Commercial Joins
the Credit Meltdown

t was inevitable.The consumer
Iinduced global credit crisis,
beginning with the subprime
residential mortgage nightmare
and closely followed by height-
ened defaults in most other
forms of consumer lending, has
taken hold of commercial real
estate lending.The severity of
the problem has virtually shut
down what was previously a
very liquid market.

Where financial institutions
were once able to sell loans and
re-lend the proceeds of those
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Over the past 90 days,
our lending market bas

changed dramatically.

sales, over and over, no viable
market currently exists for the
sale of most any type of loan.

The almost universal decline in
residential real estate values is
beginning to spread to the com-
mercial sector. Over the past 90
days, our lending market has
changed dramatically.

A recent Federal Reserve survey
of senior loan officers in banks
is telling. Eighty percent of the
banks responding indicated that
they have tightened terms on
commercial real estate loans.

This is the highest percentage
since this question was added to
the survey in 1990. Over one
half of the banks responding
reported weaker demand. The
survey covered the 90 day period
ending January 31, 2008.This is
consistent with our experience
in our lending area.

News reports are beginning to
surface indicating increased
defaults with loans packaged in
commercial mortgage backed
securities, the commercial
cousins to securities stuffed
with those wonderful subprime
residential mortgages that have

Jim Davis, President, Southland EDC and NADCO
Director At-large

thus far resulted in something
like $100 billion in losses world-
wide. And that story hasn’t
come close to playing out yet.

We can only hope that holders
of the commercial backed secu-
rities don’t suffer losses of the
same magnitude.

The result for the 504 Program
has been a mixed bag.Thanks to
the government guarantee, the
securities our loans are placed
in each month still have buyers.

The bad news, though, is the
higher interest rate spread
demanded by investors, due to
the uncertainty caused by
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President’s Message,

the credit crisis, has resulted in
higher interest costs for our
borrowers that wouldn’t have
been there were it not for the
current crisis.

To my knowledge, there
hasn't been an appreciable
increase in 504 loan defaults.

Thankfully, the impact of this
added spread has been negated
by the recent Federal Reserve
interest rate cuts. And, to my
knowledge, there hasn’t been
an appreciable increase in 504
loan defaults. However, the
situation is tenuous.

We haven’t seen any problems
in our loan portfolio as of yet.
In fact, our delinquency rate is
currently lower than it was a
year ago. But with the current
credit environment and the
economy headed for what I
believe is a certain recession,
problems will arise, no matter
how good your credit analysis is.

Loan quality is more
important than ever.

For the preservation of the 504
Loan Program, it is absolutely
critical that we, as an industry,
acknowledge the realities of
the economy and the pressures
on real estate values, and lend
accordingly.

The 10% equity cushion in our
typical transaction doesn’t go
very far in today’s market.
Anyone who bought a sub-
prime based mortgage bond
will vouch for that. It’s not a
time to chase numbers; it’s
time for restraint, for sound
underwriting, for quality loan
transactions.
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It is absolutely
critical that we, as an
industry, acknowledge

the realities of the

econom)y.

I don’t know about you but
after all that has happened
over the past year in the credit
markets, I'd have a difficult
time sitting before a congres-
sional committee and saying I
didn’t see it coming.m

NADCO Members:

There's an Election Coming...
No, the Other One.

ince last May;, it has been an

honor and a privilege to
represent the NADCO
Membership as an At-Large
Director on the NADCO Board.

We have accomplished a lot
in those few months. On the
tech issues front, we provided
the SBA with a comprehensive
update and revision of

SOP 50 10 4.

I chaired the group working on
Sub-Part A of the SOP wherein
we integrated all changes and
updates provided in tech issues
memos since the original SOP
was published in 1999! A mon-
umental undertaking, we
assembled a group of experts
from the CDC industry that did
a superb job.
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We presented this body of
work to the SBA last June. It
would become the starting
point for the agency to begin
the re-write of this outdated
and extremely cumbersome
document.The new 50 10 SOP
should be out of SBA clearance
and out for comment early
this spring.

Apparently, the SBA liked what
they saw. Not only did they tell
us so, they have since asked for
a similar review of the loan
servicing SOP, 50 50 4. So the
tech issues committee is at

it again, with a scheduled
completion of the project
this March.

As an At-Large Director,
my responsibility extends
to the entire membership
of NADCO.

I promised to attend all of the
NADCO Regional Meetings
and was able to follow through
on the promise. I had an
opportunity to meet with
many of you to discuss your
needs and concerns and bring
those issues to the Association.
Three meetings in a little over
five weeks are a bit much but
thanks to my superb staff, [
was barely missed. Wonder
what they are trying to tell me?

Our individual success
depends on the actions
of all CDCs.

Perhaps most important to me
were the issues of loan quality
and ethics becoming high
priorities of the Association for
fiscal year 2008. I've ranted
about these issues for years
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and made them my campaign
emphasis last year.

In that our individual success
depends on the actions of all,
quality was and continues to
be a major priority if we want
the 504 Program to grow and
succeed. Prudent loan making
has never been more impor-
tant than it is now, given the
state of the economy and the
global credit markets.

We must do all we can to influ-
ence our peers to make quality
loans and support the SBA in
its oversight efforts.

Much has been accomplished
but there is still much to do.

I have therefore decided to run
for re-election for At-Large
Director this year. We must keep
the pressure on those who
believe loan numbers are more

important than loan quality.

More than any time in the past
6 or 7 years, credit quality is
most important.To me, with
all that’s going on in the credit
markets, this seems obvious.
And yet, there are still those
CDCs who are selfishly driven
by principals that may prove
destructive to the entire
industry.

I hope | can count on your
support.

Southland EDC Staff News

Robert Dodge Wins Award

Robert Dodge received the
Director’s Award of Excellence
from Adalberto Quijada, SBA

Santa Ana District Director.m

Welcome New Staff Member,
Stephanie Arrazola

Stephanie, our new Loan
Closing Coordinator, is a

recent graduate of California
State University at Fullerton
where she received a Bachelor of
Arts in Business Administration.
Her personal interests include
reading, shopping, watching
movies and traveling.m
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2008 DIRECTORS & OFFICERS

Patricia Nunn
MBIA Muni Services, Inc.
Chairman

Lydia Salvetta
National Hispanic Business
Women Association
First Vice Chairman

Larry Clapp
Wells Fargo Bank
Second Vice Chairman

James R. Davis
Southland Economic
Development Corp.

President

Bill Gobbell
SCORE
Secretary and Treasurer

Ronald D. Stumpf
Elliott, Lewis, Lieber
& Stumpf
Immediate Past
Chairman

Steve Dafnis
flexSCAN, Inc.
Director

David R. Edgar
City of Fontana
Director

Doug Hargraves
Wells Fargo Bank
Director

Kim Luu
Merrill Lynch
Director

Dan Moynihan
California Bank & Trust
Director

Melanie Smith
Bank of America
Director
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Staff Directory

ORANGE COUNTY

400 N. Tustin Ave., Suite 375
Santa Ana, CA 92705

Phone: (714) 647-1143

Fax: (714) 953-0944

SAN DIEGO COUNTY

9663 Tierra Grande St., Suite 102
San Diego, CA 92126

Phone: (858) 578-1504

Fax: (858) 578-2504

Jim Davis Ex. 225
President

jd@southlandedc.com

John Welton Ex. 227

VP Loan Operations
jwelton@southlandedc.com

Matt Davis Ex. 223
VP Loan Production
mdavis@southlandedc.com
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Pam Albo Ex. 224 Maria Mata Ex. 221
VP Administration Loan Officer, San Diego
pama@southlandedc.com mmata@southlandedc.com

Robert Dodge Ex. 228 Patrick Richey Ex. 235
Sr. Loan Officer Credit Analyst
rdodge@southlandedc.com prichey@southlandedc.com

Mayra Soto Ex.230 | Hilda Venegas Ex. 232
Loan Officer Loan Servicing Coordinator
msoto@southlandedc.com hvenegas@southlandedc.com

Dot McNiff Ex.222 | Javier Jimenez Ex. 236
Accounting Coordinator Business Loan Representative
dmeniff@southlandedc.com jjimenez@southlandedc.com
Beatriz Marino Ex. 221 Stephanie Arrazola Ex. 234
Loan Servicing Coordinator Loan Closing Coordinator
bmarino@southlandedc.com sarrazola@southlandedc.com

Lori Lilly Ex. 238

Loan Servicing Supervisor

llilly@southlandedc.com

Matt VanderMeer Ex. 237

Loan Officer

mvandermeer@southlandedc.com
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