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US CMBS Originations

$250.0
$200.0
$150.0
w
=
S
E
H
$100.0 -
§50.0 - ——
$12.1
$0.0 - .
2005 2006 2007 YTD Sep-08

Source: Commercial Mortgage Alert




CMBS Delinquencies |

f
G E,.;.t.a-t'ﬁm~w., i o 5
The al.mﬂl"l"i. I;.ual"ﬂ-l-'l'w'y:"mﬂ
W.Uﬂ anumlﬂa’a n&ﬂ';n Mzm-‘!
w g,w!-m'\-“'"m" it
i ~ pyerctack =7 L s
oA ©
i ¥

fiand

fipal Estate Finance & Inaestr
Investor, Inc.

A Publication of Institutional
11MTI2008

Spacial Sarvicar Warns Of Coming *Taumami”

Stacay Barger How
W oy
E Atig W O



Commercial Mortgage-Backed
Security (CMBS) Transaction

Obtain assets into the warehouse
0 Loan Processes

Create CMBS Securitie

1 Structure bonds based on

Distribute Securities
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2 3°:rcmg.t. rating agency methodology distribution
3 ,:Sn:i:;” " o Present to Rating Agencies 0 Investor Roadshows
§ Hedging to obtain bond ratings - Sales/Inquiring with clients

11 Coordinate third party and

legal engagements
Controls/Risk Management

0 Preliminarily determine loan eligibility for

inclusion in the securitization Controls/Risk Management _
0 Due diligence (e.g. site inspections) 0 Rating Agencies Controls/Risk Management
0 Credit approval (1146 process) -~ Well defined policies and 1 Commitments Committee
7 Manage market risk on hedge procedures (see key metrics o Know Your Customer (KYC)
page) processes to ensure
- Transaction Review suitability
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Internet Research Too
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Internet Research Tool
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Securitization Struct
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First-Loss Position

Buyers of US CMBS B-Pieces in 2007 -12/31/2007
Figures represent total size of deals
2007 Market 2006 Market] '06-'07
Issuance MNo. o Sharel| Issuance No. of Sharel Change|
(SMil.) Deals (%)  (sMil) Deals {%}| (%)
1 [Centeriine __ || 5459801 18] 25.8|| 516,805.0 ) 104] 1787
2 [LNR Partners 29,069.6 8 16.8] 38,195.1 14 23.6 -23.9|
3 American Capital 27,404.9| 7 15.4] 23,481.8 of 145 16.7
Strategies
4 Anthracite Capital 19,679.1 7 1 ﬁ 10,504.3 51 65| 87.3
5 CWCapital 16,756.8 4 9.4| 16,301.4 8]  10.1 2.8
6 J.E. Robert Cos. 10,253.8 3 5.7 17.866.4 1T 1 .gﬂm
7 Presidio Investments ||  8,693.3 4 4.9| 0.0 of 0.
8 [Hyperion Brookfield 65,0737 2 3.4| 16,253.7 5 1n.u| -62.6
lo ING Clarion ~ 5,379.0| 2 3.0] 6,326.0 2 3.9 -15.0
10 [[Redwood Trust | 35544 1 20| 13,277.3 4 8.2 -73.2
1 Five Mile Capital | 29789 1] 1.7] 0.0 of 0.0]
12 [J.P. Morgan Il 2,632.2 2 0
(Citigroup | 0.0 0 1
Total (with unrated |’ 178,465.0 57 62
[fclasses)

Source: Commercial Mortgage Alert
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Servicer’s Authority

= Collect loan payments
= Distribute funds

= With the special servicer, process requests for
consents, enforce remedies

= Report to investors, rating agencies and others
= Record reconveyances at payoff
= Maintain loan and pool-level records

13
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The Servicing Standard

... the same care, skill, prudence and diligence with
which the Servicer generally services similar mortgage
loans with similar borrowers . . . giving due
consideration to customary and usual standards of
practice of prudent institutional commercial mortgage
lenders servicing their own loans . . . with a view to the
maximization of the recovery on such Mortgage Loan on
a net present value basis . . .

14



So What Is the Custom In t
Industry?

- Percentage of All Loans in Special Servicing
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Rights of Controlling Class

= Vary widely, but may include:
- No particular special rights
- “Advise” special servicer
- Take over special servicer’s role
- Veto a special servicer action
- Option to buy defaulted loan at its “fair value”

17




Pooling and Servicing Agr
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Accounting Rules

= FAS 140 and FIN 46(R)

= Sponsor cannot “control” the assets

20
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REMIC Rules

* Modification of the loan is permitted If:
s Change is not “significant” or

m Loan is in default or reasonably expected to
become in default

21



Alternatives: Buy t




Special Servicers
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Rating Agencies
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What Can a Borrower Negotiate

* [nterest forbearance—>5 years or 50% of
term

= Change yield by <25 bp

= Extend maturity, if doesn’t affect yield too
much

= Principal forgiveness?

= Add collateral

= Add guarantor, and forbear

25
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What Can a Borrower Negotiate

If a default exists or is Iimminent, there may be
many more choices:

» Release guaranty in exchange for keys?

= Equity participation in exchange for
forbearance?

= Short sale?
= Forgive principal?
= Others???

26



Process and Timing
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Closing Take-Aways

= [t’s complicated—start early

= Have a plan that provides best NPV—and
pe able to prove it

= Be prepared to sell the plan, and the
Incredible horribles if it's not accepted

= Be prepared to explain it all in writing

28
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