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RATING ACTION COMMENTARY

Fitch Affirms CMLS's Commercial Primary, Master and Special
Servicer Ratings

Mon 21 Oct, 2024 - 4:56 PMET

Fitch Ratings - Austin - 21 Oct 2024: Fitch Ratings has affirmed CMLS Financial Ltd.'s
(CMLS) commercial primary, master, and special servicer ratings, while concurrently

revising the primary servicer Rating Outlook to Positive from Stable:
--Primary servicer rating affirmed at 'CPS2-'; Outlook revised to Positive from Stable;
--Master servicer rating affirmed at 'CMS3+!/Stable;

--Loan level special servicer rating affirmed at 'CLLSS2-/Stable.
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VIEW ADDITIONAL RATING DETAILS
KEY RATING DRIVERS

The affirmation of the primary and master servicer ratings reflects CMLS's strong market
position and brand reputation, its commitment to maintaining and expanding its core
servicing architecture, it's continued focus on expanding French language offerings due to
recent growth within the region, the servicer's experienced and tenured management team
with its core proficiency in multifamily and conventional servicing, the servicer's recent
release of enhanced training programs and platforms, and the company's demonstrated
governance architecture with a demonstrated lack of material non-compliance findings in

its external audits over the past few years.

The revision of the primary servicer's Outlook to Positive from Stable reflects recent and
expected staffing growth, improved internal controls, continued demonstrated proficiency
within primary servicing, and the expectation of a new borrower portal within two years.

The affirmation of the loan level special servicer rating reflects CMLS's continued
demonstrated proficiency in resolving commercial mortgage loans, evidenced by six non-
securitized loan resolutions over the past 12 months, five of which fully paid down, the
company's dedication to maintaining its asset management technology infrastructure, the
servicer's stable and consistent management and asset management teams, and the
company's brand recognition within the Canadian markets.

The rating also considers recent management departures within the special servicing group,
as well as staffing structure with potential key person risk, and the nature of the Canadian
commercial mortgage market. Fitch noted that the number of active specially serviced
assets increased to 10, totaling CAD 128.8 million, up from zero loans as of the previous
review, noted to be high compared to historic levels for the servicer. CMLS continues to
maintain a low asset-to-asset-manager ratio of 3:1, which is noted to be low when
compared to other servicers, indicating additional capacity should the need arise.
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business functions, with the recent acquisition being nesto's first entry into commercial real
estate and servicing. Concurrently, all three ratings have a stable or positive rating outlook,
reflecting Fitch's views that the ratings will continue to be consistent or improve within the
next 12 months to 24 months given current conditions within the servicer.

CMLS is a privately-owned nonbank lender and servicer that acts primarily as a mortgage
broker, placing capital from institutional and fund investors into commercial mortgages
across Canada for which it retains servicing on the majority of loans. The company has been
originating and servicing CRE loans since 1974 and is an active participant in government-
sponsored and private Canadian securitization markets. CMLS affiliate companies Intellifi
and CMLS Asset Management (CMLS AM) provide software and mortgage valuation

services, as well as fund asset management services to investors.

On June 21, 2024, nesto announced that it acquired CMLS Group, the parent company of
CMLS. Nesto is a residential focused Canadian mortgage lender that does not have
commercial lending origination or servicing operations. Following nesto's acquisition of
CMLS, commercial servicing operations are not expected to be materially impacted given a
lack of business function redundancy between both companies.

The servicing group is integral to the overall CRE lending platform, retaining servicing on
over 50% of originated loans. CMLS continues to expand originations focusing on
conventional loans and other CMHC-insured products, including high yield construction
loans. In late 2023 the servicer onboarded a large servicing mandate, followed by the
issuance of a securitization (CCMOT 2024-6) in 2024, with expectations to continue to

issue securitizations in the coming years as financial markets continues to improve.

As of June 2024, CMLS maintained 44 servicing employees for primary, master and special
servicing, consistent with Fitch's prior review. All employees are fully dedicated to servicing
functions. There were five new staff members added to the team to offset departures,
averaging six years of commercial real estate experience. Consistent with the servicer's
initiative to further bolster its multilingual capabilities, three of the new team members
were in Montreal while the residual two were in Vancouver.

The company expects to continue to add staff through the end of the year with potentially
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Overall turnover in primary and master servicing decreased to 9%, down from 12% as of
Fitch's prior review. Turnover was concentrated at the staff level and consisted of four
departures, three of which were voluntary while one was an internal transfer within CMLS,
adjusting for the internal transfer, turnover was 7%. The special servicing function
experienced senior management turnover of 40% given the retirement of one of its three
senior managers, who had been with the company for 27 years.

The manager's duties and responsibilities have been distributed amongst the remaining two
senior managers, as well as the four middle managers within the function. Fitch identified
three asset managers, averaging a tenure of six years with CMLS, while averaging nine
years of workout experience. An asset to asset management ratio of 3:1 was calculated for

the team indicating excess capacity.

CMLS uses SS&C Technologies' Precision LM Version 6 as its primary servicing system of
record. Dedication to technology is a strength, with CMLS consistently investing in
updating and enhancing its servicing technology, evidenced by CMLS' intention to upgrade
to Version 7 in 2024, its plans to develop and deploy a dedicated borrower website, the
continued push to automate the loan boarding process, as well as other ongoing technology
objectives. The company also plans to continue refining the use of its upload utilities while
concurrently seeking solutions to automate the loan boarding process, a key feature of
servicers rated highly by Fitch.

The servicing team is responsible for a growing portfolio of 2,713 loans totaling CAD35.3
billion. As of June 30, 2024, CMLS's total servicing portfolio has grown 51% by balance and
29% by loan count since 2022 as it continues to add larger balance loans and new clients,
including the new servicing mandate previously noted. The servicing portfolio, backed
primarily by CMHC loans (65% of the total loan count), reflects the company's core
strength of multifamily-based lending, followed by retail (11%), industrial (8%) and mixed

use (5%), with the remainder secured by other property types.

Geographically, the portfolio's loans are secured by CRE properties primarily based in
Ontario, followed by Quebec and British Columbia (40%, 20% and 19%, respectively).
CMLS currently has approximately 50 investor clients for which it provides commercial

servicing functions for. The company continues to focus on multilingual servicing staff given

N P DU SO [ Y S S B D R L ] R S S DS I U o SR [ SO § Y M B

https://www fitchratings.com/research/structured-finance/fitch-affirms-cmls-commercial-primary-master-special-servicer-ratings-21-10-2024

4/9



10/21/24, 4:09 PM Fitch Affirms CMLS's Commercial Primary, Master and Special Servicer Ratings

Timothy Symington

Director

Primary Rating Analyst

+15128135651
timothy.symington@fitchratings.com

Fitch Ratings, Inc.

2600 Via Fortuna, Suite 330 Austin, TX 78746

Adam Fox

Senior Director

Secondary Rating Analyst
+1212 908 0869
adam.fox@fitchratings.com

Robert Vrchota

Managing Director

Committee Chairperson

+1312 368 3336
robertvrchota@fitchratings.com

MEDIA CONTACTS

Elizabeth Fogerty

New York

+1212 9080526
elizabeth.fogerty@thefitchgroup.com

Additional information is available on www.fitchratings.com

PARTICIPATION STATUS

The rated entity (and/or its agents) or, in the case of structured finance, one or more of the
transaction parties participated in the rating process except that the following issuer(s), if

any, did not participate in the rating process, or provide additional information, beyond the

issuer’s available public disclosure.
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Global Structured Finance Rating Criteria (pub. 19 Jan 2024)

ADDITIONAL DISCLOSURES

Solicitation Status

Endorsement Policy

ENDORSEMENT STATUS

CMLS Financial Ltd. -

DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers.
Please read these limitations and disclaimers by following this link:
https://www.fitchratings.com/understandingcreditratings. In addition, the following
https://www.fitchratings.com/rating-definitions-document details Fitch's rating definitions
for each rating scale and rating categories, including definitions relating to default. ESMA
and the FCA are required to publish historical default rates in a central repository in
accordance with Articles 11(2) of Regulation (EC) No 1060/2009 of the European
Parliament and of the Council of 16 September 2009 and The Credit Rating Agencies
(Amendment etc.) (EU Exit) Regulations 2019 respectively.

Published ratings, criteria, and methodologies are available from this site at all times. Fitch's
code of conduct, confidentiality, conflicts of interest, affiliate firewall, compliance, and other
relevant policies and procedures are also available from the Code of Conduct section of this
site. Directors and shareholders' relevant interests are available at
https://www.fitchratings.com/site/regulatory. Fitch may have provided another permissible
or ancillary service to the rated entity or its related third parties. Details of permissible or
ancillary service(s) for which the lead analyst is based in an ESMA- or FCA-registered Fitch
Ratings company (or branch of such a company) can be found on the entity summary page
for this issuer on the Fitch Ratings website.

Inissuing and maintaining its ratings and in making other reports (including forecast

information), Fitch relies on factual information it receives from issuers and underwriters
and from other sources Fitch believes to be credible. Fitch conducts a reasonable
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verification it obtains will vary depending on the nature of the rated security and its issuer,
the requirements and practices in the jurisdiction in which the rated security is offered and
sold and/or the issuer is located, the availability and nature of relevant public information,
access to the management of the issuer and its advisers, the availability of pre-existing
third-party verifications such as audit reports, agreed-upon procedures letters, appraisals,
actuarial reports, engineering reports, legal opinions and other reports provided by third
parties, the availability of independent and competent third- party verification sources with
respect to the particular security or in the particular jurisdiction of the issuer, and a variety
of other factors. Users of Fitch's ratings and reports should understand that neither an
enhanced factual investigation nor any third-party verification can ensure that all of the
information Fitch relies on in connection with a rating or a report will be accurate and
complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other
reports. Inissuing its ratings and its reports, Fitch must rely on the work of experts,
including independent auditors with respect to financial statements and attorneys with
respect to legal and tax matters. Further, ratings and forecasts of financial and other
information are inherently forward-looking and embody assumptions and predictions
about future events that by their nature cannot be verified as facts. As a result, despite any
verification of current facts, ratings and forecasts can be affected by future events or
conditions that were not anticipated at the time a rating or forecast was issued or affirmed.
Fitch Ratings makes routine, commonly-accepted adjustments to reported financial data in
accordance with the relevant criteria and/or industry standards to provide financial metric
consistency for entities in the same sector or asset class.

The complete span of best- and worst-case scenario credit ratings for all rating categories
ranges from 'AAA' to 'D' Fitch also provides information on best-case rating upgrade
scenarios and worst-case rating downgrade scenarios (defined as the 99th percentile of
rating transitions, measured in each direction) for international credit ratings, based on
historical performance. A simple average across asset classes presents best-case upgrades
of 4 notches and worst-case downgrades of 8 notches at the 99th percentile. For more
details on sector-specific best- and worst-case scenario credit ratings, please see Best- and
Worst-Case Measures under the Rating Performance page on Fitch’'s website.

The information in this report is provided “as is” without any representation or warranty of
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Therefore, ratings and reports are the collective work product of Fitch and no individual, or
group of individuals, is solely responsible for a rating or a report. The rating does not
address the risk of loss due to risks other than credit risk, unless such risk is specifically
mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have
shared authorship. Individuals identified in a Fitch report were involved in, but are not
solely responsible for, the opinions stated therein. The individuals are named for contact
purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for
the information assembled, verified and presented to investors by the issuer and its agents
in connection with the sale of the securities. Ratings may be changed or withdrawn at any
time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice
of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do
not comment on the adequacy of market price, the suitability of any security for a particular
investor, or the tax-exempt nature or taxability of payments made in respect to any security.
Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for
rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable
currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues
issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor,
for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or
the applicable currency equivalent). The assignment, publication, or dissemination of a
rating by Fitch shall not constitute a consent by Fitch to use its name as an expertin
connection with any registration statement filed under the United States securities laws,
the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities
laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and
distribution, Fitch research may be available to electronic subscribers up to three days
earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an
Australian financial services license (AFS license no. 337123) which authorizes it to provide
credit ratings to wholesale clients only. Credit ratings information published by Fitch is not
intended to be used by persons who are retail clients within the meaning of the
Corporations Act 2001.Fitch Ratings, Inc. is registered with the U.S. Securities and
Exchange Commission as a Nationally Recognized Statistical Rating Organization (the
“NRSRQO”). While certain of the NRSRO's credit rating subsidiaries are listed on Item 3 of
Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO (see
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dv01, a Fitch Solutions company, and an affiliate of Fitch Ratings, may from time to time
serve as loan data agent on certain structured finance transactions rated by Fitch Ratings.

Copyright © 2024 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall
Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Reproduction or
retransmission in whole or in part is prohibited except by permission. All rights reserved.

READ LESS
SOLICITATION STATUS

The ratings above were solicited and assigned or maintained by Fitch at the request of the
rated entity/issuer or arelated third party. Any exceptions follow below.

ENDORSEMENT POLICY

Fitch’s international credit ratings produced outside the EU or the UK, as the case may be,
are endorsed for use by regulated entities within the EU or the UK, respectively, for
regulatory purposes, pursuant to the terms of the EU CRA Regulation or the UK Credit
Rating Agencies (Amendment etc.) (EU Exit) Regulations 2019, as the case may be. Fitch’s
approach to endorsement in the EU and the UK can be found on Fitch’s Regulatory Affairs
page on Fitch’s website. The endorsement status of international credit ratings is provided
within the entity summary page for each rated entity and in the transaction detail pages for
structured finance transactions on the Fitch website. These disclosures are updated on a
daily basis.
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