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A Brave New World: COVID-19
Implications for Opportunity Zones

SEAN RAFT, URBAN CATALYST

With its tentacles outstretched, the widespread economic impact of COVID-19

is undeniable. In light of the global pandemic, questions have been raised

about the long-term implications for real estate investment, particularly those

taking place in opportunity zones (OZs).

Although the future is hard to predict, forecasts are
being made. In the end, there will always be some
potential risks that should be considered carefully,
but we believe the cost of lost opportunity should

also be carefully weighed.

As a partner at Urban Catalyst, an opportunity zone
fund focused on ground-up development in the
heart of Silicon Valley in downtown San Jose, and
from my prior experience as a portfolio manager
of a real estate trust with more than $100 million
in assets, I've seen my share of the market ups and
downs. What T've found is that the implications of
COVID-19 notwithstanding, there will always be
deals out there. The real test is, and has always been,
knowing where to find the good ones and being

brave enough to act on them.

For Urban Catalyst,

ascertaining the impact of the pandemic on our

the critical analysis is

long-term real estate positions. Predicting the
future is a difficult task, no matter how clear the
crystal ball. The following is offered on the heels of

that disclaimer.

While our perspective at Urban Catalyst may be
unique to us, it may also prove a useful reference
point to others during an otherwise dark and

uncertain time.

At the time COVID-19 hit, we had acquired the land
and started development for the handful of projectsin
our portfolio. Initially, it is worth noting that we had
designed several contingency plans, at the inception
of our business, to calculate the risks associated

with potential economic downturns. When we
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created our models, we could not have guessed that the
genesis for the downturn would be a global pandemic,
but predicting the source of the downturn was never as

important as building the model to deploy in response.

More specifically, one of our models projected a
recession to occur during the targeted 10-year life
of our fund. The timing and effect of the model was
surprising. Historically speaking, Silicon Valley land
values, as opposed to the value of cash-flowing real
estate assets, seem to remain relatively stable during
periods of recession. In fact, this is exactly what the
partners at Urban Catalyst noticed with their projects
during the 2008 recession. Given this inherent
resistance to recession, and since we had acquired our
land at relatively low prices already, we were not too
concerned about the financial risks associated with

actually owning and holding the dirt.

. Image: Courtesy of Urban Catalyst :
: Urban Catalyst’s projects in the Silicon Valley are slated to break ground :
* in the middle of 2021, with approximate rolling completion dates :
. ranging from 2023 through 2026.

Rather, the surprise came when we looked at the cost of
building the improvements. According to our model, if
therecession were to hit before construction, something
significant would happen. Looking at our team’s prior
projects in 2008, we noticed that construction costs
dropped an average of 20 percent during the recession.
Assuming $500 million in hard project costs in our
current portfolio, the discount to our projects could
potentially produce a whopping $100 million in cost
savings. Even half of that figure could amount to an

incredible $50 million in savings.

On top of that, Urban Catalyst’s projects are slated to
break ground in the middle of 2021, with approximate
rolling completion dates ranging from 2023 through
2026. For us, this means that our projects are not
slated for completion until several months or even
years after the COVID vaccine is anticipated to have

been introduced into the population.

Meanwhile, our development team has not slowed. In
this regard, it is important to credit the city of San
Jose for the fantastic job it has done during this time.

continued on page 3
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Rather than shutter its offices, the city remained true to
its Silicon Valley roots and embraced technology to keep
its doors open. In fact, in our opinion, the effort San
Jose has set forth has been nothing short of impressive.
In the words of Paul Ring, our head of development, the
city of San Jose has “exceeded every expectation” and
helped to keep us on track and on schedule. For that,

we are very thankful.

It is important to be clear that we take no pleasure
whatsoever in the fallout the world has been suffering
since the outbreak of the global pandemic. The tragedies
that individuals and families are experiencing are
horrific and we obviously wish none of it had ever
happened. Nevertheless, we must adapt to our changing
environment. That’s exactly what we are doing. And for

us, it turns out the timing looks pretty good.

While some other development companies here locally
have closed their doors for now, we continue to charge
ahead. For a multitude of reasons, we remain steadfast

in our belief that the demand for our products will be as

just strong after COVID as it was before. Thanks to our

Image: Courtesy of Urban Catalyst
. Urban Catalyst is an opportunity zones fund focused on ground-up development in the heart of Silicon Valley in
: downtown San Jose, Calif.

head start, we look forward to being among the first to

deliver new products to the market in the years ahead.

Sean Raft is chief administrative officer and partner at Urban
Catalyst, an opportunity zone fund based in Silicon Valley.

Disclaimer
The information contained in this article is provided
for informational purposes only and is not intended to
be, nor should it be construed or used as financial, legal,
tax or investment advice, nor should this information
be used or considered as an offer to sell or a solicitation
of any offer to buy any interest in Urban Catalyst
Opportunity Fund I LLC (the Fund), an investment
sponsored by Urban Catalyst LLC (the “Sponsor”).
The offer and sale of interests in the Fund is being
made only by delivery of the Fund’s private placement
memorandum, certain organizational documents,
subscription agreement, and certain other information
to be made available to investors by the Sponsor (the
“Operative Documents”). You may only invest in the
Fund if you are an accredited investor as defined in Rule
501 of Regulation D. Investing in the Fund will involve
significant risks, including
possible loss of your entire
investment.  Prospective
investors should make
their own investigations
of the
information contained in
this [article] and the other

Operative

and evaluations

Documents.
Each prospective investor
should consult its own

attorneys, business

advisors and tax advisors
o RO TUHITY, ZONE astolegal, business, taxand

M | related matters concerning

B0 FY fp——

the information contained
in this [article] and the

Operative

Documents.

continued on page 4

SANOZ ALINNLHO4dO

P
(@)
=
o
Q
=
Q
o
O
o
[
(@]
c
-
>
2
(@]
-+
—
Q
>
(@)
S
D
o
—
w

L 4

0¢0¢ Ainp




(=]
]
1
(=]
-
—
(==
=
|
<
N
(=]
—
m
(7¢]

LWOJ'030A0OU MMM

¢

0¢0¢ Ainp

continued from page 3

This article does not take into account the particular  is made that the Fund will, or is likely to, achieve its
investment objectives or financial circumstances ofany ~ objectives or that any investor will avoid incurring
specific person who may receive it. An investment in the substantial losses. Past performance is no guarantee of

Fund is not suitable for all investors. No representation ~ future results. $

This article first appeared in the July 2020 issue of the Novogradac Journal of Tax Credits.

© Novogradac 2020 - All Rights Reserved

Notice pursuant to IRS regulations: Any U.S. federal tax advice contained in this article is not intended to be used, and
cannot be used, by any taxpayer for the purpose of avoiding penalties under the Internal Revenue Code; nor is any such advice
intended to be used to support the promotion or marketing of a transaction. Any advice expressed in this article is limited to
the federal tax issues addressed in it. Additional issues may exist outside the limited scope of any advice provided — any such
advice does not consider or provide a conclusion with respect to any additional issues. Taxpayers contemplating undertaking a

transaction should seek advice based on their particular circumstances.

This editorial material is for informational purposes only and should not be construed otherwise. Advice and interpretation
regarding property compliance or any other material covered in this article can only be obtained from your tax advisor. For further

information visit Www.novoco.com.
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