Ratings Reviewed Under New Criteria
Morningstar has affirmed its ratings on the first of 14 commercial MBS deals that it targeted for review as it began using
a new methodology for grading single-borrower transactions.
The agency last week decided against changing its original
ratings on all five classes of subordinate bonds in a $290 million retail-loan securitization (DBWF 2015-LCM). The agency
assigned grades ranging from “AA+” to “BB-” to those notes
when the deal priced three years ago.
When Morningstar released its new methodology on June 1,
it designated 45 tranches, totaling $2.9 billion of bonds, from
10 transactions as under review for possible downgrades. Another 14 classes, totaling $945.2 million, from four deals were
placed under review for possible upgrades.
The review list surprised some investors because Morningstar had previously indicated that only a “minimal” number of
ratings changes were anticipated under its new methodology
for single-borrower deals. Senior vice president David Putro,
who oversees CMBS surveillance, said this week that the number of classes put under review was in line with the agency’s
expectations — representing about one-tenth of its outstanding ratings on 568 tranches of 109 single-borrower deals as of
June 1.
Morningstar previously rated all CMBS under the same criteria. By creating a separate methodology for single-borrower
and single-asset offerings, the agency sought to raise its profile
in that sector of the market by making it easier for issuers and
investors to understand its approach to such deals. The new
methodology includes benchmarks for the loan-to-value ratios
at each rating level, based on Morningstar’s assessment of sustainable cashflows, debt-service coverage ratios and other metrics it uses to determine what collateral properties are worth.
The DBWF transaction is backed by a portion of a $410 million mortgage that Deutsche Bank and Wells Fargo wrote to Macerich, of Santa Monica, Calif., on the 2.1-million-square-foot
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Lakewood Center Mall in Lakewood, Calif.
In reviewing its ratings on that deal, “we ultimately got comfortable with the tranche LTVs as there’s been some increase
in cashflow [since issuance] and the loan is amortizing,” Putro said. The other deals with ratings under review should be
resolved within 180 days of being put in that category, as per
company policy, he added. 
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