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Cell Tower Trends Somewhat Contrast with Data Centers, Highlighting Value

The recent $3.3 billion cell tower leasing deal Verizon struck with tower

operator Vertical Bridge underscores secular tailwinds we see for the tower ~ Stav Gaon

ABS sector. Verizon sold Vertical the rights to lease a portfolio of 6,339 towers. :glaf:gazzi'egizz’ewriﬁes com
Verizon is also leasing back capacity on the towers for ten years. The lease

agreement includes options that could extend the lease term up to 50 years.  Headquarters Address:

. . Academy Securities, Inc.
The development strengthens a trend where mobile carriers prefer tolease ., 1.4 Avenue, 12th Fl

capacity on cell towers rather than own or operate them. This should bode  New York, NY 10017
well for future tower leasing demand. Interestingly, the revealed leasing

preference of large tower tenants contrasts with what we see in the data

center sector. Over there, large data center tenants or hyper-scalers such as

Google, Meta, and Amazon increasingly have been inclined to develop and

operate their own data centers, casting some uncertainty over future hyperscale leasing demand.!
Still, data centers should continue to benefit from supportive backdrop. New tenants may pick up
available leasing capacity. In particular, Federal agencies are poised to become prevalent users of
commercial data centers, as we recently discussed.?

Long Term Leases and Equipment Specificity

The Verizon/Vertical agreement also has implications for a couple aspects that typically are
considered potential weaknesses of tower ABS deals:

e Landlord/tenant tensions over the shared infrastructure tower business model are
subsiding. Tower ABS deal documents and presales have been alluding to carriers’ previous
public criticism of tower leasing arrangements. It now seems carriers are embracing the leasing
approach. The leasing agreements also point to very close landlord/tenant collaboration, and
low likelihood of sudden or unexpected terminations. Tower operators describe the leasing
terms as exceptionally specific. Beyond just leasing space on a tower, tenants also enter
agreements that specify model and serial numbers of every piece of equipment included. The
agreements note equipment weight, size, and dimensions, including the cabling, the radios,
the antennas, and any other components, according to operator commentary. This ties into
other tower lease features that we see as landlord-friendly (or lender-friendly as the leases

1 “Data Centers: Performance Wrinkles to Test Operators’ Role,” Securitized Products Special Topics, Academy Securities, February 21, 2024
2 “Data Centers: Tenant Rosters Poised to Change,” Securitized Products Special Topics, Academy Securities, August 12, 2024
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roll into a tower ABS deal), such as the absence of termination options and rent escalators, as
we discussed in a previous report.? To be sure, leases on recently issued deals have relatively
short remaining periods, albeit with long extension options, based on deal documents (Figure
1). Carriers may still choose not to renew their leases as they reach exit points, especially
amid carrier consolidation such as the T-Mobile/Spring merger. But overall, cell tower leasing
agreements appear to be some of the most stable across the CRE spectrum.

Figure 1. Cell Tower Lease Terms
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Verizon’s long lease term may also assuage lingering concerns over tower obsolescence and
technology changes. Similar to data centers, the specialized nature of the tower collateral,
and the potential for alternative technologies to rapidly make current technology obsolete,
often comes up as credit negative on tower deals. However, new long-term leases suggest
carriers’ belief in the sustainability of existing towers. In fact, tower operators mention that
technology changes offer them additional monetization opportunities on their towers via
equipment upgrades or replacements. Specifically, the typical master lease agreements (MLA)
operators offer include equipment entitlements, and a la carte pricing for modifications, such
as adding additional equipment for 5G upgrade.

3 “Cell Towers: Lender-Friendly Features Dovetail with Secular Tailwinds,” Securitized Products Special Topics, Academy Securities, March 14,
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Issuance Pickup

Tower ABS new issuance is poised for a pickup, following spotty cadence in recent years. The
recent $1.45 billion SBA Tower 2024-1 C transaction, upsized from $1.2 billion, likely attests to
investor appetite for tower deals. SBA’s five-year WAL single-tranche, single-A-rated class priced
at 145bp over benchmark. Earlier this year, Vertical Bridge priced a $625 million, three-class
deal (Figure 2). VBTEL 2024-1 extended the trend of tower ABS deals offering subordinate
classes. The triple-B-minus and double-B-minus classes priced at spreads of 225bp and 455bp,
respectively. Beyond the two deals priced YTD, other issuers, including previous issuer Diamond
Communications as well as new entrants, may also be looking to tap securitized markets this year,
according to press reports.

Figure 2. Tower ABS Issuance and Spread Levels
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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.



