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Releasing at a Discount

The just-reported release of an office property in the TOP Portfolio (CSWF 2018-TOP) also
spotlights the unusual possibility of the borrower releasing a property for a far smaller amount
than the release price set in deal documents. The borrower released the Wells Fargo — Inland
Empire property, part of an original 15-property office portfolio, for $33.6 million, ~25% less than
the $44.7 million release price that the deal release provisions imply. TOP Portfolio, the only
loan in the deal, has seen other property releases over time, reducing the deal’s $530 million
issuance balance to $51.5 million (Figure 1). Unlike the latest Wells Fargo discounted property
release, previous releases, with one exception, had principal paydowns commensurate with or
exceeding the contractual release provisions (Figure 2). Discounted prices reduce the release-
driven deleveraging benefit for the deal, as the top chart in Figure 2 shows.

Figure 1. TOP Portfolio Loan and Property Parameters

Asset Name TOP Portfolio
CSWF 2018-TOP

Loan Status Current Property Release Terms
Maturity August 2023 (August 2024 if extended) Properties may be released with payment of a release
amount equal to (i) 105% of the property’s allocated
At Issuance Current ‘March 2023 loan amount until the mortgage loan balance is reduced
to 90% of the original loan amount, (ii) 110% of the
Balance ($MM) 5530'0 551'5 property’s allocated loan amount until the mortgage

loan balance is reduced to 80% of the original loan
amount, and (iii) 115% when the balance is reduced to
LTV (Appraised Value) 77.3% 38.0% less than 80% of the original loan amount.

Debt Yield 9.16% 18.04%

Property Count 15 3

Source: MCIA and Academy Securities
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Figure 2. TOP Portfolio (CSWF 2018-TOP) Property Releases
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Release Reporting Remains a Challenge

The potential surprise over seeing discounted release prices now joins a lingering challenge in
tracking property releases over time. It may not always be clear which precise properties the
borrower released once unexpected principal paydowns pop up in remittance reports. Notably, in
the TOP deal the trustee had to identify last month the three remaining properties in the portfolio
following investor queries (Eisenhower Campus, Bank of America — Charlotte, and Amazon —
Phoenix). The Core Office Portfolio also saw investors looking for clarity on which properties
were released in the past couple of years. Specifically, deal data shows only two properties
of the original seven-property portfolio remaining (One Pierrepont Plaza and Station Square),
while apparently stale servicer commentary indicates only three releases. Core’s reduced $148.1
million loan balance also appears to incorrectly state the allocated loan amounts of the portfolio’s
remaining properties.

Investors can track released properties via the IRP’s Property Status field (P18). Released
properties should have code “4”. In addition, the loan’s current balances (L6, L7, and L36) and
number of properties (L86) fields will reflect post-release levels, though will not identify the exact
released properties. The aggregate release activity varies across recent vintages, with 2019- and
2021-vintage deals seeing most releases at $2.0 billion and $2.2 billion, respectively (Figure 3).
Interestingly, across property types most of the release activity concentrated in industrial ($2.34
billion) and hotels ($2.28 billion). Office properties have seen relatively limited releases so far.
This may change in the coming months.



ACADEMY
SECURITIES

MISSION DRIVEN

Release Prices: Cherry Picking Across Office Portfolios, Sometimes at a Discount

Figure 3. Property Releases by Vintage and Property Type

Releases by Vintage Releases by Property Type
($ Billions) ($ Billions)
$2.2
$2.0
$1.9
$1.5
Retail
($0.63)
$0.4 $0.4
Multifamily
($1.11)
2017 2018 2019 2020 2021 2022

Source: MCIA and Academy Securities

Brush Up on Release Provisions

We see the following aspects as relevant for tracking property releases:

Dynamic release provisions. Premium release prices should somewhat reduce borrowers’
incentive to release properties and create paydown timing uncertainty. A typical release
provision would set release amounts that could range from 105% to 125% of the property’s
allocated loan amount. Release premiums could be higher if the borrower transfers the
released property to an affiliate. The premiums may also change over time as the overall
loan balance decreases. For example, in the TOP Portfolio the release amount is 105% until
the loan’s balance drops to 90% of the original loan amount, and 110% and 115% until
the balance decreases to 80% and <80%, respectively. Higher release prices on portfolios
that have been whittled down may exacerbate the concern over permissions to release
properties at discount prices, of the kind the TOP Portfolio just saw.

Property-specific release prices. Release provisions may set higher release amounts for
specific properties in the portfolio. For example, in the Core Office Portfolio the release
price for One Pierrepont Plaza is 125%, compared to 110% for other properties. The 746.5
sf office building in Brooklyn, NY, with the largest allocated loan amount in the portfolio, has
not been released yet.
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Subtype release concentration. The Core Office Portfolio also features multi-subtype office
properties, spotlighting the concern over borrowers releasing properties mostly in the
strongest office subtypes, as we alluded to above. Among CORE’s original seven properties,
the Johns Hopkins Life Sciences Property in Baltimore and the UPenn Life Sciences Property
in Philadelphia are life science and R&D properties. The borrower released both. To be sure,
the borrower also released three other properties in the portfolio, so we cannot necessarily
identify subtype-driven release preference. But while office subtypes may have shown more
homogenous performance pre-pandemic, current market dynamics clearly favor certain
subtypes over others. As such, we will not be surprised to see borrowers increasingly looking
to release better performing properties, especially ahead of looming loan maturities.

Geographic release concentration. Divergent performance across office markets could
also drive release activity. For example, the Brookfield Office Portfolio loan originally had
12 office properties across four states. The portfolio may draw attention because of its
elevated exposure to DC-area office market (nine properties). As the market continues to
face challenges on the heels of government employees remote work and a pullback in GSE
leasing, leaving the Brookfield portfolio with just the Maryland and Virginia properties could
decrease the collateral’s quality.! The borrower released three properties so far, two in the
DC area, and one in Orlando, FL.

1 See “Government Tenants: Short Termination Notices and Specialized Properties,” CMBS Credit Focus, Academy Securities, March 28, 2022


https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_GSA.pdf
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Academy Securitized Products Research Recent Reports

OC Triggers: Subtle Thresholds Come to the Fore As Collateral Stress Builds Up
Mezz Loan Sales: A Potential Headache for CMBS Workouts

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
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https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_OC_CLO.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Mezz.pdf
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.



