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Wells Fargo Center Shows Tradeoff between Healthy Reserves 
and Elevated Advances
The recent servicer decision in Wells Fargo Center ($277.1 million, MSC 
2019-NUGS) to release >$12 million of the loan’s reserves to pay down 
advances underscores a tension between two workout objectives: (1) 
maintain healthy reserve levels, that could prove critical for troubled 
properties, especially office buildings in lease-up situations; and (2) prevent 
accumulation of advances, and excessive interest on advances, that could 
significantly depress bondholder liquidation payoffs down the road. In 
NUGS, the servicer used the loan’s reserves last month to reimburse itself for 
~$8.9 million of outstanding T&I advances, accrued unpaid advance interest, and other advance 
expenses. The advance reimbursement depleted one of the loan’s largest reserve accounts, that 
plummeted to $1.9 million from nearly $14 million pre-disbursement, as deal reporting showed 
(Figure 1).

Figure 1. Wells Fargo Center Loan and Property Parameters

Asset Wells Fargo Center February 2024 March 2024 April 2024

Deal MSC 2019-NUGS P&I Advances $0 $0 $1,258,428 

Loan Balance ($MM) $277.1 ($232 psf) T&I Advances $8,180,829 $0 $0 

Maturity December 2022 Other Advances $697,461 $0 $1,085,360 

Coupon / Amortization TSFR1M + 1.58% floating / Interest-only Total Advances $8,878,290 $0 $2,343,788 

Loan Status Matured Non-Perf & Specially Serviced

Property Type Office Tenant Reserves $9,679,576 $9,680,114 $9,680,652 

Property Size / Occupancy 1,195,149 sq. ft. / 85% occ. (Dec 2022) Capex Reserves $334,169 $374,027 $374,047 

Amenities 12-story 996-space parking garage Leasing Reserves $1,643,330 $1,372,268 $1,372,268 

Location Denver, CO Other Reserves $11,538,094 $1,950,873 $1,950,873 

Borrower Sponsor Beacon Capital Partners Total Reserves $23,195,169 $13,377,282 $13,377,841 

Largest Tenant Wells Fargo (20.5%)

Second Largest Tenant WeWork (10%)

  Other The WeWork lease at this location 
was not among those identified 
for “rejection” in their Chapter 11 
reorganization.  A receiver was put into 
place at this property  in late 2023.

P&I Advances: Total principal and interest advances outstanding; T&I Advances: Total taxes and insurance advances outstanding

Source: Deal Documents, Morningstar Credit, and Academy Securities
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It may not be clear to investors if a significant advance reimbursement decision such as the 
one on Wells Fargo Center telegraphs a change in workout strategy, or perhaps an updated 
servicer assessment of the property’s cashflows and liquidation value. To be sure, servicers have 
previously used property excess cashflows to chip away at outstanding advances ahead of loan 
liquidations.1 In the same vein, deal mechanisms such as ARA/ASER, and the more-dramatic non-
recoverability determinations, also aim at limiting advances from spiraling out of control.2 
So far servicers have not appeared to be widely using loan reserves to pay down advances, at 
least based on anecdotal observations. Tracking reserve account changes is not straightforward, 
as we discussed in a previous report.3 If servicers now regularly use reserves to reimburse 
advances, it would add another wrinkle to investor surveillance of deal cashflows. 

Short-term Liquidity Access or Long-term Liquidation Proceeds
The reserves vs. advances servicer decision also has relative value implications. Servicers are 
essentially sacrificing the ability of a borrower (or a receiver in the case of Wells Fargo Center) to 
access funds during workout. If the reserve funds are critically needed for a successful workout, 
the advance reimbursement may jeopardize the workout. On the flip side, if servicer advances 
and interest do significantly accumulate over a long workout period, bondholders may experience 
extreme losses at liquidation.4 This could happen even if the workout efforts end up bolstering 
the property’s valuation.

Tracking Accrued Advance Interest
The NUGS servicer explicitly noted it released the reserve funds to pay down advances and 
avoid accruing “excessive interest” on advances. The servicer also mentioned there has not 
been a change in the workout strategy on the 52-story office building in Denver, CO. The loan 
transferred to special servicing in December 2022 because of maturity default. The borrower 
reportedly chose not to exercise a second one-year extension option.
Elevated interest rates can play a part in servicers’ decision-making on advance reimbursement 
timing. Servicer advances accumulate interest at the prime rate, currently 8.5%. The cumulative 
accrued unpaid advance interest on Well Fargo Center loan reached $569.6K just before the 
advance reimbursement last month. This represented a minor 0.2% of the loan’s outstanding 
balance. Quite a few other loans have much more significant accrued advance interest relative to 
their outstanding balance (Figure 2). Examples include Sheraton Suites Houston ($33.6 million, 
GSMS 2014-GC20, $2.8 million accumulated advance interest, 8.2% of the outstanding balance) 
and 401 South State Street ($42.4 million, CGCMT 2016-P4, 6.9%, pari passu in CD 2016-CD1). 
Investors can track accumulated advance interest via IRP field L103.

1  “Excess Cash Allocations: Probing Advances on Positive Cashflowing Loans,” CMBS Credit Focus, Academy Securities, May 2, 2023
2  “Blanket NRAs: Shutting Down Advances Upends Credit IO Trades,” CMBS Credit Focus, Academy Securities, January 3, 2024
3  “Hotel Reserves: Key Performance Driver after Pandemic-Driven Depletion,” CMBS Credit Focus, Academy Securities, April 19, 2022
4  “Crossgates Liquidation: Holdbacks Complicate Severity Projections,” CMBS Credit Focus, Academy Securities, September 11, 2023

https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Advancing.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_NRA_Deal.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS_Credit_Focus_Reserves.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Crossgates.pdf
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Loans with high advance interest underscore yet again the focus on “total exposure” balances. 
There could be wide differences between total exposures and the outstanding balance on 
delinquent or specially serviced loans. The total exposure (outstanding balance + cum ASER + 
advances, or IRP codes L35, L37, L39, L38 and L103) is the parameter we view as most relevant 
for loan loss projections.5 Interestingly, in NUGS it appears the servicer continues advancing, right 
after reimbursing itself of all the outstanding advances last month. The servicer just advanced 
$1.26 million P&I advances, based on the new remittance report released this week. Recall the 
reimbursements last month were on T&I advances, adding another angle to the situation.

5  “Credit 2023: Advancing and Workout Approaches to Play a Central Role,” CMBS Credit Focus, Academy Securities, December 15, 2022

Figure 2. Cumulative Accrued Advance Interest

Source: Morningstar Credit and Academy Securities

https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Credit2023.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.


