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Tracking Tenant Lease Sweeps and Reserve Accumulations

. . - . Stav Gaon
The nuances and limits of dark period provisions underscore investor need ;45 765.9173

to track cash collateral accounts, especially account type “13” that typically  sgaon@academysecurities.com
accumulates post-trigger funds. A few recent situations illustrate it may not

be clear if dark periods should have been triggered, and if they did, whether ~ Headquarters Address:

cash sweeps are in effect. For example, in the $770 million MOFT 2020-ABC, g\gzdfh?éiiceunﬂesl’;:ﬁ'Fl
investors questioned if a lease sweep triggered following Google’s intention New York, NY 100’17

to shed 737K sf across the three Moffett Towers buildings in Sunnyvale, CA,

that back the SASB deal (Figure 1). In turn, a similar question on triggering

dark event came up on the $240 million 636 11* Avenue (largest exposure in

CGCMT 2018-C5, and across five other 2018-vintage deals). Investors noted that the property’s

sole tenant, Ogilvy Group, vacated its space prior to the lease expiration in December 2029.

Investors cited Fitch rating withdrawal for WPP, Ogilvy’s parent, as another potential sweep trigger.

Figure 1. Moffett ABC Portfolio Loan and Property Parameters

Moffet Towers Buildings A, B & C

MOFT 2020-ABC ($328.0MM); BMARK 2020-B17 ($79.5MM); Non-securitized ($362.5MM)
Balance $770,000,000

Maturity February 2030

Coupon 3.49% Appraised Value History

Loan Status Current Property Sq Ft January 2020 October 2021
Property Size 951,498 square feet Building A 317,166 $348.0 $348.0
Property Type Office Building B 317,166 $329.0 $390.0
Location Sunnyvale, CA Building C 317,166 $335.0 $383.0
Tenant Google Total 317,166 $1,012.0 $1,121.0

Source: MCIA and Academy Securities

Servicers clarified that in both Moffett ABC and 636 11* Avenue the circumstances did not
warrant cash sweep triggers. In Moffett, the servicer noted that if Google is the lease sweep
tenant, the triggeris not applicable, among other exceptions. In 636 11* there was no enforcement
of a dark trigger event because Ogilvy is still under the lease, despite most of its employees not
at the building. The servicer also mentioned that the Fitch rating trigger is not applicable because
the servicer believes the rating was withdrawn for “commercial purposes”, that do not reflect
concerns over WPP’s creditworthiness.
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All told, sweep provision language and servicers detailed commentary may reasonably explain
why triggers are not applicable in specific situations. Yet we expect the complexity of trigger
definitions, along with lingering investor questions, to come to the fore as tenant distress,
especially in the office sector, builds up. Specifically, elevated subleasing activity would sharpen
the focus on the kind of sublease arrangements that trigger cash sweeps. Relatedly, dark period
provisions can widely vary in identifying the specific events that trigger sweeps. Some provisions
may exclude press releases or “corporate statements” on tenants’ sublease intentions, or even
active marketing of their space.

Office Utilization Triggers

Provisions can also greatly vary, perhaps not surprisingly, across specific tenants. Anchor tenants
may have so-called “specified tenant” triggers (Figure 2). Such triggers may not necessarily be
more lender-friendly compared to the non-specified tenant triggers.

The current distress in the office sector should spotlight trigger provisions unique to office
tenants. For example, lenders may increasingly incorporate office utilization thresholds as trigger
events. Sabre Headquarters ($40 million, BANK 2022-BNK44), originated in late 2022, is a case in
point. Deal documents note that if Sabre’s employee utilization rate in the 266K sf office building
in Southlake, TX, falls below 50%, based a quarterly borrower attestation, a cash trap period will
kick off.

Figure 2. Tenant Specific Triggers Across Recent Issuance
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Post-Trigger Reserve Accumulation

Once dark period conditions are met, cash collateral reserves should start accumulating available
cash. Investors may need to actively monitor loan reserve accounts, typically reported via IRP’s
Loan Level Reserve/LOC Report. The loan periodic update (“L” data file) also reports the reserve
balance (IRP field L104), but without a breakdown of the different 13 reserve types (Figure 3).
Casually looking for the reserve report across large loans shows that the file is occasionally not
populated, consistent with our previous observation while discussing hotel reserves.?

Figure 3. IRP Package Reserve Account Types

Code Reserve Type
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Source: Commercial Real Estate Finance Council (CREFC)
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The reserve account “Other”, #13, should typically accumulate cash sweep monies. In another
example of the ramifications of Google’s office footprint resizing, Technology Corners Building Six
(5113.9 million, JPMCC 2014-C20 and C21) started trapping excess cash because the technology
giant did not renew its lease on the 232K sf office building in Sunnyvale, CA. The “Other” reserve
account has accumulated $2.0 million by now, according to deal data.

Yet deal commentary also suggests it was not clear to some investors that sweep reserves are
accumulating on the Technology Corners loan. Such uncertainty over the timing and extent of
post-trigger sweeps popped up in other cases as well. For example, in 650 Madison Avenue ($S800
million, MAD 2019-650M and 12 other conduit deals) following investor requests the master
servicer confirmed earlier this month that a specified tenant trigger event occurred back in
November 2021. The trigger period kicked off in December 2022, when a cash collateral reserve
account started sweeping excess cash. The servicer noted the current reserve balance is $5.9
million.

1 Hotel Reserves: Key Performance Driver after Pandemic-Driven Depletion, CMBS Credit Focus, Academy Securities, April 19, 2022


https://academysecurities.com/wp-content/uploads/Academy_CMBS_Credit_Focus_Reserves.pdf
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Securitized Products Special Topics:

Equipment ABS: Pick Your Spots Amid Diverging Collateral Trends

Commercial Solar ABS: Emergent Segment to Alleviate Headline Risks

Multifamily CRT: Limited Credit Risk on Synthetic Exposures

OC Triggers: Subtle Thresholds Come to the Fore As Collateral Stress Builds Up

Cell Towers: Lender-Friendly Features Dovetail with Secular Tailwinds

Timeshare ABS: Exposure to Favorable Hospitality Segments

Self Storage: Aspects to Watch as Performance Decelerates

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

Recovery Bonds: No Need to Closely Watch the Fed or the Economy Here

Affordable Mortgages: Fee Elimination Spotlights Convexity Profile

Investor Non-QM: Rental Exposure with Some Structural Twists

Data Centers: A Strong Segment Juggles ABS and CMBS

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

Housing at a Crossroads: Single-family and Multifamily Exposures

Senior Housing: Focus on Segment Selection Amid Pandemic Impact

Disaster Performance: Pandemic Forbearance Resolutions Bode Well for Future Stresses

Russian Sanctions Impact: Lease Terminations and Forced Property Sales
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https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Rent_Regulation.pdf
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https://academysecurities.com/wp-content/uploads/SP_Special_Topics_SeniorHousing.pdf
https://academysecurities.com/wp-content/uploads/CRT_Credit-Focus_20220412.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS_Special_Topics_Sanctions-1.pdf

ACADEMY
SECURITIES

MISSION DRIVEN

Dark Triggers: Nuances in Focus as Tenant Departures and Subleasing Pick Up

CMBS Credit Focus:

Upping Appraisals: Recovering Valuations Reverse Shortfalls

Non-Recoverable Advances: Unveiling a Rationale for a Key Decision

Excess Cash Allocations: Probing Advances on Positive Cashflowing Loans

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

Mezz Loan Sales: A Potential Headache for CMIBS Workouts

Equity Pledges: Hotel Bossert Spotlights Dual Collateralized Loans

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

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

Hotel Receiverships: Palmer House Hilton Spotlights Stabilization Efforts

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

Triple-A Shortfalls: Destiny Spotlights Delayed ASERs Impact

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

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

Hotel Reserves: Key Performance Driver after Pandemic-Driven Depletion

Government Tenants: Short Termination Notices and Specialized Properties

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



