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ANALYST DISCLOSURE
Edward Dittmer’s personal energy industry holdings include 
minority interests in Halliburton Company, which is mentioned in 
this report, and Energy Transfer Partners. 

4



OIL & CMBS DON’T MIX WEBINAR

IMPACT IN THE UNITED STATES

5

According to the American Petroleum Institute, 9.8 million jobs in the 
US are tied to the oil and gas industry 

Major states with oil and gas exposure, ranked by the API according to 
severance taxes as a percentage of total tax revenue: 

▸ Alaska  –  56,600 jobs, $19.3 billion in economic impact 

▸ Louisiana  –  412,600 jobs, $74 billion in economic impact 

▸ Oklahoma  –  364,300 jobs, $39 billion in economic impact 

▸ Texas  –  1.9 million jobs, $308.3 billion in economic impact 

▸ Wyoming – 80,000 jobs, $13 billion in economic impact 

▸ North Dakota – 64,000 jobs, $6.6 billion in economic impact 

▸ Colorado - 231,100 jobs, $25.8 billion in economic impact
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MANY STATES HAVE SIGNIFICANT EXPOSURE
California – 793,200 jobs; $131.4 billion in economic impact  

Pennsylvania – 339,000 jobs; $34.7 billion in economic impact  

Ohio – 255,100 jobs; $28.4 billion in economic impact 

North Carolina – 146,100 jobs; $12.5 billion in economic impact 
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IMPACT OF THE DECREASE IN OIL PRICES
Morningstar believes that the closer you are to the drill, the more sensitive your job 
is to the price of oil 

To date, the majority of job losses have occurred closest to the oil fields 

▸ By November 2015, 250,000 jobs were lost globally in the energy sector  

▸ Over 45,000 jobs lost in the United States since the beginning of 2016 

North Dakota’s oil-producing region was only the first casualty as the high cost of 
extraction versus Middle Eastern oil resulted in a reduction of drilling rigs 

▸ The oil boom led to a housing boom that resulted in some of the highest multifamily rents in the 
country and a sharp increase in single-family housing construction 

▸ Fully furnished apartments in the Williston area leased for over $4,000 per month 

▸ In 2015, RealtyTrac reported a 387% increase in foreclosure activity in North Dakota in 2015 

West Texas and Oklahoma 

▸ 36% increase in foreclosures
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MORNINGSTAR’S PERSPECTIVE - IMPACT ON LARGER MARKETS MAY TAKE TIME TO EMERGE

Houston, Oklahoma City, Tulsa, Denver house primarily 
corporate offices for energy firms 

For these markets, office properties are more likely to 
experience pain in the near term 

▸ Houston: 60,000 layoffs directly related to energy.  

▸ Morningstar is concerned that apartments and retail may follow if the oil 
price remains weak 

Bankruptcy filings by energy companies have accelerated 

▸ Between July 2014 and December 2015, 35 exploration and production 
companies filed for bankruptcy 
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LARGE FIRMS ARE ALSO FEELING THE PINCH
Bankruptcy has not affected only wildcatters and ‘fly-by-night’ drillers 

▸ 43% of those companies had been in business for more than 10 years and 32% had 
more than $100 million in revenue 

▸ 65% of those companies were in Texas, followed by 11% in Oklahoma (Source: Deloitte) 

▸ 35% of energy companies worldwide are at high risk of insolvency 

Morningstar also cautions that major corporations have reduced staff, even 
where there is a lower risk of bankruptcy 

▸ Halliburton 9,000 jobs lost in 2015, 5,000 more in 2016  

▸ Oklahoma City:  

▸ Devon Energy: 1,000 employees 

▸ Chesapeake Energy: 740 employees 

▸ Sandridge Energy: 900 employees 
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ENERGY MARKET EXPOSURE
Houston: 1,280 loans, $17.4bil | Oklahoma City: 117 loans, $1.2bil | Tulsa: 81 loans, 
$734m 

▸ Exposure in these markets ranges from 40% to 50% multifamily and 15% to 25% office 

North Dakota has $698.6 million in CMBS exposure with 19% of those loans either 
delinquent or specially serviced 

▸ Of the $293.8 million in the Bakken Region, 40% is delinquent or specially serviced, almost all in 
multifamily and hotels 

▸ According to Morningstar’s Monthly Delinquency Report, the national CMBS default rate is 3.1% 

▸ The high default rate is the result of the property boom and overvaluation of assets in the region 

We have observed only localized defaults in Permian Basin and Eagle Ford in Texas 

▸ Small number of hotel defaults in smaller cities like San Angelo, Cotulla, and Snyder 

▸ Larger cities such as Waco, El Paso, and Lubbock are supported by other industries such as 
education and health care
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EMERGING CONCERNS IN OFFICE SECTOR
Three Westlake Park, Houston 

▸ ConocoPhillips moved staff to its new headquarters; 242,000 square feet is available for 
sublease through 2019 

▸ BP subleased all of its space through the lease expiration in January 2016. 

One City Centre, Houston 

▸ Energy XXI filed for Chapter 11; 164,000 square feet of exposure. 

Williams Center Towers, Tulsa 

▸ Samson Energy filed for Chapter 11, 244,000 square feet of exposure.  Samson already 
terminated its lease on two floors. 

Two Allen Center, Houston 

▸ Devon Energy subleasing 345,000 square feet to ChevronTexaco through 2020. Will 
ChevronTexaco need all of this space?
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OTHER EMERGING CONCERNS IN CMBS
Morningstar believes that CMBS could face risks with tenants 
outside the energy industry or energy dependent markets. 

CityWest, Houston 

▸ Halliburton vacated 443,000 square feet, backfilled by Statoil; BMC 
Software vacated 312,000 square feet 

Gateway One, St. Louis 

▸ Peabody Energy may file for Chapter 11; 207,000 square feet at risk
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MARKET FUNDAMENTALS – HOUSTON AND OKLAHOMA CITY

Houston office vacancy increased from 9.2% to 13.4% in 2015. CoStar forecasts another 
200 basis point increase in 2016 

Oklahoma City’s vacancy rate is still low at 7.7% but could increase to over 10% by 2018 

As Houston experiences a decrease in office demand, construction is adding new 
supply that the market cannot absorb 

▸ The market added nine million square feet in 2014 and 12.8 million square feet in 2015 with another 7.9 
million square feet scheduled for delivery in 2016 

▸ Oklahoma City has not seen the same level of construction with only 2.7 million square feet coming 
online by 2017 

Sublease space is also weighing on the market with total Class A availability over 20% in 
Houston 

▸ Eight million square feet available for sublease in Houston compared to an average of four million 
square feet in prior years 

▸ At 13.3%, Oklahoma City’s total office availability is 70% above the vacancy rate
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MORNINGSTAR’S PERSPECTIVE – PROPERTY CASH FLOW GOING FORWARD

Morningstar is concerned that, even when tenants renew their 
leases, we may see companies reduce their space 

In 2016 and 2017, we believe that tenants may start to ask for 
generous concession and tenant-improvement packages 

▸ CoStar forecasts a decrease in rent over the next three years in Houston 
while rent growth could be flat in Oklahoma City 

▸ The competition for tenants could turn Houston into a buyers’ market 

▸ In Oklahoma City , higher vacancy will still give tenants an opening to drive 
harder bargains
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MORNINGSTAR’S PERSPECTIVE – CAPITAL MARKET RISK FOR TODAY’S BORROWERS

2016-2017 Maturity Wave 

Will the sins of 2006 and 2007 CMBS underwriting haunt us in 2016 and 2017? 

▸ $183 billion in CMBS loans scheduled to mature in 2016 and 2017 

▸ Morningstar’s initial forecast is that 65% to 70% of the 2016 maturing loans and less than 
60% of the 2017 maturing loans could be expected to refinance 

▸ The forecast assumes a coupon of 5% with 30-year amortization. If rates increase, we 
forecast a payoff rate below 50% in 2017 

The refinance rate for 2015 maturity was 84.9%, which was in-line with our 
expectations thanks to low rates and interest-only structures 

▸ With spreads widening at the end of 2015 and into 2016, the cost of money could increase 
for borrowers 

Initial observation of late 2015 and early 2016 CMBS issuance has seen few 
properties in Houston, limited to hotels, multifamily and industrial
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MORNINGSTAR’S PERSPECTIVE – IMPACT OF CMBS RISK RETENTION RULES

The new risk retention rules mandated by Dodd-Frank will require 
issuers to retain a 5% slice of a CMBS transaction 

▸ If the risk retention is sold to a third-party investor 

▸ The buyer must hold that piece for five years 

▸ The buyer must finance the risk retention with cash equity rather than debt 

This could reduce profitability of CMBS issuance and increase the 
cost of funds. 

▸ Lenders that have to retain the first-loss class on their books may be wary of 
exposure to energy companies, especially those with near-term lease expiration 

▸ If capital is available, borrowers with energy exposure may be asked for stronger 
loan structures, including upfront reserves,  letters of credit or amortization
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MORNINGSTAR’S PERSPECTIVE – NOT ALL NEWS IS BAD NEWS
North Dakota was an anomaly, a massive boom followed by a massive bust 

▸ Unemployment in North Dakota remains below 3%. 

▸ In both Oklahoma City and Houston, job growth in other sectors, especially education 
and healthcare, remains robust 

Except North Dakota, there has not been a measurable increase in default 
rates in oil dependent markets 

▸ The loans we highlighted are on our Watchlist, but remain current on their debt service 

So far, there are few indications that energy woes in Houston or Oklahoma 
City have bled into the multifamily, hotel or retail sectors 

▸ Houston multifamily vacancy is 5.5%, which is consistent with historical average  

▸ Oklahoma City is 6.2% vacant, which is below historical averages
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MORNINGSTAR’S PERSPECTIVE – STILL TIME FOR THE MARKET TO TURN POSITIVE

A recovery in energy prices can stem the tide; although it may 
take a couple of years for the office market to reach equilibrium 

▸ At office properties, remaining lease terms will afford borrowers some time 
to re-lease their vacant space 

If energy prices continue to slump, the level of risk increases 
across multiple sectors. 

▸ In 2015, negative multifamily absorption in Houston was 2,700 units, a 
harbinger of risk in this sector 

▸ CoStar forecasts the delivery of 21,000 units in 2016 and 12,000 units in 
2017 with vacancy increasing to nearly 8%
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SPECIAL SERVICERS
JOB TO DO & FEES TO EARN
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SERVICING STANDARDS
“Maximize return to all bondholders regardless of the special 
servicer’s own interest based on a net present value of all 
options available” 

Their Options: 

▸ Borrowers modification 

▸ Foreclose and sell immediately 

▸ Foreclose and sell within 3 years
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Loan goes into special servicing = 
train on the tracks toward foreclosure
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MODIFY OR FORECLOSE
What Factors into the Special Servicer’s Decision to Modify or 
Foreclose? To determine the best outcome for bondholders on 
NPV basis, they consider: 

▸ Current value of the property – LTV 

▸ Remaining term of the loan 

▸ Will value recover to appropriate LTV by maturity date 

▸ Net present value of the foreclosure alternative 

▸ Length of time to foreclose (different per state) 

▸ Cash flow versus advances (have to keep bondholders current until liquidation) 

▸ Other considerations and costs 
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OTHER CONSIDERATIONS & COSTS
Foreclosure NPV 

▸ Estimated value at sale 

▸ Cost of advances (including taxes and insurance) 

▸ Sale cost 

▸ Tenant improvements - leasing commission - PIP 

▸ Net 

▸ Net present value to today at note rate 

Any other offer has to beat that
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(RESTRUCTURES)
BASIC KINDS OF MODIFICATIONS
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PAYMENT MODIFICATION
Reduction of payment alone 

Typically for properties not under water 

Maturity extension can be granted 

▸ Reserves 

▸ Amortization 

▸ Interest 

▸ Principal 

▸ Taxes & Insurance
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DEBT DEFERRAL
Property under water today 

Some or all of value will be recovered by maturity date or 
extended maturity date 

A/B Structure
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SAMPLE OF A/B STRUCTURE (DEBT DEFERRAL)
A = (as is) Appraisal Amount 

▸ Payments made on A note can be I/O or amortizing 

▸ Also can be reduced interest rate 

Capital = Borrower (or capital partner) provides TI-LC and all capital 
needs 

▸ New capital can earn pref  

B Note = Hope Note  

▸ Difference between A note and total loan 

▸ Maturity date can be extended
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DEBT FORGIVENESS
Property is under water today 

Little to no value will be recovered by maturity date 

Can be executed through: 

▸ Short sale 

▸ Note sale 

▸ Discounted payoff 

▸ FMVPO 

Borrowers can partner with FMVPO buyers
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WHAT A BORROWER NEEDS TO KNOW TO MODIFY THEIR LOAN
Who the special servicer and the CCR are 

What the particular special servicer will entertain based on: 

▸ Location of property 

▸ Size of loan 

▸ Maturity date 

▸ Current value of property  

▸ Their affiliate companies 

What the NPV of the other options available to the special servicer are, including 
advancing obligations 

How to present the request to increase the odds of acceptance 

How to keep the negotiation progressing even though it is one sided 

What the various requests made by the special servicer mean
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TOP 10 MUST HAVES
1. Know where the value of your property is today 

2. Have a clear plan for the near-term and long-term of your property 

3. Have new capital to put to use 

4. Understand who you are negotiating with 

5. Understand what their motivations are 

6. Have a clear exit plan 

7. Submit a clear, comprehensive road map of the value creation for your 
property 

8. Be transparent 

9. Be prepared to remit all your net cash flow throughout the process 

10. Patience
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