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Commercial Real Estate:

Vacancy
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Commercial Real Estate: Construction Well-Behaved
Completion as % of Stock
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CMBS Delinguency

CMBS Delinquency Rate (%)*
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Capital Markets:
A Different Story
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Spreads

AAA CMBS* vs. AAA Corporate Industrial Spreads to Swaps (bps)
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Spreads

BBB CMBS vs. BBB Corporate Industrial Spreads to Swaps (bps)
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Spreads

BBB CMBS Spreads to Swaps vs. OTR BBB CMBX (bps)
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CMBX Markets

7
2<GO>REPLY, 3<GO>FWD, 11<GO>NEXT, 12<{GO>PREV, 99<G0O>MENU OF OPTIONS
From:=AHSIM KHAN, MORGAN STANLEY 1/22 16:18:4
Subject: CMBX UPDATE

|RATING|CMBK4 (07.2) | CMBX3 (o? 1)|CMBKA (oo g)|cm5x1
| AAA |120/140 +10|115/130 +9.5|105/115 +11|100/110
225/275 +40|185/235

|340/390 +40|330/380 55|
| 450/500 +50|425/475 50|325/375 +25|250/300
| 700/775 +63|650/725 +63 | 500/550 +42 | 350/400
|1275/1375 +50|1200/1300 5 | 825/925 +50|575/675
|1575/1675 +75|1475/1575 +75|1075/1175 +25|775/875
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Spreads

AAA CMBS* Spreads to Swaps vs. OTR AAA CMBX (bps)
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MS Secondary Trading in '06 & 'O7 Paper

> 2007 and YTD 2008

> Super Senior AAA’'s & BBB
flats

> AAA trading -
« $22.1 Bn Cash
« $71.2 Bn CMBX

> BBB trading -
* $18.4 MM Cash
« $6.9 Bn CMBX
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How Did We Get Here?
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Pathways For Contagion of Single-Family Credit
Problems on Commercial Real Estate

VIA REAL ECONOMY VIA FINANCIAL SYSTEM

Sub-prime mortgages under stress/ Capital flows into vehicles such as SIVs and CDOs
Increased foreclosures of those mortgages

l Some banks (larger) held SIVs and had to take them
back onto balance sheets; others invested in
SIVs or were otherwise exposed

'

l Banks pulled back on credit; some to build reserves,
others because the didn’t trust others to know or

Strain on real economy, consumer behavior : :
. " reveal their exposures to vehicles such as SIVs
e.g., retail sales, jobs
and CDOs

' '

_ - Increased cost or decreased availability of capital to
Dampening demand for CRE, albeit with a lag CRE, and commercial real estate will always be
a capital-intensive asset class

Also, if Treasuries decline, and the spread between
the basis and cap rates increases, then the
absolute level of cap rates could remain about the
same in the near term, hence values remain
about the same (in theory)

But if actual or expected cash flows decline, or the
perceived risk of CRE increases, then the spread
could widen further, pushing up the absolute level
of cap rates and creating downward pressure on
values

House prices decline/
Increased foreclosures of regular mortgages
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An Unprecedented Housing Downturn...

% change from peak, Sources: Fiserv Lending Solutions,
Census, Moody's Economy.com
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..And Housing Leads the Cycle Today
Equities and house prices, % change year ago
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.. That is Weighing Heavily on Growth
Contribution to real GDP growth, percentage points
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A More Severe Mortgage Lending Crunch Today
Net 26 of banks tightening mortgage loan standards
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Banking System More Exposed to Housing
Residential RE assets of large commmercial banks
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Massive Fiscal Stimulus After 2001 Recession

Federal Surplus or Deficit, $bil
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Corporate Profit Margins Near Record Highs...
Corporate profit margin as a share of GDP
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..And Unlike Households, Have Sizable Cash Hoard

Ratio of liquid assets to short-term liabilities,
Nonfinancial corporations
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Regional Economies Behave More Similarly
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Weakness Spreads Across Many Parts of the Country
December 2007

B In recession
Near recession

L] Expansion
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Commercial and Multifamily Mortgages
As a Share of GDP

25.00%
1988: 2007 3Q: —,
20.4% \ 23.0% :
20.00% H — M M
- . I el
S LT 1 | o /
S 15.00% _HHH HHHHBRH HH Hr HHHHHAHH
o i = nal am s 1 /’
o — " \‘ A A ’ﬂ
o annln ;’ \ ’/'
5 | ' \ '
M ~
- / ™ Y
% Py N /
S 10.00% _HHHHHHHHAHHHH B HH HHHMAA HHHHHHHHH H s H HHHHHH HH
7 - A
N o1
5.00%
O-OO% T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T
o N < © 00 O o < © 0 O « <t © o0 O S © 0 O < © 0 O o T (o]
Lo L W n N © ©O© O© O O N~ I~ N~ I~ I~ @ @ W W W O O D O O O O O o
oD OO O D 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
— — i — — — — — — — — — — — — — — — — — — — — — — (q\] N (q\] (q\]

—1Both Share of GDP ====Comm Share —m— MF Share

Source: Federal Reserve Flow of Funds Data through 3Q 2007

GCOMMERCIAL MORTGAGE MORTGAGE
SEGURITIES ASSOCIATION 27 BANKERS

ASSOCIATION®



Moody’s LTVs and DSCRs

120% — 118% —{1.2

D | 109%
100% — 1+ —~ ~ M L 1.1
80% 44 — — H H H —H M S S - 1

h B
SC

LTV

[0 d
0%+t 44N+ HHHKHH H - — 0.9
(@]
40%-——————————————————:H»—-o.s

0.84
20%~‘ — 0.7
0% ; 0.6

10 20 3Q 4Q 1IQ 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1IQ 2Q 3Q 4Q 1Q 2Q0 3Q 4Q
03 03 03 03 04 04 04 04 05 05 05 05 06 06 06 06 O7 O7 07 O7

1 Moody's LTV [L] —=—Moody's DSCR [R]
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sustainable cash flows and cap rates; not underwritten calculations.
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Price, Structure & Indices
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Financial Markets: Treasuries Down, Risk Up
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Real estate cap rates are influenced by the slope of the Treasury curve,
corporate bond spreads, and financial market volatility
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CMBX Markets

7
2<GO>REPLY, 3<GO>FWD, 11<GO>NEXT, 12<{GO>PREV, 99<G0O>MENU OF OPTIONS
From:=AHSIM KHAN, MORGAN STANLEY 1/22 16:18:4
Subject: CMBX UPDATE

|RATING|CMBK4 (07.2) | CMBX3 (o? 1)|CMBKA (oo g)|cm5x1
| AAA |120/140 +10|115/130 +9.5|105/115 +11|100/110
225/275 +40|185/235

|340/390 +40|330/380 55|
| 450/500 +50|425/475 50|325/375 +25|250/300
| 700/775 +63|650/725 +63 | 500/550 +42 | 350/400
|1275/1375 +50|1200/1300 5 | 825/925 +50|575/675
|1575/1675 +75|1475/1575 +75|1075/1175 +25|775/875
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CMBX Markets

Message EquityMS G
1<GO>DEL, 2<GO>REPLY, 3<GO>FWD, 11<GO>NEXT, 12<GO>PREV, 99<GO>MENU OF OPTIONS
L From:*AHSIM KHAN, MORGAN STANLEY 1/25 10:35:17
tta

Subject: CMBX UPDATE
chment(s): None Page 1/ 1
CMBS/CMBX/TRR/NCREIF W: 212.761.2106 M: 917.270.5916
SIZE |RATING|CMBX4 (07.2)|CMBX3 (07.1)|CMBX2  (06.2)|CMBX1 (06.1)
50MM | AAA 100/110 -13|95/105 -10|87/97 -11|80/90 -3
10MM  |AJ 265/315 -25(240/290 -20{200/250 -10{150/190 -30
10MM  |AA 350/400 -35(325/375 -35(250/300 -30{200/250 ==
10MM  |A 575/625 -38|550/600 -38|375/425 -38|250/300 -25
10MM |BBB 1175/1250 -88|1100/1200 -75|750/850 -13|475/575 -13
10MM |BBB- |1375/1475 -100]|1325/1425 -50(975/1025 -50|650/750 -38

This iz not resecrch report and is not from MS Research but it moy refer to o research analystcsresearch report . Pledse
contoact me for M5 Research reportsdplus importont disclosureslor review the latest reports ot https: - szecure.
ms.com.Unless otherwise indicoted.the wiews expressed are the author s ond moy differ from those of M5 Eeseoarch or
others with—in Morgon Stanley. This moterial will not be uwpdoted,ond we do not represent that it is cccurcte o
complete. This is not an offer 1o buyg or sell.or solicitation of an offer to buy or =sell, the securities mentioned.MS

miy  inwvest in or act s moarket maker for securities mentioned or moy advise the issuers.

Austrolio &1 2 9777 2600 Brozil 5511 2042 4500 Europe 44 20 7220 7500 Germony 49 62 9204 1210 Hong Kong 852 2977 &000

Jopoan 21 3 3201 2900 Singopore &5 5212 1000 U5, 1 212 218 2000 Copyright 2008 Bloombery Finonoce L.P.
G302-302-0 253-Jon-2005 10:36:33

# COMMERCIAL MORTGAGE Eﬂ!mme
WY, SECURITIES ASSOCIATION ASSOCIATION




How will modest market corrections be
portrayed?

Page

95¢<G0> for Search Settings
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Settings Results From 11472007 - 04252005
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14:36<NLRT ALERT/Fitch Withdraws iStar Asset Services Inc.'s CMBS Servi
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14:
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27<NLRT ALERT/Fitch
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01<NLRT ALERT/Fitch
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16<NLRT ALERT/Fitch
15«NLRT ALERT/Fitch
:08<NLRT ALERT/Fitch
:40<NLRT ALERT/Fitch
25<NLRT ALERT/Fitch
:00<NLRT ALERT/Fitch

Affirms Bear Stearns 2006-PWR14
Affirms Bear Stearns Series 1999-WF2
Affirms Bear Stearns 2006-PWR14
Affirms Bear Stearns Series 1999-WF2

21<NLRT ALERT/+NEWCASTLE INVESTMENT'S U.S. CRE CAM OUTLOOK NEGATIVE
20<NLRT ALERT/+FITCH AFFS NEWCASTLE INVESTMENT'S U.S. CRE CAM RATING

Affs Newcastle Investment's U.S. CRE CAM Rating
: Modest Climb for U.S. CMBS Delinquencies in 200

04<NLRT ALERT/+US CMBS DELINQUENCIES 'LIKELY' TO DOUBLE BY '08 END,

CMBS DELINQUENCIES 'LIKELY' TO DOUBLE, FITCH SAY
Modest Climb for U.S. CMBS Delinquencies in 200
To Hold Teleconference on Aust. Structured Finan
May Cut $8 Billion of Commercial-Mortgage CDOs (
Ratings Affirms GMAC Series 1999-(C3

May Cut $8 Billion of Commercial-Mortgage CDOs (
Ratings Affirms GMAC Series 1999-(C3

Affirms All Classes of Entertainment Props Trust
Affirms MSDW 2003-H(2

Affirms TimberStar Trust I, Series 2006-1
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Where Do We Go
From Here?

;] COMMERCIAL MORTGAGE !I MORTGAGE

s BANKERS
W8N, SECURITIES ASSOCIATION 34 ASSOCIATION"

Investing in communitics




	No Asset is an Island:�A Discussion of the Market Disruption – �Its Context and Historical Comparison
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Slide Number 6
	CMBS Delinquency
	Slide Number 8
	Spreads
	Spreads
	Spreads
	CMBX Markets
	Spreads
	MS Secondary Trading in ’06 & ’07 Paper
	Slide Number 15
	Pathways For Contagion of Single-Family Credit Problems on Commercial Real Estate 
	An Unprecedented Housing Downturn...
	...And Housing Leads the Cycle Today
	...That is Weighing Heavily on Growth
	A More Severe Mortgage Lending Crunch Today
	Banking System More Exposed to Housing
	Massive Fiscal Stimulus After 2001 Recession
	Corporate Profit Margins Near Record Highs...
	...And Unlike Households, Have Sizable Cash Hoard
	Slide Number 25
	Weakness Spreads Across Many Parts of the Country
	Commercial and Multifamily Mortgages �As a Share of GDP
	Moody’s LTVs and DSCRs
	Slide Number 29
	Slide Number 30
	CMBX Markets
	CMBX Markets
	How will modest market corrections be portrayed?
	Slide Number 34

