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1. Property Operations:
Eye on DSCR
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The 2007/2008/2009 recession saw the largest quarterly drop
In production since the early 1980s and the largest overall ! NOSTSAGE
ASSOCIATION®

drop in production since the Great Depression
Quarterly Percent Change in GDP, at an Annual Rate (%, seasonally adjusted annual rate)
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Since the Great Depression, the unemployment rate during !I

i i I BANKERS
this recession is second only to the early 1980s BANKERS |
Unemployment Rate (%, Seasonally-adjusted)
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EANERS ™

Construction and manufacturing saw historic job losses — !l
ASSOCIATION®

both seeing post-war record declines. Services job losses,
while more moderate, also set arecord
Year-over-year Percent Change in Selected Sector Employment (%)
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Retail Sales saw largest percentage drop in recorded history ! .
BANKERS
ASSOCIATION®
Year-over-year Percent Change in Retail Sales, Excluding Motor Vehicle and Parts Dealers
(Seasonally-adjusted)
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Renter demand has been impacted much more by changes in
the homeownership rate than by household growth mww

Year-over-year Changes in the Number of Owner- and Renter-occupied Households, and
Homeownership Rate
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NET COMPLETIONS

NET ABSORPTION

fall-off in demand, not the “traditional” increase in supply. Either
way, there is a significant amount of excess supply.
Completions And Absorption, by Property Type by Quarter

The current commercial/multifamily downturn is driven by a steep !I
ASSOCIATION®
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Vacancy rates are plateau-ing across most property types,
exceeding the highs of the early 1990s mwm

Commercial/Multifamily Vacancy Rates, by Property Type by Quarter
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Vacancy trends vary by market
ASSOC!ATIGN'

Selected Apartment Vacancy Rates, Q1 2010

10 2009 to 1Q) 2010 Change in Apartment Vacancy

Top 10 Markets by Least Change in Vacancy Top 10 Markets by Greatest Change in Vacancy
19 YO 10 YO
Metro 2010 Che. (bps) Metro 2010 Che. (bps)
San Josza 45% -110 Dallas-Fort Worth 10.6% x70
Mew Haven-Fairfield County 48% -7 Las Vegas 11.5% 2
Mew York City 28% -6 Houston 129% 240
Sacramento 74% -0 Charlotte 10.6% 170
Denver 33% -30 Kansas City 10.3% 170
Tucson 114% -30 Indianapolis 10.0% 160
FPhiladelphia 0.3% 0 Salt Lake City 70% 1e0
Washington, D.C. 6.0% 0 Colombus 95% 120
Boston 6.5% 10 Cldahoma City 10.1% 120
San Dhiego 45% 10 Crlando 11.5% 120
1.5 Metro Average 8.004 &0 1.5, Metro Average 8.00% 60

Sources: Marcus & Millichap Research Services, Rets
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Properties are faced with rent pressures; Asking rents continue to
fall, but at slower paces mwm

Quarter-over-quarter Asking Rent Growth, by Property Type by Quarter
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Lease structures are having a profound impact on the ways
different property types experience the recession BANKERS |

Year-over-Year Change in REIT "Same Store” NOIs (Q1 - Q4 2009) [High/Low/Avg]
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2. Property Sales and Values:
Eyeon LTV
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Little incentive for most owners to sell in the current environment;
A lack of transaction volume means a lack of meaningful comps mmw

Commercial/Multifamily Property Sales Volume Properties and Portfolios $5 million and greater
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Property prices grew rapidly during the ‘00s, then fell even more

rapidly

Index of Commercial/Multifamily Property Prices (2001 Q4 = 100)

Index Value
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BARMERS"
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Commercial Property Price Changes (Moody's):
Q4 2001 — Q2 2007: +81 percent
Q2 2007 — Q4 2009: - 41 percent
Q4 2001 — Q4 2009: +15 percent

90

2002 - Q1

2002 - Q2

2002 - Q3

2002 - Q4

2003 - Q1
2003 - Q2
2003 - Q3
2003 - Q4
2004 - Q1
2004 - Q2
2004 - Q3

Source: MBA and Moody's/REAL, MIT

2004 - Q4

2005 - Q1

2005 - Q2

2005 - Q3

2005 - Q4

2006 - Q1

2006 - Q2

2006 - Q3

2006 - Q4

2007 - Q1

2007 - Q2

2007 - Q3

2007 - Q4
2008 - Q1
2008 - Q2
2008 - Q3
2008 - Q4
2009 - Q1
2009 - Q2
2009 - Q3
2009 - Q4
2010 - Q1

16
Mortgage Bankers Association



Selected Prices During the Boom and Bust

ASSOCIATION®
Indices of Selected Prices
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220 ~ 210 - 15,000 -
200 A 190 - 14,000 -
13,000
180 - 170 - 12,000 -
160 - 150 - 11,000 -
140 - 130 - 10,000
9,000 -
120 - 110 - 8,000 -
100 T T T T T T T T T 90 T T T T T T T T T 7,000 T T T T T T T T T
O d N M I 1 © ~ 0 O O o N MO < 1 © ~ 0 O O o N M & 1 © I 0 O
O O O O © O O O o o o O O O O O O O O O o O O O O O O O o O
OO O O O O O O O o o O O O O O O O O O O o O O O O O O O O o
N N N N N N N N N N N N N N N N N N N N N N N N NN NN NN
West Texas Intermediate Agricultural Crops Industrial Metals (GS)
Crude
$160 - 210 ~ 540 -
$140 - 190 - 490
$120 - 440 1
$100 - 170 390 -
$80 - 150 340 1
290 -
$60 1 130 240 1
$40 10 190 -
$20 140 -
$O T T T T T T T T T 90 = T T T T T T T T 90 T T T T T T T T T
O 4 AN M < 1 © N~ 0 O O d N M g 0 © N~ 0 O O o N MO < 1 © I~ 0 O
o O O O O O O O O O o O O O O O O o o o o O O O O O O o o o
o O O O O O O O O O o O O O O O O O O o o O O O O O O O O O
N N N N N N N N N N N N N N N &N N N N N N N N N N &N NN NN
17
Source: Wall Street Journal, Standard & Poor’s, Fiserv and MacroMarkets LLC, Mortgage Bankers Association

Moody’s/REAL, Department of Agriculture, Goldman Sachs



Property prices generally tracked other equity prices in their rise;
appear to have lagged in their fall and return
ASSOCIATION®

Index of Commercial/Multifamily Property Prices (2001 Q4 = 100)

Index Value
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3. Mortgage Performance:

Eye on troubled loans
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Large variations in delinquency rates (CMBS) by property type !I
ASSOCIATION®

Delinquency Rate of Loans Held in CMBS, by Property Type, April 2010

CMBS Delinquency Rate
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Delinquency Rate of Loans Held in CMBS, by State, April 2010

CMBS Delinquency Rate
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Large variations in delinquency rates (CMBS) by year

originated ey
Percent and Dollar Amount of Delinquent Loans Held in CMBS, by Year Originated, April 2010
CMBS Delinquency Rate $ millions
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BARMERS"
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Large variations in delinquency rates by mortgage investor group !I

Commercial/Multifamily Mortgage Delinquency Rates Among Major Investor

NOTE: Delinquency rates shown are NOT comparable between investor groups. These rates show how performance of loans for each
investor groups has varied over time, but cannot be used to compare one investor group to another.
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Data are available for life companies and FDIC-insured banks and thrifts since 1990 and 1991, Fannie ortgage Bankers Association

Mae and Freddie Mac since 1996 and CMBS since 1997. December figures are not available from
Fannie Mae for the years 2000 to 2004. Figures for November are used instead.



pressure in line with other loan types, construction loans are
performing much worse than other loan types
BANKS & THRIFTS: 30+ Day Delinquency Rates of Loans and Leases

Commercial and multifamily mortgages are seeing increased !I
ASSOCIATION®

Percent
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With collateral backing the loans, and income generated by rents
and leases, commercial/multifamily mortgages see relatively low
charge-off rates m”w

BANKS & THRIFTS: Charge-off Rates of Loans and Leases
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mortgages

Commercial & Industrial loans

Home equity loans

Other loans to individuals

Construction loans

Credit cards
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In dollar terms, charge-offs of commercial and multifamily
mortgages have been a fraction of the overall charge-offs at banks
and thrifts

BANKS & THRIFTS: Charge-offs of bank loans
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lagged job growth in past recessions; The depth of this recession
may bring a different outcome

90+ Day delinquencies rates on commercial mortgages held by banks/thrifts, quarter-over-quarter
percentage change in private sector employment, and office vacancy rates

It does not appear that commercial mortgage performance has !I
ASSOCIATION®

7% A T 25%
6% -_’\'\\
5% - LA 20%
e
4% -
3% - T 15%
2%
1% - T 10%
]
O% T AIATA/I nrrrrrrvrrrrvr17r17T 11T 11T 1T T 1T 1T TT T TT TTTTTTTTTT T TT FrTT T TTTTTTTTTIATTIAI T T T TTT
-1% A T 5%
-2% A
-3% - L L [+ 0%
N d < O N d < O N dJd < O N dJ < 0O N dJd < 0O N dJd g O N
oo o000 oo
o N N O g O W O I~ 0 0 0O O o d N O I g 10 O N~ X~ 0 05
D OO O O O O O O O O O O O O O O O O O O O O o o o o
o O O O O 0O O 0O O OO 0O O 0O O O O O O O O O O O O O o
4 4 94 I I I 4 «+HJ d <+ <+ I N N N N N N N N N N N N N g
= Bank/thirft commercial mortgage delinquencies (Left) —— Q-0-q non-farm employment change (Left)
—+— Office vacancy rates (Right)
27

Source: MBA, FDIC, BLS and PPR Mortgage Bankers Association



4. Mortgage Originations & Maturities:
Eye on pay-offs
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Originations have been pushed downward by lackluster demand
as well as by the recession and overall credit crunch %

Estimate of Commercial/Multifamily Mortgage Bankers Origination Volumes ($millions)
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CMBS originations have essentially disappeared; life company and
bank originations have stabilized; and Fannie Mae and Freddie

ASSOCIATION®
Mac have started to trend downward
Estimated Quarterly Commercial/Multifamily Mortgage Bankers’ Originations, by Investor
Group
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Non-bank mortgage maturities are relatively low in the coming
years, with 2015, 2016 and 2017 seeing the largest volumes; !I
ASSOCIATION®

Large differences between different investor groups

Non-Bank UPB of Outstanding Commercial/ Multifamily Mortgages, by Year of Maturity, as of
Dec. 31, 2009
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Refinancing challenges will depend on the mix of conditions at

maturity and how significantly they differ from conditions

when the loan was initially made
Historical Mortgage Rates, Property Prices and REIT Median NOIs Relative to Current Levels

Mortgage Rates
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5. Debt Outstanding:

Eye on servicing balances
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Drop in mortgage debt outstanding driven by declines in CMBS
and banks/thrifts (construction loans) %

Net Change in Commercial/Multifamily Mortgage Debt Outstanding, by Investor Group, Q4 2008 to Q4 2009
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In the late-80s/early-90s, S&Ls immediately saw reductions in holdings
(like CMBS today), followed two-years later by drops among others as !I
ASSOCIATION®

maturing mortgages commanded lower loan amounts

Commercial/Multifamily Mortgage Debt Outstanding
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Mortgage debt levels tracked property prices on the way up; MDO
IS much “stickier” on the way down %

Index of Commercial/Multifamily Property Prices and Mortgage Debt Outstanding (2001 Q4 =

100)
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2007: The Perfect Calm

2008: Detour to Disequilibrium
2009: Welcome to the Stress Test
2010: Drivers Wanted!
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Jamie Woodwell
Vice President of Commercial Real Estate Research
Mortgage Bankers Association
1331 L Street NW, Washington, DC 20005

jwoodwell@mortgagebankers.orq
202-557-2936

MBA homepage:
www.mortgagebankers.orq

MBA research page:
www.mortgagebankers.org/research

Research Institute for Housing America:
http://www.housingamerica.org

MBA Newslink:
http://www.mortgagebankers.org/NewsandMedia/MBANewsLink
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