CMBS Market Meltdown
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Positive Aspects of CMBS

e Diversity

Geographic
Property Type
Limited Risk due to no concentration

 Liquidity
e Credit Support — Risk vs. Return Profile
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Negative Aspects of CMBS

Pooling aspects brings good loans and bad
loans

Substantial trust in the master servicer and
special servicer

Vulnerable to downgrades from overall
market and from specific pool

Mark to Market
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- 2007 REVIEW & 2008 OUTLOOK

2007 produced another record year of U.S. CMBS volume . . .

Annual US CMES issuance
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Historical CMBS Production

Domestic U.S.*

2000 $47,039
2001 $67,150
2002 $52,074
2003 $78,000
2004 $92,838
2005 $169,507
2006 $204,381
2007 $233,677

Projected 2008 $60,000-$80,000

In Millions
*Domestic US includes Conduit/Fusion, Floating Rate, Single Borrower
*Source: Credit Suisse, CMBS Market Watch Weekly

KeyBank

o=



AAA
AA

BBB
BB

NR

Subordination Levels

2005

13.34%
10.24%
8.53%
5.02%
2.87%
1.84%
1.42%

2006

11.74%

9.81%
7.41%
4.27%
2.47%
1.56%
1.49%

2007

11.94%

9.95%
7.54%
4.27%
2.54%
1.66%
1.69%
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CMBS Spreads 1994 - 2008
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Beginning of Year CMBS Bond Spreads Current
Jan-1994 Jan-1995 Jan-1996 Jan-1997 Jan-1995 Jan-1999 Jan-2000 Jan-2001 Jan-2002 Jan-2003 Jan-2004 Jan-2005 Jan-2006 Jan-2007 Jan-2005 ZI29I2005
AAA 87 51 55 41 32 56 a1 46 48 47 27 23 27 23 83 235
AB 102 71 66 51 42 T9 62 T0 65 60 35 36 46 34 265 685
A 122 121 91 61 57 104 93 a0 a0 78 42 44 58 45 420 950
BEEB 197 191 136 T8 82 209 130 143 153 142 89 79 125 75 850 1,540

Source: JP Margan
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2007 REVIEW & 2008 QUTLOODK

THE W5 CMBS MARKET

AAA CMBS spreads have illustrated a four-chapter story

over the past year

Suger Senior 10-yr AAA spreads January 2007 - YT

Chapter 4:
Recession Fears
Recessionary fears grip the
market, sending spreads to
their widest historical levels,
with unprecedented volatility
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False Bottoms / Short-lived Recoveries

KeyBank

o=



CMBS Spreads 2006 - 2008
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Beginning of Month CMBS Bond Spreads for 2006
Jan-2006  Feb-2006  Mar-2006 Ape-2006  May-2006  Jun-2006  Jul-2006  Aug-2006  Sep-2006  Oct-2006  Mow-2006  Dec-2006
AAA 27 27 25 23 22 24 22 22 24 23 24 25
AA 46 45 42 35 33 34 35 33 33 33 33 35
A 58 57 52 46 43 44 45 43 43 42 42 45
BEB 125 120 105 85 80 80 85 85 80 75 70 75
Beginning of Month CMBS Bond Spreads for 2007 Current
Jan-2007  Feb-2007  Mar-2007  Apr-2007  May-2007  Jun-2007  Jul-2007  Aug-2007  Sep-2007  Oct-2007  Mow-2007  Dec-2007 Jan-2008  Feb-2008  2/29/2008
AAA 23 24 26 27 31 28 32 65 57 42 67 103 83 155 235
AA 34 33 35 44 50 48 55 110 140 120 160 245 265 475 685
A 45 44 45 54 65 68 78 145 215 185 285 395 420 650 950
BEB 75 75 o5 135 175 155 180 325 425 365 500 800 850 1,100 1,540

Source: JP Morgan
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AAA
AA

BBB
BB

NR

2006
5.75%
5.66%
5.77%
6.07%
7.74%
11.79%
20.50%

Early '07

5.55%
5.69%
5.82%
6.54%
8.04%
11.99%
21.00%

All In Yield

Late '0O7

5.93%
7.34%
8.19%
13.44%
16.07%
20.57%
29.00%

current

6.82%

11.47 %
14.32%
19.82%
21.83%
22.83%
31.00%
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Why the Meltdown?

Overheated Market

— Interest Only, Low Cap Rates, Marginal Property
Quality

Financial Engineering

— CDOs

— Hedge Funds

Subprime

— Not the same but it doesn’t matter

Fear of Recession

— Goldman Sachs Research Paper

Downward Spiral

— “Catch a Falling Knife” KeyBank
o=
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Global: Financial Services

US -:r::-r'nrnErc:lal real estate: ngh Insses slow burn

Commercial real estate defaults driven by
price declines

Frice declines have been the single maost
important driver of defaults in commercial real
astate (CRE] historially, Dur analysis suggests a
21%-28% fall in pricas through 2009, CRE-related
logses are also likely to be compounded by a
charp incréase in interest-only loans coupled with
daclining loan'valua ratios and dabt sonecn
Cowarage raliag.

Mear-tarm impact from CRE losses

Wie matimate the mark-to-rmarket hit arigzing from
CRE lending for the glaobal bank sector at

US$20 bn, versus intringic subprime mark-to
market lossea of US363 bn. We halisve that 81%
of subprimea losses are likely to be crystallized as
mark-to-market |eesas comparad with anly 47%
for commearcial real estate, reflacting the lower
lavals of sacurtization of commercial real estata
lzans comparad with subprima.
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CRE losses should broadly equal subprime
but with a slower burn

Cwver the langsar tarm, wa expect lolal CRE-related
logses of USSH 183 bn, with global banks laking
logses of US$HE2 bn. This compares to CMBX
implied lossas of around UW5S$1E5 bn. While the
magnitude of the losses is similar to subprime,
dafaults are likaly to be spread over a longear time
frama, which should limit the short-term capital
strain. We estimate that 95% of subprime dafaults
will ba realizad within five years of eriginatian,
comparad with 38% for cormmercial resl astata.
Hance, 8 more aggressiva stanca by the Fed is
likaly to have a more pronounced impact on CRE
losses than subprime lossos.

Bast soll ideas

Irn the LS, we add First Horizon (o the Americas
Conviation Sell List and downgrade REIT Camden
Proparty Trust to Sell [from Newtral) o raflact our
cautious view of US CRE cradit guality. In Eurape,
we highlight Credil Suisse (Conviction Sell List),
and Barclays (Conviction Sell List), both of which
have exposurs to US CMEBE,
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How Long Is the Slide?

Recovery of CMBS Market

— Feel the bottom on pricing — “Ploneers get
the arrows and settlers get the land”

— Work through the questionable loans —'07
Vintage will not age well

Commercial Real Estate and Recession
— Cash is King

— Some people will make a lot and others will
lose a lot
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