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Swept up in the market turmoil along with everyone else,
small-balance lenders are hunkering down and waiting for
conditions to improve. 

Programs that originate small-balance commercial mort-
gages have substantially reduced their origination goals for
this year. For example, KeyBank’s program, which originally
planned to write $1.5 billion of mortgages, has cut that target
in half. 

Small-balance commercial mortgages were particularly
hard-hit by the subprime meltdown. Because borrowers are
often owners of mom-and-pop businesses, and loans typically
are the size of mortgages on large homes, the sector is closely
tied to the performance of the housing market.

Still, players like Key and Principal Real Estate Investors
remain committed to the sector. 

“This is a good space to go into,” said Key managing direc-
tor Charles Krawitz. “It’s a very sturdy marketplace. You have
a plethora of very, very conservative owners who don’t want to
get in over their heads with leverage.”

Krawitz, who joined Key last summer to beef up its small-
balance lending operation, said the unit has accumulated
enough loans to launch a commercial MBS offering. If the
securitization market doesn’t improve, Key will sell the mort-
gages to other banks as whole loans. 

The small-balance sector has traditionally been highly
fragmented, with relatively small commercial banks account-
ing for the bulk of originations. But securitization shops and
other larger players  have moved in over the past couple of
years. 

The origination of small-balance loans — generally
defined as ranging in size up to $5 million — declined in the
second half of last year after several years of steady growth.
Third-quarter volume was $31.3 billion, down 14.7% from a
year earlier and down 8.3% from the previous quarter, accord-
ing to Randy Fuchs, a principal of analytics firm Boxwood
Means. Though fourth-quarter numbers are not yet available,

Fuchs projected that
activity fell again, probably to between $25 billion and
$28 billion.

The weak market has already caused some small-balance
lenders to pull out of the market. CBA Commercial, which was
launched in 2004 by boutique merchant bank Cheslock Bakker
& Associates, went out of business late in October after a last-
minute bid to line up equity fell apart. 

Impac Commercial Mortgage and Greenpoint Mortgage are
also out of the sector. 

Weak Market Prompts Wells to Exit TOP DealCiting poor market conditions, Wells Fargo has pulled its loans from the latest
“TOP” brand securitization.Wells originally planned to contribute about $200 million of fixed-rate mort-
gages to the transaction. Now its longtime TOP partners — Morgan Stanley, Bear

Stearns and Principal Commercial — will proceed with a scaled-down $1.2 billion
deal. The offering, which is the 29th in the TOP series, hit the market this week and
is on track to price next week, which would make it the first transaction of the year. 

Wells emphasized that it remains committed to the long-running TOP program
and will participate in future deals when conditions improve. However, it decided
that it made no sense to securitize loans at a time when CMBS spreads are at record
highs. “We didn’t feel there was any urgency to sell good loans with spreads blown
out at these levels,” said senior managing director Adam Davis, who heads the

See TOP on Page 7Shorting on CMBX Drives Up Cash SpreadsCommercial MBS investors watched in despair this week as fast-money players
flooded the synthetic market, pushing CMBS spreads out to stratospheric levels. 

The trading was mostly in the CMBX, an index that permits investors to take
long or short positions in synthetic instruments tied to pools of CMBS deals. The
heaviest demand was on the short side. Investors betting that the market will fall
sought to buy protection against CMBS losses, driving up both CMBX and CMBS
spreads.

A small number of cash bonds were offered in the secondary market. Late in the
week, for example, an investor offered to pay 210 bp over swaps for a batch of 10-
year, super-senior notes floated last year. It was unclear if the seller accepted the
offer. But spreads clearly were dramatically wider from the previous week, when
they fluctuated between 140 bp and a then-record 175 bp. Trading was so thin on the cash side this week that some investors were hesitant
to conclude that any new benchmarks had been set. “This market is so schizophrenic 

See SPREADS on Page 6Taubman Taps Syndicates to Refinance MallsTaubman Realty, which in the past often relied on securitized mortgages, has
turned to portfolio lenders to refinance two big malls. Eurohypo landed the mandates to lead $575 million of floating-rate loans for the
mall operator and its partners. Eurohypo has agreed to lend about $250 million on
Fair Oaks Mall in Fairfax, Va., with Calyon and PB Capital expected to be brought
in as co-lead arrangers. In addition, a Eurohypo syndicate has already closed on a
$325 million mortgage backed by International Plaza mall in Tampa.  

Both properties previously had securitized mortgages. But when Taubman mar-
keted the new assignments, no securitization programs stepped up. Commercial
banks, both domestic and foreign, dominated the bidding. 

“Wall Street is just a big wreck in the road,” said a lender at a foreign commer-
cial bank. “Everybody’s just steering around it and getting on with their business.” 

Both of the new loans carry three-year terms, with conditional options for
See TAUBMAN on Page 9
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Canadian lender Colliers Internationalhas pulled the plug on its conduit afterbarely three years of operation.Securitization chief Ross Brennan willoversee the sale of C$200 million ($198million) of warehoused loans. The unit’sother 14 staffers were laid off late lastmonth. The Colliers conduit shop was asmall but steady contributor toCanadian conduit deals, supplying atotal of C$545 million of mortgages. TheCMBS market downturn has alreadyclaimed two other Canadian casualties.The conduit units of Capmark and CreditSuisse closed late last year.
Prudential Financial this week becamethe latest player to disclose losses in itscommercial MBS operation. The insurer,which securitized $3.6 billion of com-mercial mortgages last year, took a $49million CMBS loss in the fourth quarter.Overall, the company reported $871 mil-lion of quarterly net income, down 16%from a year earlier.   

Brian Schwartz, who invested in CMBSfor Sailfish Capital Partners of Stamford,

THE GRAPEVINE

See GRAPEVINE on Back Page

Small-Balance Lenders Hang On 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


