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As the commercial real estate (CRE) market braces for a significant wave of low-interest
loans set to mature, stakeholders are confronted with a complex landscape shaped by
rising interest rates and pronounced challenges in the office sector. These conditions,
coupled with high leverage levels, create critical pressure points that not only pose risks
but also unveil unique opportunities. Experienced credit managers armed with fresh
capital stand poised to capitalize on these dynamics, offering the potential for equity-like
returns with lower risk and possible downside protection. A comprehensive understanding
of potential outcomes at loan maturity is essential for investors navigating the decisions
that lie ahead. This paper will explore the three primary outcomes that can occur when a
commercial real estate loan reaches maturity: loan payoff, foreclosure or deed in lieu and
loan modification or restructuring.
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1. Loan payoff through refinancing or property sale

The most straightforward and desirable outcome is the full repayment of the loan at
maturity. This typically occurs with properties that are stable and performing well. In these
cases, the sponsor may opt to refinance the loan using long-term, fixed-rate debt, such
as commercial mortgage-backed securities (CMBS), or secure financing through
government-sponsored enterprises (GSEs) like Fannie Mae or Freddie Mac. Successful
refinancing depends on favorable market conditions, such as low interest rates and high
property values, as well as the financial health of the property. Alternatively, the sponsor
may choose to sell the property, which provides immediate liquidity to retire the existing
debt. This strategy is often employed when the market is favorable for sellers or when the
sponsor needs to adjust asset allocations. Ultimately, the decision to refinance or sell
depends on current market trends, the sponsor’s investment goals and the asset’s
financial outlook.

2. Foreclosure or deed in lieu

This outcome occurs when the lender takes control of the property, either through
foreclosure or a voluntary transfer by the sponsor, known as a deed in lieu of foreclosure.
Foreclosure happens when the sponsor defaults on the loan and stops making payments,
prompting the lender to initiate legal proceedings to recover the loan balance.
Alternatively, a deed in lieu offers a less adversarial solution: The sponsor, recognizing
that their equity is unlikely to retain value, voluntarily transfers the property title to the
lender. This approach can help both parties avoid the time and expense associated with
foreclosure proceedings.

To navigate this scenario effectively, borrowers should realistically assess their property’s
value and future prospects. If foreclosure seems unavoidable, exploring a deed in lieu
transaction can provide a more amicable resolution and minimize costs. Lenders, on the
other hand, must be prepared to take over and manage the asset post-foreclosure,
ensuring they have the resources and expertise to maximize its value.

3. Loan modification or restructuring

When foreclosure is not a preferred option, lenders and sponsors may explore modifying
the loan’s terms as an alternative. This approach typically involves negotiating changes
such as extending the loan’s maturity, reducing interest rates or adjusting repayment
schedules. These modifications provide the sponsor with additional time to stabilize their
financial situation or capitalize on improving market conditions.

The specifics of a loan modification depend on several factors, including the amount of
outstanding debt, the sponsor’s equity investment, the quality of the underlying asset and
the sponsor’s experience. By tailoring the terms to the unique circumstances, this option
can mitigate the negative consequences of foreclosure for both parties. It is particularly
advantageous when the sponsor remains optimistic about the property’s future
performance and anticipates favorable market trends.

Loan modification or restructuring offers a flexible and collaborative solution, benefiting
both lenders, who can avoid the cost and complexity of foreclosure and borrowers, who
gain an opportunity to retain ownership and rebuild value.
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Successful loan modification hinges on open and transparent communication between
borrowers and lenders. Borrowers should present a detailed and realistic plan for the
property’s future, demonstrating their commitment to restoring stability and value.
Lenders, in turn, should approach the process with flexibility, considering tailored solutions
that align with the borrower’s circumstances and market conditions. By fostering
collaboration, both parties can achieve a mutually beneficial outcome—preserving the
property’s value while supporting long-term success for all stakeholders involved.

Conclusion

The maturity of a commercial real estate loan represents a pivotal moment for borrowers,
lenders and investors. The resolution—whether refinancing, sale, foreclosure or
restructuring—depends on a combination of economic conditions, market dynamics and
strategic financial planning. To navigate this critical juncture, stakeholders must remain
proactive and adaptable, leveraging a deep understanding of potential outcomes to make
informed decisions. By embracing challenges as opportunities, investors can position
themselves to preserve value, seize growth opportunities and ensure long-term stability,
even amid market uncertainty.

WHAT ARE THE RISKS?
Past performance does not guarantee future results. All investments involve risks, including possible loss of principal.

Risks of investing in real estate investments include but are not limited to fluctuations in lease occupancy rates and operating expenses,
variations in rental schedules, which in turn may be adversely affected by local, state, national or international economic conditions. Such
conditions may be impacted by the supply and demand for real estate properties, zoning laws, rent control laws, real property taxes, the availability
and costs of financing and environmental laws. Furthermore, investments in real estate are also impacted by market disruptions caused by
regional concerns, political upheaval, sovereign debt crises and uninsured losses (generally from catastrophic events such as earthquakes, floods
and wars). Investments in real estate related securities, such as asset-backed or mortgage-backed securities are subject to prepayment and
extension risks.

Fixed income securities involve interest rate, credit, inflation and reinvestment risks, and possible loss of principal. As interest rates rise, the value
of fixed income securities falls. Changes in the credit rating of a bond, or in the credit rating or financial strength of a bond'’s issuer, insurer or
guarantor, may affect the bond’s value. Low-rated, high-yield bonds are subject to greater price volatility, illiquidity and possibility of default.
Equity securities are subject to price fluctuation and possible loss of principal.

An investment in private securities (such as private equity or private credit) or vehicles which invest in them, should be viewed as illiquid and
may require a long-term commitment with no certainty of return. The value of and return on such investments will vary due to, among other
things, changes in market rates of interest, general economic conditions, economic conditions in particular industries, the condition of financial
markets and the financial condition of the issuers of the investments. There also can be no assurance that companies will list their securities on a
securities exchange, as such, the lack of an established, liquid secondary market for some investments may have an adverse effect on the market
value of those investments and on an investor’s ability to dispose of them at a favorable time or price.

Diversification does not guarantee a profit or protect against a loss.

3 The maturity dilemma: Analyzing potential outcomes for maturing CRE loans



IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be
reproduced, distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as of the publication date

and may change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and
may differ from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis
of every material fact regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy,
stock market, bond market or the economic trends of the markets will be realized. The value of investments and the income from them can go
down as well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee
of future performance. All investments involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in
that connection and, as such, is provided to you incidentally. Data from third-party sources may have been used in the preparation of this material
and Franklin Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained from
sources that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete

or condensed and may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor

be construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities

(if any) is not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this
information and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user.

Products, services and information may not be available in all jurisdictions and are offered outside the US by other FT affiliates and/or their
distributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for
further information on availability of products and services in your jurisdiction.

Brazil: Issued by Franklin Templeton Investimentos (Brasil) Ltda., authorized to render investment management services by CVM per Declaratory Act n. 6.534, issued on October 1,2001. Canada:
Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1500 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca. Offshore Americas:

In the US, this publication is made available by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906. Tel: (800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free)
and Fax: (727) 299-8736. US: Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com. Investments are not FDIC insured;
may lose value; and are not bank guaranteed.

Issued in Europe by: Franklin Templeton International Services S.a rl. - Supervised by the Commission de Surveillance du Secteur Financier - 8A, rue Albert Borschette, L-1246 Luxembourg -

Tel: +352-46 66 67-1, Fax: +352-46 66 76. Poland: Issued by Templeton Asset Management (Poland) TFI S.A; Rondo ONZ 1; 00-124 Warsaw. Saudi Arabia: Franklin Templeton Financial Company,

Unit 209, Rubeen Plaza, Northern Ring Rd, Hittin District 13512, Riyadh, Saudi Arabia. Regulated by CMA. License no. 23265-22. Tel: +966-112542570. All investments entail risks including loss of principal
investment amount. South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an authorized Financial Services Provider. Tel: +27 (21) 8317400, Fax: +27 (21) 8317422. Switzerland:
Issued by Franklin Templeton Switzerland Ltd, Stockerstrasse 38, CH-8002 Zurich. United Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated by the
Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, UAE. Tel: +9714-4284100, Fax:
+9714-4284140. UK: Issued by Franklin Templeton Investment Management Limited (FTIML), registered office: Cannon Place, 78 Cannon Street, London ECAN 6HL. Tel: +44 (0)20 7073 8500. Authorized
and regulated in the United Kingdom by the Financial Conduct Authority.

Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47,120 Collins Street, Melbourne, Victoria 3000.
Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 62/F, Two IFC, 8 Finance Street, Central, Hong Kong. Japan: Issued by Franklin Templeton Investments Japan Limited. Korea:
Issued by Franklin Templeton Investment Trust Management Co., Ltd., 3rd fl, CCMM Building, 12 Youido-Dong, Youngdungpo-Gu, Seoul, Korea 150-968. Malaysia: Issued by Franklin Templeton
Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document has not been reviewed by Securities Commission Malaysia. Singapore: Issued by
Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #38-03 Suntec Tower One, 038987, Singapore.

Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.

The views and opinions expressed are not necessarily those of the broker/dealer; or any affiliates. Nothing discussed or suggested should be construed as permission to supersede or circumvent
any broker/dealer policies, procedures, rules and guidelines.
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