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LENDERS CAUTIOUSLY SHOP FOR RETAIL SPACE

Retail spending reached pre-recession levels, bolstered by consumer confidence that hit an eight-month
high last month. This improvement should boost the outlook for retail investment properties this year,
however, the actual impact will be very modest until unemployment rates drop significantly. Lenders will

‘continue avoiding the big retail picture and instead place their attention to a property’s income flow, key

tenants, rollover risk and how everything would appear to the FDIC when audited. Overall, expect new
activity in the retail arena this year, which can yield a greater return than the multifamily market, albeit at a

much higher risk.

Debt institutions are softening their approach toward retail and most like a property that came out of the
recession with better than market occupancy. This will help drive borrower demand as estimates suggest
the 10-year Treasury will climb above 4% by Q4 2011, which will likely bump rates 50 to 75 basis points
higher. As such, don’t be surprised to see more owners absorb a 3% to 5% prepayment penalty to get out
of existing loans and refinance at current rates. Borrowers, who are fairly liquid, experienced, diversified
and have no contingent liabilities should have no trouble locking in new rates.

This year, bet on life companies to be the choice lender for deals $10M and up, with credit (BBB+)
anchors, limited lease rollover risk and in “B” or better locations in major MSAs. Also, borrowers with
long-term hold plans are preferred and can go to life companies for 10-year or longer fixed-terms for the
right property. As for Wall Street lenders, expect the large banks to increase their allocations for retail over
the next few months. Wells Fargo is already getting its hands dirty with the development of its

“small balance” program offering loans from $1M to $5M. Others like Citi have also started their engines
and look to place some CMBS deals in coming months. However, on the conventional side of lending,
many don’t expect to see Citi at all this year. There is also a lot of chatter about CMBS making some-
noise. Expect the conduits to play a much bigger roll this year than 2010, and chase the same deals as the
life companies and big institutional lenders. CMBS has an added advantage as it offers non-recourse and
longer amortization schedules, which are rare through local portfolio lenders. CMBS terms are also shorter
compared to life companies. ' : '

Despite overall improving retail fundamentals and lenders opening up coffers for the right deal, vigilance is
still the name of the game and there does not seem to be a ton of demand for the typical retail strip center in
the current environment. Most lenders are focused on anchored properties with credit tenants in infill
locations with barriers-to-entry, high traffic counts, staggered lease expiration dates and competitive market
rents. If rents are significantly higher than the market, there is a possibility that tenants may move to a
different retail location, adding risk to the property’s cash flow.

Forman Capital looks to do about $100M in deals across the board this year, of which CEO

Brett Forman suspects $40M to $50M will be in retail. The balance will fall in hospitality, office and
multifamily. It will stay active on lending as well as picking up notes and Forman expects to do fewer
refinance deals and more recapitalizations this year. Operating as an entrepreneurial lender, expect Forman
Capital to look at distressed and transitional assets, while maintaining a focus in primary and secondary
markets east of the Mississippi. However, it will go anywhere in the nation for the right deal. Deal size
used to range from $5M to $20M, but that number has shifted to between $2M and $15M, where borrower
demand seems to be. -Investment horizons are up to three years with extension options. Forman Capital’s
rates are typically in the low-teen range. Most of its deals are done without an appraisal and it prefers
transactions that can be done in less than three weeks. Majority of the lender’s deals are also below
replacement costs. Overall Forman believes that retail real estate will continue to soften, even as consumer
spending is up. Continued on Next Page
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DEALMAKER DATABANK™
Institution/Address Phone/Fax/Contact Name Lending Activity
Beneficial Bank (215) 864-3540 Community-based bank serving the Southeastern

Pennsylvania, New Jersey and Delaware area. Will do
around $350M in-loans this year.

Regional bank that covers the greater San Antonio and
Austin areas, with a focus on office and office warehouse.
Will do loans in the $5M to $20M range.

Commercial real estate capital services firm offering debt
and equity placement, investment brokerage, loan
administration and advisory services. (Wood Hill
Crossings Business Park deal)

A subsidiary of MassMutual Financial Group that will lend

around $3B toward commercial real estate this year. Will
do hotels, office, retail, industrial and warehouse lending.

Govemmént—sponsored enterprise that provides funding

" for various residential types including student housing.

Capital provider or first mortgage bride loans and
subordinate debt in office, retail, apartments, industrial and
hospitality.

Government-sponsored enterprise that buys home
mortgages to provide funding for rental and single family.

Leading providér of commercial real estate capital markets
services including debt placement, investment sales,
advisory services, structured finance, private equity, loan

~ sales and loan servicing. (Mystic Commerce Center deal)

(201) 582-1016
Fax: (201) 582-1037
Joshua Lipsey

Brokerage firm focused on real estate investment services
and arranges capital for a wide variety of properties.
(Woodbridge, N.J., deal)

joshua.lipsey@marcusmillichap.com

(310) 806-6300

Fax: (310) 806-6301

Steve Fried
sfried@mesawestcapital.com

(913) 685-1489
Joe Neuerburg

(414) 665-6557
Fax: (414) 665-5773
Gregory J. Walz

Lends on the four food groups and flagged hotels with
five-year terms. Expanding into gateway cities after
opening New York office.

Life company that specializes in financing for commercial
real estate developers, owners and investors. Will do
condos, multifamily, office, retail, industrial and storage.

Life company lending to office, apartments, industrial,
manufactured housing, medical office, retail and parking
garages, nationwide.

gregwalz@northwesternmutual.com

(312) 634-2555
Fax: (312) 634-0803
David L. Henderson

Jackson National Life Insurance Co.’s real estate
investment affiliate, lending on the four food groups,
with a big focus on apartments and industrial this year.

dave.henderson@ppmamerica.com

(949) 752-1472

_Glenn Gray

ggray@sunwestbank.com

(206) 340-0825

Fax: (206) 340-0142

El Jahncke '
el.jahncke@wcmadvisors.com

(866) 249-3302.
Fax: (651) 450-4033
John Stumpf

Southern California bank does CRE lending on mobile -
homes, multifamily, select senior housing/healthcare and
some retail and office.

Pension fund adviser that invests Taft-Hartley PF capital
primarily for construction projects of office, industrial
and retail.

The fourth largest bank in the U.S. by assets and the third
largest bank by market capitalization.
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LCS AND OTHER LENDERS LIKE INDUSTRIAL ...

Continued from Page 5 » .

Port cities and any market with increasing economic activities should see some pick up in industrial this (™
year and the big four industrial markets are Chicago, Los Angeles, Dallas/Fort Worth and New Jersey. ;
Pipelines will flow in Chicago with around 23% of the nation’s intermodal traffic coming out of Illinois,

second only to California. But, Illinois has not seen the highs and lows that California has during the

recession. Chicago’s industrial sales in 2010 were up 24% over 2009 and vacancy fell to around 11% at

the end of last year.- The Windy City will have reduced concessions and no corporate expansion until the

economy gets stronger, proving some lending opportunities on existing product. Los Angeles’ vacancy at

the end of last year was 9.1% and port activity rese considerably in the second half the year, mostly due to

imports. DFW had a nice spurt of leasing activity in the last quarter of 2010, with some built-to-suite

product coming out of the ground. Vacancy is around 12% and most expect it to fall to around 9% in 2011.

Cornerstone Real Estate Advisors, whose parent is MassMutual, will lend out around $3B by year’s end
and Chief Investment Officer-Finance Rob Little bets on about 10% to 20% going toward industrial. The
lending appetite is large and Cornerstone will work on anything from core properties to aggressive
repositioning loans. When considering an industrial property Little will look at sponsorship, rental rates,
access to the highway or railways and the asset itself needs to be fundable and attractive to multiple users,
since leases tend to be shorter. LTV will be 65% or less and DSC will be 1.35x or better. Little prefers
portfolios over one-off deals. Comerstone’s appetite for investments and debt is growing and the lender
has already done $100M in loans this year. Little likes core space and value-add, and is more focused on
large transaction lending. Hotels, apartments, some office and possibly retail will be on the radar too.

Cornerstone puts together a $23M refinance loan for a portfolio of properties located in the recently
developed Wood Hill Crossings Business Park in Woodbridge, Ill. Interest was 3.58%, fixed for five years.
LTV was 45%. The lender liked that there was low leverage, with an experienced borrower and that itis a
Class A multi-tenanted property with rollover leases. Many life companies put in bids on this deal.

PPM America, on behalf of Jackson National Life Insurance Company, doles out $6.4M in refinancing ( I
for the two-building Mystic Commerce Center in Chelsea, Mass. The life company liked that the Class
B/C property is in an excellent location with immediate access to Boston and Logan Airport and that a

number of the tenants have been there for years. It is a five-year fixed-rate loan. o

Wells Fargo puts out $9.99M in refinancing for the 166,600-s.f. 940 Remillard Court in San Jose, Calif.
This is a 5.98% fixed-rate loan for the fully leased industrial/warehouse facility. The loan has a 10-year
term and 30-year amortization and proceeds are retiring a maturing loan on the property. Wells was
confident in the location close to major interstates and the San Jose International Airport.
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