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MARKETS NEED TO DELEVERAGE 15 YEARS OF MASSIVE INCREASES
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It’s All About Liquidity

. There is none (almost)
. Where does CRE debt come from?

. When will liquidity return?
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Ownership of Commercial Real Estate Debt
$3.3 Trillion in Total

Public Untraded Funds, Mortgage REIT's, Pension Funds & Gov't Credit Agencies- 5%

Banks, S&L's - 57%

Commercial Mortgage
Securities - 23%

REIT Unsecured - 6%

Life Insurance Companies - 9%

Source: FDIC .
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US CMBS Issuance Declines 90%
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Percentage of Banks Tightening Underwritng for Commercial
Real Estate Loans
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Why Commercial Real Estate Now?

. Market timing and liquidity
. Demographics and demand

. Buy low, sell...
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Why Commercial Real Estate Now?

Point of Maximum
Financial Risk

“Wow, am | Smart.” ﬂ

Euphoria . )
% y Anxiety Temporary setback

;\ I am a long-term investor.”

Denial
Thrill

Excitement .
Desperation

Optimism Optimism

Capitulation

“How could I have E::>

been so wrong?”

Relief

Despondency Hope

Depression

Source: Janus & Buchanan Street Partners Point of Maximum
Financial Opportunity

BUCHANAN STREET TCW

PARTNERS



INVESTMENT STRATEGY - INVEST LOWER IN THE CAPITAL STACK

Achieve value added returns with less risk

JV Equity or Preferred Equity

Equity
76 - 100%

Mezz. Debt or “B” piece of 1st Mortgage

Senior Debt >
50% LTV 1st Mortgage or “A” Piece of First Mortgage

For lllustrative Purposes Only B S -
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Market Return Expectations For Commercial Real
Estate Investments

Capital Invested
100%

Investor
Equity

Senior
Debt

Subordinate
Equity
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Risk
Core Core + Structured Debt Value Add Opportunity
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Debt Today, Equity Tomorrow

. Invest debt in special situations where equity returns can
be achieved with lower risk

. Equity valuations will decline to reflect debt returns and
softening demand fundamentals

. Fiscal stimulus may result in significant inflation

. Protect against inflation by investing in leveraged CRE
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Average Annual Net Demand = 432MM SF

Historical US Net Absorption
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People Consume Real Estate

Historical US Population Growth
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When Economy Bottoms - Buy Low

. Invest at 40-70% of replacement costs
. Population growth increases demand
. Rents increase until new supply is created

. Result = existing RE values grow to replacement costs
less obsolescence
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POST RECESSIONS REAL ESTATE RETURNS ACCELERATE
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Questions
And

ANnswers
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