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APRIL 2, 2014 

US CMBS: Improved Liquidity and Rising 
Property Values Spur Defeasance 
 

Defeasance activity increased dramatically in 2013, rising 123% over 2012. At $13.2 billion, 
2013 defeasance activity rose to its highest level since the market’s peak at $32.4 billion in 
2007. The increase was due to several factors, including increased financing and sales 
liquidity, borrower concern about potential rising interest rates and continued improvement 
in real estate fundamentals. New commercial mortgage-backed securities (CMBS) conduit 
issuance jumped 65% in 2013, increasing the availability of credit, which allows borrowers 
to trade in older loans for new loans, frequently with higher proceeds and lower interest 
rates. 

A highly competitive CMBS loan origination market, continuing borrower concern over 
rising rates, and a large proportion of outstanding loans nearing maturity (the sweet spot for 
defeasance), provide conditions that are ripe for defeasance activity this year to exceed 2013 
levels. 

Among the highlights in 2013: 

» Defeasance of CMBS loans increased 123% to $13.2 billion from $5.9 billion in 2012. 

» The largest shares of defeased loans, by property type, were retail, 33%, office, 25%, and 
multifamily, 24%.  

» The 10 largest defeased loans accounted for $3.0 billion, or 23% of defeasance in 2013. 
Five of the largest defeased loans were originally secured by retail properties, while the 
remainder were originally secured by office (3), industrial and mixed use. 

» Over three-quarters of the loans that defeased in 2013 were originated between 2004 
and 2006.  

» In 2013, borrowers defeased loans with longer remaining terms than in 2012. By 
aggregate balance, 56% of loans that defeased in 2013 had remaining terms of one to 
two years, up from 39% in 2012. In contrast, 23% of the loans that defeased in 2013 
had a remaining term of one year or less, down from 38% in 2012.  

» Principal and interest (P&I) classes that are fully covered by defeasance may not 
necessarily be rated Aaa(sf) because of concerns about interest shortfalls or realized losses. 

mailto:tarun.bhan@moodys.com
http://www.moodys.com/
http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=SF360401
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Defeasance Explained  

Fixed-rate loans originated for CMBS conduit / fusion transactions generally limit a borrower's ability 
to prepay a loan before maturity. Defeasance allows a borrower to substitute the real estate collateral 
securing a mortgage loan with a portfolio of US government securities sufficient to satisfy all debt 
service payments, including the balloon payment upon maturity. The mortgage loan remains in the 
trust and the certificate holders receive an uninterrupted Aaa payment stream from the defeased 
mortgage loan. The real estate that originally served as collateral for the loan is released, allowing the 
borrower to refinance or to sell a property unencumbered by debt.  

 

Defeasance in 2013 

In 2013, defeasance activity increased 123% to $13.2 billion, from $5.9 billion in 2012. By number of 
loans, defeasance increased 84% to 888 loans, from 488.1 The average size of defeased loans in 2013 
was $14.9 million, the highest since 2005, and up from $12.1 million in 2012.  

Even with the increase in defeasance in recent years, activity is still far below the levels in 2005-07, 
when property prices reached their pre-crisis peak, as Exhibit 1 shows. The increase in 2013 is due 
partly to a rise in financing liquidity, an increase in sales activity, borrower concern about rising 
interest rates and continued improvement in real estate fundamentals.  

EXHIBIT 1 

Annual Defeasance, 2005-13 

 
Source: Moody’s Investors Service, based on data from defeasance consultants 

 
These factors in combination are increasingly allowing borrowers to defease older loans for new loans 
at greater loan proceeds and lower interest rates. Although interest rates have begun to rise due to the 
Federal Reserve’s tapering, we expect general market conditions will be ripe for a continued increase in 
defeasance activity in 2014. 

                                                                        
1  Data for this study came from defeasance consultants, including AST, Bank of America, Chatham Financial, Defeasance Holding Company, Trimont Real Estate 

Advisors, Waterstone Capital Advisors and Wells Fargo. 
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Defeasance by Property Type 

By balance, the largest shares of defeased loans were backed by retail, 33%, office, 25%, and 
multifamily properties, 24%, followed by other, 10%, hotel, 4%, and industrial properties, 4%. By 
number of loans, multifamily constituted the largest share, 34%, with retail, 30%, and office 
properties, 15%, following.  

EXHIBIT 2 

2013 Defeasance by Property Type 

 
Source: Moody’s Investors Service, based on defeasance consultants 
 

The distribution of defeasance by property type varies over time because of changes in investor 
appetite, property fundamentals, borrower motivation, liquidity and financing opportunities. 

Dominant Malls Get Defeased:  The three largest defeased loans were secured by strong retail centers: 
the Aventura Mall (LB-UBS 2007-C7), Desert Passage (BACM 2006-1, BACM 2006-2 and COMM 
2006-C7) and AmericasMart (WBCMT 2005-C19 and WBCMT 2005-C20). As Moody’s RCA 
Commercial Property Price Indices March 2014 report indicates, retail properties in major markets are 
1.5% above their September 2007market peak. 

Prices on CBD Office Properties in Major Markets Exceed Peak Promoting Defeasance:  Many of 
the defeased office loans were in major markets, including New York, Chicago and Washington DC, 
where fundamentals have improved. Based on Moody’s/RCA most recent CPPI report, central 
business district (CBD) office properties in major markets are 10.3% above their December 2007 
market peak, the second highest of any property-type index we track. 

Multifamily Fundamentals Strong, Facilitating Defeasance:  The multifamily market continued to 
benefit from improved real estate fundamentals and the availability of government-sponsored 
enterprise (GSE) debt. Moody’s Red - Yellow - Green® quarterly property assessment for fourth-
quarter 2013 indicates that the multifamily market is the strongest commercial property type at Green 
80. The Red - Yellow - Green score is a function of current market conditions, as well as forecasted 
supply and demand. 

While there has been improvement in real estate fundamentals in major markets, individual property 
performance varies depending on the specific market and quality of the real estate. 
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Defeasance by Loan Size 

By number, approximately 45% of loans that defeased in 2013 had balances of less than $5 million, 
but they constituted only 8% of aggregate defeasance. Loans $50 million or greater constituted 42% of 
aggregate defeasance volume, but were just 5% by number. Exhibit 3 shows the dispersion of defeased 
loans by balance and number of loans.  

The average balance of defeased loans in 2013 was $14.9 million, which is slightly larger than the 
average loan balance in the CMBS universe – $12.8 million according to Trepp LLC. 

EXHIBIT 3 

2013 Defeasance by Loan Amount 

 
Source: Moody’s Investors Service, based on data from defeasance consultants 
 

Exhibit 4 shows that the 10 largest defeased loans constituted approximately 23% of overall volume in 
2013, compared to 24% in 2012. Despite representing a similar share of defeasance, the top 10 
featured much larger loans in 2013 than 2012, with the average loan size more than doubling from 
$145 million to $298 million. The aggregate balance of the 10 largest loans doubled to $3 billion in 
2013, from $1.5 billion in 2012.  

EXHIBIT 4 

10 Largest Defeased Loans in 2013 

Property Name Location Property Type Vintage Years to Maturity Balance at Defeasance 

Aventura Mall Aventura, FL Retail 2007 4 $430,000,000  

Miracle Mile Shops (formerly, Desert Passage) Las Vegas, NV Retail 2006 2 369,567,372  

AmericasMart Atlanta, GA Retail 2005 1 357,264,277  

Flagler Development Group Portfolio Various Mixed Use 2009 3 329,372,364  

CGM AmeriCold Portfolio Various Industrial 2007 3 325,000,000  

Time Warner Retail New York, NY Retail 2004 <1 294,641,143  

375 Park Avenue New York, NY Office 2005 2 290,635,657  

1440 Broadway New York, NY Office 2005 1 221,199,539  

Northshore Mall Peabody, MA Retail 2004 <1 189,049,613  

Technology Corners at Moffett Park Sunnyvale, CA Office 2006 3 177,163,810  

Total 

  

 

 

$2,983,893,773 

Source: Moody’s Investors Service, based on data from defeasance consultants  
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The largest loan to defease in 2013 was backed by the Aventura Mall in Aventura, FL. This 2.1 million 
square foot super-regional mall (loan collateral 1.0 million square feet) is owned by affiliates of 
Turnberry and Simon Property Group (SPG) and is the largest retail property in Florida and the third 
largest in the United States.  

The loan had a balance of $430 million at defeasance, the same as at origination. The defeased loan 
was the largest in LB-UBS 2007-C7 and was interest-only for the full 10-year term, with a 5.9% 
coupon. Following defeasance, the property was refinanced with a $1.2 billion mortgage, which was 
then securitized via the stand-alone offering of Aventura Mall Trust 2013-AVM. This new mortgage is 
interest-only for the full seven-year term, with a 3.8% coupon. The borrowers were able to take out 
approximately $673 million of equity after paying off the existing first mortgage loan, defeasance costs, 
closing costs and upfront reserves. 

The second-largest loan to defease in 2013 was backed by the Miracle Mile Shops, on the strip in Las 
Vegas, NV. This 450,000 square foot regional mall, entertainment and lifestyle center is owned by 
RFR Holding and Tristar Capital. 

The loan had a balance of $370 million at defeasance, compared to $396 million at origination. The 
defeased loan, formerly known as Desert Passage, was split equally among three pari passu notes 
securitized in BACM 2006-1, BACM 2006-2, and COMM 2006-C7. The loan was interest-only for 
the first three years of the 10-year term with a 5.5% coupon. 

Following defeasance, the property was refinanced with a $580 million mortgage, which was then 
securitized pari passu in six deals: COMM 2013-CCRE11, COMM 2013-CCRE 12, CGCMT 2013-
GC17, GSMS 2013-GC16, JPMBB 2013-C15, JPMCC 2013-C16. The new mortgage is interest-
only for five years of the 10-year term with a 5.3% coupon.  

The third-largest loan to defease in 2013 was backed by AmericasMart in Atlanta, GA, a 4.6 million 
square foot wholesale trade mart owned by Portman Financial Inc. 

The loan had a balance of $357 million at defeasance, compared to $409 million at origination. Before 
defeasance, the AmericasMart loan was split into two pari passu notes that were securitized in 
WBCMT 2005-C19 and WBCMT 2005-C20. The loan had a 10-year term with a 5.7% coupon. 

Following defeasance, the property was refinanced with a $560 million mortgage, $420 million of 
which was securitized pari passu among three deals: MSBAM 2014-C14, WFRBS 2013-C18 and 
WFRBS 2014-LC14. The remaining $140 million pari passu piece has not yet been securitized. This 
new mortgage has a 10-year term with a 5.5% coupon. 

Defeasance by Years to Maturity 

In 2013, borrowers defeased loans with longer remaining terms than in 2012. By aggregate balance, 
56% of loans that defeased in 2013 had remaining terms of one to two years, up from 39% in 2012. 
In contrast, 23% of the loans that defeased in 2013 had a remaining term of one year or less, down 
from 38% in 2012.  

Concern about continued rising interest rates is causing borrowers to defease loans with longer 
remaining terms. Several loans defeased even though they would have matured within a few months, 
because the borrower wanted to lock in a favorable refinancing rate or to accommodate a property sale. 
Because of the short remaining loan terms of seasoned loans, new owners wanted the ability to 
refinance with a five- or 10-year term rather than assume the existing short-term debt.  
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Our conversations with several defeasance consultants indicated an additional incentive to defease: 
Borrowers are increasingly deciding to defease loans ahead of the large amount of maturities coming 
due in 2016-17 ($283 billion according to Trepp LLC), to ensure their access to commercial real 
estate credit.  

 

 

Defeasance by Vintage 

Because of REMIC regulations, defeasance cannot occur until after the second anniversary of the 
closing date of a CMBS transaction. Thus, there has been no defeasance in any of the deals from 2012 
and 2013. 

Most of the loans that defeased in 2013 were originated between 2004 and 2006, accounting for 
approximately 79% of total defeasance for the year, as shown in Exhibit 6. These loans had shorter 
periods to maturity, and in many cases in-place interest rates were higher than current market interest 
rates.  

By balance, loans originated between 1996 and 2003 constituted only 4% of 2013 defeasance; those 
originated between 2007 and 2011 constituted 17%, despite several years of high origination volume. 

EXHIBIT 5 

2013 Defeased Loans by Years to Maturity 

 
Source: Moody’s Investors Service, based on data from defeasance consultants 
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EXHIBIT 6 

2013 Defeasance by Vintage 

 
Source: Moody’s Investors Service, based on data from defeasance consultants 

 
Exhibit 7 indexes 2013 defeasance by vintage to the share of each vintage in the CMBS universe. The 
2003, 2004 and 2005 vintages had index values well above one; the 2006, 2007, 2008 and 2010 
vintages had index values of less than one. For example, loans originated in 2005 constituted the 
largest share of 2013 defeasance, 35%, even though the 2005 vintage constituted only 17% of the 
CMBS universe.  

EXHIBIT 7 

2013 Defeasance Indexed to CMBS Universe, by Vintage 
Outstanding CMBS Balance as of December 2013 

 
Source: Moody’s Investors Service, based on data from defeasance consultants and Trepp LLC 

Impact of Defeasance on CMBS Credit 

Defeasance remains an important factor in CMBS credit because substituting Aaa-rated US 
government securities for real estate collateral of lower credit quality dramatically reduces the risk of a 
loss of principal. However, the amount of defeasance, and hence the benefit to CMBS credit, varies 
significantly by deal. 

On a cumulative basis, defeasance represents a minimal share of the 2006 through 2011 vintages. 
Exhibit 8 shows cumulative defeasance by vintage. The vintages with the largest shares are 1998, 1999 
and 2004.  
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EXHIBIT 8 

Cumulative Defeasance by Vintage 
As of December 2013 

 
 

Source: Moody’s Investors Service, based on data from Trepp LLC 

 

P&I classes that are fully covered by defeasance may not be rated Aaa(sf) because of concerns about 
interest shortfalls or realized losses.2 For example, defeasance in many early vintage deals is high, which 
protects the senior-most outstanding classes against principal loss. However, because of adverse 
selection, the quality of assets remaining in these early vintage deals is often poor. Therefore, the senior 
classes can still be subject to interest shortfalls stemming from specially serviced loans. Alternatively, 
the class may have already experienced losses from previously liquidated loans. 

  

                                                                        
2  Interest shortfalls occur when the interest available is insufficient to pay 100% of the interest due on all the certificates. Interest shortfalls are due to special servicing fees, 

including workout and liquidation fees, appraisal subordinate entitlement reductions (ASERs), loan modifications, extraordinary trust expenses and non-advancing by 
the master servicer based on a determination of non-recoverability. 
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Moody’s Related Research 

Below are links to publications from Moody’s related to commercial real estate and credit trend 
research: 

Special Reports: 

» U.S. CMBS: Strong Property Appreciation Fuels Defeasance, March 2007 (SF94356) 

» U.S. CMBS 2007 Defeasance Activity Sets New Record Despite Midyear Slowdown, March 2008 
(SF125196) 

» U.S. CMBS: Real Estate Value Declines and Reduced Liquidity Cause 2008 Defeasance Activity 
To Plummet, March 2009 (SF159454) 

» U.S. CMBS: Defeasance Activity Picks Up As Commercial Real Estate Liquidity Improves, May 
2011 (SF243635) 

» US CMBS: Defeasance Activity Increases As Commercial Real Estate Liquidity Improves, March 
2012 (SF280240) 

» US CMBS: Defeasance Continues Upward Trend Due to Favorable Market Conditions, March 
2013 (SF320101) 

Special Comment: 

» Q4 2013: US CMBS and CRE CDO Surveillance Review, January 2014 (SF354595) 

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of 
this report and that more recent reports may be available. All research may not be available to all clients. 
 

Moody’s publishes a weekly summary of structured finance credit, ratings and methodologies, available 
to all registered users of our website, at www.moodys.com/SFQuickCheck. 

 

  

http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF94356
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF125196
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF125196
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF159454
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF159454
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF243635
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF243635
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF280240
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF280240
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF320101
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF320101
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF354595
http://www.moodys.com/viewresearchdoc.aspx?docid=PBS_SF161380
http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=SF360401
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