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1740 Broadway Liquidation Shows Path for Subordinate Bond Payments
The recent liquidation of the $308 million 1740 Broadway loan (BWAY 
2015-1740) underscores how servicers’ choice between curtailing interest 
advances (via ASER) or terminating them (via NRA or non-recoverable 
advances) could have dramatic impact on subordinate bond value. Perhaps 
counter-intuitively, the more drastic non-recoverability determination 
actually could bolster subordinate bonds’ credit IO trade returns. While 
the servicer immediately shuts off interest payments to all bonds following 
a non-recoverability determination, subordinate bonds may be able to 
recover those shortfalls at liquidation at the expense of principal payment to 
senior bonds. This is not the case if ASERs are driving the interest shortfalls. 
At liquidation, ASER recoveries typically will be subordinate to principal 
paydowns.
As such, subordinate classes may welcome non-recoverability determinations in highly distressed 
situations. This is especially the case when the servicer makes the determination around the arrival 
of a new low appraisal that would lead to elevated ASERs. The ASER-driven shortfalls may not 
be much lower than NRA-driven shortfalls. But the NRA shortfalls recovery prospects could look 
brighter. We have seen a significant rise in the frequency of non-recoverability determinations, 
including blanket NRAs across entire deals, and expect more to come.1 In the same vein, investors 
may find value in subordinate classes of deals that have non-ASER shortfalls (Figure 1).

1  “Blanket NRAs: Shutting Down Advances Upends Credit IO Trades,” CMBS Credit Focus, Academy Securities, January 3, 2024

Figure 1. Interest Shortfalls Drivers

Note: ASER - Appraisal subordination entitlement reduction
Source: Morningstar Credit and Academy Securities

https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_NRA_Deal.pdf
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Pre-Liquidation Sleuthing for Shortfall Drivers
1740 Broadway’s liquidation proceeds paid $9.0 million shortfalls ahead of principal payments 
because those shortfalls were associated with non-recoverable interest. The shortfalls payment, 
combined with $48.5 million servicer advance/interest reimbursement, $2.9 million holdback, 
and other expenses, left only $117.2 million net proceeds on $179 million liquidation price (Figure 
2). The overall loss to the deal was $190.8 million, including a write-down to the originally triple-A 
rated class A.2 

Interestingly, the servicer made a non-recoverability determination on the 1740 Broadway 
advances only a month after ASERs kicked off. This essentially shifted the driver of the 
accumulating shortfalls to non-recoverable interest from ASER, eventually leading to the priority 
of the shortfall payment at liquidation (Figure 3).

2  “Special Servicer Replacements: 1740 Broadway Crystalizes Implications,” CMBS Credit Focus, Academy Securities, October 16, 2023

Figure 2. 1740 Broadway (BWAY 2015-1740) Liquidation

Net Liquidation Proceeds
($ Millions) Net Liquidation Proceeds Allocation

Original Note Balance $308.0
Class

Principal  
Balance Paid

Accrued 
Interest PaidNote Balance At Liquidation $308.0

Liquidation Proceeds $179.5 (Net of selling costs) A  $157.5  $117.2 $3.8 $3.8 
Fees To Servicers $1.0 (Liquidation Fee) B $ 38.6 - $1.0 $1.0 
Advances (Incl Adv. Interest) $48.5 (P&I, T&I, Other) C $ 26.7 - $0.7 $0.7 
Accrued Interest $10.0 (Includes previous NRA) D $ 32.8 - $1.1 $1.1 
Holdback - Unknown $2.9 E $ 44.6 - $1.6 $1.6 
Total Fees/Expenses $62.3 F $ 7.8 - $0.3 $0.3 
Net Liquidation Proceeds $117.2 XA - - $0.3 $0.3 
Realized Loss to Trust $190.8 XB - - $1.1 $1.1 
Loss Severity 62% Total $308.0 $117.2 $9.9 $9.9 

Source: Morningstar Credit and Academy Securities

Figure 3. 1740 Broadway Timeline
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July 2022:
• Advancing begins with 

$5.7 MM outstanding

July 2023:
• Final P&I advance made ($9.7 MM outstanding)
• T&I and other advances ($24.0 MM outstanding)
• First (and only) ASER of $245k

August 2023:
• $9.7 MM P&I advance declared a Non-Recoverable Advance (”NRA”)
• After a single month of ASER-driven interest shortfalls all bonds now 
begin to shortfall due to the NRA determination

Source: Morningstar Credit and Academy Securities

https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Special_Transfers.pdf
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The shortfalls payment priority in 1740 Broadway reminded the market that only ASER shortfalls 
were de-prioritized at liquidation in CMBS 2.0. But the situation also showed the challenge in 
tracking interest shortfall drivers. Investors had to observe the low $245K pre-liquidation cumulative 
ASER, compare it to the pre-liquidation $8.9 million cumulative shortfalls, and conclude that 
non-ASER drivers created the shortfalls on the deal. Such conclusion should anticipate shortfalls 
priority at liquidation. All those data points are peppered throughout deal reporting, requiring 
some sleuthing. In addition, some PSAs may have provisions that de-prioritize some components 
of NRA-driven shortfalls, similar to ASER, further complicating liquidation waterfall projections. 
All told, Investors no longer can rely only on loans’ “total exposures” as a reasonable base 
case for liquidation expense projections.3 The shortfall prioritization nuances, as well as any 
unexpected holdbacks, are creating large differences between actual liquidation expenses and 
what total exposures predict.

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

https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Credit2023.pdf
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https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Equipment.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Solar.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_MCRT.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_OC_CLO.pdf
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https://academysecurities.com/wp-content/uploads/CRT_Credit_Focus_Tender_Offers.pdf
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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/CRT_Credit-Focus_20220412.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS_Special_Topics_Sanctions-1.pdf


Recovering Shortfalls: Credit IO Value in Distressed Office

5

CMBS Credit Focus:

Releasing Holdbacks: RENT is Writing Up Bonds

Reserves vs Advances: Servicers Tap Reserves to Lower Advances

Forward Forbearances: One Market Plaza Introduces a Twist to Mods

Loan Assumptions: Watch Waterfalls as New Borrowers Redevelop

Holdbacks: RENT in the Limelight, as Other Cases Brewing

Blanket NRAs: Shutting Down Advances Upends Credit IO Trades

Credit 2024: Workout Nuances Come to the Fore

Recovering the Non-Recoverable: Liquidation Nuance Bolsters Paydowns

Special Servicer Replacements: 1740 Broadway Crystalizes Implications

Crossgates Liquidation: Holdbacks Complicate Severity Projections

WODRA: Bond Cashflows Under Stress in Post-Mod Advance Recovery

Securitized Mezz: Workout Dynamics in Public Display

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

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 CMBS 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

https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Holdback_Release.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_AdvInterest.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_OneMarket.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus__Assumptions.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Holdbacks.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_NRA_Deal.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Credit2024.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_NRA_Recovery-1.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Special_Transfers.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Crossgates.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_WODRA.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_SecuritizedMezz.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Triggers.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Appraisal.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_NRA.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Advancing.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Release.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Mezz.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Bossert.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/CMBS_Credit_Focus_PalmerHouse.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_285Madison.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_DestinyUSA.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/Academy_CMBS_Credit_Focus_Reserves.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_GSA.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.


