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The statements and conclusions made in this presentation are not guarantees and are the opinion of CenterSquare Investment
Management and its employees. Any statements and opinions expressed are as of the date of publication and are subject to change as
economic and market conditions dictate. Past performance is not indicative of future results.




Navigating a Lender’s Market

At the beginning of last year, as we were assessing the commercial real estate investment landscape, we
published a paper titled “Real Estate Debt: The Time is Now.” Amidst the backdrop of an anticipated, meaningful
reset in the real estate asset class, we had never been more enthusiastic about the opportunities available to
generate equity-like returns through debt investments. As we look forward into 2024, we remain steadfast in our
optimism for real estate debt, which we believe screens as a compelling investment opportunity in a “lender’s
market” driven by the following dynamics.

= Demand for credit will remain elevated as real estate debt maturities keep mounting.

= Supply of credit from traditional lenders is likely to remain limited, creating a meaningful opportunity for
alternative debt providers to participate in the reconstitution of the capital stack.

= The reconstitution of the capital stack will be occurring in the context of real estate assets with a reset basis
appropriate for the prevailing reality of debt costs.

Michael Boxer Richard Gorsky Uma Moriarity, CFA

Managing Director, Managing Director, Senior Investment

Private Real Estate Debt Private Real Estate Debt Strategist and Global
ESG Lead
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Econ 101

The Supply/Demand Backdrop

The demand side of the equation for real estate debt is simple today - an
elevated number of loans are maturing through 2025 (Figure 1). Additionally,
while over $700 billion in loans were set to mature in 2023, many of those loans
have been modified through a “blend and extend” strategy, whereby lenders
asked for additional collateral from the sponsor, adjusted the interest rate,
and provided short-term modifications to the loan. This has pushed more of
these maturities into 2024 and 2025 with the hopes of a friendlier refinancing
environment.

Figure 1: Estimated total commercial mortgage maturities
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While the “blend and extend” strategy is providing some level of breathing room for sponsors and keeping lenders
from having to take back keys (which they have no desire to do), it means these existing lenders have fewer loan
repayments — let alone prepayments — and therefore, they have less capital to deploy into new loans. Furthermore,
many of these traditional lenders are grappling with legacy issues in their portfolios associated with “core”
property types like office or regional malls, that are facing structural issues of their own, occupying a significant
amount of time and resources. Thereby, the new supply of credit from traditional lenders in the real estate market

has decreased meaningfully (Figure 2).

Figure 2: Real estate loan originations
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In this backdrop of above-average demand and limited supply, alternative real estate debt providers are
experiencing a plethora of opportunities to fill the void left by traditional lenders in a “lender’s market,” with strong
pricing power and access to high-quality assets with favorable risk profiles. Consequently, private funds and other
specialty lenders are taking an increasing market share of CRE debt capital commitments. Capital is responding
to this opportunity set; pensions committed $5.98b to CRE debt vehicles through the first nine months of 2023
(Figure 3).

Figure 3: Percentage of commercial real estate commitment volume to debt vehicles
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Source: Ferguson Partners Consulting, as of Q3 2023.
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The Opportunity

Viable Growth Story

The viable growth story presents an opportunity in the form of a value-add business plan for class B multifamily
product in supply-constrained markets that creates a path for net operating income (NOI) growth, not by simply
counting on market rent growth, but by capturing a mark-to-market upon renovation (i.e., not dependent on top-
line rental growth, which we believe will be muted).

The scenario below (Figure 4) represents a multifamily mezzanine lending opportunity on a value-add business
plan.The in-place NOI at the current asset valuation generates a 5.0% yield for the equity owner, which can grow
to 6.0% once renovations are complete (and likely higher if top-line market rents experience any meaningful
growth). Meanwhile, the in-place NOl yield for a lender begins at 6.2% and through the same value-add renovation
plan, grows to 8.4%. Even if cap rates reset for this asset and increase by 100bps, significantly diluting the return
expected by the equity owner, the debt yield upon completion of the business plan remains insulated — it is highly
likely the loan will deliver its expected returns.

Figure 4: Viable growth story
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Source: CenterSquare, as of December 31, 2023.
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Gap Capital

We had provided the below hypothetical example (Figure 5) of this in our paper
at the beginning of 2023 where the change in the underlying valuation of
this hypothetical stabilized asset combined with higher interest rates would
require senior loans to re-size lower to meet requirements from lenders for
debt service coverage ratios and loan-to-value (LTV), providing an opportunity
for mezzanine debt providers like CenterSquare to fill the “gap” and balance out
the capital stack.

Figure 5: Gap capital requirement driven by senior debt constraints

Multifamily Asset Underwriting Scenarios
(2021 vs. current)

m Senior Loan $81,250
; $68,095
m Loan Refi Shortfall $81,250
m Equity
$13,155
$43,750
$23,512 $23,512
2021 Current Required Refi
Underwriting Underwriting Capital Stack
Cap Rate 4.00% =— 5 5% 5.25%
NOI $5,000 =—pp $5,500 $5,500
Asset Value $125,000 $104,762 $104,762
LTV 65% 78% 65%
Senior Loan Value $81,250 $81,250 =———]p $68,095
Loan Refi Shortfall $0 $0  — $13 155
Rate 3.50% m——ppG.00% 6.00%
Debt Senice $2,844 $4,875 $4,086
DSCR (min 1.2x required) 1.76x 1.13x 1.35x

Source: CenterSquare, as of December 31, 2023.

Fast forward to today, we are seeing this play out in earnest. Alternative debt
providers are able to access to more stabilized assets, higher quality sponsors,
and tighter loan covenants in light of traditional lenders being sidelined. For
mezzanine investors, attachment points that were 65-75% a year ago are
closer to 55-65% while detachment points that were 80-85% can now be as
low as 70%. We anticipate this will continue into 2024 as traditional lenders
remain limited in their capacity to deploy new capital.

2024 Real Estate Debt Outlook | 6



It is important to note, however, this opportunity is contingent on the continued availability of senior debt within
the capital stack. Here, we believe the multifamily sector screens extremely favorably as liquidity will remain
available from the GSEs. CenterSquare’s special status with Freddie Mac as an approved provider of subordinate
financing (in the form of debt-like preferred equity) to its borrowers, will likely remain a source of transaction
activity in 2024 while other senior lenders find their footing. Additionally, we anticipate there will be a tremendous

opportunity to also provide the senior portion of the cap structure (up to 60-65% LTV) at historically wide spreads
in the face of muted supply of senior loans.

Looking ahead into 2024, our optimism for real estate debt remains steadfast,
driven by the characteristics of what we term a “lender’s market” and creating
an environment ripe for investment opportunities. Alternative debt providers,
capitalizing on the vacuum created by an absence of traditional lenders, now
wield substantial pricing power. Confidence in resilient, high-demand assets
— particularly in the multifamily sector — remains robust, underpinned by a
structural undersupply of housing and an increasing demand for affordable
options, positioning multifamily assets as a focal point for success. Prevailing
market dynamics, defined by heightened demand and limited supply for credit,
as well as mounting real estate debt maturities will present a compelling
opportunity for real estate debt investors to generate attractive risk-adjusted
returns in the coming year.
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General Disclosures

Any statement of opinion constitutes only the current opinion of
CenterSquare and its employees, which are subject to change
and which CenterSquare does not undertake to update.

Material in this publication is for general information only
and is not intended to provide specific investment advice or
recommendations for any purchase or sale of any specific
security or commodity. Due to, among other things, the volatile
nature of the markets and the investment areas discussed
herein, investments may only be suitable for certain investors.
Parties should independently investigate any investment area
or manager, and should consult with qualified investment,
legal, and tax professionals before making any investment.
Some information contained herein has been obtained from
third party sources and has not been independently verified by
CenterSquare Investment Management LLC (“CenterSquare”).
CenterSquare makes no representations as to the accuracy or
the completeness of any of the information herein. Accordingly,
this material is not to be reproduced in whole or in part or used
for any other purpose. Investment products (other than deposit
products) referenced in this material are not insured by the
FDIC (or any other state or federal agency), are not deposits of
or guaranteed by CenterSquare, and are subject to investment
risk, including the loss of principal amount invested.

For marketing purposes only. Any statements and opinions
expressed are as at the date of publication, are subject to
change as economic and market conditions dictate, and do
not necessarily represent the views of CenterSquare or any of

its affiliates. The information has been provided as a general
market commentary only and does not constitute legal, tax,
accounting, other professional counsel or investment advice,
is not predictive of future performance, and should not be
construed as an offer to sell or a solicitation to buy any security
or make an offer where otherwise unlawful. The information
has been provided without taking into account the investment
objective, financial situation or needs of any particular person.

Any indication of past performance is not a guide to future
performance.The value of investments can fall as well asrise, so
investors may get back less than originally invested.Because the
investment strategies concentrate their assetsin the real estate
industry, an investment is closely linked to the performance of
the real estate markets. Investing in the equity securities of
real estate companies entails certain risks and uncertainties.
These companies experience the risks of investing in real estate
directly. Real estate is a cyclical business, highly sensitive to
general and local economic developments and characterized
by intense competition and periodic overbuilding. Real estate
income and values may also be greatly affected by demographic
trends, such as population shifts or changing tastes and values.
Companiesinthe real estate industry may be adversely affected
by environmental conditions. Government actions, such as tax
increases, zoning law changes or environmental regulations,
may also have a major impact on real estate. Changing interest
rates and credit quality requirements will also affect the cash
flow of real estate companies and their ability to meet capital
needs.
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About CenterSquare

Founded in 1987, CenterSquare Investment Management is an independent, employee-owned real asset manager focused
on listed real estate, private real estate equity and private real estate debt investments. As a trusted fiduciary, our success
is firmly rooted in aligning our interests with those of our clients, partners and employees. CenterSquare is headquartered
iaw“ Philadelphia, with offices in New York, Los Angeles, London and Singapore. With approximately $13 billion in
‘ under management (December 31, 2023), our firm and subsidiaries are proud to manage investments on behalf of
some of the world’s most well-known institutional and private investors.
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For more information, please contact:
CenterSquare Investment Management, LLC
630 West Germantown Pike

s Mesting PA 19462 » CenterSquare

contactus@centersquare.com REAL ASSET INVESTMENT LEADERSHIP
www.centersquare.com

Follow us on social media:
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https://www.twitter.com/CtrSquare
https://www.linkedin.com/company/centersquare

