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The First Mortgage Lien
Pool (FMLP) and the 504

Temporary Refinance pro-
grams are specific re-
sponses to a problem
faced by small business
concerns in the aftermath
of the 2008 meltdown of
the financial markets!.
Absent a legislative exten-
sion, both programs are
scheduled to cease operat-

ing in September of 2012.
The problem faced by

small businesses was, and
remains, the unavailability
of long term financing for
owner occupied commer-
cial real estate. While this

is a problem for a small

business looking to ex-
pand into a recovering
economy, it is a potential
catastrophe for a small
business with a maturing
mortgage which needs to
be refinanced. The inabil-
ity to refinance a maturing
real estate obligation cre-
ates an immediate crisis
for a small business, as a
long term balance sheet
problem becomes an im-
mediate operational issue.
This effectively chokes off
cash flow and closes out
other credit availability,
endangering the very ex-
istence of the small busi-

ness.

Prior to 2008, such needs
were met, for creditwor-

thy customers, by conven-

tional commercial bank
financing. Banks had the
capital and capacity to
hold these obligations as
assets on their balance
sheet, or the ability to se-
curitize them into a func-
tioning secondary market.
Even three years after the
onset of the credit crisis,
these options are still no

longer widely available.

Banks are under greater,
and in some cases, less
clear regulatory pressure
regarding their commer-
cial real estate exposure?.
This regulatory pressure
continues impacting the
willingness of commercial
banks to provide needed
commercial mortgage roll-

over financing.

Footnotes

IFMLP was created by American Recovery and Reinvestment Act of 2009 and 504 Temporary Refinance was created by the Small Business Jobs

Act of 2010.

2U.S. Government Accountability Office Report GAO-11-480. “Banking Regulation: Enhanced Guidance on Commercial Real Estate Risks Need-
ed” & Federal Reserve Bank Governor Elizabeth A. Duke’s speech; 13 January 2012, Bank President’s Seminar, California Bankers Association,
“Opportunities to Reduce Regulatory Burden and Improve Credit Availability”.
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SUNSET ON THE HORIZON...CONTINUED

Chart 1: CMBS Issuance, 2006-2012E

U.S. CMBS Issuance (Billions of Dollars)

250 $230
$203

s200

s1s0

5100 g

B CMBS lssuance

ss0
512

5 ¥ T T
2006 2007 2008

2009 2010 2011

540
- - = '

& - = D
T T T T T

2012E

Source: Commercial Mortgage Alert

As we enter 2012, the second-
ary market for commercial
mortgages remains crippled,
functioning at levels some 80%
below 2006-2007 (Chart 1,

above).

Turning to small-balance
CMBS as a proxy for small
business real-estate securitiza-
tion, we see a continued de-
crease in the balance of existing
bonds. For this to occur, new
issuance is nowhere near
enough to offset the run-off of
existing securities (Chart 2,

right).

The expected total CMBS issu-
ance for all of 2012 is $40 bil-
lion with approximately $5 bil-
lion of it in small-balance loans.
However, in 2012 alone, it is
estimated that as much as $362

billion in commercial real estate

mortgages will mature, with a
like amount pending in 20133,
If historical averages hold,
some $36 billion of the matur-
ing CRE debt in 2012 will be in
small-balance loans, which have
been distributed between bank
balance sheets (+/-35%) and
securitized into CMBS (+/-
25%) with the remaining bal-

ance held by insurance compa-
nies in whole-loan form and by
the GSEs. Under the current
regulatory environment, it is
unlikely that such a volume of
small-balance commercial loans
will find their way onto the
balance sheets of financial insti-
tutions over the next two years*
and as shown above and
elsewhere the secondary market
currently lacks the necessary
capacity’.

FMLP, in combination with the
504 Temporary Refinance Pro-
gram, is providing critical lend-
ing capacity to small businesses.
FMLP allows lenders to form
loan pools from loans re-
financed under the 504 Tempo-
rary Refinance Program for sale
into the secondary market using
an SBA guarantee to facilitate

the sale. The combination frees

Chart 2: CMBS Small-Balance Outstanding, 2008-2011

“The problem
faced by small
businesses was
and remains the
unavailability of

long-term

financing for
owner occupied
commercial real

estate.”
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Footnotes

EDITOR DISCLAIMER

DISCLAIMER OF WARRANTIES — GOV~
ERNMENT LOAN SOLUTIONS (GLS)
MAKES NO REPRESENTATIONS OR
WARRANTIES REGARDING THE ACCU-
RACY, RELIABILITY OR COMPLETE-
NESS OF THE CONTENT OF THIS RE-
PORT. TO THE EXTENT PERMISSIBLE
BY LAW, GLS DISCLAIMS ALL WARRAN-
TIES, EXPRESS OR IMPLIED, INCLUD-
ING BUT NOT LIMITED TO IMPLIED
WARRANTIES OF MERCHANTABILITY
AND FITNESS FOR A PARTICULAR
PURPOSE.

Limitation of Liability - GLS shall not be
liable for damages of any kind, including
without limitation special or consequential
damages, arising out of your use of, or
reliance upon, this publication or the con-
tent hereof.

This Report may contain advice, opinions,
and statements of various information
providers and content providers. GLS does
not represent or endorse the accuracy or
reliability of any advice, opinion, statement
or other information provided by any infor-
mation provider or content provider, or any
user of this Report or other person or
entity. Reliance upon any such opinion,
advice, statement, or other information
shall also be at your own risk.

Prior to the execution of a purchase or sale
or any security or investment, you are
advised to consult with investment profes-
sionals, as appropriate, to verify pricing and
other information. Neither GLS, its infor-
mation providers or content providers shall
have any liability for investment decisions
based upon, or the results obtained from,
the information provided. Neither GLS, its
information providers or content providers
guarantee or warrant the timeliness, se-
quence, accuracy, or completeness of any
such information. Nothing contained in this
Report is intended to be, nor shall it be
construed as, investment advice.

3“$362B of Commercial Debt Matures in 2012” REALTORO Mag, 27 March 2012, National Association of REALTORSO©, quoting Trepp, LL.C

Research.

4Federal Reserve Bank, “Senior Lender Opinion Survey on Bank Lending Practices” January 2012.

5 Federal Reserve Bank of San Francisco, “Economic Newsletter” 18 July 2011, James A. Wilcox.
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Chart 3: FMLP Loans Pooled by Month, 09-2010 To 03-2012

Chart 5: FMLP Dollar Value of Settlements, 09-2010 To 03-2012
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considerable liquidity and capi-
tal for the benefit of small busi-

Nness concerns.

FMLP, as shown in Chart 3
above, was slow to start, due to
two factors: firstly, SBA had to
create the program from
scratch; and secondly, product
in the form of first position 504
loans capable of being pooled
had to be underwritten and

committed.

The second factor, the supply
of first position 504 loans capa-
ble of being pooled, was seri-
ously limited by the 504 pro-
gram’s historical restriction
against refinancing. This was
addressed by legislation in Sep-
tember 2010, however, the Fi-
nal Rule from SBA, which in-
cluded several critical regulatory
changes was not in place until
October of 2011. As can be
seen from the three charts on
this page, with the full process
now assembled, the market
appears to have spoken, with

loan approvals and subsequent

Sources: Wholesale 504 Lending Consultants, Inc. and SBA

loan pool formation accelerat-
ing greatly after the October
2011 promulgation of definitive

regulations.

The dollar value of loans
pooled in in the last four
months, an accurate period for
measuring the impact of the full
process being in place, is almost
2.5x the monthly volume of the
preceding fifteen months and

the number of small business

being assisted monthly has ef-
fectively tripled.

After an extended gestation;
Congtress, SBA and the SBA’s
lending partners have finally
pulled together the full spec-
trum of a product process to
help solve the lack of commer-
cial real estate refinance capaci-

ty for small businesses.

FMLP and the 504 Temporary

Refinance programs are two

Chart 4: 504 Refinance Program Approvals, 03-2011 To 03-2012
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sides of the same coin. They
address a common specific
problem, the lack of a function-
ing securitization market in the
face of colossal commercial real
estate refinancing needs for
small businesses. The pro-
grams are scheduled to sunset
in September of this year, and
at this writing no legislation is
pending. When lawmakers un-
derstand these solutions are
without specific cost to the
taxpayer and already in place,
there is rarely any opposition to
an extension. The most com-
mon complaint from legislators
is that they rarely hear from
anyone on the program, so they

take that to be a lack of interest.

In the coming weeks, we hope
to see NADCO and NAGGL
bring this issue to greater notice
and to work together to sup-
port a legislative effort to ex-
tend the FMLP and the 504
Temporary Refinance pro-

grams.



