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Excerpts of Interview with Theodore H. Sprink, Senior Vice President and Director of Business Development, Fidelity National Financial UCC Insurance Division, regarding financing trends during the recession.
During early 2008 it was my sense that life insurance companies were stepping into the void of the traditional commercial real estate lenders, as bank liquidity problems increased, essentially serving to freeze commercial real estate lending throughout the country.  Major forces such as Prudential, Metropolitan and Hartford among others, appeared to be providing commercial real estate loan facilities, primarily because they were in a better financial position, not having been caught in the sub-prime and securitization problems that led to bank capital, credit quality and liquidity problems across a number of market sectors.

Today it appears that life insurance companies have become extremely sensitive to underwriting and risk management factors, and because of more conservative loan-to-value restrictions, together with plummeting value associated with commercial real estate projects, loans from this source appear to have diminished significantly as well.

The prevailing concern may be:  where is the "real" bottom.  The lack of lending (from banks as well as life insurance companies) suggests there is a fear that we may be at a "false" bottom, and that today's 60% LTV may wind up being tomorrow's 80% LTV.  There is, related to the current market value, an obvious concern with default probability and other known and unknown encumbrances to a commercial real estate project where foreclosure may no longer an attractive strategy.  Rather, troubled commercial real estate projects are likely to see voluntary debt for preferred equity transactions as an alternative to traditional financing or foreclosure.

Traditional lenders, and now the life insurance companies, seem to be waiting for the "real" bottom to reveal itself.

Historically, "any loan" (for a borrower) was considered a "good loan" in a "bad economy".  But, it is likely truly a confidence issue...or perhaps more appropriately, an issue of lack of confidence, that has driven up loan costs, often LIBOR plus 600-800 basis points and driven down the LTV often to the 50-60% range.  Clearly an indication that traditional lenders...and certainly astute life insurance companies focused on managing risk, do not have confidence that the commercial real estate market has "bottomed out".

To many industry observers, there is the sense that for the foreseeable future, capital sources for the commercial real estate markets may come from a consortium of local community, state chartered and regional banks, in which it will not be uncommon to see five or more lenders in a syndicated transaction.  Obviously this provides for a pooling of capital and a sharing of risk, to fill the void of the departed money center banks and life insurance companies.  This trend is likely the result of a better comfort level associated with "local" projects and well known local borrowers, and the fact that these smaller lenders probably did not participate in the sub-prime and securitization markets that wiped out liquidity and the ability of the traditional commercial real estate lenders to remain active.

Sprink can be reached at 760-931-4731, tsprink@fnf.com www.uccplus.com

