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US CMBS Originations

Source: Commercial Mortgage Alert
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CMBS Delinquencies Increase
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Commercial Mortgage-Backed 
Security (CMBS) Transaction
Obtain assets into the warehouse
� Loan Processes

Š Sourcing
Š Underwriting
Š Funding
Š Hedging

Controls/Risk Management
� Preliminarily determine loan eligibility for

inclusion in the securitization
� Due diligence (e.g. site inspections)
� Credit approval (1146 process)
� Manage market risk on hedge

Create CMBS Securities
� Structure bonds based on

rating agency methodology
� Present to Rating Agencies

to obtain bond ratings
� Coordinate third party and

legal engagements

Controls/Risk Management
� Rating Agencies
� Well defined policies and

procedures (see key metrics
page)

� Transaction Review
Template

Distribute Securities
� Manage Syndicate

distribution
� Investor Roadshows
� Sales/Inquiring with clients

Controls/Risk Management
� Commitments Committee
� Know Your Customer (KYC)

processes to ensure
suitability

Commercial Real Estate
Mortgages

Warehouse of
Commercial Real
Estate Mortgages

AAA

AA

A

BB

Not Rated

Pension Funds
and Money
Managers

Banks, Broker
Dealers

Banks & Insurance
Companies

Insurance Companies

 Sophisticated Investors

Loan

Equity from Owner
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Who’s Your Banker Now?
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Master Servicers
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Internet Research Tools
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Internet Research Tools
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Securitization Structure
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First-loss position
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First-Loss Position

Source: Commercial Mortgage Alert
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Servicer’s Authority

Collect loan payments
Distribute funds
With the special servicer, process requests for 
consents, enforce remedies
Report to investors, rating agencies and others
Record reconveyances at payoff
Maintain loan and pool-level records



14

The Servicing Standard

. . . the same care, skill, prudence and diligence with 
which the Servicer generally services similar mortgage 
loans with similar borrowers . . . giving due 
consideration to customary and usual standards of 
practice of prudent institutional commercial mortgage 
lenders servicing their own loans . . . with a view to the 
maximization of the recovery on such Mortgage Loan on 
a net present value basis . . . 
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So What Is the Custom in the 
Industry?



16

Transfer to the Special Servicer
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Rights of Controlling Class

Vary widely, but may include:
No particular special rights
“Advise” special servicer
Take over special servicer’s role
Veto a special servicer action
Option to buy defaulted loan at its “fair value”
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Pooling and Servicing Agreement
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REMIC Rules
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Accounting Rules

FAS 140 and FIN 46(R)

Sponsor cannot “control” the assets
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REMIC Rules

Modification of the loan is permitted if:
Change is not “significant” or
Loan is in default or reasonably expected to 
become in default
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Alternatives: Buy the Loan?
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Special Servicers
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Rating Agencies
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What Can a Borrower Negotiate?

Interest forbearance—5 years or 50% of 
term
Change yield by <25 bp
Extend maturity, if doesn’t affect yield too 
much
Principal forgiveness?
Add collateral
Add guarantor, and forbear
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What Can a Borrower Negotiate?

If a default exists or is imminent, there may be 
many more choices:
Release guaranty in exchange for keys?
Equity participation in exchange for 
forbearance?
Short sale?
Forgive principal?
Others???
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Process and Timing

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC

RECOGNIZE PROBLEM

RESEARCH LOAN, POOL AND PSA

SERVICER ANALYZES

BRING IN SPECIAL SERVICER

DEVELOP GAME PLAN

SPECIAL SERVICER ANALYZES

SPECIAL SERVICER DISCUSSIONS
WITH CONTROLLING CLASS

CONTACT SERVICER

BRING IN CONTROLLING CLASS REP

PRE-WORKOUT NE
WITH BORROWER

ENVIRONMENTAL AND VALUATION

WORKOUT NE

FI
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Closing Take-Aways

It’s complicated—start early
Have a plan that provides best NPV—and 
be able to prove it
Be prepared to sell the plan, and the 
incredible horribles if it’s not accepted
Be prepared to explain it all in writing
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