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Regulatory and capital constraints have limited the availability of  CRE credit, despite strong borrower demand and 

stable CRE fundamentals. CMS believes the best opportunities can be found in middle market CRE lending

CMS TacOpps I Opportunity Catalysts

CMS Opportunity Summary

• Real estate fundamentals have rebounded 
post-crisis, new supply and vacancies have 
stabilized leading to higher rents

• As a result, CRE prices have rebounded 
sharply. Given the later stage in the CRE 
cycle, CMS believes CRE credit is attractive

• Borrower demand for credit also remains 
strong, driven by new construction, CRE 
transaction activity, private equity real estate 
capital formation and new Opportunity 
Zone investment tax incentives

• However, traditional lenders remain 
constrained by post-crisis regulations that 
limit lending and increase the cost of  capital

• CMS believes this creates attractive 
opportunities for non-bank lenders who can 
provide flexible capital

• Flexibility to structure loans that comply 
with restrictions at partner banks

• Flexibility to structure loans uniquely 
tailored to the sponsor and project

• Primary focus on directly originated middle 
market loans for projects in gateway markets

• Less competitive and has attracted less 
interest from institutional investors

• Ability to directly negotiate key terms and 
capture illiquidity premium

Key Catalysts for Middle Market CRE Credit

Strong real estate fundamentals
and late stage of the cycle favor CRE credit

Middle market is highly fragmented, 
historically less competitive and may offer 

better risk-adjusted returns

Regulatory and capital constraints
create opportunities for non-traditional lenders

Direct origination may provide yield premia, 
while bespoke negotiated terms help mitigate risk

Strong borrower demand for capital, despite 
credit tightening from traditional lenders

Proximity of investors to investments 
provides transparency, reduces adverse 

selection and helps align interests
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CRE values have rebounded post-crisis, driven by strong fundamentals and demand for real assets. Prices, net 

operating income (“NOI”) and vacancies have all improved, while new supply and demand has stabilized

Commercial Real Estate Sector has Rebounded Post-Crisis

As of 12.31.18. Source: CoStar, HFF, NAREIT, RCA.

Property Prices have Rebounded Sharply
RCA Commercial Property Price Index (Index Level)

CRE Property-Level Performance is Strong

Occupancy Rate has Rebounded and Stabilized

Equity REIT Occupancy Rate (%)

Same-Property NOI has Grown Consistently

Equity REIT NOI Y/Y Growth (%)

Supply and Demand Remain in Balance

New Completions to Existing Stock (%)
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CRE Credit Demand Signals are Strong

Loan-to-Values Well Below Pre-Crisis Peak (%)

NOI Debt Yields Above Pre-Crisis Peak (%)

Debt Service Coverage Ratios Above Peak (x)

65

61
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Improving Loan Performance and Tighter Credit Standards

As of 12.31.18. Source: Morgan Stanley, RCA, Reis.

A strong rebound in commercial real estate property-level fundamental performance, combined with 

rational and stable post-crisis lending standards, creates an attractive environment for CRE credit investors

CRE Loan Delinquencies and Foreclosures have Returned to Pre-Crisis Levels
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CRE debt growth has been slow post-crisis, resulting in unmet borrower demand. Banks and other traditional CRE debt 

lenders have been constrained by new financial regulations, higher risk capital requirements and greater risk aversion

• CRE mortgage debt outstanding has seen a relatively low 26% cumulative increase post-crisis. The multifamily sector has driven much of  the 
growth due to a shift away from single family residences. Mortgage debt outstanding for other CRE sectors increased by only 12% cumulatively

• For comparison, borrowings of  non-financial corporations (debt securities and loans) in the U.S. have increased over 48% during the past 10 years

• Banks have historically been the primary source of  commercial debt capital and hold almost 50% of  outstanding commercial and multifamily 
mortgages. New opportunities for alternative lenders, like CMS, have emerged as banks have pulled back

Strict Lending and New Constraints have Limited CRE Credit

As of 12.31.18. Source: Federal Reserve, NBER, SIFMA. Corporate debt securities and loans excludes mortgage debt. Commercial mortgage debt includes multifamily and nonfarm, nonresidential.

Annual CMBS Issuance has Stagnated Post-Crisis ($B)Annual Growth Rates during NBER Economic Expansions (%) 

CRE debt outstanding has increased at a significantly slower pace during the current expansion 
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Banks, other financial institutions and CMBS securitization have been significantly limited by post-crisis regulation. New 

capital charges, increased oversight and risk retention have curtailed their ability to lend, creating opportunities for CMS

Traditional CRE Lenders are Caught in a Web of  Regulation

As of 1.1.19. Source: Government Accountability Office, FDIC, Federal Reserve.

Too Big to Fail

• Requires incremental capital and 
liquidity at bank and financial 
firms deemed as globally 
systemically important banks 
(“G-SIBs”) by Financial Stability 
Oversight Council (“FSOC”)

• Attractive lending activities have 
become uncompetitive under the 
regulations due to capital 
requirements

Basel III

• Large global banks now require 
substantially more capital against 
structured credit and high 
volatility CRE (“HVCRE”)

• HVCRE includes some 
development lending and is now 
hit with 150% risk-weighted 
capital charges

• Onshore capital “ring fencing” 
required for foreign banks

Volcker Rule

• Bank sponsored trading of 
mortgage loans and securities 
through funded subsidiaries is 
restricted under Volcker Rule

• Regulation has forced many 
banks to spin-out internal private 
funds and proprietary trading 
desks

Risk Retention

• CMBS originator or control 
investor must hold 5% of the 
capital structure for a minimum 
of 5 years

• Can be structured as a vertical or 
horizontal (first loss) slice

• Pre-crisis, these positions could 
be traded by qualified institutions

Increased Liability

• Traveling representations and 
warranties (“reps and 
warranties”) on new loan 
originations

• Banks originating CRE loans 
required to maintain reps and 
warranties on loans regardless of 
sale to third-party

Future Funding Costs

• Banks originating loans with 
future funding will be required to 
fund the commitment in cash

• Key consideration for 
construction loans, which may be 
structured with future borrower 
draws as project milestones are 
achieved

To Big to 

Fail

Volcker 
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Increased 

Liability

Basel III

Risk 
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Future 
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Regulatory 

Driven Market 

Dislocation in 

CRE Lending
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New bank capital requirements specifically target the acquisition, development & construction loan products that CMS seeks 

to originate. As a result of  these regulations, banks have consistently tightened lending standards despite strong demand

New Regulation has led Banks to Tighten Lending Standards

As of 12.31.18. Source: Federal Reserve, FDIC, Preqin, RCA.

CMS-Type Loans

CRE Construction and 

Development Loans +13.0

+32.4

Banks have Tightened CRE Lending 

Standards Every Quarter since 2015

Bank Lending Standards for Transitional CRE has Tightened 
Net Banks Tightening Lending Standards (%)

Regulatory changes have created a persistent headwind for banks, fundamentally altering the commercial real estate 

lending landscape and creating opportunities for CMS TacOpps I to fulfill unmet borrower capital needs
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Demand for CRE credit has proven resilient, driven by increasing construction spending and CRE transaction volumes. Strong 

CRE equity capital formation should drive future CRE credit demand as institutions increasingly allocate to real estate 

Demand for Credit is Strong, despite Tighter Bank Lending

As of 3.22.19. Source: Preqin, RCA, U.S. Census.

Construction and Transaction Activity are Supportive of  CRE Credit demand Loan Maturities also Supportive of  Demand

• CMBS maturities peaked in 2017, but a large 
volume of  loans originated by banks, insurance 
companies and other lenders are still outstanding

• Over $2.5T of  loans are scheduled to mature 
over the next 7 years, including $1.4T from banks

• Some of  these maturing loans may struggle to 
refinance, given regulatory changes and stricter 
lending standards limiting traditional lenders

• Borrowers may need to seek out alternative 
sources of  capital, which CMS seeks to provide

Expected CRE Loan Maturities ($B)

CRE Construction Spending ($B) CRE Transaction Volume ($B)

CRE Equity Capital Formation Expected to Drive CRE Loan Demand Going Forward

Institutional Investor CRE Allocations (%) CRE Private Equity Dry Powder ($B)

Target: 10.4
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CRE private equity dry powder is at a all-time high and over 60% is focused on opportunistic or value-add strategies. 

These funds will need to deploy equity capital before their investment periods end, driving demand for CRE credit
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New Opportunity Zone (“OZ”) legislation provides significant tax incentives for investors in CRE projects with a development 

or redevelopment component. These projects will likely require significant debt capital, increasing demand for CMS-type loans

• OZs allow investors to reduce or eliminate capital gains for investments in over 8,700 economically challenged communities across the U.S. 

• The U.S. Treasury and IRS recently provided updated guidance in October 2018, creating a rush to raise and deploy capital. Funds need to be 
dedicated OZ vehicles and capital must be invested before the end of  2019 to realized the full tax benefits

• Expected to drive new CRE development and value-add activity. Investors need to double the property basis within 30 months of  acquisition. A 
recent Preqin survey of  institutional investors found 51% were considering making OZ investments in the next 12 months

Opportunity Zones Expected to Further Boost Credit Demand

As of 12.31.18. Source: Preqin, RCA, U.S. Census.

Preqin Investor Survey shows Strong Demand for OZ ProjectsDemand for CRE Development Sites has Already Begun to Surge

New credit demand from OZ projects comes on top of  already strong demand due to favorable CRE fundamentals. 

Banks remain the largest lenders for OZ development projects, creating opportunities for non-bank lenders 

OZ Sites

Non-OZ Sites
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Opportunistic

Value-Add
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Core-Plus

Distressed

Debt

Potential 

Demand for 

TacOpps I 

type Loans

Development Site Acquisitions (Y/Y %)

Sites located in OZ areas vs. non-OZ areas
OZ Investor Real Estate Strategy Survey (%)

Investors may be considering multiple strategies
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Recent surveys have shown strong demand for CRE construction credit, with approximately 50% of  participants believing that 

debt capital for development & redevelopment are undersupplied. Surveys also show limited concern about excesses

17%

22%

12%

19%

47%

48%

59%

58%

68%

62%

42%

42%

23%

21%

21%

18%

10%

12%

Demand Exceeds Supply for CRE Development Credit

As of 1.1.19. Source: Emerging Trends in Real Estate surveys. U.S. respondents only.

Debt Capital for Acquisitions

Debt Capital for Refinancing

Debt Capital for Development
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2018

2017

2018

2017

Shortage Balanced SurplusSurvey of  CRE Market Participants

Potential Demand 

for CMS TacOpps I 

type Loans
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Debt funds and REITs have emerged as alternative capital sources, but these lenders tend to focus on large loans where 

significant capital can be deployed quickly. Middle market CRE continues to rely on banks, which face regulatory headwinds

New Lenders have Emerged, but Mostly for Large Loans

As of 10.1.18. Source: Morgan Stanley, RCA. 

2017 Lender Market Share for Large Loans: $50M+2017 Lender Market Share for Middle Market Loans: $10-50M

6%

Regional Bank Major Bank Debt Fund / REIT Insurance Government Agency Other

25%

Alternative lenders have emerged, but they have primarily focused on large loans. Middle market CRE continues to 

rely on banks, creating opportunities for CMS to partner with banks in order to meet strong demand for credit

CMS TacOpps I Opportunity Set
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Key 

Notes

• No historical data/track record

• No infrastructure/poor servicing

• No capital markets access

• Limited competition

• Tech-enabled servicer allows for 

efficient lending and monitoring

• Significant capital formation 

• Highly competitive markets

• Transparent pricing

Pg. 11

Larger investors often avoid the middle market due to fixed per-deal costs and lack of  local market knowledge. A nimble 

structure and key partnership with a tech-enabled servicer allows CMS to efficiently originate in the CRE middle market

The Middle Market Sweet-Spot

Source: CMS. Example for illustrative purposes only. 

“A $10M deal takes just as much time and work as a $100M deal.” – every fund manager ever… 
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CMS TacOpps I focuses on directly originating Fund investments. CMS believes this provides a number of  economic and non-economic 
benefits, including greater control over the diligence process, capital structure, loan covenants and transaction pricing

• Economic Terms: Direct origination economics may be more attractive vs. 
strategies that rely on intermediaries. The CMS team has direct control over the loan 
price and may retain origination or other fees typically paid to the arranger. 

• Directly originated loans also tend to offer higher spreads than broadly syndicated 
loans due to less competition and as compensation for illiquidity and complexity

• Non-Economic Terms: Greater control over diligence and structuring. The CMS 
team will have direct access to the sponsor, will have a say in the borrower’s capital 
structure and will lead the negotiation of  key loan covenants and intercreditor terms

• Maintaining control also helps ensure CMS can protect the Fund’s interests during 
amendments or workout scenarios and can limit adverse selection issues

• Relationships: CMS seeks to serve as a “one stop” shop. This flexibility allows CMS 
to structure loans that fulfil sponsor needs and align with the Fund’s objectives

• CMS believes this provides a strong value-add proposition to borrowers seeking 
financing solutions that cannot typically be provided by traditional lenders. Further, it 
facilitates a direct relationship with the borrower and helps maintain a robust pipeline 

• Direct origination allows the Fund to drive premium pricing on a risk-adjusted basis. 
CMS believes this flexible approach allows the Fund to source attractive investment 
opportunities throughout cycles and across a borrower's capital structure

Direct Origination Model may Offer Significant Benefits

Direct Origination Highlights

Potential for Higher Risk-Adjusted Returns

• Highly fragmented and less competitive 

• Control over pricing

• Capture origination and other fees

• Illiquidity premium

Ability to Dictate Terms and Greater Control

• Negotiate loan terms and covenants

• Influence borrower capital structure

• Lead intercreditor term discussions

• Control for amendments and workouts

Ownership of  Key Relationships

• Direct contact with sponsor

• “One stop” shop value proposition

• Build pipeline via repeat business

• Ability to source across cycles

CMS seeks to leverage the experience and network of  its IC members while pursuing a direct origination strategy. 

Direct origination may provide higher risk-adjusted returns and greater control of  the investment process

Complexity 

Premium

Illiquidity 

Premium

CMS 

TacOpps I 

Strategy
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Middle market CRE loans may offer an illiquidity premium. Corporate loans provide a good proxy, where broadly syndicated 

loans arranged by investment banks trade tighter vs. directly originated middle market loans despite lower leverage levels

Corporate Loan Primary Market Spreads (bps): Broadly Syndicated Loans vs. Middle Market Directly Originated Loans 

Middle Market Lending has Historically Offered a Premium

Example for illustrative purposes. CMS TacOpps I investments may differ. Past performance not indicative of future results.
As of 1.1.19. Source: Refinitiv. Middle market deal size <=$100 million.

Middle Market Direct Origination

Broadly Syndicated Loans

Middle Market Illiquidity Premium
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Abuses in credit markets historically occur when the end investor and original borrower become excessively intermediated. 

CMS directly connects investors to the investment. Transaction parties retain significant risk and have “skin in the game”

Proximity of  Investors to Investments may Mitigate Risk

CMS TacOpps I Structural Benefits

• Pre-crisis, financial engineering allowed consumer credit to be 
repackaged and distributed around the world. End investors 
had a limited understanding of  the risks

• Each step in the intermediation process reduces transparency 
and creates misaligned incentives

• CMS seeks to disintermediate the CRE credit investment 
process by providing direct access and transparency

• CMS believes this closer proximity to the underlying 
investment provides a number of potential benefits:

• Greater transparency and better understanding of the key risks

• Directly negotiate key terms to address specific risks

RMBS repackaged into 
ABS CDOs or CDO-squared

CDO sold to investment 
manager

Investment manager 
manages on behalf of client

RMBS CDO Fund Client

Investment Bank CDO Manager
Potential for adverse selection 

and misaligned incentives

Highly Intermediated Investment Process

CMS works directly with 
borrower and partners to 
structure the investment

CMS invests on 
behalf of the client

Client

Partner Bank
Senior lender with 

significant skin in the game

CMS Direct Investment Process

Subprime mortgages are 
packed into RMBS

CMS TacOpps I
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This material is provided for informational purposes only and does not constitute an offer to sell or a solicitation of an offer to buy securities in any jurisdiction in which such an offer or solicitation is

unlawful or to any person to whom it is unlawful. Moreover, it neither constitutes an offer to enter into an investment agreement with the recipient of this document nor an invitation to respond to it by

making an offer to enter into an investment agreement. You may not rely upon these materials in evaluating the merits of investing in any security. The offering of the Commercial Mortgage Strategies I,

LP (the “Fund”) may be made only through the Confidential Private Placement Memorandum of the Fund, (as amended, modified, or supplemented from time to time, the “PPM”),which fully describes

the relevant Fund, including its investment strategies, terms and risk factors. No ad hoc written material may be provided, and contacts with the media and any form of general solicitation are strictly

prohibited. This document does not contain a complete description of the Fund and the risks associated with an investment therein, and is subject to and qualified in it its entirety to the respective

Fund’s confidential PPM.

This presentation is being furnished to you on a confidential basis to provide preliminary summary information and may not be used for any other purpose. This presentation does not constitute an offer

to sell or a solicitation of an offer to buy LP interests in a fund. Such an offer and solicitation may only be made pursuant to the offering memorandum and other applicable documents of the fund (the

"operative documents"), which should be read in their entirety. The statements in this presentation are not intended to be complete or final and are qualified in their entirety by reference to the operative

documents. In the event that the descriptions or terms described herein are inconsistent with or contrary to the descriptions in or terms of the operative documents, the operative documents shall

control. The LP interests described herein have not and will not be registered under the Securities Act of 1933, as amended (the “U.S. Securities Act” or any state securities laws or the laws of any foreign

jurisdiction), and the Fund will not be registered as an “investment company” under the Investment Company Act of 1940, as amended (the “1940 Act”). The securities described herein have not been

approved or disapproved by any U.S. Federal, State or other securities commission or regulatory authority. Furthermore, no such commission or authority has confirmed the accuracy or determined the

adequacy of this document. Any representation to the contrary is a criminal offense.

Neither CMS, nor any of its respective affiliates make any representation or warranty, express or implied, as to the accuracy or completeness of the information contained herein and nothing contained
herein shall be relied upon as a promise or representation whether as to the past or future performance. The information set forth herein includes estimates and projections and involves significant
elements of subjective judgment and analysis. No representations are made as to the accuracy of such estimates or projections or that all assumptions relating to such estimates or projections have been
considered or stated or that such estimates or projections will be realized. CMS and its affiliates reserve the right to modify any of the terms of the offering and the securities described herein at any time.

Sources for statistics and other factual data included herein are maintained by CMS. Such data has not been verified and we can give no assurance that it is accurate or complete. Statements contained

herein that are nonfactual constitute opinions of CMS, which are subject to change. Projections contained herein are estimates only and are based on assumptions. No assurance can be given that either

the projections or the assumptions will prove to be accurate. As with all investments, real estate investments involve the potential for loss and past performance is not a guarantee of future results. Any

research in this document has been procured and may have been acted on by CMS for its own purpose. The results of such research are being made available only incidentally. The views expressed do

not constitute investment or any other advice and are subject to change. They do not necessarily reflect the views of CMS or any part thereof. CMS believes that the information in this document was

correct at the time of compilation, but no warranty of accuracy or reliability is given and no responsibility arising in any other way for errors and omissions (including responsibility to any person by

reason of negligence) is accepted by CMS, its officers, employees or agents. Sources for statistics and other factual data included herein are maintained by CMS. Such data has not been verified by CMS

and we can give no assurance that it is accurate or complete. Statements contained herein that are nonfactual constitute opinions of CMS, which are subject to change. We believe the third party

information provided herein is reliable, but do not warrant its accuracy.

This material may contain “forward-looking” information that is not purely historical in nature. Such information may include, among other things, projections, forecasts, estimates of yields or returns,

and proposed or expected portfolio composition. Moreover, where certain historical performance information of other investment vehicles or composite accounts managed by CMS and/or its

subsidiaries (together, “CMS”) has been included in this material such performance information is presented by way of example only. No representation is made that the performance presented will be

achieved by any CMS Funds, or that every assumption made in achieving, calculating or presenting either the forward-looking information or the historical performance information herein has been

considered or stated in preparing this material. Any changes to assumptions that may have been made in preparing this material could have a material impact on the investment returns that are presented

herein by way of example.

No part of this material may be reproduced, stored in retrieval systems or transmitted in any form or by any means, electronic, mechanical, recording or otherwise, without the prior written consent of

the CMS. Any reproduction of this information, in whole or in part, is prohibited. Notwithstanding the foregoing, any recipient (and each employee, representative or other agent of such recipient) may

disclose to any and all persons, without limitation of any kind, the tax treatment and tax structure of (i) the Fund and (ii) any transactions described herein, and all materials of any kind (including

opinions or other tax analyses) that are provided to the recipient relating to such tax treatment and tax structure. By accepting delivery of these materials, each recipient hereof agrees to the foregoing.
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