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MAJOR BANKS RAMP UP CMBS LENDING

The biggest players in the CMBS game rev their engines with significantly higher production goals over
last year. RBS’ Global Banking and Markets Division in the Americas plans to do $3B in CMBS financing
this year. Just about $500M went out in 2010, including the first multi-borrower deal that was more than
$300M. During Q1, JP Morgan Chase was lending up to $450M a month and now that number has risen
to $500M to $550M a month. This will equal out to significantly more than the $2.4B seen last year.

Count on a large portion to be CMBS deals. Wells Fargo expects to originate around $5B by year’s end
for CMBS and another $1B for non-recourse deals. KeyBank Real Estate Capital would like to originate
$1B in CMBS this year. : . v .

RBS has already put out $1B year-to-date. CMBS is the only real estate lending platform RBS has for the
time being, along with REIT credit facilities. Collateral and geographic diversification are part of the
company’s objective and Managing Director Gary Swon points out that RBS will work with all traditional .
real estate types, along with self-storage, hotels and mobile homes. Swon is as busy as he has ever been,
although, he points out that there is a need for debt but many properties are overleveraged and difficult to
finance. Most loans will be $20M and up, although RBS will consider smaller loans on a case-by-case
basis. There are five production offices nationwide, with a focus on primary and secondary markets.

Loans will be fixed rate on stable properties and RBS will not finance construction or land.

JP Morgan Chase was one of the first to get back into CMBS and is actively looking for deals in major
( markets. President of Commercial Term Lending Al Brooks expects up to $550M in originations to go out
o per month across all JP Morgan’s lending programs. Original goals were targeted for a total of $3.6B this
year, but Brooks believes they will hit $6B to $6.5B. Around $400M went out in 2009, now JP Morgan -
will do more than that per month. Even though these are impressive improvements, Brooks points out that
these numbers are still not up to the $13B that went out during the height.

KeyBank focuses a lot of energy on building a CMBS production staff and wants to hire four more people.
Once that happens, conduit originations should pick up. With the current deal flow, KeyBank’s National
Product Manager and CMBS Director Clay Sublett is not sure they will make their $1B goal for the year
but it will definitely be a vast increase over the two loans closed in 2010 totaling around $40M. Office,
retail and industrial/warechouse are all on the radar, with a focus on existing bank lines. Sublett will also
look into multifamily but notes it is difficult to compete with the agencies. Loans can go as low as $5M
and up to $50M, with most coming in around $10M to $11M. Underwriting is done to debt yield, which
needs to be 11% on NOI, but with market erosion over the last few months it is averaging 10.5%. LTVs
have been right around 60%. Acquisitions and refis are on the table, while construction lending does not
work well with CMBS. KeyBank offers other real estate lending products in addition to CMBS.

_________LCS AND CMBS DUKE IT OUT FOR GROCERY-ANCHORED CENTERS
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PORTFOLIO LOANS PAYOFF FOR PATIENT LENDERS

Right now many lenders say they would rather do one $10M loan than several $500K deals and choose
portfolio deals landing between $5M to $20M. Anything larger than $30M usually gets its own separate
deal. Portfolios are much more difficult to underwrite, however, the payoff is tenfold down the road.
Watch for some big players such as UBS and Deutsche Bank Securities to put some portfolios on their
books. Deutsche recently refinanced an office portfolio in Frisco, Texas, for $43.1M. NXT Capital,
Beech Street Capital, Red Capital Group, Arbor Commercial and First Tennessee Bank will also be
active in this sector. However, portfolios aren’t always desirable. Take for example General Growth
Properties (GGP) recent trouble getting a lender to refi its $900M portfolio of retail assets. The other side
of the table insists it was more efficient for GGP to spread several of its properties across a few smaller
loans, along with the fact that GGP was eager to build new relationships around the country.

When it comes to multifamily, chances are Fannie and Freddie will back the portfolio, so it would behoove
lenders to work with the little guy. Because after a few years of renovating, flipping and continued buying,
that little guy will soon be doing much bigger deals — and more of them. :

UBS is one of the conduits reemerging this year. The lender 'mékes it possible for one borrower to take
several small loans on five retail condos on the Upper West Side of New York City and repackage them
into one portfolio for $27.6M. The seven-year refi has a 5.31% interest rate. LTV was 60% and

1.70x DSC. _

NXT Capital is on track to lend around $400M this year. Bill Ballent, managing director, explains that

his company focuses more on LTC than LTV, especially for acquisitions. He also reveals that his company
likes portfolio loans, as they provide a more diversified revenue siream. Though, he agrees they are

more burdensome to underwrite. NXT provides $15.7M of debt for a warehouse portfolio containing
568,551 s.f., located in Oklahoma City. The LTC was approximately 70%, with an initial DSC of 1.60x.

Beech Street Capital is on track to loan $2B this year, which includes a combination of building on
correspondent business, as well as continuing national growth. Joel Goodman, assistant VP, knows _
portfolio deals are beneficial as they allow the lender to do a number of loans with the same borrower in a
good location — which essentially translates to more business. The company’s usual loan amounts are
$4M to $100M, with a concentration in the $7M to $25M range. Underwriting requirements of 80% for
LTV and 1.25x DSC are typical. The company shells out $74M for a portfolio of 13 mid-rise buildings
sprinkled throughout Manhattan. The Fannie refi allows for a 10-year term with 10 years of interest-only
payments and a fixed interest rate. In another deal, Beech Street uses $27.85M to refi three multifamily
properties in Bethlehem, Pa. Since acquiring the properties, the owners have completed over $5M in
renovations. The Freddie Mac loan carries a fixed interest rate, seven-year term and 30-year amortization.
Also included is two years of interest-only payments with six and a half years of yield maintenance.

First Tennessee Bank closes $12M for the acquisition of three triple-net leased medical office buildings
in Bradenton, Fla. Cathy Wind, SVP, admits the buildings weren’t exactly Class A, but their 15-year
leases with the local hospital, Nashville-based Hospital Corporation of America (HCA), definitely helped
close the deal. :

Red Capital Group focuses mainly on multifamily and senior housing and estimates its loan volume to be
around $2B this year. Linda Mackov, senior managing director for the group, points out that this is a
humble estimate seeing as how her company doled out $1.95B last year. Red secures $50M for three
luxury multifamily communities in Tyler and San Antonio, Texas. The 10-year term with 30-year
amortization is arranged through Fannie Mae DUS financing.

Arbor Commercial Mortgage realizes the benefits of working with the little guy, per the company’s Texas
Director Anthony Tarter. He also notes the reasons behind Arbor’s recent portfolio deal in Dallas: a
strong borrower and the historic Lakewood neighborhood. The $10.05M loan is funded under the Fannie -
Mae DUS product line for seven years with a 30-year amortization schedule. The company closes two
more Fannie DUS portfolio loans, one refi for $15.5M with a 10-year, 30-year amortization schedule, and a
second in New York City for $15.2M. This last loan also carries a 10-year term and 30-year amortization.

Quotation not permitted. Material may not be reproduced in whole or in part in any form whatsoever. Copyright © 2011 Crittenden Research Inc.
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CMBS: A VIABLE EXECUTION CHOICE ONCE AGAIN

All the big players are back and requests for conduit financing are pushed by the strong demand for bonds,
meaning the investor base has returned. Wells Fargo and JP Morgan originated $1.3B each in Q1, while
Deutsche doled out $2.2B. Morgan Stanley and CIBC were right behind them. Expect the conduits to be
much busier than the measly 12% of all debt issuances they represented last year. The first quarter alone
almost eclipsed the approximately $10B in CMBS origination that went out in 2010. Issuances will most
likely not reach the scale they did in the heyday, but should be a strong influence on the debt market. Any
players that have not returned yet are most likely gone for good. Those that survived are back in the market
along with some new players. It remains to be seen how these smaller boutique guys will fare in the long
run, but there is always a need for niche CMBS lenders. _

- There will be a tough fight between the conduits, LCs and the banks over assets in good markets with
collateral and below 70% LTVs. Count on CMBS to compete with life companies on the most sought after -
deals but they could be stuck with the core B-plus product if the LCs win. Life companies could also creep
back into CMBS because they have the ability to originate and can decide to hold or securitize. Once the
GSEs diminish their pull there will be 2 move toward the conduits. Many LCs are at 65% LTV with some
going up to 70% to 75%, but most feel this won’t be necessary. CMBS LTVs should be at 75% with a
DSC of 1.25x. Interest will fall in the 5.25% to 5.75% range on 10-year, fixed-rate financing. This is
expected to stay the norm through the rest of the year.

One of the things that could slow this down is the majority of borrowers have been institutions and REITs
that don’t need much leverage because of strong balance sheets. Hopefully, more middle-market borrowers
and private developers will return to the game and spur demand. Paul Daneshrad, president of StarPoint
Properties, has seen a huge difference in the debt market from 18 to 24 months ago. When he bought an
asset 18 months ago, national banks would not work with him. But, he recently went to refinance the

property and received over 20 guotes. includjpe 12 CMBS lenders. CMBS had the hest and most ‘
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