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Preliminary Ratings

Class Preliminary rating(i)
Preliminary amount

(mil. $)(ii)
Anticipated repayment
dates

Legal final maturity
date

LTV ratio
(%)(iii)

A AAA (sf) 305.00 February 2028 February 2053 29.99

B AA (sf) 173.00 February 2028 February 2053 47.00

C A (sf) 132.20 February 2028 February 2053 60.00

Note: This presale report is based on information as of Jan. 31, 2023. The ratings shown are preliminary. This report does not constitute a
recommendation to buy, hold, or sell securities. Subsequent information may result in the assignment of final ratings that differ from the
preliminary ratings. (i)The ratings do not address post-ARD additional interest nor make whole amounts. (ii)The class amounts will be sized to
investor demand. (iii)LTV calculated using the commercial properties' aggregate appraised value. LTV--Loan-to-value. ARD--Anticipated
repayment date.

Profile

Expected closing Feb. 10, 2023.

Collateral 308 commercial real estate properties, including related rents due under mostly triple-net
lease contracts with the properties' tenants.

Issuer SVC ABS LLC.

Property manager and special
servicer

The RMR Group LLC.

Sponsor and support provider Service Properties Trust (B+/Negative).

Backup manager and special
servicer

KeyBank N.A. (A-/Stable/A-2).

Indenture trustee Citibank N.A. (A+/Stable/A-1).

Custodian The Bank of New York Mellon Trust Co. N.A. (AA-/Stable/A-1+).

Bookrunner Morgan Stanley & CO. LLC and Goldman Sachs & Co. LLC.

Request for Comment: North American Real Estate Securitizations
Backed By Triple-Net Leases: Methodology And Assumptions

S&P Global Ratings announced on Jan. 18, 2023, its request for comment on its new proposed
criteria framework for rating triple-net or modified triple-net lease-backed transactions issued in
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North America. The ratings assigned by S&P Global Ratings to the notes could change as a result
of that review. The nature of any potential rating changes will depend on the final criteria adopted,
as well as our assessment of the transaction. We cannot provide an estimated implementation
date for the proposed criteria at this time (see "Request for Comment: North American Real Estate
Securitizations Backed By Triple-Net Leases: Methodology And Assumptions," published Jan. 18,
2023, for more information).

Rationale

The preliminary ratings assigned to SVC ABS LLC's (the issuer) net-lease mortgage notes, series
2023-1, reflect:

- The credit enhancement available in the form of overcollateralization (the aggregate appraised
value minus the aggregate series' principal balance), subordination for class A and B notes, and
the presence of a liquidity reserve account;

- The available cushion, as measured by the issuer debt service coverage ratio (DSCR; year one
DSCR is expected to be 1.71x);

- Our operational risk assessment regarding the RMR Group LLC's (RMR) property management
and special servicing abilities;

- The experience of KeyBank N.A. as back-up manager;

- The projected cash flows supporting the notes; and

- The transaction's legal and payment structures.

SVC ABS LLC's series 2023-1 is the first transaction issued out of the master trust. The collateral
will be shared between series 2023-1 and all future series issued.

Strengths, Weaknesses, And Mitigating Factors

In our view, the transaction's strengths include the following:

- The portfolio is well-diversified and benefits from a diverse geographic footprint across 36
states and a tenant base in multiple industry groups.

- Of the initial collateral pool (by appraisal value), 96.59% consists of triple-net leases, which
require the tenants to pay all maintenance, taxes, and insurance on the properties.

- The majority (58.61%) of the properties are subject to master leases, each encapsulating
multiple properties within a single contract, which may reduce the probability of default caused
by an individual property's performance weakness.

- The properties generally possess good unit-level profitability and have a weighted average unit
fixed-charge coverage ratio (FCCR) of 3.09x.

- The securitization structure includes the property manager and the backup manager's
obligation to make interest and property protection advances to the extent deemed
recoverable.

- Almost all of the properties have clean environmental Phase I and Phase II results with only one
property requiring future remediation costs from Phase II results. The remediation costs will be
borne by the tenant.
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- The performance tests include early amortization and a DSCR sweep.

- The level of scheduled principal amortization before the anticipated repayment date (ARD) is
moderate.

- The property manager and special servicer, a wholly owned subsidiary of a publicly traded
company, RMR provides substantial expertise in the commercial real estate and related
businesses, which we view as a positive attribute for our operational risk assessment.

In our view, the transaction's weaknesses include the following:

- Similar to some other retail net lease portfolios, almost the entire collateral pool is leased to
either unrated or non-investment-grade tenants.

- The portfolio has a weighted average remaining lease term of 105 months (i.e., roughly 8.7
years), which is lower than most peer transactions, due to the seasoning of the portfolio at
acquisition.

- Approximately 25.93% of the collateral portfolio is leased to the five largest tenants, the
performance of which may affect the issuer's lease income.

- Up to 5.00% (3.41% at closing) of the collateral pool, based on concentration limits in the
transaction documents, can be subject to double-net leases, which require the issuer to pay for
certain items such as certain structural obligations and/or certain taxes, assessments, etc.

- The time needed to find replacement tenants when leases expire or terminate may reduce cash
flows.

- The notes are not fully amortizing and are subject to a balloon payment at the ARD. This poses
refinancing risk, as well as the risk that the issuer has to liquidate a large portion of the
collateral to make the balloon payment, and relies on the condition of the real estate market at
that time.

- Many of the tenants operate multiple properties, and a general non-performance or
deterioration of one operator may cause adverse effects on the transaction's performance.

- The largest industry in the portfolio is restaurant-quick service, which constitutes
approximately 27.98% of the collateral pool (by appraisal value).

- The double A release event assumes an instantaneous liquidation of up to 40.00% of the initial
collateral value, though the property managers may not be able to liquidate properties
instantaneously at the expected price. As such, there is market risk associated with the double
A release event.

The following factors partially mitigate the transaction's weaknesses:

- RMR has over 35 years of operating history and substantial industry experience in investing in
and managing commercial real estate properties.

- Service Properties Trust's (SVC's) net-lease strategy mainly focuses on real estate with
long-term lease contracts, which should help reduce the risk of lease rate decline and tenant
replacement.

- Transaction documents restrict the property manager to actively add or substitute properties
subject to several property concentrations by appraised value. This ensures that the portfolio's
industry concentration, among other metrics, is maintained over the transaction's life.

- The transaction has an integrated waterfall, whereby all collections received, including rent,
property liquidation proceeds, and short-term interest from temporary investments, are held in
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one collection account. All collections received can be used to pay senior fees and interest on
the bonds. Because our rating analysis looks for timely interest and ultimate principal paid to
noteholders, the availability of all cash collections to cover timely interest payments could be a
mitigating factor to liquidity stress in the short term.

- This transaction has trigger mechanisms designed to trap excess cash into a debt service
account if the monthly DSCR is less than or equal to 1.25x. The transaction will trigger early
amortization if the three-month average DSCR subsequently is less than or equal to 1.15x.
These triggers are typically curable if the DSCR exceeds the given threshold for three
consecutive periods. These mechanisms protect the noteholders by ensuring no cash is leaked
out to equity holders at times when rent collections are diminished. The DSCR at closing will be
1.71x.

- The presence of a liquidation reserve account, funded at $2 million at closing, is available to
cover senior expenses and interest payments.

- Under our stress scenarios, which considered the potential maintenance expenses related to
the double-net leases, timely interest and ultimate principal payments are paid on the notes by
the legal final maturity.

- The property manager can make advances to cover principal and interest on the notes, under
certain circumstances. However, we do not give explicit credit to this in our cash flow analysis.

- The backup manager is obligated to make principal and interest advances, under certain
conditions, to the extent the property manager and special servicer are unable to do so.

- The properties' general design may accommodate various business types and allows for greater
flexibility to replace outgoing tenants. If enough similarities exist between the incoming and
outgoing tenants, the timeframe needed to retrofit the property may be significantly reduced.

Environmental, Social, And Governance (ESG) Factors

Our rating analysis considered the potential exposure of the transaction to ESG credit factors. In
our view, the exposure to ESG credit factors in this transaction is in line with other transactions in
the sector. Our ESG sector benchmark for triple-net securitizations consists of a pool of triple-net
leases secured by revenue generating properties. Triple-net leases require tenants to pay all
maintenance, taxes, and insurance on their properties.

Exposure to environmental credit factors is a moderately negative credit consideration.
Environmental risks can have serious and material effects on the value of real estate and
consequently, the credit quality of rated transactions. The collateral pool's diversity by geography
and number of properties may partially mitigate this risk.

We view the transaction's exposure to social credit factors as neutral, similar to other diversified
single-tenant triple-net-lease securitizations. However, disruptions from labor shortage, or health
and safety risks, especially in the largest tenants, could result in payment fluctuations.

Exposure to governance credit factors is neutral given both SVC and RMR's long operating history.
Nonetheless, structured finance transactions generally have strong governance frameworks
through, for example, containing very tight restrictions on what activities the special-purpose
entity can undertake compared to other entities. In our view, a tenant's failure to comply with
covenants to maintain the condition of a building or maintain appropriate insurance coverage
could increase governance risks.
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Business Description: SVC

SVC (B+/negative) is one of the real estate investment trusts managed by the operating subsidiary
of RMR, an alternative asset management company that is headquartered in Newton, Mass. As of
Sept. 30, 2022, RMR manages investments in over 2,100 office, industrial, life science, retail, and
hospitality properties throughout the U.S. Their team provides expansive property management
and engineering services with over 300 real estate counselors occupying over 30 offices
nationwide. SVC owns a diverse portfolio of over 750 retail service-focused net lease properties, as
well as over 300 hotels across the U.S., Puerto Rico, and Canada. SVC's properties are primarily
operated under long-term management or lease agreements. The SVC ABS LLC, series 2023-1
transaction is SVC's first securitization, which only includes retail service-focused net-lease
properties.

As of the series 2023-1 closing date, SVC ABS Holding LLC will be the sole member of the entire
equity interest in the issuer, SVC ABS LLC, and SVC will be the sole member of the entire equity
interest in SVC ABS Holding LLC.

Chart 1
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Underwriting And Acquisition Guidelines

SVC seeks to invest in long-term leases in revenue generating properties, providing SVC with
predictable cash flows and long-term investment value. SVC's underwriting process has several
main components: 1) Tenant profitability, which includes analyzing unit level performance,
reviewing financials, etc.; 2) Tenant creditworthiness assessment based on the brand and
industry, financial statements, and operating history; 3) Real estate valuation, which analyzes
market demographics, positioning (visibility), ground rents, land value, among other factors; and
4) Industries, which involves concentrating on industries the manager has vast historical
experience in, as well as identifying industry trends. The above analysis is then presented to the
capital allocation committee, which will make a decision on whether the investment can proceed.
If SVC wins the bid on a property, there is more detailed due diligence completed prior to closing
on the investment.

Industry Characteristics: Sector Outlook

S&P Global Ratings forecasts U.S. full-year GDP growth of 1.80% for 2022 and -0.10% in 2023 in
its baseline economic scenario. The main drivers for weaker-than-expected growth this year are
continued supply chain disruptions (exacerbated by the longer-than-expected Russia-Ukraine
conflict), higher prices (particularly for food and energy), and a much more aggressive Federal
Reserve (Fed) policy to fight inflationary pressures. Our current base-case estimate for the federal
funds rate is that it peaks at 5.00%-5.25% by the second quarter of 2023.

While S&P Global Ratings expects a shallow recession (a soft landing); however, this does not
exclude the possibility that a much harder landing could occur if the economy continues to
deteriorate, demand softens, and the Fed continues to raise interest rates as promised. If high
inflation persists, the Fed may need to raise rates higher than we expect and maintain them at
elevated levels for longer, which could increase the chance of a steeper recession and higher
unemployment.

For the S&P Global Ratings-rated triple net-lease retail transactions, 2022 operating results were
mostly positive. DSCRs were generally stable and in some cases improved year-over-year. The
impact of the high inflationary environment on the collateral pools is partially mitigated by
contractual rent escalators in the leases, some pegged to the Consumer Price Index (CPI), and the
requirement for the tenant to pay all operating and maintenance expenses. However, some retail
tenants may have experienced weakened performance as persistent inflation continued to
pressure consumers to cut back on discretionary spending, and brick-and-mortar stores face
increasing competition from online merchants. Conversely, non-discretionary retail tenants and
certain low-cost operators, such as supermarkets, discount stores, and quick-service
restaurants, are expected to better withstand potential downturns. Currently, S&P Global Ratings
forecasts that consumer spending growth will slow to 0.80% in 2023 compared to 2.75% in 2022.
Though still positive, this could create challenges for the retail industry and the economy as a
whole.

In addition, elevated interest rates could drive steeper property value declines. We expect
capitalization rates to widen more for assets with weaker growth prospects, such as certain retail
properties. However, properties with long-term leases are less exposed to mark-to-market risk.
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Transaction Comparison

Table 1 shows a comparison of this and other recent triple-net lease transactions.

Table 1

Transaction Comparison(i)

SVC
ABS

2023-1

CARS-DB4
L.P. (Series

2022-1)

Oak Street
(Series

2021-2)
CMFT

2021-1

STORE
Master

Funding
I-VII, XIV

(Series
2021-1)

AFN
ABSPROP001

LLC (Series
2021-1)

CARS
MTI-1

L.P.
(Series

2020-1)

NADG NNN
Naperville

L.P. (Series
2019-1)

No. of properties 308.0 192.0 273.0 170.0 1160.0 357.0 44.0 136.0

Lease (%)(ii) 100.0 99.5 100.0 100.0 100.0 100.0 100.0 100.0

Mortgage loans
(%)

0.0 0.5 0.0 0.0 0.0 0.0 0.0 0.0

Largest industry
group
concentration
(%)

35.4 100.0 14.6 21.8 19.8 27.8 100.0 32.8

Largest state
concentration
(%)

14.4 10.9 14.1 11.3 11.6 19.6 14.0 16.0

Weighted
average
remaining term
(months)

104.8 143.0 148.0 158.0 146.0 173.0 157.0 120.0

'A' or 'A+' SDR 61.6 57.4 33.7 53.7 72.7 60.7 59.3 66.9

Non-zero
weighted
average FCCR
(x)(iii)

3.1 8.3 N/A(iv) 4.6 2.8 2.6 2.6 2.9

S&P Global
Ratings' as-is
liquidation value
(%)

57.7 52.3 45.6 57.4 72.6 63.2 54.8 59.7

S&P Global
Ratings'
weighted
average cap
rates (%)

8.8 9.2 8.3 8.5 8.9 8.4 9.3 8.5

% Investment
grade

2.4 1.6 73.7 45.3 0.4 0.0 0.7 35.0

Liquidity reserve
amount (mil.
$)(v)

2/2(ix) 2/2(viii) 1.125/3(vi) 2/4(vii) 0.5 0.0 0.4 0.0

(i)As of the statistical cutoff date for SVC and as of the closing dates for others. (ii)Includes hybrid leases, conversion leases, and mortgage
loans, where applicable. (iii)Weighted average unit FCCR. (iv)Non-zero weighted average FCCR unavailable for the transaction. (v)At closing.
(vi)$1.125 million at closing and $3 million if the DSCR is less than 1.35x. (vii)$2 million at closing and increases by $100,000 every month
between months 36 and 56, with a $4 million target thereafter. (viii)A $2 million deposit at closing, with a $2 million target thereafter. (ix)$2.0
million at closing and will replenish to a target of $2.0 million so long as the class A notes are outstanding and there is neither an early
amortization period in effect or an indenture event of default has occured and is continuing. FCCR--Fixed charge coverage ratio as reported in
the offering memorandum. SDR--Scenario default rate. DSCR--Debt service coverage ratio. N/A--Not applicable.

www.spglobal.com January 31, 2023       7

© S&P Global Ratings. All rights reserved. No reprint or dissemination without S&P Global Ratings' permission. See Terms of Use/Disclaimer
on the last page.

2943174

Presale: SVC ABS LLC (Series 2023-1)



Pool And Structural Characteristics

As of the Nov. 30, 2022, statistical cutoff date, the pool's characteristics are outlined in table 2.

Table 2

Pool Characteristics

Aggregate collateral value
(mil. $)

1,016.975

Aggregate allocated loan
amount (mil. $)

610.20

No. of properties 308

Avg. collateral value (mil.
$)

3.30

Range of collateral value
(mil. $)

0.475-22.825

WA original lease term
(mos.)

263

WA remaining lease term
(mos.)

105

Range of original lease
term (mos.)

60-601

Range of remaining lease
term (mos.)

10-241

Combined LTV by rating
level

29.99% for the 'AAA (sf)' rated notes, 47.00% for the 'AA (sf)' rated notes, and 60.00% for the 'A
(sf)' rated notes

WA FCCR (x)(i) 3.09

Issuer DSCR (x)(i) 1.71

Lease type Triple-net lease (96.59%) and double-net lease (3.41%)

Property type Retail (100%)

Top five industry group
concentrations

Restaurants and other eating places (35.43%), grocery and convenience retailers (13.70%),
other amusement and recreation industries (10.91%), automotive repair and maintenance

(10.03%), and motor vehicle and motor vehicle parts and supplies merchant wholesalers
(4.52%)

Largest five tenants Styx Acquisition LLC (8.56%), Express Oil Change LLC (6.09%), Automotive Remarketing Group
Inc. (4.52%), Martin's Restaurant Systems Inc. (3.44%), and CWPS Corp. (3.32%)

Largest three state
concentrations

Georgia (14.39%), Texas (12.44%), and Ohio (11.86%)

(i)As of the closing date. WA--Weighted average. LTV--Loan-to-value. FCCR--Fixed charge coverage ratio. DSCR--Debt service coverage ratio.

Double-Net Leases

The transaction includes 10 properties subject to double-net leases, accounting for approximately
3.41% of total aggregate collateral value. Depending on the nature of the double-net lease, the
issuer will be required to incur maintenance expenses for certain structural obligations including
foundation and/or floor slabs, load-bearing exterior walls, roof structural elements, utility
systems, fire suppression systems, paved areas, and other limited elements. Although double-net
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leases are common throughout the commercial real estate industry, higher-than-expected
maintenance expenses could pose a potential threat to the transaction. In our rating scenarios, we
tested the transaction's ability to withstand periods of elevated maintenance expenses.

Transaction Structure

The issuer is expected to be a bankruptcy-remote special-purpose entity (SPE) that can, at a
future date, issue additional series of notes secured by the entire collateral pool. At the time of
issuance, the series 2023-1 notes will be the first and only issuance for the master trust.

Each month, available funds will first be used to pay expenses on the collateral pool in the order of
priority shown in table 3.

Table 3

Collateral Pool Expense Waterfall

Priority Payment

1 Indenture trustee fee.

2 Property management fee.

3 Special servicing fee.

4 Back-up manager fee.

5 Reimbursement of advances and extraordinary expenses (capped) to the property manager, special
servicer, indenture trustee, and back-up manager.

6 Issuer expenses (capped).

After paying pool expenses, available amounts will be allocated to the series' available amount
below. The below waterfall outlines payments to variable funding notes (VFNs), however, for this
initial series, there is no VFN in the current structure.

Table 4

Allocation Waterfall

Priority Payment

1 VFN administrative agent fees, VFN note interest, class A note interest, related senior notes note interest in
each series, and accrued and unpaid commitment fees payable to the VFN holders, pro rata.

2 Class B and related senior subordinated notes, of the same designation, note interest in each series, pro rata.

3 Class C and related senior subordinated notes, of the same designation, note interest in each series, pro rata.

4 Capped VFN administrative expenses amount.

5 If no early amortization event is in effect nor an indenture event of default has occurred and is continuing, first,
principal payments due on VFN; second, class A and related senior notes', of the same designation, scheduled
principal, pro rata; third, class B and related senior subordinated notes', of the same designation, scheduled
principal; and fourth, class C and related senior subordinated notes', of the same designation, scheduled
principal, pro rata.

6 If any senior notes are outstanding, and no early amortization period or indenture event of default has occurred
and is continuing, all amounts to the liquidity reserve account until amounts on deposit equal $2,000,000.

7 If neither an early amortization event is in effect nor an indenture event of default has occurred or is continuing,
allocated unscheduled principal to class A and related senior notes' outstanding balance.

8 If neither an early amortization event is in effect nor an indenture event of default has occurred or is continuing,
allocated unscheduled principal to class B and related senior subordinated notes', of the same designation,
outstanding balance.
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Table 4

Allocation Waterfall (cont.)

Priority Payment

9 If neither an early amortization event is in effect nor an indenture event of default has occurred or is continuing,
allocated unscheduled principal to class C and related senior subordinated notes', of the same designation,
outstanding balance.

10 If neither an early amortization event is in effect nor an indenture event of default has occurred or is continuing,
first, subordinated notes' note interest (including all unpaid subordinated interest carry-forward amounts), pro
rata; second, subordinated notes' scheduled principal payments, pro rata; and third, subordinated notes'
unscheduled principal payments.

11 If an early amortization event has occurred and is continuing due to the three-month average DSCR being less
than or equal to 1.15x and/or the outstanding principal balance of the series 2023-1 notes has not been repaid
by ARD, first, principal payments to the VFN, pro rata; second, principal payments to class A and related senior
notes outstanding balance, pro rata; third, principal payments to class B and related senior subordinated notes,
of the same designation, pro rata; and fourth, principal payments to class C and related senior subordinated
notes, of the same designation, pro rata, in each case, until the notes of each series are paid in full.

12 If an early amortization event has occurred and is continuing due to an indenture event of default or an
indenture event of default has occurred and is continuing, principal payments to the VFN, class A and related
senior notes, pro rata.

13 If an early amortization event has occurred and is continuing due to an indenture event of default or an
indenture event of default has occurred and is continuing, principal payments to the class B and related senior
subordinated notes of the same designation, pro rata.

14 If an early amortization event has occurred and is continuing due to an indenture event of default or an
indenture event of default has occurred and is continuing, principal payments to the class C and related senior
subordinated notes of the same designation, pro rata.

15 If an early amortization event has occurred and is continuing or an indenture event of default has occurred and
is continuing, first, subordinated notes' note interest (including all unpaid subordinated interest carry-forward
amounts), pro rata; and second, principal payments to subordinated notes, pro rata.

16 During a DSCR sweep period, pay to DSCR reserve account until it reaches the aggregate series principal
balance.

17 Any unpaid VFN administrative expenses amounts, pro rata.

18 Make whole amounts of class A and related senior notes, pro rata.

19 Make whole amounts of class B and related senior subordinated notes of the same designation, pro rata.

20 Make whole amounts of class C and related senior subordinated notes of the same designation, pro rata.

21 Make whole amounts of subordinated notes, pro rata.

22 Unpaid issuer and extraordinary expenses.

23 Post-ARD additional interest and deferred post-ARD additional interest on class A and related senior notes, pro
rata.

24 Post-ARD additional interest and deferred post-ARD additional interest on class B, class C, and related senior
subordinated notes, pro rata.

25 Post-ARD additional interest and deferred post-ARD additional interest on subordinated notes, pro rata.

26 All remaining amounts to the issuer and any co-issuers.

DSCR--Debt service coverage ratio. ARD--Anticipated repayment date. VFN--Variable funding notes.

The indenture trustee will apply the series' available amounts in the payment priority in table 5.
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Table 5

Series Waterfall

Priority Payment

1 Class A note interest.

2 Class B note interest.

3 Class C note interest.

4 If not in an early amortization period nor an indenture event of default has occurred and is continuing, first to
class A, the scheduled principal, and then, the allocable unscheduled principal. If in an early amortization period
or an event of default has occurred and is continuing, all available funds to pay down the class A principal
balance until reduced to zero.

5 If not in an early amortization period nor an indenture event of default has occurred and is continuing, first to
class B, scheduled principal, and then, the allocable unscheduled principal. If in an early amortization period or
an event of default has occurred and is continuing, all available funds to pay down the class B principal balance
until reduced to zero.

6 If not in an early amortization period nor an indenture event of default has occurred and is continuing, first to
class C, scheduled principal, and then, the allocable unscheduled principal. If in an early amortization period or
an event of default has occurred and is continuing, all available funds to pay down the class C principal balance
until reduced to zero.

7 Make whole amounts on class A.

8 Make whole amounts on class B.

9 Make whole amounts on class C.

10 Post-ARD additional interest and deferred post-ARD additional interest on class A.

11 Post-ARD additional interest and deferred post-ARD additional interest on class B.

12 Post-ARD additional interest and deferred post-ARD additional interest on class C.

13 All remaining amounts to the issuer.

ARD--Anticipated repayment date.

DSCR sweep period

If the monthly DSCR level (all collected and available funds divided by the monthly total debt
service on the notes) is less than or equal to 1.25x (and an early amortization period is not in
effect), a DSCR sweep period will occur. During this period, the funds remaining after paying item
10 in table 4 will be deposited into the DSCR reserve account. A DSCR sweep period will continue
until the monthly DSCR is greater than 1.25x for three consecutive determination dates or an early
amortization period begins. The issuers will use all funds in the DSCR reserve account as available
funds in an early amortization event.

Early amortization

An early amortization period will take effect if the three-month rolling average DSCR level is less
than or equal to 1.15x, any series of notes has not been fully redeemed by its respective ARD, or an
indenture event of default has occurred. An early amortization period brought on by a low DSCR
level will cure after three consecutive months in which the DSCR level is greater than 1.15x. As
noted in items 4, 5, and 6 in table 5, all available funds (after paying expenses and interest) will be
paid to class A, then to class B, and then to class C, until their respective principal balances are
reduced to zero.
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Liquidity reserve account

On the closing date, the issuer will deposit $2 million into the liquidity reserve account to provide
further credit enhancement to the notes. These amounts will be available to pay any shortfalls in
collateral pool expenses and interest on the notes. If drawn upon, this account will be replenished
up to a target amount of $2 million, but only in the event there is neither an indenture event of
default nor an early amortization period has occurred and is continuing. Upon the repayment in
full of the class A notes and any related series notes that have a then-current rating of 'AAA (sf)' by
S&P Global Ratings, amounts in this account may be released from the transaction.

Advances

The property manager is obligated to make interest or principal advances on the notes if they are
deemed recoverable. The advances are meant to cover any shortfalls resulting from missed lease
payments or property vacancies, as well as any interest and principal shortfalls, in case the notes
will not be paid in full by their final maturity. Principal payments in the post-ARD period (other
than on the final maturity date), make-whole amounts, subordinated interest carry-forward
amounts, post-ARD additional interest, and deferred post-ARD additional interest are all excluded
from this requirement. If the property manager fails to make an advance, the backup manager,
and the indenture trustee if the backup manager is not available, is obligated to make the advance
in its place. These requirements for advances are a form of liquidity for the notes. However, we do
not give credit to advances in our cash flow runs.

Double A release event

If the class A notes, class B notes, or any related series notes with a 'AA (sf)' rating or higher are
still outstanding on the February 2038 payment date, an early amortization period is in effect, and
the cumulative defaults between the series closing date and February 2037 exceed 60.00% of the
initial collateral value as of the statistical cutoff date, the property manager will be required to use
commercially reasonable efforts to sell properties in an amount equal to the lesser of 40.00% of
the aggregate collateral value and the amount needed to pay down the remaining notes with a 'AA
(sf)' or higher rating.

S&P Global Ratings' Stress Scenario Assumptions

We believe the risk to the cash flow generated from the portfolio of properties and their associated
leases stems from four major factors:

- Defaults of the initial pool of tenants (the lessees);

- The property managers' ability to re-lease the properties vacated by defaulted lessees to new
tenants and the renewal rate of tenants that reach the end of their leases;

- The lease terms for new tenants (rental rate and term of lease); and

- The liquidation value of those properties that the managers are unable to re-lease and choose
to liquidate.

We utilized the CDO Evaluator model to determine the default rate of the initial pool of lessees,
based on our ratings on the lessees (or 'b' for unrated lessees), the collateral value of future lease
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payments, and the lease term. Under our 'AAA', 'AA' and 'A' stress scenarios, our default
assumptions for the portfolio are 75.38%, 67.38%, and 61.65%, respectively (see table 6 and the
chart 2 below).

Table 6

Stress Assumptions

Stress level AAA AA A

Portfolio scenario default rate (%) 75.4 67.4 61.7

Post-year 20 cash flow haircut (%) 100.0 100.0 0.0

Non-defaulting leases

Lease rate credit upon renewal (non-gas stations) (%) 75.0 80.0 85.0

Lease rate credit upon renewal (gas stations) (%) 52.5 56.0 59.5

Liquidation lag time (non-gas stations) (months) 12 12 6

Liquidation lag time (gas stations) (months) 24 24 12

Liquidation proceeds (non-gas stations) (% of initial appraised value) 57.7 57.7 57.7

Liquidation proceeds (gas stations) (% of initial appraised value) 40.4 40.4 40.4

Defaulted leases

Accepted in bankruptcy (non-gas stations) (%) 0.0 10.0 20.0

Accepted in bankruptcy (gas stations) (%) 0.0 7.0 14.0

Defaulted leases rejected in bankruptcy

Rejected defaults re-leased (non-gas stations) (%) 50.0 60.0 70.0

Rejected defaults re-leased (gas stations) (%) 35.0 42.0 49.0

Rejected defaults liquidated (non-gas stations) (%) 50.0 40.0 30.0

Rejected defaults liquidated (gas stations) (%) 65.0 58.0 51.0

Rejected leases--liquidated

Liquidation lag time (non-gas stations) (months) 24 24 12

Liquidation lag time (gas stations) (months) 48 48 24

Liquidation proceeds (non-gas stations) (% of initial appraised value) 15.7 19.6 23.4

Liquidation proceeds (gas stations) (% of initial appraised value) 11.0 13.7 16.4

Rejected leases--re-leased

Re-lease lag (months) 24 24 12

Re-lease lease rate credit (non-gas stations) (%) 60.0 65.0 70.0

Re-lease lease rate credit (gas stations) (%) 60.0 65.0 70.0
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Chart 2

Due to the transaction's exposure to double-net leases, we applied an estimated expense
schedule representing expenses that the issuer may have to pay for such properties. In all rating
scenarios, we assumed the lifetime double-net lease related expense to be approximately $4.71
million. This value was derived from property conditions reports provided by EBI Consulting, which
projected the next seven years' maintenance expenses and their respective timing for each
property subject to a double-net lease. We extrapolated the seven-year expected expense
schedule through the life of the transaction and applied an annual 7.00% inflation number for the
first three years followed by 3.00% inflation number for years four though 30. We further upsized
the expense by a 125.00% stress factor.

To determine the various liquidation values assumed above, we estimated the properties' value
using our commercial real estate methodology under three specific circumstances:

- The property is occupied by a tenant that is making full payments under the lease (the leased
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value). In determining each property's leased value, we assumed rental income based on the
in-place leases, the appraiser's estimate of market rent, and recent leasing data from the
market. We also applied a vacancy deduction to the potential gross income. We estimated
expenses and expense reimbursements based on information from the appraisals and
comparable properties. These expenses included fixed items such as real estate tax and
insurance, estimated management fees, and variable expenses that were reimbursed in our
income projections. We determined net cash flow after deducting estimated leasing
commissions, tenant improvement expenses, and capital reserves/expenditures, based on
projected lease roll assumptions. We selected direct capitalization rates based on such factors
as appraisal and market cap rates, property performance and tenant strength, and property
type.

- The property is unoccupied, but it is a viable location that can be used with minor structural
improvements (the dark value). In determining a dark value, we assumed each property was
unoccupied and unencumbered by any leases. Because we viewed this operating performance
decline as temporary, we stabilized the dark properties with income and expense projections,
based on market data and information from the appraisal. We deducted capital items from our
net operating income, including tenant improvements and leasing costs required to lease up
the entire unoccupied space. We then estimated one year of downtime for the lease-up. We
used a stressed capitalization rate for this analysis.

- The property is no longer a viable location for the existing tenant or another related business
and must undergo major construction for alternate use. In these cases, we typically limit the
liquidation value to the land value.

Cash Flow Analysis

To determine whether the available credit support is sufficient to withstand the assumed losses,
we examined various simulated cash flow scenarios. In each scenario, the cumulative effects of
the assumptions we detailed above were four default curves in two default cycles (see table 7). In
each scenario, the class A and class B notes were able to pay timely interest and full principal
either by the double A release event or a few periods thereafter while the class C notes could pay
timely interest and full principal by their rated final maturity. Despite the property manager's and
backup manager's contractual obligation to make advances on interest payments (if deemed
recoverable), no advances were assumed in the cash flow modeling scenarios.

Under our current 'A' stress assumptions, the double A release event is not applicable because the
cumulative defaults by February 2037 do not exceed the 60.00% threshold provided by the
transaction documents. Because the pool's credit quality could migrate over time, our cash flow
modeling results could be different if future scenario default rate assumptions increase or
decrease. If scenario default rates were to increase, the double A release event may be triggered
even in the 'A' rating scenarios, and the post-release collateral may not be sufficient to support
the remaining class C notes. Conversely, if scenario default rates were to decline, the double A
release event may not be triggered in the 'AA' rating scenario.

Table 7

Default Curves

Year Curve 1 (%) Curve 2 (%) Curve 3 (%) Curve 4 (%)

1 40 10 10 15

2 10 10 10 15
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Table 7

Default Curves (cont.)

Year Curve 1 (%) Curve 2 (%) Curve 3 (%) Curve 4 (%)

3 10 10 10 15

4 10 40 10 15

5 10 10 10 15

6 10 10 10 15

7 10 10 40 10

Cash Flow Sensitivities

Breakeven sensitivities

We performed breakeven tests, in addition to the stressed scenarios, to provide information about
the transaction's cash flow to the key stress factors discussed above (see table 8). Transactions
with a lower breakeven will generally be more vulnerable to a downgrade, especially if the actual
stress exceeds the initially calculated breakeven. We ran the following sensitivity (see table 8 for
results):

Table 8

Liquidity Breakeven Levels

Rating level Lifetime rent haircut breakeven (%)(i)

AAA 25.60

AA 1.30

A 16.60

(i)Test the maximum sustained rent collection haircut the transaction can withstand over the life of the deal.

We believe the sensitivity results in the table above demonstrate that the transaction has
sufficient resilience and that there is additional cash flow reduction that each tranche can
withstand, above our rating stresses, before downgrade rating migration would be likely. In
addition, we assumed the CPI to be 0% for the life of the transaction. Over 33.00% of the lease
contracts in the portfolio have CPI-linked rent increases, which could provide additional cushion
to the projected cash flows if the current elevated inflation persists into the future.

Events Of Default

Under the issuer's transaction documents, each of the following constitutes an event of default:

- Failure of the issuer to pay note interest on any class of notes (excluding both post-ARD
interest amounts and subordinated interest carry-forward amounts);

- Failure of the issuer to reduce the outstanding principal balance of the notes to zero or to pay in
full all accrued and unpaid note interest (including subordinated interest carry-froward
amounts) in full, in the case, by legal final maturity;
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- Any material default in the observance or performance of any material covenant or agreement
by the issuer made under the transaction documents that is not remedied for a period of 30
days after which 25.00% of the noteholders gave notice of such default to the issuer;

- Any monetary default by the issuer under the transaction documents, which has not been cured
within any applicable grace period, and if there is no cure period, has not been cured within five
days;

- Any material default in the observance or performance of any non-monetary covenant or
agreement, which continues unremedied for a period of 30 days (extendable by another 60
days);

- The impairment of the validity or effectiveness of the indenture or the lien of any mortgage,
subordination of a lien on any mortgage, a lien or encumbrance of any part of the collateral
pool, or the failure to maintain a first priority security interest in the collateral;

- Breach of representations and warranties that materially and adversely affects the noteholders
that is unremedied for more than five days;

- Any events of bankruptcy or insolvency of the issuer;

- Any property that is subject to a collateral transfer that is not permitted under the indenture;
and

- Any future defaults on obligations of future series.

Legal Structure

The issuers' SPE provisions are expected to be consistent with S&P Global Ratings'
bankruptcy-remoteness criteria. In rating this transaction, S&P Global Ratings will review the
legal matters it believes are relevant to its analysis, as outlined in its criteria.

Related Criteria

- General Criteria: Environmental, Social, And Governance Principles In Credit Ratings, Oct. 10,
2021

- Criteria | Structured Finance | ABS: Advance Notice Of Proposed Criteria Change: North
American Single-Tenant Real Estate Triple-Net Lease-Backed Securities, Sept. 7, 2021

- Criteria | Structured Finance | Legal: U.S. Structured Finance Asset Isolation And
Special-Purpose Entity Criteria, May 15, 2019

- Criteria | Structured Finance | General: Counterparty Risk Framework: Methodology And
Assumptions, March 8, 2019

- Criteria | Structured Finance | General: Incorporating Sovereign Risk In Rating Structured
Finance Securities: Methodology And Assumptions, Jan. 30, 2019

- Criteria | Structured Finance | ABS: Methodology And Assumptions For Rating North American
Single-Tenant Real Estate Triple-Net Lease-Backed Securitizations, March 31, 2016

- Criteria | Structured Finance | General: Global Framework For Assessing Operational Risk In
Structured Finance Transactions, Oct. 9, 2014

- General Criteria: Global Investment Criteria For Temporary Investments In Transaction
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Accounts, May 31, 2012

- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

- Criteria | Structured Finance | General: Methodology For Servicer Risk Assessment, May 28,
2009

Related Research

- Industry Top Trends 2023: Real Estate, Jan. 23, 2023

- Economic Outlook U.S. Q1 2023: Tipping Toward Recession, Nov. 28, 2022

- Real Estate Monitor: Negative Rating Bias Grows In The U.S. Real Estate Sector, Sept. 19, 2022

- Research Update: Service Properties Trust Ratings Affirmed, Removed From CreditWatch;
Outlook Negative, April 18, 2022

www.spglobal.com January 31, 2023       18

© S&P Global Ratings. All rights reserved. No reprint or dissemination without S&P Global Ratings' permission. See Terms of Use/Disclaimer
on the last page.

2943174

Presale: SVC ABS LLC (Series 2023-1)



S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors.
S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.spglobal.com/ratings (free of charge), and www.ratingsdirect.com (subscription), and may be distributed through other means, including via
S&P publications and third-party redistributors. Additional information about our ratings fees is available at www.spglobal.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain non-public information received in connection with each analytical process.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment and
experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does not act
as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be reliable,
S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. Rating-related
publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not limited
to, the publication of a periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
regulatory purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties
disclaim any duty whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage
alleged to have been suffered on account thereof.

Copyright © 2023 Standard & Poor's Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for
the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR
USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE
CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct,
indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised
of the possibility of such damages.

Standard & Poor’s  |  Research  |  January 31, 2023 19

2943174

Presale: SVC ABS LLC (Series 2023-1)


	Research:
	Request for Comment: North American Real Estate Securitizations Backed By Triple-Net Leases: Methodology And Assumptions
	Rationale
	Strengths, Weaknesses, And Mitigating Factors
	Environmental, Social, And Governance (ESG) Factors
	Business Description: SVC
	Underwriting And Acquisition Guidelines
	Industry Characteristics: Sector Outlook
	Transaction Comparison
	Pool And Structural Characteristics
	Double-Net Leases
	Transaction Structure
	DSCR sweep period
	Early amortization
	Liquidity reserve account
	Advances
	Double A release event

	S&P Global Ratings' Stress Scenario Assumptions
	Cash Flow Analysis
	Cash Flow Sensitivities
	Breakeven sensitivities

	Events Of Default
	Legal Structure
	Related Criteria
	Related Research


