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Analysts Summary

Stephanie Petosa CMBS special servicers resolved $8.7 billion loans in 2009, compared with $5.03 billion

+1212 908-0720 . in 2008. While special servicers resolved over 50% more loans in 2009 versus 2008, the

stephanie.petosa@fitchratings.com percentage of the loans resolved in special servicing declined from 31% to 11% due to

Alyson Weems the substantial increase of loans transferred into special servicing.
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alyson.weems@fitchratings.com The number of loans transferring to the special servicer is growing exponentially. As of

) Dec. 31, 2009, there was close to $74 billion (4,435 loans) in special servicing,

f;cgi’;df,ggfl;;% compared with $16 billion (2,019 loans) at year-end (YE) 2008. Fitch Ratings expects

richard. carlson@fitchratings.com the number of loans transferred to special servicing will be approximately 20% of
outstanding CMBS by 2012.

Related Research

Also, given the increasing number of distressed loans, continued lack of liquidity, and
Applicable Criteria declining property valuations, recoveries declined to 86.6% in 2009 from 94.7% in 2008.
* U.S. Commercial Mortgage Servicer The primary contributor to the decrease came from loans resolved with a loss.

Rating Criteria, June 19, 2009 Recoveries on loans resolved with losses declined to 36.7% in 2009 from 53.6% in 2008.
In fact, the recovery rate on loans resolved with losses has been declining since 2007,
when the recovery rate was 65%.

On a positive note, during 2009, over 75% of the loans transferred out of special
servicing were either returned to the master servicer as corrected or paid in full with
almost no losses. This transfer percentage fluctuated from 60% in 2006 to 90% in 2009.
The 2009 recovery rate for these loans was consistent with the results dating back to
2006. Many the loans that returned to the master servicers were modified; it remains to
be seen how well those modifications will prevent the loans from returning to the
special servicing. Any modified loan whose underlying property cannot stabilize to a
point where it can refinance will likely be transferred back to the special servicer.

Fitch provides quarterly trends related to CMBS servicing. This report focuses on
recovery trends, special servicer volume, and staffing levels. For its analysis of CMBS
servicers, Fitch monitors CMBS special servicing portfolio volume and is provided
quarterly data directly from 28 Fitch-rated special servicers. The resolution data
analyzed for this report include both Fitch and non-Fitch-rated CMBS transactions,
representing 1,056 loans totaling $8.7 billion of CMBS loans resolved since January 2009.
Even with the increased number of loans, the average number of assets per asset
manager has remained constant since third-quarter 2009 at 16 assets per asset manager.

2009 Recovery Trends

Overall recoveries for 2009, which include loans with and without losses, averaged 85%,
lower than the 95% average for 2008 and only slightly lower than the 2007 and 2006 average
of 88%. Recoveries for recently resolved CMBS loans were lower in 2009, as special servicers
have been operating in a market with limited liquidity and varying, though mostly declining,
values. Recovery rates for loans with losses averaged 36.7% for 2009, down from previous
years, as shown in the table on page 2. Contributing factors to the lower recoveries for
loans with losses are both market driven (i.e. valuation challenges and access to capital)
and asset driven (e.g. origination vintage and loan size).
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The table below highlights the resolutions and recoveries of loans with losses and shows
the decrease in 2009, compared with 2006—2008

Recovery Analysis by Year

Sum of UPB at Recovery Number of
Transfer Date ($) Rate (%) Loans
2009
Total Recoveries 8,786,115,118 86.6 1,056
Recoveries With Losses 1,850,911,529 36.7 409
Recoveries With No Losses 6,935,203,589 99.9 647
2008
Total Recoveries 5,053,522,051 94.7 705
Recoveries With Losses 564,266,281 53.6 151
Recoveries With No Losses 4,489,255,770 99.9 554
2007
Total Recoveries 4,638,316,097 87.7 711
Recoveries With Losses 1,613,039,818 64.9 282
Recoveries With No Losses 3,025,276,280 99.9 429
2006
Total Recoveries 5,039,766,783 85.9 831
Recoveries With Losses 1,987,294,538 64.6 290
Recoveries With No Losses 3,052,472,245 99.8 541

Note: The resolution methods used for loans without losses were “returned to master servicer” and “paid in full”; resolution
methods used for loans with losses were “discounted payoff,” “sold at foreclosure,” “REO liquidation,” or “note sale.” This
report now includes non-Fitch rated deals for 2006-2008, which were not included in the published CMBS servicing updates.
UPB — Unpaid principal balance.

The percentage of performing loans in special servicing has never been at the levels
experienced in 2009; almost 50% comprises loans transferred for imminent default or
are matured loans with current payments. Volume in terms of loans moving out of
special servicing has increased approximately 62% by UPB and between 65% and 70% by
loan count over the previous four years. Limited access to cash and/or credit is at
levels not experienced in previous years, as reflected in the lower recovery rates and
volume for REO liquidations and foreclosure sales.

High Volume of Modifications = High Dollar Amount of Return to Master Servicer
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The chart above depicts the various resolution methods. While volume overall has
increased dramatically, the highest percentage increase is the returned to master servicer
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category. Many loans returned to the master servicer were modified. It remains to be seen
how well those modifications will prevent the loans from returning to special servicing. If
the underlying properties are not able to stabilize to a level needed to refinance the
existing loans, these loans may return to the special servicer for further modifications.

CMBS Active Named Special Servicing Portfolio
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YE 2009 — What’s in Special Servicing?

As illustrated in the chart above, the balance of loans in special servicing increased to $74
billion as of Dec. 31, 2009 from a trough of $4.4 billion at YE 2007. This $74 billion
represented 9.3% of all CMBS loans by balance, up from a low of 0.54% at YE 2007. By loan
count, the volume increased to 4,435 loans from 714. Approximately 49% of the loans in
special servicing were current, and 52% were transferred due to imminent default. The
data included information for Fitch and non-Fitch-rated CMBS transactions.

The most significant trend in recent transfers continues to be the origination vintage. As
of the end of 2009, the 2006-2008 vintages accounted for 76% of all specially serviced
loans by balance (and represented the years with highest origination levels). Defaults in
these vintages have been increasing at much higher rates than pre-2005 originations.
Based on the delinquency trends, Fitch expects delinquency rates to grow to 12% by 2012
but expects the percentage of loans transferred to special servicing to be higher at 20%.

Special Servicing by Vintage
(As of Dec. 31, 2009)
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Another trend Fitch expects to see are the effects of large obligor transfers in and out of
special servicing as large sponsors work through financial stress. Large transfers, such as
General Growth Properties and the Extended Stay Hotel portfolio, are examples of
movements that greatly affect special servicing volume

Special Servicer Staffing Levels

Fitch continues to believe current
staffing levels are at capacity for
most special servicers. The majority
of special servicers have manageable

Active Special Servicing by Trigger Event
(% by UPB, As of Dec. 31, 2009)
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However, this asset to manager
balance is becoming an increasingly challenging goal. Most special servicers have teams
with a senior asset manager, a junior asset manager, and an analyst.

Nonetheless, Fitch is concerned with the growth in the assets per asset manager this
year as well as the degree of complexity of the loans being transferred. Many of the
recent vintage loans have multiple layers of capital that make decision-making even
more cumbersome.

The financial condition of special servicers is also at the forefront of Fitch’s servicer
surveillance. A servicer’s financial condition provides insight into a firm’s ability to
retain and expand staff. Fitch is closely scrutinizing the corporate and staff background

of additions to special servicers. The
review includes first a thorough
financial review and then a staff review,
checking for actual commercial real
estate workout experience, as opposed
to commercial real estate experience in
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servicers by recovery results, given portfolio and resolution methodology, will be an
ongoing exercise, and Fitch will publish the results of its analysis.

Active Special Servicers
(As of Dec. 31, 2009)
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Methodology

For this study, Fitch compiled loss information from special servicers by using a
standardized questionnaire. Data for 2006-2009 include both Fitch- and non-Fitch-rated
transactions. For this report, Fitch calculated loss severity as the net realized loss
amount divided by the UPB at transfer, as opposed to the original securitized loan
balance used for the Fitch loss study. This measurement standard was used to more
accurately measure the influence of the special servicer.

The recoveries reported in this report may differ from those reported in Fitch’s other CMBS
loss studies due to the inclusion of all loans disposed and classified as paid in full or
returned to the master servicer with losses greater than 1.5%. Recoveries with losses
include any loan with losses greater than 1.5%, such as paid in full and returned to master
servicer. Additionally, the universe of this study includes more than the Fitch-rated fixed-
rate conduit universe used in Fitch’s loss study.
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