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Recent developments on the $112 million Hotel Bossert (CF 2019-BOSS)  sgaon@academysecurities.com

spotlight equity pledges as unique aspect investors should track on

upcoming loan modifications. The servicer of the troubled boutique hotel in ~ Headquarters Address:
L. A . Academy Securities, Inc.

Brooklyn, NY, noted it is postponing a scheduled UCC foreclosure to continue 6,5 Third Avenue, 12th FI

negotiating with the borrower. At first blush, the reference to such type  New York, NY 10017

of foreclosure appears quite confusing. CMBS investors typically see UCC

foreclosures in connection with mezzanine loans that sit outside the trusts.

Mezz lenders have security interest in the real estate’s owner entity as their

collateral, enforceable via UCC foreclosure. In contrast, CMBS trusts have a security interest on

the property itself, and special servicers can pursue mortgage foreclosures upon default.

Bossert does not have mezzanine debt, according to deal documents. But digging deeper into
the situation reveals that as part of a June 2021 modification of the CMBS loan, the servicer was
able to secure equity pledges on the borrower’s interest in the hotel. Provision 7 of the Bossert
loan modification agreement, publicly available as an exhibit in a court docket, grants the BOSS
trust membership interest pledge in the borrower. As such, the loan became dual collateralized
(aka accommodation pledge). With such dual security, the servicer could choose either UCC or
mortgage foreclosure as the Hotel Bossert borrower defaulted at loan maturity (Figure 1).

Figure 1. Hotel Bossert Loan and Property Parameters

Asset Name Hotel Bossert
CF 2019-BOSS
CEIET $112,000,000
Maturity December 2021 Other Information

Coupon 1ML +5.05% Appraisal History

Loan Status Matured, Non-Performing $129.3 MM (Apr-2022) Total P&I Advanced: $11.1 MM
Property Type / Size Full-Service Hotel / 280 Rooms $117.0 MM (Nov-2020) ASER: $93.3K
Year Built / Renovated 1909 / 2022 $178.0 MM (Mar-2020) ARA:  $1.7 MM
Location Brooklyn, NY $143.0 MM (Nov-2019)

Source: MCIA and Academy Securities
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Speedier UCC Foreclosures

Securing equity pledges as servicers negotiate loan modifications may prove to be a powerful
investor protection tool. Investors may see pledge provisions becoming more prevalent as
modification activity picks up.* Equity pledges and potential UCC foreclosures may be especially
pertinent in situations of “strategic” defaults, or when borrowers remain committed to their
properties, as appears to be the case in the just-reported delinquency of the $484.7 million
GSMS_22-CXP Portfolio. Initiating UCC foreclosures instead of mortgage ones can streamline
recovery timelines, avoid potential costly transfer taxes, and incentivize borrowers to remain
cooperative when they can. Notably, UCC foreclosures can take as little as 30 days to complete,
according to legal memoranda. In contrast, mortgage foreclosures may drag on for months or even
years. A few other aspects further underscore the benefits of UCC foreclosures:

e Foreclosure timelines can vary by state. Investors may find UCC foreclosure especially
beneficial in states where judicial mortgage foreclosure can take very long. New York is
one example. Mortgage foreclosure can take two years or longer in the Empire State. In
turn, some states facilitate particularly speedy UCC foreclosures. For example, in Texas
such foreclosure can take only 21 days, according to market participants.

e Mortgage foreclosure moratoriums. Court decisions exempted UCC foreclosures from
executive orders imposing mortgage moratoriums during the pandemic. While such
moratoriums have now expired, the decisions highlighted that the courts see UCC
foreclosures as distinct from mortgage foreclosures. The decisions imply UCC foreclosures
are not considered judicial processes, and should face fewer legal or regulatory obstacles
compared to mortgage foreclosures, according to legal briefs.

Expect Some Sleuthing in Tracking Equity Pledges

Tracking new equity pledges on CMBS loans should prove very tricky. We do not see an IRP field
that could directly identify such pledges. This may not be surprising. Obtaining equity pledges,
either at loan origination or as part of modifications, has been uncommon. Borrowers are reluctant
to give lenders such pledges in addition to the mortgage, according to market participants. With
no specific equity pledge IRP code, investors may look at modification templates to see if the
servicer obtained such pledge from the borrower. Servicer commentary or court documents may
be other sources to identify new pledges, as was the case in Hotel Bossert.

It is not clear if the threat of UCC foreclosure was the key driver in maintaining Hotel Bossert
borrower commitment to the property. But it appears likely that the special servicer move to
foreclosure, and the imminent threat of quickly losing the ownership stake in the property, put
additional pressure on the borrower. The UCC foreclosure, scheduled for November 2022, was
just postponed because the borrower presented a new re-positioning business plan, and brought
in additional business partners, according to press reports. The special servicer is now reportedly
negotiating an additional two-year extension on the CMBS loan.

1 “Office Modifications: 285 Madison Could Offer a Blueprint for More to Come,” CMBS Credit Focus, Academy Securities, October 27, 2022
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https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_285Madison.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.



