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A Look at CMBS Deals in
ESG Bond Funds and ETFs

Key Takeaways

e CMBS securities have a highly variable
presence in ESG fixed-income funds
and bond ETFs with concentrations in
individual funds ranging from 0.26% to
20%.

¢ Single-Asset Single-Borrower deals
accounted for 58% of the market value
of all CMBS securities held in ESG-
labeled funds.

¢ CMBS investments by ESG-labeled
bond funds and bond ETFs were
disparate without many common
attributes. Approximately 40% of
CMBS deals held in ESG-labeled funds,
or 121 securitizations, had only one
position represented across the entire
subset of funds analyzed.

CRED iQ analyzed CMBS holdings for fixed-
income mutual funds and bond ETFs
branded with Environmental Social
Governance (ESG) labels. Data was compiled
from foodtruck.ai, a data literacy and catalog
platform. For clarification, any fixed-income
mutual fund or bond ETF with ESG in its
name was included in our analysis. A subset
of 17 fixed-income funds and bond ETFs was
identified as having an ESG label. An analysis
of individual portfolio holdings, primarily
from 2021 through year-to-date 2022,
indicated that ESG-labeled funds held CMBS
securities with a market value of
approximately $245 million, inclusive of an
outstanding par amount of $230 million and
a $368 million aggregate notional balance for

interest-only positions. Approximately 231
unigue CMBS securities across 190 different
securitizations were held in ESG-labeled
funds. CMBS securitizations allow for
investment at different subordination levels
within their capital structure based on risk
preference and allocation mandates.

The percentage of market value of CMBS
investments relative to all assets of a specific
fund varied widely across funds included in
the analysis, with a minimum concentration
of 0.26% to a maximum of 20%. The
minimum CMBS concentration was inan ETF
with a broad allocation strategy that included
a wide array of fixed-income and asset-
backed securities as well as commercial
mortgage-backed securities; whereas the
maximum concentration of CMBS positions
was in a fund that specialized in securitized
products.

By deal type, single-asset single-borrower
(SASB) transactions accounted for 58% of the
market value of CMBS securities held by ESG-
labeled funds. The comfort level of an
investor analyzing both credit risk and ESG
metrics for a single asset is relatively higher
than similar analysis for a conduit fusion
transaction with a large group of loans
secured by multiple types of properties in
geographically diverse markets. Agency
transactions, mainly comprising Freddie K
transactions, accounted for 25% of the
market value of all CMBS securities held in
ESG-labeled funds while conduit transactions
accounted for only 17%.

Looking at commonalities among holdings,
there was little crossover in CMBS deals held
by more than one fund. Of the 310 individual
CMBS holdings included in the analysis, there
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were 121 securitizations, equal to 39%, that
were only held by one individual fund in the
subset. This may be unsurprising as each
fund has its own investment objectives and
selection criteria; however, one could
reasonably expect industry-wide ESG
evaluations of the CMBS sector and third-
party ESG advisory firms to converge on a
select group of CMBS deals that are relatively
more suited to be included in an ESG-labeled
bond fund. One surface-level characteristic
observed among commonly held SASB
CMBS positions across funds was collateral
with LEED certification, which implies a high
level of sustainability and energy efficiency.
However, such a designation is fairly
common for trophy assets, office properties
in many cases, often found in SASB
transactions.

Notably absent from the fund holdings in our
study was SLG 2021-OVA, a green bond
securitization totaling $2.3 billion secured by
the trophy office asset, One Vanderbilt. The
green CMBS bonds were not present in any
of the ESG-labeled publicly traded '40 Act
funds included in our analysis. Also missing
from ESG-labeled fund holdings were rake
certificates totaling $72 million tied to 85
Broad Street in CSAIL 2017-C8, which were
also considered green bonds. Conversely, a
Bank of America single-asset deal with green
bonds, collateralized by a $425 million
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mortgage secured by The JACX office
development in Long Island City, NY
appeared in two ESG-labeled funds, showing
some, albeit limited, overlap of common
holdings.

Looking more closely at common CMBS
holdings across funds, several of Freddie
Mac's ESG-friendly K certificates, KGOO Series
and KSGOO Series, appeared in as many as
three separate funds. However, these
holdings were too infrequent to discern any
patterns of investments across fund
portfolios.

By market value, Freddie Mac's FREMF 2019-
KGO1 transaction was the largest CMBS
position across all ESG-labeled funds. But this
securitization was only held by two of the 17
funds in the study.

By frequency of position, the most commonly
held CMBS deal by ESG-branded funds was
the DROP 2021-FILE single-asset single
borrower securitization, which was
represented in five of the 17 funds in the
study. The transaction is collateralized by a
$600 million mortgage that is secured by The
Exchange, a 12-story, 750,000 sf office
property located in the Mission Bay
submarket of San Francisco. From an ESG
perspective, the transaction did not appear to
be structured as a green bond offering, but

Property Name Property Description

(millions)*
FREMF 2019-KG01 Agency $24.4 10.0% Multifamily
VASA 2021-VASA SASB $20.5 8.4%
DCOT 2019-MTC SASB $14.2 5.8% Office
JPMCC 2021-MHC SASB $13.9 5.7%

Mixed-Use (Office/Retail)  Village at San Antonio

Manufactured Housing
ONYP 2020-1NYP SASB $12.1 5.0% Office

Multiple Properties with environmental impact in workforce housing
LEED Gold property in Mountain View, CA
Midtown Center LEED Gold property in Washington, DC
MHC Portfolio 93 properties across 13 states
One New York Plaza LEED Gold property in Manhattan, NY

*Data from 2021 through YTD 2022
Source(s): cred-ig.com, foodtruck.ai
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Property Description

DROP 2021-FILE SASB 5 Office LEED Platinum property in San Francisco, CA

ONYP 2020-1NYP SASB 4 Office LEED Gold proeprty in Manhattan, NY

BX 2021-VOLT SASB 3 Data Center 10 properties across six states capable of 197.7 megawatts
FREMF 2019-K735 Agency 3 Multifamily Multiple properties, some with green investments
GCT 2021-GCT SASB 3 Office LEED Gold property in Los Angeles, CA

Source: cred-ig.com, foodtruck.ai

certificate payments passed through from
cash flows from the collateral may seem
appealing due to the office building’s LEED
Platinum certification. The office serves as
the global headquarters for Dropbox, which
subleases to multiple tenants that operate in
the life sciences sector. A small percentage of
the building’'s NRA is leased to Ballast Point
Brewery, a subsidiary of lease guarantor
Constellation Brands. Ironically, several ESG-
labeled fund prospectuses state that
investments will not be made in securities of
any issuers engaged in certain screened
industries, including the manufacturing of
alcohol, but fund prospectus language
stopped short of underlying tenant exclusion
for CMBS securities.

Expansion of exclusionary screening for
CMBS investments can be explored by
tenant, industry, loan sponsor, or any other
direct or indirect party to a securitization. The
operation of gambling casinos is a commonly
excluded industry stated by several ESG-
labeled bond fund prospectuses from the
analysis. However, high profile CMBS loans
backed by the Bellagio Hotel and Casino and
MGM Grand & Mandalay Bay are well
represented in the portfolio holdings of ESG-
labeled funds, with investment positions
across six of the 17 (35%) ESG-labeled funds.
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The absence of any discernible patterns of
the types of CMBS investments that are
included in ESG-labeled funds can be
attributed to a number of factors. Variability
can arise from differing methodologies used
by portfolio managers to score or identify
worthy investments. Execution of strategies
may be inhibited by market competition for
the same deals that are universally accepted
as ESG-friendly. Over time, a reasonable
expectation is for CMBS investments to
converge towards a relative hierarchy to see
more consensus and less randomness in the
CMBS deals that are held in ESG bond funds
and bond ETFs.
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About CRED iQ Data & Research Access
CRED iQ is a commercial real estate data, For access to the CRED iQ Data & Valuation
analytics, and valuation platform designed to platform, please reach out to:

unlock investment, financing, and leasing
opportunities. CRED iQ provides real-time
property, loan, tenant, ownership, and valuation

data for over $2.0 trillion of commercial real . .
estate. Follow us on Social Media
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team@cred-ig.com

Contact Us

CRED iQ Headquarters
290 King of Prussia Road
Radnor, PA 19087
team@cred-ig.com
(215) 622-0249

THE DATA, INFORMATION AND/OR RELATED MATERAL (“DELIVERABLES”) IS BEING SOLD IN AS-IS/WHERE-AS CONDITION. CRED-1Q MAKES NO
REPRESENTATION OR WARRANTY AS TO QUALITY OR ACCURACY OF SUCH DELIVERABLES BEING PURCHASED, WHETHER EXPRESS OR IMPLIED,
EITHER IN FACT OR BY OPERATION OF LAW, STATUTE, OR OTHERWISE, AND CRED-IQ SPECIFICALLY DISCLAIMS ANY AND ALL IMPLIED OR
STATUTORY WARRANTIES INCLUDING WARRANTIES OF MERCHANTABILITY AND OF FITNESS FOR A PARTICULAR PURPOSE, TECHNICAL
PERFORMANCE, AND NON-INFRINGEMENT. WITHOUT LIMITING THE FOREGOING, YOU AS CUSTOMER ACKNOWLEDGE THAT YOU HAVE NOT AND
ARE NOT RELYING UPON ANY IMPLIED WARRANTY OF MERCHANTABILITY OR OF FITNESS FOR A PARTICULAR PURPOSE OR OTHERWISE, OR UPON
ANY REPRESENTATION OR WARRANTY WHATSOEVER AS TO THE DELIVERABLES IN ANY REGARD WHATSOEVER, AND ACKNOWLEDGE THAT
CRED-1Q MAKES NO, AND HEREBY DISCLAIMS ANY, REPRESENTATION, WARRANTY OR GUARANTEE THAT THE PURCHASE, USE OR
COMMERCIALIZATION OF ANY DELIVERABLES WILL BE USEFUL TO YOU OR FREE FROM INTERFERENCE. BY ACCEPTANCE OF THE DELIVERABLES,
YOU HEREBY RELEASE CRED-IQ AND ITS AFFILIATES AND AGENTS FROM ALL CLAIMS, DAMAGES AND LIABILITY ARISING HEREUNDER
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