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Human Nature Told Uls:

2016 to 2021

Bricks and mortar retail is dead, killed by a
conspiracy between the internet and Amazon.

2019

Hospitality real estate is dead, especially
major convention hotels, killed by COVID 19.
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“Abnormally good or abnormally bad

conditions do not last forever. This is true
of general business but of particular
industries as well. Corrective forces are
usually set in motion which tend to restore
profits where they have disappeared, or to
reduce them where they are excessive in
relation to capital.”

Benjamin Graham, mentor to Warren Buffet






The Office Capital Markets - Equity

OBSERVATIONS

- Office values have fallen by an average of 30% from pre-Covid values.
(Real Estate Alert 5/30/23)

- Peak to trough, office values are expected to fall by 34% before
beginning to recover in 2024/2025 (CBRE Research Q12023)

- Price discovery is underway and difficult due to the small number of
office transactions in the past 12 months

- The AA and A properties have held their values as tenants use office
space as a recruiting and retention tool. Rents for these buildings
actually increased 2.4% in 2022. (CBRE Research Q12023)

- Vacancy is 17.8% at the end of Q1 2023, the highest rate in 30 years
(CBRE Research Q12023)

- All - cash buyers are becoming more prevalent




Americas Investment Volume
012023 vs Q12022
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mains Positive

Demand for Modern Space Re
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Vacancy Rate Dy Building Vintage Highlights Preference for Modern Buildings
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Office Hardest Hit HHBs
Buildings

CBRE estimates that if no widespread action is taken to remove, revive or repurpose existing HHBs, they will push the long-term U.S.
structural vacancy rate to 14.5% from 12%, creating an additional 103 million sq. ft. of vacant space

= hlll )

10% of all office buildings in The majority of HHBs Downtown markets have a
each market accounted for were built between 1980 higher share of HHBs, largely
80% of total occupancy loss and 2009 due to higher crime rates

San Francisco

by square footage between
Q12020 and Q4 2022




Office Occupancy Index vs COVID Cases----Is This the “New Normal”?

COVID-19 Cases (thousands)
Occupancy Index
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Global real estate dry powder by strategy, US$ billions

USS Billions
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The Office Capital Markets - Debt

- It is very difficult to finance
an office building today

- Seller financing is likely to
become more prevalent

- The great majority of lenders
do not want the property
back

- Look for the return of extend
and pretend
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COMMERCIAL BANKS

Very reluctant to lend on office due to:
(1.) Federal or internal mandates (2.)

Concerns over their own balance
sheets and liquidity (3.) Existing
office loan exposure (4.) Headline risk

DEBT FUNDS

Reluctant to lend due to: (1.) Concerns
over existing office loan exposure (2.)
Difficulty obtaining an A note on an office
deal (3.) CLO issuance difficulties

CMBS

Can make office loans, but limiting
office to 20% of total loan pools

LIFE COS

Reluctant to lend on office due to:
(1.) Concerns over existing office

loan exposure (2.) Relative risk to A
rated corporate bonds




Seasonally Adjusted, 2005 average=100
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Falling Values and Tighter Lending Impacts Investors

Figure 2: Annual Average LTV

Figure 1: Annual Baseline Value Index
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ice Sector Faces Large Cumulative Funding Gap

Figure 6: Debt-Funding Gap by Maturity Year by Sector ($ Billions) 5-year loans originated in 2018, 2019, 2020
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~ Office Situation
on Par with GFC &
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Q1 Leasing Volume vs Deal Count, 2019-2023*

Consists of new leases and renewals
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Source: CBRE Research, Q12023.
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U.S. Office Supply & Demand

Net Absorption & Completions (MSF) Vacancy Rate
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Office Vacancy Rates
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Office Vacancy & Rent Forecast
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I Month Term SOFR Forward Ciurve & US Fed Dot Plot
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Fed Pause-to-Cut Timing
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Option Analysis

10% At Close
A-Note Amt 540,000,000 $50,000,000 560,000,000 570,000,000
B-Note Amt 545,200,000 535,200,000 525,200,000 515,200,000
Total (UPB) 585,200,000 $85,200,000 585,200,000 $85,200,000
Projected Capex + Leasing 524,800,000 524,800,000 524,800,000 524,800,000
Exit Date Dec-26 Dec-26 Dec-26 Dec-26
. . Exit Cap 9.0% 9.0% 9.0% 9.0%
P ro p e rty P rO.J eCtI O n S Exit Value 5147,400,000 $147,400,000 5147,400,000 $147,400,000
E Exit Value/SF 5165 5165 5165 5165
o
e
=M Bwr Fees at Mod Close 51,000,000 51,200,000 51,400,000 51,600,000
™ IE Bwr Invest at Mod Close <4,000,000 55,000,000 $6,000,000 57,000,000
: : -l Bwr Contrib During Term 50 S0 560,000 51,780,000
E‘ E F # F
P 10] ected Ca Pl tal JDULE MG Total Contrib $5,000,000 $6,200,000 47,500,000 $10,400,000
Cost M pref Return 15.0% 15.0% 15.0% 15.0%
E Bwr Pref Return 56,400,000 58,000,000 59,700,000 513,200,000
LM Bwr B-Note Proceeds 553,300,000 546,200,000 543,700,000 542,900,000
e . . Bwr Sale Proceeds $59,700,000 554,200,000 $53,400,000 $56,100,000
Stabilization Period
Remaining B Balance 58,330,000 51,810,000 50 50
Mezz Balance 523,600,000 523,600,000 523,600,000 523,600,000
Final Bwr Proceeds 527,800,000 528,800,000 529,800,000 $32,500,000
New Money Mult 5.58 4.66 4.01 3.14
' Bwr IRR 53.7% 46.9% 41.7% 36.9%
Market Leasing Data
B Lender Whole? Yes Yes Yes Yes
Mezz Lender Whaole? Yes Yes Yes Yes




7 Possible Options

1. Keep Loan Current

Sell the Property

—xtension

A/B Structure

Future Discounted Pay Off (DPO)
Discounted Pay Off (DPO)

Hand Back the Property

N o oA W N
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1. Keep Current

e [Loantoremain “as-is’

« Walt and attempt to ride out the
current market conditions

« Keep loan current, even if property
iIncome iIs not sufficient to cover debt
service and operating expenses
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2. Sell The Property

> 0 1. Assume
LTV < 100% 2. Extend Maturity

1. Short Sale

LTV > 100% 2. DPO

3. Pay Down/Write
Down
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3. Extension C

How much time can be What are the potential What is required of the
granted? fees? Borrower?
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4. Sample A/B Structure

A = (as is) Appraisal Amount
Payments made on A note can be |/0 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



Liquidation Event

1. A note payoff
Capital + Pref

Split of remainder until B note is paid off

> W N

Remainder of B note is written off




5. Future Discounted Payoff (DPO)

» Property is under water today
» Little to no value will be recovered by maturity date
» Property Is currently cash flowing
» Agree to formula for DPO at maturity
» Borrower Appraisal
» |Lender Appraisal
* 10%
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6. Discounted Payoff (DPO)

* 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

visimnuanans
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7. Hand Back The Property

 CMBS is Non-Recourse
» Beware of carve out guarantee

* The Borrower has the option to hand the property back C_’M

OFF - MARIKET

to the Lender x'c h'A'N G E

* Another option:
« Connect you with capital providers
 Work with the owner and servicer to work out a deal off market
 Benefits:

« No foreclosure on record
« No further liability
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Why 1st Service Solutions?

1st Service Solutions is a team of people who were former servicers, or even CEO's & Managers of Special Servicing Shops.

We have relationships with decision makers within servicing, Rnow the rulebook of CMBS, have sat on credit committees and apply all of that inside
rnowledge to help you achieve your goals. Our CEO was a CEO of various large servicing companies.

“Ann Hambly knows the CMBS rules,

structure and players as well as anyone | “Our $1.2Billion transaction would not

know. She has been a part of setting _ J have closed without 1st Service
industry guidelines from the very I Solutions.”

beginning of CMBS. That knowledge is -__1
the key to being a successful borrower

advocate.” > o B = Joe Dykstra

Westwood Financial Corp

4 |

Pat Sargent

Partner, Alston & Bird LLP

“Ann Hambly is one of a kind. She is the
preeminent expert on CMBS servicing
and is so much more than that.”
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CONTACT INFORM

1St Service Solutions
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1stsss.com
(817) 756-7227

#1 Borrower Advocate

We created the role of a CMBS Advisor, we're the first
and only firm rated by the rating agencies and remain
the leader in the CMBS advisory space.

$30 Billion 3,200 42 Days 50 States 30%

RESTRUCTURES ASSUMPTIONS FASTEST PROPERTIES REPEAT BUSINESS
WORKED OUT CLOSED ASSUMPTION CLOSED WORKED ON FROM SATISFIED CUSTOMERS
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