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Impacts of COVID-19

Please see attached two recent asset sales. One comprising a
metropolitan office investment leased to a government tenant
and the other a multi tenanted large format asset. The sales were
negotiated prior to and completed in the earlier stages of the
COVID-19 pandemic. They demonstrate the strong investment
parameters which were in place prior to the onset of the
pandemic. However as the impacts of the current health and
economic crisis emerge, the different sectors in which the assets
sit, have been impacted to different degrees.

As the impacts of the COVID-19 pandemic have progressed and
intensified, the corresponding impacts upon the economy and
their longer term impacts have also accelerated and increased. As
the economy grinds to a halt and unemployment, both short and
long term, potentially increases, there are associated impacts
upon the property sector.

More recent discussions with agents show an increasing fallout
during due diligence.

We make the following anecdotal comments of our observations
of recent property market activity during our normal work activity.

MMJ incorporates a number of senior operators who were in
operation during the global financial crisis, and in some cases the
major turndown of the early 1990s. All agree the current
circumstances, whilst not the making of a financial downturn as in
previous occurrences, have had a more severe and immediate
impact upon the economy and potentially, in turn, the property
markets. In previous downturns, the economy was still active and
businesses whilst in distress, were able to continue to trade. We
are in new territory in the current environment,

It appears from our conversations with various market operators,
that it is difficult to complete transactions when the security of
income is unclear. Tenant viability is in a state of flux. Obviously
most apparent within the retail sector, but also to some degree
within the office sector. At present, to a lesser extent within the
industrial sector, however, as the impacts broaden it is likely to
also intensify impacts upon industrial activity

In relation to the private investor segment, again certainty of
income stream is vital. Even more so to some degree with a
private owner as opposed to a multi owner institutional landlord.
Private owners tend to be geared higher, have a less technical
approach to investigations and a lack of back up capital and
repayment capability.
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In our opinion any hope of market activity will rest upon security of
income. As such government tenants and corporates perceived to
be in essential industries, potentially provide a more steady or
secure future income.  However even if these aspects are
satisfied, the longer term unknowns relate to capitalisation rates
and effects on market value.

If a potential purchaser is willing to proceed, what factors inhibit
completion. Our general discussions with financiers reveal, in their
words, they are still technically open for business. However they
are reviewing new applications more intensely and whilst still
lending, are quite correctly more critical in their assessments and
conditions.

The ability to complete due diligence is also impacted, primarily in
the ability to travel and complete inspections as some companies
institute occupational health and safety precautions in response to
government mandates of essential travel.

As such a number of competing factors are impacting upon the
ability of the market to perform and remain active.

So, where are we?

To date our major observable change is to activity and sentiment,
however we consider these factors can and will most likely turn to
more direct impacts upon performance and value. Lack of activity,
rental arrears from struggling tenants and loss of cashflow must
impact upon demand and value. Values have the potential to be
more variable, as evidence will not represent the changing market
conditions. Broad experience and having been part of previous
downturns provide a basis for decision making. Consistency of
approach is essential.

As mentioned many of MMJ's senior staff have seen previous
downturns. In our opinion this downturn has included new factors,
comprising a rapid and significant change to business trading
conditions, which has resulted in a material change to tenant
viability or short term closure impacting upon landlord cashflow.

We would not dare to attempt to say what will happen to the
property sector going forward. However, all of the above point to
an impact upon property demand and value. How this transcends
to value will depend upon how and where the impacts of the
current pandemic move and what short and medium term
government initiatives are instituted and critically the market must
remain active. And at present, this is a day by day situation.
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