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Commercial mortgage loans (CMLs) represent a private alternative asset class that offer attractive

attributes to complement traditional fixed income portfolios. For many years, U.S. insurance

companies have made sizable allocations to CMLs and, in particular, investment grade CMLs (IG

CMLs) to achieve capital efficient returns and diversification benefits. In recent years, CMLs have

attracted a broader array of investors, including non-U.S. investors and liability-driven investors like

pension plans.

The appeal of CMLs stems from four key benefits they

deliver, as outlined in more detail on the following
pages:
* Enhanced income through a persistent yield
premium

¢ Good diversification with other asset classes and

within the asset class

* A track record of resilient performance in petiods
of market volatility

* A sizable market that allows for easy capital
deployment and diversification

Given these compelling characteristics, we believe IG
CMLs should be considered by investors seeking to
achieve higher income and increase the durability of
their investment grade fixed income portfolios.

Investment Grade Commercial
Mortgage Loans

Directly originated senior
mortgage loans secured by cash
flowing commercial and

multifamily real estate

Fixed and floating rate loans
with loan-to-value ratios typically
65% or less and which benefit
from existing in place cash flow

5—20-year loan terms, often with

amotrtization

Private loans structured to

improve credit rating over time
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1 | APersistent Yield Premium origination model. In addition to delivering a spread
premium at origination, IG CMLs can earn additional

IG CML strategies seck to deliver a maximum yield income through origination and servicing fees, as well

. . . repayment fees that are often requir rt of
premium over comparably rated corporate credit. This as prepayment fees that are often required as part o

. . the loan terms. All these fee streams help to increase
premium has proven to be persistent across market
cycles (Exhibit 1) and has averaged +/- 70 basis

points (bps) over the last 15 years. Active managers also have opportunities to enhance

the overall income premium that IG CMLs provide.

Unlike other yield enhancers that provide higher IG CMLs’ yield premium further by carefully sclecting

: . . . investments, structuting to mitigate credit losses and
income to compensate investors for increased risk and

greater volatility of returns, IG CMLs offer added skillfully negotiating loan documents.

income primarily because of their lower levels of
liquidity and the complexities of the market’s direct

Exhibit 1: Persistent Yield Premium

Private Real Estate Credit Spreads Higher Than Spreads on Investment Grade Credit Strategies (Basis Points)
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Source: Bloomberg, Giliberto-Levy, PGIM Real Estate. As of December 2022.
Note: IG CMLs ate represented by the G-L 1 Index. The index’s components are fixed-rate commercial mortgage loans held on balance sheets of institutions such as
life insurance companies and pension funds. Index spreads are a market-value-weighted blend of office, apartment, retail, industrial, lodging, mixed-use and other

miscellaneous property types. Index performance tracks senior loans only; it does not include construction loans, mezzanine and other subordinate instruments and
bridge loans.
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2 | AGood Source of Diversification

Many investors are looking to improve the resiliency of
their fixed income allocations. Increasing
diversification can support their goal, and 1G CMLs
can serve as good diversifiers for several reasons, as
illustrated in Exhibit 2.

Stable long-term returns. Over the past 15 years, IG
CMLs, as measured by the Giliberto-Levy Commercial
Mortgage Performance Index (G-L Index), have
outperformed corporate bonds and commercial
mortgage-backed securities (CMBS) from a total return
perspective, reflecting both the income delivered and

changes in market value.

Lower levels of risk. Although not immune from
volatility, IG CMLs have historically been much less
volatile than corporate bonds and other publicly traded

securities like CMBS. As the long-term period
examined in Exhibit 2 shows, the standard deviation
of returns for IG CMLs was lower, and often
considerably so, than that of a range of other major
fixed income asset classes. Comparing the risk level of
1G CMLs to high yield bonds and CMBS also reveals
that IG CMLs delivered their yield premium without
the additional risk those other yield enhancers bring.

Strong risk-adjusted returns. The combination of
solid returns with low levels of risk explains why I1G
CMLs delivered Sharpe ratios that were close to

double those of other fixed income indices over this

period.

Lower correlations with other fixed income asset
classes. IG CMLs also have attractive correlations
with other fixed income assets, and particulatly low
correlations with 1G corporate bonds and high yield
debt.

Exhibit 2: Diversification to Public Fixed Income Securities (Total Return and Volatility, January 2008 to December 2022)
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Note: Past performance is not a guarantee or a reliable indicator of future results. G-L 1 Index returns represent Giliberto-Levy Commercial Mortgage Performance Index Total
Returns; A Corporate Bonds represented by the A-rated subset of the Bloomberg U.S. Investment Grade Corporate Bond Index; BBB Corporate Bonds represented by the BBB-rated
subset of the Bloomberg U.S. Investment Grade Corporate Bond Index. Commercial Mortgage-Backed Securities represented by the Bloomberg CMBS ERISA-Eligible Index. EM USD
denominated Corporate Debt represented by the Corporate subset of the Bloomberg EM USD Aggregate Index, which includes USD denominated debt from sovereign, quasi-
sovereign and corporate EM issuers. Sharpe Ratio calculated by subtracting the U.S. Treasury 90-day T-bill from annualized performance over that period, divided by the standard
deviation of index returns. Annualized return period starts 15 years ago, beginning in January 2008.
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While investors have traditionally looked to asset
classes like high yield bonds, CMBS or emerging
markets debt for additional income, their yield premia
come with considerable additional risk that can
increase the volatility of a portfolio. IG CMLs have
historically not required that trade-off. Their strong
risk-adjusted returns and their attractive correlations
with other fixed income asset classes provide evidence
of the diversification and stability that IG CMLs can
bring to a portfolio.

3 | Fewer Losses and Downside Protection

IG CMLs also appeal to investors because of the
defensive characteristics offered by their structural
attributes.

As senior loans with a priority in property level cash
flow, IG CMLs offer a “floot” to losses based on the
intrinsic value of the real property collateral. IG CMLs
tend to focus on high-quality existing assets with in-
place cash flow capable of supporting debt service
costs. Lease payments supporting the assets also flow
from a diverse set of tenants across the U.S. economy
offering both granularity and diversity across a

Exhibit 3: Lower Losses Over Time

Losses from 2008-2022 (%)
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porttfolio of assets.

1G CMLs are also directly originated, affording
thoughtful investors the ability to carefully select
sponsors, assets and structures that mitigate risk.
Originating directly allows an investor to structure loan
terms on a bespoke basis to address unique risks to the
cash flow during the term of the loan, such as a major
lease expiration or completion of a capital
improvement plan. IG CMLs also typically prohibit
subordinate debt, reducing the number of
counterparties at the bargaining table and maximizing
the amount of sponsor equity in the property, both of
which improve outcomes in the event a loan comes
under stress and reduce the incidence of foreclosure.

These attributes contribute to a favorable loss profile
relative to IG corporate bonds as shown in Exhibit 3,
which utilizes PGIM Real Estate IG CML loss data to
demonstrate IG CML losses. As shown, realized losses
for IG CMLs are lower on average (3bps versus 10bps
from 2008-2022) and in most time periods than
investment grade corporate bond losses for the same
time period. Those lower losses, combined with the
spread premium captured at origination, further drive
outperformance.

-0.05%

mmmm |G CMLs = |G Corporates

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
=== |G CMLs Average

|G Corporate Average

Note: Past performance is not a guarantee or a reliable indicator of future results. IG Corporates: Annual loss rates and average for equivalent corporate bond losses are from 2008-2022, as
published in the 2022 Moody’s Annual Default Study. IG CMLs: PGIM Real Estate’s loss experience from 2008-2022 for loans rated investment grade by proprietary Quality Rating Model. PGIM
Real Estate’s proprietary ratings are reviewed independently by an outside auditor, but they are not approved by a ratings agency and are therefore intended for investor reference only.
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4 } A Substantial, Scalable Market collateralized loans with a diverse range of durations,
o underlying property types (including apartments,
industrial, retail and office buildings) and large

Even though IG CMLs are a private asset class, they

constitute a large market in the U.S. By our estimates, metropolitan arcas. In addition, the underlying tenancy

the overall commercial and multifamily mortgage of the collateral represents a cross section of U.S.

matket, with approximately $4.5 trillion in mortgages credit profiles including U.S. households. The size of

outstanding as of 2022, is comparable to the size of the the market and its diversification potential enable

non-financials corporate bond market (Exhibit 4). investors to deploy capital into asscts with the

That size means investors can easily deploy capital into attributes most appropriate for their allocations

1G CMLs while still maintaining diversified exposure. without being forced to simply “buy the market.

New originations of IG CMLs provide exposure to

Exhibit 4: A Large and Scalable Market

Annual Mortgage Loan Originations (US$ billion) vs.

’ ° Mortgage Loans Outstanding (US$ million) vs.
Investment Grade Non-Financial Corporate Bond Issuances
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= CRE Debt Originations = Commercial & Multifamily Mortgage Debt Outstanding

Note: Past performance is not a guarantee or a reliable indicator of future results. LHS: CRE Debt Source: Overall CRE market estimate from Mortgage Bankers Association as of
December 31, 2022; IG Corp Source: SIFMA as of December 31, 2022. Private Placement Originations Source: Private Placement Monitor, as of December 31, 2021. RHS: IG
corporate bond amount outstanding excludes the financial sector and is as of December 31, 2022; Source: Bloomberg Barclays. Commercial & Multifamily Mortgage Debt Outstanding
represents the average quarterly outstanding figures as of September 30, 2022; Source: Mortgage Bankers Association.
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A Positive Outlook for CMLs

Amidst an uncertain and volatile investing
environment, an allocation to IG CMLs remains an
attractive and powerful diversification tool for fixed
income portfolios, and now is a constructive entry
point for the asset class given the recent increase in
yields. IG CMLs have performed well in similar
environments and are diversified from other fixed
income alternatives, suggesting an allocation will help
to buffer portfolios from continued volatility.

In addition, the current environment offers attractive
yields combined with lower loan-to-value ratios.
Broader market concerns about credit availability and
its impact on commercial real estate values are
currently weighing on the real estate sector. This
negative sentiment is driving spreads higher and
generating investment opportunities where risk is
mispriced. In addition, banks have pulled back their
lending appetites and tightened credit standards, and
new CMBS issuance has declined significantly. These
market conditions can produce strong risk-adjusted

returns for investors with capital to deploy, access to
meaningful deal flow, disciplined and proven credit
analysis and broad insight into real estate
fundamentals.

A Compelling Case for Inclusion in Portfolios

1G CMLs represent an appealing alternative
investment grade asset class. All their attributes,
ranging from strong risk-adjusted returns to downside
protection in a large and scalable market, demonstrate
why they can be a compelling complement to
traditional fixed income assets. Current market
conditions may also present an attractive entry point
into the asset class. We strongly believe institutional
investors can benefit from using these diversifiers as a
fundamental allocation within their credit portfolios.
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Important information

For Professional and Institutional Investors only. All investments involve risk, including the possible loss of capital. Past performance and
target returns are not a guarantee and may not be a reliable indicator of future results.

© 2023 PGIM Real Estate is the real estate investment management business of PGIM, the principal asset management business of Prudential
Financial, Inc. (“PFI”), a company incorporated and with its principal place of business in the United States. PGIM is a trading name of PGIM, Inc. and
its global subsidiaries. PGIM, Inc. is an investment adviser registered with the U.S. Securities and Exchange Commission (the “SEC”). Registration
with the SEC does not imply a certain level of skill or training. PFI of the United States is not affiliated in any manner with Prudential plc, incorporated in
the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom. Prudential, PGIM, their
respective logos and the Rock symbol are service marks of PFl and its related entities, registered in many jurisdictions worldwide. In the United
Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM
Limited is authorised and regulated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). In the
European Economic Area (“EEA”), information is issued by PGIM Luxembourg S.A. with registered office: 2, Boulevard de la Foire, L-1528
Luxembourg. PGIM Luxembourg S.A. is authorised and regulated by the Commission de Surveillance du Secteur Financier (the “CSSF”) in
Luxembourg (registration number A00001218) and operating on the basis of a European passport. These materials are issued by PGIM Limited and/or
PGIM Luxembourg S.A. to persons who are professional clients as defined under the rules of the FCA and/or to persons who are professional clients
as defined in the relevant local implementation of Directive 2014/65/EU (MiFID I1). PGIM operates in various jurisdictions worldwide and distributes
materials and/or products to qualified professional investors through its registered affiliates including, but not limited to: PGIM Real Estate (Japan) Ltd.
in Japan; PGIM (Hong Kong) Limited in Hong Kong; PGIM (Singapore) Pte. Ltd. in Singapore; PGIM (Australia) Pty Ltd in Australia; PGIM Luxembourg
S.A., and PGIM Real Estate Germany AG in Germany. For more information, please visit pgimrealestate.com.

GENERAL/CONFLICTS OF INTEREST

These materials represent the views, opinions and recommendations of the author(s) regarding the economic conditions, asset classes, securities,
issuers or financial instruments referenced herein. Distribution of this information to any person other than the person to whom it was originally
delivered and to such person’s advisers is unauthorized, and any reproduction of these materials, in whole or in part, or the divulgence of any of the
contents hereof, without prior consent of PGIM Real Estate is prohibited. Certain information contained herein has been obtained from sources that
PGIM Real Estate believes to be reliable as of the date presented; however, PGIM Real Estate cannot guarantee the accuracy of such information,
assure its completeness, or warrant such information will not be changed. The information contained herein is current as of the date of issuance (or
such earlier date as referenced herein) and is subject to change without notice. PGIM Real Estate has no obligation to update any or all of such
information; nor do we make any express or implied warranties or representations as to the completeness or accuracy or accept responsibility for
€rrors.
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Important information (continued)

These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other
financial instrument or any investment management services and should not be used as the basis for any investment decision.
Past performance is no guarantee or reliable indicator of future results. No liability whatsoever is accepted for any loss
(whether direct, indirect, or consequential) that may arise from any use of the information contained in or derived from this
report. PGIM Real Estate and its affiliates may make investment decisions that are inconsistent with the recommendations or
views expressed herein, including for proprietary accounts of PGIM Real Estate or its affiliates.

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not
intended as recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No
determination has been made regarding the suitability of any securities, financial instruments or strategies for particular clients or
prospects. For any securities or financial instruments mentioned herein, the recipient(s) of this report must make its own independent
decisions.

Conflicts of Interest: Key research team staff may be participating voting members of certain PGIM Real Estate fund and/or product
investment committees with respect to decisions made on underlying investments or transactions. In addition, research personnel may
receive incentive compensation based upon the overall performance of the organization itself and certain investment funds or products.
At the date of issue, PGIM Real Estate and/or affiliates may be buying, selling, or holding significant positions in real estate, including
publicly traded real estate securities. PGIM Real Estate affiliates may develop and publish research that is independent of, and different
than, the recommendations contained herein. PGIM Real Estate personnel other than the author(s), such as sales, marketing and
trading personnel, may provide oral or written market commentary or ideas to PGIM Real Estate’s clients or prospects or proprietary
investment ideas that differ from the views expressed herein. Additional information regarding actual and potential conflicts of interest is
available in Part 2 of PGIM’s Form ADV.

INFORMATIONAL PURPOSES

These materials are for informational or educational purposes. In providing these materials, PGIM (i) is not acting as your
fiduciary and is not giving advice in a fiduciary capacity and (ii) is not undertaking to provide impartial investment advice as
PGIM will receive compensation for its investment management services.

These materials do not take into account the investment objectives or financial situation of any client or prospective clients. Clients
seeking information regarding their particular investment needs should contact their financial professional.

The information contained herein is provided on the basis and subject to the explanations, caveats and warnings set out in this notice
and elsewhere herein. Any discussion of risk management is intended to describe PGIM Real Estate’s efforts to monitor and manage
risk but does not imply low risk.

These materials do not purport to provide any legal, tax or accounting advice. These materials are not intended for distribution to or use
by any person in any jurisdiction where such distribution would be contrary
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