low —

DATA CENTERS °D mm Net Absorption  —— Vacancy

6.0 6%
¢ Demand in the subsector is robust, having outpaced the record ’@
volume of space delivered last year. Strong absorption placed va- § 45 5% <
cancy below 3 percent entering 2021, a rate more than 100 basis é §
points below the prior five-year average. § 3.0 4% 5
¢ The acceleration of cloud adoption and the extensive use of apps, § g
online videos and social media platforms during 2021 will fur- 5‘; 15 3%
ther drive demand for data centers, including the nearly 8 million
square feet of space that was underway at the onset of this year. 0 2%
2015 2016 2017 2018 2019 2020
—— Tight Conditions Boost Cold-Storage Rents ——
COLD-STORAGE FACILITIES mm Vacancy — —— Rent
7% $8 =
¢ The health crisis has motivated grocers and food suppliers to main- §
tain larger inventories of refrigerated goods to expedite the replen- ,g 6% §7 ci
ishing of in-store stock and processing of home-delivery and curb- “i ‘éi
side pickup orders. This stockpiling supported the absorption of é 5% $6 i
more than 2 million square feet of cold-storage space last year. § %
C . . e . 4% $5 @
¢ Demand for existing cold storage is positioned to remain elevated i
in 2021 as less than 1 million square feet was under construction at Z
the start of this year. Vaccine storage requirements should support 3% $4

2015 2016 2017 2018 2019 2020

additional demand during the first half.

— Demand Matches Rise in Large-Scale Projects

---. _i = . mm Completions —— Vacancy

Q 250 9%
¢ Total completions for big-box facilities in each of the past four 3;
years exceeded 200 million square feet. Amid this stretch of ele- _é 225 8% >
vated construction, vacancy in the subsector consistently hovered % §
in the mid-6 to low-7 percent range, signaling steady demand for \g’ 200 7% ‘;d
larger facilities that will carry over into 2021. -g %
- e . R, 175 6%
¢ The development pipeline for these large facilities will remain el- §
evated moving forward as construction was underway on rough- © 0 - o

ly 270 million square feet at the beginning of 2021. E-commerce 2015 2016 2017 2018 2019 2020
companies’, wholesalers’, and multichannel retailers’ desire to

operate warehouses and distribution centers closer to population

centers could spur another round of project starts.

Source: CoStar Group, Inc.



Industrial Data Summary
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Industrial Data Summary

2019 2020 2017 2018 2019 2020 2017 2018 2019 2020

6.5% 6.3% $4.49 $4.77 $5.03 $5.10 $76 $87 $90 $93 Atlanta
7.1% 6.8% $9.58 $10.16 $10.25 $10.60 $119 $124 $130 $129 Austin
7.8% 8.0% $5.30 $5.30 $6.29 $6.28 $95 $99 $103 $104 Baltimore
5.3% 5.2% $7.54 $8.06 $8.58 $9.17 $119 $133 $154 $180 Boston
6.3% 7.1% $4.41 $4.66 $4.91 $4.99 $88 $95 $106 $116 Charlotte
6.1% 6.4% $5.66 $5.72 $5.94 $6.17 $79 $83 $91 $99 Chicago
4.3% 4.9% $3.97 $3.97 $3.80 $4.10 $46 $50 $50 $50 Cleveland
6.6% 7.5% $5.04 $5.73 $5.76 $6.33 $73 $80 $86 $86 Dallas/Fort Worth
5.5% 6.3% $7.74 $7.89 $8.11 $8.30 $144 $155 $180 $183 Denver
4.0% 4.6% $5.47 $5.67 $5.98 $6.24 $60 $65 $67 $69 Detroit
5.9% 7.7% $9.74 $9.56 $10.28 $10.33 $122 $139 $161 $157 Fort Lauderdale
6.6% 8.9% $6.55 $6.84 $6.76 $7.14 $82 $88 $91 $95 Houston
4.3% 6.2% $4.31 $4.19 $4.62 $5.27 $57 $59 $64 $74 Indianapolis
2.3% 34% $10.73 $11.59 $12.39 $12.75 $215 $244 $288 $267 Los Angeles
6.4% 6.6% $3.39 $3.43 $3.24 $3.36 $50 $51 $51 $51 Memphis
4.3% 5.1% $9.74 $10.17 $10.46 $10.68 $154 $162 $175 $172 Miami-Dade
4.3% 4.2% $4.62 $4.69 $4.61 $4.66 $59 $61 $62 $64 Milwaukee
3.1% 4.0% $6.31 $6.33 $5.94 $5.65 $70 $79 $84 $88 Minneapolis-St. Paul
4.6% 6.2% $20.08 $21.46 $22.98 $21.96 $383 $423 $449 $445 New York City
4.3% 3.6% $7.77 $8.80 $9.38 $9.94 $124 $139 $146 $160 Northern New Jersey
5.2% 6.6% $13.23 $14.49 $14.08 $14.23 $190 $216 $252 $238 Oakland
3.5% 34% $11.54 $12.24 $12.94 $13.43 $227 $234 $258 $272 Orange County
6.3% 5.6% $6.19 $6.49 $6.96 $7.23 $89 $103 $115 $110 Orlando
5.1% 5.2% $5.43 $5.78 $6.26 $7.15 $75 $85 $89 $95 Philadelphia
7.7% 7.7% $6.86 $7.11 $742 $7.81 $105 $119 $128 $130 Phoenix
4.7% 3.7% $7.83 $8.84 $9.74 $10.24 $145 $156 $178 $180 Riverside-San Bernardino
3.8% 5.4% $5.82 $7.75 $8.02 $7.39 $102 $112 $121 $123 Sacramento
5.8% 5.4% $12.96 $15.20 $15.89 $16.03 $189 $192 $213 $226 San Diego
5.0% 5.3% $8.92 $9.50 $9.84 $10.77 $190 $210 $230 $261 Seattle-Tacoma
4.8% 5.1% $6.21 $6.11 $6.38 $6.68 $78 $83 $91 $100 Tampa-St. Petersburg
5.9% 5.8% $8.44 $8.68 $8.71 $8.98 $142 $162 $185 $179 Washington, D.C.
3.5% 4.1% $10.47 $10.97 $11.24 $11.64 $126 $142 $159 $165 West Palm Beach
5.0% 5.5% $6.70 $7.11 $7.39 $7.66 $80 $87 $95 $102 United States

Sources: BLS; CoStar Group, Inc.; Real Capital Analytics



Logistics/E-Commerce

Online Spending Hit Record in 2020

mmm [-Commerce Share of Core Retail Sales

E-Commerce Sales (billions)

hizg
=)
=]

$75 N\ I 22%

$50 l I I I | 20%
$25 ‘ 18%
$0 -

24%

16%
Jan. Feb. Mar. Apr. May Jun. Jul. Aug. Sep. Oct. Nov. Dec.

Usage of Online Platforms Remains High

Personal care products

Furnishings & appliances

Consumer electronics

22

Completions (million sq. ft.)
>

Household supplies

Groceries

Accessories

Apparel

$2]DS 11039}y 2.10)) JO 24DYS

0% 20% 40% 60% 80%

Consumers’ Online Usage

Last-Mile Completions vs. Vacancy*

mmm Deliveries Vacancy
8%
7%
I I %
4Q 4Q 4Q 4Q 4Q
2016 2017 2018 2019 2020

Firms Expand Fulfillment Center Networks

Decreased

Increased 27%

66% Stayed the same

Online retailers’ facility counts since March

* Properties comprising 50,000 to 200,000 square feet

Sources: Blue Yonder; CoStar Group, Inc.; McKinsey & Company;

U.S. Census Bureau

a1py Aouvovp

Consumer shopping habits adopted during the health crisis are here to stay. Since

the onset of the pandemic, online spending has accounted for 16 percent to 23 percent of
monthly U.S. retail sales, with e-commerce purchase volume from July to December of last
year increasing by roughly 30 percent on an annual basis. While widespread vaccination
has the potential to usher in a return to in-store shopping across the nation, lowering the
percentage of total retail sales represented by online orders, consumers’ reliance on e-com-
merce is not anticipated to fade. Households plan to continue their current usage of online
platforms in the post-COVID-19 era, relying on websites for grocery, household and per-
sonal item, and electronic-device purchases. The sustained role of e-commerce in essential
and nonessential retail is positioned to inflate multichannel and online-focused companies’
demand for storage this year, with logistics firms that support both parties also expanding
their industrial footprints. Larger organizations focused on aligning their operations for
the future will likely occupy warehouses and distribution facilities that feature a high level

of automation, benefiting newer properties.

Retailers’ increasing reliance on e-commerce prompts last-mile improvements. Antic-
ipating a more permanent shift in consumers’ behavior and order-processing expectations,
online and multichannel retailers will place a heavy focus on expediting delivery timelines
and restocking in-store inventory in 2021. For these companies, processing a high volume

of same- and next-day orders will hinge on improvements to their last-mile distribution
capabilities as well as regional and local warehouse presence. A portion of these groups had
already begun this process entering the year, with recent surveys showing roughly one-third
of firms with an online presence had expanded the number of fulfillment centers in their
logistics networks during the pandemic. The continued growth of e-commerce and the need
for retailers to be closer to population centers moving forward will sustain company growth
and this leasing trend. Landlords with available space are poised to benefit as vacancy rates in
the 50,000- to 200,000-square-foot and 200,000-square-foot-plus subsectors are limited, and
halfthe space slated for 2021 completion was pre-leased at the onset of this year.

Brick-and-mortar shops respond to more permanent shifts in consumer behavior.
Grocers, big-box retailers and drugstores that anticipate processing a high volume of same-
and next-day pickup and delivery orders after the health crisis ends may lease additional or
larger cold-storage and warehouse space this year. In population centers that house numer-
ous chains, this space could come at a premium as owners may be reluctant to discount

on lease terms and asking rents. A percentage of these brick-and-mortar shops will also
establish permanent micro fulfillment centers to allow for the rapid processing of online
purchases and the replenishment of in-store stock. Some of these retailers will convert ex-
isting store space into areas dedicated for micro fulfillment. Others may lease space at near-
by multitenant warehouses that are capable of handling both wet and dry products. Leasing
adjacent, vacant storefronts in shopping centers they already anchor is an additional option
for supermarkets, drugstores and big-box retailers, potentially aiding landlords that have

recorded recent vacancies.



International Trade

Improving trade volumes and potential changes to U.S. tariffs brighten outlook.
Propelled by inventory replenishments and retailers preparing for the holidays, imports
to the U.S. returned to a pre-pandemic level during the fourth quarter of last year, fueling
demand for warehouse and distribution space in the nation’s major industrial hubs.
Exports, on the other hand, were slower to recover during the latter portion of last year
with the exception of China. Shipments to the country in October were the highest on re-
cord. The combination of surging imports and an uptick in trade with China has elevated
freight-handling operations at seaports. The influx of containers is expected to continue
at terminals throughout this year, generating demand from carriers and logistics firms
for storage space adjacent to ports and intermodal facilities. International trade has the
potential to further improve as 2021 progresses, depending on President Biden’s stance
on the Trump administration’s tariffs on China. While Biden may not entirely repeal the
taxes and instead opt to take on multilateral action to resolve trade conflicts, a reduction

of the tax would provide relief to U.S. businesses and consumers.

Capacity limitations at ports generate need for additional storage space. The surge in
imports that translated to record activity across U.S. ports late last year is anticipated to
continue through 2021, testing terminals’ abilities to store containers onsite and move
20-foot equivalent units (TEUs) to rail lines and distribution centers. Until vaccines

are widely administered, staff capacity shortages at ports are likely to persist, extending
the time required to unload carriers. Lengthened dwell times during a period of height-
ened vessel calls have previously forced cargo ships traveling to West Coast ports to sit
anchored offshore. If delays continue this year, forwarders may shift trips originating
from Asia away from California terminals to destinations along the East Coast or Gulf of
Mexico, which would bolster warehousing requirements near these regions’ major ports.
Carriers that continue to ship to West Coast terminals may be required to utilize tempo-
rary storage yards via short-term leases if ports reach their storage capacities, benefiting
landlords of nearby properties.

Shipment activity lifts demand for airport-adjacent industrial. Consumers’ increasing
use of online retail and a surge of imports raised domestic air cargo volume during the
second half of last year. Activity at major airports will remain elevated in 2021, fueled by
international trade and e-commerce firms’ reliance on air transport to expedite delivery
timelines. The high volume of goods handled at hub airports will support demand from
logistics firms and online retailers for nearby storage space. Anticipating this, develop-
ers are expanding logistics centers near terminals by constructing sizable distribution
facilities and midsized warehouses. Submarkets in Riverside-San Bernardino and Atlanta
that encompass international airports had active pipelines of roughly 8 million and 5
million square feet of space, respectively, at the onset of this year. Additionally, airports
are setting aside more space for freight shipment in response to the rapid growth of on-
line shopping. Amazon Air is building a sorting center at Cincinnati/Northern Kentucky
International Airport as part of a 3 million-square-foot cargo hub. The e-commerce giant
is finalizing another facility at Ontario International Airport, where FedEx recently com-
pleted a 51-acre project. These sorting centers and similar proposals at other airports are
poised to be catalysts for nearby construction activity and long-term industrial demand.

U.S. Trade Improves as Pandemic Extends
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Interest in Reshoring Increases
mm Feb. March April == May/June

40%
30%

20%

0%
’ Not at all likely Very Unlikely Likely Very Likely Extremely Likely

Likelihood of Reshoring

Industrial Production Trails Pre-Pandemic Pace

mm Total Production % Change in Production

120 7%

10 0%

\ »
lll -14%
80 -21%

Dec. 2018 Dec. 2019 Dec. 2020

©
o
abupy) 9% W-O-N

Industrial Production Index
1<)
o

Production Improves Among Major Market Groups
mm [inal Products/Nonindustrial supplies Materials

16%
8%

I 1 || -
1

-8%

M-O-M % Change

-16%
} Dec. Jan. Feb. Mar. Apr. May Jun. Jul. Aug. Sept. Oct. Nov. Dec.
2019 2020

Orders, Inventories Near Pre-Pandemic Marks

mm Dec. 19 Oct. 20 Nov.’20 === Dec. 20
$700
Y
IS
2
= $600
<
Q
=
N
) I I
$400
New Orders Inventories

Sources: Federal Reserve; Thomasnet; U.S. Census Bureau

Manufacturing demand to benefit from rise in reshoring and government initiatives.
The global supply-chain disruptions that emerged as a byproduct of the health crisis and
the U.S.-China trade war have accelerated organizations’ reshoring plans heading into
2021. The realignment of supply chains in communications infrastructure, packaged food
production, defense-contract applications and pharmaceuticals — sectors critical to the
population’s well-being — represent the initial, logical set of reshoring opportunities.
However, because the process is a complicated and often cost-laden endeavor for manu-
facturers, government incentives will be required to encourage a large-scale movement
toward relocations and offset the higher cost of manufacturing associated with domestic
production. President Biden has indicated an interest in making reshoring a major policy
initiative, with plans to pursue aggressive tax reform to return supply chains to the states.
A 10 percent advanceable tax credit for investments that create U.S. manufacturing jobs
or modernize manufacturing facilities has been initially proposed, as has a 10 percent
offshoring penalty surtax on profits from certain goods and services that are produced
overseas by domestically based companies and sold back to the U.S.

Demand for materials and finished-goods storage potentially lifts. Based on manufac-
turing outputs and order volumes recorded during the latter portion of last year, industri-
al production is on pace to return to a pre-pandemic level in 2021. Improving retail sales
activity and a steady rise in new factory orders for computers, electronics and fabricated
metal products have consistently boosted industrial production on a month-over-month
basis since the midpoint of last year. The uptick in consumer spending and purchase re-
quests has prompted manufacturers to maintain steady inventories of raw materials and
parts to fulfill large orders, with merchant wholesalers and retailers holding a consistent
stock of finished goods heading into 2021. This combination will preserve demand for
warehouse space used to store these products in the near term. A further uptick in indus-
trial production has the potential to heighten demand for manufacturing space at a time
when availability in the subsector remains extremely tight on a national level.

Modern facilities attract a larger pool of prospective tenants. As more companies mull
repositioning their supply chains to mitigate future risk and improve output this year,
demand for automated production and distribution space will rise. For manufacturers
focused on reshoring operations, the shift to automation and away from routine labor
will be a critical component of their long-term plans. Integration of automated produc-
tion lines will enable the fabrication process to be streamlined, offsetting the labor costs
associated with domestic assembly. Online retailers will utilize advanced robotics and
remote monitoring equipment to expedite sorting and processing timelines, eliminating
the need for laborers to perform basic tasks. Newer speculative developments with a high
level of technology and automation stand to benefit as many companies may be unwilling
to make the financial commitment required to upgrade existing properties.



Regional Trends

Demand in port metros positioned to match development pipeline. Vacancy across
major harbor markets is below the national rate entering 2021 after these metros absorbed
an elevated volume of supply additions last year. Economic improvement, surging imports
and the growth of the e-commerce sector should all uphold demand for warehouse and dis-
tribution space in these entry points of the national supply chain this year. Limited space
availability in these markets will support the absorption of properties slated for upcoming
finalization, which will total less than 40 million square feet this year. Demand for newly
built space among retailers, importers and logistics firms is positioned to be robust in Cen-
tral and Northern New Jersey as well as Los Angeles, locales where vacancy rested in the
mid-3 to low-4 percent range at the onset of 2021. After recently recording triple-digit basis
point increases in availability, Oakland, Jacksonville, and Houston are also slated to benefit
from smaller construction pipelines, as a reduction in supply additions eases the competi-

tion for recently delivered speculative space to secure tenants.

Steady vacancy in hub markets aids speculative projects. Many retailers and logis-
tics firms maintained or expanded their logistical presence last year in metros that
serve as regional hubs. These actions outweighed the impacts of economic uncertainty
and heightened development, equating to moderate vacancy fluctuation across these
markets. In response, additional project proposals and groundbreakings in hub metros
moved forward during the pandemic, with 70 million square feet on pace for 2021 deliv-
ery — more than half of which is speculative. Having recorded minimal shifts in vacancy
amid numerous waves of development, Atlanta and Riverside-San Bernardino should
continue to represent top destinations for speculative leasing activity this year, with the
rapid growth of Dallas/Fort Worth also supporting strong absorption.

Impending supply additions weighted toward localized markets. In contrast to

port and hub markets, local service metros are slated to record an uptick in deliveries
this year. The rise in construction activity indicates developers are anticipating more
industrial users will upgrade and expand their distribution networks to improve effi-
ciencies and be closer to large population centers. The increase in development appears
warranted as average vacancy across local service markets was on par with the national
rate entering this year. Additionally, many of these metros are positioned to benefit from
changing consumer behaviors and migration trends that emerge from the health crisis.
Deliveries in major non-hub Southern metros are expected to total 27 million square
feet, with similar Midwest markets registering a combined 25 million square feet of com-
pletions. Supply pressure may also be felt in the Mountain region, where the combined

inventory of the area’s four largest metros’ will expand by roughly 15 million square feet.
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Fundamentals
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Heightened development persists as deliveries shift to Northeast and Midwest metros.
Industrial supply additions remain robust in 2021, exceeding the 315 million square feet
delivered last year. At the onset of this year, half the space underway and slated for com-
pletion in the next 12 months had lease agreements in place, an indication of the demand
that exists for new facilities. Strong pre-leasing suggests elevated construction will not
have a dramatic effect on overall vacancy, which increased 50 basis points last year. As
more speculative properties secure tenants prior to finalization, additional proposals and
groundbreakings are likely to occur during the first quarter. Some of these project starts
may have construction windows of nine months to one year, potentially elevating delivery
volume this year. Texas, California and Florida markets, which accounted for nearly half of
last year’s delivery volume, represented roughly 30 percent of the projected 2021 supply
additions as of January. In contrast, major Northeast metros that recorded nearly 24 mil-
lion square feet of completions last year are on pace to exceed that mark this year, driven by
heightened activity in Boston, Philadelphia and Northern New Jersey. A group of Midwest
metros are also slated to record a year-over-year increase in supply additions, highlighted
by Indianapolis and Kansas City.

Leasing activity likely to improve during 2021. Tenant demand in the sector has re-
mained overwhelmingly positive throughout the health crisis as 36 of the nation’s 43 major
industrial markets recorded positive absorption last year and 12 metros registered vacancy
compression. The roughly 21,500 total leases executed during the second half of last year
suggest demand for industrial space is rising as a more apparent health solution brings
greater economic clarity. The recent uptick in leasing activity, driven by new contracts,
indicates industrial users are both upgrading to higher-quality spaces and expanding the
number of facilities they occupy, positioning the market to handle a second consecutive
year of elevated construction. These factors are likely to minimize fluctuations in availabili-
ty this year or even increase the number of metros that record vacancy compression.

Tight conditions extend in top performing markets. The collection of markets that hold
claim to the nation’s lowest vacancy rates are likely to maintain that distinction this year.
Tenant demand in these integral components of regional supply chains will remain consis-
tent as online retail, port activity and household migration trends promote the absorption
of supply additions and recently vacated space. Across these markets, availability rested
below 4 percent entering this year, led by Nashville, Orange County and Los Angeles. The
latter two locales are unlikely to feel upward supply pressure as their active pipelines ac-
count for less than 1 percent of total inventory. Nashville is positioned to benefit from con-
tinued population growth and economic expansion that should boost industrial demand.
The potential for Salt Lake City to record similar conditions exists, suggesting the metro
may register a second straight year of vacancy compression. Having recorded the largest
reductions in vacancy last year, Northern New Jersey and Riverside-San Bernardino are
likely to witness the strong pre-leasing of speculative projects this year, preserving tight

conditions in both locales.



Fundamentals

2021 Deliveries by Property Size

Impact of construction activity varies by segment. The availability of smaller ware- 10K 1o 50KCsa.

houses and distribution facilities will remain extremely sparse this year. Tenant demand i 20K 10 200KCsa
for these properties is likely to intensify as retailers upgrade their last-mile capabilities

and initiate steps to expedite their regional supply chains. Additionally, upcoming supply

additions that feature less than 50,000 square feet will account for a nominal percentage

of total delivery volume in 2021. In contrast, projects that exceed 200,000 square feet

of space will account for more than 80 percent of this year’s completions. This wave of R

larger-scale deliveries is warranted, however, as vacancy in this market segment was un-

changed last year. Accounting for roughly 15 percent of the space slated for 2021 delivery,

the 50,000- to 200,000-square-foot sector is likely to feel the most pressure from supply

additions as the segment’s vacancy rate entered the year at a nearly five-year high. Warehouse/Distribution Vacancy Rate
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across-the-board leasing activity should represent a boon for landlords with available

square footage and developers slated to deliver speculative projects this year.

Manufacturing sector improvement preserves sparse vacancy. A bounce back in facto-
ry production and companies’ plans to reshore operations during 2021 has the potential

to further aid job recovery in the manufacturing sector following the gains recorded since
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Competitive bidding environment on deck. Strong industrial fundamentals and steady
returns are poised to generate robust investor demand for warehouses and distribution
facilities in 2021, with national deal flow hindered only by a lack of available listings. The
sector’s ability to record positive rent growth and solid absorption during an extended
stretch of economic volatility and shifting consumer behavior has drawn new entrants to
the marketplace. These prospective buyers are prepared to deploy capital this year after re-
evaluating their strategies during the pandemic and monitoring changes in asset valuations
and property fundamentals. The low cost of capital and significant gap between the average
cap rate and the 10-year Treasury rate should further motivate these investors to pursue
acquisitions while the sector continues to exhibit consistent performance. These same
factors should also motivate owners wishing to expand or diversify their existing industrial
holdings to take action. This situation should support a competitive bidding environment
throughout this year, likely building upon the 7 percent gain in average pricing that was
already recorded last year. If buyers exhibit a willingness to pay a substantial price to secure
sought after assets, more owners may accelerate their disposition and reinvestment plans,
potentially allowing listings volume to fall in line with equity demand.

Investors react to tenant shift toward modern space. Anticipating an increase in indus-
trial user demand for automated, streamlined operations a pool of buyers will pursue tech
integrated listings in 2021, likely building on the notable improvement in Class A deal flow
that was recorded last year. The volume of recent development — more than 1.3 billion
square feet delivered over the past five years — and the roughly 340 million square feet
slated for 2021 completion should provide ample opportunities for investors to acquire
modern assets designed to meet users’ future specifications. Epicenters of recent and
ongoing development activity, Dallas/Fort Worth, Houston, and Riverside-San Bernardino
are poised to garner significant buyer attention as tenant movement from Class B prop-
erties into newer facilities gains additional steam. Secondary metros that are registering
industrial growth and corporate relocations also have the potential to rise in appeal among
this same class of investors. Phoenix, Austin, and Denver are positioned to top the list of
attractive non-primary markets. In these metros, first-year returns for Class A assets have
recently fallen in the 5 percent range, and strengthening investor activity in recent months
has placed downward pressure on cap rates. If a significant wave of capital enters these
secondary markets in 2021 bidding could intensify, putting additional strain on returns.
Buyers targeting yields that exceed the 5 percent threshold may acquire recently or soon-
to-be finalized speculative properties, taking on the lease-up risk in exchange for higher cap
rates. Other investors may target newer properties in expanding tertiary markets, where

first-year returns for sub-$10 million Class A assets can exceed 6 percent.



Investment Trends

Buyers prioritize proximity to sizable consumer bases. Investor demand for smaller

and midsized industrial properties in major metros will remain strong this year as more
multichannel retailers and wholesalers decentralize larger distribution centers in favor

of establishing additional warehouse and fulfillment operations closer to population
centers. Assets in coastal markets and primary inland metros should warrant competitive
bidding among buyers seeking properties suited for last-mile distribution. Home to some
of the tightest vacancy rates in the nation, Southern California will continue to represent
atop location for Class B/C deal flow, as the region benefits from its sizable populace, two
prominent ports and one of the nation’s largest inland hubs. Recording rapid population
expansion and commercial growth, Dallas/Fort Worth will attract a mix of buyers seeking
below-average pricing and an availability of 7 percent-plus returns in submarkets with
strong long-term fundamentals. Despite economic volatility, New York City/Northern New
Jersey and Chicago are also positioned to record steady deal flow this year as these markets’
sizable ports and large population bases make them essential locations for online retailers,
logistics firms and multichannel retailers.

Higher yields and reduced institutional presence drive buyers to Mid-America. With
institutions more likely to target Phoenix, Nashville and other Sunbelt metros that will
benefit from household migration, a window of opportunity may open for private investors to
obtain 7 and 8 percent yields in Midwest metros this year. Minneapolis-St. Paul, Detroit and
other markets with sparse vacancy and a significant manufacturing presence that could boost
future industrial demand would prove appealing to more investors moving forward. Home

to low-8 percent average cap rates, Memphis and Cincinnati have industrial demand that is
positioned to benefit from increased activity at both markets’ airports, which already rank as

some of the most active in terms of annual cargo volume.

Smaller metros buoy overall transaction activity. The tertiary investment market enters
2021 on solid footing, as the risk of a supply overhang appears minimal across most smaller
metros. Investors with a desire for higher yields and below-average pricing may find oppor-
tunities in tertiary areas that serve as linchpins in regional supply chains, preserving what
hasbeen arecent stretch of steady sales activity. Locations where vacancy is at or below

the national level and recent development has been well leased will be most considered

by upside-seeking investors. Markets that also serve as regional industrial hubs or boast a
number of sizable distribution centers occupied by large national retailers have the potential
to register the most diverse buyer pool. Indianapolis, Kansas City and Milwaukee represent
likely targets for tertiary-focused buyers as each metro meets this criterion. Additionally,
these metros provide investors opportunities to acquire Class B/C properties at cap rates that
exceed those available for comparable assets in secondary and primary markets by 50 to 100
basis points. The California Central Valley represents an additional place likely to benefit
from stable tertiary demand, as the region serves as a connection between Southern and
Northern California.
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Macro Perspective

Office Construction
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Coronavirus drives office sector transformation. The significant pandemic-driven
changes to the office sector last year will carry into 2021 and beyond as companies adopt
innovative new operations models. Buildings, particularly in the urban core, emptied
last year as companies downsized and shifted their staff to working from home. To meet
health and safety standards, facility operators quickly enhanced their cleaning proce-
dures, upgraded HVAC systems, erected plexiglass barriers, closed shared spaces and
added other physical-distancing measures to keep workers safe. But the biggest question
office investors face is whether companies will bring their workforce back to the office,
and if they do, when that will be. Companies have become increasingly nimble, adding
sophisticated remote-work capabilities, and many have suggested that staff will have the
option to work remotely for an extended period. This has allowed workers to migrate
from downtown housing to larger, lower-cost options in the suburbs and to smaller cities
across the country, begging the question of how long it will take for the urban core, partic-

ularly in gateway cities, to recover.

The future of office space demand. Most companies have effectively halted their office
space expansion plans, shelving growth strategies until the vaccine reaches a critical mass
of the population and clarity on the future of office work emerges. Business leaders know
that they will have to entice workers back to the office at some point, but they are not sure
when that will be. Most employees, particularly younger staff members in the early stages
of career development, prefer to return to the office at least some days where they can
more easily collaborate, build relationships and be mentored. Until the health risks are
addressed, however, companies are reluctant to place their employees at risk. As a stop-gap
solution, many firms are negotiating short-term extensions for expiring leases, often paying
amodest premium for the shorter lease duration. One of the most important unanswered
questions business leaders face is at what level their workers will return to the office full
time and if they will need to enhance the space allocations per employee to increase physi-
cal distancing in the office. This created a significant band of variance in the outlook for of-
fice space demand — if a significant portion of the labor force continues to work from home
after the pandemic, then the need for office space will likely fall, but if companies expand
the allocated space per employee, space demand could remain stable or even grow.

Labor force drives office strategies. Historically, companies often relocated new hires

to principal office locations, but a recent trend accelerated by the pandemic has been the
opening of satellite offices located proximate to concentrations of prime personnel. Millen-
nial workers, many now focused on family formation, have capitalized on the work-from-
home opportunity to relocate to suburban areas and to smaller, secondary and tertiary cit-
ies. Companies have begun to adapt, targeting low-rise suburban space closer to employees.
This lower-cost space, often with now-favored private entrances, offers employers more
space per employee for physical distancing and more control over the workspace to mod-
erate potential health risks. This trend shift, reminiscent of the 1980s baby boomer-driven

suburban expansion, could reshape the office market in coming years.

Visit MarcusMillichap.com to explore
the industry’s largest inventory of
exclusive Office listings.
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2021 Office Market Outlook

Momentum Markets

Atlanta Tampa-St. Petersburg ¢ Entries in momentum markets are either outperforming the U.S. average or are holding
Charlotte West Palm Beach steady. These metros are also gaining traction due to pandemic driven in-migration.
Minneapolis-St. Paul
Raleigh ¢ Southern markets dominate this segment as the coronavirus sped up the trend of migration
Ri ide-San B di . . .

tversidessan perndrdino to metros with lower-cost housing such as Atlanta, Sacramento and Charlotte in the Sunbelt.
Sacramento
Boston Seattle-Tacoma e Metros in this segment have vacancy that is moderate or higher than the U.S. level due in
Houston St. Louts part to restrained negative absorption. Pandemic-related migration also support rent gains
Indianapolis Washington, D.C. .
Kansas City in some markets.
Orlando . . . . . . . .
Phoenix e Higher job gains are drawing residents to these metros that include areas with growing tech
San Diego employment including Seattle-Tacoma, Boston and Indianapolis.
Baltimore Las Vegas ¢ Although these markets have registered a temporary loss in absorption, a restrained devel-
Cincinnati Loutsville ) opment pipeline will not pose an overdevelopment problem in the near term.
Cleveland New Haven-Fairfield County
Columbus Oakland ¢ Smaller markets dominate this segment, many in the Midwest. Some metros such as Louis-
Fort Lauderdale Pittsburgh

ville, Cincinnati and Cleveland also have less available sublease inventory.

Development Overhang
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Chicago San Antonio ry amid a slowdown in leasing activity.

Dallas/Fort Worth San Jose
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Nashville

construction projects started in a different environment pre-pandemic and the recent in-

crease in sublease space is imposing supply pressures.

Protracted Recovery

Denver Orange County ¢ The pandemic hit these markets harder, producing significant amounts of negative absorp-
Detroit Philadelphia tion and resulting in rising vacancy.
Los Angeles Portland
Milwaukee San Francisco e This segment includes the gateway metros of Los Angeles, New York City and San Francis-
New York Cit . . . .
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Office Deliveries

Square Feet Under Construction at Year-End 2020
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Gateway and Tech Markets Lead Nation in Available Sublease Inventory
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Office Data Summary
Office-Using Employment Growth Completions (000s of Sq. Ft.)

2017 2018 2019 2020 2017 2018 2019 2020 2017 2018
Atlanta 3.1% 0.6% 3.1% -3.9% 3,160 2,510 2,660 3,410 15.5% 15.5%
Austin 5.1% 7.1% 5.5% 5.8% 2,720 3,460 2,370 3,040 11.1% 11.3%
Baltimore 0.3% 1.6% 3.3% -34% 1,170 1,120 640 340 12.5% 12.1%
Boston 1.4% 2.2% 1.1% -1.4% 3,250 3,650 2,410 1,740 11.4% 10.6%
Charlotte 2.7% 2.6% 2.6% 11% 2,260 680 3,070 500 11.7% 10.7%
Chicago 1.2% 0.5% -0.1% -3.9% 3,030 3,320 4,840 4,470 16.4% 15.5%
Cincinnati -0.2% 0.7% 3.5% -5.0% 640 310 240 90 13.1% 13.5%
Cleveland 1.0% 1.9% 0.1% -8.3% 340 860 360 240 10.5% 10.2%
Columbus 0.3% 0.8% -0.8% -2.1% 1,500 1,100 970 580 10.4% 11.7%
Dallas/Fort Worth 1.9% 3.8% 3.6% 2.8% 10,160 6,380 7,580 3,630 18.4% 18.6%
Denver 2.8% 2.5% 2.5% 1.8% 2,480 3,690 1,440 1,290 14.3% 14.4%
Detroit 0.3% 0.7% -0.3% -5.2% 990 720 570 410 14.8% 15.3%
Fort Lauderdale 2.5% 2.2% 0.6% -4.2% 640 450 440 540 13.0% 12.9%
Houston 2.6% 2.1% 2.6% -0.3% 4,860 1,880 1,880 2,020 19.9% 20.1%
Indianapolis 2.2% -0.2% 0.7% 0.7% 900 1,010 490 580 10.9% 11.2%
Kansas City 0.7% -1.6% 0.1% -2.6% 1,020 730 830 1,420 10.3% 10.0%
Las Vegas 3.9% 4.3% 2.4% -8.7% 660 570 270 570 15.3% 14.6%
Los Angeles 1.5% 2.2% 0.5% -6.6% 2,500 1,950 2,190 1,950 13.8% 13.6%
Louisville -0.4% 0.2% 3.0% -5.5% 260 160 400 360 7.9% 7.7%
Miami-Dade 2.3% 1.4% 1.3% -1.1% 910 1,270 320 910 11.8% 12.1%
Milwaukee 1.3% -2.5% -0.7% -4.4% 1,490 320 670 760 12.3% 11.2%
Minneapolis-St. Paul 0.7% 1.3% -0.1% -1.8% 1,310 1,700 1,370 590 10.7% 11.2%
Nashville 4.4% 4.1% 4.3% 1.2% 2,840 1,350 2,310 2,020 10.1% 10.0%
New Haven-Fairfield County -1.6% -0.3% 1.5% -6.8% 140 100 670 290 17.1% 17.4%
New York City 2.4% 2.5% 2.2% -7.7% 2,680 4,580 11,120 5,260 11.0% 10.6%
Northern New Jersey 1.6% 0.5% 0.1% -5.2% 670 200 550 450 16.0% 15.2%
Oakland 1.2% 2.0% 0.2% -3.4% 170 800 1,300 400 11.7% 11.6%
Orange County 1.2% 1.5% 2.6% -5.2% 2,100 850 1,370 210 13.6% 13.1%
Orlando 4.4% 2.6% 2.7% -2.6% 630 680 510 1,860 11.1% 10.2%
Philadelphia 1.0% -0.4% 1.0% -4.3% 1,290 3,070 1,760 730 13.0% 13.4%
Phoenix 34% 4.1% 3.3% -2.6% 2,250 1,220 3,170 2,160 16.3% 15.9%
Pittsburgh 0.0% 0.8% 1.9% -2.6% 510 340 630 820 12.1% 11.4%
Portland 1.7% 1.7% 3.2% -3.2% 610 1,700 140 1,130 9.6% 10.2%
Raleigh 3.1% 3.2% 2.2% 3.1% 2,390 2,070 1,840 2,250 10.5% 9.9%
Riverside-San Bernardino 1.8% 2.0% 2.3% -2.8% 210 270 260 580 11.0% 9.9%
Sacramento 0.7% 0.9% 1.8% 0.2% 60 260 530 620 12.7% 12.4%
Salt Lake City 3.0% 2.8% 2.7% -2.1% 2,450 2,470 2,560 3,110 10.5% 8.8%
San Antonio 1.8% 2.9% 1.0% -2.9% 1,540 760 1,380 780 11.4% 11.3%
San Diego 3.5% 2.2% 2.9% 0.8% 770 650 480 1,230 13.2% 12.9%
San Francisco 4.3% 6.1% 5.3% -2.1% 880 4,310 3,360 610 9.2% 8.1%
San Jose 3.9% 3.0% 3.4% -2.6% 8,680 3,140 1,830 1,840 11.9% 11.1%
Seattle-Tacoma 3.1% 3.9% 3.1% 2.3% 3,580 1,750 3,310 4,490 94% 7.6%
St. Louis 0.7% 0.1% -0.1% -2.4% 930 310 850 520 10.0% 10.7%
Tampa-St. Petersburg 2.9% 3.0% 2.7% -2.0% 440 550 940 1,020 10.7% 9.9%
Washington, D.C. 1.5% 1.4% 2.9% -1.9% 4,040 4,260 5,570 3,990 17.5% 17.2%
West Palm Beach 1.7% 1.5% 0.1% -3.5% 80 70 430 220 14.4% 13.3%
United States 1.7% 2.0% 1.7% -3.5% 91,710 80,240 88,020 70,640 13.3% 12.9%



Office Data Summary
_ Asking Rent per Sq. Ft. Average Price per Sq. Ft. Market Name

2019 2020 2017 2018 2019 2020 2017 2018 2019 2020
15.0% 18.2% $22.55 $23.35 $24.13 $24.54 $162 $185 $196 $215 Atlanta
11.5% 17.0% $23.80 $25.29 $26.34 $26.33 $296 $321 $349 $365 Austin
11.8% 12.8% $21.84 $21.76 $21.63 $21.70 $151 $160 $166 $169 Baltimore
11.3% 13.6% $29.96 $29.27 $30.81 $29.14 $283 $298 $323 $319 Boston
10.7% 12.6% $23.56 $24.65 $26.22 $27.30 $201 $219 $239 $258 Charlotte
15.4% 18.0% $21.64 $22.22 $22.30 $22.42 $169 $184 $194 $191 Chicago
13.3% 14.0% $14.16 $14.43 $14.59 $14.41 $108 $110 $113 $118 Cincinnati
10.9% 11.6% $15.97 $16.06 $16.04 $16.18 $96 $100 $99 $97 Cleveland
10.5% 12.7% $14.52 $14.85 $14.90 $14.91 $109 $115 $121 $122 Columbus
18.0% 21.2% $20.79 $21.16 $21.20 $21.52 $195 $209 $217 $230 Dallas/Fort Worth
14.1% 17.7% $22.12 $22.93 $23.28 $23.80 $187 $209 $219 $213 Denver
14.8% 16.2% $17.07 $17.23 $17.56 $18.34 $118 $127 $128 $124 Detroit
13.7% 16.6% $20.27 $21.29 $21.55 $22.35 $216 $221 $243 $270 Fort Lauderdale
20.4% 22.4% $20.66 $20.72 $21.19 $21.09 $183 $194 $197 $200 Houston
10.7% 11.4% $18.23 $19.11 $18.88 $19.10 $129 $136 $145 $145 Indianapolis
9.3% 11.2% $18.01 $18.65 $19.26 $19.39 $130 $137 $146 $144 Kansas City
13.8% 15.1% $19.69 $20.33 $21.47 $21.40 $181 $192 $212 $229 Las Vegas
13.2% 16.9% $34.91 $35.97 $37.78 $37.83 $402 $433 $457 $467 Los Angeles
7.4% 7.8% $15.89 $16.75 $16.41 $16.40 $138 $145 $146 $141 Louisville
12.4% 14.5% $31.42 $32.12 $32.91 $34.12 $302 $324 $332 $354 Miami-Dade
13.3% 14.5% $15.70 $15.56 $15.52 $16.01 $138 $148 $146 $150 Milwaukee
11.0% 12.1% $15.35 $15.92 $16.24 $16.56 $145 $149 $157 $166 Minneapolis-St. Paul
10.6% 13.7% $24.38 $24.99 $26.00 $26.27 $225 $249 $275 $283 Nashville
17.2% 17.8% $26.83 $24.61 $25.08 $26.69 $199 $216 $225 $228 New Haven-Fairfield County
11.2% 14.7% $59.20 $58.35 $60.16 $59.93 $605 $608 $602 $576 New York City
14.9% 17.1% $24.49 $25.08 $25.31 $25.56 $192 $199 $210 $204 Northern New Jersey
12.1% 14.2% $35.91 $38.16 $38.91 $39.06 $313 $333 $355 $365 Oakland
12.7% 15.9% $28.31 $29.45 $29.91 $29.32 $289 $309 $321 $340 Orange County
9.6% 12.3% $20.01 $20.83 $21.29 $21.77 $185 $198 $202 $211 Orlando
12.8% 14.8% $21.98 $22.34 $22.85 $23.05 $163 $171 $181 $183 Philadelphia
14.7% 17.6% $22.64 $23.07 $24.01 $24.69 $183 $204 $213 $234 Phoenix
11.6% 13.4% $21.34 $20.97 $21.15 $21.29 $140 $143 $145 $148 Pittsburgh
9.9% 13.6% $24.38 $25.25 $25.08 $24.86 $251 $264 $285 $283 Portland
8.9% 10.6% $22.71 $24.13 $24.73 $25.25 $172 $197 $221 $243 Raleigh
8.7% 10.3% $20.02 $20.14 $21.17 $21.88 $186 $194 $212 $235 Riverside-San Bernardino
11.2% 13.5% $21.92 $22.88 $23.42 $24.07 $185 $192 $199 $208 Sacramento
8.7% 12.4% $20.22 $20.66 $21.20 $21.43 $167 $176 $181 $191 Salt Lake City
11.5% 13.6% $19.65 $20.25 $21.00 $21.13 $177 $193 $207 $228 San Antonio
12.6% 15.7% $30.26 $30.54 $31.65 $32.18 $298 $312 $320 $336 San Diego
8.8% 15.7% $57.05 $61.75 $66.14 $59.91 $539 $582 $630 $681 San Francisco
94% 12.8% $46.59 $48.81 $50.03 $49.16 $453 $528 $568 $588 San Jose
7.7% 11.0% $29.39 $29.89 $32.41 $30.96 $327 $345 $375 $414 Seattle-Tacoma
10.1% 11.4% $17.92 $18.61 $18.75 $19.24 $126 $129 $129 $131 St. Louis
10.4% 12.2% $20.80 $21.63 $22.25 $22.56 $173 $180 $190 $193 Tampa-St. Petersburg
16.8% 18.9% $35.87 $36.54 $36.79 $36.87 $291 $305 $315 $334 Washington, D.C.
13.6% 14.4% $21.64 $22.38 $23.59 $24.50 $252 $266 $291 $280 West Palm Beach
12.8% 15.2% $27.29 $27.78 $28.55 $28.52 $241 $257 $276 $283 United States

Sources: BLS; CoStar Group, Inc.; Real Capital Analytics



Pandemic’s Impact
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Office-using jobs are returning. During the March and April 2020 lockdown, nearly 2.9
million positions in traditional office-using segments were eliminated, a 9 percent re-
duction from the pre-coronavirus level in February. Through December, more than half
of these positions had returned; however, not all parts of the nation are faring equally.
Double-digit losses were posted during the first two months of the pandemic in metros
including Los Angeles, Las Vegas, Detroit and Cleveland, while cities with large tech or
government sectors such as Austin, Denver, Washington, D.C., and Salt Lake City were

able to stem sizable job cuts as a number of office employees were able to work remotely.

Office demand beyond the pandemic to take multiple forms. Since firms sent employ-
ees to work at home, many are evaluating how they intend to use office space in the future
and will be reassessing floor-plate requirements beyond COVID-19. In a recent study,
many employees indicated a preference for being in an office at least part of the time

but preferred the flexibility to work remotely some days. Before staffs return to offices,
open layouts may need to be made less dense or altered with barriers between workers

to adhere to physical-distancing protocols. Individual space may shrink and be shared as
employees work from home more often, while collaborative and communal space may be
expanded to ensure physical distancing. Cubicles may need to be altered to accommodate
the rise in videoconferencing as more workers remain local instead of traveling to meet
with clients. Office needs will depend on the industry and the type of work being done.
What benefits one firm will not work the same way for another. Companies that are task
oriented or conduct business primarily by telephone such as call centers may decide to
permanently give up space, while creative, sales, client-oriented or service-based firms
may keep or look to expand space requirements.

Available subleases will proliferate throughout 2021. The current demand for office
space varies greatly among business sectors and job requirements. Remote working is be-
ing successfully achieved by many employees across a wide swath of companies including
tech firms. Companies with a task-oriented labor force that can easily work from home
are considering downsizing offices, especially those that sustained revenue declines. In
contrast, positions requiring more collaboration will find it beneficial to work in offices.
These firms may shift from smaller square footage per employee to larger collaborative
spaces with open, flexible layouts that can be reconfigured to accommodate physical dis-
tancing so employees can safely return to the office. Companies in other segments such as
back-office operators have found that they can permanently shift staff to work remotely,
or to areas with more affordable rent, saving costs as leases come up for renewal. Busi-
nesses downsizing space needs raised the total sublease space available by 43 percent
year over year in the fourth quarter. The surge in floor plates available for sublease will
likely put downward pressure on rent in 2021 as lower rates are often offered to attract
users. Companies with lease expirations looming and a lack of clarity on space needs

may find a shorter-term solution in a sublease. Subleases can also give firms the ability

to move into a more prominent space or building, at potentially lower rates, which may
generate demand in Class A buildings and leave older, lower-quality space available well
beyond the pandemic.



Suburban Revival

Changing demand drivers shift focus to suburbs, less-dense cities. As the coronavi-
rus spread during 2020, the lower density of the suburbs and smaller metros appealed
to businesses and residents seeking to avoid heavily populated areas, public transit and
small enclosed spaces, including elevators. Many employees sent home to work found
the space available to them lacking and began to search for larger, affordable residences
with room to work and school their children from home. These factors led more people to
residences in the suburbs, accelerating a trend that had already begun as the millennial
cohort aged into their 30s and began to marry and start families. Companies wanting

to be closer to where their employees live are reassessing space needs with some firms
establishing satellite accommodations outside the main office in the central part of the
city to foster collaboration and maintain the company culture.

Hub-and-spoke model benefits suburbs. As companies reevaluate space requirements,
some are opting to downsize their higher-cost offices in the urban core and lease smaller
spaces in suburban areas closer to employees in a hub-and-spoke-style arrangement.

In some instances, sublease or coworking space is sought for its immediate occupancy,
shorter lease terms and lower capital expenditures. This system cuts down on commute
times while allowing staff to interact with colleagues in a nearby location when collabora-
tion is necessary. Firms can also maintain their corporate culture and assist employees in
finding a work-life balance, which may attract new workers. Not every industry or metro
will fare equally in this type of system. Cities with high housing prices in the core and
business sectors in which remote working is easier to achieve will benefit the most.

Low-slung, non-elevator buildings with ample parking are desired. Hesitancy from
many workers to use public transit or gather in small, enclosed spaces in densely popu-
lated areas is drawing companies out of towers in the urban cores. Garden-style buildings
with offices that can be accessed directly from the outdoors by open stairwells instead of
an elevator are being favored during the pandemic. These properties are typically located
in suburban areas and provide ample free parking. Buildings offering lower rents, provid-
ing a cost savings beyond the pandemic, are attractive to firms with diminished revenues
this year. The trend of companies moving to the suburbs was already underway due to

changing demographics but sped up during the pandemic.

Investors favoring suburban assets. Investment in the suburbs has outpaced that of
the urban core during the past five years and through the first three quarters of 2020
accounted for 77 percent of total dollar volume of assets $2.5 million and greater, the
highest percentage since 2009. This dynamic is due in part to a larger inventory of sub-
urban assets, more suburban medical offices trading, and fewer high-priced towers in the
core changing hands. Through the end of 2020, the average price of suburban proper-
ties was 33 percent lower than downtown buildings. Suburban buildings typically offer
investors the potential for lower price points and higher yields. Lower-slung assets along
main transit arteries, in amenitized neighborhoods and with essential tenants will be
highly desired. Well-located older assets with renovation potential are likely to provide
value-add opportunities as firms hit hard by the pandemic seek lower-cost office space.

Household Growth Shifts to Suburbs
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Medical Office
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Changes are needed to accommodate increased safety protocols. While necessi-
ty-based medical facilities including dialysis and urgent care centers remained open
during the pandemic, many other medical office tenants were shuttered while stay-at-
home orders were in effect, postponing or delaying appointments. This resulted in many
medical providers reducing hours and restricting patient loads to ensure safe physical
distancing and sanitation, cutting into revenues. At the trough in April, personal con-
sumption expenditures on health services (excluding pharmaceuticals) were down 32
percent on an annualized basis. In the spring, almost 2.3 million healthcare and social
assistance positions were cut during the lockdown as medical providers closed and many
elective procedures were delayed. As of January 2021, healthcare employment remained
roughly 898,800 positions below the pre-pandemic level.

Decline in leasing softens fundamentals. Developers had more than 10 million-square-
feet of medical offices under construction in the nation’s major metros at the end of 2020
with completion dates into 2023. More than half of the underway inventory is due in 2021,
although some projects could be delayed, providing the lowest delivery pace in more than
10 years. Reduced deliveries in 2020 still outpaced net absorption, raising vacancy to 9.4
percent, a year-over-year jump of 80 basis points and the highest rate since 2015. Leasing
activity will likely recover relatively quickly once patients feel comfortable returning to
medical providers for checkups and elective procedures. Competition for tenants may
come from alternative buildings such as shopping centers being used for medical practices.
Although vacancy ticked up, the asking rent rose 2.3 percent year over year to $21.43 per
square foot on average at year end, setting a 12-year high and keeping investors active. Buy-
ers have focused on buildings with necessity-based medical and lab tenants.

Telemedicine gains traction during pandemic. Greater use of telemedicine may change
the needs of medical office space in the future. Although the use of telemedicine had been
on the upswing in recent years, the coronavirus accelerated the adoption as more health
insurers covered the cost to keep patients at home. Post-COVID-19, a rise in use of video
consultations could allow for an increase in patient load and may require altering medical
offices to accommodate virtual appointments. Looking forward, demographic trends
favor increased demand for medical office space as the last of the baby boom generation
ages into retirement. Between 2020 and 2025, the population age 65 and older is expect-
ed to jump 17 percent. These tools will be more useful as people age and their mobility
becomes more limited.

Pandemic has highlighted need for medical lab space. The search and increased fund-
ing for vaccines and therapeutics to combat COVID-19 has generated the need for lab
space by biotech, medical-device makers, and pharmaceutical companies. The coronavi-
rus has also focused attention on the need to onshore the supply chain used to produce
medical and life science goods. Innovations in artificial intelligence, gene and cell thera-
pies, as well as an aging population that will use more of the products generated by these
firms, should keep demand for lab space elevated in the years ahead. The rise in demand
should benefit metros with large life science clusters, including Boston, San Diego, Ra-
leigh and San Francisco, as well as expanding hubs in Philadelphia and Baltimore.



Regional Trends

Gateway metros face long road to recovery. As the pandemic took hold, office towers in
major urban population centers cleared out as staff began working from home. Markets
with highly utilized public transportation systems including New York City, San Fran-
cisco and Chicago registered the largest decline in office users as personnel stayed away
from high-density enclosed spaces. These cities will face the most difficult recovery as
their very nature tends to be contrary to physical distancing, causing many employees to
prefer working from home. Buildings featuring updated HVAC systems and touch-free
surfaces will be favored as society re-adapts to working from the office once vaccines

are widespread, and they will likely generate additional tenant interest as businesses
reopen offices. These properties, however, will confront competition from a surge in
subleased space becoming available that may provide companies seeking marquee space
with a more prestigious floor plate at a discounted rate. San Francisco, Austin, San Jose,
Oakland and New York City lead the nation, with all having more than 3 percent of total
inventory available for sublease.

Lower cost of living benefits smaller metros. Employees able to work from anywhere
are choosing to relocate to less-expensive quarters outside the urban cores. More
affordable rents and home prices are drawing many of these workers to the suburbs and
secondary/tertiary cities. Metros where year-end 2020 office-using employment had
risen above the pre-COVID-19 level include tech powers Austin, Seattle-Tacoma and
Raleigh. Employment in these cities should do well in 2021 as many tech firms continue
to expand. A number of Midwest markets are also outperforming as firms seek to lower
costs. Louisville, Indianapolis, Cleveland and Kansas City were among metros registering
the lowest vacancy increases year over year in 2020. Cities in the nation’s midsection

also rank among those having the least amount of construction underway and sublease
space available, which should help to steady the fluctuation in the vacancy rate during the
year ahead. Beyond the pandemic, lower rents in these markets should continue to lure
expanding office users.

Sunbelt markets record largest rent gains. Southern metros are prominent in the list of
major U.S. metros with the highest annual asking rent growth last year. West Palm Beach,
Charlotte, Fort Lauderdale and Miami-Dade each posted increases of more than 3.5 per-
cent. These metros offer lower rates than larger Northeast markets, luring more financial
and tech firms to increase operations in Southern markets. Riverside-San Bernardino,
Sacramento and Phoenix also ranked in the top 10 nationwide. Phoenix in particular has
been successful in drawing new companies to the Southwest. The largest rent jump of 6.4
percent was recorded in New Haven-Fairfield County. The metro registered one of the
smallest vacancy increases during the same period but still has one of the nation’s highest
office vacancy rates.
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Fundamentals

Absorption Tumbles as Space Needs Reassessed
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Construction projects begun before the health crisis are delivering. Office develop-
ments started in a significantly different economic climate were completed in 2020,
raising new inventory by 70.6 million square feet, slightly above the 10-year average mar-
gin. Finalizations were concentrated in five larger metros, which accounted for nearly

22 million square feet. Chicago, Dallas/Fort Worth, New York City, Seattle-Tacoma and
Washington, D.C., each received more than 3.6 million square feet. Looking ahead, a lack
of clarity on space decisions by a number of companies has delayed construction on some
projects underway, pushing openings later into 2021. In addition, the groundbreakings
on more planned projects have been delayed or canceled, which will likely slow deliveries
in the years ahead.

Technology companies continue to add office space. Tech firms in particular have been
in expansion mode during the pandemic even though many of their staffs are working
remotely. Amazon added 2 million square feet to its campus in Seattle-Tacoma and
signed leases for additional buildings underway in nearby Bellevue. The company has
another 2.1 million square feet under construction at its HQ2 in the Washington, D.C.,
metro, that are expected to be completed in 2023. In Tennessee, the firm will occupy 3.2
million square feet in the Nashville Yards development and another 500,000 square feet
is set to open in Boston during 2021. Nearby in Cambridge, Google is due to move into
a420,000-square-foot building in 2022. The company also has 1.7 million square feet
expected to deliver during 2021 in Mountain View, California. Microsoft is set to expand
into roughly 500,000 square feet in Atlanta, while Facebook and Apple have penned
multiple new leases.

Vacancy heads higher as leasing decisions are delayed. The office vacancy rate for the
U.S. held between the mid-12 percent to the low-13 percent zone over the past six years.
The pandemic, however, slowed leasing activity beginning in the first quarter of 2020 as
many companies paused to reassess the impact of the pandemic on their future space
requirements. Some firms have vacated floor plates or put expansion plans on hold, while
new projects continue to come online. As a result, net absorption fell out of positive ter-
ritory in the second quarter of 2020. The vacancy rate change was especially pronounced
in Class A inventory, having jumped 340 basis points during 2020 to 18.9 percent, the
highest rate since 2010. In comparison, the Class B/C rate climbed 180 basis points to 12.8
percent, a rate last surpassed in 2015. Some operators of buildings with rising vacancy are
being more flexible on lease terms to fill space and allowing companies to renew leases

on a short-term basis until they have more certainty on their long-term space needs. As a
result, roughly 27 percent of office leases are due to expire in 2021 and another 24 percent
in 2022. Looking forward, vaccines will provide tenants with additional clarity on office
needs as the year progresses and many firms are likely to implement a hybrid of remote
and in-office schedules, limiting the amount of vacated space. In the meantime, compa-
nies with business picking up during the pandemic, including many tech and financial

organizations, will drive leasing activity during 2021.



Fundamentals

Sublease availability surges. New buildings coming online with unleased floor plates
will face additional competition from an influx of subleased space being marketed. A
number of firms that have successfully moved to working remotely are not re-leasing
some or all office inventory and those without leases expiring are trying to sublease their
floor plans. As a result, space available for sublease soared to the highest level in more
than 15 years during 2020. The increase in competing floor plates will likely keep vacancy
on an upward trajectory in 2021 and suppress rent gains in some submarkets. Lower rates
for sublease space will likely attract firms seeking to move into higher-quality offices at
areduced price point, benefiting inventory in Class A buildings. Markets with large tech
workforces, including San Francisco, San Jose, Austin and Seattle-Tacoma, dominate the
list of U.S. metros with available sublease space.

Absorption tumbles. Companies giving back space contributed to a surge in vacant stock,
sending net absorption into negative territory for the first time since the Great Reces-

sion. Occupied stock dropped by 149.1 million square feet last year, more than double the
reduction of 61 million square feet recorded in 2009. The decline in occupied inventory was
widespread. Major markets with an active delivery pipeline, including Dallas/Fort Worth,
Houston, Washington, D.C., and Atlanta, registered weak absorption during 2020, pushing
vacancy in these metros up more than 200 basis points annually to more than 18 percent.
Only two major metros in the nation, Raleigh and Louisville, posted positive net absorp-
tion. Both benefited from limited supply of new inventory.

Pandemic weighs on rent gains. Rent growth slowed after reaching a nationwide peak of
$28.91 per square foot during the first quarter of 2020 due to arise in vacancy and a jump in
sublease space being marketed. Between March and December of last year, the average ask-
ing rent receded to $28.52 per square foot, a 1.3 percent decline. On an annual basis, how-
ever, the rate dipped only slightly. Metros with above-average rent improvement year over
year in 2020 include the smaller markets of New Haven-Fairfield County, West Palm Beach
and Charlotte. Nationwide, leasing demand will be soft until workers are back in offices
and uncertainties brought about by the coronavirus are sorted through, weighing on rent
advances well into 2021. Rates are also facing stiff competition from the surge in sublease
space that is typically offered at a lower price point, posing a challenge to operators trying
to maintain rents as vacancy trends higher. In addition, companies leveraging an uptick in
vacancy as an opportunity to move into more desirable space are leaving lower-rent floor
plates available, putting further downward pressure on asking rent.

Rent growth eases among office classes. So far, long-term lease commitments are
assisting in slowing the rate of office rent decline among classes. Since reaching a peak of
$35.55 per square foot in March of 2020, Class A rent has declined 1.4 percent through
the end of last year. The rate was up 0.3 percent annually but well below the prior year’s
2.8 percent jump. Class B/C rent has followed a similar path, rising to a new high of
$24.47 per square foot in the first quarter of 2020, but it slipped 1.5 percent to $24.11 per
square foot by the end of December. On an annual basis, the rate decreased 0.7 percent,
after a 2.4 percent climb 12 months earlier.
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Investment Trends

Transaction Activity Wanes

W SIM-SI0M - SIOM-$20M m $20M+ . . . o
Office transactions picked up after slow spring. Stay-at-home orders and a decline in

s

foreign investment cut purchasing during the second quarter of last year, contributing to
9 trading activity and dollar volume retreating to their lowest levels in more than five years
in 2020. Year over year in March trading decreased roughly 40 percent. The largest de-

¢ cline was in the $20 million-plus price tranche as many institutional investors and REITs

3 stepped to the sidelines to wait for more clarity. Fewer transactions by private investors
I I I I I I I also cut deal flow in the $1 million to $10 million span by roughly 33 percent, lowering

o 00 02 04 06 08 10 12 14 16 18 20

dollar volume by 41 percent over the same period. Despite the slow transaction velocity in

Total Transactions (thousands)

the spring, purchasing activity picked up in the second half of the year as shelter-in-place
orders were lifted. Transactions and dollar volume in all office classes and price tranches
Office Dollar Volume Contracts jumped from March to December. Class B/C buildings with valuations between $1 million

W $IM-$10M W $10M-$20M W $20M+ and $10 million drove deal flow.
$220

o165 Primary markets favored. During the second half of 2020, primary markets recorded

the largest percentage increase in sales activity. The volume of trading in the $20 mil-
$110 lion-plus segment surged the most among price tranches as prime assets were sought.

During the fourth quarter, rising primary metro vacancy contributed to the average cap
55 rate in these settings shifting up 10 basis points to 6.6 percent. Investors favored build-

e=cnnifinz-=uaBlNE00ER ings in Dallas/Fort Worth, Houston and Los Angeles as capital continued to move to
00 02 04 06 08 10 12 14 16 18 20

Total Dollar Volume (billions)

$0
the south. These three markets accounted for roughly 10 percent of the all transactions
during 2020. Among secondary markets, assets in Phoenix, Philadelphia, Denver and

Prices Continue to Climb Austin most often changed hands. Nationwide, the average cap rate in secondary markets

m—Average Price Average Cap Rate held steady year over year at 7.3 percent, while the rate in tertiary metros rose 10 basis

$300 2% points to 7.8 percent. Tertiary metros targeted by investors during 2020 were growing
tech hubs including Raleigh and Indianapolis.
$225 10%
si50 N ll ly x l I I| o Demand for prime assets keeps prices rising. The average price nationwide rose 1
$0
00 02 04 06 08 10 12 14 16 18 20

Office Prices Hold in Suburbs

—— Downtown Suburbs

percent in the second half of 2020 to $283 per square foot and up 3 percent annually as

apy dp) abpuaay

@

% buyers shifted focus to medical office, life science or quality assets in prime office mar-

Average Price Per Sq. Ft.

kets. Increased interest in premium buildings outside the urban core pushed the average
“ price for suburban assets up 2 percent in 2020 to nearly $260 per square foot. During
the same span, the average price of downtown buildings dipped slightly to an average of
nearly $388 per square foot as fewer trophy towers transacted. The added risk profile of
urban assets led to the average cap rate for office assets nationwide rising 10 basis points
sa20 in the fourth quarter, but the rate is still holding in the low-7 percent bracket. Financing
remains available with nearly half of transactions being funded by local, regional and
$340 national banks.
$260 Some metros face acute pricing challenges. Not all markets fared as well across the

. country last year. Vacant office towers in New York City contributed to a price drop of
180

Average Price Per Sq. Ft.

over 4 percent in 2020. Other metros with price pressure include Northern New Jersey
S0 0 o o5 o8 o 2 W 6 e 20 and West Palm Beach. In comparison, strong buyer demand amid relatively tight vacancy

contributed to double-digit price gains in Riverside-San Bernardino and Seattle-Tacoma.

The former metro is bolstered by some relocations out of nearby larger cities, while the

sizable technology presence in Seattle-Tacoma is seen as a long-term stabilizer.
Sources: CoStar Group, Inc.; Real Capital Analytics



Suburban office assets gaining favor. Tenant trepidation in addition to higher price
points in city cores have more investors willing to expand their search boundaries. More
buyers are considering suburban assets, especially in neighborhoods near major transit
arteries and urbanized amenities. Buyers are willing to pay for high credit tenants with
long-term leases. Net lease assets and properties with a roster of tenants in critical or
expanding industries are receiving increased attention. Buildings equipped with updated
features that enable tenants to return to offices and amenities that allow for physical dis-
tancing are also desired. During the year ahead, many suburban submarkets are expected
to outperform urban areas due to heightened leasing demand, a slower pace of construc-
tion, and favorable demographic trends.

Downtown assets should not be dismissed. Barriers to entry, access to talent, and a wide
variety of amenities make core assets attractive, especially once workers return to offices.
In the short term, however, the delivery of towers started before the pandemic will in-
crease competition for tenants, likely delaying downtown rent growth in many markets.
These new properties, especially those with post-coronavirus amenities, will likely draw
REIT and institutional capital. Buyers seeking value-add plays may focus on well-located
assets in urban centers with high vacancy that can be readily updated to enhance physical

distancing and attract additional tenants once immunizations are widespread.

Investors fix eyes on office assets that thrived during the coronavirus. Many buyers
in a move to safety are seeking properties that held up through the pandemic and have a
positive long-term outlook. The need for flu shots, COVID-19 tests and vaccines, as well
as an aging population, are generating buyer interest in medical office and lab space. Net
lease assets or buildings backed by a hospital system in particular are receiving atten-
tion. Tenants at these facilities, including urgent care, dialysis centers and lab users, that
remained open during the shutdown have also received greater investor demand. After
pausing during the spring and summer of 2020, foreign investors have begun to return,
many targeting life sciences buildings, boosting interest in metros with a large biotech
sector including Raleigh, Boston and Philadelphia. Buyers seeking lower entry costs and
higher yields may focus on assets in smaller but growing hubs such as Salt Lake City and
Indianapolis. The competition for medical office and lab properties has tightened the
supply of listed investment-grade assets, contributing to higher pricing.

Uncertainty will restrain deal flow. Looking ahead to this year investors will remain
cautious, scrutinizing the credit worthiness of tenants and lease terms. Many buyers will
focus on buildings in desirable growing markets that are well leased to essential tenants
with long terms. Some companies in need of recapitalization or to improve balance sheets
may be willing to negotiate a sale-leaseback opportunity, providing some additional buy-
ing options. While interest rates are historically low, some buyers may nevertheless wait
on the sidelines for the desired transaction given current ambiguities with the property
type. Even with vaccines on the way, it will take some time for widespread inoculations
to make employees feel safe enough to use public transportation and return to offices in
large numbers. These factors will delay clarity on the long-term outlook of many office
assets, especially in metro cores.
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Macro Perspective

Core Retail Sales
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Retail market faces fragmented recovery in 2021. Property performance will fluctuate
regionally and by building type as policymakers manage healthcare capacity against eco-
nomic damage. In dense locations where stricter lockdowns are necessary to prevent the
spread of COVID-19, many retailers will struggle to remain in business through the down-
turn despite a new round of stimulus. Suburban and rural retailers are likely to suffer fewer
near-term impacts in the wake of the health crisis, along with properties that host essential
businesses. Nonetheless, the consequences of shutdowns, particularly to small retailers and
some already-teetering national brands, will ultimately lead to significant damage to some
areas of the retail sector.

Vaccine provides light at end of tunnel. After wide vaccine distribution is achieved, the re-
tail market will begin to heal. Experience-based concepts are the largest wild card as many
have been unable to open to any degree through the duration of the pandemic. Two differ-
ent challenges await these businesses following the crisis. First, startup costs may make it
prohibitive to reopen. Presumably much of the staff has moved on to other opportunities or
relocated. Second, gauging demand after a year hiatus could be challenging. Other concepts
will see a post-pandemic surge. Demand for restaurants could soar and choices for diners

will be more limited after thousands of restaurants never return.

Retail sales challenged to duplicate 2020 performance. Lockdowns across the nation
funneled discretionary spending into the retail sector and away from entertainment op-
tions. Concerts, movies, sporting events and other large gatherings should return in the
second half of this year, creating competition for consumer dollars. Although an excess
$2.5 trillion was sitting in savings accounts at the beginning of the year, retail spending
had largely leveled off in the fourth quarter. While headwinds may persist, some encour-
aging indicators also exist. A full reopening will generate service-industry jobs, and those
workers will spend more freely. An additional swell will come in pent-up spending at bars
and restaurants, where consumption was down approximately 20 percent year over year
at the end of 2020.

Gap between spending and employment to narrow. Since the onset of the health

crisis, either closures or a shift in behavior have impaired the ability of retail employees
to return to work. Year over year, core retail sales were up approximately 3 percent in
2020, while retail trade employment was down nearly 3 percent and employment at food
service and drinking places was off 19 percent. Many of these jobs will not immediately
return due to the time it will take to create new establishments. However, by the end of
the year new businesses will emerge as entrepreneurs enter the market or establish-
ments that benefited from the health crisis begin expansionary cycles.
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Sustained Momentum
Charlotte Salt Lake City e High-growth markets that were relatively insulated from the downturn make up some of
Indianapolis Seattle-Tacoma the metros in this category. Nearly all of the markets are building on relatively strong rent
Louisville Tampa-St. Petersburg . L
Orlando positions heading into 2021.
Raleigh . . . o e
are e Seattle-Tacoma is poised for a strong comeback due to the tech sector. Raleigh’s combination
of positive demographic trends and the Research Triangle support the market’s position.
Atlanta Las Vegas e Thedemographic tailwinds in these markets should hasten the retail recovery. Several of
Austin Miami-Dade these markets, including Atlanta, Austin, Sacramento and Houston, have been a popular
Chicago Nashville L . . .
Columbus Sacramento destination for workers migrating away from dense gateway cities.
ouston ¢ Orlando and Miami-Dade should receive a boost in tourism when the vaccine is widely
distributed. Stimulus money will facilitate travel and a surge in visitors is anticipated in
the second half of the year.
Boston Orange County e More densely populated markets begin to fill this category and make up the first of the
Cincinnati Phoenix hard-hit metros to recover. Orange County, Portland, Boston and San Jose are among the
Milwaukee Portland . . .
Minneapolis-St. Paul San Jose markets with a fair outlook moving forward.
Northern New Jersey

¢ Phoenixwould occupy a higher group but elevated overall vacancy could be a small hurdle

at a time when finding expanding retailers may be difficult.
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Dallas/Fort Worth San Diego ¢ New York City, New Haven-Fairfield County and Philadelphia were particularly impacted

Denver . St. Louis by the health crisis, and the distribution of a vaccine could hasten the return to workplac-

Kansas City West Palm Beach . . . X .

New Haven-Fairfield County esin these cities. Nonetheless, retail sales growth for all of these markets is anticipated to

New York City be below average.

Philadelphia

San Antonio ¢ San Antonio faces relatively high vacancy entering 2021. Despite having above-average
retail sales growth, a resumption of travel to the area’s tourist destinations will be neces-
sary for a stronger recovery.

|

Protracted Recovery

Baltimore Oakland e Denselypopulated or hard-hit markets are acommon shared characteristic of this group.

Cleveland Pittsburgh ) San Francisco and Los Angeles may face the longest path to recovery. Washington, D.C.,

Detroit Riverside-San Bernardino . . L

Fort Lauderdale San Francisco and Baltimore also face weak retail sales projections.

Los Angeles Washington, D.C.

¢ Some of the slow-growth Midwest metros fall into this group due to their typical eco-
nomic recoveries. Detroit and Cleveland account for those metros, and Pittsburgh to a

lesser extent.




Dining Performance

States With Relaxed Reopening Policies Far Ahead in Dining Traffic and Job Recovery

2020 Job Performance at Restaurants and Bars vs. Visits to Dining Establishments

-13.6%

-9.5%

Annual Dining Visits

. 10-20% Decline
20-30% Decline e
30-40% Decline

. 40%+ Decline

State Color: Annual Change in Visits to Dining Places

State Percentage: Annual Change in Food Services Employment

Top 10 States by Dining Visits

Market Y-0-Y Dining Visits*

Mississippi -10.1%

Alabama -13.2%

Idaho -13.3% .
Missouri -14.4%

Oklahoma -15.5%

Kansas -16.1%

Georgia -16.6% o
North Dakota -18.5%

Louisiana -18.6%

South Dakota -19.2%

* Year-over-year foot traffic through Dec. 31

Source: Placer.at
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202l Dining Foot Traffic Outlook

A combination of policy decisions and geographical advantages have placed
several states far ahead in a recovery at dining establishments, which serve
as a bellwether for a broader experience-based retailer comeback. Popula-
tion density and winter weather also pose risks to some areas.

States in the highest tiers are generally in the South and Midwest, where
lockdowns were more relaxed or shorter. The availability of outdoor dining
during the winter months has also served as an advantage for states in the
Sunbelt.

The lower two tiers face a steeper recovery from the downturn. Elevated
restrictions likely forced a greater percentage of restaurants to perma-
nently close, creating an environment where new establishments will need
to be opened.




Metro Retail Sales

Unbalanced Retail Sales Growth Persists Amid Health Crisis

Il 2020 Year-over-Year Retail Sales Growth Average Year-over-Year Retail Sales Growth: 2015-2019
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Retail Data Summary
Employment Growth Median Household Income Retail Sales Growth

2017 2018 2019 2020 2017 2018 2019 2020 2017 2018 2019 2020
Atlanta 2.2% 1.9% 2.5% -2.6% $67,000 $70,100 $72,200 $71,300 4.8% 4.2% 4.0% 5.5%
Austin 3.3% 4.2% 3.6% -1.0% $75,100 $78,800 $81,500 $80,300 6.3% 6.9% 7.2% 4.5%
Baltimore 11% 0.8% 1.2% -5.1% $79,000 $81,300 $83,500 $85,600 2.3% 3.0% 1.8% -1.2%
Boston 1.3% 1.3% 0.9% -9.2% $87,100 $91,400 $95,000 $88,600 4.5% 5.0% 5.2% -3.5%
Charlotte 2.2% 2.5% 2.3% -4.9% $61,800 $64,400 $67,000 $69,400 4.9% 5.2% 44% 2.0%
Chicago 0.7% 0.7% 04% -74% $69,400 $73,100 $76,100 $74,700 34% 2.8% 2.7% 11.5%
Cincinnati 1.3% 11% 0.8% -4.6% $62,300 $65,000 $67,400 $69,800 6.4% 4.8% 3.5% 2.2%
Cleveland 04% 14% 0.5% -8.6% $54,200 $56,100 $57,500 $59,500 1.7% 2.8% 3.0% -2.0%
Columbus 1.3% 1.3% 1.2% -6.2% $63,500 $66,000 $67,700 $69,600 10.3% 4.9% 3.9% 5.0%
Dallas/Fort Worth 2.2% 2.5% 3.2% -2.1% $67,900 $70,800 $72,500 $72,000 6.1% 5.4% 5.0% 5.7%
Denver 2.6% 2.0% 2.8% -4.4% $77,600 $82,700 $86,300 $82,500 4.8% 5.0% 3.3% -2.4%
Detroit 1.2% 1.3% 0.5% -11.0% $59,100 $61,800 $64,000 $63,600 4.8% 3.6% 3.1% -6.4%
Fort Lauderdale 17% 1.8% 1.2% -7.3% $57,400 $61,000 $61,600 $61,500 5.0% 6.4% 5.5% 5.5%
Houston 1.6% 2.7% 2.0% -4.3% $64,400 $67,400 $69,600 $70,100 3.9% 4.5% 3.3% 1.7%
Indianapolis 1.8% 0.9% 0.9% -0.8% $59,700 $61,600 $62,700 $66,400 7.4% 4.8% 4.8% 6.5%
Kansas City 1.3% 0.4% 11% -2.8% $64,300 $68,000 $70,900 $73,900 3.6% 3.7% 2.8% 04%
Las Vegas 2.9% 3.1% 1.9% -9.5% $57,900 $62,100 $62,000 $50,500 5.1% 5.6% 4.2% -10.8%
Los Angeles 1.6% 14% 1.1% -9.1% $66,800 $71,500 $73,400 $71,700 5.3% 4.8% 3.5% -2.8%
Louisville 11% 0.7% 0.4% -5.1% $57,100 $59,600 $61,700 $63,800 5.2% 3.7% 2.1% -1.2%
Miami-Dade 1.5% 1.8% 11% -5.5% $51,100 $54,500 $55,300 $55,100 3.7% 4.2% 2.9% 2.6%
Milwaukee 0.9% 0.4% 0.2% -7.4% $60,100 $63,400 $66,500 $67,800 4.5% 3.1% 1.3% -3.8%
Minneapolis-St. Paul 1.5% 1.2% 0.3% -8.0% $77,500 $81,800 $84.,400 $82,800 4.3% 4.6% 3.0% 1.8%
Nashville 3.1% 3.3% 3.0% -4.2% $64,300 $68,200 $70,700 $75,200 5.8% 5.8% 5.5% 3.7%
New Haven-Fairfield County -0.1% 0.4% 0.0% -8.0% $80,000 $82,400 $83,700 $85,100 3.9% 3.5% 2.2% -7.9%
New York City 2.0% 2.1% 1.8% -12.2% $65,800 $70,800 $73,300 $74,000 4.1% 4.8% 4.5% -4.4%
Northern New Jersey 1.3% 0.5% 0.7% -9.1% $82,000 $85,900 $89,200 $91,000 5.9% 3.6% 4.2% -2.3%
Oakland 1.9% 1.2% 0.1% -9.6% $98,300  $104,300  $109,000  $107,200 6.4% 5.3% 2.8% -0.9%
Orange County 2.0% 1.2% 1.2% -8.5% $88,700 $94,300 $96,700 $93,400 5.3% 4.3% 3.4% 04%
Orlando 3.4% 2.7% 2.5% -9.7% $56,500 $60,000 $62,300 $60,800 6.7% 6.1% 4.9% 6.2%
Philadelphia 1.3% 1.0% 0.9% -7.2% $69,300 $72,700 $75,100 $76,400 34% 4.2% 3.5% -3.0%
Phoenix 3.4% 3.4% 3.6% -2.3% $62,500 $66,000 $68,400 $69,600 6.7% 6.2% 5.9% 10.3%
Pittsburgh 1.3% 0.8% 0.5% -7.1% $58,700 $61,300 $63,100 $65,900 34% 3.2% 2.8% -4.9%
Portland 2.5% 2.0% 1.4% -8.5% $73,300 $76,700 $78,800 $77,900 5.6% 4.9% 3.0% 11%
Raleigh 2.5% 2.1% 2.0% -4.5% $70,000 $73,400 $75,900 $78,700 5.5% 4.3% 4.1% 2.9%
Riverside-San Bernardino 4.0% 3.0% 1.5% -7.2% $63,400 $68,100 $72,000 $70,000 6.2% 5.1% 4.2% -4.7%
Sacramento 2.7% 2.6% 1.5% -6.9% $69,900 $74,300 $77,600 $75,700 5.5% 5.3% 3.1% -2.6%
Salt Lake City 3.2% 2.7% 3.3% 0.4% $72,800 $77,000 $80,400 $76,100 8.3% 8.5% 7.1% 12.8%
San Antonio 1.6% 2.1% 2.3% -3.4% $57,300 $60,200 $63,000 $62,500 4.2% 3.7% 3.9% 2.3%
San Diego 2.1% 1.7% 1.5% -6.9% $77,600 $82,400 $84,700 $82,200 5.4% 3.7% 2.8% -2.3%
San Francisco 2.1% 3.6% 3.0% -9.9% $115,000  $124,300  $132,300  $132,000 6.5% 6.4% 4.5% 4.5%
San Jose 2.2% 2.0% 1.3% -6.9% $120,100 $127,100  $132,000  $128,300 4.9% 4.6% 1.5% -0.1%
Seattle-Tacoma 24% 2.1% 2.5% -7.2% $84.,400 $90,400 $95,000 $90,500 14.3% 9.1% 11.3% 16.6%
St. Louis 1.0% 0.3% 0.5% -4.6% $62,100 $64,700 $67,100 $70,200 3.9% 3.3% 1.7% -1.6%
Tampa-St. Petersburg 1.9% 2.2% 2.7% -3.6% $53,600 $56,200 $58,300 $59,000 4.2% 5.8% 4.7% 8.0%
‘Washington, D.C. 1.0% 1.3% 1.7% -5.2% $100,400  $103,800 $106400  $106,700 3.2% 3.4% 1.8% -3.0%
West Palm Beach 1.6% 1.8% 0.7% -6.0% $61,600 $65,800 $66,800 $70,500 4.6% 4.3% 3.4% -2.2%
United States 1.5% 1.6% 1.4% -6.1% $61,000 $63,200 $67,000 $67,000 4.7% 4.4% 3.5% 0.6%



Retail Data Summ

2017 2018 2019 2020 2017 2018 2019 2020 2017 2018 2019 2020
2,530 2,130 1,790 1,200 6.0% 5.7% 5.6% 6.0% $14.17 $14.81 $15.06 $15.17 Atlanta
1,100 1,610 870 1,170 3.9% 4.1% 4.2% 4.9% $22.19 $22.24 $21.95 $22.06 Austin
490 470 830 240 4.0% 4.6% 4.8% 6.3% $18.48 $19.78 $19.65 $19.78 Baltimore
2,210 980 1,120 710 2.7% 3.1% 3.1% 3.7% $19.94 $20.85 $20.96 $20.67 Boston
1160 1,810 1,180 880 4.3% 4.1% 4.2% 4.9% $14.68 $14.97 $16.75 $17.40 Charlotte
2,840 2,570 1,720 1,900 6.4% 6.5% 6.6% 6.9% $17.13 $17.44 $17.69 $17.60 Chicago
500 340 580 90 5.2% 4.6% 4.5% 4.8% $11.63 $12.12 $12.21 $11.80 Cincinnati
570 1,340 1,310 760 5.1% 4.5% 4.8% 5.5% $10.13 $10.67 $11.13 $10.77 Cleveland
1,620 380 610 480 4.0% 3.0% 2.9% 3.8% $12.19 $13.92 $13.42 $14.55 Columbus
6,040 5,080 2,930 2,700 5.1% 5.0% 5.3% 6.7% $16.07 $17.07 $16.75 $16.77 Dallas/Fort Worth
920 1,320 620 560 4.7% 4.1% 4.7% 5.7% $17.71 $18.58 $18.35 $18.63 Denver
1,220 1,300 940 710 6.0% 5.8% 5.7% 6.5% $12.97 $13.27 $14.19 $14.35 Detroit
610 810 770 480 3.7% 4.2% 4.5% 5.7% $21.87 $25.11 $23.36 $22.84 Fort Lauderdale
6,750 4,750 4,990 3,620 5.7% 5.8% 5.9% 6.6% $16.46 $16.98 $17.74 $18.10 Houston
1,390 620 830 220 4.7% 5.5% 5.1% 5.5% $13.65 $12.86 $13.13 $13.55 Indianapolis
1,260 780 660 540 5.8% 5.7% 5.8% 6.7% $12.18 $12.76 $12.94 $13.08 Kansas City
440 320 820 650 7.2% 7.3% 7.1% 7.2% $17.39 $17.98 $18.60 $19.63 Las Vegas
1,700 910 1,320 960 4.4% 4.8% 5.1% 5.8% $29.17 $30.06 $30.93 $30.87 Los Angeles
310 420 420 390 3.4% 3.8% 4.0% 3.6% $13.24 $13.01 $13.33 $14.25 Louisville
1,670 1,010 1,080 420 3.6% 4.1% 4.4% 4.4% $32.79 $31.95 $33.27 $32.24 Miami-Dade
1,690 1,090 420 110 5.3% 4.3% 4.5% 4.6% $11.27 $12.18 $12.63 $12.67 Milwaukee
1,640 790 630 420 2.9% 3.2% 3.5% 4.5% $15.59 $14.99 $15.64 $16.05 Minneapolis-St. Paul
1,230 600 950 630 3.0% 3.2% 34% 4.1% $17.59 $18.39 $20.03 $20.47 Nashville
430 370 780 170 4.2% 4.1% 4.5% 5.7% $21.18 $21.94 $20.56 $22.05 New Haven-Fairfield County
1,560 1,040 3,140 910 3.2% 3.3% 34% 4.0% $56.69 $56.08 $61.90 $57.43 New York City
830 690 940 1,570 4.6% 4.1% 4.2% 4.7% $24.19 $25.12 $24.03 $24.16 Northern New Jersey
770 600 260 160 4.0% 3.5% 4.2% 5.0% $25.46 $26.75 $30.42 $28.69 Oakland
730 450 160 60 4.4% 3.8% 4.1% 4.8% $25.52 $26.45 $27.71 $28.50 Orange County
2,000 980 1,370 850 4.6% 4.5% 4.7% 5.2% $17.37 $17.86 $19.28 $19.49 Orlando
1,600 1,590 1,140 830 5.0% 4.6% 5.0% 5.8% $16.49 $17.17 $17.42 $17.74 Philadelphia
1,930 950 980 1,270 8.0% 7.7% 7.7% 8.6% $15.26 $15.52 $16.16 $16.07 Phoenix
820 470 270 270 3.6% 3.6% 4.2% 5.1% $13.66 $14.02 $12.43 $11.98 Pittsburgh
370 390 250 100 3.7% 3.3% 3.6% 4.4% $18.68 $18.29 $19.66 $19.56 Portland
940 410 650 820 3.5% 3.0% 2.9% 3.6% $17.04 $17.41 $17.69 $19.08 Raleigh
1,170 1,350 770 860 8.3% 8.1% 7.8% 9.2% $16.76 $17.98 $18.95 $18.25 Riverside-San Bernardino
1,020 650 220 320 7.0% 6.7% 6.5% 7.0% $15.82 $16.78 $17.53 $18.25 Sacramento
1,690 1,260 600 630 4.8% 4.6% 5.1% 5.8% $15.39 $16.63 $15.93 $16.61 Salt Lake City
940 800 1,300 1,060 4.3% 4.5% 4.8% 5.7% $14.64 $15.63 $16.30 $16.20 San Antonio
740 330 350 260 3.6% 4.1% 4.1% 5.1% $24.28 $24.18 $24.14 $24.74 San Diego
490 160 210 0 2.7% 3.0% 3.7% 4.9% $40.14 $39.89 $40.88 $37.88 San Francisco
450 270 160 710 3.0% 3.8% 4.0% 4.5% $32.44 $33.22 $35.34 $35.04 San Jose
1,540 740 750 520 3.6% 3.4% 2.9% 3.0% $20.25 $21.16 $21.14 $22.63 Seattle-Tacoma
690 340 360 570 5.0% 4.9% 4.8% 5.1% $12.52 $13.35 $13.40 $13.25 St. Louis
1,590 1,830 1,500 1,040 4.5% 4.8% 4.5% 4.9% $15.10 $16.13 $16.51 $17.05 Tampa-St. Petersburg
1,360 1,170 950 770 4.7% 4.7% 4.7% 5.6% $25.94 $26.31 $26.35 $26.12 Washington, D.C.
350 180 510 160 4.3% 4.7% 4.7% 5.5% $23.11 $23.78 $23.98 $24.39 West Palm Beach
75,680 57,100 52,470 38,070 4.9% 4.8% 4.9% 5.6% $18.86 $19.44 $19.93 $19.94 United States

Sources: BLS; Moody’s Analytics; CoStar Group, Inc.; U.S. Census Bureau
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Multi-Tenant Retail Supply and Demand
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Dead malls temporarily exacerbate supply overhang. Thousands of stores that typical-
ly operate in malls will shutter, testing the viability of many properties. Anchors such as
J.C. Penney and Macy’s are liquidating hundreds of locations to rightsize in the wake of a
shift in demand. Gap also recently announced plans to close all of its mall-based stores.
Other traditional mall retailers have also shuttered completely, including GNC. These
moves will leave a large number of these properties with an insufficient base of retailers
to continue operating due to the decrease in traffic. Mall vacancy has jumped more than
100 basis points since the end of 2019, the largest rise across all retail concepts. Mostly
constructed in the 1970s and 1980s, these failing properties will need to be repurposed by
operators in the coming year. Some will be repositioned as distribution space as owners
take advantage of the increase in online sales and prevalence of delivery. Others may be
razed and redeveloped by existing operators or sold to developers. A shortage of infill

housing units presents the opportunity to repurpose the land for residential units.

Open-air centers to backfill vacant space with tenants from failed properties. Retail
refugees from malls and other centers that failed during the prolonged shutdown due

to the heath crisis will search for vacant space where traffic generators persist. Centers
with multiple essential retailers will be among the first to attract tenants seeking a new
location. Power and community centers with the broader mix of tenants should be at

the top of retailers’ destination lists, filling any vacant in-line space that comes available.
An additional stimulus payout for many families could also amplify foot traffic at these
centers in the coming months as eager shoppers re-emerge. While the most recent stim-
ulus checks are largely helping immediate needs, the next round of stimulus, if approved,
will reach consumers when more retailers are open and capacity restrictions are lower.
Shoppers’ preference for limited trips will likely persist beyond a next round of individual
payments, making power centers ideal locations for consumers. Beyond mall retailers
seeking new accommodations, some retail centers will struggle with high vacancy, en-
couraging the remaining tenants to seek better locations.

Centers with grocers set to outperform. Necessity-based stores have done fairly well
throughout the broad shutdowns. For the first time since 2015, grocery store sales have
eclipsed restaurants, reversing a trend that saw restaurants gain in popularity over more
than a decade. With so many tenants forced to close to prevent the spread of COVID-19
cases, many multi-tenant properties without a major essential retailer have little traffic
from consumers. Shopping centers across the nation saw an approximate 20 percent
decline in visits during 2020. Grocery stores, however, only reported a 4 percent decline in
traffic last year. The full effect on the retail vacancy rate due to these discrepancies remains
to unfold, though tenants from hard-hit strip centers are expected to migrate to grocery an-
chored-assets as the impact of the heath crisis becomes clearer and space comes available.
Unanchored strip centers with a national credit tenant or drive-thru retailer will likely be
an exception, while mid-block strip centers may struggle.



Single-Tenant

National quick-service restaurant chains weather shutdowns. Although eating places
have experienced a 30 percent decline in visits over the last year, the drop at many
drive-thru concepts has not continued to impact performance. Closed dining rooms at
these locations account for a significant contribution in the decrease in visits while sales
have remained healthy. Visits to burger concepts, for instance, are between 55 percent to
65 percent of prior-year levels, though nearly all major chains recorded annual gains in
sales in the third quarter. The lack of competition from permanently closed restaurants
and casual dining locations has helped boost theses chains. As more states lift capacity
restrictions in the coming months, the number of visits to these locations could dampen
as diners are presented with a greater number of choices. Apart from mall pad locations,
the ability of national chains to manage the health crisis more effectively than smaller
operators should provide a boost to property performance and draw investor interest.
Local restaurants that emerge from the pandemic will also attract buyer attention due to
the perceived strength of these businesses.

Health crisis boosts drugstores and dollar stores. Shoppers have relied on these two
categories over the past year and will continue to frequent them more often as the
pandemic persists. Vaccine distribution at local pharmacies should elevate trips to
drugstores in the coming months, boosting sales at those locations as consumers package
their trips. Drugstores generally experience an uptick in visits during the winter months
due to the prevalence of endemic illnesses and availability of flu vaccines. Dollar stores,
meanwhile, recorded relatively flat traffic during the past year. However, a rise in shop-
pers was experienced during December. Although some holiday shopping contributed

to the rise, the expiration of federal support related to COVID-19 may have persuaded
residents to seek lower-cost options for home essentials. Dollar stores remain on track to
increase store openings in 2021. Dollar General has more than 1,000 new locations on tap
for next year, while Dollar Tree and Family Dollar also have aggressive expansion plans.
Moreover, the dollar stores are remodeling hundreds of existing locations to support
coolers and fresh produce.

Convenience stores and casual dining restaurants poised for recovery. Although
some convenience stores have remained relatively healthy due to their designation as

an essential business, the dramatic decline in commuting is making a dent in spending.
In December, gasoline station retail sales were down 12 percent annually, though that
level is a significant improvement from the 39 percent annual decline recorded at the
onset of the pandemic. Vaccine distribution will enable more workers to return to their
traditional offices, elevating the trajectory of the recovery for convenience stores. Casual
dining, meanwhile, will be frequented by diners as more locations become available.
Several states have reversed course on closures recently, including California and New
York, in an effort to prevent too many indoor dining locations from permanently closing
as the end of the pandemic comes into focus. Sunbelt states largely remained open, which
should orient the casual dining industry in a stronger position this year.
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Fundamentals
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Renewed unemployment insurance critical for consumer spending. Although most
residents received a second stimulus check at the beginning of the year, the impact will
be muffled as many households pay down debt or catch up on bills. Families in which
workers have remained employed during the shutdown are unlikely to need stimulus

to trigger shopping as savings have grown due to the reduced options for dining and
experience-based retailers. Additionally, many older consumers will remain extraor-
dinarily cautious in coming months, delaying the impact of liquidity. Nonetheless, the
latest round of direct checks should keep retail sales from continuing the decline that
started at the end of 2020 Unemployment insurance, meanwhile, should provide a bump
as households that were drained of necessity items restock or loosen spending habits.
Furthermore, retail sales at restaurants and bars may recover more quickly after several
large states have begun allowing restaurants to reopen under capacity restrictions after
takeout-only guidelines since Thanksgiving. The next round of stimulus checks, if ap-
proved, should help kickstart the economy and retail sales as more shoppers and stores
are able to participate in the market.

Lower construction anticipated again in 2021. Last year marked the lowest amount of
new inventory in at least two decades as many projects were shelved due to the health
crisis. The pace of development was already on the decline as builders generally have
taken a cautionary stance since the last downturn, when the supply overhang took years
to dissipate. This year, growth markets in Texas and other Sunbelt states should be able
to absorb the outsized share they have of projects under construction. Washington, D.C.,
and New York City, meanwhile, may need additional time to fill space following the health
crisis. Currently, properties over 200,000 square feet underway across the country are
approximately 70 percent pre-leased, relatively low compared with the pre-pandemic
projects that came online. These developments will compete for fewer tenants, potential-
ly applying pressure to nearby existing assets. This year’s new construction was under-
written during a stronger rent environment and owners may be forced to fill vacant space
at lower rates before a clearer picture about the strength of the economy emerges.

Wide range of vacancy outcomes possible. The rate of marketed space only increased
70 basis points last year to 5.6 percent, though the level of actual vacant space remains
clouded by the prevalence of permanent or temporary closures. National chains an-
nounced over 20,000 store closings in 2020, more than double the previous year. Many
of these will be wrapped up in permanently closed malls and have little consequence on
the overall vacancy rate as that inventory is removed from the market. Around 110,000
restaurants closed last year, though some of those are likely temporary shutdowns. A new
round of Paycheck Protection Program funding and earlier-than-anticipated reopen-
ings in New York and California could restrain the percent of those closures that end up
permanent. Overall, availability will climb, perhaps significantly, in the first half of 2021.
If the economy strengthens strongly in the second half, the beginnings of a retail reset
could materialize. Nonetheless, vacancy is expected to finish 2021 higher than at the end
of last year.



Fundamentals

Retail Vacancy Rate by Center Type

—— Neighborhood/Strip Centers Malls

Uneven vacancy increases last year affect recovery. Several factors have contributed to 2%

discrepancies in the impact of the health crisis across markets. Strict and long shutdowns
pushed vacancy higher in California and the Northeast, while supply growth was a major
contributor to a vacancy rise in some Sunbelt markets. San Francisco, which recorded the
largest relative increase in vacancy, also saw many high-earning residents leave in search of

9%

6%

Vacancy Rate

larger living accommodations as tech companies allowed employees to work remotely. The .
degree of permanence of remote work will be critical to San Francisco’s retail market. New

York City, to alesser degree, faces similar challenges, though major financial institutions 0
have signaled that their employees will come back to the office. Despite elevated vacancy,

Phoenix, Sacramento, Houston and Dallas/Fort Worth are well positioned to form a strong

retail market this year after serving as primary destinations for lockdown refugees and job Leasing Activity

seekers in 2020.
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Market Vacancy Rate Trends

Rent recovery potentially abbreviated. Following the global financial crisis, rents retreat-
ed for four consecutive years before turning positive in 2013. The underlying fundamentals
of the current downturn indicate a different trajectory. The pace of retail bankruptcies is
far more abrupt, which will bring more space to the market at the same time and potentially

lead to an initial sharper decrease in rents as the industry searches for new footing. Con-

Leasing Activity (millions of Sq. Ft.)

ditions heading into the recession are a net benefit for operators as well. The market was
not overbuilt, and vacancy was approximately 100 basis points lower than the rate at the
start of the last recession, setting up the conditions for an abridged recovery. Furthermore,
overall asking rents finished 2020 in positive territory, though just barely. More clarity on
the economic damage to retailers will need to surface before the depth of a rent correc-

tion emerges this year, and that information will not be fully understood until a complete 10%

—— Primary Secondary/Tertiary

economic reopening. The most optimistic prospects for a return to rent growth will need
8%

6%\/\,/

4%

to include the removal of dilapidated stock from the market to close the supply overhang
more quickly. Access to federal aid by local retailers is another contributing factor in the
eventual return to rent growth.

Vacancy Rate

Single-tenant fundamentals have brighter near-term outlook than multi-tenant sector.

Although the allure of single-tenant space as an avenue to manage COVID-19 conditions Pho7 08 0910 0 12 13 14 15 18 17 18 19 20
will fade in the coming months, retailer demand for the sector will remain sturdy. Overall,

vacancy should hover approximately 150 to 200 basis points below the multi-tenant rate

Market Retail Rent Index
nationwide. The spread between the two vacancies is expected to be maximized in fast-grow-

— Primary Secondary,/Tertiary
ing Sunbelt states where construction has been elevated and some Midwest markets where S

finding smaller tenants to fill multi-tenant availabilities is more difficult. Rents, meanwhile, N

will depend on location for the single-tenant sector. Assets with a drive-thru are highly sought i 110

after as many consumers may be slow to alter their behavior even when given the opportunity %

to do so. Suburban areas, which have seen an influx of high-earning individuals move in the % 100

past year, should capture pre-pandemic rents. Similarly, in-line, multi-tenant available space % 0

in suburban locations will recover more quickly than infill areas. §’
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Source: CoStar Group, Inc.



E-Commerce

E-Commerce Share of Core Retail Sales

25%

s
% 20%
0
=
N
S 15%
5
[y
10%
5%
09 10 11 12 13 14 15 16 17 18 19 20 21* 22* 23*
Online Sales Growth Qutpacing
—— Rest of Core Retail Sales E-Commerce
40%
IS
2 20%
£
O
=
S 0%
<o
S
m V4
> 20%
Q
S
-40%
Jan. Mar. May Jul. Sept. Nov. Jan. Mar. May Jul. Sept. Nov.
2019 2020
Retail Sales Growth Index
— Rest of Core Retail E-Commerce
2,500
S
S
n
o 1,875
Q
<)
=
g
g 1250
g
S
jg 625
E A4

94 96 98 00 02 04 06 08 10 12 14 6 18 20

Online Grocery Delivery
and Pickup Customers

40
30

20

Active Customers (millions)

August 2019 November 2020

* Forecast
Sources: Bricks Meet Click/Mercatus Grocery Shopping Survey;

U.S. Census Bureau

Health crisis exacerbates existing trends. Prior to the pandemic, the shift to e-com-
merce shopping was already moving 0.5 to 1.0 percent of retail sales online each year. After
significant lockdowns last spring and over the winter, the jump in e-commerce equated

to an approximately three-year advance in that trend. Spending at nonstore retailers is

up approximately 30 percent year over year, though some of those gains will retreat when
the wide distribution of the vaccines enables people to return to brick-and-mortar stores.
Nonetheless, some of the rise is expected to remain permanent and e-commerce is antici-
pated to exceed 15 percent of core retail sales in 2021, roughly double the level just 10 years
ago. Older Americans are a driving force in the rise, partially due to the elevated risk of
suffering complications from the novel coronavirus. Those age 55 and older increased their
frequency of weekly online shopping orders from 27 percent to 34 percent since the onset
of the health crisis.

Grocery stores among largest beneficiaries. Following the initial nationwide shutdown
when less was known about the transmission of COVID-19, online and pickup grocery
sales soared to $7.2 billion in June 2020. Some of those gains have been surrendered as
restaurants have opened, safety measures were installed in stores, and concerns regard-
ing contact transmission abated. In November, however, online and pickup sales still ac-
counted for $5.9 billion and nearly 40 million households were taking advantage of these
services. The largest change over the past several months is the degree of permanence

in online ordering. Many customers had resisted the practice, preferring to choose their
own meat and produce rather than leaving those choices to grocery store workers. After
less than half of customers who made an initial purchase considered reordering groceries
in May, the number of repeat customers soared to more than 80 percent using the service
again in November. The massive shift forward in sentiment for the practice could create
profound changes in grocery store designs in the coming years. Additional space for out-
going delivery trucks and layouts more conducive to putting together orders for delivery
may greatly enhance productivity.

Online shopping demand to help absorb vacant retail space. Many national retail chains
have announced thousands of store closures due to the migration to delivery options. The
last few years had a record number of store closures despite the strength of the national
economy. Last year, a new high watermark of closures was reached, though much of that
dark space was inevitable given existing consumer trends. The accelerated pace of shutter-
ings will create more empty retail centers that will be utilized for delivery space in some
fashion. Amazon and other online retailers will be able to turn dead malls into last-mile
distribution facilities, helping erase the supply overhang resulting from the transition to
delivery and a permanent shift in consumer behavior that will equate to fewer visitors to
traditional retailers. As a result, consolidation in the sector will be necessary to marry tra-
ditional retailers and lifestyle centers. The pace of that transition will be accelerated by the
rapid collapse of many national retail chains, giving the remaining tenants with an opt-out
clause due to vacancy requirements an opportunity to move to stronger shopping centers

rather than delaying the evolution of retailing,.



Investment Trends

Retail assets continue to attract investor interest. As the vaccine roll out progresses,
buyers will begin to broaden search criteria in terms of both property type and location.
During much of the pandemic, single-tenant, net lease assets drew the most attention,
followed by anchored multi-tenant buildings. The amount of capital flowing into these
properties is unlikely to change significantly even with a plethora options in the coming
quarters. A lack of net lease listings has been the limiting factor in the sector, so a drop
in demand will be insufficient to alter market dynamics. As the dust settles in the retail
sector, buyers and sellers will find price exploration easier to achieve for a wider variety
of assets. In addition to a greater number of anchored multi-tenant assets, strip centers
with national credit tenants will also draw capital. Due to low interest rates, underwrit-
ing will focus on yield spreads, bringing more properties into buyers’ crosshairs. Overall,
retail assets are expected to be traded in greater numbers this year despite an overall

increase in other commercial real estate sectors.

Additional shopping center deals expected despite higher vacancy. The low cost of
capital will aid in more deals penciling out this year notwithstanding rental revenue
declines. The yield spread for some properties should remain consistent or even widen in
the coming months. As a result, the shopping center transaction market should be active
this year even as many in-line retailers permanently close. Entering 2021, the average
cap rate for these properties was in the low-7 percent range nationwide, with community
center first-year returns dipping to approximately 7 percent. The trajectory of the eco-
nomic recovery, which will become clearer by midyear, will determine the percentage of
distressed deals that occur in the second half of 2021. Risk-tolerant buyers will preemp-
tively move ahead on some high-vacancy locations in the first two quarters in an effort to
achieve outsized gains. The prevailing trend through the course of this year will be more
flexibility in buyers’ expectations as more competition enters the market.

Large multi-tenant assets attract institutional capital. Some malls will go dark this
year following the closures of many traditional mall concept locations. Many malls were
on the path to close in the next few years regardless, and others will need a lifeline to sur-
vive. Simon Property Group, the nation’s largest mall owner, is the most active buyer as
consolidation increases. The firm also acquired J.C. Penney, guaranteeing some stability
in the mall anchor space. Vacant malls, meanwhile, will attract investors with reposition-
ing plans. Several options have emerged as leading contenders, including distribution
centers, data warehousing and repositioning plays. Raze and redevelop could prove to be
lucrative for developers due to the sheer size of contiguous land, though favorable acqui-
sition costs will be necessary. Mixed-use projects with a focus on multifamily in hous-
ing-starved locations fit well into infill areas. When available, lifestyle and power centers
will draw institutions, REITs and other large investors, though deal flow is anticipated to
be limited as owners retain performing assets in the wake of uncertainty.
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Average Price per Sq. Ft.
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Investment Trends

2020 Retail Lender Composition
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Uncertainty motivates some sellers and buyers. The Biden administration included
tax reform that called for the elimination of the like-kind exchange. Section 1031 has also
been targeted during previous reform efforts, including the elimination of all assets but
real estate with the passage of the Tax Cuts and Jobs Act. Congress is unlikely to take up
tax reform until the health crisis dissipates, and there is no guarantee the 1031 exchange
will be abolished. Nonetheless, owners considering an exchange in the next year may
move plans forward. Capital is likely to follow population migration related to the health
crisis. While coastal cities traditionally dominate as origination sources, this trend may
accelerate this year. Texas, Arizona and Florida should see an influx of investors. Private
buyers are expected to account for the largest group of investors this year. In 2020, 67
percent of dollar volume was from private buyers, the largest share in more than two de-
cades. That trend will continue during the early stages of 2021, though more institutional
capital is expected to participate as the year progresses.

Drugstores and quick-service restaurants top investors’ wish lists. Drugstores fared
well during the pandemic as receipts extended nearly 6 percent last year. Continued
strength in the sector is attracting both traditional and exchange buyers. Multifamily
sellers from California and New York will compete for these properties with local inves-
tors throughout the year. Nationwide, average cap rates for CVS and Walgreens are near 6
percent entering 2021, though new construction or assets with favorable lease terms can
trade significantly lower. Quick-service restaurants have remained a popular destination
for capital throughout the pandemic and momentum is not anticipated to wane. Average
cap rates are generally in the high-5 percent range, though they vary by concept. Chick-
fil-A and McDonald’s trade 100 basis below that area, while Burger King and Yum Brands
have average cap rates on the higher end of the scale. Some cap rate compression between
corporate chains and franchisees may occur. Low yields and an abundance of capital
chasing assets will encourage more buyers to accept tighter spreads for franchisee-owned
properties as the year progresses.

Investors find opportunity in several single-tenant concepts. Discount stores are
opening hundreds of new locations across the country this year, offering buyers an ave-
nue to acquire assets with new leases. Typically, first-year yields average in the 7 percent
range for all dollar stores, though new locations with freezers and fresh produce will

have much lower cap rates. Convenience stores will also change ownership with relative
frequency throughout the year at average yields ranging from below 5 percent for WaWa
to near 7 percent for Circle K. The wildcard in the single-tenant sector remains casual
dining restaurants. Although many locations were unable to open for months during the
downturn, the support of a corporate office and the lines of credit that entails should keep
them afloat at a much greater percentage than local restaurants. Auto parts stores should
rebound as the health crisis winds to a close in the coming months and commuters re-
sume their daily drive. However, total miles traveled may remain subdued for a long time,
lowering the frequency of repairs.



Single-Tenant Cap Rates

STNL CAP RATE RANGE BY BRAND

Brand Locations*

Auto Parts

© Median

O |
O |
Caliber Collision 1,062 -_
O

Advance Auto Parts 4,276

AutoZone 5,815

O'Reilly Auto Parts 5,477

Convenience Stores

7-Eleven 8,707 [ O |
Circle K 6,250 _-
Wawa 815 [‘]

Dollar Stores

o
O

Dollar General 16,278

Dollar Tree/Family Dollar 15,288

Fast Casual Restaurants

Applebee’s 1,682 -‘_
Bloomin’ Brands 1,214 -‘-

Chili’s 1,238 O

Darden Restaurants 1,812 L O

Red Lobster 749 -‘,

Aldi 1,987 )
Safeway 895 @
Sherwin-Williams 4415 9.
Verizon Wireless 1,703 )
Walmart 5,078 )
cvs 8,131 9.
Walgreens 8,916 ’
Burger King 7,566 )
Chick-fil-A 2,497 @
McDonald'’s 15,338 ’
Starbucks 16,752 @.
Wendy's 6,289 9.
Yum! Brands 18,841 9.

0% 2% 4% 6% 8% 10%

Cap rates shown above are representative of transactions that closed in the trailing 12 months ending in September. Actual yields will vary by locations, tenant, lease terms and other considerations.
Locations sourced from Creditntell for public companies and company websites for private companies.
*U.S. and Canadian locations

Sources: CoStar Group, Inc.; Real Capital Analytics




Macro Perspective

Storage Employment Less Impacted in 2020
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Initial uncertainty briefly weighed on self-storage performance. When a wave of stay-at-
home orders came into effect in March 2020 in response to the health threats of COVID-19,
many commercial real estate demand factors were substantially disrupted. Self-storage
properties were not immune to this trend. While storage was classified as essential business
and permitted to stay open during lockdown, general uncertainty about the health situa-
tion kept many renters away from their units. Although more people sequestering at home
means that fewer tenants were ending existing leases, fewer new rental agreements were
also being signed. The precipitous drop in move-ins prompted operators at many facilities
to cut marketed rates in anticipation of a prolonged slowdown in demand, decreasing the
average asking rent nationally in the second quarter to its lowest level in at least four years.
This dynamic, however, proved to be short lived.

Sector recovers in the second half of 2020, achieving new vacancy low. As spring
moved into summer and the impact of the pandemic became more clear, the self-stor-
age sector began to demonstrate its resilience. New leasing improved as stay-at-home
orders were relaxed and customers felt more comfortable visiting units. At the same time
more existing tenants were holding onto their units for longer, even after many eviction
moratoriums ended. This combination resulted in a net increase in self-storage demand,
driving vacancy to a record low of 7.3 percent in the third quarter of 2020. As vacancy fell,
asking rents improved, erasing the earlier decline to achieve a two-year high at year end.

Transaction environment improves from early disruption. The investment land-
scape for self-storage properties mirrored the operational changes of the sector in many
respects. During the initial period of uncertainty, sales velocity slowed, both due to
logistical limitations in closing trades as well as ambiguity over cash flows. As property
performance stabilized and then improved, transaction activity similarly rebounded,
with buyer competition adding upward pressure to the average sales price. Trading vol-
ume and pricing are well above previous economic cycles, even with current challenges,
and the tight competition for assets is anticipated to continue.

Outlook for 2021 points to continued growth. As a new year progresses, the self-stor-
age sector is poised to ride several demand tailwinds. Remote learning and working

are taking away storage space in the home, while businesses also must put aside excess
items amid physical distancing. A relocation trend to less dense areas may also drive new
storage use. However, elevated COVID-19 infections, renewed lockdowns and high un-
employment may come to weigh on consumer demand. New and prospective future fiscal
stimulus and the ongoing vaccine rollout nevertheless improve the general economic
outlook for the second half of 2021.

*Time series estimated based on observations from 2005, 2007, 2013, 2017 and 2020.

Sources: BLS; Self Storage Association; Radius+; Yardi Matrix
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Markets with robust in-migration and household formation are demonstrating resilience

during the health crisis. This is even the case in metros with significant square footage con-

structed there, like Phoenix and Las Vegas.

Several California metros are also in this category. While some of these cities are reporting

net out-migration, high land costs and numerous regulations continue to constrain con-

struction, producing minimal new supply pressure.

Metros in this category are performing broadly in line with the national trend, posting mod-

est improvements or only mild losses in vacancies and rents in 2020 that limit how much

ground must be recovered this year.

Stronglocal demographic demand drivers play the main role in differentiating performance

of markets within this group, with Texas cities slightly outdistancing coastal metros.

Despite generally strong economies, self-storage fundamentals for markets in this group

trailed countrywide averages. Minimal population growth, new supply pressure, and com-

plications from COVID-19 all contribute to performance constraints in 2021.

they face ongoing pressure from new construction and infection rates.

Metros in this category had to prioritize higher occupancy over facilitating rent growth, and

Markets in this cohort are generally large gateway cities whose economies were substan-

tially impaired by the health crisis last year. Recovery will first require infection rates to

notably subside, likely through the widespread adoption of vaccines.

Other metros in this group are those where elevated construction has weighed on funda-

mentals, including Austin and Nashville, despite favorable self-storage demand drivers.

¢ Aselect number of markets have yet to overcome critical hurdles. Minimal to negative pop-

ulation growth dampens the self-storage demand outlook in Baltimore, Detroit and North-

ern New Jersey.

¢ Minneapolis-St. Paul and Denver have more favorable demographics to support long-term

storage renting, but recent waves of construction pose headwinds for the immediate future.




Migration

Migration Patterns Favor South and Southwest, Aiding Rent Growth
Rent Growth & Net Migration
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Top 10 Markets by Net Migration

Market
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Austin

Atlanta

Tampa-St. Petersburg
Houston

Charlotte

Las Vegas

Raleigh

Seattle-Tacoma

@ More than 45,000
¢ The events of the past year have reinforced demographic trends that

were already underway, chiefly the relocation of households from
major gateway markets to more affordable destinations, often in the
Sunbelt. Before 2020 this trend often required a transfer to a second-
ary office or a change of position. The current remote work environ-
ment has, at least temporarily, removed that hurdle.

2019 2020 Average Asking * As new residents arrive in states such as Arizona, Texas, the Caroli-
Net Migration Rent Growth nas and Florida, demand for self-storage increases. Moving is a com-

77,664 4.9% mon driver of self-storage renting in the short term, and a general

68,366 10% rise in population will also improve storage needs over time. How-

46,616 0.0% ever, much of this demographic shift has coincided with historically

43,602 1.0% high self-storage construction activity.

41,796 1.0%

¢ While the long-term demographic outlook warrants the overall in-

37,902 1.0% . . . L

’ crease in self-storage inventory, the rapid pace of deliveries had de-
33,283 24% . . s .

pressed asking rents until recently as operators of new facilities pri-

31,280 1.9% . - . .

’ oritized achieving high occupancy. Conversely, markets with low to
26,147 11% . . . .

’ negative net in-migration may record stronger rent performance be-
25,048 2.0%

cause of minimal construction, as is the case in many California cities.

Sources: U.S. Census Bureau; Yardi Matrix




Construction Trends

2015-2020 Self-Storage Inventory Growth
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Self-Storage Data Summ

2017 2018 2019 2020 2017 2018 2019 2020 2017 2018
Atlanta 2.2% 1.9% 2.5% -2.6% 1.3% 1.2% 1.4% 1.3% 1,070 2,400
Austin 3.3% 4.2% 3.6% -1.0% 2.4% 2.5% 2.7% 2.1% 1,470 1,320
Baltimore 1.1% 0.8% 1.2% -5.1% 0.1% 0.0% 0.0% 0.2% 460 810
Bay Area 2.1% 2.3% 1.5% -8.8% 0.3% 0.1% 0.2% 0.6% 620 470
Boston 1.3% 1.3% 0.9% -9.2% 0.5% 0.3% 0.3% 0.5% 370 1,730
Charlotte 2.2% 2.5% 2.3% -4.9% 1.9% 1.6% 1.7% 1.2% 1,300 1,740
Chicago 0.7% 0.7% 0.4% -7.4% -0.3% -0.3% -0.3% 0.1% 2,110 1,390
Cincinnati 1.3% 1.1% 0.8% -4.6% 0.5% 0.4% 0.5% 0.6% 410 380
Cleveland 0.4% 14% 0.5% -8.6% -0.2% -0.2% -0.3% -0.2% 190 430
Columbus 1.3% 1.3% 1.2% -6.2% 1.3% 0.9% 1.0% 1.2% 170 930
Dallas/Fort Worth 2.2% 2.5% 3.2% -2.1% 1.8% 1.6% 1.6% 14% 3,320 3,980
Denver 2.6% 2.0% 2.8% -4.4% 1.3% 1.4% 1.2% 1.1% 1,220 3,310
Houston 1.6% 2.7% 2.0% -4.3% 1.2% 1.1% 1.5% 1.4% 2,850 4,120
Indianapolis 1.8% 0.9% 0.9% -0.8% 11% 1.2% 1.0% 11% 80 1,260
Las Vegas 2.9% 3.1% 1.9% -9.5% 2.0% 2.0% 2.1% 1.6% 170 370
Los Angeles 1.6% 14% 11% -9.1% -0.2% -0.4% -0.2% 0.2% 90 560
Minneapolis-St. Paul 1.5% 1.2% 0.3% -8.0% 1.0% 0.9% 0.8% 0.9% 410 1,240
Nashville 3.1% 3.3% 3.0% -4.2% 1.7% 1.6% 1.8% 1.5% 620 1,350
New Haven-Fairfield County -0.1% 0.4% 0.0% -8.0% 0.0% 0.0% -0.2% 0.1% 650 990
New York City 2.0% 2.1% 1.8% -12.2% -0.5% -0.6% -0.5% -0.1% 790 950
Orange County 2.0% 1.2% 1.2% -8.5% 0.2% 0.0% -0.1% 0.1% 430 290
Orlando 3.4% 2.7% 2.5% -9.7% 2.4% 1.9% 1.3% 1.4% 780 1,210
Philadelphia 1.3% 1.0% 0.9% -7.2% 0.2% 0.2% 0.2% 0.3% 1,210 1,150
Phoenix 34% 3.4% 3.6% -2.3% 1.8% 2.0% 2.2% 1.5% 1,510 1,370
Portland 2.5% 2.0% 1.4% -8.5% 0.9% 0.7% 11% 1.0% 410 930
Raleigh 2.5% 2.1% 2.0% -4.5% 2.0% 2.0% 1.9% 1.5% 990 1,540
Riverside-San Bernardino 4.0% 3.0% 1.5% -7.2% 1.1% 0.9% 0.7% 1.2% 90 290
Sacramento 2.7% 2.6% 1.5% -6.9% 1.1% 0.9% 0.7% 0.8% 270 380
Salt Lake City 3.2% 2.7% 3.3% 0.4% 1.7% 1.5% 1.7% 1.5% 140 1,220
San Antonio 1.6% 2.1% 2.3% -3.4% 1.8% 1.5% 1.5% 1.2% 720 1,040
San Diego 2.1% 1.7% 1.5% -6.9% 04% 0.3% 0.1% 0.6% 180 770
Seattle-Tacoma 2.4% 2.1% 2.5% -7.2% 1.5% 1.1% 1.3% 1.1% 650 1,100
Southeast Florida 1.6% 1.8% 1.0% -6.2% 0.7% 0.3% 0.7% 0.8% 1,680 3,000
St. Louis 1.0% 0.3% 0.5% -4.6% 0.0% -0.1% 0.0% 0.1% 650 330
Tampa-St. Petersburg 1.9% 2.2% 2.7% -3.6% 1.7% 1.4% 11% 0.8% 1,010 2,600
Washington, D.C. 1.0% 1.3% 1.7% -5.2% 0.8% 0.5% 0.6% 0.8% 1,520 1,590
United States 1.5% 1.6% 14% -6.1% 0.6% 0.5% 0.4% 0.5% 45,310 69,860



Self-Storage Data Summ

2019 2020 2017 2018 2019 2020* 2017 2018 2019 2020
2,550 1,730 8.1% 8.4% 8.9% 7.7% $1.02 $1.01 $0.96 $0.97 Atlanta
1,500 920 10.1% 8.7% 8.0% 7.2% $1.03 $0.99 $0.97 $0.97 Austin
780 820 8.4% 7.9% 91% 8.2% $1.31 $1.29 $1.27 $1.29 Baltimore
850 860 6.3% 6.9% 6.9% 4.9% $1.90 $1.89 $1.87 $1.96 Bay Area
1,630 1,070 7.6% 9.0% 9.8% 7.5% $1.44 $1.45 $1.40 $1.47 Boston
550 860 7.6% 8.9% 11.0% 7.8% $0.92 $0.87 $0.83 $0.85 Charlotte
2,060 1,600 9.0% 8.1% 7.6% 6.0% $1.04 $1.02 $1.01 $1.05 Chicago
340 370 8.6% 6.1% 5.3% 5.1% $0.88 $0.87 $0.88 $0.92 Cincinnati
530 370 7.3% 8.6% 8.4% 6.6% $0.97 $0.95 $0.94 $0.97 Cleveland
150 340 8.1% 9.4% 8.2% 7.7% $0.86 $0.86 $0.85 $0.87 Columbus
3,070 2,310 8.7% 8.8% 7.0% 6.5% $1.01 $0.96 $0.93 $0.94 Dallas/Fort Worth
1,820 160 9.4% 10.0% 7.1% 4.8% $1.32 $1.21 $1.18 $1.19 Denver
2,080 1,100 6.6% 94% 9.0% 7.7% $0.90 $0.87 $0.84 $0.85 Houston
560 670 7.6% 7.8% 5.9% 5.9% $0.84 $0.83 $0.82 $0.83 Indianapolis
510 890 5.0% 6.1% 6.5% 6.8% $0.97 $1.03 $1.07 $1.09 Las Vegas
810 400 6.0% 8.2% 7.5% 5.5% $1.89 $1.90 $1.91 $2.00 Los Angeles
2,110 1,510 8.5% - - - $1.17 $1.15 $1.13 $1.10 Minneapolis-St. Paul
1,070 700 8.3% 8.7% 10.2% 9.7% $1.17 $1.08 $1.00 $1.00 Nashville
670 500 7.9% 94% 10.6% 6.6% $1.19 $1.21 $1.16 $1.21 New Haven-Fairfield County
1,160 860 74% 7.7% 9.0% 6.6% $2.48 $2.59 $2.58 $2.65 New York City
510 400 6.0% 8.2% 7.5% 5.5% $1.63 $1.72 $1.75 $1.79 Orange County
2,540 1,120 7.7% 8.1% 9.6% 8.1% $1.06 $1.03 $1.01 $1.03 Orlando
590 1,270 6.7% 6.5% 8.3% 7.8% $1.21 $1.24 $1.22 $1.29 Philadelphia
2,750 2,330 8.3% 7.6% 6.2% 6.9% $1.04 $1.03 $1.03 $1.08 Phoenix
1,610 1,550 8.2% 9.1% 6.1% = $1.53 $1.43 $1.38 $1.41 Portland
870 340 10.7% 9.8% 10.7% 8.7% $0.97 $0.90 $0.88 $0.89 Raleigh
340 270 5.8% 6.9% 6.4% 4.8% $1.08 $1.11 $1.13 $1.19 Riverside-San Bernardino
480 490 74% 8.9% 8.5% 6.0% $1.37 $1.33 $1.31 $1.36 Sacramento
1,500 580 7.9% 9.7% 7.5% 7.0% $0.99 $0.97 $0.95 $0.97 Salt Lake City
900 990 8.9% 9.2% 7.5% 7.0% $1.01 $0.99 $0.95 $0.96 San Antonio
430 720 6.9% 6.3% 7.3% 6.1% $1.54 $1.56 $1.54 $1.62 San Diego
2,120 1,990 6.5% 10.2% 8.4% 7.5% $1.50 $1.50 $1.49 $1.52 Seattle-Tacoma
2,220 1,900 7.3% 8.8% 7.1% 5.6% $1.41 $1.36 $1.33 $1.39 Southeast Florida
750 760 9.5% 11.5% 11.0% 7.5% $1.02 $0.93 $0.89 $0.92 St. Louis
1,620 1,300 7.2% 7.9% 8.8% 7.6% $1.17 $1.11 $1.05 $1.06 Tampa-St. Petersburg
1,540 1,560 8.2% 8.0% 8.7% 7.8% $1.47 $1.46 $1.42 $1.48 Washington, D.C.
69,560 59,930 9.6% 9.8% 9.5% 8.3% $1.20 $1.16 $1.14 $1.18 United States

Sources: BLS; Moody’s Analytics; Radius+; Yardi Matrix



Demand Drivers in the Pandemic

Will Absorption Follow Household Growth Down?
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Following early disruptions, health crisis bolsters self-storage demand in key ways.
After the initial months of the pandemic when less population movement and historically
high unemployment tempered self-storage move-ins, leasing activity improved. Easing
restrictions and fiscal stimulus helped assuage consumers’ concerns, but storage facilities
also recorded demand from households and businesses contending with new challenges
posed by the health crisis. Whether out of economic hardship or choice, many households
are consolidating and changing how living space is used, adding to the need for separate
storage. Businesses are also contending with capacity restrictions and other changes in
consumer behavior that require them to reevaluate their space needs. Together, these
new factors have the potential to offset the normal winter slowdown in storage use and
propel the sector to new levels of occupancy and rent growth this year.

Household consolidation driving some self-storage leasing activity. Population growth
and the corresponding formation of new households is generally associated with new
self-storage demand. The health crisis may be disrupting this relationship. Since the onset
of the pandemic, the rate of household formation has decreased. Yet, self-storage vacancy
has continued to decline, even amid new supply. Self-storage leasing velocity may yet feel
the impact of slower household formation, or the process itself could be adding to demand
in a different way. Children moving back in with their parents and combining previously
single households may be prompting residents to lease a storage unit due to the loss of
available space. Current sequestration behavior prompted by the pandemic may be accen-
tuating this dynamic. Households that must now facilitate remote learning and working,
and that have been able to save money otherwise spent on unavailable leisure activities,
may direct those funds to renting a storage unit.

Students returning home due to campus closures bolster storage operations. Self-stor-
age demand received a boost in the spring of 2020 from college and university campus
closures. The widespread shift to remote learning brought many students, as well as their
belongings, home early. Self-storage properties normally see an increase in demand from
student renters in the summer months, but the premature closures pushed those needs
forward to the spring. The fact that many parents were also working from home only added
to the need to store ancillary items. When fall semesters began, less than a third of college
campuses were holding in-person classes as normal. A majority of schools were either con-
tinuing to focus on online instruction or practicing a hybrid model with only some students
in residence. As the year advanced, more colleges shifted back to a remote focus given a
resurgence of cases during the winter holidays. In 2021, remote learning will continue to
be a prominent pillar of colleges’ instruction practices in the near term, likely maintain-
ing college students’ elevated need for storage, which contrasts with past school years.
Self-storage use from this cohort is unlikely to normalize until vaccines are widely available
and the health risks posed by in-person instruction are substantially mitigated, both for the
students themselves as well as for associated faculty and staff. Even when students return
to campus housing, parents working from home may continue to leverage self-storage to

keep excess clutter to a minimum.



Capacity restrictions push restaurants, stores and offices to consider self-storage. As
with the consumer tenant base, the needs of commercial self-storage renters have also
changed because of the coronavirus. Pre-health crisis, a wide range of businesses rented
units, most often to keep paper records, excess inventory, and unneeded equipment and
furniture. The widespread restrictions enforced at many places of business, especially
bars, restaurants and other retailers, have accentuated some of these needs. In order to
accommodate physical distancing, many eating and drinking places have had to remove
furniture, or in some cases, completely reinvent their retail space. A surge in COVID-19
infections entering 2021 prompted a renewed commitment to these limitations that
may drive such storage demand until vaccines are widely available. Many offices will also
remain closed until vaccines are more common. When facilities do reopen, an expec-
tation of greater physical spacing may require some firms to place excess furniture or
equipment into off-site storage. Any on-site storage space in the office may be re-tasked
to accommodate workstations given these new physical distancing standards.

Shift with inventory management, shopping patterns to influence storage needs.

The widespread sequestration that took place in 2020 changed retail shopping patterns
in ways that also impacted self-storage demand. First, inventory management practices
changed. An initial wave of preparedness buying led to shortages of key necessities that
pushed many retailers and distributors to shift from “just-in-time” inventory manage-
ment to “just-in-case,” resulting in expanded inventories. Stores seeking an affordable al-
ternative to expanding their retail footprint turned in some cases to self-storage facilities
to keep the added stock. The second retail trend with implications for self-storage use is
the acceleration of online shopping. E-commerce sales volumes have essentially leaped
multiple years forward in time and in order to meet this demand, some logistics firms are
leveraging storage units as a hyper local extension of their delivery networks. This trend
may reflect a temporary, niche use, or could foretell a broader change.

A confluence of pandemic-related factors may disrupt normal seasonal trend. Wheth-
er the renter is a private consumer or a business, the health crisis has had a profound
impact on self-storage needs. The combined effects of the shift to remote working and
learning, in addition to household consolidation and capacity restrictions on business-
es, boosted self-storage occupancy to record levels last year. That trend is anticipated

to continue in the first half of 2021 even though winter is a typically subdued period for
self-storage leasing, with students back in school and fewer people moving. That was not
the case this winter. More students were at home and many households may still relocate.
The health crisis has shifted lifestyle preferences, with an emphasis on living in larger
spaces away from high-density neighborhoods. Advancing into the latter half of 2021, the
performance of self-storage properties will depend on the broader economic recovery.
The anticipated widespread availability of effective vaccines should pave a path toward
normalization. The end to temporary pandemic-related demand drivers such as campus
closures and business capacity restrictions will be offset by a more general improvement
in the national economy, including falling unemployment and renewed household forma-
tions. These factors also underpin self-storage needs and will likely return the sector to
more typical seasonal patterns by year end.
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Technology & Innovation
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Online rental platforms gain prominence during lockdowns. The health crisis has
shed new light on the prospect of technological innovation within the self-storage sector.
When the country first entered lockdowns last spring, the digital tools that most bene-
fited property owners were online rental platforms. Going into 2020, the most common
method of finding a self-storage facility was from first-hand encounters while commut-
ing, but online searches were the third most used method. Sequestration immediately
made a full service online portal a much more critical part of a facility operator’s business
plan. Some major self-storage owners and management firms had already activated digi-
tal rental platforms before March, while others deployed similar tools in the subsequent
months. The ability to not only locate a storage facility, but to rent and pay for a specific
unit entirely online has become a structural component of the industry. From an opera-
tional standpoint, this software can also allow for clearer price discovery and more varied

price differentiation among renters, aiding revenue and occupancy.

On-site automation tools take on new significance in pandemic environment. The
sudden need to avoid close personal interaction whenever possible added new value to
many of the automation solutions taking hold in the sector. Beyond new safety pro-
cedures and cleaning protocols, applicable technologies include electronic locks and
key-code accessible security systems that allow consumers 24-hour access to the facility
and their unit. Other business-centric tools include remote monitoring systems, for both
security and climate-control purposes. Additional devices that help limit face-to-face
interaction include kiosks and mobile smartphone apps, which can allow customers to
obtain a unit and make a rent payment without physically meeting an employee.

New technologies may foster customer engagement post-pandemic. Mobile smart-
phone integration is a growing practice in the self-storage sector. In addition to offering
the same rental services as a website, these apps can be linked with on-site features such
as smart locks to create a contact-less experience for the renter. Beyond the obvious
safety benefits during the health crisis, these tools, when implemented well, can help
differentiate a property for customers who value that type of user experience. Demand
for smart entry may grow further as more customers shift their visits to off hours in an
attempt to avoid congestion. Smart locks, when paired with other unit-level monitoring

devices, also grant staff greater control over facility security, even from a remote location.

Technological innovation does not preclude success at older facilities. Some of the
recent automation tools adopted by self-storage owners are tied to newer facilities, but
older properties have not fallen by the wayside during the pandemic either. Drive-up
access to a unit is still a top requested feature among both private and commercial rent-
ers, and limits the kinds of personal interactions that can occur when sharing a common
loading area or elevator. A key automation component for single-level properties with
outdoor units would be 24-hour facility access provided by an electronic gate system that
would not require an employee to be physically present. An online presence to attract
and engage customers is also not dependent on the age or design of a facility.



Demographic Changes

Millennial renter block bolsters long-term outlook of property type. Since the last
financial crisis, the millennial generation has emerged as an important pillar of the
self-storage renter base, outnumbering every other generation in the self-storage renter
pool. A decade ago most millennials were in their early 20s or younger, and the oldest of
the cohort were not yet 30. As time advanced, more members of the generation finished
school and left home to start new jobs. Many moved to dense urban areas where living
space was at a premium, pushing some to rent nearby storage units. The nature of their
living situations pushed them to access the units more frequently than past generations.
In 2021, the leading edge of the cohort is almost 40. Many members of the generation
have started families and moved out of the urban core, and they are now facing many of
the same self-storage demand drivers that previous generations experienced. This aging
has prompted a migration trend that has only been reinforced by the pandemic, with

important long-term implications for the sector.

Migration to less costly, warmer climates underscored by lockdown environment. Be-
fore the current health crisis, regional migration across the U.S. was already influencing
self-storage performance. Households in search of lower costs of living and more temper-
ate climates were relocating from parts of the West Coast and Northeast to the Sunbelt
and Southwest. This in turn had increased renter demand and prompted additional
construction activity in those settings. Markets that have led the nation in self-storage
supply growth over the past five years, such as Austin, Charlotte, Nashville and Phoenix,
have also seen their populations expand by multiple times that of the U.S. pace over that
same span. The pandemic has only reinforced this trend, highlighting some of the draw-
backs of living in a dense urban environment while simultaneously removing many of the
benefits, such as being close to places of work or entertainment. Metros such as New York
City and San Francisco in particular have been impacted by a migration of some residents
to less dense, more affordable areas. Part of this shift may be temporary, aided by the abil-
ity of some professionals to work remotely until offices reopen, but other relocations may
be permanent. This creates demand for self-storage both now, during the moving process,
as well as in the future from the broader increase in population. The age breakdown of

the local residents will factor into storage demand moving forward as well.

Anticipated downsizing trend fosters storage needs. Another major demographic
tailwind for the self-storage sector is the aging of the baby boomer generation. As the
population of people over the age of 75 grows at an accelerated rate in the coming years,
awealth transfer is expected. An estimated 13 million to 14 million individuals are antic-
ipated to leave the homeownership pool between 2026 and 2036, more than 40 percent
above the 2009-2019 period. Numerous baby boomer households are likely to downsize,
either out of preference or need, requiring them to either store or distribute many of
their possessions and family heirlooms. Younger relatives receiving these gifts may still
have to store them for a protracted period of time, especially if they have yet to expand
their own living situations. Many of the markets with an aging demographic, including
some of those discussed above as well as others in the Southeastern U.S., bolsters the
long-term demand outlook for self-storage properties in many parts of the country.
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Fundamentals

Pandemic Hastens Construction Drop
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Coronavirus shutdowns temper construction activity. One of the most notable effects
of the health crisis on the self-storage sector has been with development. Temporary
work stoppages and new safety procedures substantially slowed the pace of self-storage
construction last year. Less than 14 million square feet of space was completed in the sec-
ond quarter of 2020, the lowest quarterly delivery total since mid-2017. Arrivals picked
up again in the September-to- October period but dropped to 12 million square feet for
the final three months of the year. Total completions for 2020 reached 60 million square
feet, down 14 percent from the year before and short of the record 70 million square feet
deposited in 2018. Spiking infections in early 2021 and difficulties obtaining some raw
materials will continue to trouble the pipeline this year, likely tempering construction
activity even further. This process will not happen uniformly across the U.S., as each mar-
ket contends with its own pandemic challenges and self-storage development schedules.

Certain markets take brunt of recent development wave. Over the past five years,
self-storage inventory in the U.S. has grown by nearly 20 percent, but space has not been
distributed evenly across all markets. Metros that have experienced the most develop-
ment since 2015 include Portland, Austin and Denver, where stock has swelled by over 35
percent. Raleigh, Nashville, Minneapolis-St. Paul, and Phoenix also had large pipelines.
Much of the construction activity in these and other markets was driven by robust popu-
lation growth that will facilitate new self-storage rental demand over time, but the brief
period in which many of these properties opened challenged short-term leasing. Con-
versely, metros in California such as Riverside-San Bernardino, Sacramento, Los Angeles
and the Bay Area have seen more modest inventory increases of less than 10 percent.
High land costs and regulatory hurdles drove this behavior. For some other cities, such
as Detroit and Cleveland, smaller pipelines were warranted by less positive demographic
trends. Looking forward, Dallas/Fort Worth, Phoenix and Tampa-St. Petersburg lead the
nation with the most deliveries anticipated in 2021.

Most metros observed record-low vacancy last year. Despite historically high devel-
opment in recent years, the disruption to construction in the spring of 2020 paired with
increased renter demand from the pandemic translated to falling vacancy in most major
markets. Metros with comparatively few recent arrivals, such as Riverside-San Bernardi-
no and the Bay Area, reported some of the tightest availability in the country at under

3.5 percent in the third quarter of 2020. Vacancy was similarly low in heavily developed
Denver, as the area’s favorable migration trends, likely accelerated by the health crisis,
caught up with new supply. Only a handful of major metros reported year-over-year
vacancy increases. Las Vegas, which had the highest unemployment rate in the country at
the time, reported a 20-basis-point annual vacancy increase in September to 5.8 percent.
Availability also rose in Phoenix, where new supply growth remains a hurdle. For newly
opened units, drawing in tenants has been made more difficult by the need to physically
distance from one another. Despite these exceptions, the national vacancy rate still fell to
its lowest level since before 2004 at 7.3 percent last September and is anticipated to stay
low this year, reflecting the resiliency of the product type.



Fundamentals

Asking rents recover from spring decline. Entering 2020, multiple years of elevated con-
struction had weighed on rent growth as operators leveraged lower asking rates to support
occupancy. That dynamic became even more true in March and April when stay-at-home
orders prompted fewer people to visit or lease storage units for a brief window. The average
marketed rate for a standard 10-foot by 10-foot unit fell from $1.15 per square foot in Feb-
ruary to $1.12 in May. However, as tenant turnover began to improve in the summer, asking
rates rose, returning to $1.16 per square foot by the end of the third quarter, slightly up from
ayear prior. Between then and the end of the year, the average asking rate rose another 1.7
percent to achieve $1.18 per square foot. Up 3.5 percent from 12 months prior, 2020 became
the first year to record an increase in the U.S. average asking rent since 2017.

Rent growth follows similar paths across unit types. The performance of marketed
rental rates through 2020 has been largely the same for climate-controlled as well as
non-climate-controlled units. Both types of rentals recorded rate drops in April and May,
with the higher-cost climate-controlled space declining more steeply. The average asking
rate for a climate-controlled 10-foot by 10-foot unit fell from $1.30 per square foot in
March to $1.25 in May, a 3.8 percent drop. Non-climate-controlled units recorded a 2.6
percent decrease. Since June, climate-controlled marketed rents have climbed past the
level observed in March to $1.33 per square foot at the end of the year. Similar to non-cli-

mate-controlled units, the asking rate surpasses the year-end 2019 mark by 2.3 percent.

Metros with less supply growth, strong in-migration post rent gains. Following two
consecutive years of falling asking rent at the national level, rent growth returned in
2020, led by several outperforming markets. These metros included Philadelphia, Los
Angeles, Riverside-San Bernardino and Phoenix, where the average asking rates each
improved by about 4.9 percent or more. A supply shortage contributed to the rent growth
in Los Angeles while robust in-migration fostered demand in Phoenix, with rate hikes in
the Riverside-San Bernardino resulting from a combination of those two factors. South-
east Florida, Sacramento and the San Francisco-Oakland area also recorded positive
rent momentum year over year in December 2020. Several other markets reported rent
growth more in line with the national average, spanning all regions of the country. The
factors that drove strong rent jumps in these metros last year are anticipated to continue
into 2021.

Some markets still experiencing downward pressure on rents. While the self-storage
sector overall is continuing to benefit from many demand tailwinds spurred on by the
health crisis, several markets still reported tepid growth in asking rates last year. These
metros included Austin, Nashville, Dallas/Fort Worth and Denver, where averages all
improved by 1 percent or less. The average asking rent declined in Minneapolis-St. Paul
over the same span, down 3 percent. Although development slated for 2021 across several
of these markets is more muted than in it has been in past years, new supply continues

to be alingering issue in those destinations. Falling vacancies suggest operators are
lowering street rates in order to fill units amid the broader economic turbulence. As the
health crisis abates and leasing velocity improves, the downward pressure on asking rents

should dissipate.
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2020 Annual Rent Change

Source: Yardi Matrix



Investment Trends

Transaction Trends
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Transactions continue through the pandemic. While not immune to health crisis
disruptions, self-storage sales velocity slowed by a smaller margin compared with other
property types. Investment activity contracted by only about 10 percent between the first
and second quarters of 2020, when physical distancing requirements and limited lender
bandwidth delayed trades. Sales rebounded by more than 15 percent in the third quar-
ter, however, as easing lockdowns led to more assets changing hands in that period than
during the first 90 days of 2020. Competition for listings helped sales prices appreciate
for the 11th consecutive year, rising to a national average of $116 per square foot for all of
2020, up 6.0 percent annually. The average cap rate remained unchanged over the same
span at 6.5 percent. While severe infection rates have prompted new restrictions in some
parts of the country, lessons learned earlier in the health crisis are likely to keep transac-
tions moving forward.

Impact of the health crisis on sales varies by region. The overall positive national sales
trend was bolstered by some outperforming regions. During the second quarter, when
strict lockdowns were in place in the Northeast and along the West Coast, roughly one in
three self-storage transactions involved a facility in the Southeast. The Texas/Oklahoma
region also recorded fairly consistent velocity throughout the year. Some other areas
experienced greater slowdowns, however. Sales velocity decreased the most between the
first and second quarters across the Midwest states. Whereas assets in that region com-
prised 25 percent of trades in the first quarter, that ratio receded to about 11 percent in
the following three months. In the third quarter, however, Midwest sales velocity notably
improved, making it the only region to report more trades in the first nine months of
2020 than during the same span the year before.

Current investment environment well above previous downturn. Despite new logis-
tical hurdles, the number of properties traded in 2020 far exceed velocity from before
the 2008-2009 financial crisis, reflecting greater investor demand. Buyer competition
has contributed to a 57 percent increase in the average sale price since 2006, a phenom-
enon reflected in the positive returns of the public operators. Between 2009 and 2019,
the equity value of the major self-storage REITs collectively improved by a wider margin
than that of the S&P 500 or all REITs together. Similarly, the self-storage REITs posted a
return of nearly 12 percent in 2020, whereas many other REITs ceded value.

Changing product mix an influence on but not the driver of higher sales prices. Many of
the self-storage facilities built over the past decade are fully enclosed, multilevel buildings
with more climate-controlled units than older assets. These properties are also often locat-
ed closer to population centers. These factors bolster the selling price of these buildings,
which, as more of them enter the expanding buyer pool, has partly contributed to the sub-
stantial rise in sales values recorded over the past several years. Nevertheless, the majority
of self-storage trades posted in recent years were still single-story buildings constructed
prior to 2010. As such, the historically strong investment trends observed in the market
today are still more so a reflection of the underlying growth of the sector, among renters

and investors, than a change to the mix of properties that are changing hands.



Investment Trends

After pause, lending activity resumes with self-storage facilities holding advantage.
During the initial months of the health crisis when uncertainty was high, capital was
limited. Many lenders stepped away from the market in the spring or became backlogged
with servicing Paycheck Protection Program loans. Since June the capital markets have
thawed, however, as more information about the economic damage of the pandemic on
commercial real estate granted pricing clarity. This was particularly true of stabilized
self-storage properties, which faced fewer disruptions to cash flows due in part to their
essential status under lockdowns. Banks and credit unions, already prominent lenders in
the property type, have taken on an even greater role in recent transactions as new CMBS
issuance has been slow to resume. Interest rates on new debt are generally in the 3 to 4
percent range, with loan-to-value ratios below 70 percent. Life insurance companies are
providing more conservative terms, while SBA-guaranteed loans can feature higher LTVs
for experienced borrowers. A critical factor for due diligence is the property’s location.
Some parts of the country experienced more severe stay-at-home orders than others,
affecting renter demand. An asset’s specific position relative to competing businesses
within a 3- to 5-mile radius is also important. Facilities that are reporting pre-crisis
income levels earn more favorable lending terms.

Capital sources become more cautious of recent or new construction. The lending
landscape differs notably for non-stabilized self-storage properties and projects under
development. Given the historic level of construction that has taken place over the past
five years, numerous newer properties are still in the process of achieving full occupancy.
Spring and summer stay-at-home orders made that goal even harder to obtain. After a
subsequent economic reopening period, spiking COVID-19 case counts in the final weeks
of 2020 and early 2021 have led to an economic regression in some areas. Non-stabilized
properties in danger of failing to meet loan performance expectations may turn to bridge
lenders for short-term gap financing. Competition for these loans as well as the risks
posed by the broader economic situation have prompted more stringent terms. Lenders
in general are also being more cautions regarding new self-storage construction loans,
for largely the same reasons. This will likely contribute to an even greater slowdown in
openings in the near future as the ability to finance development lessens.

Investors face many favorable prospects and some hurdles in 2021. Looking forward,
the investment climate has significant potential. The Federal Reserve will likely keep the
federal funds rate low for an extended period, holding interest rates well below the aver-
age first-year return on a self-storage asset. Strong property fundamentals also point to
the stability of the asset class, which together with low lending rates reflects a compelling
risk-adjusted return profile. At the same time, 2021 will not be without its challenges. The
legacy of elevated development will continue to create pockets of concern in the sector.
The ample increase in sales price over the past 10 years, while generally a positive for
sellers, does raise the asset’s tax burden after appraisal. Various operating costs, including
online advertising, continue to climb. Finally, the final outcome of the health crisis is still
uncertain. While the ongoing disbursement of numerous vaccines improves the outlook,

unforeseen challenges could arise that sway the recovery’s path.

Average Rate CMBS Delinquency Rate

Percent of Dollar Volume

Lender Composition on Outstanding Loans*
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“Sales $2.5 million and greater

Sources: Federal Reserve; Moody’s Analytics; Trepp; Real Capital Analytics; Yardi Matrix



Tailwinds for Seniors Housing Growth

The 65 and older population will increase by
16.2 million over the next 10 years, driving

demand for senior living communities.

By 2030, the senior cohort will comprise 21
percent of the total population, up from 17

percent in 2020.

The daily care needs of the older generation
increase with age, pressuring demand for as-

sisted living and skilled nursing facilities.

Roughly 8.4 million Americans will have Alz-
heimer’s by 2030, up from 4.7 million in 2020,

placing greater focus on memory care options.

Sunbelt markets are anticipated to register
outsized growth of the senior cohort as re-
tirees seek warmer climates, driving demand

for modern and upgraded communities.

New technologies will increase the care ca-
pabilities of the seniors housing industry,
giving aging adults greater independence and

improving patient outcomes.

The pandemic emphasized the senior hous-
ing sector’s position in the healthcare con-
tinuum, cementing its role as a needs-based

product with few comparable alternatives.

Strong federal support through the pandem-
ic has helped to bolster operations and sus-
tain investor confidence, paving the way for

a strong rebound this year.

The seniors housing sector supports the
varying demands of the aging population
with a social and community-based environ-
ment, hospitality and healthcare capabili-
ties, and minimal responsibilities, ensuring

strong penetration rates in the years ahead.

Macro Perspective

Seniors housing changed forever. After a challenging year that stretched staffing, im-
pacted finances, and will forever reshape the seniors housing industry, the rollout of the
COVID-19 vaccine is a light at the end of the tunnel for operators. Care providers face along
path to full recovery in 2021, characterized by new operational initiatives and an increased
focus on clinical care, utilizing lessons learned through the health crisis to restore consum-
er confidence. Seniors housing will play a more significant role in the healthcare continu-
um, as it has during the pandemic, developing and implementing evidence based outcomes
to improve the quality of life and safety of residents and staff. Assisted living, in particular,
has cemented its position in the healthcare marketplace, and moving forward, the care
segment’s role in the healthcare industry will continue to grow.

Sector recovery closely tied to vaccine distribution. The pandemic’s unprecedented
financial and operational challenges weighed on property performance and brought
occupancy to record lows for all care segments. The return to pre-pandemic property
metrics will be long and uneven across markets and care segments and will hang on

the successful procurement of the COVID-19 vaccine. The race to vaccinate the nation
began last December when regulatory bodies approved two vaccines, though a decentral-
ized distribution model and varying guidance at the federal, state, and local levels have
created challenges and bottlenecks. Care providers that have been quick to adapt during
the crisis and leverage their healthcare relationships will be on a faster path to recovery,
while some smaller operators and unlicensed facilities could be more challenged.

Advancing technological capabilities a top priority. The senior housing sector has

been forced to evolve in a new environment that has placed closer scrutiny on opera-
tions, design, amenities and infectious disease control. Advancements in technology will
play a key role in a post-pandemic world, connecting residents virtually to families, staff
and physicians. Eased regulations accelerated the use of telehealth and it will remain
essential to provide high acuity care at lower costs, driving care providers to invest in new
technologies moving forward.

Greater oversight likely for senior living providers. Through the recovery, staffing and
maintaining appropriate levels of care will be a top priority. The health crisis highlighted
areas in need of improvements, including staffing, and has drawn the attention of regula-
tors. Some states have already taken steps to enforce stricter minimum staffing levels and
lower resident-to-nursing assistant ratios for the skilled nursing sector, and more regu-
lations could be on the horizon with a change of leadership at the Centers for Medicare &
Medicaid Services.

r. [

Visit MarcusMillichap.com to explore [
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the industry’s largest inventory of
exclusive Seniors Housing listings.


https://mmi.pub/seniors-housing

202l Seniors Housing Market Outlook

Demographic Tailwinds

Dallas/Fort Worth Orlando » The outsized projected growth of the 65 and older cohort over the next five years and more

Greenville San Francisco stable property metrics provide a strong tailwind to a range of markets. Orlando leads the

Jacksonville San Jose . . L. .

Las Vegas Tampa-St. Petersburg nation, increasing its 65-plus population by 25.1 percent by the end of 2025.

Mi js-St. P T . .
tnneapolis-St. Paul ueson * Development challenges and a steady growth of the baby boomer generation provide a stout

tailwind to existing communities in San Francisco and San Jose.

Austin Miami-Dade e Sunbelt markets are attracting more retirees as they seek out warmer climates, alower cost

Charleston Milwaukee ofliving and a favorable tax environment, creating a positive outlook for other Florida mar-

Cincinnati Phoenix . X X . .

Denver San Diego kets as well as Southwestern metros. Austin, Miami-Dade and Phoenix will all record strong

Houston Seattle-Tacoma growth of the older cohort, helping to align future supply trends.

e Favorable economic and migration trends will support seniors housing recovery in Charles-
ton, Denver and Seattle-Tacoma. These markets also face minimal threats from new con-
struction, keeping supply and demand better aligned over the coming quarters.

Birmingham Portland ¢ A mix of secondary and tertiary markets including Portland, Raleigh, and Sacramento have
Boston Raleigh been able to sustain relatively stable property operations and will record steady expansion
Charlotte Richmond . . .

Columbia Sacramento of the 65 and older population, supporting a positive outlook.

Oklahoma City San Antonio

A preference to live outside of dense metros and instead in smaller markets as Americans

age is a bright spot for Richmond and San Antonio over the coming years.

Pressured Fundamentals

Atlanta Riverside-San Bernardino ¢ A greater impact on property metrics coupled with a wave of new supply will weigh on the
Cleveland Salt Lake City recovery for Indianapolis, Riverside-San Bernardino and Salt Lake City.

Columbus Tulsa

Greensboro Virg ’.".1.‘1 Beach » A stout development pipeline could create challenges for a handful of markets as they work
ﬁ%ﬁgﬁoﬁs Washington, DC. to bring property operations back to pre-pandemic levels, which could lead to an elongated
New Haven-Fairfield County recovery for Atlanta, New York City and Washington, D.C.

New York City

Protracted Recovery

Baltimore Nashville e Markets that will register weaker expansion of the senior cohort over the next five years in
Chicago Philadelphia contrast with the rest of the nation could create challenges in filling available units, placing
Detroit Pittsburgh . . .

Los Angeles St Louis Baltimore, Chicago and Detroit on the lower end of the spectrum.

Louisville

Some metros have posted steep declines in occupancy for an array of reasons in 2020, cre-
ating more ground to cover over the coming quarters for Louisville, Philadelphia, and St.
Louis. These markets are also anticipated to record weaker growth of the older population,
leading to a bumpy recovery.




Demographics

Older Households’ Growth Accelerates Over the Next Two Decades
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Daily Care Needs Increase With Age
Almost of Americans
More than of individuals
older than 65 . .
will require long-term care
will require some form of
. B f ! . . . . . in a nursing home.
long-term care in their lives. w
* Forecast

Sources: Harvard Joint Center for Housing Studies; National Center for Assisted Living



Deliveries

Sunbelt Markets Grow Seniors Housing Supply, Anticipating Strong Migration Trends
2020 Seniors Housing Construction and 5-Year Growth of the 65 and Older Cohort

Seattle-Tacoma

WA

MT
Portland
OR 0
wy
Salt Lake City Denver
NV .
Sacramento oy co
San Francisco
cA Las Vegas
San Jose
AZ
Riverside-SB
Phoenix NM
Los Angeles. .
San Diego °
Tucson

Development Pipeline Ranking

(units under construction)

. Top 10 Markets
Middle 30 Markets

® Bottom 10 Markets

2020 Development Pipeline
Highest Growth

TX

Austin

San Antonio

New York City 2,933
Atlanta 2,666
South Florida 2,657
Houston 2,529
Washington, D.C. 2,042
Chicago 1,831
Los Angeles 1,794
Phoenix 1,528
Philadelphia 1,238
Detroit 1,136

2020 Development Pipeline

Lowest Growth

Cincinnati 40
Tucson 60
Birmingham 73
Columbia 128
Virginia Beach 132
Baltimore 139
Hartford 140
New Haven-Fairfield County 166
Oklahoma City 188
Louisville 195

LA

. Houston

AL Atlant;a\;‘,x

ND
X MN
Minneapolis-St. Paul
- ME
SD wI
Milwaukee MI N¥yanet g NH
Detroit artiorgy
A Chicago . . Cleveland .’7:1‘ : Boston
~ Columbus PA ® ‘N&W Haven-Fairfield
IL IN i Pittsburgh New York City
Indianapolis “C} % Philadelphia
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S by .
St. Louis Louisville @ WV Washington, D.C.
KY VA Richmond
Oklahoma City Nashville - ; . @ Virginia Beach
(). 7'\Greenville NC Raleigh
- AR Charlotte
Dallas/Fort Worth Birmingham @ 5? Columbia
MS Charleston

FL Jacksonville

Orlando
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.Southeast Florida

-

2020-2025* Population Growth (65+)

Biggest Gainers

Orlando

Austin

Phoenix

Las Vegas
Jacksonville

South Florida
Dallas/Fort Worth
Houston

Tampa-St. Petersburg
Charleston

25.1%
24.2%
23.3%
22.6%
21.3%
20.9%
20.6%
20.3%
19.9%
19.7%

2020-2025* Population Growth (65+)

Smaller Expansion

S A

Cleveland

Chicago

Detroit

Baltimore

Pittsburgh

St. Louis

Hartford

New Haven-Fairfield County
New York City

Louisville

10.6%
10.8%
11.4%
11.6%
11.7%
12.1%
12.9%
13.0%
13.3%
13.3%

* Forecast

Source: NIC Map® Data and Analysis Service (Wwww.nicmap.org)



Seniors Housing Data Summary

2017 2018 2019 2020 2017 2018 2019 2020 2017 2018
Atlanta 617 783 1,426 564 533 731 214 434 6 -21
Austin 487 205 416 258 -17 396 137 443 114 -140
Baltimore 62 407 255 -231 -28 -143 116 258 4 -57
Boston 121 113 389 202 442 253 95 687 -26 -574
Charlotte 141 314 2 113 116 -21 146 102 31 -11
Chicago 564 309 669 -347 1,106 1,150 607 955 -377 -125
Cincinnati 63 0 135 -8 235 220 501 248 409 -527
Cleveland 1 60 294 683 354 694 503 296 -250 -11
Columbus 565 245 96 -19 215 183 482 101 -180 -106
Dallas/Fort Worth 1,243 138 372 1,133 200 1,063 442 30 425 88
Denver 228 31 310 115 434 599 30 798 202 -134
Detroit 571 408 452 39 400 454 975 361 -9 -241
Houston 563 663 609 549 186 401 94 179 -283 -16
Indianapolis 270 247 0 192 198 269 252 328 -106 -1
Las Vegas 11 151 130 0 61 222 1 44 0 35
Los Angeles -269 -1,159 -451 222 340 1,095 514 312 4 230
Louisville -99 129 91 137 124 102 195 -3 24 -76
Milwaukee 351 121 127 665 141 199 664 93 -171 -226
Minneapolis-St. Paul -152 18 -269 613 967 1,011 1,502 724 287 -285
Nashville 266 87 376 333 92 409 180 -13 67 -37
New Haven-Fairfield County 119 -115 0 0 -114 115 293 3 -54 -106
New York Metro Area -152 3 315 452 471 836 576 767 -91 -755
Orlando 184 397 32 0 223 330 137 215 -9 -17
Philadelphia 155 -4 348 657 34 134 175 478 49 215
Phoenix 357 794 324 582 861 448 1,366 309 -88 261
Pittsburgh 132 1 190 127 -56 166 225 51 30 -60
Portland 427 389 349 138 -317 130 281 296 30 -67
Raleigh -189 120 386 192 -1 -26 1 13 110 -12
Riverside-San Bernardino -73 273 -160 66 193 135 192 -22 44 -3
Sacramento 148 -14 244 -165 202 101 182 836 -131 29
Salt Lake City 273 96 113 9 123 207 -111 -266 42 -70
San Antonio 845 5 3 1 46 -3 27 -37 166 -233
San Diego 11 -261 82 377 518 666 10 -275 2 0
San Francisco 144 -465 287 0 205 460 -256 -42 104 -12
San Jose 3 1 =1l -1 -28 -92 53 -52 -9 0
Seattle-Tacoma -83 16 28 101 178 470 336 56 -155 -254
South Florida -143 664 19 34 -86 40 149 810 -79 -236
St. Louis 29 190 62 231 372 543 145 215 9 -139
Tampa-St. Petersburg 122 434 -99 102 -85 346 329 127 27 25
‘Washington, D.C. 314 96 329 141 517 542 511 273 12 197
United States 11,297 6,868 11,747 11,265 13,879 18,579 14,711 11,361 -1,134 -5,032




Seniors Housing Data Summ
Skilled Nursing (beds) Occupancy Rate - Independent Living Occupancy Rate - Assisted Living
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2017

86.6%
87.5%
88.7%
91.3%
85.8%
89.0%
85.8%
89.6%
90.1%
85.4%
88.1%
88.8%
86.8%
89.6%
79.5%
90.6%
88.4%
89.3%
91.3%
87.4%
89.8%
92.5%
89.7%
88.3%
87.0%
88.9%
91.3%
89.0%
90.3%
93.2%
84.1%
78.7%
894%
90.8%
92.3%
91.7%
87.9%
88.3%
88.0%
90.9%

89.2%

2018
85.5%
81.4%
88.4%
90.3%
84.8%
88.6%
86.3%
86.0%
89.9%
84.1%
89.2%
86.2%
82.2%
86.6%
83.6%
89.5%
85.2%
89.6%
91.1%
83.2%
92.4%
92.5%
87.4%
88.1%
87.6%
90.7%
92.1%
90.2%
89.2%
91.6%
85.8%
73.9%
91.3%
89.2%
92.2%
89.0%
88.6%
88.6%
87.3%
89.0%

88.3%

2019
84.9%
82.9%
89.9%
89.4%
82.8%
89.5%
87.0%
86.4%
88.0%
85.9%
88.7%
83.8%
82.0%
85.8%
85.0%
88.6%
85.2%
90.4%
91.5%
85.6%
90.3%
92.7%
86.2%
88.1%
85.9%
89.3%
91.5%
90.6%
87.7%
91.2%
88.7%
78.2%
90.3%
89.9%
94.1%
89.3%
88.2%
88.5%
89.0%
88.2%

88.3%

2020

76.9%
71.1%

76.4%
80.4%
754%
81.1%

76.4%
77.7%
78.2%
77.9%
78.7%
76.0%
75.0%
77.0%
75.8%
80.3%
76.3%
83.9%
83.9%
78.0%
81.0%
85.6%
79.3%
77.8%
74.5%
80.3%
84.1%
81.4%
76.6%
82.1%
77.5%
72.4%
82.1%
84.5%
83.6%
83.9%
78.0%
77.8%
83.1%
81.0%

80.3%

2017

90.4%
79.7%
894%
88.2%
81.6%
81.4%
87.0%
83.7%
874%
72.9%
84.8%
83.7%
75.2%
774%
894%
90.2%
86.2%
82.3%
86.3%
78.1%
90.0%
91.8%
92.1%
87.9%
85.9%
86.4%
77.6%
84.9%
90.8%
90.1%
82.0%
76.4%
92.7%
90.1%
92.6%
84.9%
90.5%
77.6%
90.8%
89.4%

86.0%

2018
90.4%
77.6%
88.8%
88.7%
84.4%
81.1%
87.4%
82.5%
86.4%
72.4%
84.6%
85.6%
73.1%
79.3%
90.0%
90.9%
85.8%
80.8%
87.4%
80.8%
89.4%
92.2%
91.5%
88.1%
83.9%
87.9%
79.7%
84.6%
92.5%
90.6%
80.8%
73.8%
93.0%
89.9%
93.3%
85.3%
91.7%
75.9%
91.5%
89.3%

86.1%

2019
90.3%
78.1%
87.4%
89.2%
85.1%
82.0%
86.6%
81.6%
85.0%
72.0%
84.3%
85.9%
72.3%
80.6%
90.8%
91.5%
87.3%
79.6%
87.2%
82.4%
90.0%
92.1%
92.7%
86.8%
85.8%
88.2%
81.7%
87.1%
93.5%
90.7%
80.9%
74.6%
92.9%
90.9%
92.8%
83.7%
90.5%
76.9%
91.3%
89.7%

86.3%

2020

77.0%
69.0%
75.9%
73.1%
75.0%
74.6%
79.1%
74.7%
74.4%
63.0%
76.6%
71.6%
59.6%
71.7%
82.3%
76.6%
76.6%
72.2%
76.1%
72.7%
79.5%
79.2%
82.4%
72.9%
75.1%
76.0%
72.7%
73.2%
79.9%
81.0%
72.4%
63.1%
84.3%
874%
80.2%
72.6%
79.2%
65.8%
79.5%
79.0%

75.2%

Atlanta

Austin

Baltimore

Boston

Charlotte

Chicago

Cincinnati
Cleveland

Columbus
Dallas/Fort Worth
Denver

Detroit

Houston
Indianapolis

Las Vegas

Los Angeles
Louisville
Milwaukee
Minneapolis-St. Paul
Nashville

New Haven

New York Metro Area
Orlando
Philadelphia
Phoenix

Pittsburgh

Portland

Raleigh
Riverside-San Bernardino
Sacramento

Salt Lake City

San Antonio

San Diego

San Francisco

San Jose
Seattle-Tacoma
South Florida

St. Louis

Tampa-St. Petersburg
Washington, D.C.

United States

Source: NIC Map® Data and Analysis Service (www.nicmap.org)



Demand Drivers

Growth of U.S. Population Over Age 65

mmm 65+ Population % of Total Population
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Strongest Growth of 65+ Cohort

65+ Age Cohort (millions)

orlando I
Austin IR
phoenix [N
Las Vegas [N
Jacksonville NG
Dallas/Fort wort NN
Houston I
Tampa-St. Pete. _
Miami-Dade NN
charleston NG

0% 7% 14% 2% 28%

65+ Population 5-year growth

Life Expectancy at Age 65 as of 2019

Male Female

85.7

Age Breakdown of Assisted Living Residents

1%
65-74
More than half
of residents are

85+

* Forecast
Sources: Centers for Disease Control and Prevention;

Centers for Medicare & Medicaid Services
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Substantial expansion of older households on the horizon. The seniors housing sector
faces numerous near-term challenges as the health crisis pressures the industry and places
an unprecedented financial and operational strain on communities. Long-term demand
drivers remain in place, though, with a wave of baby boomers entering retirement over the
next decade, a bright spot for the sector. The leading edge of the baby boomer generation
is quickly approaching 75, which will substantially grow the number of older households
across the nation. Over the next two decades, the number of households between the

ages of 75 and 79 will expand by approximately 4.7 million, a nearly 80 percent increase.
With advancements in modern medicine and greater levels of care, the number of heads
of households 80 and older will grow at an even faster pace. Roughly 17.5 million heads

of household will be 80 and older by 2038, more than doubling the 2018 level and placing
greater pressure on the industry to add more supply to meet the coming wave of demand.

Health needs of aging population met with continuum of care. From 2010 through 2018,
more Americans have been placed on government health insurance plans, supporting
demand for seniors housing and skilled nursing facilities. The number of individuals on
Medicaid increased by 9.5 million over that time frame and will continue to rise as the aging
population grows. The number of retirees on Medicare expanded by 13.9 million during

the same period, which helps to bolster demand for assisted living facilities and to a lesser
extent the skilled nursing segment. Senior living providers have become more integrated

in the healthcare continuum in recent years, particularly with more patients recovering
post-surgery at a retirement community or skilled nursing facility than in a hospital setting.
The pandemic has highlighted the vital position the seniors housing sector serves to keep
an expanding population of retirees healthy while also limiting costs. Care providers have
launched their own Medicare Advantage plans or have partnered with Medicare Advantage
insurers to be able to provide coordinated care to residents, a trend that could accelerate
through the recovery. With more adults anticipated to need support with daily living activi-
ties, the needs-based segment of assisted living will experience strong demand, particularly
as in-home services are cost prohibitive for many families. Investor sentiment remains
rigorous as the long-term care needs of older adults are better matched at senior living

facilities than in home health settings, providing for a positive long-term outlook.

Seniors moving to warmer climates in large numbers. Markets in the Sunbelt will attract
a greater share of the 65 and older cohort over the next five years, contributing to stable
seniors housing demand. Florida, Arizona and Nevada will lead the way as more retirees de-
cide to relocate to find warmer climates and a lower cost of living, helping to lift occupancy
and fill new supply over the coming years. Orlando is anticipated to grow the retiree cohort
by nearly 34 percent from 2020 through 2025, the largest increase in the nation, followed
by aroughly 30 percent gain in West Palm Beach and Las Vegas. Developers have been
active across the Sunbelt in anticipation of future population growth, which has caused
supply to overshoot current demand, weighing on property metrics, particularly for the
independent living segment. The rise in population will help to absorb new units and better
align supply and demand characteristics.



Technolog

Telehealth grows in popularity as restrictions are eased. The health crisis accelerated
the adoption of innovative technologies and continues to highlight the importance of a
fully integrated technology infrastructure. Senior living communities had been reluctant
to adopt new technologies in the past, viewing platforms for workforces and residents as
costly luxuries. Today though, care providers are racing to improve their technological
capabilities including virtual care, telehealth, and resident engagement/communication
tools that will improve care coordination and health outcomes in the acute-care space.
The use of telehealth surged last year as the pandemic shuttered doctors’ offices and
hospitals moved to free up resources. After the Centers for Medicare & Medicaid Services
rolled back regulations, 43.5 percent of primary care visits for Medicare beneficiaries
were via telehealth services in April, up from nearly zero in February. Successful imple-
mentation of telemedicine can reduce unnecessary transport and time-consuming visits
to a physician’s office, and it can connect residents with medical assistance outside of
normal clinic hours, improving the quality of care of older adults. With a demographic
shift on the horizon and a looming physician shortage, telehealth serves as a strong alter-
native to increase throughput of patients for minor care needs, driving care providers to
offer these solutions.

New technologies to monitor patients’ health in high demand. COVID-19 has placed
greater focus on the health and safety of residents, leading the industry to adopt virtual
care platforms that can monitor, analyze and communicate with residents. Families have
become increasingly tech savvy and are demanding that communities provide online
platforms that are capable of monitoring their loved ones and continuously update vital
signs such as temperature, blood oxygen level and heart rate. As more communities boost
investments in these technologies, they are better able to care for residents and improve
patient outcomes, helping care providers to differentiate themselves as they add on more
targeted levels of medical service. New technologies are also making it easier for seniors
to age in place with health monitors, wearables, smart speakers and virtual visits, which
could delay entry into senior living communities for some potential residents. Remote
monitoring and other types of virtual care will play a more integral role in the seniors
housing sector going forward and will work to better manage chronic illnesses, reduce

hospitalizations and empower residents to take a more active role in their health.

Digital transformation touches all aspects of the industry. Harnessing technology in
new ways will be a major focus of senior living providers this year, requiring substantial
investments and upgrades for some communities. Resident engagement will be over-
hauled with private TV channels and smart devices that can connect residents and family
members. Maintaining the social aspect of seniors housing has been especially difficult
during the pandemic, leading providers to imagine new ways to connect residents and
avoid isolation by embracing technology. Communities are also rethinking how they
connect with prospective residents by revamping their traditional marketing channels.
More communities are pivoting to virtual tours and social media platforms to drive lead
generation as care providers restricted access to visitors. Social media channels and an
online presence have become an essential sales and marketing tool, encouraging provid-
ers to increase spending and redefine digital marketing strategies.
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Development

Independent Living Construction Trends
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Slowdown in construction allows operators to catch up. Development activity had
started to wane entering 2020, falling from a cyclical peak reached in 2018 when seniors
housing construction totaled 9.3 percent of current inventory. Construction continued to
fall in the fourth quarter of last year with more developers delaying or canceling projects,
which will help markets to rebalance supply and demand more rapidly during the recov-
ery. Metros were starting to achieve parity prior to the pandemic as overbuilding had hit
some segments in anticipation of a demographic wave, particularly independent living,
which had weighed on property performance. In the fourth quarter of last year, 23,600
independent living units were underway across the country, representing 9 percent of
current inventory. Construction is headlined by the Southeast region where more than
6,400 units are working through the pipeline as more retirees are moving to Florida and
other Sunbelt states. Supply growth is more balanced in the assisted living segment,
where construction accounts for 4.7 percent of inventory and more than 18,900 units
were underway at the end of last year. Development of skilled nursing facilities has been
minimal with 2,100 beds underway, representing 0.3 percent of inventory. Many projects
under construction have extended their timelines amid numerous pandemic pressures,
which will help the market absorb existing units.

Challenges to construction financing disrupt new projects. The health crisis has halted
developments and placed plans on the shelves as developers face an uncertain invest-
ment climate and are challenged with obtaining financing for new projects. Many banks
are focusing on servicing existing clients and are resistant to assess new projects, which
has led to substantial delays of up to 120 days for some developers. Projects that secured
financing prior to the pandemic are underway, though many have contended with labor
and materials shortages that have caused construction costs to surge. As more people re-
ceive the vaccine and the occupancy rates begin to recover, construction financing should
return and delayed projects will resume.

Property design shifting to increased infection control. Senior living providers and
developers are rethinking community design, placing greater focus on pandemic-resilient
design and how to prevent the spread of infections. Improved HVAC systems, fewer touch
points, larger floor plans and enhanced outdoor spaces for residents will be top consider-
ations in a post-pandemic environment. Some operators are also focused on increasing the
healthcare capabilities of their communities with on-site clinics and dedicated spaces for
telehealth appointments as they work to ensure the health and safety of residents. Other
features that care providers are touting include larger apartment layouts with cooktops and
afull-size refrigerator as opposed to smaller kitchens, improving the quarantine experience
for residents. A large inventory of older and outdated communities will require greater cap-
ital expenditures to modernize their properties and provide the amenities that residents
will demand, which will be a challenge for struggling operators. Many of these types of
protocols will be key in regaining confidence among prospective residents.



Independent Living

Care segment faces fewer vulnerabilities. Independent living has proved to be more
resilient, facing fewer threats from COVID-19 as a less needs-based care segment. Sen-
timent among consumers has remained durable as most communities took necessary
precautions and the better health, mobility, and greater independence of residents allow
for fewer infections. The penetration rate of the virus for independent living has been
well below that of assisted living and memory care communities, averaging 0.4 percent
for confirmed or suspected positive cases at midyear 2020. Restrictions on visitation at
many communities and slowdowns in lead conversion lowered stabilized occupancy sub-
stantially last year, though, falling to a record low of 83.3 percent in the fourth quarter.
Occupancy has been less impacted than at assisted living and skilled nursing facilities,
however, falling 690 basis points on an annual basis in contrast with an 800-basis-point
decline for assisted living. More stable property metrics will result in quicker recovery as
more residents begin to receive the vaccine and restrictions are eased, driving investor
activity in the sector.

Health crisis highlights areas in need of improvement. While independent living has
been less vulnerable, the pandemic has exposed pain points that providers will need to
address moving forward. Technology has proved to be a vital line of connection between
residents, staff, and families, though investments in infrastructure prior to the pandemic
often fell short in some communities. Care providers that have not made the necessary
investments will focus on streamlining communications by leveraging new tech plat-
forms and tools, bringing their facilities up to speed with competitors over the coming
quarters. More effective use of technology will also help to alleviate isolation challenges
that many residents have dealt with during lockdowns, particularly as many older adults
are drawn to senior living for the sense of community and socializing opportunities that
it can provide.

Inconsistent impact across markets though strong sentiment to support recovery.
The impact COVID-19 has had on property metrics has been uneven across markets

and communities. While nearly all metros registered a decline in stabilized occupancy,
some markets recorded smaller fluctuations and have sustained higher occupancy levels,
including Oklahoma City, San Jose and Minneapolis-St. Paul. Several other markets
have not fared as well, posting a more than 800-basis-point reduction year over year to
stabilized occupancy in Indianapolis, Orlando, and Phoenix. Occupancy was under pres-
sure before the outbreak since construction has been near all-time highs with more than
23,000 units underway nationally at the end of 2020. Southeastern and Mid-Atlantic
markets could experience a slower turnaround in operations with construction repre-
senting a greater share of overall inventory than other regions at 13.3 percent and 16.6
percent, respectively. Lead generation continues to be strong though with many adults 55
and older ready to make the move to seniors housing, providing a positive outlook for the
recovery. An exceptionally strong housing market will create a tailwind to the sector as
well, aiding in the recovery as many seniors use home sale proceeds to finance the move
to a community.
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Assisted Living

Assisted Living Inventory and Absorption
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Senior living providers adapting for a post-pandemic environment. As the vaccine
becomes available to assisted living communities across the country and substantial

herd immunity is reached, the sector will be poised for a strong turnaround this year. The
care segment will be permanently reshaped by the pandemic with operators placing a
greater focus on health and wellness, while also harnessing technology to meet resident
needs more appropriately. Staffing will be a top theme this year as care providers work to
address fatigue and workforce shortages to improve the personalized care that many resi-
dents will need. Favorable pre-leasing activity sustains a positive outlook for the industry,
though some operators will fare better as communities and markets have been unevenly
impacted. Stronger operators that are able to provide more clinical levels of care and are
able to leverage partnerships along the healthcare continuum will emerge in a better
position as prospective residents place a greater focus on health. Smaller operators could
be more challenged as many face greater financial hurdles and lesser reserves, which will

be compounded if cash flows remain pinched.

Pent-up demand to restore property performance over coming months. Occupancy
deteriorated considerably last year as restrictions were placed on move-ins and many
prospective residents chose to delay a transition to a community. The national average
for stabilized occupancy was 82 percent in October, down 600 basis points from a year
earlier. Some markets registered an even sharper drop-off in census, headlined by Phoe-
nix where the average stabilized occupancy fell by more than 1,000 basis points to 75.3
percent in the third quarter. Other markets have recorded narrower fluctuations in prop-
erty metrics, including Seattle-Tacoma, San Antonio and Milwaukee, which posted a less
than 400-basis-point year-over-year reduction to occupancy. While near-term challenges
to property performance remain as the industry adjusts to pandemic-generated finan-
cial and operational pressures, long-term demand for assisted living will lead to a solid
recovery for most markets. The recovery could pick up its pace by midyear with pent-up
demand entering the market and building back occupancy levels that were eroded during
the pandemic. The daily care needs of the aging population and the elevated expense of

home health aides will ensure momentum for the industry over the coming quarters.

Healthcare capabilities and care coordination of greatest importance in 2021. The
health crisis has motivated operators to better integrate personalized healthcare and add
more services that will help to reassure consumers after a year of unfavorable headlines
and media coverage. On-site clinics staffed with healthcare professionals could be a new
amenity that several larger operators have been considering, bringing increased levels of
care and attention directly to residents. As the pandemic subsides, senior living providers
that are able to pivot to a mix of healthcare and hospitality and shift their focus to the
care and safety of residents will rebound quicker than others. Medicare Advantage will
also come under the microscope this year as more providers consider adding the addi-
tional revenue stream to operations, while also enhancing a community’s position on the
healthcare continuum.



Skilled Nursing
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Investment Trends
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Long-term demand trends sustain investor sentiment. Investment activity slowed
considerably last year in alignment with other asset classes. The array of hurdles in
getting deals across the finish line and an abundance of uncertainty surrounding future
operations stalled closings and led some investors to put acquisitions on hold. Restric-
tions on visitations, falling occupancy and surging expenses led to new challenges when
underwriting and valuing potential acquisitions, pushing many investors to await greater
clarity on pricing. A widening disconnect has formed with more buyers anticipating steep
discounts, though distressed properties entering the market have yet to materialize with
strong support from lenders and extended forbearance periods. While operational diffi-
culties have weighed on transaction activity, the sector is poised for a stable recovery this
year as the vaccine is rolled out and risks to the senior population fall. Despite the near-
term uncertainty, investor sentiment and liquidity for seniors housing remains strong

as many recognize the unique resiliency of the industry as there is a growing demand for
the housing, hospitality and needs-driven services provided at communities. With an
abundance of capital in the market, an exceptionally low interest rate environment, and
robust long-term demand characteristics for seniors housing, more investors and lenders
will return this year as the market stabilizes.

Capital markets beginning to loosen up for seniors housing. Balance is returning to
the capital markets with more active lenders than in the early months of the pandem-

ic, though loan underwriting will likely remain tight as the sector recovers. Occupancy
trends and operators’ ability to cover debt service will be closely scrutinized with lenders
requiring up to a year of cash reserves and shifting to a forward-looking net operating
income, which is generally 25 percent lower than the current trailing-12 month look
back. Loan-to-value ratios are likely to remain tight through the recovery as well, falling
between 50 to 70 percent, largely dependent on the strength of the operator, asset and
location. Bridge debt remains more challenging to obtain, with limited lenders willing
to take on the additional risk, and is not likely to relax with the agencies requiring lower
leverage and significant reserves for operations and interest. The agencies and life in-
surance companies are penciling debt in the 3.0 percent to 3.6 percent band, which will
help to drive investors this year to capitalize on the low interest rate climate. Local and
regional banks will remain a substantial capital source until the national banks return to
the market, and will continue to fill the gap for development financing.

Widening gap between care providers impacting valuations. The health crisis has ex-
posed the wide bifurcation between strong, well-capitalized providers and smaller opera-
tors that will struggle to recover. Pricing will be closely tied to the quality of the operator
as buyers will target those that have successfully kept residents safe and efficiently man-
aged operational expenses over the past year. Communities that have not been able to do
so and have challenges with restoring occupancy will be eyed by private equity investors
that are in search of deep value add deals. Less-seasoned owners with fewer properties
may be motivated to sell, though a large exodus is not anticipated. Those that have the
ability to provide top levels of care and commit to seniors housing as a healthcare model

will gain in credibility and be more attractive to investors.



Skilled nursing facilities lead transactions with bright outlook. Investors will become
more accustomed to the new challenges that need to be navigated to close transactions
this year, in some cases turning to virtual tours to conduct due diligence. While sales have
been suppressed, acquisition activity is picking up in anticipation of a strong second half
of the year, illustrating investor confidence and the general strength of the senior living
sector. Pricing dipped modestly for assisted living assets through the remainder of last
year amid limited rent growth assumptions and increases in operational costs, to approx-
imately $171,800 per unit. The independent living segment exhibited resiliency with less
movement, averaging $197,200 per unit. The average price per unit for skilled nursing
facilities on a trailing-12-month basis at year end was more stable as well at roughly
$89,200 per bed. Nursing home transactions accounted for the majority of sales activity
in the fourth quarter, showcasing elevated sentiment for the care segment amid unique
operational and reputation challenges. Looking ahead through the remainder of the year,
as more investors return to the market and property fundamentals improve, the sector
should have limited risk of pricing deterioration, particularly with large demographic
tailwinds. It is likely though that the gap between healthy and struggling operators will
widen, which will have a large impact on valuations moving forward.

Cap rates hold steady through the health crisis. While uncertainty remains surround-
ing cap rates and risk premiums as a wave of new infections took hold in the winter,
greater clarity will emerge possibly by midyear as the vaccine is successfully distributed.
Skilled nursing and assisted living facilities, coupled with those older than 75, have been
prioritized to receive the vaccine, helping to largely immunize the senior cohort by the
spring. Looking ahead, expenses are likely to remain elevated as communities add more
staff and take additional measures to maintain a healthy and safe environment, which
will erode net operating income. Underwriting assumptions are also being adjusted
surrounding lower first-year income with occupancy levels down across many properties.
The sector is still characterized as having an attractive yield profile and minimal cap rate
compression through the pandemic, noted by an average first-year return of 9 percent for
nursing care facilities in 2020. Assisted living properties were able to record an average
cap rate of 7.3 percent over the past year, while independent living communities changed
hands with an initial yield in the low-5 percent band.

Financial hurdles open the door to mergers and acquisitions. Smaller and struggling
operators that continue to face pressure from low occupancy and rising capital expendi-
ture are prone to consolidation this year. While government and local support through
the CARES Act has helped to keep communities afloat, financial challenges and thin
margins will bring more underperforming properties to the market. Larger care provid-
ers with strong balance sheets and REITs will help to drive acquisitions of these commu-
nities as the turnaround process can be capital intensive to many investors. Still, many
opportunities are on the horizon for seasoned private investors who can successfully
navigate the nuances of senior living and its role in the healthcare continuum, particu-
larly with an exceptionally low cost of capital. Robust government support and a strong
position in the healthcare industry have lifted optimism for skilled nursing facilities and
will help to attract investors this year.

Investment Trends
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Office Locations

Corporate Headquarters
Marcus & Millichap

23975 Park Sorrento

Suite 400

Calabasas, CA 91302

(818) 212-2250
www.MarcusMillichap.com

Atlanta

1100 Abernathy Road, N.E.
Building 500, Suite 600
Atlanta, GA 30328

(678) 808-2700

John M. Leonard

Austin

9600 N. Mopac Expressway
Suite 300

Austin, TX 78759

(512) 338-7800

Bruce Bentley ITI

Bakersfield

4900 California Avenue
Tower B, Second Floor
Bakersfield, CA 93309
(661) 377-1878

Jim Markel

Baltimore

100 E. Pratt Street, Suite 2114
Baltimore, MD 21202

(443) 703-5000

Brian Hosey

Baton Rouge

10527 Kentshire Court, Suite B
Baton Rouge, LA 70810

(225) 376-6800

Jody McKibben

Birmingham

The Steiner Building

15 Richard Arrington Jr.
Boulevard North, Suite 300
Birmingham, AL 35203
(205) 510-9200

Jody McKibben

Boise

800 W. Main Street, Suite 1460
Boise, ID 83702

(208) 401-9321

Justin Forman

Boston

100 High Street, Suite 1025
Boston, MA 02110

(617) 896-7200

Thomas Shihadeh

Brooklyn

One MetroTech Center, Suite 2001
Brooklyn, NY 11201

(718) 475-4300

John Horowitz

Charleston

151 Meeting Street, Suite 450
Charleston, SC 29401

(843) 952-2222

Benjamin Yelm

Charlotte Uptown

201 S. Tryon Street, Suite 1220
Charlotte, NC 28202

(704) 831-4600

Benjamin Yelm

Chicago Downtown

333 W. Wacker Drive, Suite 200
Chicago, IL 60606

(312) 327-5400

Joseph Powers

Chicago Oak Brook

One Mid-America Plaza, Suite 200
Oakbrook Terrace, IL 60181

(630) 570-2200

Steven D. Weinstock

Cincinnati

600 Vine Street, 10th Floor
Cincinnati, OH 45202
(513) 878-7700

Josh Caruana

Cleveland

Crown Center

5005 Rockside Road, Suite 800
Independence, OH 44131

(216) 264-2000

Grant Fitzgerald

Columbia

1320 Main Street, Suite 300
Columbia, SC 29201

(803) 678-4900

Benjamin Yelm

Columbus

230 West Street, Suite 100
Columbus, OH 43215
(614) 360-9800

Grant Fitzgerald

Dallas

5001 Spring Valley Road, Suite 100W
Dallas, TX 75244

(972) 755-5200

Tim Speck

Dallas Uptown

3131 Turtle Creek Boulevard
Suite 1200

Dallas, TX 75219

(972) 267-0600

Tim Speck

Denver

1225 17th Street, Suite 1800
Denver, CO 80202

(303) 328-2000

Adam A. Lewis

Detroit

2 Towne Square, Suite 450
Southfield, MI 48076
(248) 415-2600

Steven Chaben

Encino

16830 Ventura Boulevard, Suite 100
Encino, CA 91436

(818) 212-2700

Jim Markel

Fort Lauderdale

5900 N. Andrews Avenue, Suite 100
Fort Lauderdale, FL 33309

(954) 245-3400

Ryan Nee

Fort Worth

300 Throckmorton Street, Suite 1500
Fort Worth, TX 76102

(817) 932-6100

Mark R. McCoy

Fresno

6795 N. Palm Avenue, Suite 109
Fresno, CA 93704

(559) 476-5600

Jim Markel

Greensboro

200 Centreport Drive, Suite 160
Greensboro, NC 27409

(336) 450-4600

Benjamin Yelm

Hampton Roads

999 Waterside Drive, Suite 2525
Norfolk, VA 23510

(757) 777-3737

Benjamin Yelm

Houston

3 Riverway, Suite 800
Houston, TX 77056
(713) 452-4200

Ford Noe

Indianapolis

600 E. 96th Street, Suite 500
Indianapolis, IN 46240
(317) 218-5300

Josh Caruana

Iowa

425 Second Street S.E., Suite 610
Cedar Rapids, IA 52401

(319) 333-7743

Todd Lindblom

Jacksonville

5200 Belfort Road, Suite 250
Jacksonville, FL 32256
(904) 672-1400

Justin W. West

Kansas City

7400 College Boulevard, Suite 105
Overland Park, KS 66210

(816) 410-1010

Josh Caruana

Knoxville

1111 Northshore Drive, Suite S-301
Knoxville, TN 37919

(865) 299-6300

Jody McKibben

Las Vegas

3800 Howard Hughes Parkway
Suite 1550

Las Vegas, NV 89169

(702) 215-7100

Justin Forman

Long Beach

111 W. Ocean Boulevard, Suite 1025
Long Beach, CA 90802

(562) 257-1200

Damon Wyler

Los Angeles

515 S. Flower Street, Suite 500
Los Angeles, CA 90071

(213) 943-1800

Enrique Wong

Louisville

9300 Shelbyville Road, Suite 1012
Louisville, KY 40222

(502) 329-5900

Josh Caruana

Manhattan

260 Madison Avenue, Fifth Floor
New York, NY 10016

(212) 430-5100

John Krueger

Memphis

5100 Poplar Avenue, Suite 2505
Memphis, TN 38137

(901) 620-3600

Jody McKibben

Miami

5201 Blue Lagoon Drive, Suite 100
Miami, FL 33126

(786) 522-7000

Ryan Nee

Milwaukee

13890 Bishops Drive, Suite 300
Brookfield, WI 53005

(262) 364-1900

Todd Lindblom
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Minneapolis

1350 Lagoon Avenue, Suite 840
Minneapolis, MN 55408

(952) 852-9700

Todd Lindblom

Mobile

208 N. Greeno Road, Suite B-2
Fairhope, AL 36532

(251) 929-7300

Jody McKibben

Nashville

6 Cadillac Drive, Suite 100
Brentwood, TN 37027
(615) 997-2900

Jody McKibben

New Haven

265 Church Street
Suite 210

New Haven, CT 06510
(203) 672-3300

John Krueger

New Jersey

250 Pehle Avenue, Suite 501
Saddle Brook, NJ 07663
(201) 742-6100

Jim McGuckin

New Mexico

5600 Eubank Boulevard N.E.
Suite 200

Albuquerque, NM 87111
(505) 445-6333

Ryan Sarbinoff

Newport Beach

19800 MacArthur Boulevard
Suite 150

Irvine, CA 92612

(949) 419-3200

Jonathan Giannola

Oakland

555 12th Street, Suite 1750
Oakland, CA 94607

(510) 379-1200

David C. Nelson

Oklahoma City

101 Park Avenue, Suite 1300
Oklahoma City, OK 73102
(405) 446-8238

Mark R. McCoy

Ontario

3281 E. Guasti Road, Suite 800
Ontario, CA 91761

(909) 456-3400

Matthew Luchs

Orlando

300 S. Orange Avenue, Suite 700
Orlando, FL 32801

(407) 557-3800

Justin W. West

Palm Springs

74-710 Highway 111, Suite 102
Palm Desert, CA 92260

(909) 456-3400

Matthew Luchs

Palo Alto

2626 Hanover Street
Palo Alto, CA 94304
(650) 391-1700
Steven J. Seligman

Philadelphia

2005 Market Street, Suite 1510
Philadelphia, PA 19103

(215) 531-7000

Sean Beuche

Phoenix

2398 E. Camelback Road, Suite 300
Phoenix, AZ 85016

(602) 687-6700

Ryan Sarbinoff

Portland

111 SW. Fifth Avenue, Suite 1950
Portland, OR 97204

(503) 200-2000

Adam A. Lewis

Raleigh

101 J Morris Commons Lane, Suite 130
Morrisville, NC 27560

(919) 674-1100

Benjamin Yelm

Reno

50 W. Liberty Street, Suite 400
Reno, NV 89501

(775) 348-5200

Daniel A. Kapic

Richmond

4401 Waterfront Drive, Suite 230
Glen Allen, VA 23060

(804) 802-6900

Benjamin Yelm

Sacramento

3741 Douglas Boulevard, Suite 200
Roseville, CA 95661

(916) 724-1400

Daniel A. Kapic

Salt Lake City

111 S. Main Street, Suite 500
Salt Lake City, UT 84111
(801) 736-2600

Justin Forman

San Antonio

8200 IH-10 W, Suite 603
San Antonio, TX 78230
(210) 343-7800

Bruce Bentley ITI

San Diego

4660 La Jolla Village Drive, Suite 900
San Diego, CA 92122

(858) 373-3100

John Vorsheck

San Francisco

750 Battery Street, Fifth Floor
San Francisco, CA 94111

(415) 963-3000

Ramon Kochavi

Seattle

601 Union Street, Suite 2710
Seattle, WA 98101

(206) 826-5700

Joel Deis

South Bay

880 Apollo Street, Suite 101
El Segundo, CA 90245
(424) 405-3900

Damon Wyler

St. Louis

7800 Forsyth Boulevard, Suite 710
St. Louis, MO 63105

(314) 889-2500

Josh Caruana

Tampa

201 N. Franklin St., Suite 1100
Tampa, FL 33602

(813) 387-4700

David G. Bradley

Tucson

1South Church, Suite 1262
Tucson, AZ 85701

(520) 202-2900

Ryan Sarbinoff

Tulsa

7633 E. 63rd Place, Suite 300
Tulsa, OK 74133

(918) 294-6300

Mark R. McCoy

Ventura

2775 N. Ventura Road, Suite 101
Oxnard, CA 93036

(805) 351-7200

Jim Markel

Washington, D.C.

7200 Wisconsin Avenue, Suite 1101
Bethesda, MD 20814

(202) 536-3700

Brian Hosey

West Los Angeles

12100 W. Olympic Boulevard
Suite 350

Los Angeles, CA 90064
(310) 909-5500

Tony Solomon

Westchester

50 Main Street, Suite 925
White Plains, NY 10606
(914) 220-9730

John Krueger

The Woodlands

1790 Hughes Landing Boulevard
Suite 400

The Woodlands, TX 77380

(832) 442-2800

Ford Noe

Edmonton

10175 101 Street, Suite 1820
Edmonton, Alberta T5J OH3
(587) 756-1600

John Vorsheck

Montreal

1000 de la Gauchetiere Ouest
Suite 4230

Montreal, Quebec H3B 4W5
(514) 629-6000

Julien Marois

Ottawa

275 Bank Street, Suite 301
Ottawa, Ontario K2P 2L6
(613) 364-2300

Mark Paterson

Toronto

200 King Street W, Suite 1210
Toronto, Ontario M5H 3T4
(416) 585-4646

Mark Paterson

Vancouver

333 Seymour Street, Suite 1280
Vancouver, British Columbia
V6B 5A6

(604) 638-2121

Michael Heck
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John S. Sebree | Senior Vice President, National Director
Tel: (312) 327-5417 | john.sebree@marcusmillichap.com

Brian Hosey | Vice President, National Director
Tel: (202) 536-3700 | brian.hosey@marcusmillichap.com

Alan Pontius | Senior Vice President, National Director
Tel: (415) 963-3000 | al.pontius@marcusmillichap.com

Daniel Taub | Senior Vice President, National Director
Tel: (212) 430-5100 | daniel taub@marcusmillichap.com

Steven D. WeinstocK | First Vice President, National Director
Tel: (630) 570-2200 | steven.weinstock@marcusmillichap.com

Todd Lindblom | National Director
Tel: (262) 364-1900 | todd.lindbl ) . Ilichap.com

John Chang | Senior Vice President, National Director
Peter Tindall | Vice President, Director of Research Operations
Connor Devereux | Research Engagement Manager
Maria Erofeeva | Graphic Designer

Marette Flora | Senior Copy Editor

Luis Flores | Research Associate

Steve Hovland | Senior Analyst, Senior Editor
Benjamin Kunde | Research Associate

Michael Ml.ll‘phy | Research Analyst

Chris NgO | Data Analyst

Adam Norbury | Data Analyst

Nancy Olmsted | Senior Market Analyst

Erik Pisor | Research Analyst

Spencer Ryan | Senior Data Analyst

Jacinta Tolinos | Executive Assistant

Cody YOllIlg | Research Analyst

John Chang | Senior Vice President, National Director
4545 E. Shea Boulevard, Suite 201
Phoenix, AZ 85028

Tel: (602) 707-9700 | john.chang@marcusmillichap.com

Gina Relva | Public Relations Director

555 12th Street, Suite 1750

Oakland, CA 94607

(925) 953-1716 | gina.relva@marcusmillichap.com

Hessam Nadji | President and Chief Executive Officer

Tel: (818) 212-2250 | hessam.nadji@marcusmillichap.com

Richard Matricaria | Executive Vice President of Brokerage Operations

Tel: (818) 212-2250 | richard.matricaria@marcusmillichap.com

J.D. Parker | Executive Vice President of Brokerage Operations

Tel: (212) 430-5100 | j.d parker@marcusmillichap.com

Evan Denner | Executive Vice President, Head of Business, MMCC

Tel: (212) 430-5100 | evan.denner@marcusmillichap.com

Steve DeGennaro | Executive Vice President, Chief Financial Officer

Tel: (818) 212-2250 | steve.degennaro@marcusmillichap.com

Gregory A. LaBerge | Senior Vice President, Chief Administrative Officer

Tel: (818) 212-2250 | gregory.laberge@marcusmillichap.com

Adam Christofferson | Senior Vice President, Division Manager

Tel: (818) 212-2700 | adam.christofferson@ : illichap.com

Michael L. Glass | Senior Vice President, Division Manager

Tel: (216) 264-2000 | michael glass@marcusmillichap.com

Tim Speck | Senior Vice President, Division Manager

Tel: (972) 755-5200 | tim.speck@marcusmillichap.com

John Vorsheck | Senior Vice President, Division Manager

Tel: (858) 373-3100 | john.vorsheck@marcusmillichap.com

Data Summary Note: Employment, population, household income, vacancy/occupancy (seniors housing) and rents are year-end figures
and are based on the most up-to-date information available as of February 2021. Retail sales, occupancy (hotel), ADR and RevPAR are
full-year 2020 figures. Self-storage vacancy rates for year-end 2020 are estimated. Average prices are a function of the age, class, type
and geographic area of the properties trading and therefore may not be representative of the market as a whole. Sales data includes
transactions valued at $1,000,000 and greater unless otherwise noted. No representation, warranty or guarantee, express or implied
may be made as to the accuracy or reliability of the information contained herein. This is not intended to be a forecast of future events
and this is not a guaranty regarding a future event. This is not intended to provide specific investment advice and should not be consid-
ered as investment advice.

Marcus & Millichap Research Services; Marcus & Millichap/NREI Investor Survey; American Health Care Association; Apple; Blue Yon-
der; CBRE; Centers for Disease Control and Prevention; Centers for Medicare & Medicaid Services; CIA World Factbook; CoStar Group,
Inc.; Creditintell; College Crisis Initiative; Economy.com; Experian; Federal Reserve; Freddie Mac; Gensler; Global Business Travel Asso-
ciation; Kastle Systems; Google Community Mobility Reports; Harvard Joint Centers for Housing Studies; John Burns Real Estate Con-
sulting; major U.S. port authorities; McKinsey & Company; Moody’s Analytics; Mortgage Bankers Association; National Association of
Realtors; National Center for Assisted Living; National Center for Health Statistics; National Restaurant Association; Nareit; New York
Times; NIC Map® Data and Analysis Service (www.nicmap.org); NMHC; Oxford Economics; Philips; Placer.ai; Primary Care Collective;
Radius+; Real Capital Analytics; RealPage, Inc.; Self Storage Association; Senior Housing News; Small Business Administration; Stan-
dard & Poor’s; STR, Inc.; The Conference Board: The Larry A. Green Center; Thomasnet; Trepp; U.S. Bureau of Economic Analysis; U.S.
Bureau of Labor Statistics; U.S. Bureau of Transportation Statistics; U.S. Census Bureau; U.S. Department of Education; U.S. Department
of Labor: Employment and Training Administration; U.S. Transport Security Administration; U.S. Travel Association; Yardi Matrix
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A Trusted Vision
for the Future

Marcus & Millichap was founded in 1971 with the goal of being a new kind

of company — one driven by long-term relationships and built on a culture of
collaboration. We focus on bringing together specialized market knowledge,
the industry’s leading brokerage platform and exclusive access to inventory to

achieve exceptional results for our clients, year after year.

Today, we are the industry’s largest firm specializing in real estate investment
sales and financing, with more than 80 offices and over 2,000 investment sales and

financing professionals throughout the United States and Canada.



Marcus g Millichap

Marcus & Millichap Research Services
4545 E. Shea Boulevard, Suite 201

Phoenix, AZ 85028

602.707.9700

Offices Throughout the United States and Canada

© 2021 Marcus & Millichap. All rights reserved. Marcus & Millichap is not affiliated with, sponsored by, or endorsed by any commercial tenant or lessee identified in this advertise-
ment. The presence of any corporation’s logo or name is not intended to indicate or imply affiliation with, or sponsorship or endorsement by, said corporation Marcus & Millichap, its
affiliates or subsidiaries, or any agent, product, service, or commercial listing of Marcus & Millichap, and is solely included for informational purposes only. The information contained
in this report was obtained from sources deemed to be reliable. Diligent efforts were made to obtain accurate and complete information; however, no representation, warranty or
guarantee, express or implied, may be made as to the accuracy or reliability of the information contained herein. Note: Metro-level employment growth is calculated based on the last
month of the quarter/year. Sales data includes transactions valued at $1,000,000 and greater unless otherwise noted. This is not intended to be a forecast of future events and this is
not a guaranty regarding a future event. This is not intended to provide specific investment advice and should not be considered as investment advice.






