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Industrial delinquencies should remain a rare event, even as loans age and

become prone to credit issues. The sector is benefitting from strong long- Efggs;irgeefuﬁgfslzt
term tailwinds that the pandemic accelerated, such as rising e-commerce 22 Third Avenue, 12th Fl
sales, as well as some new ones including a shift to "just in case" inventories  New York, NY 10017

and re-shoring of manufacturing. Industrial landlords are also better

positioned to weather inflationary pressures on cost structures. Industrial

rents grew 7% in Q1 over the last quarter, according to JLL, underscoring

landlords' pricing power. CMBS industrial loan delinguencies have been minimal throughout the

pandemic, registering 0.33% as of April remittance, according to MCIA.

Still, troubled industrial situations do pop up and can reveal aspects to watch as investors
may be increasing their exposure to the sector. The sector's red-hot fundamentals may also be
decelerating on some corners, Notably, Amazon is looking to sublease at least 10 million square
feet of warehouse space, according to press reports. The giant industrial tenant may also look to
end or renegotiate leases - a move with potentially direct implications to property cashflows. Net
absorption in the industrial sector softened in Q1, dropping 10.4% YQY to a total of 93.8 million sf,
according to CBRE.

We suggest tracking the following on industrial loans:

e Watch for “Flex” subtype. Several weak outstanding industrial loans signal "flex"
properties can face performance issues. Of the 12 industrial loans that are in various
stages of delinguency (5152.6 million balance), nine loans (84.6% of the delinquent
balance) are flex properties. Flex industrial properties combine an office and a
warehouse component, essentially comprising exposure to the more precarious office
sector. For example, the 90+ day delinquent Southport Plaza (525 million, JPMBB
2014-C25) is backed by a 192K sf industrial property in Staten Island, NY. But an
office component comprises ~66.4% of the property, which saw its borrower default
during the pandemic. Overall, 29% of the outstanding industrial CMBS exposure is
flex properties (Figure 1)
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Figure 1. Industrial CMBS Qutstanding Exposure by Property Subtype
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Older properties warrant attention. Industrial properties are especially sensitive
to obsolescence, according to market participants and landlord presentations. For
example, one large industrial REIT emphasized its properties nine-year average age
versus the 17-37-year age range of its competitors. Property age joins characteristics
such as clear height or coastal vs. non-coastal locations as performance drivers
that landlords highlight. Older properties do show up across potentially weaker
CMBS industrial loans. For example, the Goodyear Portfolio ($60.4 million, WFCM
2019-C50 and BBCMS 2019-C3) is backed by four industrial properties in Akron, OH.
Three of the properties were built in the 1940s and 1950s. The fourth - Innovation
Tech Center - was built in 1917, To be sure, the entire 2.05 million sf portfolio was
last renovated in 2018 and features long term leases, according to deal documents.
But with a single-tenant portfolio in a non-coastal location, the portfolioc may
illustrate industrial properties that could struggle to attract replacement tenants.
The servicer added the Goodyear Portfolio in late 2020 to the deal's watchlist
because of decreasing DSCR. About $18.9 billion (64.7%) of the overall outstanding
CMBS industrial exposure is backed by properties over 20 years old (Figure 2).
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Figure 2. Industrial CMBS Outstanding Exposure by Property Age
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Portvs. Non-Port Locations. The industrial performance in port markets is noticeably
better than in non-port markets. For example, rent growth in port markets was
23% YOY in Q1, compared to 16% growth in non-port markets, according to JLL.
Industrial landlords clearly highlight coastal locations as providing competitive
advantage. Market participants cite the lack of available land for development
and other barriers to new supply as supportive for industrial fundamentals in port
markets. Several of the weak industrial CMBS loans we identified are in non-coastal
locations including Gateway Net Lease Portfolio ($523.0 million, BANK 2017-BNKS5,
BANK 2017-BNK6, BMARK 2018-B1,JPMCC 2017-JP7, JPMDB 2017-C7) and Harvey
Building Products ($160.0 million, BMARK 2019-B14, BMARK 2019-B15, CGCMT 2019-
C7, GSMS 2020-GC45).
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Limited Immediate Industrial Concerns, More Perhaps Down the Road

CMBS 2.0 has $2.49 billion balance (163 loans) that we define as relatively weak industrial loans.
This includes loans across the delinguency spectrum, as well as watchlisted loans. The largest
loans in this dataset include Gateway Net Lease Portfolio ($523.0 million, BANK 2017-BNK5, BANK
2017-BNKB, BMARK 2018-B1, JPMCC 2017-JP7, JPMDB 2017-C7) and Harvey Building Products ($160.0
million, BMARK 2019-B14, BMARK 2019-B15, CGCMT 2019-C7, GSMS 2020-GC45) (Figure 3).

Figure 3. Weak Industrial CMBS Loans

Loan Balance . Property .
Loan Deal (SMM) Status  Property Type Location Age (¥rs) Maturity
Gateway Net Lease Portfolio BANK 2017-BNK5, 523.0 WL Warehouse/ Various 6-62 June 2024
BANK 2017-BNKB, Distribution &
BMARK 2018-B1, Flex
JPMCC 2017-JP7,
JPMDB 2017-C7
Harvey Building Products BMARK 2013-B14, 160.0 WL Warehouse/ Various 14-72 November
BMARK 2019-B15, Distribution 2029
CGCMT 2019-C7,
GSMS 2020-GC45
Diamaondback Industrial GSMS 2019-GC40 139.0 WL Warehouse/ Various 11-28 June 2024
Portfolio 2 Distribution
GNL Industrial Portfolio BBCMS 2019-C3, 97.5 WL Various Various 4-69 May 2029
CSAIL 2018-C16
U.S. Industrial Portfolio BSMS 2016-6S3, 82.7 WL Various Various 22-95 September
GSMS 2016-GS4, 2026
GSMS 2017-GS5,
GSMS 2017-GS6
IRG Portfolio CD 2017-CD6, 72.5 WL Various \Various 36-82 Aug 2027
JPMDB 2017-C7
Lasko Portfolio GSMS 2017-GS5 65.7 WL Warehouse/ Various 59 March 2027
Distribution
Nordic Cold Storage Portfolio WFRBS 2014-C19 515 WL Warehouse/ Various 27-40 March 2024
Distribution
Supor Industrial Portfolio WFCM 2020-C56 51.3 WL Warehouse/ Harrison, NJ 92 February
Distribution 2030
Phoenix Industrial Portfalio IV WFCM 2020-C57 46.0 WL Various Various 41134 March 2030

Source: MCIA and Academy Securities

The relatively small size of the outstanding troubled industrial loans presents limited risk across
the CMBS universe, especially in comparison to the much larger delinguent retail and hotel pools.
But with recent issuance featuring increasing exposure to industrial properties, we cannot rule
out more concerning situations popping up (Figure 4). Some recent loans featuring older, flex and/
or non-coastal loans include 30 Dunnigan ($109.8 million, BANK 2021-BN35) and McClellan Park
(675.0 million, BANK 2020-BN30) (Figure 5).
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Figure 4. Industrial Exposure across CMBS Vintages
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Figure 5. Large Industrial Loans in Recently Issued Deals

Loan Balance . Property Age .
Loan Deal (SMM) Property Type Location (¥rs) Maturity
30 Dunnigan BANK 2021-BN35 109.8 Warehouse/ Suffern, NY 46 July 2031
Distribution
Phoenix Industrial Portfalio V GSMS 2020-GSA2, 92.5 Warehouse/ Various 44-74 December 2030
WFCM 2021-C59 Distribution
U.S. Industrial Portfolio VI BMARK 2021-B24, 81.0 Warehouse/ Various 23-85 March 2031
BMARK 2021-B25 Distribution
McClellan Park BANK 2020-BN30 75.0 Warehouse/ McClellan, CA 84 December 2030
Distribution
ParkWorks Industry Center BANK 2022-BNK39 64.8 Flex Wilsonville, OR 47 December 2031
Leonardo DRS Industrial BMARK 2021-B23 63.7 Flex Menomonee 22 January 2031
Falls, WI
iPark 84 Innovation Center BMARK 2021-B26 60.0 Flex Hopewell 56 May 2031
Junction, NY
215 Coles Street MSC 2021-L5 60.0 Flex Jersey City, NJ 95 April 2026
50 Haorseblock 3650R 2021-PF1 59.0 Flex Brookhaven, 36 June 2031
NY
Saddleback Business Park BBCMS 2021-C9 58.5 Flex Laguna Hills, 34 June 2031
CA

Source: MCIA and Academy Securities
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Academy CMBS Research Recent Reports

Senior Housing: Focus on Segment Selection Amid Pandemic Impact

Hotel Reserves: Key Performance Driver after Pandemic-Oriven Depletion

Government Tenants: Short Termination Notices and Specialized Properties

Russian Sanctions Impact: Lease Terminations and Forced Property Sales

Mall Foreclosures: What to Track as Servicers May Shift Away from Maodifications
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https://www.academysecurities.com/wordpress/wp-content/uploads/2022/05/SP_Special_Topics_SeniorHousing.pdf
https://www.academysecurities.com/wordpress/wp-content/uploads/2022/04/Academy_CMBS_Credit_Focus_Reserves.pdf
https://www.academysecurities.com/wordpress/wp-content/uploads/2022/03/CMBS_Credit_Focus_GSA.pdf
https://www.academysecurities.com/wordpress/wp-content/uploads/2022/03/Academy_CMBS_Special_Topics_Sanctions-1.pdf
https://www.academysecurities.com/wordpress/wp-content/uploads/2022/03/Academy_CMBS-Credit-Focus_2022-03-01.pdf
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Disclaimer

Although certain information has been obtained from sources believed to be reliable, we do not guarantee
its accuracy, completeness or fairness. We have relied upon and assumed without independent verification,
the accuracy and completeness of all information available from public sources.

Views and opinions expressed are for informational purposes only and do not constitute a recommenda-
tion by Academy Securities for any purpose including buying, selling, or holding any security. Views and
opinions are current as of the date of this presentation and may be subject to change, they should not be
construed as investment advice.

This information discusses general market activity, industry or sector trends, or other broad-based busi-
ness, economic, market or political conditions and should not be construed as operational, research or
investment advice. This material has been prepared by Academy Securities and is not financial research
nor a product of Academy Securities. It was not prepared in compliance with applicable provisions of law
designed to promote the independence of financial analysis and is not subject to a prohibition on trading
following the distribution of financial research. The views and opinions expressed may differ from those
of Academy Securities. Investors are urged to consult with their financial advisors before buying or selling
any securities. This information may not be current and Academy Securities has no obligation to provide
any updates or changes.

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of
the date of this presentation and are subject to change without notice. These forecasts do not take into
account the specific investment objectives, restrictions, tax and financial situation or other needs of any
specific client, Actual data will vary and may not be reflected here. These forecasts are subject to high
levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed
as merely representative of a broad range of possible outcomes. These forecasts are estimated, based on
assumptions, and are subject to significant revision and may change materially as economic and market
conditions change. Academy Securities has no obligation to provide updates or changes to these forecasts.
Case studies and examples are for illustrative purposes only.

Index Benchmarks

Indices are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, as
applicable, but do not reflect the deduction of any fees or expenses which would reduce returns. Investors
cannot invest directly in indices.

The indices referenced herein have been selected because they are well known, easily recognized by inves-
tors, and reflect those indices that the Investment Manager believes, in part based on industry practice,
provide a suitable benchmark against which to evaluate the investment or broader market described here-
in. The exclusion of “failed" or closed hedge funds may mean that each index overstates the performance
of hedge funds generally.

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY
PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SG.
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