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Commercial Mortgage Backed Securities (CMBS) lenders accounted for more than $225 billion of
commercial real estate loans in 2007. With the fall-out of the secondary mortgage market, this same
group lent only $12 billion in 2008 (according to the February 2009 edition of Shopping Centers). It is very likely that
most of the CMBS lending done in 2008 occurred eary in the year with forward commitments dating back to 2007). In the

- recent years pasl, these CMBS lenders accounted for approximately 50% of commercial real
estate lending worldwide. This same group is completely inactive at the present time. Some
expenenced commercial mortgage brokers believe that these lenders may not return until 2010
or beyond (if ever). If they do return, their guidelines will be different and their percentage of the
overall loan volume is expected to be much lower. The absence of CMBS lenders creales a
void which banks and life insurance companies do not have the capital to fill, even in the best of
financial times. This has reduced the amount of debt available in the market {(and will do so for
the foreseeable future). It is also resulting in stricter underwriting for new commercial loans from
the remaining lenders (life insurance companies and banks).

With CMBS lenders gone and reduced available debt capital in the market, the remaining lenders can demand better spreads
on interest rates and safer (more restrictive) loan terms. However, even with better spreads on interest rates and more
restrictive loan terms. banks and life insurance companies face other restraints on lending going forward.

Banks e

Banks have federally mandated limits as to the amount of money they can lend TARF: WHERE'S THE MONEY?
relative to their capital. Many banks are at these limits in aggregate or at least with TARP funds have
respect to certain asset classes (i.e. land). This is especially true in growing areas added needed capital
such as Northern Colorado. Some banks are well over these limits and can not get |l :';;';Er';:i':nt:fl'lf
non-performing loans off of their books. Banks are also finding that their ability to _ Gokiman Sachs and
lend is constrained due to increased regulatory scrutiny and the inability of some & | Morgan Stanley who
existing borrowers to pay back their loans which, in better economic times would be became bank holding
paid off and that money could be redeployed into new loans. Therefore, in some = \ E;:”:j”j“ﬁr'f‘{}“
instances, new good loans can not be made because of the bad loans already on the . i 52;; ;
books. Banks may also have liquidity issues due to the loss in value of some of their economic uncertainty,
other investments. To the extent that banks are not constrained by inadequate IETOAFORS S 3EN

capital or lending limits, many are being cautious and choosing to invest their capital  IRIR it ficuty getting
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in areas other than new loans. Alternatively, some are holding their loan capital for doan il boiares s sen i

existing long-term customers. praminent local banks have estimated that
borrowed TARP funds carry an effective

: . interest rate of B - 10 parcent for participating
From talking to several lenders, banks understandably are placing a much greater bk Thia e at o Tevad that i ot Teciinle

emphasis on borrower credit than in years past. According to a recent update from new lending unless the participating banks
Essex [ Q10, a prominent commercial mortgage brokerage, “net worth and liguidity have an ultra low alternafive cost of funds,
reguirements have increased substantially over the past year to an average of 200% I Nl dEF-r:E--l}
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some of the mandated provisions such as

Banks remain the pramary construction lenders and some may engage in mini-permm restrictions on dividends and ambiguous

floating or fixed rate financing of five years or less. Those with money 1o lend are |-3_""~3|uar5|f=r relative to h-1=a'~*-'rl1hle EE:;'ETH‘-TEHE :ELT
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quoting Imierest rates that are generally less than those quoted by insurance fulure: Theretore, those Ml have siarticioaied
companies for ten year terms, in TARF have generally been larger publically
traded banks. A number of whom, have usad
Life Insurance Eumga nies that money to halp finance acquisitions of

other fimancial institutions.

Life insurance companies can be an attractive financing alternative for borrowers
looking for fixed-rate, non-recourse financing on loan terms of greater than 5 years.
That being said, life insurance companies are now faced with the dilemma of how to allocate their funds. They can invest in
instruments such as A-rated corp. bonds at around 8% or choose to lend money on commercial loans which may offer
collateral and diversity but, in many cases more credit risk. According to Essex / Q10, the life insurance companies’ “funds
for commercial morigage investment are anticipated fo be lowered 25-50% compared fo historical averages over the past 3
years.”

The strong payouls in the bond markel are causing the interest rates that the life companies offer to nse and stricter
underwriting {(more bormower equity, higher debt coverage ratios, higher proforma vacancy and other reductions against NOI
that the lender may factor into their analysis). Essex also notes that ‘maximum LTV will be 65% of "infernal” value. Internal
cap rafes will generally be underwriften 50-700 basis points higher than what the appraisal will support. =

Property Valuations

In addition to lenders requiring more equity, valuations of properties are decreasing. Because of the lower tenant and buyer
demand, appraisers are being very conservative as market conditions have changed. Brian A. Lee recently wrote in the
January 2009 edition of Western Real Eslate Business that “seemingly overnight, low cap rates of 6 fo 7.5 percent
evaporated, strong fenant demand soffened, new construction halfed, financing moved away and the markef overall
underwent a major paradigm shift.... Appropriate cap rafes in the 8 to 11 percent range are now available...”" There is no
denying that capitalization rates have moved up significantly. There is an even greater effect on valuations when market
lease rates are factored in on vacant space or short-term leases.

Financing Guidelines
Here are examples of the types of loans that should be able to successfully obtain financing:

» New Development Projects: These projects will require significant pre-leasing, good borrower credit, good tenant credit,
a strong debl coverage ratio of 1.20 to 1.40+, and 35% to 40%+ equity.

> Existing Buildings: Those with a stabile history of cash flow, a higher percentage of long-term leases (greater than the
term of the loan), and reasonable debt coverage and loan to value ratios will be able to obtain financing. Properties with
significant vacancy or shor-term leases will require significant equity and a financially strong borrower.

> Multi-family: FNMA and Freddie Mac have been very active lenders. Interest rates and terms remain borrower friendly
on multi-family projects where the rent levels can justify the cost of new construction.

Positioning Yourself for New Financing

1. If you are purchasing a property, be careful about how financing contingencies are structured in your purchase agreement.
It is always a good idea to involve a competent real estate attorney in the drafting of such an agreement,

2. Be realistic about the state of the market, how lenders will underwrite your loan, and how much equily you will require.

3. Make it as easy as possible for the lender to understand your property and your financials so that they have what they
need to approve your loan. Prepare a comprehensive package of information on your property, your tenants, and your
personal financials. When asked to provide additional information, do so completely and promptly.

4. Before presenting your property to a lender, make sure to ask questions of them regarding the types of loans they are and
are not engaging in. Focus on working with those lenders whose lending
activities most closely align with your property. ON A POSITIVE NOTE...

5. Present your property to multiple lenders of different sizes and types (i.e. . o T e
community banks, regional banks, large publically traded banks, and life ' mistakes of
insurance companies if appropriate). These institutions have varying financial '
circumstances and may have different perspectives. guidelines, and sources of e 1o Wk,
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7. If you are uncertain as to which banks to contact, what information is important,
or how to access life insurance companies or FNMA and Freddie Mac, seek the
advice of an experienced morgage broker. Chrisland Commercial can provide a ELELEERIERELEREE R EEELY
recommendation for you if you would like. troubles but, most of them never

happeanod.

8. Chnsland Commercial has expanded our line of services to include development [ e e T e e T R Th
and general real estate consulting in addition to brokerage and development. but, do riet worry about the negative that might
Do not hesitate to call if you have a real estate related need that we may be of e because... it may never be
service on. Our contact information is at the bottomn of this page. You may also
visit our website.

Chrisland Commercial Real Estate, Inc.
2725 Rocky Mountain Avenue, Suite 440
Loveland, CO 80538
(970) 663-3150
Email: Chrisland@chrislandcommercial.com

chrislandcommercialrealestate.com

While the information contained herein is from sources believed reliable, it is not guaranteed and Chrisland Commercial Real Estate, inc. reserves the right to
change this information at anylime without notice. As such, all parties must verify this information on their own accord and make decisions only upon the




