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While there are no easy answers during this uncertain time,

we remain focused on keeping our clients informed on the
continually evolving commercial real estate (CRE) landscape.
In this volume of The Edge Magazine, we look at the pandemic
from a new perspective—shining a light on new opportunities
that have materialized, as well as discussing possible outcomes
for the global economy and what that means for our industry.

From the impact COVID-19 is having on the global economy, to
retail’s ability to adapt, to how virtual technology is changing
even the most physical operations of commercial buildings, we Content Director and Editor: Gina Dardi
hope you'll find these stories interesting and thought provoking.
Creative Director: Senem Goctu
In order to provide you with the most up-to-date content, we’ll
be sharing articles in real-time over the next several weeks.

Be sure to subscribe to be notified as articles are released and
added to The Edge Volume 5.

Digital Marketing Lead: Taylor Tomlinson
Copy Editor: Jamie Tetro

Designers: Anna Kancs, Chelsey
Stay safe and healthy. Armstrong, Rachel Summers and
Sarah Knowles

@%/ Learn more: cushwk.co/theedge

Contact cushwk.co/contact with any
Brad Kreiger feedback, inquiries or advertising
Chief Marketing & Communications Officer opportunities.
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Introducing the Virtual Technician
How to get technical support during a
turbulent time

How COVID-19 is hitting the reset How do we move forward after
button COVID-19 changed the world? Part 2

Learn how global property will be Real change has come and is still coming
impacted over the next several years

Ghost kitchens: cooking up a Can the shopping mall survive
response to COVID-19 COVID-19?

The pandemic has had a significantly Change is not an option; it is required
positive impact for ghost kitchens for survival
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How COVID-19 is |
hitting the reset button
on the global economyg
and propertyg '

Recessions create stress. Stress on businesses,
households and entire industries. As demand for
goods and services declines, how these businesses,
households and industries react can have a direct
impact on property across the globe.

If there was ever a recession that could cause
stress, it is the COVID-19 Recession of 2020. Not
only is it unlike any downturn we have seen before,
but it already has the distinction of being the worst
contraction in history. The U.S. collapsed at a 31.7
percent annual rate in the second quarter of 2020
and the economy lost more than 20 million jobs in
one month as schools, stores, restaurants, hotels,
theaters and other places people congregate were
closed. These changes are impacting properties
across the globe. Whether they are winners, losers
or somewhere in between, major and/or niche
property types are sure to provide opportunities
for occupiers and investors during this recession
and well into the recovery.

KEVIN THORPE
Chief Economist
kevin.thorpe@cushwake.com

KEN MCCARTHY
Principal Economist
ken.mccarthy@cushwake.com
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WINNERS

The winners are those sectors that
were already benefiting from long-term
demographic and structural shifts in
the economy, only to see those shifts
accelerated by COVID-19. They are also
benefiting from the rapid evolution

of technology and its application to a
specific set of challenges.

Industrial / Logistics

The move to online shopping has been
happening for some time now. Internet
sales were estimated to account for 16.7
percent of all core retail sales (defined
as total sales minus auto, gasoline and
restaurants) at the end of 2019. Six
months later, that share had surged to
22.5 percent as large segments of the
population remained at home to reduce
health risks. In the second quarter of
2020, internet sales surged 44.5 percent
year-over-year. In this environment, it

is no surprise that demand for logistics
space is nearly back to pre-crisis levels
and occupancy is near all-time highs.
When have we ever seen a recession lead
to higher demand for space of any kind?

Data Centers

Most of us have been on numerous
video conference calls since the national
economy went on lockdown. Working
from home (WFH) has forced many
companies to rely on cloud computing to
connect with their employees, and data
centers are at the heart of that. Since it’s
likely that WFH will become a larger part
of most corporate occupancy strategies,
the demand for data centers is sure to
grow even more rapidly in the future.

Life Sciences

If there is one sector expected to thrive
in a recession caused by a pandemic, it
is the life sciences sector—the industry
that is devoted to finding ways to

keep people healthy and to prolong
life. Already in growth mode due to

the aging baby boomer generation,

the pandemic is further boosting
funding to the sector, leading to higher
employment and more need for space.
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IN-BETWEENERS

“In-betweeners” are those sectors that
are being significantly impacted by
the recession, but also have structural
factors in place that are creating long-
term tailwinds that will ultimately help
these sectors re-emerge when the
recession is in the rearview mirror.

Office

Major headwinds faced by the office
sector are the WFH scenario and the job
losses coming out of the recession. In
the U.S., office-using industries lost 2.9
million jobs in March and April and are
slowly recovering those jobs (+880,000
since April). We estimate it will take
about two more years to get all those
jobs back, keeping demand for space
below pre-downturn levels. In addition,
labor force utilization will change,
creating a structural dampener on office
demand. Put simply, more people will
work from home both permanently and
on a rotating basis. As a result, as jobs
are added, those jobs won’t have the
same impact on absorption of office
space. Demand will rise though as the
structure of the economy continues to
shift to more service and knowledge-

driven industries. This means that as

the economy adds jobs, a greater
proportion will be in an office-using
industry. Netting it all out, there will

be a full recovery in office occupancy,
but it will be somewhat delayed. For
occupiers, these structural shifts add

up to a slower recovery and more
opportunity. It’s important to remember
that real estate is intensely local—pricing
and opportunities in local markets will
depend on both demand and supply in
any given market, but the broad national
trends suggest that demand growth will
lag economic growth.

Multifamily

Job losses will most certainly negatively
impact the apartment sector’s
fundamentals, but there is long-term
strength in this sector. Half of the
millennial generation is still in their 20s—
prime renting ages—and Gen Z is right
behind them. By some estimates, Gen Z
is even larger than millennials. Finally, as
baby boomers retire, many will become
empty nesters in need of apartments.
We suspect the apartment sector will
rebound in fairly short order with many
years of strong fundamentals ahead.



THE MOST CHALLENGED

The most challenged sector, retail, had
already been undergoing major structural
changes leading to reduced demand for
space and, at the same time, had been
hardest hit by the lockdown.

Retail

With so many stores forced to shut

down, retailers have had to move sales
strictlyonline. Although people still have

to shop and necessity retail (grocery,
convenience drug stores, etc.) is doing well,
2020 is expected to see record bankruptcy
and owners of retail real estate are facing
declining revenues. Restaurants started
offering outdoor dining and take out with
the hopes of surviving, and others turned
their operations into ghost kitchens (see
article on pg. 8 "Ghost kitchens: cooking up
a response to COVID-19"). After COVID-19,
experiential concepts may come storming
back. People are pining to go out and shop,
eat and be entertained—pent up demand
will be unleashed. But there will be longer-
lasting implications for certain concepts—
the U.S. was over-retailed, so a lot of this
retail will need to be reimagined (see article
on page 20, "Can the shopping mall survive
COVID-19?").

The stresses caused by the 2020 global

recession will have a major impact on property
fundamentals across the globe over the next
several years. The cycle has been deep, and the
recovery will be prolonged. Sectors that have
healthy demographic and structural drivers will
recover more rapidly while others will be more
challenged. But for occupiers, it’s important to
note that the stresses in local markets can and will
create opportunities, particularly in the near-term.



Ghost kitchens:
cooking up a
response to COVID-19




Ghost kitchens (also referred to as cloud,
commissary, dark, delivery or shadow kitchens)
are delivery-only restaurants that, with the

rise of third-party delivery app services like
DoorDash, GrubHub and Uber Eats, were already
on an accelerated growth trajectory even before
the crisis. Their offering to restauranteurs was
simple; they provided a vehicle to economize
their real estate and labor costs.

GARRI BROWN
Americas Head of Retail Research
garrick.brown@cushwake.com

While the COVID-19 crisis has completely upended
life for most of us—and appears to have forced a
radical reinvention of most business models—the
reality is that black swan events like these tend to
simultaneously accelerate (and even decelerate)
trends that were already at play in the marketplace.
One such trend that has been accelerated, ghost
kitchens, had been on the rise pre-COVID-19 as
they provide an efficient and creative means

for restauranteurs to have food produced and
delivered via delivery apps without all the real
estate and labor costs typically associated with
restaurants. With restaurants struggling to survive
and today’s world all about convenience, ghost
kitchens have proved to be a win-win during the
pandemic as well.

After all, restaurants are a slim margin business.
While there can be wide variances depending
upon the type of restaurant, on average, 30
percent of gross sales goes to the cost of food
(fine dining tends to be higher, fast food lower);
labor accounts for 30 percent of costs (fine and
casual dining expenses tend to be higher, while
quick-service and fast casual restaurants lower);
and real estate costs fall typically in the 10 percent
range. This leaves 30 percent of sales to cover
everything else—from marketing to utilities and all
the other miscellaneous operating costs of running
a business.

Taking all of this into account, food and beverage
operators who find themselves with a 10 percent
profit margin should consider themselves rockstars.

Ghost kitchens 2.0

In addition to ghost kitchens, emerging new Food
& Beverage (F&B) models like food halls were also
gaining a lot of attention before the pandemic.

For restauranteurs, both models offer significantly
lower start-up costs, less labor, all-inclusive rents
(or licensing fees) that, while a higher percentage
of gross sales than the traditional real estate model,
also absorb most miscellaneous operating costs.
Additionally, assuming streamlined menus in a more
cooperative setting than a standalone, they also
offer the potential to drive even greater efficiencies
and less waste with food costs. But while food
halls, prior to the pandemic, were all about the in-
person experience, ghost kitchens are all about the
convenience of eating at home.

Unlike many other businesses negatively impacted
by COVID-19, the pandemic has had a significantly
positive impact for ghost kitchens. The logic is
simple; delivery demand equals potential ghost
kitchen demand. And prior to the pandemic,
delivery demand was already soaring.



The investment community
has taken notice

Technology analytics firm CB Insights
reports that ghost kitchen funding

in 2019 had grown at 12.5 times the
rate of the previous year to more than
$520 million. CloudKitchens, DoorDash
Kitchens, Epic Kitchens, Ghost Kitchens
USA, GrubHub, Kitchen United, REEF
Kitchens, Salted, Uber Eats and Virtual
Kitchen Co were joined by dozens of
independents as they started rolling
out locations. Plans for growth were
already aggressive; Kitchen United
alone entered 2020 with plans to open
as many as 400 locations over the next
few years. Meanwhile, Uber founder
Travis Kalanick’s Cloudkitchens raised
more than $400 million in funding and
has plans to open more than 100 virtual
kitchens in the U.S. by 2021.

NEW ENTRANTS TO THE PROSPECTIVE GHOST KITCHEN
MARKET THIS YEAR TENANTS OR OPERATORS
e Butler Hospitality e Brinker
¢ jKcon e Capriotti’s Sandwich Shop
¢ Inspire Brands ¢ Fat Brands
The owner of Arby’s, Buffalo (Elevation Burger, Fatburger
Wild Wings, Jimmy John’s and Johnny Rockets)
and Sonic is reportedly e Muscle Maker Grill

planning to launch

e Quizno’s
concepts based on names

it trademarked earlier in the * Rachael Ray
year—Alliance Kitchen and ¢ Taco Del Mar
Inspire Kitchen. * Wingstop
e Karma Kitchen
* Kitopi
*+ Kroger Unlike many other businesses
The grocery giant announced . .
a paetnetSm CHT negatively impacted by COVID-19,
ClusterTruck late last year. the pandemic has had a significantly
* Zuul positive impact for ghost kitchens.
* C3 (Simon Properties) The logic is simple; delivery demand

equals potential ghost kitchen
demand. And prior to the pandemic,
delivery demand was already soaring.
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Ghost kitchens are here
to stay... or are they?

The competitive landscape for ghost
kitchens has moved from being wide
open to incredibly crowded overnight.
During the lockdowns, virtually every
restaurant became a ghost kitchen.
While there may currently be a gold
rush mentality around these concepts,
it’s critical that market players don’t
forget what the original offering of this
business model was (and will eventually
become again)—to allow end-users to
economize their real estate and labor
costs. The long-term viability of ghost
kitchen projects will be based on those
precepts and upon dealing with the
challenges of delivery expense.

The emphasis in this industry has

been on growth over profitability, but
it remains to be seen if the ongoing
wave of market consolidation will build
the more efficient economies of scale
that this industry needs to survive.
There also remains the challenge of fee
structures to restaurants that typically
have averaged between 15 and 30
percent per transaction. While most of
the major delivery services have offered
reduced fees to end-users during the
crisis, it does not change the fact that
most restaurants struggle to reach a 10
percent profit margin.

Delivery models do not have long-term
sustainability if the restaurants that rely
on them cannot make a profit. Prior to
the pandemic, this was less of an issue.
The pool of potential end-users was
incredibly deep in an industry where
entrepreneurialism, reinvention and, yes,
turnover, are constants. But the slim
margin model, combined with the fact
that roughly 90 percent of restaurants
in the U.S. are small businesses
(independents and franchise), has made
it one of the most vulnerable industries
to the pandemic, despite consumer
demand and affection. Yelp reported in
July that nearly 16,000 restaurants in
their listings had closed permanently.
We anticipate that one-third of U.S.
restaurants (+/- 325,000) are not likely
to survive if the pandemic is prolonged.
This will prove to be a challenge to the
delivery app players.

The restaurant industry
will rebuild

Consumers will demand it, investors
will see opportunity and invest in it, and
restauranteurs will fight their way back.
Food halls and ghost kitchens, with
their low barrier to entry, will be major
rebuilding mechanisms for the industry
(in most cases, you can open a concept
in either for roughly a tenth of the cost
of opening a standalone restaurant).
That rebuilding process will begin long
before the pandemic is over.

This confluence of factors actually
could prove a major opportunity for
the delivery players as they enter the
ghost kitchen arena; if they can create
modeling where the combined costs
of real estate and delivery to end
users can make sense, they may end
up dominating the space and finding
their way to permanent profitability.
The critical factor for all ghost kitchen
operators will be the control of delivery
costs.

We have always believed that the ghost
kitchen model should have a seat at the
table, but that it would not become the
entire table. The general movement of
retail (with some category exceptions)
has been towards maximizing

revenues by moving from being single
to omnichannel. Because, for most
restaurants, it doesn’t make sense to go
delivery-only permanently.

Meanwhile, restaurants that don’t
survive the pandemic will ultimately
lead to more restaurant space available
alongside a reset in asking rents. In
some markets, those rates may even
compete with the non-traditional
space that ghost kitchen operators had
previously sought, allowing these food
and beverage operators to make the
best out of a not-so-great pandemic
situation.

*Currency listed in USD

1




Introducing the
Virtual Technician—

technical sugport ;
during a turbulent time

A HIGHLY CONNECTED WORLD OF
EMERGING TECHNOLOGY PAIRED
WITH THE NECESSITY OF SOCIAL
DISTANCING HAVE PAVED THE WAY
FOR MODERN TECHNICAL SUPPORT.

PAUL BEDBOROUGH
- Chief Executive
"’ C&W Services
paul.bedborough@cwserv ices.com
] JOEL WHEATLEY
-] Senior Director
< ) Engineering & Maintenance
N joel.wheatley@cwservices .com

] ALI MOHAMMED
Senior Director
Reliability Engineering
ali.mmohammed@cwservices .com
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The Virtual Techn|C|an takes skilled

technluans and augments them with

n these unprecedented times, the

necessity of social distancing coupled

with advancements in communication
technology has accelerated the introduction of
an innovative new means of technical support:
the Virtual Technician.

Traditional facilities management (FM)
technicians face complex challenges at

the work site every day and, unfortunately,
some issues may be beyond an individual’s
experience or skill level. Historically, in this
situation, an Original Equipment Manufacturer
(OEM) and/or a more experienced and skilled
employee elsewhere within the portfolio would
be called in to resolve the issue. However,

with COVID-19 and its corresponding travel
and quarantine restrictions, everything has
changed. OEMs are no longer readily accessible
or available to respond.

MODERN TECHNICAL SUPPORT FOR
A MODERN TIME

A technology solution to this ‘in person’
challenge had fortunately already been in

the works pre-COVID-19 and was only further
accelerated in response to the pandemic: the
Virtual Technician. Due to great improvements
in the realms of augmented reality (AR) and
wearable computers, two individuals—the FM
technician and the OEM—can now collaborate
in a real-time, hands-free environment. Through
this innovative technology, the FM technician
essentially becomes the Virtual Technician and
now has immediate access to information and
documentation essential to maintenance tasks
and troubleshooting. This means that experts
from around the world can immediately assist

L | top engineers and mformatlon from

anywhere in the world at any time.

(FAW

technicians in the field via a headset and virtual
review—a benefit during times of limited travel,
but also a long-term solution to address the
shortage of highly skilled labor. Technicians are
not simply collaborating but are augmented

by the technology they wear to become
immediately higher-skilled, more productive
and resolve issues much faster.

HELP.WITHIN MINUTES

Through a headset, OEMs can be reached
within minutes to review issues and help
technicians resolve them. In a highly connected
and collaborative environment, on-site
technicians become “the hands” of the remote
personnel, who can see and hear everything
while directing procedures. This significantly
increases recovery time as travel and associated
costs are avoided.

HANDS-ON LEARNING

In kinesthetic learning, students absorb
information by carrying out an activity as
opposed to watching a demonstration or
listening to a lecture. Examples include

learning how to ride a bike or building a piece
of furniture by following instructions. Edgar
Dale’s Cone of Learning model demonstrates
learners can remember 90 percent of what
they do versus 30 percent of what they see.
Virtual Technician implementations support
kinesthetic learning, enabling personnel to work
on new, complex tasks under the guidance of a
remote instructor. Utilizing this technology also
allows trainers to support multiple sites at once,
reducing travel time and expense. It is also
convenient for ad-hoc training on short notice.



CREATING OPPORTUNITIES ACROSS THE BOARD

The Virtual Technician can support centralization of highly
skilled individuals, who can then be used as shared assets
across an organization, resulting in several advantages:

Shared Resources

Cost-sharing of highly skilled support
personnel across multiple sites.

Improved Productivity

Skilled support personnel maximize
their productivity by rotating from one
challenging task to another across a
network instead of only resolving the
hardest problems in their own location.

Technical Resourcing

The labor shortage in the skilled trades
has created cut-throat competition for
top talent. By leveraging the Virtual
Technician, a facility doesn’t need as
many senior technicians on-site, which
relieves talent-acquisition pressure.

= Career Extension
Rea I 'Worl d Scena rlo Engineers and technicians spend a

lifetime honing their skills, so when they
“For an automotive manufacturing client with 30 retire, they leave a great void which

distribution sites in the U.S., the Virtual Technician is is often difficult to fill. Via the Virtual

a huge time saver,” said Ali Mohammed, Sr. Director, Technician, they can extend their careers
Reliability Engineering for C&W Services. “Our by working from home. Without having
operations manager typically travels about two hours to travel or deal with day-to-day issues
each way to reach sites that need additional support. at a site, they can train, troubleshoot
With the Virtual Technician, the Operation Manager and mentor junior technicians. This

will save countless hours of drive time, and more helps close gaps in labor shortages and
importantly, we will resolve issues that could affect knowledge transfer.

site up time quickly and efficiently.”
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STAYING COMPLIANT VIRTUALLY

The Virtual Technician does more than just resolve issues on site, it also helps keep an organization compliant. Periodic audits and
inspections of compliance standards are important—but they’re also time consuming and expensive. Conducted via the Virtual
Technician, audits and inspections uphold standards, at a fraction of the time and cost.

A VIRTUAL SOLUTION FOR BOTH THE SHORT AND LONG-TERM

The Virtual Technician provides one more example of how an organization can leverage technology to perform complex tasks
faster, smarter and better—all at a fraction of the cost. Not only is the technology providing a much-needed workaround to the
COVID-19 travel and quarantine restrictions, but it’s also sure to provide a long-term solution to address the shortage of highly
skilled labor while keeping ongoing costs in check.

The Virtual
Technician in action

The Virtual Technician quickly proved its merit when C&W Services
supported the commissioning of a new 200,000-square-foot food
manufacturing plant for a large U.S. fast-food chain. COVID-19 travel
restrictions were enacted as commissioning began, sidelining C&W
Services Reliability & Engineering experts, OEMs and subcontractors
who would normally spend extensive time on-site. Via Virtual
Technician, the team was able to remotely support the resolution

of issues with robotics and other equipment during start-up. Client
requests to expand engineering scope at the site were quickly
evaluated and responded to using the new technology. The Virtual
Technician was also a critical component of establishing sound
governance, allowing remote monitoring during the setup of the
tool room, MRO and inventory processes. Not only did the Virtual
Technician support engineering and maintenance—even the client’s
senior executives got a taste of the new technology when it was used
to conduct virtual tours of the plant for all levels of the organization.
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The global populous has continued to
adapt incredibly well to the vagaries
we’re seeing arise as part of the ongoing
pandemic. People have recognized,

that at least for an extended period,

this is the life we're living, and these are
the adaptations we need to make. As
predicted by many—epidemiologists,
politicians, economists and even real
estate professionals—the virus hasn’t
dissipated, it hasn’t vanished, and all
isn’t well after a short sharp shock to
our system. Instead, COVID-19 continues
its grip on major parts of the world.

We've experienced new outbreaks in
places the virus was thought dormant
or hadn’t seen cases for 30 days or
more. New Zealand, Australia, South
Africa and Hong Kong have all seen
(and the distinction is still to be made)
either second waves or more likely

an extension of the first. Dramatically
increased numbers are now being seen
in Western Europe. And the numbers
we’re seeing across the globe continue
to rise, although as we get better at
testing, there is some evidence to
suggest this is a factor of test volumes
as opposed to a true increase in
numbers. Whatever the detail around
the numbers, we recognize that until
there is a vaccine, our lives will continue
to be challenged and disrupted.

IMPACTING THE GLOBAL ECONOMY

As expected, the pandemic has had a dramatic impact on global economies,
unemployment, consumer spending and the political narrative. The U.S. dollar has
seen a near 10 percent drop since the high reached in March 2020, which has been
greeted in positive terms for the economy, at least in the short-term. A weaker U.S.
dollar naturally boosts competitiveness relative to overseas suppliers and it makes
countries attractive to foreign currency investment and tourism (although tourism,
of course, has not yet recovered to its pre-COVID-19 levels). The U.S. stock markets
remain near record highs with investors sticking to the view that the economy will
recover, and spending levels will increase.

GDP figures for Q2 2020 across the G7 nations have seen dramatic
quarter-on-quarter change:

UK -21%

FRANCE -13.8%

ITALY -12.4%

CANADA -12%

GERMANY -10.1%
u.s. -9.5%
JAPAN -7.6%
*OECD data
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The UK saw its biggest slump on
record entering a recession for the first
time since the Global Financial Crisis
(GFC). The U.S. and Eurozone already
confirmed their recessions as the global
economy continues to struggle in the
grips of the sharpest downturn since
the great depression in the 1930s. On

a positive note, we are now technically
already out of recession as we are very
likely to see GDP growth through the
end of the year (albeit not getting us
back to pre-pandemic times).

GDP figures will bounce back as
factories open and resume production,
and shoppers head back to stores for
items other than the essentials they
have been purchasing to date. There is a
sense of pent up demand, as shopping
centres across Europe have reopened.
We've experienced footfall returning
to pre-pandemic levels and bars and
restaurants have had turn people away
because they are too busy. The issue
with this recession has not been one
of demand, it's been supply led. We
haven’t had the chance to spend the
money we’'d like to, as opposed to not
having the money to spend.

We will have to contend with relatively
high levels of unemployment for a
period of time and whilst we have had
visibility of what that looks like in the
U.S., we are yet to truly understand the
impact it will have on major European
countries once furloughs end. At the
time of this writing, one third of all
employees in France, Germany, Spain,
Italy and the UK are being sustained by
government. While this is high, in New
Zealand, the virus has seen 74 percent
of people actively participating in a job
retention scheme.
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TRENDS TAKING OFF

The pandemic has been an accelerant
of many of the trends that we have
been experiencing over the past few
years:

* The evolution of retail and growth in
logistics and warehousing

« Working from home and the capacity
to be a digital nomad

¢ The development of online education
and learning platforms

* A recognition that there is a direct
link between business and the
environment

Those that say with confidence that
once the virus has faded away, we'll
move back to the old way of life are
simply wrong and mistaken.

This isn’t a bump

in the road, this is

a major fork and
we’ve been given the
opportunity offered
to few generations—
the chance to

make long lasting,
significant and
positive change.

There have been terrible consequences
of the pandemic: loss of life, devastated
families, education interrupted,
businesses folded and jobs lost. We
can’t hide from this and we shouldn’t.

| do believe that we now have a
responsibility as a society and as
individuals to make a fundamental
difference.

The topic of mental well-being has
been addressed over the past few years
and has gained a greater degree of
acceptance over the past six months.
We’ve taken a great leap forward in
recognizing the importance of well-
being, both physically and mentally.
One such question that needs to be
considered is how we maintain visibility
of the health of colleagues when they
are away from the office workplace.
There will be a new way of working
that will address this important topic.
Through Cushman & Wakefield’s
proprietary Experience per Square
Foot TM (XSF) tool, we’ve captured

1.7 million data points from more than
50,000 respondents in the current
work from home environment — and it's
reassuring to see the data reflect the
importance surrounding positive health
and wellbeing.
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CHANGE IS NOW

COVID-19 has changed our lives. We continue to
see incredible levels of adaptation to the new way
of being, amazing stories emerge each day of
people going above and beyond the call of duty

in the care of their family, friends and loved ones.
During this time, it has been gratifying to see the
physical environment playing such a key role and
making the changes required to keep people safe
and well. We must take the good from the past few
months and carry that forward with us. The time to
change is today, a series of small changes now will
have a big impact on how we live in the future.
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Can the

A\ shopping mall
survive
COVID-19?

There are currently more than 1,000 malls

struggling to re-engage a consumer

RICHARD W. LATELLA MAI, FRICS distracted by the convenience of digital
| Americas Retail Practice Group Leader
~=  Valuation & Advisory offerings. With the continued growth of
4 richard.latella@cushwake.com

e-commerce, the introduction of new paths
BARE E SCARBINA to purchase, and the impact of COVID-19,
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mall developers are faced with difficult

[

challenges and the ultimate question: what
does the future hold for the shopping mall?
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s children of the 70s, the mall
represented a magical place. A symbol
of possibilities. Armed with our
allowance, the options were endless:
denim from the Gap, shoes from Thom McCan,
a quarter pounder from McDonald’s. The mall
welcomed everyone and it housed everything.
As time progressed, so did the mall. Movie
theaters, food courts and bars extended our
stay and expanded our spending. Each year,
developers, landlords and retailers put more
emphasis on driving footsteps to shops,
restaurants and theaters. Wall Street rewarded
strong sales with strong stock performance.
Then, in the early 2000s, everything changed
as consumers shifted their focus to experiences
over clothes, and convenience over community.

During the last decade, we have seen even
further erosion of the mall experience.

Malls have seen thousands of stores close,
consumers disengage and communities
struggling to understand the intrinsic value
to the neighborhood. But instead of writing
retail’s obituary, we should think of the retail
market as merely evolving. Successful retail
adapts as consumer preferences, habits and
technology change—and one of the most
prominent of these changes has been the shift
to e-commerce.

But instead of writing retail’s
obituary, we should think of the
retail market as merely evolving.

Online sales had been effectively growing at

a compound annual rate of 15.2 percent from
2010 to 2019, vs. 4.2 percent for physical store

sales (U.S. Census Bureau). Putting it into
perspective, this channel accounts for about
16.1 percent of all retail sales. And COVID-19
has forced consumer behavior to adapt to this
platform at an even faster rate. To that end,
some analysts expect that e-commerce sales
could account for 20 to 25 percent of all retail
sales by 2025.

The reality is that physical stores that are still
doing business the same way are no longer
convenient in the age of e-commerce. To
stay viable, both retailers and mall owners
need to adapt to these fast-changing
consumer preferences.

For the past several years, the department
store model—once the lifeblood of the
mall—has been in transition. There have been
countless bankruptcies, closures, consolidations
and liquidations within this once formidable
segment of the retail industry. At one time,
department stores were the center of the
retail universe and viewed as innovators in
merchandising techniques and customer
service. But unfortunately, department stores
started to lag their nimbler competitors and
saw market share slip from more than 10
percent to under two percent today.

Besides having to deal with millions of

square feet which will need to be backfilled

or repurposed, mall owners are faced with
looming co-tenancy clauses that can be
triggered if they can’t replace an anchor tenant
with an acceptable alternative. Co-tenancy
clauses allow tenants to opt to pay percent rent
only, a reduced rent, or the ability to vacate
without penalty.




/

Over the past several months, mall owners
have been in daily discussions with tenants
to find ways to survive this crisis. This has
resulted in some creative give-and-take from
both the landlord and the tenant as each
strives for the necessary modifications that
work for all parties. Lease modifications
continue to be achieved with the most
common structure being deferral of a portion
of the rent which is expected to be paid

back over the next six to 12 months. Smartly,
landlords are using these concessions as an
opportunity to revamp clauses considered
favorable to the tenant for their own benefit.

An interesting example of a survival strategy
entails a shopping center owner buying a
retailer, Aeropostale, who is a tenant in many
of their malls. In 2016, Simon and the mall
owner General Growth Properties, which is
now owned by Brookfield, teamed up with
Authentic Brands Group (ABG) to rescue
the embattled teen apparel retailer. The
three won an auction to buy Aeropostale
out of bankruptcy court, salvaging hundreds
of stores, for a price tag of $243.3 million.
By all reports, this has turned out to be an
accretive investment for the venture. This was
soon followed by the acquisition of Forever
21. More recently, ABG and Simon, through a
joint venture known as SPARC Group, have
announced the acquisitions of Lucky Brand
and Brooks Brothers. Brookfield and Simon
separately have made an investment in JC
Penny and we expect that there will be more
examples of this strategy in the near future.

As the long-held belief that the department
store was the anchor for a mall's success

has diminished, we have seen several

new, innovative uses replace these fortress
stores such as food halls, movie theaters,
entertainment concepts and gyms—and
grocery stores could be next on the list. This is
a natural evolution of the slow but steady shift
over the last decade of bringing more food
and entertainment into the mall while reducing
the footprint of apparel given its vulnerability
to digital competitors. An example of a
successful reuse of a former JC Penney store
is when Wegmans, a privately held American
supermarket chain, moved into Brookfield’s
Natick Mall in Natick, Massachusetts, the first
such location in a mall for the chain.
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Adaptive reuse is another viable option mall owners should consider. Repurposing unused vacant
spaces can be an excellent way to recoup revenue losses.

Architects welcome the challenges brought on when tasked with repurposing vacant boxes,
especially when given a full runway of artistic expression. From casinos to data centers to aquariums
and everything in between, adaptive reuse options seem to be endless.

DATA
CENTERS

Healthcare Centers

Mall owners, blessed with public
transportation systems and large

parking lots, are tapping into the $3.5
trillion healthcare industry. Doctor offices,
outpatient clinics and day surgery centers
provide an important reuse for failed retail
space, especially as healthcare systems
have recognized they can be more
accessible by offering smaller, value care
facilities in shopping centers whose large
parking fields make them easily accessible.

HOTELS

In one ambitious project, The University
of Rochester (UR) will develop The

UR Medicine Orthopedics & Physical
Performance Center at The Marketplace
Mall in Rochester. The 330,000-square-
foot facility will be the largest off-site
building in UR history. The center will
take the former Sears box and part of
the mall’s in-line space as the shell for
the new ambulatory surgery center, new
operating rooms and procedure rooms.
New construction would create a multi-
story tower above the surgery center,

to house services such as diagnostic
imaging; clinical exam rooms; physical,
occupational and hand therapy; sports
medicine facilities; athletic training; injury
prevention programs; and nutrition/mind-
body wellness services.
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COVID-19 has and will continue to influence changes within the mall, but what about outside

the mall? Savvy owners have embraced ideas on how to make their parking lots revenue-
generating. About a year ago, Walmart launched “Walmart Reimagined” to create town-center
type developments on parking lots at its Supercenter stores with the goal of creating a gathering
place that encourages the community to hang out longer in the area. We've also seen pop-up
drive-in theaters and workout classes make parking lots their temporary homes. Other uses such
as community programming, ice skating rinks and farmers markets are getting strong interest as
well. And in one ominous sign of the times, many mall parking lots are hosting drive-thru COVID-19
testing tents.

The business of delivering retail goods and services has reached an inflection point shaped by the
competitive challenges transforming the industry before our eyes. COVID-19 has only accelerated
this pace of change. Smart retailers and owners are making significant strides in adopting and
implementing new strategies that will shape retail over the ensuing decade. Change is not an
option; it is required for survival.
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Retailers that recognized the shift to digital early on and invested wisely in omnichannel strategies

are now benefiting the most.

Shopping with AR

The future is now: augmented reality (AR),
machine learning and artificial intelligence

(Al) are here to stay. Retailers are leveraging
AR technology to bridge the gap between

the digital and the physical. Mega-brands like
Target, Lowes and Amazon have launched AR
features that allow shoppers to picture furniture
in their homes. With the AR market anticipated
to reach $133 billion by 2021, smaller retailers
are undoubtedly close behind. Another Al-
powered retail trend, “visual search,” allows
shoppers to find and buy a product just by
snapping a photo. Al works its magic to identify
the product (or similar ones) across multiple
sites and retailers in just a click.

Physical stores for digitally,

While digitally native brands like Bonobos,
Glossier, Casper and Warby Parker started
online, many are launching and expanding their
physical presence. According to real estate
experts, digitally native brands are predicted
to open 850 brick-and-mortar stores in the
next five years, with New York being the most
popular destination.

Omnichannel experiences

The rise of omnichannel is sure to continue

so retailers need to offer a consistent buying
experience across channels, both online and
off. As the lines between digital and physical
shopping experiences blur, retailers need to be
agile and responsive to customer needs with
branded touchpoints at all parts of the buying
journey.

Pop-up shops

Temporary storefronts leverage the scarcity
principle and the excitement of never before
seen products to provide a social buzz and
an experience that drives shoppers. This is a
potential $80 to $100 billion business.

Social shopping

E-commerce and social media are becoming
intertwined. Shoppable Instagram posts and
stories have been very popular and an efficient
way to promote the brand. Sought after
“influencers” have become wealthy as this new
form of marketing has exploded.

Same-day delivery

When it comes to online shopping, it seems like
customer expectations for ship times are only
getting faster. First came 2-day via the rise of
Amazon Prime, then next-day. But in the age of
instant gratification, shoppers want their orders
ASAP. PwC reports that 88 percent of consumers
are willing to pay for same-day or faster delivery.
Walmart and Target reported Q2 results and
they have made significant strides in this area.
Reliance on third-party shipping partners could
also become retail history. Long term, you'd
expect to see other large retailers vertically
integrate into fulfillment and last mile to better
control their own destiny.

Rental apparel

The rental apparel market is also becoming a
huge business on the heels of Rent the Runway’s
success. Major department stores and others like
Urban Outfitters have joined the trend. This drive
to have the most current products manifests in
an innovative concept created by Re:store in San
Francisco, which offers a rotational display of
products made famous on Instagram. We do note
that LeTote’s acquisition of Lord & Taylor may
become the first casualty in this segment in the
COVID-19 era.

...digitally native brands are
predicted to open 850 brick-
and-mortar stores in the next
five years, with New York being
the most popular destination.
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https://www.retaildive.com/news/e-commerce-pure-plays-set-to-open-850-stores-in-five-years/539320/#:~:text=Digitally%20native%20brands%20are%20making,was%20emailed%20to%20Retail%20Dive.
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About Cushman-& Wakefield

Cushman & Wakefield (NYSE: CWK) is a leading global real
estate services firm that delivers exceptional value for real estate
occupiers and owners. Cushman & Wakefield is among the largest
real estate services firms with approximately 53,000 employees
in 400 offices and 60 countries. In 2019, the firm had revenue of
$8.8 billion across core services of property, facilities and project
management, leasing, capital markets, valuation and other
services. To learn more, visit www.cushmanwakefield.com or
follow @CushWake on Twitter.




As a global leader in th%mn’?nercial real
estate (CRE) industry, Cushman & Wakefield s |
offers clients a new perspective on COVID-19’s '”fr

impact on CRE and beyond; preparing them [ ;
for what’s next.

For more information, visit
cushmanwakefield.com

m. CUSHMAN &
((ll{MN WAKEFIELD

cushmanwakefield.com




5G’
built
right

verizon’

5G Ultra Wideband available only in parts of select cities.

Based on analysis by Ookla® of Speedtest Intelligence® data of T-Mobile and Verizon 5G (Beta) average download
speed results for Q4 2019 nationally. Ookla trademarks used under license and reprinted with permission.

Not all 5G is created equal.

With ultra-fast speeds, ultra-low
latency and massive capacity,
Verizon 5G Ultra Wideband is
more than 10x faster than some
other 5G networks. And it’s rolling
out in cities across the country

so people can experience the
performance Ultra Wideband

can deliver.

It won't just change what your
phone can do. We’re building it to
change what cities, industries, and
things we can’t even imagine will do.

There’s 5G.
Then there’s Verizon 5G.

#5GBuiltRight



