Bigger, Faster Mezz

Mezzanine financing gets more critical as conduit
senior loans tighten up. By Jerry Ascierto

KeyBank Real Estate Capital pro-
vided a $16.3 million mezzanine
loan in May for the Gramercy at
Metropolitan Park, a 399-unit
market-rate development in Pen-
tagon City, Va.
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As conduit lenders tighten
underwriting standards on
senior loans, developers
will need to borrow more
mezzanine money to com-
plete their financing
packages.

This is bittersweet news for devel-
opers: They’ll have to pay a higher
rate on a larger portion of the overall
loan, but the increased competitive
focus on mezzanine translates to
quicker deal cycle times.

The overall slowdown in the real
estate industry, led by a plague of
subprime loan foreclosures, has
pushed Wall Street lenders in a more
conservative direction of late, indus-
try watchers say.

“CMBS lenders are facing much
higher underwriting standards; the
B-piece buyers and ratings agencies
are putting a lot of pressure on the
securitized lenders,” said Dennis
Walsh, a senior director with
Tremont Capital. “It’s going to make
borrowers rely more on mezzanine
and preferred equity and less on sen-
ior proceeds to get to 90 percent
financing.”

In the past, many deals were split
80/10 between the senior debt and
mezzanine components to reach 90
percent financing. “Based on the way
that Wall Street is underwriting now,
it may be 70 to 75 percent [on the
senior loan],” said Tremont’s Walsh.
“If the borrower is still looking for
90 percent, the senior lender is going
to have to rely on selling a piece of
paper with a bigger mezzanine piece
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in it than it might’ve had a vear ago.”

As a result, many senior lenders
now are opening mezzanine funds
and adding mezzanine capital to
large transactions in order to offset
yield losses on the senior debt piece
and increase their overall returns.

“It’s still quite competitive,” said
Dan Walsh, who heads the private
equity group at Key Bank Real Estate
Capital. “We continue to see new
entrants in the market as everybody
continues to look for yield.” And it’s
not just traditional senior lenders,
but insurance companies, private
hedge funds, and REITs that also
have entered the mezzanine fray in
recent years, he said.

With the emergence of the collat-
eralized debt obligation market and
its ability to finance transitional
assets (as opposed to the CMBS mar-
ket, which focuses on stabilized
assets), borrowers increasingly are
able to get 80 percent nonrecourse
financing “on deals that are highly
transitional in nature, whether
they’ve just completed construction
or significant acquisition rehab,” said
KeyBank’s Walsh. “This is good for
borrowers.”

Due to this increased competition,
mezzanine deals are getting turned
around more quickly than they have
in the past. “The time you need to
commit and close is a lot faster than
it was a year ago,” said Tremont’s
Walsh. “Most deals [take] 15 to 30
days start to finish, which has proba-
bly been the biggest change in the
last year.”

The most highly sought-after
deals are getting done even faster, in
between 10 and 15 days, with due






