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ANNALY EXPANDS INTO COMMERCIAL

Annaly Capital Management is expanding tnto commerdial real estae and has hired Kevin

Riordan w lead the effore. Untit now, the New Yorke-based niorigage real estate mvestment
trust has focosed on restdential mortgage-backed secneiies, *[The expansion] s consistent
with our strategy to build our asser managemens platform. . We think there will be atrracnive

appotunites in building a bosiness in [the commeraial real estare fixed 1ncome] asset class,”

said Jay Diamond, managing diecror
fLiordan, rost recently » roanaging director i the conunercial mortgage secwrities group
(eontinised vu page 123

PARTNERSHIP HASHING OUT HNANCING ON
GM BUILDING

A Boston Properties-fed partnership is hashing out the financing on its axpected acquisition
of the Useneral Morors Building in New York and theee or four other properties from
Macklowe Praperties. The partoership is cxpecred ro pay aboor 32,8 billion for de GM
Building and anether $1 billion for Two Grand Ceneral Tower, 510 Madison, 540 Madison
Ave. aned 125 E. 35¢h 5o

The parmership, which includes Goldman Sachs and Kuwaiti Investment Anthority and
Qatari Investors, s expected to assume a $1.3 billion first roortgage oo the 1M Boildiog

{rontinsed vn page 15}

ERRILL DEAL GARNERS TIGHTEST PRICING
THIS YEAR

A 5948 milbion conduit deal fron Merrill Lyneh was priced ar swaps plus 130 for the 10+

vear, triple erated, 309 subordination honds—the tightest pricing for a new cotmmercial
muortgage-backed secorictes deal this year The priciug was nearly 40 basts petnts tighter disn
the kst deal e be priced.

In an unusasl vwist, Gofl Strategic Capital scquired all of the bonds rared BBB and
brefow, inchuding the desl’s b-prece. Although b plece bovers generally acquire only a deal’s
non-investrnent-grade boods, Hillenbrand Partoers executed a stratlar steategy carlier this

{rontinsed vn page 12}

PUB FIRM PLOTS REIT CONVERSION

LLEL pub company Mitchells & Butlers inends to convert into a real eswte investient
vust. T he niove will requies sigoificant sestrocrusing of it existiug business, including
separating its operating business from ts read estare holdings, snd refinancing deb, said Tim
Clarke, coe. Tt has not ver set a tinse frame for the converston,

At feast owo other pub companies are planming o comvert to REIT st incheding
Enterprise Inns and Ponch Taverns (REFL 5719, Enterprise, nnlike M&B and Punch, is
expecred o have an casior dme converting into 2 REIT because s property and operating

feontinped o page §1)

Check www.lirealestate.com during the week for breaking news and updates.
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At Press Time
Finerman Talking To DiveoWest?

ste
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Mack Finerman, who headed the commeraial real esrare fimance group ar RBS EOITORIAL ] FOsLISHING
Greenwrich Capital, is said ro be in wlks w join BveoWest, a San Frandisco- TOM LAMONT | ELOVNE BLiGH
LA

based nvestinent management company. | bere are also reporrs that Fineroan s
talking o other public and private plavers, Finerman, whe left Greenwich lase
week, couldn be reached and a spokesman tor DiveoWest declined o conuent

Wachovia Financing Philadelphia Hotel Deal

Wachovia Bank has hinded 2 550 nulfion foan that Kimpton Hotels &
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Wachovia sgreed to originate the lean 1o Jaruary and Kiupron was able to
lock in pricing then. Holden Lim, sentor divector at Coshman & Wakefield
Sonnenblick-Goldman, which arranged the financing, said thae if the deal
was dens today, spreads would be 100 ro 200 basts point wider. He declined

te give specifios.

) . HARRY THONPSON
Liro sad CWSG approached some 40 keaders and ended op with Wachovia, a oo Koy Bva 1547

relanoaship kender Lim deddined to comment on loverage levels but noted thar
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known as The Hotdd Palomar, The boilding, once the headquasters of 2 local
chaprer of The American Instinute of Architecrs, is at 117 South 17 7t Rpeer in

quare seotion of rowrn.
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Brooktield: We're In Talks To Keep Merrill i Pt i s
SRS PRI PR k.k; &
Brookbield Properties s in actvs discussions with Merrill Lyneh eo exeend us .'AB‘«?Q@?FH’!G
oo perties 1o tn 4o . . - YR s ADVERTISING BND o S
e toriier | eaee s aeey WY i pree e gy Ty Jewr York A .o SIRNETS P
extsting lease 3t Two World Finsncial L.u_:tr.; i Nt.g York. Melissa Coley. a ﬁii‘b‘i?ﬂiﬁﬁ?ﬁﬁﬂ?mfm st oo 2 s
spokeswonan tor Brookheld, said Brookiield and Merrll are disoussing « JUNATHAN WRISHY v

five: year extesnsion on s in-place kease, which would keep Mernl 1n 2WEC
oy 2018,

Brookticld has reporedly offe

zd to build a 300000 squwre toot “uwding
pavilion” w woo Merrdl, Ashed whae Brookfield was planning in the eventof
Merrilfs departure, Coley declined to comment. She abio dedined 1o comaent
on any plans Brookficld Is exccoting to keep Mernil

Merall s also in ralks with developer Larry Silverstein to move i
headquarters to the World Trade Cenrer siee, a spokesman for Stheerstein

confirmed. The porential deal, first reported in The Wal Snves fowrnd, woold par
Merrill in Stverstein’s Tower 3, scheduled to be complered tn 2013, when
Merrills lease expires ar Two World Financial,

That Merdll is snitfing aronnd rown for new space is nows to no one in the

miarket. The firm was close o formaliziog » plan with Yoroade Reaey Trust o

move to the Hotel Pennsylvania fast year, bor thar plan was kalled by masstve

write-downs by Merrill and the departare of tes fornser CEO Stan O'Neal
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A group ot Asian hindlords 1s resting the warers of Hawaids rewail
miacket with the sale of cight propertes. The properties toral

386,000 square toer and include severad Safeway-anchorad
shopping conters sud retail centers near resorts. Faris Lee
{nvestments and CB Richard Ellis are handling the sale.

The properues have been shopped for several months but

]

Rich Walter, president of Farts Lee, said he expoots 3 deal 1o be

reached tn the range of 3300 mitlion. The brokers are taldng bids

ot single assers as welf as the porefelio as a whole,

The properues were avcunvudated over a 1-vear-period by
current ownarship, which is now selling for estare-planning
purposes, Walters said. The brokers are pirching the deal as an
spportunity w capitalize on panonal rerailers expanding inro
Hawaii, Orne facror that makes the deal artractive—assomable

debt ar a rate of around 5.53%.

Tenanes in the properties include Longs Dings, Rov's
Restaurant, Denay's, Starbucks, Subvway, Cold Stane Creamery
among others, The propertes are on Maui, (alun Faoal and the

Big lsdanad.

JER Maps Latin American Expansion
J.E. Robert Companies is expanding into Latdn Americs, The
Molean, Vabased mvestment manager is opening offices in Sao
Paote and Mexico City and has hired Roberto Perront and
Sergio Hernanwdez as the rospoctive heads, The pate will be
asseribling teans o nvest 1 the residentisl, retstl, office and
industrial markets,

Hersandez will bire two or three people for acquisitions as

welf as a fow assoctates, analyses, a contelier and 80 accountant.

I Mexico, the focus will mostly be on residennal and rewail, wash
some butld-ro-suit industrial for export-oriented manufactarers.
JEE wants w 1ovess in jont vensures with Iocal operarors and in
mezzanine debe

Mexions constrocdon financing owrker is higuid tor loans that

are B3 ro T0% of the cosr of the project. Bar the market tor
cxisting buldings is reladvely ligmd, which makes 1t difficolr o
exit projects quickiy. As a resuly, the groop expects longey hold
periods, JER expeces to tnvest 3150 nattion o $200 million over
the text two to three years,

T Brazil, JER eaanes o do mesidendad and office
development, With flnsncing niore avatlable w homebagyers,
sed by 30% frong 2005 w

2007, Perront satd. Likewise, office vavaney nates have decreased

sales of new residenial projeces norea

from 20% 1o 7% over the same period in Sao Paclo. Vaaaneies 1o

| Tor recedve emall alerts or online access, call 8607158185, 3
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Rio are ar 4%, Financing of 83% can be obtained for tesidennal
and office projecrs, although lending on office projects is newer
and less cerrain,

“The apporeunity ro make parmnerships wich local plavers
right now s very interesting beause there many real estare
companics thar wenr public last yeay, and they goralorof

money. Perrond said. They spent aloost all the money buying

a1

land, and they need dght now working capiral

Not-So-Happy Shopping At ICSC

The mood ar the International Coundil of Shopping Centers
convention i Las Vepgas st weel ranged from moordandy geim
to stubboroly optimistie. Concerns about the healds of the
sconenyy and soft tenant demand predominated, and there were
concerns that major setatbers would not be expanding.

The tear that American consumess would have less disposable
icotne bor some tme was palpable. “De vou dhink die price of

oif’s going to come down anytime seon?” ashed one doveloper.
“Do you think the price of food’s going w come down?”
Concerns about the capital roarkers were also at the front of
people’s minds, "Capiral markers? Whar capital markers?™
annther deveoper asked.

With energy prices In the strarosphere and the economy
edging roward a recession, many of the sessions had a decidedly

rouchy-fecly groen and global slane. Trarsitc-orienied

wvewe Hresalostate oom

May 26, 2008

development was highlighred i a session chaired by Chis

Leinberger, a fellow ar the Brookmgs Iatinsion,

Uil artendance numbers wers pot yer avatdable bae HISC

satd it was hoping o get antendance 1o the 40,000 w0 30,000 onge.

Feil Buys N.J. Portfolio

The Feil Organization has bought a one million square foot
partfolio of industrial, otfice and el space the Villa fratly had
been shopping in Northern New Jersey. Pricing conld noc be
rnmediately kearned arsd Feil exocutives were 1n Las Vegas for the
International Couvncil of Shopping Centers conference and were
not available for comnient. The portfolie kad an asking price of
$106 miflion (REF, 8735,

The transaction B one of the largest to have wken place in the
tri-stase arsa this year, said Rich Midiss, managiong diveceor ax
Newmark Kaighe Frank, whe was haondling the offering. ™1 chink
it’s 2 welronme piece of news for a cotnmuaty thaes been speading
tenr nruch of ies tine larehy focused on the corrent tormoll in the
credit rusrkes.” he added. Misdiss woold not disclose pricing

The portfolin was contered geographically around Clark, oear

the wwns of Cranford and Westhield, Preched as a core
invesement, the property was 7% leased ar the time of the ininal
oftering. Tenanes inddoded EQreal, Shop Rire, Rive-Aild, A&P
and Bally's. Abour 819,000 squars feer were tndustnialf office and

the remainder was reratl,

Capital Markets

IREREE g

Consultant Expands BRisk
Modeling Program

Consuliing firon Risk {ovegraved has expanded ies tisk assessment
software so that users can leok ar the vadue of eqotty investments

as well as debe tovesoments, Chirts Maseison, coo, said thae che

firm expanded the systens i response w requeses from clients,

which include trvestroenr and cormoerial banks,

“About sty months ago, we started to muarket a lor roore o the
LLS, Many of the investment banks have a mixed porttolio of
debt and squitye With the market melting down, our clients were
saying that they would like t© see an overall protore of dhetr debe
and equity holdings,” Marrison said.

Risk Integrated’s system uses three sets of data to perform
analysis—the probabiliey of detade on foans, the rae of revion
and the present valne of a porrtolio and the combined
investroent value of the debt and the equiry within a deal or
porttolio, “This will help nur clients derermine how w

restrustine deals, adding fearores like reserve ascounts ar pew

covenants, or buy InGerest rate of property derivatives,”
Marrison added.
Pricing on the syseem s determined on a sliding seale. The

new features have 2 minor incremental conn, he added.

Trepp To Extend Daily
Valuation Service

Trepp LLC is exrending irs offer of daily valuadon of

comumercial morigage-backed secusinies for nvestors who are
members of the Comumercial Mortgage Securities Association,
Trepp, which began offeriog daily valvations on CMBS in
March i response ro dliquidity in the marker, expecrs o

continue offering this service through the end of June, said

Annemarte DHColg, ceo.

“We have had an exrensive CMBS valuation service 10 place
for many years bere, she said. “Given the dowdown in matket
activity in recent monehs, we thought it could be very belphol of

mare people were able to access these valuations.”

|3
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Participating Real Estate Funds, Developers & Owners

Mat Wanderer, Prinaipal ALTERRA CAPMTAL

Josl R. Fogel, Redl Estate ARCHER CAPITAL MANAGEMENT

Juck 4. Rosenfield, Director Asset Management THE ATHENA GROUP, HT
Ron Vergnolle, Porfiolio Momager BARTRAM ADVISORS

Diavid 8, Parsky, Director CHTF PROPERTY INVESTORS

Michoel Oliver, Executive Diredor of Business Development
CONCIERGE ASSET MAMAGEMENT

Brett Rowland, Senior Vices President CONTRARIAN CAPITAL

Steve Persky, Manoging Pariner DATFON INVESTMENTS LLC

Fronk Cappelo, Senior Vice President DE SHAW & COL, 1P .

Dougles Wilson, Chairman and CEO DOUGLAS WILSON COMPANIES
Jon Klein, Vice Prevident FORTRESS INVESTIMENTS

datt Gillie, CEO and President GIELIC DEVELOPMENT INC.

Carey Doyle, Senior Vice President GUIBERSON VERTURES INVESTMENT GROUP
Kyle Ransford, Monoging Direcior HALCYON ASSET MANAGEMENT HC
Mareus Buerssse, Chief Operations Officer HEARTHSTONE

Gary V. Chansoff, Principat INDIARE HILL PARTNEES, IMC.

Stephen Braun, Senior Vice President 11, KISLAK, INC.

Brian Mewman, Managing Director MADISON DEARBORN PARTMERS, LEC
Johm Rymw, CEQ METRO DEVELOPMEMT GROUP

Robert Qluinn, Vice President NEW YORK HFE IMVESTMENT MANAGEMENT
Kyle M. Brack, Senior Vice President ~ Finance MOVARE GROLIP

Martin Caverly Principal OCONNOR CAPITAL PARTNERS

Paul 5. Wasserman, Vice President OCH-ZIFF REAL ESTATE

Daoniel 5. Levitan, Managing Director of lovestments THE PNL COMPARIES
Robert Murray, Director PRAEDIUM GROUPR, EEC

Morman Radow, President THE RADCO COMPBANIES

F Adam Sharif, Prasident BANDOLPH EQLRTIES, 11T

Marvin Schnes, Monaging Director READ PROPERTIES

Domiel Amdur, CECr REAL ESTATE PRINCIPAL SOLUTIONS

Jorres H. Ross, Member ROSSROCK, HC

Blan Standen, Parimer SCHEMS CAPTAL

Rebert Sonnerdlick, Chairman SCMMNENBUCK-DEL RIO DEVELOPMERT, INC.
Michaet Katz, Co-CEO STERUNG AMERICAN FUMDS

Mark Keiser, Vice President-Development ST REGIS & THE HUXURY COUECTION
Ehervied Tettelbaum, President TEITELBALI DEVELOPERS

Timothy Junker, Principal WALTON STREET CAMTAL HC

Richard Sibverstein, Vice President-Howpsitality Acquisitions WATERFOM HOSHITALITY
Rick Wise, Senior Vice President-Acquisitions WATERTON RESIDENTIAL

Rick Koenigsberger, Managing Director XE CAPTAL MANAGEMENT, HC

Platinum Sponsors:

O'Donnell/Atidns

Gold Sponsor:

R

Residentad Mortgage, 110

Silver Sponsors:

Bariarn Spank

ebhaon Baain ee MNomton
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Although spreads bave tghrened subsrantially, Trepp belioves
thar providing the service Is warranted, at least untl the end of
June. The service is provided via email ar the end of sach

buosiness day

Raising $500M Fund
Fellows Launches Debt
anagement, Advisory Firm

bred Fellows, a conuercial real estare lending verenn, has

launched Basalt Uapital. Basalt will provide advisory and asser
management in the commercial real estate debe seeror. The fiem
has abo lunched 2 $500 million fund to invest 1o high-vicld

C!Z)ﬂ'lifﬂf.i'(?i;ﬂ IE10fEgklgc“i_m(.kcd SCCUE itics CE ﬂ}.{. TICNT [h[cc years.

weves Hrasadustate oom
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The furd Is seowring coramitnents of $10 million w
$20 million and higher from Wnvestors, inchuding Insurance
corapanies and funds of funds, Ir expects to hold i Best closing
11 the coning months,

Fellows kaunched Basae after loaving Soudvwest Secarities,
where he was head of stroctured inance wading, He has had a
long career in the commercial real esrare debt markers, mduding
heading CMBS mading ar Nomusa Securities in the fare 19905
and founding Cargan Investment Management, 3 comimercial
real estate investment management Her, Basalt operates in both
 hicago and Lake Forest, ll, and has plans to open another
othice i Flonda.

The name of the firm was inspired by a2 mouvntain town

near Aspen.

%‘zg

u. E( ﬁ SS Spreads Approach
Turning Point

Secondary spreads oo UKL cormoercial morogage-backed secuninies

Furope

my see o petiod of dghening in the second halt of 2008, following
RMBA spread shiinkage. “These sectors do tend o follow cach
other Iy a reladve v kliuf: issue — i vou can pick np AAA CMVBX
for 250 [basis poines] compared ro UKL privoe RMBY a5 80 pow, it
becomes mors compelling o vestors,” sad Hans Veensen, bead of

European secanitzation msearch at Bardays Capital.

The RMBS spread tightening is due in part to the Bank of
CMBS are not eligible for
the schene but stifl rend o mrack the movement of RMBS

Eogland's Special Ligoidivy Scheme,

vields, The first sigos of this wers seen last inonth when CMBS
spreads tlatrened ar 250 basts potnts afier a2 period of wideniug,
“Ies important o kesp tn mind that tea-sector spreads are

very wide across all secrors and we expect them to romain so for

the rest of the vear,” Viensen noted. He sloo added he expects any

tghtening o b(‘. rore gradual than the sharp movenient seen 1o
RMBS spreads as CMBY fundamientals have et sesn any

i()'l }'ﬁl.’()’»"{:‘-l’[}if(l[ .

ING Acquires Paris,
Bordeaux Offices

ING Real Eeate has purchased otfice butldings in Poarts and
Bordeanx for a total of €70 puillion (3109 million), and 2 logisties
& ollion). The oo of

centre noeth of Pads tor €17 milion
progerties were paschased by dhe fienas ING Read Bsnare Office Fasd.

Len Wetdenaar, fund mavager said the acqubsivons will belp
as @ key

reanforee the Hrms preseace in Francs, which it se
market. & joint venture between Gazeley and CalEast Globad

Logistics was the seller. Officials at the firms did not retarn calls
by press e
s
The 6,5

and is ler o six renans, [r abso has 110 padking spaces. In Paris,

Jesgoare-meter Le Millenino 1o contral Bordeaux

the LOpen Building is comprised of 8028 square racters of

oftice space across sight floos and a siv-level underground car

) f [h &
building. The two other tenants are Oxya and APC.

park. The owin renans CMP Medica ccoupies 75

Meanwhile, Gazeley Canly 15 2 Grade A logistios cengre

coverisyg 23819 square meters in Candy, Olse, north of Pans.
The building has been folly ket to Recall Fraoce and s a mix of
fogistics warchouses and office space. lealso contains parking
spaces for five hesvy goods vehicles and 3 car park for mor

than 8% cars,

| strategies

infinity Sees Strong Demand For
Construction Loans

Infinity Funding Group is secing strong demand for 1s core
product, foans that combine pension fund and hedge fund
capiral. The Bohemia, N.Y -based resous lender and placenient

5 with penston fond lenders to provide

agent pairs op borrows
the seitor portien of a loan and bedge hunds to provide the
juntor debt. Ir foruses manly on comunercial real estare
CORSERUCHON Pojocts.

The firin 1s <

so considering the launch of a fund dhat wouldd
lend to smaller borrowers, The fond coold be as baege as 31
billion and could provide financing in the $1 million o §3
million range, said Paul Tantllo, vip.

The credic cronch has opened the doors for Tufioiey, "Like 2
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wildfive, we were geting msttntonal quality paper from across
the country,” Taotillo said. He believes the hotel seeror is
parncudady lucrative and as an example of dhis, points 1o a Soudh
Carolinn single-purpose hotel in need of construction financing,
“[The developer] knows his business and ith a magnificent
property.. . But nobody returos his calls oo all the big banks If
you cant ger someone to fund thar, thar shows you about the
mradket,” he said,

Infirity Funding oypieally naalies loans oo a 90% LTC
basis, with pension funds contrbuting roughly 35% of the
fean. Loan sizes range from 375 vo $200 million. The

remaitcder of the capital comas from hedge funds and from

wvewe Hresalostate oom

Infintey. Rerurns vary per lender, with one of Infinioys
pension fund dients seelng a reruen of 14% and one hedge
bring rhe equity, aezzanine and senior loan from all

= 1 E

plavers.. Thevve disassembled [CMBS] and brooght it all

Beal Estate Finance & lnvestment

wgerher,” said Bill O Connor, partner ar Crowell & Moring,

who represents Infintey

The Grots investroents o date have centered on construcrion
projects in the Mid West and the Bible Bele. "We've 10 very
strong nearkets bt are not afratd 1o ook at other markew others
fear e tread in” Tanoilo said, Environmensadly tricndly projeces

are abse key © We want geeen. Green 15 0! be added,

Cushman & Wakefield Sonnenb

rix May 723, 208

ick Goldman's Commercial Mortgage Rate Spreads

3-5¥YEAR 5-10 YEAR FIXED-BATE
FLOATING-BATE MORTGAGER *?
MORTGAGES®
{NDEX: ONE-MONTH LIROR INDEX: EQUIVALENT BAATURITY TRESSURIER
<55% 7Y #G5% 7Y LEMBER FEE PROPERTY TYPE <8RR LTY »55% ET¥
Residential
275250 250-350 510 bps Apartiments 200240 250-300
Retail
2752475 300-350 510 bps hiallz 22525} 250-350
250-300 2-400 75-100 hps Jtrip and Power Centars 250-300 00450
industriai
250-3(83 0450 75-181 bps Multi-tenant 253300 JEND
gffice
200-750 0350 50-1483 bps £BD 275325 33450
200-250 5400 75100 hps Sutugban 250350 RiERLH
Hotel
250-300 260500 50-100 bps Full-Service -400 RiERLH
25300 300-500 5.0 bps Limitad-Service 300350 416-500

1-honth HEDR
3-bdunth UEDR

247%" {282% ™

2B6%7 {2.87%%

psines interest unly
“Phurnber as af bay 22, 2088

A% {3.14%5

378% {8%%

E-Year Treaaury
J0-Year Treasury

*Aszumas no dender fae

atrix AMay 23, 2008

DERT PROVIDER RATE TERM LTY RAMNGE {% {ERBIDER FEE
Herdge/Oppratunity Funds 11-18% 1-5 years >B5% 1-3%
Invastmeant Banks 15-19% 1-5 yaars =65% 1-2%
tnstranee Dampankes 3-15% 310 years >60-75% 1-2%
Frivate Sources g16% Six months to 3 years Tl 1-3%

Sourre Cushnn & Wakefield Sunnenblick-Baldman, 40
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abtitned from wrces befreved tw be relinble. but REFL dovs wor guananiee sic congpletencss ar accuracy

wrarion fulr been

)

Carlton Launches $250M Distressed Debt Sale

The Carlron Group has beert hived ro sell $250 puillion of
distressed debr and REG assers on bebialf of nwo insdrutional
clienss. The debr is conprised of tvenyr-severn sub- and non-
performing commercial loan assers, The debr is owostly fiest Hen

positions, with four REQ asets. Assers inclode loans secared by

cotnpleted and parttathy coniplered horary wown bome

developaenes and snaall balance commerciad loans.

MBS Delinquencies Rise In April

April, according ro Fich Ratings’ moss recent foan delingoency
index, The spike is refared t0 noe large newlv-delinguens $127
milthon muldfamily condominium loan that s Is expecred o be
browght carrent, TCMBS delinguencieos remadn fow with onby
360 delinquent loans vut of approximately 42,000 foans in

Fitch-rated transactions, " satd Susan Merrick, nianaging directo

GUEST COLUMN

identilying Disproportionate Risk in €

By Erim Stafiord

This weelts column will explore the property types that may be
MOFe AVerse to 4 reversion to the mean or blsroreal floor once
the properey niarkets bounce back. Rewatl, office and mulo-
tamnily are the predominant property types within the ket few
vears of CMBS, with a combined 69% by {oan count and 79%
by balanee,

Diebt

specifically at & property’s net eperating income {NOID and i

yield {either ontry or exit) provides @ measure thar looks

abiliny to support the debt foad on the property, The historical
thoor for both entry and exir debe vickds bas been 12%, based on
nhserved American Councll of Life Insurers (ACLI data dhin
dare back o the 1960s. The data show thar the median exic debr
vicld really plunged below the historical 129 Hoor for CMBS
loans begimntag in 2005 and conninued iss downward trend
shrough 2007

The chat below looks ar the median exit debr vield for the

MBS loans tor rerail, offioe and moinfamily

25th percentile of ¢
prapertics, With the exception of woporary dips ro 11%, cach
praperty type followed the standard unnd 2003, when
mfifamily took @ comspicaous dive, By 2003, 25% of the loans
in all the maajor property evpes had crossed the 109 fing; by
2007, more than half of the reil, office and nundabamily loans
had fallen below 10%.

So what happens if the loans need o refinance tnan
enviponment that 1 more discerning than the 20032007
enviponment? |he measure of cuit debe vield places a fuge
rellance on a property’s NOL dhe interese pate or spread and

the ammortization environment that one would need 1o

BS, Part !l

refirance i today’s economy. IF we assome all else 1s equal and
we need to obiain a 129 exit debr vield, whar type of MO
growth do we need?

For w lean currendy exhibitiog a 9% exie debe vield, one
wondd, require an average annual NOT growths rate of 3.3%.
For the extrense exit debt vields that are doss wo 6%, that

propety would requirs an average sanoal NOH growdh rate of

25tk Porcentile Exit Debt YVields

g Rad gy

Piks¥e ¥ aoeihe
feaical Fhose

Vimtage of CMBX fsmiance

b 4 T

TAES TEET V23 1300 2000 2001 2007 2003 2004 20 IoNE HaT
Exit Debt visid

10%. Properties can and have achieved annual NOT groweh
rates i excess of 10%, bur for properites with longer leases, an

average arneal growth rate of 1080 &5 very difficulc o

|3
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consistently achieve,

Many of these loans wers naderwrinen w projecred revenus
e fast year of
VRS

which 1s a factual number that sheold ner indode

growth, For the most pars, owr data are based on th

reported borrower NOIL found in the Annex & of the €

prospectus,
arbitrary revenus projecnions. Another hurdle i achioving higher
arnual average MU growth rares s the taer thar i the major
praperty types {Le, remil and office), the read projections in the
near furore are muted.

Reratlers are feeling the pressare and soverad new bankropecies

have cawsed retatlers o completely liquidate or selectively close

not-profitable locattons, leaving vacancies in soip ceneers and
mreails. Offior markets in genersl are oxpected to have shighdy
negative rental growth 1o die coming vear, followaed by 2% to 4%
growth through 2012, acoording to the light recesstonary
scenario prosentad by P.mpc:rty & Pordolio Research (TR}
This projection does not get better when predictions indicaws 2
fonger US, recession.

The majorny of low et debt yields exhibired by properties

are driven by the fack of amortzation. And we know thar roday,

weves Hrasadustate oom
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7005-2007 Vintuge (ABS Property Type by Losm Coumt

Cffice
(17

R bail
{18

2045-2007 Vintage THBS Property Type by Bulunes

Rl
{327%06) Cffice

. {21%)

Qithar

N {7?’6
}
ssshiFamity T Hotel
116%; e
ndusirial
5%}
sterest-ondy (10] loans are not readily available i the marker,

except m g instances of extremely low leverage financing.
While [ loans, 10 and of themselves, are not a probleny, nghly
fevered IO loans, with debr vields below 9.25%, are
dispraportnnarely rellant nn income groweh, cheap debror bodh,
If we assume the lending tndusry has learned 1o lesson with
the preponderance of IO loans and they will not made a
comeback, the fosns dhat are below the historieal Hoor will be
subsject to greater vncertainey of refinance at maoaiy, We have
actually seen that happen in todays market. Recenthy icis
ratnored that « foan having 5200 mithon of Headng-rare debe
was able to secure 2 first mortgage 10 the amoont of 31253
rafiton, the remaiader ofwhich was funded theough mezzanine
debt and addinonsl cash equity brought into the deal by the

borrower, Not all borrowers will have access to large pileces of

Othar
[18%)
e Holel
o 8%
Mulii-Famity 8%
{17} tndusiriat
7%)
mors expensive mezzanine debt nor will they be able to fuse in

an additional 10% or mere of equity to being the debrt vield 1newe
{tne with historical nosms.

It seetns fogical that one would look st exat stnaegy, b
smpirical LMBS data does not really consider exit straregy, One

reason s that most UMBY loans have not hit macooiey unei dhis

vear; therefore, thees is not o karge sample o review. In facr, 1Fwe

fook ar ksans maturing 1 2008 and c;’u‘iy rexe year, a large
nuoiber of them have already defeased and those thae have not
have exic debr vields in excess of 10% on what would be
considered seressed NOL While some of these loans are waking
longer to refinance in todavs marker, f the propernys cash flow 1s
stable, retlecring higher nocupancy withour a lot of tnvaediate
rodl, 1t s Dikely thar dhere will be a lender o whe then out

D shows thar roost defavdts ooour within the firse siy vears
of 2 CMBS mansacdon and sceording to Morgan Sanley
research, the 2005 o 2007 vintages seetn o he tracking those of

the carlier vintages In terins of delinguency and defaslis,

However, the reansfers to xp& 1ol servicing in these vintages aee a

- dost tenao) and oot

combination of property issuss
meenng pro forma undeowritng, ‘&hnx of the loans subject o
the pro torma snderweiting have HJ wrins, although borrowers
and spousors with a debt vield of 12% or bigher are hikely w0
taintain significant equity in thr: AT,

I such msrances, the loss of 2 tenant or the fihure o achieve
pro forma revenue targers seldoot resudts o defande. The saoe
cannot be said of bortowers andf o sponsors when the debr vield

is 7

2. (herlay an tncreasing cap rare environowent and dhe
bortower and/or sponsor 1s likely to be under warer even afier the
tenant has been replaced andfor pro forma achieved. Thus, these
vinages ey nof continue to tack dedinquencics and the losses

coudd be higher

Thas wewefs guest colunive wais witten by Evin Stafford, sesior v p. of
CMBS wrvedflance sz DBRS. Pave sue 1o publistied in the May

}(b[ ;”_,”
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CMBX5 Debuts

CMBX S
backed secoriries index

- the latest weration of the commercial moregage-
wwas rolled out last week afrer a

month-long deday. The index, which was designed o roll ov

VBS deals, |
postponed ss 2 resudt of low volume 10 the new fssue market
{REFL 515y
[sertes] four Ios trading precey much dose on top of

"‘o:'

twice a year and include 25 new had been

The carty perception ts that it leoks a lot fike

CMBXA4,” saud one sentor tader. Spreads on the AAA dlass
closed ar 104, while the BBB- class closed 2t 1.617 following

the Hest day of wading.

Initial pricing had ntennonally been set to mirvor those
of CMBX.4 "I vou have vasdy ditferens coupons it adds ro
the volatliey. . They made dhe conpons close to series 4 so
thetes mnte continuity and more liquidiny,” said the wader.
Trading officially began on Thorsday but, as has cccuried in
previous rofls, some dealers began trading the tudex earlier on a

weves Hrasadustate oom
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when-issusd basts,

CMBXS is coraprised of seven deals thar were a part of
CMBX 4 and 18 newly referenced deals. The overdap of new
and old deals 15 unprecedenied in the indeds mwo-year hustoo
“We anncipare the price discovery phase of the roll w wke
longer than iu the past.” said Andy Day, 3 CMBS analysr ac
Mortgan Stanlev. Day prodicred the Avrared cheses will tade in
Hive with stnibar bonds en CMBX 4. while the Borared ¢k
will trade st comparatvely aghrer spreads. The anticipated

tightentng would be due o the sertey” relarnvely betrer
saderwritng saurdards, marked by higher subordinadion {evels,
fownr interest-ondy foans and lower loan-tovalue ratios.

CMBX index,

in kate Crorober, covdd see sunilar problems. "With conduit loan

The nexe series of the schediled o be released
origiration at a standstll and dealer inventories winding down,
CMBS deals 10 2008 o
support another CMBX roll this year,” Day added.

W (i(‘ jatars 'Eiilr-lf'ip‘&[(‘ “‘Ht}u"h BOW i'SS[U“

PARTNERSHIP HASHING

{rantinned from page 1)

and wse a mix of debt and equity to finance the rematsder,
{ne debt analyst estisnated that the renaining financing would
be a 060-40 debt to eguiry splic. Goldman & expected to arrange
the debt,

Bar assuming the st morpzage on the GM Building wouk

be a simple process given the many layers of debtin place on the

properey. "It won't be a sraight, simplisde assumpdon. There
wrive said. There i

will be some complexity” one servicing
also 3000 muiilion of junior debt on the building, James
Feldoan, ao analyst ar UBS who covers Boston Propertes, said
that Macklowe nesds w retain 2 siake in the propersy tor the
debt w be assomed.

Boston Properdes is expected o rely on ity partaers o

EBU 55043

Properues’] miothve is to put as Bude cash as possible and get

provids the llony share of the equity nesded.
management fees oot of (67 one sentor banking exccutive noted.
That being said, one REIT anabst nowed dhar Boston Properties
has a fur amount of cash en ios balance sheet and lines of credic
Feldtnan said that i Boston Properties completes the
acquisition, he would prefer ir to Bt s equity stbie o Jess
than 209%. " This would limit pricing and balance shest risk,

waprove leasing flexibihey and contral 10 Midrown and put

Bosron pmpt‘.rrir‘\"' pame on the doors of GM Building,” be said.

A price of 82,8 billion works out ro $1.430 per square foot or a

cap rate of abour 3.5%. Maclowe acquired the bullding in
2005 for $1.4 hillino.

Billy Madklowe declined to comment, Officials at Boston
— 8.6,

Properties and Usoldman Sachs did not rerun calls

PUB FIR

{eentinned from page 1)

businesses are already separate.
Clarke said that cordditions in the financial rearkers will oake
it more difficolt for M&B to e on REIT staces, largely

because of the costs associated with the conversion and tack of

funding availability for the necessary debt wesvuctaring

requirements. Bue the company wans to go ahead with the

conversion to tap nte the ax sdvantages available e REL

MAR, which owns UK pub chains Al Bar One and
{3 Neills, has £2.4 bilfion (34
rare of 5,79

7 bulion) of securttized debrar a

1. W want to natgrate that debt into the REIT {via
refimancing], bur the debr macket climate needs o be more
haguid.” a spokeswornan said.

In the rerim, M&D s considering the sale of same
individual sires as well as soroe sites that have strong
redevelopment porennal, but the spokeswoman satd dhar dhas
inigiative is distinet froon ins plans o conwert nro 2 REIT, “This

is more ahout gerting value from the properties—we've been

doing it tor a while, and have raised abour £54 million

{5106 million),”
The company launched strategic review atter a joing

with R2Z8—an e

stanent vehicle run by MAR sharshoider

she said.

wWonbaes

Robert Tohengniz—fell apart as a result of the credit crunch,

ME&B lost £274 midlion (85

33 million) afeer tax from the

collapse of the venturs. “We'd raken out inflavion hedges and
terest rate hedges—which voud do normally for any deal like
this—but we kept them epen bocasse we thoughe that markes
would stabilized.” the spokerwoman said.

—Hugh Leask

| To raneive amat alerts or snline access, call BOQ-7 159196, 11 l
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Begv Weyr vt Float Dus Woek Excess  Four Woeek Excuss H
Rating Firad Finad {uncapped; Rating Retors Batums Return Retuea ¥ear YRAT
B4 SH1HA 34146 L+t AdB 0 41 RI% +80.4 5 +23 0 Lurront Spread +78 +58
A NA R0 L4386 AR +2 8% +138.8 HLIT% +88a7 1-Waek Chiange -1 -2
& NA RA¥ ] L5 & +311% AT HT3% +7055 §-Waek Cliange A -8
RER NA 541340 L7 BBE H142% 264 He0% 413976 12-Moeth Change +30 +
RER- NA E415440 L5
RE NA T35 A Sserce Buer of &merke Seuriiies

ANNALY EXPANDS

feasstingerd from page §)

ar TIAA-CREF, ks also chair of the government rlations

commiiree of the Commercial Mortgage Secnrities Assaciation.
“fRiordan] s well known in the commercial real estare 1ndustry,

particidatly on the securities and lending side.” Diamsond said.

Annaly will fvest i AdArared MBS a5 well as tn other

3l

areas that provide high riskeadjusted rerurms, Tt ts 10 the cardy

stages of mapping out an investment fond bor Diamond saud i
was too early to claborate on detatls. He noted, howeves, that the

fund will be capitabized separately and will be independent of

Artnaly's balance sheet,

Riordan's duties ar TIAA-CREF were filled by Stephien Kraljic.
—Saribn Gangrr

Knock On Wood
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1o hire than the cther way around Gur
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For the Taat time since Janlary, 85 bas pure
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year on a Lredir Sudsse deal (REF, 37243 (alls 1o the fima w

ERRILLDEAL

4

feossiinperd from page |

-
]
2]

not rerurned by press gme,
The deal was likely bolsterad by the facr thar other than a
311 bilien secuniuzation of boans originated by LaSalle Bank

that 15 being completed by Bask of America and an offering trom
Morgan Stanlev’s [£) shelf, there 5 no CMBS in the prpeline.

“Peopl: are sectng that they need 1o bow” one guder satd.
It addition o Meenlh, Bexda, PO Bando Bank of America,
GE Red Estate and Gapmark conmribured collareral. —5. 4

Quote Of The Week

"Webe iwe oy stomy sutvkets but are not afpaid vo ook at wther
smrkers sihers fear to verdin. —Paul Tantille, vp. of Infinity

Funding, on the hiam's investment sirategy [see skery, page 8

One Year Ago In Real Estate
Finance & Investment

The Blackstone Garonp paid down abour 312 billion of
mezzanine debt froot is acquisidnn of Equity Otfice Properties
Trust, miffing some investors.. . The securdtzation of the debt
trom Bladkstone's EOP scguisition was launched, 2 57 41
bitlion floating-mee deal. | Inveress rate veserves were getting
more popular... Barclays Capital hired veteran readers Jeft Lewis
and John Capute frony Chigroup.

Five Years Ago

Kennedy Wilson was planning o laouoch an aboost $600 million
distressed fond, its second largest fund ever. . Mergan Stanley
and Lebiman Brodiers were each working on all-cash, mola-
bowrower, pan-European CMBS deals, an tnnovation for the
growing Furopean madkets. . The SARS cutbreak was expected
to have fiede inpact on the Astan nisrket . Vacanoy rates were

sxpectod t ncrease in Chicago.
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