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Overview

The Basics: What yvou need for any real estate investment decision

CoNoOR~LONE

Property Type

Collateral description

Sources and uses

Loan request

Purpose of the loan

Exit strategy

The asset plan business strategy
Current asset situation

Project proforma (borrower document)

. Market dynamics: i.e. vacancy, new construction, demand drivers, macro market, micro market
. Purchase contract (borrower document)

. Appraisal/value: as is/as completed (borrower document)

. Location (Google Earth)

The Property Facts

Income producing
0 Current NOI
Stabilized/projected NOI
Current occupancy
Market occupancy
Rent roll (document) with roll schedule
Current average rents on property
Current market rents
Market rate for tenant improvement: new leases vs. roll over
Exit play — describe: increase rents, increase occupancy, decrease expenses
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Property Variables: Solving for the NOI (the key to value added underwriting)

Occupancy assumptions
Rent assumptions
Expense assumptions
Credit tenants

Lease terms

Asset physical condition



Key Underwriting Metrics
* Loan to cost: day one vs. stabilized
* Loan to value: day one vs. stabilized
e Cash on cash return: day one vs. stabilized
e Cap rate to loan basis: day one vs. stabilized
e Debt Service Coverage: Beginning and Ending
e Caprate
o0 Going in cap rate: cash on cash
o Exit cap rate: cash on cash
o0 Cap rate to our loan basis
= Goingin
= Exit
= Cost/loan: per square foot, or unit
e Exit constant used in refinancing
e Current property rent compared to current market
* Current property occupancy compared to current market
*  What good thing(s) has\have to happen for the exit strategy to work
o Refinance: Does the property exit on a refinance with a reasonable constant (7.5%-8.5%) and
reasonable LTV (80-85%)7
0 Sale: Does the property exit on a reasonable, stressed cap rate (7%-8%)?

I. Refinance Exit Underwriting Drill Down

Conduit Loans: Conduit loans eventually turn into Commercial Mortgage Backed Securities (CMBS). Their
underwriting criteria is the most rigorous and least flexible, but this type of financing is the most reliable. It is check
the box underwriting.

* Debt Service Constraint: 1.20-1.25 based on Underwritten NOI*
*Note: The term Underwritten NOI is actual NOI, less deductions. The theory is that enough value
is created to allow the total floating rate debt (Bridge and Mezzanine) to be repaid from a permanent
loan financing at the time the event is completed or achieved. The property must have value created to
achieve this.

* Loan to Value Constraint: 75-80%
¢ Refinance Strategy: To accurately underwrite in the future, you must account for moving pieces:
o0 |Interest rates: use stress tests, or firm constants

o Future lease rates: Contract bumps on existing rents are counted with one year future roll over
rents will be at current market.

0 Tenant retention assumptions: stay vs. go, based on product type. Typical is 75%/25% on rolling
space

o Tenant improvement costs and leasing commissions:
=  Will be different for tenants who stay versus those who leave

= Dependent upon market
e Stabilized NOI Deductions

Structural reserves: $0.10-$0.25 psf

Vacancy: 5% minimum- look at market vacancy

Tenant improvements and leasing commissions: $5-25 psf for T/I's and 2%-6% for LC’s
Rollover Assumptions: Renewal vs. stay: typically 75% stay

Releasing down time: 1-6 months

Average Lease term: 3-10 years

Amortization: 30 years, however many deals are being done interest only today

Term: 10 years

Pricing: Spread over 10-year Treasury- based on market

o
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. For Sale Assets

A. Land Assets

Types of Land
¢ Residential

¢ Commercial

The Six Stages of Land
1. Raw: Agricultural
2. Raw: Zoned, but not approved
3

Raw: Preliminary or partially approved (only administrative work remains to be done. California tentative

MAP)
4. Raw: Fully entitled (California final MAP)
5. Finished: Super Pad (all utilities at boundary to the site)
6. Finished Lot (all utilities to the individual lots)

Land is traded based on:
* Peracre
e Per square foot
* Per buildable square foot
e Perlot

Basic Land Lend Lending
e Debt: Typically up to 65-70% of the capital stack
e Equity: Typically top 30-35% of the capital stack
* Performance hurdles are typically required:
o0 Approval dates
o Construction dates
0 Sales hurdles

Key Metrics for Underwriting Land
e Basis per foot, per acre, per lot
* What has to be done to get the land:
o Fully approved lots
0 Finished lots
e Approval/Entitlement Risk
e Exit strategy: bulk sale vs. individual sales
* Residual analysis: commercial and residential - see LSS
0 Current market: supply/demand
o0 New product absorption rate
o0 Existing homes: days on market
o0 Market annual absorption: up/down

Underwriting Land
e Beginning Status of Approvals during the term
e Ending Status of Approvals during the term
* Understand time line and bench marks required in order to understand risk and return.

e Approval risk - Driven locally. Hardest to assess.
* Development risk — Typically bonded or well documented. Easiest to assess.
e Market risk — Key driver. Market includes product type, sub-market, macro market, and US

market.



Land Value

Land can be valued in many ways:

B.

Sales comps: Recent sales for kind land

As is where is: Land is valued without any future assumptions, and would sell quickly under current
market conditions

Bulk sale value: A sale to a wholesaler (builder/developer), not an end user

Discounted cash flow: Assumes the property as developed, typically over a 10 year time frame_(nhot
typically used by land lender)

Residual Analysis: “Reverse engineering” the land value by deducting all other costs from the sales
price, less profit, to equal the only variable—land value

Example of Residual Analysis: Residential
House value
(Less) Selling cost
Equals Net house value
(Less) Hard construction cost
(Less) Soft construction cost
(Less) Builder profit
Equals Finished lot value
(Less) Finished lot development cost
Equals Raw lot value

Condominiums

Types of Condominiums

Garden

Tower

Partially converted
Never converted
Under construction

Condominium Conversion Problems/Opportunities

Good problem — Project is doing well, but financed late in the cycle. New debt lowers cost of capital,
rewarding sponsor for good performance.

Bad problem — Project is not doing well, or was never started. The mezzanine debt or equity is
overleveraged. There is a distress opportunity exit, allowing a reset of current pricing.

Key Data Points for the Condominium Asset

Year built

Number of beds and baths

Ceiling heights

Square footage of units

Types of units: studio, one/two/three bedrooms
Finishes: Ceiling fans, counter tops, etc.



Key Metrics for Underwriting Condominiums
e Basis per door, basis per foot
* Cap Rate as rental: at closing/post renovation
e Cap Rate to the loan amount: at closing/post renovation
* Loan to net value: after all sales incentives
e Number of units sold (percentage) to exit the loan (70 — 85% is good)
* Investor units vs. other units
e Deposit status
e  Profit margin on gross sell out
e Current market performance
= Market price (net)
= Sales history - recent
= Canceled rate
= Loan basis vs. current market price
= As rental analysis: using current occupancy and or current market rates
> Market rents: if rented
> Cap rate to cost basis
> Cap rate to loan basis (assume 38% expense ratio)
=  Sales prices
= Hard deposits
= Closed units
= Recent sales prices
= Canceled rate
= Buy vs. rent analysis

V. Sponsor Requirements

Information
* Who are the individuals
* Track record
*  Who have they borrowed from before?
*  Where to the live in relation to the project?
* Resumes
e Experience in this asset class
* Personal financial statements (individual or joint with spouse — ask)
o Liquidity
0 Networth
0 Asset make up for real estate assets: understand the following:
= Equity investment from sponsor/others
= Debt on property (from who, amount, rate, maturity date)
= Valuation method used in appraisal (adjustments for ownership percentage)
=  Ability to liquidate (limited partner, general partner, etc.)
= Current status: stabilized/unstabilized
= Isit pledgeable?
o Do borrowers sign recourse?
o Contingent liabilities — what are they?
= Project descriptions
= Equity investment
= Promote structure
= Lender (rate, maturity date)
= Property condition: stabilized vs. unstabilized



VI.

Intangibles — Deal Points

Broker or sponsor representing the deal

Speak to sponsor — second call: repeat the facts
Broker exclusive — to the sponsor or to a lender
Has broker closed with them before?

Hard money date: when?

Closing date: when?

Are contract extensions available?

Have the received quotes from other lenders?
Who is this being marketed to?

What are the pricing expectations?

What are the structure expectations?

Sponsor hot buttons — must ask sponsor

o Pricing

0 Proceeds

o Certainty of execution
o Recourse

0 Structured flexibility

= Pre-payment
=  Partial releases
=  Earn outs

Borrower Psychology

What are the motivation drivers?
Why are they doing this deal?
Responsiveness

Ability to address questions above

Secret Sauce
What intangibles are there about this deal, if any?
o New road
o New employment
o Changing demographics
o Distress

Quoting the Deal — What You Need: Value Added

Sources and uses

Beginning NOI

Ending NOI

Loan request

Collateral description

Sponsor information (not mandatory)
Summary of key metrics



VII.  Pricing

The Exit Method

A Pricing:
e Have significant equity: 15-20%
¢ Exit works on a refinance basis with a stressed market
e Price: L+200-250

B Pricing:
* Have at least 15% equity
*  Stretch exit on refinance exit
e Easy exit on stressed cap rate
e  Pricing: L+250-300

C Pricing:
e Can only exit on a sale basis but can comfortably do so
* Needs substantial interest reserve
*  Pricing L+300-350

The A/B Note Pricing Method

The JCR Internal Model (see Internal Summary Model for calculations)
e This concept is to price the risk free portion of the loan and then assume the appropriate return to the free
risk portion of the loan.
* Risk free portion: This is determined by:
0 Current cash flow — what a conduit loan would support today
0 On a price per pound basis
* Risk free pricing: Once you determine the risk free amount, we like to price this at L+200
e Risk portion: This portion represents the part of the deal in which something “good” has to happen in
order for the exit to work. Or, said another way, this is the loss that will occur if something good does
not happen. The pricing depends on the deal but typically L+600-800 is the return we need on the risk
price.





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
    /Arial-Black
    /Arial-BlackItalic
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialUnicodeMS
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Impact
    /LucidaConsole
    /Tahoma
    /Tahoma-Bold
    /TimesNewRomanMT-ExtraBold
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /ESP <>
    /FRA <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 5.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /ConvertToRGB
      /DestinationProfileName (sRGB IEC61966-2.1)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements true
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MarksOffset 6
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /UseDocumentProfile
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice


