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MISSION DRIVE

Investors May Leverage Existing Expertise in Assessing Solar Exposures

The emergence of commercial solar securitizations should allow both
ABS and CMBS investors to deploy their expertise to diversify into a new
segment. CRE-oriented investors could leverage existing views on market
fundamentals and property type performance as solar increasingly becomes
ingrainedincommercial properties. Inturn, ABSinvestorsalready comfortable  Headquarters Address:
with residential solar exposure could apply their investment approach to g\gzdfh"i“r‘éif;“nﬁesl'z'::Fl
commercial solar power purchase agreements (“PPA”) or alternative contract ., York, NY 100'17
types such as community solar. Solar deals also feature credit enhancement

mechanisms and structural features common in other ABS segments, such as

overcollateralization or liquidity reserve accounts. All told, investors may find

interest in solar collateral as they look to reduce exposure to segments exposed to headline risks
such as office, consumer loan ABS, or single-family rentals.
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We expect to see more commercial solar deals popping up on the heels of the two transactions
priced in recent months. DSD 2022-1A issued $112.5 million single-A-minus class and $42.5
million single-B class back in December 2022 (Figure 1). Earlier last year BREN 2022-1 priced its
$266.5 million single-A-minus and $135.5 million triple-B-minus classes to the tune of 205bp
and 320bp over Treasury benchmark. Both sponsors should have programmatic issuance. Other
commercial solar operators, such as Pivot Energy, reportedly are also gearing up to tap securitized
markets soon.

Figure 1. Solar ABS Issuance and Spreads
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Secular Trends Support CRE Solar, Amid Some Incentive Hurdles

Secular trends and ample anecdotal evidence suggest investors increasingly will see solar
components across multiple CRE property segments. Commercial solar operators client lists
include notable retail and hotel companies such as Home Depot, Whole Foods, Marriot, IHG
and others. Self-storage and data center landlords may be particularly interested in adding solar
panels to their properties to reduce operating costs.! For example, Public Storage highlighted in
recent filings its investments in solar power as helping to decrease utility costs. PSA, the largest
self-storage facilities owner, installed solar at 200+ properties in Q1 2023. The REIT will look to
complete 1,000+ property installations in the next three years.

In turn, office landlords may face strong incentives, or even regulatory requirements, to put in
on-site solar panels. A recent example is Boston’s administration initiative to adopt a strict new
energy code that would prod landlords to install solar panels, among other requirements. The
code can reportedly become effective in January 2024. California and New Jersey are also set to
include solar-ready requirements for commercial buildings. On-site solar currently accounts for
less than 1% of commercial electricity demand, according to Wood Mackenzie/SEIA.

One hurdle for wide adoption of solar in commercial properties could be divergent incentives
among landlords and tenants. Solar installations typically require significant capital investments.
Because it is mostly the tenants that benefit from utility cost reductions, landlords may have
limited incentive to pursue solar projects. In a similar vein, interested tenants may not be able
to force or negotiate installations on properties they do not own. This “split incentive” challenge
might be particularly knotty in net lease situations, where the tenants are responsible for all utility
costs. Still, market participants may develop economic arrangements to address the issue. Solar
panel operators could offer programs that reduce or eliminate landlords’ capex requirement.
Landlords may also now find it advantageous to pursue installations to attract tenants with the
promise of lower energy bills or to meet ESG goals.

Solar Deals May Feature Familiar Properties or Submarkets

Some of the sites the recent commercial solar ABS deals featured suggest how investors can
incorporate CRE views as they analyze new exposures. For example, one of the DSD 2022-1A
top exposures is Windward Mall in Kaneohe, HI. The property itself is not securitized. But several
other malls in the area are, including Ala Moana Center ($2.4 billion, BPR 2022-OANA), which
is about 13 miles away. Another solar project in the DSD deal is in a Home Depot location in
Hackensack Commons, NJ. The 111K sf store is the largest tenant (40.4% of NRA) in the shopping
center, the fifth largest exposure in BANK 2017-BNK9. Other large, securitized retail locations have
also installed solar panels, with Garden State Plaza (5525 million, RBSCF 2013-GSP and WFRBS
2013-C18) as one example.

1 See “Self-Storage: Aspects to Watch as Performance Decelerate,” Securitized Products Special Topics, Academy Securities, February 2, 2023,
and “Data Centers: A Strong Segment Juggles ABS and CMBS,” Securitized Products Special Topics, Academy Securities, October 4, 2022
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https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Storage.pdf
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At the same time, assessing solar collateral will feature distinctive aspects compared to
traditional property analysis. Notably, the recovery value on the underlying solar equipment
could be minimal or zero. It may be difficult to find a replacement tenant for commercial solar
locations, according to rating agencies. Solar rating models typically do not assume reassignments

or recoveries on solar defaults.

Shifting Collateral Composition

Solar ABS deals may continue to see shifts in their pool compositions. Residential solar pools
included loans, leases, and PPAs. Commercial deals may also include community solar cashflows
following the DSD issuance. A little over 44% of DSD pool was backed by community solar
programs, where the panels reside off-site (Figure 2). Community solar is poised to grow by 11%

annually through 2027, according to Wood Mackenzie/SEIA.

Figure 2. Solar Collateral Breakdown by Contract Type and State - DSD 2022-1A
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The DSD collateral geographical composition alludes to the elevated concentration of commercial
solar. Four markets — California, lllinois, New Jersey, and New York — accounted for 62% of
commercial solar installations in 2022. Community solar has also been concentrated, with New
York making up 52% of installations last year. But new state markets such as Virginia, New Mexico,
and Delaware should see projects coming online in 2023, potentially diversifying the geographic

exposure of commercial solar deals.




ACADEMY
SECURITIES

MISSION DRIVEN

Commercial Solar ABS: Emergent Segment to Alleviate Headline Risks

Academy Securitized Products Research Recent Reports
Securitized Products Special Topics:

Multifamily CRT: Limited Credit Risk on Synthetic Exposures

OC Triggers: Subtle Thresholds Come to the Fore As Collateral Stress Builds Up

Cell Towers: Lender-Friendly Features Dovetail with Secular Tailwinds

Timeshare ABS: Exposure to Favorible Hospitality Segments

Self Storage: Aspects to Watch as Performance Decelerates

Transitional Multifamily: Collateral Migration Away from CRE CLO Offers Different Deal Profile

Recovery Bonds: No Need to Closely Watch the Fed or the Economy Here

Affordable Mortgages: Fee Elimination Spotlights Convexity Profile

Investor Non-QM: Rental Exposure with Some Structural Twists

Data Centers: A Strong Segment Juggles ABS and CMBS

Small Balance Multifamily: Value Ahead of Slow Prepays

Future Funding: Potential Key Performance Driver as CRE CLO Pipeline Builds Up

Multifamily Prepays: Property Sales Trigger Paydowns

Manufactured Housing: Resilient Segment Amid Potential Multifamily Softness

Tender Offers: Expect More to Come, Though Not on a Predictable Schedule

NYC Multifamily: Rent Increases to Support Cashflows Amid Regulatory Restrictions

Housing at a Crossroads: Single-family and Multifamily Exposures

Senior Housing: Focus on Segment Selection Amid Pandemic Impact

Disaster Performance: Pandemic Forbearance Resolutions Bode Well for Future Stresses

Russian Sanctions Impact: Lease Terminations and Forced Property Sales



https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_MCRT.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_OC_CLO.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Towers.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Timeshare.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Storage.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Q.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Recovery.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_HR_HP.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_InvestorNonQM.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_DataCenters.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_FRESB.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_CRE_CLO_FF.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_PC_Prepay.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_DUS__MHC.pdf
https://academysecurities.com/wp-content/uploads/CRT_Credit_Focus_Tender_Offers.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Rent_Regulation.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics.pdf
https://academysecurities.com/wp-content/uploads/SP_Special_Topics_SeniorHousing.pdf
https://academysecurities.com/wp-content/uploads/CRT_Credit-Focus_20220412.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS_Special_Topics_Sanctions-1.pdf

ACADEMY
SECURITIES

MISSION DRIVEN

Commercial Solar ABS: Emergent Segment to Alleviate Headline Risks

CMBS Credit Focus:

Excess Cash Allocations: Probing Advances on Positive Cashflowing Loans

Release Prices: Cherry Picking Across Office Portfolios, Sometimes at a Discount

Mezz Loan Sales: A Potential Headache for CMIBS Workouts

Equity Pledges: Hotel Bossert Spotlights Dual Collateralized Loans

The Road to Conversion: Consider Office Ground Leases and ARD Loans

Credit 2023: Advancing and Workout Approaches to Play a Central Role

Hotel Receiverships: Palmer House Hilton Spotlights Stabilization Efforts

Office Modifications: 285 Madison May Offer a Blueprint for More to Come

Triple-A Shortfalls: Destiny Spotlights Delayed ASERs Impact

Inflation-Resistant Leases: Rent Steps Offer Some Revenue Protection, though Not Much

Industrial Delinquencies: Don’t Happen Often, but Watch Closely When They Do

Hotel Reserves: Key Performance Driver after Pandemic-Driven Depletion

Government Tenants: Short Termination Notices and Specialized Properties

Mall Foreclosures: What to Track as Servicers May Shift Away from Modifications



https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Advancing.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Release.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Mezz.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Bossert.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_625Mad.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Credit2023.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_PalmerHouse.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_285Madison.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_DestinyUSA.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Special_Topics_Rent_Steps.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Industrial_DQ.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS_Credit_Focus_Reserves.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_GSA.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS-Credit-Focus_2022-03-01.pdf

ACADEMY
SECURITIES

MISSION DRIVEN

Commercial Solar ABS: Emergent Segment to Alleviate Headline Risks

Disclaimer

Although certain information has been obtained from sources believed to be reliable, we do not guarantee
its accuracy, completeness or fairness. We have relied upon and assumed without independent verifica-
tion, the accuracy and completeness of all information available from public sources.

Views and opinions expressed are for informational purposes only and do not constitute a recommenda-
tion by Academy Securities for any purpose including buying, selling, or holding any security. Views and
opinions are current as of the date of this presentation and may be subject to change, they should not be
construed as investment advice.

This information discusses general market activity, industry or sector trends, or other broad-based busi-
ness, economic, market or political conditions and should not be construed as operational, research or
investment advice. This material has been prepared by Academy Securities and is not financial research
nor a product of Academy Securities. It was not prepared in compliance with applicable provisions of law
designed to promote the independence of financial analysis and is not subject to a prohibition on trading
following the distribution of financial research. The views and opinions expressed may differ from those
of Academy Securities. Investors are urged to consult with their financial advisors before buying or selling
any securities. This information may not be current and Academy Securities has no obligation to provide
any updates or changes.

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of
the date of this presentation and are subject to change without notice. These forecasts do not take into
account the specific investment objectives, restrictions, tax and financial situation or other needs of any
specific client. Actual data will vary and may not be reflected here. These forecasts are subject to high
levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed
as merely representative of a broad range of possible outcomes. These forecasts are estimated, based on
assumptions, and are subject to significant revision and may change materially as economic and market
conditions change. Academy Securities has no obligation to provide updates or changes to these forecasts.
Case studies and examples are for illustrative purposes only.

Index Benchmarks

Indices are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, as
applicable, but do not reflect the deduction of any fees or expenses which would reduce returns. Investors
cannot invest directly in indices.

The indices referenced herein have been selected because they are well known, easily recognized by inves-
tors, and reflect those indices that the Investment Manager believes, in part based on industry practice,
provide a suitable benchmark against which to evaluate the investment or broader market described here-
in. The exclusion of “failed” or closed hedge funds may mean that each index overstates the performance
of hedge funds generally.

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO
ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SO.

©Academy Securities, Inc.



