CMBS Report

2015




The CMBS Market

The CMBS delinquency rate fell to 5.8% in November, its lowest level in five years.
The CMBS market is heading in the right direction issuing $90 billion in 2014.

The percent of CMBS loans secured by properties outside the top 25 MSAs 1s increasing to
nearly 50%.

The CMBS loan in the fourth quarter of 2014 represented 113% of the value of properties
that secured it.

As for the large number of maturing CMBS loans that come due in 2015, 2016 and 2017,
the capital is certainly out there to refinance these loans.

Increased volume, falling delinquency levels, a drop in Treasury yield and lower energy
cots have produced a scenario in which * the wind 1s fully at the market’s back.”
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U.S. CMBS Issuance (2000-2014)
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Maturing Special Serviced/Delinquent
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Comparison of All Conduit Loans

New Origination Maturing
-_ 2014 YTD 2015 2016 2017
| CapRate |  6.68%
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Comparison of All Conduit Loans

Debt Yield
Mew Origination Maturing
2014 YTD 2016
Office 11.20% 11.67% 10.61%
Retail 10.96% 11.22% 10.38%
Multifamily 9.85% 11.70% 9.96%
Lodging 13.54% 15.36% 14.60%
Other 11.46% 12.76% 11.38%
Industrial 11.29% 11.81% 10.94%

%< |
’~ CHESTERFIELD FARING LTD



Comparison of All Conduit Loans

New Origination Maturing
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Comparison of All Conduit Loans

MNew Origination Maturing

Office
Retail
Multifamily
Lodging
Other
Industrial

4 |
" CHESTERFIELD FARING LTD



Refinancability

Assuming lenders require at least a 1.5 DSCR on new loans, 82% of loans maturing
between 2015 and 2017 would be eligible for refinance at current debt and income

levels. Loans maturing in 2015 have the highest percentage of loans at or above the
threshold while 2017 maturities are the lowest.

Office
Retail
Multifamily
Lodging
Other
Industrial

New Loan DSCR.

1.50x4
€1.50x

2015

77.30%
87.93%
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89.98%
84.09%

83.13%
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21.23%

Maturing "New Loan" DSCR >= 1.50x
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Maturing Loans by Region(Northeast)

Almost 30% of all CMBS loans outstanding are on properties located in the
Northeast. Just over 12% of that universe 1s maturing in the next year, totaling $18.2
billion outstanding balance that will be looking to pay off or refinance. About 84% of
the maturing loans are relatively healthy with DSCR greater than 1.2, which 1s the
highest “healthy” proportion among all U.S. regions. On the other end of the
spectrum, approximately 15% of the maturing loans are delinquent.

* Of the Northeast’s 11 states, New York has by far the greatest dollar amount of
outstanding and maturing loans, with a slightly below-average proportion of
delinquent outstanding loans.

* New Hampshire has moved into the relatively high delinquency territory, with 40%
of loans due in the next year marked as delinquent.
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Maturing Loans by Region(Northeast)

Loans Maturing
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Maturing Loans by Region(Northeast)

Delinquent Loans Maturing
I
| Market | Count| Balance
\Mortheast| 144 | 2 749905281
| NY | 34| 848300596
| PA | 30| 486536761
| NJ | 27| 531816944
| MA | 10| 117,621,258
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-E 163,146,279
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Maturing Loans by Region(Southeast)

The Southeast region is dominated by Florida, Virginia, Georgia, and North Carolina
making it the second largest region in terms of outstanding CMBS loan balance. Of
the $95.6 billion in the outstanding CMBS in the Southeast region, just over 13% of
that balance will mature during the next twelve months. Of the $12.8 billion due to
mature this year, 80% carry a DSCR above 1.2x. More than 200 loans totaling $2.1
billion are due to mature within a year and currently delinquent.

» Alabama and Tennessee have the least amount of healthy loans of their region, with
around 68% of CMBS loans due to mature sitting above 1.2 DSCR for both states.
They are well below the region’s average on healthy DSCR and above the average on
delinquencies in loans maturing in the next 12 months.

(Alabama: 35.6%, Tennessee: 21.5%.)
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Maturing Loans by Region(Southeast)

Loans Maturing
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Delinguent Loans Maturing

| Market [Count| Balance |
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Maturing Loans by Region(Southeast)
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Maturing Loans by Region(Midwest)

The Midwest region ranks fourth in total outstanding CMBS loan volume with $63.4
billion across almost 6,000 loans. The region has the smallest proportion of loans expiring,
at just under 12%, during the next twelve months. While more than three-fourths of the
$7.4 billion maturing loans are healthy, another $1.9 billion are delinquent.

 Jowa currently has $141 million of maturing loans coming due in the next 12 months,
and just over 44% of them are currently delinquent. With only 43% of lowa CMBS loans
at over 1.2 DSCR, this may cause for concern.

* Of the 149 Michigan loans totaling $1.1 billion that will mature in the next year, 42% are
delinquent.

« North Dakota has a small balance of outstanding loans and of the $68 million scheduled
to mature in the next twelve months only one loan totaling $4.1 million is delinquent.
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Maturing Loans by Region(Midwest)
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| Market [Count|  Balance
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Maturing Loans by Region(Midwest)
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Maturing Loans by Region(Pacific)

California accounts for 81% of the Pacific region’s $85.3 billion outstanding CMBS
balance. The Pacific region has the largest proportion of performing loans maturing
in the next year compared to other areas of the country. In the five Pacific states,
14.5% of the CMBS universe 1s maturing during the next year. Of the maturing loans,
about 80% carry DSCRs above 1.20x while just over 7% are delinquent.

» California represents 80% of outstanding loans in the Pacific region. Of the $9.4
billion in loans maturing over the next twelve months, about 8.75% are delinquent.

» Washington, Oregon, and Hawaii each have an outstanding loan volume of $3 to $9
billion, with few maturing loans in the delinquent category.

* In the small Alaskan CMBS market none of the maturing loans are delinquent.
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Maturing Loans by Region(Pacific)
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Maturing Loans by Region(Pacific)

Delinquent Loans Maturing

Market |Count|  Balance
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Maturing Loans by Region(Mountain)

The Mountain region carries $20.9 billion in outstanding CMBS loan balance,
accounting for almost 4% of the national total. About 16% of the Mountain region’s
outstanding CMBS is due to mature during the next twelve months, which is the
largest proportion among the various regions. A little less than one fifth of those
maturing loans are delinquent while three quarters are “healthy” with a DSCR of 1.20x
or higher.

e Nevada has the greatest outstanding loan balance. Of the $1.5 billion maturing in the
next year, 31 loans.

representing nearly one-third of the dollar balance are delinquent.

e Colorado has 16 loans with a $151 million balance listed as delinquent; these loans
represent 12% of the maturing loan balance.

e |[daho, Montana, Utah and Wyoming have 3 or fewer delinquent loans each
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Maturing Loans by Region(Mountain)
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Maturing Loans by Region(Mountain)
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5 TRIA Facts You Need to Know

The US Senate’s failure to pass legislation extending the Terrorism Risk
Insurance Act may result in a potential gap in insurance coverage, which 1s
an important component of the CMBS market and has become common 1n
many transactions. In this edition of the Insights, we review 5 facts that the

CMBS market should understand:
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5 TRIA Facts You Need to Know

#1- What Is the Terrorism Risk Insurance Act (TRIA)?

TRIA 1s a US federal law, which expires on December 31, 2014, that requires
US 1insurers to make insurance available for losses resulting from acts of
terrorism, and provides a federal government backstop for insurers’ resulting
financial exposure.
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5 TRIA Facts You Need to Know

#2- Why Is TRIA Necessary?

The private market does not have the capacity to provide reinsurance for
terrorism risk to the extent currently provided by TRIA. In the absence of
TRIA, terrorism insurance likely would be less available, and available
coverage would likely be more costly and/or limited 1n scope.
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5 TRIA Facts You Need to Know

#3- Why Was TRIA Not Reauthorized?
Reauthorization of TRIA enjoyed overwhelmingly bipartisan votes in the

House and the Senate. The House

decided to add to 1its TRIA

reauthorization two unrelated amendments and, following passage,
adjourned for the rest of the year. Two senators put a “hold” on the bill

requiring cloture to be filed, but instead
year without action on TRIA.

| the Senate was adjourned for the
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5 TRIA Facts You Need to Know

#4- Retroactive Reauthorization Is Important for CMBS.

CREFC 1s cautiously optimistic that TRIA will be authorized next year, but
it 1s 1mportant that the Act be retroactively reauthorized. We randomly
sampled three SASB deals i1ssued 1n 2014 secured by different property
types and found similar language with regard to insurance requirements 1f
TRIA 1s not 1n effect.

4
" CHESTERFIELD FARING LTD




5 TRIA Facts You Need to Know

#5- What Are the Rating Agencies Saying?

The three major rating agencies have stated that there 1s potential for ratings
downgrades 1f TRIA 1s not passed given the higher cost of forced coverage
or inadequate terrorism insurance coverage.
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Ready or Not Here Issuance Comes

$26B of CMBS transactions are scheduled to come to market in January and
February. This would start the year off at a blistering pace, more than
doubling the $11.3B billion issued in the first two months of last year and
projecting annualized issuance well in excess of our $125B forecast. This
should result in a meaningful increase in CMBS market share from the 25%
that was observed 1n the first half of 2014.
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CMBS 2.0 Spreads — Wider or Tighter

Investor were divided regarding the direction of new 1ssue spreads. Investors
believe that CMBS would continue to outperform, as 1t’s insulated against
O1l & Gas concerns that are influencing other markets while strong CRE
fundamentals mitigate global macro weakness. As the Federal Reserve
increased short-term 1interest rates, 1t would be a signal to investors that the
US economy was on strong economic footing thereby driving global
demand for US Treasuries.
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Lower Rates Pushing Insurance to CMBS

Some 1nsurance mvestors expressed a view that they may ramp-up buying of
CMBS 2.0 in 2015 despite weaker credit quality. The decline in Treasury
rates 1s making i1t more challenging for them to lend at target yields with
CMBS 2.0 AA and A bonds the next best alternative, especially given the
liquidity.

NAIC marks for CMBS suggest that insurance companies continue to be a
buyer of risk further down the capital structure. These bonds are one of the
few remaining scalable CMBS opportunities where market participant can
consistently find higher returns over the next couple of years with limited risk
of near term principal loss.
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Rising Floating Rate Demand

Floating rate CMBS issuance increased significantly last year, at $19B
compared to $8B the prior year. Investors suggested that floating rate
bonds were compelling, given the material back-up 1n spreads at the
end of last year and were an effective way to mitigate duration risk.
They believe that the underwriting of these 1s superior to CMBS 2.0
conduit deals.

U.S. risk retention requires retention of 5% of the market value of the
deal ( which 1s a one-time assessment at 1ssuance).
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Conclusion

As 1llustrated by the volume of new 1ssuance and the drop in delinquency,
the CMBS market continues 1ts recovery from its collapse six years ago.
Growing confidence in U.S. economy, and more specifically the commercial
real estate and CMBS markets, as well as heightened competition among
originators, has led to the re-emergence of more complex deals coming to
market, which will require more sophistication and diligence among CMBS
buyers as they look ahead to a new year, a year where observers expect the
Federal Reserve to begin raising interest rates and a year marking the start
of a CMBS maturity wave, the likes of which have never been seen.
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