
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
Mezz Loan Sales: A Potential Headache for CMBS Workouts

March 22, 2023 1

Track Reshuffling of Mezz Lenders on Troubled Loans
Mezz loan sales may complicate workouts on troubled CMBS situations as 
new mezz holders join the property capital structure. A few recent mezz sales 
underscore the issue. For example, a $4.7 million mezz loan on Parkway Center 
($41.6 million, WFCM 2018-C45) is currently on the market. The borrower on the 
senior mortgage loan, the third largest exposure in the C45 deal, is in modification 
discussions with the servicer, according to recent commentary. The potential sale 
of the subordinate mezz loan on the 593K sf office complex in Pittsburgh, PA, 
may introduce a new motivated stakeholder, who may pursue various mezz rights, 
including a foreclosure. In turn, the just announced $275 million mezz loan sale on 
Parkmerced ($1.5 billion, MRCD 2019-PARK and eight other deals), to the tune of $167.5 million, showed that 
the economic incentives of mezz holders can change as buyers come in with a different cost basis. 
Several of the mezz loan sales we are now seeing are for performing loans.1  Sales of performing mezz are 
distinct from non-performing loan sales. The latter can sometimes represent UCC foreclosure sales, with the 
existing lender using a “credit bid” and almost always “winning” the auction sale. In such situations, the mezz 
lender essentially exercises one of the basic remedies of mezz lending – foreclosing on a defaulted borrower 
and acquiring ownership interest in the property.2 In contrast, in performing mezz sales, the new owners may 
not be able to immediately exercise any rights, even when the property may be in trouble, at least until the 
mezz loan defaults.

Recent Large Loan Defaults Have Mezz Positions in Place
Many of the large office loans that recently defaulted or transferred to special servicing have mezz loans 
below the CMBS mortgage exposures. Examples include the $484.7 million CXP 2022-CXP1 Portfolio, with 
$125 million mezz loan, and the $350 million Gas Company Tower and World Trade Center Garage (GCT 2021-
GCT), which has two mezz positions totaling $115 million (Figure 1). Some CMBS borrowers may be defaulting 
“strategically”, looking to initiate loan modification discussions with special servicers, as we recently discussed. 
But mezz lender actions could upend some of the borrower or mortgage lender calculations. Interestingly, 
while the New York State Supreme Court determined last year that The Distrikt Hotel mezz lender cannot stop 
the mortgage lender from foreclosing on the troubled hotel ($33.0 million, MSBAM 2012-C5), the situation 
highlighted the nuances of mezz lender involvement, and potential legal delays. 

1  Examples include a $57.4 million portfolio sale, with 12 performing mezz loans across different property types, and a $7 million performing mezz loan on a 
Midtown Manhattan office tower. We cannot identify all the underlying properties, and some of the senior mortgages on them may not be securitized.
2  See “Equity Pledges: Hotel Bossert Spotlights Dual Collateralized Loans,” CMBS Credit Focus, Academy Securities, February 23, 2023

https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Bossert.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Bossert.pdf
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Figure 1. Mezzanine Debt on Recently Delinquent or Specially Serviced Large CMBS Loans
Loan Name CXP 2022-

CXP1
Parkmerced Aon 

Center
Gas 

Company 
Tower 

Wells 
Fargo 

Center

Manhattan 
Multifamily 

Portfolio

Ernst & 
Young 
Tower

Parkway 
Center

Deal(s) CXP 2022-CXP1 MRCD 2019-
PARK(1)

JPMCC 
2018-
AON(2)

GCT 2021-
GCT

MSC 2019-
NUGS BX 2019-MMP JPMCC 

2019-FL12
WFCM 

2018-C45

First Mortgage 
Amount ($MM)

 1,557.8  1,500.0  536.0  350.0  277.1  270.3  75.0  41.6 

Mezzanine 
Amount ($MM)

 125.0  275.0  141.5    115.0  45.3  93.3  25.0  4.7 

Special Servicer 
Transfer Date

Jan 2023 NA Feb 2023 Feb 2023 Dec 2022 Jan 2023 Dec 2022 Nov 2022

Current 
Maturity

Dec  2023 Dec 2024 Jul 2023 Feb 2023 Dec 2023 Aug 2023 Dec 2023 Jun 2028

Property Type Office Multifamily Office Office Office Multifamily Office Office

MSA
Various

San 
Francisco Chicago Los Angeles Denver New York Cleveland Pittsburgh

Most Recent 
Appraised 
Value ($MM)

 2,267.0  2,110.0  824.0  632.0  475.0  542.0  134.0  66.6 

Most Recent 
Appraisal Date Oct 2021 Sep 2019 May 2018 Nov 2020 Oct 2019 Jul 2019 Sep 2018 Mar 2018

LTV Mortgage 68.7% 71.1% 65.0% 55.4% 58.3% 49.9% 56.0% 62.5%

LTV Mezzanine 74.2% 84.1% 82.2% 73.6% 67.9% 67.1% 74.6% 69.5%

(1) Pari-passu loan components also included in MRCD 2019-PRKC, BBCMS 2020-C6, BBCMS 2020-C7, BMARK 2020-IG1, CF 2020-PG1, GSMS 2020-
GC45, GSMS 2020-GC46, WFCM 2020-C56
(2) Pari-passu loan components also included in BMARK 2018-B4, BMARK 2018-B5 and BMARK 2018-B7

Source: MCIA and Academy Securities

Figure 2. Mezz Debt Percentage on Recently Delinquent or Specially Serviced Large CMBS Loans

Source: MCIA, Bloomberg and Academy Securities
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Tracking Mezz Positions on CMBS Exposures
We suggest investors closely track mezz positions on CMBS exposures. The subordinate debt 
disclosures on deal documents can generally fall into three categories:

1.	 Mezz debt in place at origination. Investors will find the mezz positions in the 
prospectus, asset write-up, and Annex A. The challenge is typically collecting this 
information in a systematic manner. A dedicated IRP field (S89) would disclose if a 
loan has additional mezz financing (code “3”). But the field is part of the Loan Setup 
data file, which in our experience is not always readily available. Some cashflow 
systems do provide datasets or data feeds that appear to show mezz financing levels 
across all CMBS loans. To be sure, the mezz debt disclosures may not always reveal 
the identity of the mezz lender. Moreover, investors will usually find it difficult to track 
mezz positions over time. CMBS deal documents may not report the sale or payoff of 
the mezz positions, should any of those happen.

2.	 Future mezz debt possible. These are situations where the property capital structure 
does not have mezz position at the CMBS deal issuance, but the loan agreements 
permit future mezz debt. The sponsor will almost always need to satisfy a variety of 
conditions before taking on additional debt. This was the case for the $159 million 301 
South College Street (WFRBS 2013-C13 and C14), that transferred to special servicing 
in January 2023 and matures in May 2023. The CMBS borrower on the 42-story office 
tower in Charlotte, NC, aka One Wells Fargo Center, requested a maturity extension, 
according to fresh servicer commentary. It is not clear if the sponsor incurred the 
permitted mezz debt since the loan origination in 2013, and the servicer comments 
are silent on this. Separately, a $16 million mezz position on The Distrikt Hotel that 
pulled the mortgage lender into court proceedings last year, apparently originated 
after the MSBAM 2012-C5 deal issuance. The deal documents noted that the borrower 
can obtain future mezz financing, but only a year after the mortgage closing, among 
other conditions.

3.	 Mezz debt not permitted. Many loans do not permit future mezz debt. The $120 
million Charlotte Plaza (LNSTR 2017-4 and 5) is one example of recently defaulted 
large office loan that did not allow mezz debt. The loan on the 632k sf office property 
in Charlotte (a direct competitor of One Wells Fargo Center we mentioned above), 
defaulted at maturity in January 2023. The servicer is currently negotiating with the 
borrower, according to recent commentary. 
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Academy Securitized Products Research Recent Reports
Cell Towers: Lender-Friendly Features Dovetail with Secular Tailwinds

Equity Pledges: Hotel Bossert Spotlights Dual Collateralized Loans

Timeshare ABS: Exposure to Favorible Hospitality Segments

Self Storage: Aspects to Watch as Performance Decelerates

Transitional Multifamily: Collateral Migration Away from CRE CLO Offers Different Deal Profile

The Road to Conversion: Consider Office Ground Leases and ARD Loans

Credit 2023: Advancing and Workout Approaches to Play a Central Role

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/Securitized_Special_Topics_Towers.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Bossert.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Timeshare.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Storage.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Q.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_625Mad.pdf
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.


