
Stav Gaon
+1 (646) 768-9173
sgaon@academysecurities.com

Headquarters Address:
Academy Securities, Inc.
622 Third Avenue, 12th Fl
New York, NY 10017

CMBS Credit Focus
The Road to Conversion: Consider Ground Leases and ARD Loans in Office Analysis

January 5, 2023 1

625 Madison Avenue Underscores Nuances of Office Exposures
The situation at the $194.7 million 625 Madison Avenue (COMM 2014-
CR14 and CR15) underscores several pertinent structural CMBS nuances 
as the market intensely focuses on the fate of office buildings, especially 
older ones, and in markets such as Midtown Manhattan. The future path 
of the 563K sf property is unclear (Figure 1). It has “large vacancy” (81.9% 
as of Q3 2022), and the building design is “obsolete”, according to SL Green, 
the building’s landlord. Most tenants are in the fashion and retail industries, 
which may be prone to remote work arrangements and office footprint 
reductions.1  SL Green identified the property as a potential candidate for 
office-to-resi conversion.2  All told, 625 Madison could easily land on lists of 
office properties “at risk”, as investors surveil exposures.

Figure 1. 625 Madison Avenue Loan and Property Parameters
625 Madison Avenue

Balance $194,511,151
Deal COMM 2014-CR14, COMM 2014-CR15
Loan Type Fixed-rate, interest only
Maturity December 2026 (with a December 2018 anticipated repayment date (“ARD”))
Coupon 2.30% until ARD, 5.30% through December 2022, and thereafter set to the greater of (i) 

6.05% and (ii) the five-year swap spread plus 3.75%, based the ARD reset provision.
Loan Status Current
Property Type / Size Land (leased fee) improved with 563K sf office 
Location New York, NY
Additional Debt The leased fee also serves as collateral for a $195.0 million mezzanine loan

Source: MCIA and Academy Securities

The actual cashflow risk of 625 Madison to the exposed CMBS deals, however, is likely limited, 
as CR14 and CR15 investors probably appreciate. The collateral of the two deals is the leased 
fee on the property – the ground rent that SL Green pays to the CMBS loan’s sponsor. Leased 
fee loans, even on struggling office buildings, are less likely to default. Leaseholders (owners of 

1  “Office Modifications: 285 Madison Could Offer a Blueprint for More to Come,” CMBS Credit Focus, Academy Securities, October 27, 2022
2  “Credit 2023: Advancing and Workout Approaches to Play a Central Role,” CMBS Credit Focus, Academy Securities, December 15, 2022

https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_285Madison.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Credit2023.pdf
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the “improvements”, or the building) should be very reluctant to risk losing their building, which 
could revert to the landowner following ground rent defaults. 

Separately, 625 Madison, like many other leased fee loans, was structured as an Anticipated 
Repayment Date (ARD) loan. Such loans do not default even if they do not pay off at the 
repayment date. Instead, there is usually a steep interest rate step up. The ARD may also trigger 
a cashflow sweep to capture all of the property’s cash flows into a lender-controlled lockbox to 
amortize principal. As such, ARDs create an almost built-in modification mechanism, which may 
provide loan sponsors some buffer (albeit potentially expensive one) to work through property 
issues (Figure 2). 

Figure 2. Conduit ARD Schedule, 2023-2027

Source: MCIA and Academy Securities 

625 Madison had its ARD back in December 2018. The loan’s interest rate increased to 5.3% from 
2.3%. It is set to increase again this month to the greater of (i) 6.05% and (ii) the five-year swap 
spread plus 3.75%, based the ARD reset provision. The loan’s final maturity date is in December 
2026.

Landowner/Leaseholder Conflicts Can Muddy Conversions
The prospects of re-developments or conversions may also depend on the interplay between 
landowners and leasehold owners. Several notable CMBS properties have such bifurcated 
ownership (Figure 3). Examples include 20 Times Square ($750 million, TSQ 2018-20TS and 
four 2018-vintage conduit deals) and 530 Seventh Avenue Fee ($55 million, BANK 2021-BN32). 
Interestingly, some real estate investors have also been focused in recent years on ground lease 
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strategies, looking to separate the land and building ownership. Examples include 195 Broadway 
(formerly in MSC 2005-IQ10) and 135 West 50th Street. Such ground lease transactions may have 
increased the number of properties where both the landowner and the leaseholder could have 
re-development or conversion plans, that may not necessarily be aligned. 

Figure 3. CMBS Leased Fee Loans

Loan Deal
Balance 
($MM) Status Location

Leased Fee 
Improvement Type

20 Times Square TSQ 2018-20TS;UBSCM 2018-C11;
UBSCM 2018-C12;CSAIL 2018-C14;
CSAIL 2018-CX12

750.0 Current 
/ Special 
Serviced

New York, NY Hotel / Retail

Milford Plaza Fee MSBAM 2013-C10;MSBAM 2013-C9 275.0 90+ DQ New York, NY Hotel

625 Madison Avenue COMM 2014-CR14;COMM 2014-CR15 194.5 Current New York, NY Office

100 West 57th Street COMM 2015-CR22;COMM 2015-DC1;
WFCM 2015-NXS1;WFCM 2015-NXS2

180.0 Current New York, NY Residential /Retail

32 Old Slip Fee MSBAM 2015-C23;MSBAM 2015-C24;
MSC 2015-MS1

176.0 Current New York, NY Office

300 South Riverside Plaza MSBAM 2015-C22;MSC 2015-MS1 167.0 Current Chicago, IL Office

530 Seventh Ave BANK 2021-BN32 55.0 Current New York, NY Office

Source: MCIA and Academy Securities

625 Madison clearly shows this potential landowner/leaseholder conflict of interest. The 
landowner alluded at the time to the construction of an entirely new luxury condo building on 
the land, according to press reports. For its part, SL Green mentioned there is a variety of possible 
strategies for the future of the property. In any event, the parties are in the midst of an arbitration 
over the June 2022 reset date of the ground rent. The annual $4.6 million rent was set to adjust 
to 4.5% of the fair market value of the land, based on an updated appraisal. A 2013 appraisal of 
$460 million would reset the annual rent to $20.7 million. The landowner intimated reset to $80 
million, according to press reports. 
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Recovery Bonds: No Need to Closely Watch the Fed or the Economy Here

Hotel Receiverships: Palmer House Hilton Spotlights Stabilization Efforts

Affordable Mortgages: Fee Elimination Spotlights Convexity Profile

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

Investor Non-QM: Rental Exposure with Some Structural Twists

Data Centers: A Strong Segment Juggles ABS and CMBS

Triple-A Shortfalls: Destiny Spotlights Delayed ASERs Impact

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

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

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

Housing at a Crossroads: Single-family and Multifamily Exposures

Senior Housing: Focus on Segment Selection Amid Pandemic Impact

Hotel Reserves: Key Performance Driver after Pandemic-Driven Depletion

Disaster Performance: Pandemic Forbearance Resolutions Bode Well for Future Stresses

Government Tenants: Short Termination Notices and Specialized Properties

Russian Sanctions Impact: Lease Terminations and Forced Property Sales

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

https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Credit2023.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Recovery.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_PalmerHouse.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_HR_HP.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_285Madison.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/CMBS_Credit_Focus_DestinyUSA.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/CMBS_Special_Topics_Rent_Steps.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Industrial_DQ.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/Academy_CMBS_Credit_Focus_Reserves.pdf
https://academysecurities.com/wp-content/uploads/CRT_Credit-Focus_20220412.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_GSA.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS_Special_Topics_Sanctions-1.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS-Credit-Focus_2022-03-01.pdf
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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.


