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Macro-Economic Condifions Continue to Evolve

U.S. Economy Labor Market Inflation Federal Reserve
o U.S. Economy Remains o Remains Strong, but o Has Declined Considerably o Fed’'s Hiking Cycle is Likely
Resilient but GDP Growth is Consumer Sentiment Low but Remains Above Fed Over but Elevated Rates
Expected to Moderate in Target for Now Continue to Impact
2024 Borrowing Costs and Asset
Values
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Real Estate Capital Markets Continue to Evolve

Capital Markets Debt Availability Equity Availability
o Debt and Equity Availability for o Limited Lender Activity o Equity Mostly Focused on Other
Office Assets Remains Very o Borrowing Costs Remain Sectors (Infrastructure, MF, etc.)
Constrained Elevated but Spreads are and VA/Opportunistic Strategies
Starting to Tighten (vs. Core)
Transactions Implications
o Limited Liquidity & Bid/Ask o Challenging Fundamentals,
Spread Equals Limited Increased Capital Requirements,
Transactions: Office Higher Interest Expense,
Transactions are Down >60% Deflated Values and Limited

Liquidity means Distress and
Accelerating Loan Defaults
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Transaction Volume and Cap Rate Trends

Monthly Transaction Volume Annual Cap Rate Trends
Volume YOY Change Cop Rates
180% g
100% .
0%

Source: Real Capital Analytics



AMERICAN BANKRUPTCY INSTITUTE

APRIL 30 — MAY 2, 2024
OJAIl VALLEY INN — OJAI, CA

Transaction Volume and Loss Rates

Monthly Transaction Volume

Loss Rates by Property Type
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0]
Maijor US Banks By Commercial Real Estate Exposure

TRE COMMIRCUL
REAL ESTATE EXPOSURE
OF THE LARGEST U5 BANKS

Source: ZeroHedge,
by Tyler Durden
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Office Market Fundamentals — Continued Headwinds

Workplace Policies
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Cumrent Multi Family Deliveries and Vacancy
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Portland Multifamily Market Metrics
* In DT Portland, rents have only increased 1% while vacancy has ticked up to 8%

since 2019, due to a combination of business taxes, liberal laws (legalization of
illegal drugs), and over-supply stemming from the 2017 IZ law. In comparison, in
Hillsboro rents have increased 27% while vacancy has remained flat at 6% since
2019 as the suburbs benefited from the impacts to DT Portland during COVID

» Replacement cost has increased 30% since 2019

* InDT Portland Class A MF Sale price has decreased by $150K/unit and cap rates
have expanded by 100bps since 2019 with current pricing for podium product
averaging $225K/unit and a 5.7% in-place yield in Downtown Portland

+ Class A MF Sale price has decreased by $100K/unit and cap rates have expanded
by 50bps since 2019 with current pricing for podium product averaging
$300K/unit and a 5.5% in-place yield in Suburban Portland, showing the
outperformance compared to the DT core

* Recent green shoots: lllegal drugs were de-legalized as of 4/2024, and a new city
council structure was approved in 11/2023 that will go into effectin 1/2025 to
expand the council from 4 to 12 members, create geographic districts and give
the Mayor more power with ultimate goal of improving city management and re-
attracting businesses to the DT core

* Outlook: Significant opportunity to acquire well below replacement cost, but need
to be ready to ride through 2-3 years of continued vacancy, concession and flat
rent growth as new supply is absorbed as the city cleans up and incentivizes a
return-of businesses-and rentersto-downtown
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Seattle Multifamily Market Metrics

» Rents have increased 15% and vacancy has increased to 7% since 2019 for the

X broader Seattle market though performance varies significantly from submarket
y to submarket due to the respective increase in new supply and impact from
homelessness. Belltown and First Hill have been more impacted than SLU, which
has seen an influx in foot traffic as tech companies have required a return to

s office starting in 10/2023

$10¢ 300 * Replacement cost has increased 40% since 2019 - Highrise at $900K/unit and
aoo! mid-rise at $550K/unit
S5 + Class A MF Sale price for mid-rise product has decreased by $100K/unit and cap
- rates have expanded by 50bps since 2019 with current pricing for podium
%0 L0 product averaging $400K/unit and a 5.5% in-place yield in both DT Seattle and

the East Side. There have been no high-rise trades in the past 12 months.

* Recent green shoots: 6 of the 11 city council member were replaced in 11/2023
with more business friendly leaders to focus on improved business incentives like
repealing the “head tax” from 2020; Seattle will benefit from hosting 4-6 events
in the 2026 world cup, Climate Arena continues to scale up events and the $850M
waterfront redevelopment is nearing completion

* Outlook: Significant opportunity to acquire well below replacement cost, and
continues to be driven by diverse economy though dominated by tech; impact of
Al could be significant in next 5 years
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Northermn Califormia Multifamily Market Metrics

San Francisco . . . . .
« Since 2019, rents have increased 9% and vacancy has decreased to 6% since in San

Jose, rents have increased 2% and vacancy has increased to 6% in San Francisco, and
rents have decreased 10% and vacancy has increased to 9% in Oakland

* Replacement cost has increased 35% since 2019

* Class A MF Sale price in Oakland has decreased by $200K/unit and cap rates have
expanded by 50bps since peak pricing in 2022 with current pricing for podium
product averaging $325K/unit and a 4.5% in-place yield representing at $250K/unit
decrease to replacement cost. Oakland deals are trading at/below their note basis.
For example, Domain Oakland is pricing to $275K/unit (2018 prior sale at
$530K/unit) and Forma at $350K/unit (2022 cost basis of $450K/unit)

* No Class A MF Sales in San Francisco have been non-existent as the ownership
makeup is composed of longer term holders; sales in the Peninsula are just beginning
with Greystar’s recent Elan Mountain View under contract at a 25% discount to cost

- - Pt basis ($579K/unit vs $700K/unit cost)
Oakland * Recent green shoots: San Jose trades have been in-line with 2021/2022 values and Al
leasing has driven majority of new leasing in DT San Francisco

* Outlook: Tale of 3 cities - DT SFO is struggling to claw out of the post-pandemic
inflation of homelessness, Oakland struggling with over supply and continued crime
as little brother that typically takes 12-18 months to recover after SF, and the
Peninsula seeing impact from Life Science pull back but benefiting from continued
growth of tech companies, limited new supply, key education centers and impact

— — — from Al
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EXECUTIVE SUMMARY

Macro-Economic Conditions Continue to Evolve

U.S. Economy Labor Market Inflation Federal Reserve

o U.S. Economy Remains o Remains Strong, but o Has Declined Considerably o Fed’s Hiking Cycle is Likely
Resilient but GDP Growth is Consumer Sentiment Low but Remains Above Fed Over but Elevated Rates
Expected to Moderate in Target for Now
2024

Continue to Impact

Borrowing Costs and Asset
Values

Real Estate Capital Markets Continue to Evolve

Capital Markets

o

Debt Availability
Debt and Equity Availability for o Limited Lender Activity

Equity Availability
Office Assets Remains Very

o Equity Mostly Focused on Other

o Borrowing Costs Remain Sectors (Infrastructure, MF, etc.)

Constrained Elevated but Spreads are and VA/Opportunistic Strategies
Starting to Tighten (vs. Core)

Transactions

Implications
o

Limited Liquidity & Bid/Ask

o Challenging Fundamentals,
Spread Equals Limited Increased Capital Requirements,
Transactions: Office Higher Interest Expense,
Transactions are Down >60%

Deflated Values and Limited
Liquidity means Distress and
Accelerating Loan Defaults
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EXECUTIVE SUMMARY

Office Market Fundamentals — C

ontinued Headwinds

Workplace Policies

o Flexibility (Hybrid Work) is Here to
Stay — Settling in at 3-4 Days Per
Week In-Office

Vacancy Rates

o National Office Vacancy Near All-
Time Highs at 18.6% but Seems To
Be Nearing a Peak

Premier vs. Non-Premier
Demand

o Flight-to-Quality

o Commodity is Being Left Behind

Sublease Availability

o Remains Elevated But Is Declining
in 2024

Supply

o Statistics Do Not Reflect
Accelerated Functional
Obsolescence and Planned
Conversion Activity

Net Absorption
o Net Absorption Remains Negative
but Moderating

Construction and New Supply

o Minimal New Construction Starts
with Lowest Volume of New Starts
Ever Recorded.

MAJOR US BANKS BY COMMERCIAL REAL ESTATE EXPOSURE

Source: ZeroHedge,
by Tyler Durden

(%

q -

THE COHHERCIAL
REAL ESTATE EXPOSLURE
OF THE LARBEST U.5. BANKS

TOVAL LBANSRY BANK

if

D

91



92

2024 DISTRESSED REAL ESTATE SYMPOSIUM

CMBS DELINQUENCIES & LOANS IN SPECIAL SERVICING

CMBS Delinquencies CMBS Loans in Special Servicing
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COSTAR INSIGHT — ARTICLE (page 1)

Nearly Half the $4.7 Trillion Property Debt Market
Matures by 2026

Commercial Beal Estate Loans Coming Due Could Mean Higher Default Rates

A Lock at CRE Loan Maturities by Property and Lending Type
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COSTAR INSIGHT - ARTICLE (page 2)

The commercial real estate debt market is poised for a record-breaking event this yearas
$929 billion in loans are set to mature, with an additional $1 trillion anticipated to come
due berween 2025 and 2026. These marturities represent 42% of the sector’s total

outstanding debt.

Last vear's extensions and loan term modifications helped mask early distress signals in

certain property tvpes. However, the significant uptick in loan maturities this vear could
lead to increased transaction velumes and higher default rates should borrowers

encounter difficulties securing new financing.

Unlike residential housing, commercial real estate loans typically have terms ranging
from a few years for bridge loans to loans with longer terms of up to 10 years for
stabilized assets. At the end of these terms, including any extension periods, the full
principal balance must be repaid. While loans are generally paid off at maturity under
normal market conditions where sufficient credit is available, tighter credit conditions
resulting from rising interest rates or market uncertainty have made securing new

financing challenging.

The next three vears could see lending conditions remain tighe alongside an
unprecedented volume of maturing loans. If this trend continues, it could lead to a

COSTAR INSIGHT — ARTICLE (page 3)

situation similar to a game of musical chairs, where there aren't enough financing

options available when the music stops, when these loans come due.

When analvzing loan maturities by property and lender types, it's beneficial to consider
the varying sizes of outstanding debt by category. A detailed examination of both the
nominal maturity levels and the percentages of loans maturing each vear offers a clearer

view of thess concentrations.

With $2.1 trillion in outstanding debt, the multifamily sector is expectaed to see about
1645 billion in maturities over the next three years, accounting for 30% of outstanding
loans. The office sector is facing the steepest hurdle with $737 billion in debr and 48%,

or $385 billion. of those loans due by 2026.

The industrial and retail sectors each have just over $400 billion in outstanding loans.
The industrial sector anticipates $210 billion in loan maturities in the next three years,

while the retail sector expects %178 billion, or 43% of its loans, coming due by 2026.

The hotel sector, with the smallest portion among the five major property types, has
$2735 billion in outstanding debt but will face $195 billion in loan maturities in the next

three vears, roughly 70% of its existing loans.
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COSTAR INSIGHT — ARTICLE (page 4)

From the lender's perspective, banks have the largest exposure to loan maturities
through 2026, with $900 billion due, representing over half of the $1.7 trillion in loans
on their balance sheets. Government-sponsored enterprises, or GSEs, hold another $962
billion in outstanding loans, with 119 billion. or 12%. maturing by 2026.

The CMBS market, slightly larger than the life insurance industry, has $752 hillion in
outstanding loans, with 54% set to mature over the next three vears. In contrast, only

27% of life insurance loans are due to mature during this time.

Credit companies, with $467 billion in outstanding leans, face a significant proportion ol
pending maturities, as nearly three-quarters of their loans are due over the next three

VEars.

While the nominal levels of loan maturities are important to consider, analyzing the
concentration of maturing loans as a percentage of property and lender type helps
uncover potential risks. As the commercial real estate sector braces for a torrent of loan
maturities, understanding this distribution and its potential impacts will be crucial for

navigating opportunities ahead.

WSJ - ARTICLE (page 1)

America’s Office Fire Sale Has Barely
Begun

Only 3.5% of offices sold last year came from a distressed seller, thanks
to optimism and forgiving lenders
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If offices are in such hot water, where are all the forced sellers?

Office=building owners have been under pressure since the Covid-19 pandemic
hollowed out their buildings in early 2020. According to data from real-estate
consulting firm Colliers, the U.S. vacancy rate has risen from 11% in late 2019 to
17% today, higher than at any point in the 2008 global financial crisis.
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WSJ — ARTICLE (page 2)

But forced sales are still surprisingly rare. In 2023, only 3.5% of all office deals in
the U.S. involved a distressed seller, based on analysis by MSCI Real Assets. The
most recent numbers available show the share slipping to 2.7% in January.
Distressed sales ramped up much faster in the GFC.

Bistressed sales, shang of total LS, office deals
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WSJ - ARTICLE (page 3)

A strong economy is helping to delay the day of reckoning, as most tenants are
still paying the rent. Pressure is building slowly as leases expire: Many
companies are reducing their space by 30% to 40% when their contracts end.

Lenders are also eager to kick the can down the road. They don’t want to force
borrowers to sell buildings into a weak commercial real-estate market, which
would lead to punishing losses.

This might explain why debt maturities aren’t triggering the kind of distress
that some property watchers expected. Of the $35.8 billion of office loans that
came due in the commercial mortgage-backed securities market last year, only a
quarter were paid off in full, according to data from real-estate analytics firm
CRED iQ. Other loans were extended or sent to a special servicer—a third party
that tries to find the best outcome for the debt, which may include modified
payment terms or foreclosure.

Office loans are more complex today than they were during the 2008 crisis,
which is delaying distressed sales. As there are more lenders involved—
especially on the big buildings owned by institutional investors—getting
everyone to agree to foreclose or sell a property is difficult.
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WSJ — ARTICLE (page 4)

For instance, of the roughly 600 defaulted CMBS office loans sent to a special
servicer over the past two years, lenders have realized a loss on just five,
according to CRED iQ analysis. In these cases, the buildings went into
foreclosure and were sold off.

Opportunistic investors are crawling out of the woodwork with offers of debt.
Reven Capital is trying to raise $1 billion in a blind=pool initial public offering for
an office-focused distressed lender. “It’s 1929 for offices,” says Reven founder
Chad Carpenter. He thinks distressed-debt funds will be able to lend at very
favorable terms as banks have pulled back.

Blackstone, Brookfield, Cohen & Steers and Manhattan landlord SL Green Realty
are also bullish about distressed real-estate lending. Ironically, Blackstone and
Brookfield are simultaneously handing back keys to some of their offices.

Distressed-debt investors might slow the pace of forced sales in a handful of
cases, but the office sector’s need for finance will soon massively outstrip supply.
CBRE thinks U.S. office landlords face a $72.7 billion refinancing shortfall

between now and the end of 2025.

WSJ - ARTICLE (page 5)

The lack of distressed sales might also be a sign of wishful thinking. Some
borrowers and their lenders are likely holding out for lower interest rates:
Cheaper debt might limit the price cuts they need to accept when they sell. There
are also hopes that some office demand might come back. It wasn’t long ago that
remote work was considered a fad: The value of offices bought in 2021 was the
second=highest since 2008, based on MSCI Real Assets data.

There are costs to holding out, though. It is expensive to insure and maintain
offices that could end up obsolete. And when a flood of distressed assets does
eventually hit the market, it will put further pressure on office values that have
already fallen 35%.

Offices will be “the buying opportunity of our generation,” provided investors
pick the right locations, says Mike McDonald, a senior managing director at real=
estate firm JLL. Ultrawealthy families and local property developers are among
the earliest investors gearing up to buy cheap buildings.

A flood of “For Sale” signs looks inevitable, but they are taking longer than

expected to arrive.




AMERICAN BANKRUPTCY INSTITUTE

CommonWealt

h

partners

FOCUSED EXPERTISE

Privabely-owe e Los Aogalas-based soal eslale Erveslimsand,
dinvelopinent, and managoernes| ongenizaion wilh a currant
portioio of aver 10M SF ol premiler offion projects in major
coaslal markiets

STRONG LOMG-TERM TRACK RECORD
Al tha loralzont of the desgn, devsloprnent, and management
of th Los Angolon offisn skoling for deraden, ond & maind
Imsesimart parimer of end advisor o GalFERS since 1986

RESPONSIBLE INVESTOR
AND OPERATOR

WP girkvoe io ceaalle and mantan omarenmants thal ae
apfe. haalttyy, and effciant while sacuning tha financial
hestallhy il breolh onm ivessdons and camlones

CURRENT PORTFOLIO
Finssall Invesiments Center, Seatie
Gy Conber Fara. Holeue
SED Misaion, Eon mncisco
Suniyvela Ofice Park, Sunimyvale
Mol Gepan, Sunmyvad

-

'n
[T

650 Page Mil, Pao Mo = Pier 4, Bosion
475 Califorraa. Palo Alio = TET Seenih Averue. Mew ok

+ ity Maonal Piacm, Loa Angelea = Hudasn Commaons, Mew York
1888 Ceniury Park Eaxsi Log Angelizs = Hamillon Sguare, Washingion DUG.
Fachc Cenier, San Deego = 2088 Pann, Washinglon DG

CommonWealth

partners

CRAIG A. BARBAROSH
SENIOR MANAGING DIRECTOR

cbarbarosh@cwpla.com




98

2024 DISTRESSED REAL ESTATE SYMPOSIUM

Faculty

Craig A. Barbarosh is a senior managing director with CommonWealth Partners LLC in Irvine,
Calif., and a senior executive, board member and strategic advisor with more than 30 years of pro-
fessional experience. He is a lawyer by background, and his financial restructuring practice was
national in scope and included leading roles in many of the largest corporate restructuring matters in
the country during his three decades of practice. Mr. Barbarosh has served on numerous boards of
directors for both growth-oriented public companies and as an independent director for companies in
restructuring proceedings. He presently serves as an independent director on the boards of Evolent
Health, Inc., where he chairs the Strategy Committee and is a member of the Compensation Com-
mittee; Sabra Healthcare REIT, Inc., where he chairs the Audit Committee and is a member of the
Compensation Committee; and Lifecore Biomedical, Inc., where he serves as chairman of the board
and is a member of the Compensation Committee. In addition to his public company board service,
Mr. Barbarosh currently serves as an independent director of iCap Enterprises, Inc. and Noble House
Furnishings, Inc. in their respective restructuring proceedings. Previously, he served on the boards of
directors of Nextgen Healthcare, Inc., a leading HCIT/EHR/RCM platform where he served as vice
chairman of the board, chair of the Compensation Committee and a member of the Nominating and
Governance Committee and a director of NXGN’s India subsidiary; Aratana Therapeutics, Inc., a pet
therapeutics company where he was a member of the Compensation Committee and chair of the Stra-
tegic Review Committee; Bazaarvoice, Inc., a SaaS-based provider of software and service solutions
and data analytics for the retail sector, where he was a member of the Compensation Committee; and
BiopharmX, Inc., a specialty pharmaceutical company where he served as the chair of the Nominat-
ing and Governance Committee and a member of the Audit and Compensation Committees. Mr. Bar-
barosh is experienced in debt and equity offerings, M&A, governance and compliance, turnarounds
and restructurings, CEO and founder transitions, senior leadership recruitment, activist shareholder
relationships (including three contested proxy contests), executive compensation, dispute resolution,
and leadership coaching and development. He is a “financial expert” as defined by the SEC and has
completed certificated executive education programs at The Wharton School of the University of
Pennsylvania in Corporate Valuation (2019), Harvard Business School in Effective Corporate Boards
(2015), Strategic Business Valuation (2010) and Private Equity/Venture Capital (2007), and Carnegie
Mellon University in Cybersecurity Oversight (2019). Mr. Barbarosh is a frequent speaker at semi-
nars and conferences discussing corporate governance and restructuring-related issues, and he has
published several articles addressing current business, governance and legal topics. He received the
2023 Director of the Year award from the Forum for Corporate Directors for Corporate Leadership
and Service. Mr. Barbarosh received his B.A. in business economics from the University of Califor-
nia, Santa Barbara, and his J.D. with honors from the University of Pacific, McGeorge School of Law.

Richard H. Golubow is a founder and the managing partner of Winthrop Golubow Hollander, LLP
in Newport Beach, Calif., and devotes his practice to and has experience in the areas of financial re-
structuring, insolvency law, complex bankruptcy and business reorganizations and related litigation,
liquidations, out-of-court workouts, acquisitions and sales of distressed assets, UCC Article 9 fore-
closure sales, general assignments for the benefit of creditors, and receiverships. He has been consult-
ed and retained as a bankruptcy, insolvency and financial restructuring expert and has been formally
designated as a bankruptcy law expert on several occasions. Mr. Golubow’s clients include debtors,
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creditors, creditor committees, trustees, assignees for the benefit of creditors, receivers and asset-pur-
chasers in a wide range of industries. He frequently lectures on or serves as moderator for bankruptcy
and bankruptcy alternative topics for local, national and international organizations. He has published
numerous articles on bankruptcy-related topics and is the author of Local Bankruptcy Rules: Califor-
nia (C.D. Cal.), an extensive Practice Note summarizing selected local rules of the U.S. Bankruptcy
Court for the Central District of California, published by Thomson Reuters. Mr. Golubow has been
frequently honored or recognized as the recipient of bankruptcy or financial restructuring attorney of
the year awards by several leading international organizations and financial publications, including
a 2017 “Deal of the Year” Award by The M&A Advisor. He is rated AV-Preeminent by Martindale-
Hubbell and has frequently been listed as a Southern California Super Lawyer, including being se-
lected a “Top 50 Orange County Super Lawyer” for 2017-2023. In addition, he is recognized in The
Best Lawyers in America for Bankruptcy and Creditor/Debtor Rights/Insolvency and Reorganization
Law. Mr. Golubow is a member of the International Network of Boutique Law Firms (INBLF), an
invitation-only network of lawyers from single-discipline boutique law firms with the highest level
of knowledge, experience, reputation and credentials comparable or superior to what can be found at
the highest-ranking full-service law firms. He previously clerked for Hon. John J. Wilson in the U.S.
Bankruptcy Court for the Central District of California in Santa Ana. Mr. Golubow received his B.S.
in 1985 from the State University of New York at Albany and his J.D. in 1992 from Southwestern
University School of Law in Los Angeles.

Warwick Olney is a managing director with Summit Investment Management in Denver, where he
assists in various capacities, including deal-sourcing, underwriting and assisting with the firm’s real
estate strategies. Prior to rejoining Summit, he led CBRE’s equity platform for the Western U.S. Be-
fore that, he spent five years in New York City helping build the U.S. real estate platform for the Bank
of Ireland. Mr. Olney started his career as an intern with CBRE and served in various roles within
CBRE/New England. He received his undergraduate degree from Trinity College in Hartford, Conn.

Brianna Rogers is a senior vice president with Artemis Real Estate Partners in Los Angeles, where
she focuses on the acquisition and asset management of equity and debt opportunities across all
property types through Artemis’ core, core plus, value-add and health care funds, with a particular
focus on Northwest markets. She joined Artemis in April 2014. Previously, Ms. Rogers worked as an
analyst in the investments group at The JBG Companies, where she was responsible for underwriting
and maintaining models for all major property types, including residential, office, hotel, development
and mixed-use projects. She is a member of the Urban Land Institute and NAIOP. Ms. Rogers recev-
ied her B.A. in commerce, organizations and entrepreneurship, with a concentration in business and
economics, from Brown University.

Andrew Van Tuyle is senior managing director of Investments with BH Properties in Los Angeles
and has been active in the acquisition, disposition, finance, brokerage and management of commer-
cial real estate for more than 25 years. He oversees the Value Add and Bankruptcy divisions of the
company, and is responsible for identifying potential acquisitions, stalking-horse bids, debtor-in-pos-
session financing and other related opportunities. Mr. Van Tuyle has handled the closing of more than
$4 billion in transactions in over 20 states and has expertise in all major asset classes of real estate. He
previously worked in private equity, finance, brokerage and syndication with various groups in Los
Angeles. Mr. Van Tuyle was named one of Real Estate Southern California’s “Top 40 under 40” real
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estate professionals and was chosen by Commercial Property News as a “Star to Watch” in the com-
mercial real estate community. He received his Bachelor’s degree in accountancy from the University
of San Diego and is associated with multiple business associations and local schools.
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