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Market Commentary

The stabilization of interest rates over the past two months has led to
increased activity in the CML universe. Market participants seem mare
willing to transact than at any time over the past 12 months. While price
discovery remains slow as equity investors continue to adjust financial
models and return expectations based on current rates, it continues to
gain traction week after week. As of July 8, 2024, CML spreads have
declined by approximately 30 basis points (bps) since the beginning of
2024, currently ranging from 140 to 170 bps aver corresponding average
life Treasuries, with competition for strong CML opportunities remaining
fierce.

Focus on Industrial

Industrial real estate has become a favored asset class in commercial
real estate over the past 10 years. The expansion in e-commerce during
the last decade has led to consistent and material growth in rents,

net operating income (NQI) , and valuations.! For example, nominal
e-commerce growth accelerated to 8.6% in 1Q 2024, up from 7.5% in
2023, an encouraging dynamic for industrial landlords given e-commerce
requires approximately three times the warehouse footprint versus
brick and mortar per dollar of sales.? Along these same lines, industrial
real estate, unsurprisingly, was one of the clear “winners” during the
Covid slowdown as increased online ordering and delivery needs led to
significant growth in demand for logistics real estate.!

Fundamentals have been muted somewhat during 2023 and through

2Q 2024 as an increase in new construction deliveries coupled with
diminished transaction volume (driven by concerns around a potential
recession, higher interest rates, and inflation) caused upticks in vacancy
and a decline in rent growth.** However, most of this effect was felt in
the Class A property sector, as this cohort has seen the bulk of the supply
growth over the medium term.!

Class B industrial properties are typically older properties that serve
middle market tenants. Properties in this subgroup offer standardized
space without special features and often benefit from established, infill
locations that serve as a very high barrier to entry. While properties of this
type do serve the e-commerce market (especially by offering “last mile”
functionality), the sector also provides necessary space to the logistics,
food and beverage, cold storage, and biotech/pharmaceutical industries.
Additionally, these properties are often located in proximity to densely
populated areas and a readily available workforce.
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Deal spotlight

Sector CML

Name Midwest Industrial
Portfolio

Funded July 2018

Maturity August 2028

Aegon AMrisk rating®  AA
Loan size at funding $78,000,000
Current balance $57,216,805

The portfolio loan offers a potential
opportunity to provide additional financing

to the existing loan. The initial 10-year loan
was collateralized by 18 properties located

in five Midwestern submarkets. The tenant
mix operates in the distribution logistics, food
supply, manufacturing, and custom packaging
industries.

Since the loan was initially funded, three
properties were sold and the loan balance on
a fourth property was paid off, leaving the
remaining collateral at 2,882,116 square feet.
Since loan origination in 2018, the properties
have consistently maintained an occupancy
rate above 95%. The net operating income
has grown by 31%, and the debt service
coverage ratio has improved from 1.9x to 2.6x,
after factoring in the changes to the portfolio
composition. The debt yield has increased from
12% to 17%, and the loan to value ratio has
improved from 65% to 45%.?

LTV comparisons are based on value at the time of loan origination
compared to current values. For illustrative purposes only, subject to
change. This information should not be relied upon for investment
decisions. Information sourced from deal documents.

Aegon Asset Management is the global investment management brand of Aegon Ltd. Strategies described herein are managed by Aegon Real

Assets US. See disclosures for more detail.
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From a financial perspective, based on the age of construction and the quality of the
locations, it's common that the value of a majority of Class B properties is well below
replacement cost, providing potential downside protection to an investor. Current rents,
in many cases, can be 20 to 40% below market depending on the vintage of the lease,
providing an investor with compelling “mark-to-market” opportunities.? These aspects
of Class B industrial have kept this cohort in demand for investors and potential tenants,
despite a slowdown in rent growth at the start of 2024 (see chart below).!

US cumulative Class-B industrial year-over-year rent growth
(Q1 2014-Q1 2024)
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Source: CoStar Realty Information, Inc. June 30, 2024
Conclusion

By focusing on the less-glamorous Class B industrial market, we see an opportunity
to take advantage of compelling supply-demand imbalance. While rent growth has
tempered somewhat in 2024, we expect that the robust fundamentals for industrial
should continue, providing a tailwind to this asset class for the near-term future.

!CoStar Realty Information, Inc. June 30, 2024

“Green Street. May 22, 2024

3Aegon Asset Management. June 30, 2024

4MSCI Real Capital Analytics. June 30, 2024

°Risk Rating categories are based on Aegon Real Assets US' internal proprietary CML rating system, and do not necessarily
reflect ratings criteria, systems or methodologies used by third party rating agencies or other commercial mortgage
lenders. Due to limitations on available information, not all categories in the CML rating system, and not all corresponding
CML spreads, are listed above. The information set forth above, and the underlying data from which it is derived, have

not been validated or tested against the actual risk rating criteria utilized in Aegon Real Assets US' CML rating system,
but rather only reflect, based on limited data, Aegon Real Assets US' estimation of where the indicated spreads (and the
underlying data upon which they are derived) would fall within the rating system.
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Disclosures

This material is provided by Aegon Asset Management (Aegon
AM) as general information and is intended exclusively for
institutional and wholesale investors, as well as professional
clients (as defined by local laws and regulation) and other
Aegon AM stakeholders.

This document is for informational purposes only in connection
with the marketing and advertising of products and services,
and is not investment research, advice or a recommendation.

It shall not constitute an offer to sell or the solicitation to

buy any investment nor shall any offer of products or services
be made to any person in any jurisdiction where unlawful or
unauthorized. Any opinions, estimates, or forecasts expressed
are the current views of the author(s) at the time of publication
and are subject to change without notice. The research taken
into account in this document may or may not have been used
for or be consistent with all Aegon AM investment strategies.
References to securities, asset classes and financial markets
are included for illustrative purposes only and should not be
relied upon to assist or inform the making of any investment
decisions. It has not been prepared in accordance with any
legal requirements designed to promote the independence of
investment research and may have been acted upon by Aegon
AM and Aegon AM staff for their own purposes.

The information contained in this material does not take

into account any investor's investment objectives, particular
needs, or financial situation. It should not be considered a
comprehensive statement on any matter and should not

be relied upon as such. Nothing in this material constitutes
investment, legal, accounting or tax advice, or a representation
that any investment or strategy is suitable or appropriate

to any particular investor. Reliance upon information in this
material is at the sole discretion of the recipient. Investors
should consult their investment professional prior to making
an investment decision. Aegon Asset Management is under

no obligation, expressed or implied, to update the information
contained herein. Neither Aegon Asset Management nor any
of its affiliated entities are undertaking to provide impartial
investment advice or give advice in a fiduciary capacity

for purposes of any applicable US federal or state law or
regulation. By receiving this communication, you agree with the
intended purpose described above.

Past performance is not a guide to future performance. All
investments contain risk and may lose value. Commercial
Mortgage Loans are subject to risks such as credit, interest

@ aegonam.com

rate and operational risk and may not be suitable for

all investars. This document contains "forward-looking
statements" which are based on Aegon AM's beliefs, as well
as on a number of assumptions concerning future events,
based on information currently available. These statements
involve certain risks, uncertainties and assumptions which are
difficult to predict. Consequently, such statements cannot be
guarantees of future performance, and actual outcomes and
returns may differ materially from statements set forth herein.

The following Aegon affiliates are collectively referred to
herein as Aegon Asset Management: Aegon USA Investment
Management, LLC (Aegon AM US), Aegon USA Realty Advisors,
LLC (Aegon RA), Aegon Asset Management UK plc (Aegon AM
UK), and Aegon Investment Management B.V. (Aegon AM NL).
Each of these Aegon Asset Management entities is a wholly
owned subsidiary of Aegon Ltd. Aegon AM US and Aegon RA
are both US SEC registered investment advisers.

©2024 Aegon Asset Management or its affiliates. All rights
reserved.
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