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US MALLS OVERLEVERAGED AND UNDERPERFORMING  
A SHORT INVESTMENT OPPORTUNITY 

 

Highlights 
• The 2012 vintage of CMBS has a high concentration of poorly performing enclosed malls 

• The CMBX market is mis-pricing the expected losses on the loans backing these properties 

• Shorting CMBX.6 BB & BBB- rated tranches provides a great opportunity to capitalize on this dislocation 
 

2012 CMBS Is Retail Heavy 
For investors seeking to express a fundamental negative view on the future of Class B/C enclosed shopping malls, the CMBX.6 
index backed by commercial mortgage properties represents a strong short opportunity. Specifically, the BB and BBB- rated 
tranches are mispriced, in our opinion, given high concentrations of underwater retail properties. We expect these 
properties will realize significant losses that will cause large write downs of these CMBX tranches. 
 
The CMBX.6 index is tied to the performance of 25 underlying commercial mortgage-backed securities (CMBS) deals issued in 
2012. Each deal includes non-recourse loans on a mix of office, retail, hotel, multi-family and industrial properties. In 2012, 
the percentage of loans on retail properties was elevated relative to other vintages. 
 

CMBS Exposure to Retail and Shopping Malls by Vintage 

 
Source: Morgan Stanley Research 

 

As of May 2019, the exposure in CMBX.6 has grown to 43% retail and 17% malls as non-retail loans have paid off faster than 

retail loans since underwriting. The collateral for the CMBX.6 also includes 57% exposure to loans that are not backed by 

retail properties and 26% exposure to retail properties that are not malls. This non-mall cohort, representing 83% of the 

collateral, is backed by 1,300 loans across a diversified cross section of commercial real estate in the United States. Our thesis 

for shorting the CMBX.6 is based on the performance of the 17% of mall loans in this index – a small percentage of loans 

having such a large impact demonstrates how leveraged the bonds are to the outcome of these properties. Additionally, 

since a loan cannot pay off above par, any outperformance for the non-mall properties would not offset projected losses on 

the mall loans. If the macro economy weakens, we would expect performance on the non-mall loans to be worse than 

historical averages, which would result in additional upside to the short. 

 

There are currently 39 malls in the index, located across the US. We project 28 of these 39 mall loans are impaired and that 

the owners of these malls will default on their loans, leading to liquidation sales and large losses. Because of the BB and BBB- 

subordinate tranche’s position in the capital structure, they are highly leveraged to the outcome of these mall loans and are 

expected to realize large losses, creating double digit returns for short investors.  
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The Retail Apocalypse 
Malls remain under immense pressure amidst what has been deemed the “retail apocalypse” by publications such as The 

Wall Street Journal and TIME. The decline of malls has been attributed to a confluence of events including changing 

demographics and consumer tastes, the competition from e-commerce (the “Amazon effect”) and the extent to which the 

U.S. is “over-retailed”. In 2017 it was estimated that there was 26 square feet of retail for every person in the U.S., or 

approximately 10 times the amount of retail space per capita in Europe. The heavy construction of shopping malls in the U.S. 

between 1956 and 2005 (many built during the real estate development boom of the 1980s) is partially to blame – and has 

left us with a glut of aging retail space on the brink of obsolescence. 

 

E-Commerce Sales as a % of Total Retail Sales 

 
Source: Internet Retailer, U.S. Commerce Department 

 

In 2017, Credit Suisse predicted that approximately a quarter of the current malls in the U.S. would close by 2022 and the 

deterioration in the retail sector has only accelerated since then. While several of the 28 impaired malls in CMBX.6 are dying 

and could cease to operate in the future, that is not a broad-based assumption we are making to support our investment 

thesis. Numerous lower-quality malls (Class B/C) in CMBX.6 could continue to exist in some capacity but will face further 

deterioration over time and will not be able to pay off their current CMBS loan.  

 

Many of the CMBX.6 malls are in secondary/tertiary markets (or non-metro areas) and face declining demographic trends in 

the surrounding area (shrinking populations and/or per capita income) and heavy competition – not just from e-commerce 

but also brick-and-mortar alternatives like nearby Class A shopping malls, outlet centers, non-mall retail (Target, Walmart, 

Home Depot, etc.) and open-air lifestyle centers. Lower foot traffic at these malls has led to declining sales and profitability 

for mall retailers for years, and they have responded with demands for lower rent, store closures and even bankruptcy filings. 

The struggles of department stores are well-known (Sears, JC Penney, Macy’s, etc.) but smaller mall tenants are feeling the 

same pain – just look at the recent liquidations of Payless Shoe Source and Gymboree/Crazy 8 (3,000 stores closed). These 

issues have translated into increased vacancies and lower rents collected by mall owners. Given the limited ability by owners 

to offset the fixed costs of operating a shopping mall, this has resulted in large declines in net operating income (NOI).  

 

Deteriorating NOI Trends Are Already Evident In Trailing Data for CMBX.6 Malls 
Property level data for the CMBX.6 malls confirm the meaningful deterioration in NOI for many of the underlying 39 malls. In 

looking at the subset of 28 mall loans we expect to default, we find that NOI was down 9% on average in 2018, following a 5% 

decline in 2017. Since underwriting in 2012, the loans have experienced a 14% drop in NOI. The average reported occupancy 

for these 28 malls has also declined from 92% at underwriting to 85% on average as of year-end 2018. Occupancy statistics 

for malls can be inflated since they often do not include anchor tenants (i.e. Macy’s, JC Penney, Sears) and often include 

temporary, or pop-up, tenants that may pay reduced rents for short term leases. Many anchors are owned by the retailer 

and not by the mall sponsor and are not collateral for the mortgage in CMBS. 
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Average NOI Declines for the 28 Impaired Malls in Each Period 

 
Source: Bloomberg, MP Securitized Credit Partners (“MPSC”) 

 

The Worst Is Yet to Come 
While reported occupancy and NOI figures confirm that the deterioration at these 28 malls is accelerating, the trailing data 

(a) does not fully capture the impact of the most recent anchor and in-line tenant store closings and (b) does not reflect what 

is yet to come.  

 

To the first point, anchor closings at the 28 impaired malls spiked in 2018 with the bankruptcy filings of the Bon-Ton Group 

(April 2018) and Sears (October 2018). There have been 23 anchors closings at these 28 malls since underwriting and the bulk 

(20) have occurred in 2018 and 2019. Redevelopment activity has been limited. 

 

Anchor Closings Spiked in 2018 (for the 28 Impaired Malls) 

 
Sources: Company filings and other news articles, mall directory websites, original deal documents. As of 5/31/19. 

 

At this point over 60% of the 28 impaired malls in CMBX.6 have at least one vacant (“dark”) anchor space and three malls 

have two dark anchors. These 28 malls also still have high exposure to struggling department stores that remain open at 

these locations like Sears (36%), JCPenney (86%) and Macy’s (61%). 
 

Impaired Malls Remain at Risk for more Anchor Closings 

Bucket 
# of 

properties 

Sears still 

open 

JCP still 

open 

Macy's 

still open 

Two dark anchors 3 - 3 2 

One dark anchor 14 1 11 7 

No dark anchors 10 9 10 8 

No anchors (Outlet Center) 1 0 0 0 

Total Impaired Malls 28 10 24 17 

Sources: Company filings and other news articles, mall directory websites, original deal documents. As of 5/31/19. 
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There has also been an uptick in bankruptcies and store closings for smaller mall tenants (known as “in-line” tenants). 

Bankruptcies announced so far in 2019 include Payless Shoe Source, Charlotte Russe, Gymboree/Crazy 8 and Things 

Remembered. Ascena also recently decided to wind down Dressbarn and close all stores. Our property-level analysis 

confirms a total of 83 store closings in the first 5 months of 2019 for these tenants across the 28 malls (approximately 3 

closings per mall on average). We estimate these closings alone will translate to an additional NOI decline of 5% or more across 

the 28 malls. In addition to these bankruptcies, many other retailers found at the 28 impaired malls remain at risk. Even 

performing retailers like Victoria’s Secret (owned by L Brands) and Foot Locker continue to “right-size” their physical 

footprints as more sales shift to online. Over two dozen different national brand mall retailers have announced store closures 

in 2019 with this goal in mind. Recent stock performance of mall-based retailers reflects the diminished outlook.  

 

Struggling Retailers Continue to Shrink their Bricks-and-Mortar Presence 

Company Store Brands in CMBX.6 Malls 
# in 28 
malls 

1-month 
stock 

change 

12-month 
stock 

change 
Comments 

J. C. Penney Company, 
Inc. 

JCPenney 24 -37% -64% Increasing risk of bankruptcy. 

Macy's Inc. Macy's 17 -13% -41% Closing 13 stores in 2019. 

L Brands Inc. Victoria's Secret, PINK, Bath & Body Works 60 -12% -34% Closing 5% of VS stores in 2019. 

Foot Locker 
Foot Locker, Footaction, Champ's, Kid's 
Foot Locker 

59 -31% -27% Closing 5% of stores across brands in 2019. 

Signet Jewelers Limited Kay, Zales, Jared 47 -19% -56% Closing 5% of stores across brands in 2019. 

Ascena Retail Group 
Justice, Lane Bryant, Ann Taylor, LOFT, 
Maurices* 

43 -12% -68% Closing up to 15% of stores in 2019 & beyond. 

GNC Holdings, Inc. GNC 26 -37% -56% Closing 700 to 900 stores over 3 years. 

American Eagle Outfitters 
Inc. 

American Eagle, Aerie 26 -27% -22% Closed an estimated 3-4% of stores in 2018. 

Zumiez Inc. Zumiez 21 -26% -18% None. 

Abercrombie & Fitch Co. 
Abercrombie & Fitch, Abercrombie Kids, 
Hollister Co. 

20 -42% -27% Closing 5% of A&F stores in 2019. 

The Gap Inc. GAP, Banana Republic, Old Navy 16 -28% -33% Closing 230 (~1/3) of GAP stores in 2019. 

GameStop GameStop 18 -12% -43% Guiding a 5% to 10% drop in sales for 2019. 

Express, Inc. Express 16 -18% -65% Closing or converting to outlets 6% of stores in 2019. 

The Buckle, Inc. Buckle 14 -19% -40% Declining sales and profitability. 

The Children's Place The Children's Place 10 -18% -28% Closing 45 more stores in 2019. 

Francesca's Holdings Corp. Francesca's 10 -31% -92% Stock price of $0.48, market cap of $18mm. 

Tailored Brands Inc. Men's Warehouse, Jos. A. Banks 10 -35% -84% Declining sales. Closed 260 stores over last 3 years. 

Build-A-Bear Workshop, 
Inc. 

Build-A-Bear 9 -10% -37% None. 

Christopher & Banks Corp. Christopher & Banks, etc. 9 -46% -82% Closing up to 10% of stores over 2.5 years. 

Chico's FAS Inc. Chico's, White House Black Market, Soma 7 -4% -60% Closing at least 250 stores as of Jan 2019 (17%). 

Destination Maternity Corp. Motherhood Maternity 7 -43% -59% Closing 60% of stores over 4 years. 

Trans World Entertainment 
Corp. 

F.Y.E. 7 -15% -72% Closed approx. 20% of stores over last 12 months. 

Caleres Inc. Famous Footwear 7 -28% -47% Declining sales. 

Averages   -24% -50%  

Source: Bloomberg, company filings and other news articles, mall directory websites, eMarketer Retail, original deal documents, MPSC. As of 5/31/19. 

 

Store closings are not expected to slow down anytime soon. Approximately 7,150 stores are already slated to be shuttered 

this year and Coresight Research expects this number to reach 12,000 for 2019, a number which would notably exceed 

annual store closings in the prior eighteen years. A separate analysis by UBS predicted that 75,000 retail stores would be 
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forced to close by 2026 (or roughly 11,000 stores per year) as the penetration of e-commerce rises to 25% from its current 

16% market share. 

 

2019 Store Closures Projected to hit 12,000 

 
Source: Coresight Research. 2019 YTD as of 5/31/19  

 

While the pace of store closures continues to rise, the percentage of store closures that represent traditional mall tenants 

(rather than other types of retail such as stand-alone stores, strip center and power center tenants) is on the rise as well. In 

2017 and 2018, retailers closing the most stores by count included Radio Shack (1,470), Toys R Us (735), and Walgreens / Rite 

Aid (over 600), whereas in 2019, store closing announcements have been dominated by mall-based retailers like Payless Shoe 

Source (2,300), Gymboree/Crazy 8 (805), Ascena Group (over 650) and Charlotte Russe (520). By our estimates, traditional 

mall tenants accounted for roughly half of retail closings in 2017 and 2018 but more than 80% of closing announcements so 

far this year.  

 

Mall-based Retailers have Dominated 2019 Store Closing Announcements 

 
Sources: MPSC, Credit Suisse, Business Insider and other news articles. As of 5/31/19. 

 

Mall landlords face another headwind relating to in-line retailers. Tenants are demanding lower rents as their leases roll. 

Because these retailers have experienced declining sales and profitability and landlords are eager to keep tenants (a tenant 

paying lower rent is better than no tenant at all), lease renewals are being signed at significantly lower rent levels than a few 

years ago. This phenomenon of rents slowly adjusting to market levels is expected to continue as leases roll over in the years 

to come, pointing to further declines in mall revenues and NOIs. Reported data from public REITs that are Class B/C mall 

operators like CBL & Associates confirm rent levels for renewals have declined significantly over the last few years. 
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Rental Rates (Per Square Foot) for Lease Renewals at CBL 

 
Source: CBL annual reports. Data is for lease renewals in their stabilized mall portfolio. 

 

Considering recent bankruptcies, year-to-date and future store closures and the ongoing adjustment to lower rents as leases 

roll, we expect NOI at the 28 impaired malls to decline at least 10% in 2019. Looking beyond 2019, we expect NOI to continue 

to decline in each year as these mall loans approach their maturity dates (2022). These projections are based on our 

granular, property-specific analysis of occupancy, store closures and sustainable rent levels for each of the 28 malls. By 2022 

we expect NOIs at the 28 malls will be approximately 30% lower than 2018 levels on average.  
 

The Transaction Market Is Weak and Implies Most CMBX.6 Mall Loans Are “Underwater” 
The transaction market for Class B and C malls is an important indicator of how mall owners (and potential buyers) are 

thinking about mall valuations in the current environment. Several negative trends have manifested in this market over the 

last few years including (1) lower transaction activity, (2) a smaller and more selective buyer base and (3) a higher return 

required by investors willing to purchase malls (known as a capitalization rate or “cap rate”). Total transaction volume in 

2018 was less than $500 million, which represented a 50% drop from the prior year and a 70% drop from 2016. The buyer 

base has also dwindled and shifted to primarily private buyers rather than public mall REITs or well-capitalized institutional 

buyers. According to Newmark Knight Frank (NKF) Capital Markets, “Previously active mall buyers who began acquiring assets 

several years ago are experiencing difficulty in stabilizing their [properties] and exiting their investments or financing/re-

financing properties, which led to constraints on raising equity for new acquisitions.” 

 

Transaction Market for Malls is Challenging 

       
Source: Newmark Knight Frank Capital Markets 
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A look at recent transactions by NKF also illustrates that several transactions done in 2011 through 2015 (CMBX.6 malls were 

financed and valued in 2012) were overpriced as more recent transactions on the same properties show a significant decline 

in valuations:  

 

Repeat Sales Trends – Finding a True Bottom 
Property Sunrise Mall 

Citrus Heights, 

CA 

1,113,142 sf 

Chico Mall 

Chico, CA 

 

503,710 sf 

The Esplanade 

Kenner, LA 

 

966,997 sf 

Chapel Hills  

Colorado Springs, 

CO 

1,119,692 sf 

Prescott 

Gateway 

Prescott, AZ 

578,666 sf 

Everett Mall 

Everett, WA 

 

673,000 sf 

Weighted 

Average Trends 

Pre-Recession 
Value 

$71,700,000 
$165 psf 

n/a cap rate 
Jan 2008 

$98,000,000 
$251 psf 

4.4% cap rate 
Nov 2005 

$114,900,000 
$177 psf 

3.4% cap rate 
Jan 2003 

$163,000,000 
$290 psf 

6.0% cap rate 
Aug 2005 

$93,000,000 
$291 psf 

6.0% cap rate 
Sep 2006 

$129,900,000 
$130 psf 

n/a cap rate 
May 2007 

$111,750,000 
$217 psf 

5.2% cap rate 

Decrease -36% -53% -83% -56% -82% -63% -63% 

Post-Recession 
Value 

$46,100,000 
$106 psf 

9.0% cap rate 
Nov 2015 

$46,000,000 
$115 psf 

11.0% cap rate 
Jul 2011 

$20,000,000 
$31 psf 

21.5% cap rate 
Aug 2015 

$71,500,000 
$127 psf 

10.6% cap rate 
Jun 2011 

$16,700,000 
$52 psf 

13.0% cap rate 
Dec 2013 

$48,200,000 
$109 psf 

n/a cap rate 
Dec 2012 

$41,416,666 
$90 psf 

13.0% cap rate 

Decrease -44% -25% -54% -53% -47% -23% -40% 

Most Recent 
Sales Price 

$25,600,000 
$59 psf 

11.0% cap rate 
Dec 2018 

$34,500,000 
$89 psf 

10.7% cap rate 
Dec 2018 

$9,300,000 
$29 psf 

10.0% cap rate 
June 2018 

$33,500,000 
$60 psf 

15.2% cap rate 
Mar 2018 

$8,800,000 
$28 psf 

18.0% cap rate 
Feb 2018 

$37,000,000 
$37 psf 

14.6% cap rate 
Oct 2017 

$24,783,333 
$50 psf 

14.6% cap rate 

Total Decrease -64% -65% -92% -79% -91% -72% -77% 

Source: Newmark Knight Frank Capital Markets 

 

NKF also reported that the average cap rate on transactions in 2018 was 15.7%. Since the cap rate is effectively the return 

required by a potential buyer (where the price paid is equal to the property’s NOI divided by the cap rate), a higher cap rate 

results in a lower property value (or price paid). A look at the cap rates implied by the 28 CMBX.6 malls at underwriting in 

2012 (7.3%) relative to NKF’s reported average on recent transactions (15.7%) illustrates the extent to which mall valuations 

have changed since 2012. A simplified analysis where we use recently reported NOI figures and apply the recent capitalization 

rate average of 16% implies a 60% decline in the value of the 28 impaired malls since 2012: 

 

Implied LTV of 28 Impaired Malls  

 
At Origination 

2012 (1) 
Most Recent 

2018 
Change Since 

Origination 

Loan Amount (mm) $2,350 $2,203 -6% 

NOI (mm) $268 $232 (2) -14% 

Cap Rate 7.3% 16.0% (3)  

Appraised Value $3,737 $1,456 (4) -60% 

LTV 63% 152% (5)  
 

Sources: Original deal documents, Bloomberg, NKF Capital Markets, MPSC. 

Notes: (1) From deal docs; (2) actual 2018 NOI; (3) assumed cap rate based on recent sales;                                                                                                            

(4) calculated using (2) and (3); (5) calculated appraisal from (4) over current loan amount. 

 

While these loans were underwritten at an average loan-to-value (LTV) ratio of 63%, this analysis indicates the average LTV 

for the 28 impaired malls is now 152%. This means that on average, the amount of mortgage debt owed on each property is 

1.5 times more than the underlying value of that property. When an LTV is over 100%, the mortgage is considered 

“underwater” meaning the property owner has no remaining equity in the property. And because CMBS loans are non-

recourse debt, mall owners have the option to hand over the keys on the property to the lender, without having to repay the 

mortgage on the property. This happens often in the CMBS market since it does not make economic sense for a mall owner 

to pay back a loan that is more than the market value of the property.  

 

Other than large debt loads indicating these loans are underwater, mall owners face other obstacles to paying off these loans 

– such as limited capital and refinancing options. CMBS loans are typically five or ten years in duration with a “bullet” 



 

 

PRIMEALPHA INSIGHTS > JUNE 2019 

Amanda Jogia +1 212-960-3316  
info@primealpha.com 750 Lexington Avenue 
www.primealpha.com New York, NY 10022 

8 Bringing Alternative Investments 
Insights from World Class Experts 

maturity, which means the loan does not amortize to zero like a residential mortgage (sometimes they are interest-only and 

don’t amortize at all). Because of this, CMBS borrowers often pay off their loans by securing a new loan to refinance the (old) 

maturing loan. But with securitized lending effectively shut off for Class B&C malls, refinancing opportunities are limited, and 

in many cases, owners must come out-of-pocket to pay off these loans. This proves difficult (and often impossible) for 

owners with limited access to capital like smaller, private owners.  

 

But private owners are not the only ones handing over the keys on mall properties. Public mall REITs like CBL, Simon, 

Macerich, Washington Prime Group and GGP (now owned by Brookfield) have defaulted on dozens of CMBS mall loans over 

the years, leading to large losses. And while REITs have traditionally had better access to capital and financing sources, they 

have struggled in recent years. For example, CBL & Associates (which owns 6 malls in CMBX.6) has seen its stock price drop to 

approximately $0.85 (as of 5/31/19), which represents a decline of more than 90% since 2012 (when these malls loans were 

underwritten).  

 

Defaults and Losses Seem to Be Imminent  
Once a mall owner decides to walk away from a property, the loan defaults and then goes through foreclosure, ultimately 

becoming real-estate-owned (REO) by the CMBS Trust. The CMBS Trust ultimately sells the property and any sale price below 

the outstanding loan balance results in a loss to the CMBS deal. We expect the 28 impaired mall loans in CMBX.6 will go 

through this default and liquidation process. The size of future losses will depend on the state of the transaction market for 

Class B/C malls and prevailing cap rates required by buyers when the malls are sold. As illustrated by the table below, further 

deterioration in NOI at prevailing cap rates imply the LTV’s of these loans at maturity will be even higher, leading to higher 

losses. Higher cap rates will also increase the ultimate amount of losses: 

 

Projected Average LTV Sensitivity for 28 Impaired Malls  

Change in NOI 

from YE 2018 

to 2022 

Cap Rate Assumption 

10% 12% 14% 16% 18% 20% 22% 

+ 40% 68% 81% 95% 109% 122% 136% 149% 

+ 30% 73% 88% 102% 117% 131% 146% 161% 

+ 20% 79% 95% 111% 127% 142% 158% 174% 

+ 10% 86% 104% 121% 138% 155% 173% 190% 

No Change 95% 114% 133% 152% 171% 190% 209% 

- 10% 105% 127% 148% 169% 190% 211% 232% 

- 20% 119% 142% 166% 190% 214% 237% 261% 

- 30% 136% 163% 190% 217% 244% 271% 298% 

- 40% 158% 190% 222% 253% 285% 316% 348% 

Average change in LTV for 1% (100bp) change in Cap Rate: 10% 

Average change in LTV for 5% change in NOI: 9% 

Source: Bloomberg, MPSC. 

 

Using our property-specific NOI projections and cap rate assumptions, our base case estimate of the average future LTV at 

default for the 28 impaired malls of over 200% and an average loan recovery of less than 45%. Given our loss projections we 

expect eleven BB bonds and ten BBB- bonds in CMBX.6 to take losses in our base case scenario. 

 

The CMBX Index Should Price In Expected Losses Before They Occur  
Maturity Defaults: When a CMBS loan matures, the borrower must pay back the loan in full by either (a) refinancing by 

securing a new loan (either from a CMBS lender or another financing source like a bank) and using the new loan proceeds to 

pay back the loan or (b) coming out-of-pocket and paying off the loan with cash. If the borrower does not have the capital to 

do so and fails to pay off the principal balance of the loan at maturity, the result is a maturity default. The CMBS Lender then 

pursues foreclosure and ultimately the property becomes REO (Real Estate Owned) by the CMBS Trust.  
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Two loans in the CMBX.6 have already defaulted at maturity. 1) Fashion Outlets of Las Vegas ($65 million loan on an enclosed 

outlet center in Primm, NV): This was a five-year loan that defaulted in mid-2017. The property is now REO and generated 

negative NOI in 2018. We anticipate the ultimate loss on this loan to exceed $55 million when the property is liquidated, 

which alone would cause losses in the BB bond in the index. 2) Salem Center ($31 million loan on a mall in Salem, OR): This 

was also a five-year loan that defaulted in 2017. This loan is now REO and despite the NOI exceeding the amount of debt 

service prior to maturity, we anticipate losses to be close to $20 million at liquidation. 

 

The impaired malls in CMBX.6 mature over the next 3.5 years, with most maturities occurring in 2022: 

 

Impaired Mall Loan Maturities in CMBX.6 ($mm) 

 
Source: Bloomberg 

 

Term Defaults: Term defaults occur during the term of the CMBS loan, typically when the borrower is having trouble covering 

its mortgage payments. When a property’s NOI drops below the debt service amount (Debt Service Coverage Ratio “DSCR” is 

less than 1.0x), a borrower often defaults on the loan rather than coming-out-of-pocket to fund the shortfall. If a borrower 

anticipates that the DSCR will imminently fall below 1.0x, they may also default before that happens. This is not an 

uncommon occurrence. 

 

For the remaining impaired malls, we believe there will be two earlier maturity defaults (in 2020 and 2021) and at least five 

term defaults on loans with DSCRs dropping below 1.0x. Given the NOI deterioration already seen over the last few years and 

NOI projections moving forward (that incorporate recent bankruptcies and store closings), we project several of these term 

defaults to be near term. We expect there will also be many maturity defaults in 2022.  

 

Mall Loans at Risk of Term Default 

 
NOI Change (%) Debt Service Coverage Ratio 

Property Name (Location) 2017 2018 2019E 2020E 2018 2019E 2020E 

Pierre Bossier Mall (Bossier City, LA) -14% -12% -10% -10% 1.0 0.8 0.7 

Poughkeepsie Galleria (Poughkeepsie, NY)  -2% -11% -10% -9% 1.0 0.9 0.8 

Crystal Mall (Waterford, CT) -9% -9% -15% -10% 1.3 1.0 0.9 

Shoppes at Buckland Hills (Manchester, CT) -6% -9% -12% -12% 1.2 1.1 0.9 

Emerald Square Mall (North Attleboro, MA) -2% -8% -11% -13% 1.4 1.2 1.0 

Source: Bloomberg, MPSC 
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Price movements over the last 12 months for CMBX.6 BBB- and BB have generally followed macro markets and have not 

reacted to retail related news (with the temporary exception of the Sears bankruptcy). This seems to indicate that long 

investors are ignoring the deterioration in underlying retail fundamentals of CMBX.6.  

 

Performance of CMBX 

 
Source: Bloomberg. As of 5/31/19. 

 

Security prices in an efficient market should reflect all available information. While market participants can perceive 

information differently, prices should converge towards the expected outcome as information becomes more transparent 

over time. While the stock market is believed to generally price in all available information, prices in credit markets should 

also reflect expected losses before they are realized. For example, the price declines in the ABX indices during the “Big Short” 

did not occur when the losses on the underlying subprime bonds were realized, they occurred when enough evidence existed 

to determine there would be significant losses. This generally occurred as delinquencies began to increase and the earlier 

defaults had high loss severities.  

 

What Caused ABX to Decline? 

 
Source: Bloomberg, JP Morgan  

 

While we do not believe the opportunity in the CMBX.6 is the next “Big Short,” the point here is that the price movement in 

the ABX index happened long before losses were realized on the underlying loans. 

We believe that as the evidence continues to mount, the scales will tip in the direction of forcing the market to price in the 

significant losses expected on these rapidly declining Class B/C malls in a retail marketplace that is undergoing fundamental 

changes.  
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Conclusion 
The US retail sector is undergoing a secular decline in the absolute size of the bricks and mortar stores necessary to support 

changing demographics and consumer tastes. This shrinking retail footprint is having the greatest impact on the Class B/C 

mall sector, which is losing business to e-commerce and better positioned retailers. The concept of retail Darwinism is 

pruning the weakest retail business models from the overbuilt US retail sector. Many of the Class B/C malls were built during 

the real estate development boom of the 1980’s and have been slow to adapt to a changing retail landscape. These 

properties are generally anchored by some combination of Sears, Macy’s and JC Penney, companies that have struggled in 

this new retail environment. Once a weaker mall loses one or more of its anchor tenants, it generally goes into a downward 

spiral of decreased foot traffic and reduced income from inline stores. The reduction in net operating income puts pressure 

on the mall sponsor’s ability to service their debt. Many of the Class B/C malls have sponsors that lack the financial strength 

to refinance or reposition these properties.  

 

The CMBX.6 index has a disproportionate exposure to these weaker Class B/C malls. The index is backed by a specific set of 

mall properties that are already in this downward spiral and facing significant losses. We believe there is more downside than 

upside to the performance of these properties as the recent trends are unlikely to reverse. This asymmetric risk profile is an 

attractive feature of the opportunity. The uncertainty about the outcome of these properties, and the leveraged position of 

the reference bonds to this outcome, would also suggest that the index should offer investors a higher yield than is currently 

available in the market. The inefficiency of the market to price in the expected losses on these properties makes the CMBX.6 

an attractive investment. 

 

In addition to providing a fundamental short opportunity on the outcome of these weaker Class B/C mall properties, the 

CMBX.6 is backed by 1,300 other loans spread across the commercial property spectrum. While the attractiveness of this 

opportunity is primarily based on mall loans, to the extent there is a recession, or even just a slowdown in the economy, this 

instrument has the additional benefit of providing a macro hedge. 

 

Appendix: 39 Enclosed Malls in CMBX.6 

Property Name Location 
Total Loan 
Size ($mm) 

Number of 
Anchor 
Boxes 

Anchors 

Animas Valley Mall Farmington, NM 45.77 3 Sears, JCPenney, Dillard's 

Arbor Place Mall Douglasville, GA 108.22 6 Sears, JCPenney, Macy's, Dillard's, Belk, Regal Cinema 

Battlefield Mall Springfield, MO 116.67 5 Sears, JCPenney, Macy's, Dillard's, Dillard's Men's Store 

Bellis Fair Mall Bellingham, WA 82.39 5 JCPenney, Macy's, Kohl's, Dick's, Target 

Chesterfield Towne Center North Chesterfield, VA 99.84 4 Sears, JCPenney, Macy's, At Home 

Chicago Ridge Mall Chicago Ridge, IL 80.00 3 VACANT, Sears, Kohl's 

Concord Mills Concord, NC 234.90 5 Bass Pro Shops, Burlington, AMC, Dave & Buster's, T.J. Maxx 

Crossgates Mall Albany, NY 267.67 7 JCPenney, Macy's, Regal, Dick's, Best Buy, Burlington, Forever 21 

Crystal Mall Waterford, CT 87.02 4 VACANT, JCPenney, Macy's, Bed Bath & Beyond 

Cumberland Mall Vineland, NJ 43.25 3 Dick's, Burlington, Boscov's 

Dayton Mall Dayton, OH 79.86 5 VACANT, VACANT, JCPenney, Macy's, Dick's 

Eastview Mall and Commons Victor, NY 210.13 5 VACANT, JCPenney, Macy's, Lord & Taylor, Von Maur 

Emerald Square Mall North Attleboro, MA 101.71 4 Sears, JCPenney, Macy's, Macy's Home Store 

Fashion Outlets of Las Vegas Primm, NV 64.70 0 None 

Fashion Square Saginaw Township, MI 34.98 3 Sears, JCPenney, Macy's 

Florence Mall Florence, KY 90.00 4 VACANT, JCPenney, Macy's, Macy's Home Store 

Greenwood Mall Bowling Green, KY 61.07 4 VACANT, JCPenney, Dillard's, Belk 

Hilltop Mall Kearney, NE 9.79 2 VACANT, JCPenney 

Jefferson Mall Louisville, KY 62.78 4 VACANT, JCPenney, Dillard's, Round1 Entertainment 

Louis Joliet Mall Joliet, IL 85.00 4 VACANT, VACANT, JCPenney, Macy's 

Midland Park Mall Midland, TX 74.72 3 JCPenney, Dillard's East, Dillard's West 

Newgate Mall Ogden, UT 58.00 5 VACANT, Dillard's, Burlington, Downeast Home, Cinemark 

Northridge Fashion Center Northridge, CA 217.17 5 Sears, JCPenney, Macy's, Macy's Men & Home, Pacific Theatres 
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Northwoods Mall North Charleston, SC 64.60 4 JCPenney, Dillard's, Belk, Burlington (partial vacant) 

Pierre Bossier Mall Bossier City, LA 42.88 4 VACANT, VACANT, JCPenney, Dillard's 

Poughkeepsie Galleria Poughkeepsie, NY 141.91 7 Sears, JCPenney, Macy's, Dick's, Target, Best Buy, Regal 

RiverTown Crossings Mall Grandville, MI 136.77 7 VACANT, Sears, JCPenney, Macy's, Kohl's, Dick's, Cele. Cinemas 

Rogue Valley Mall Medford, OR 51.76 4 JCPenney, Macy's, Macy's Mens/Backstage, Kohl's 

Salem Center Salem, OR 30.23 4 VACANT, JCPenney, Macy's, Kohl's 

Shoppes at Buckland Hills Manchester, CT 115.14 5 Sears, JCPenney, Macy's, Macy's Men & Home, Dick's 

Solano Mall Fairfield, CA 105.00 4 VACANT, JCPenney, Macy's, Edward's Cinema 

Southland Center Mall Taylor, MI 70.09 3 JCPenney, Macy's, Cinemark 

Southpark Mall Colonial Heights, VA 59.21 5 VACANT, JCPenney, Macy's, Dick's, Regal 

Town Center at Cobb Kennesaw, GA 183.74 5 Sears, JCPenney, Macy's, Macy's Men & Home, Belk 

Towne Mall Elizabethtown, KY 20.67 3 VACANT, JCPenney, Belk 

Visalia Mall Visalia, CA 74.00 2 JCPenney, Macy's 

West County Center Des Peres, MO 177.16 4 JCPenney, Macy's, Dick's, Nordstrom 

Westgate Mall (MN) Brainerd, MN 7.16 1 VACANT 

Westgate Mall (SC) Spartanburg, SC 33.44 4 VACANT, JCPenney, Dillard's, Belk 

Source: Bloomberg, Original Deal Documents, Online mall directories 

Notes: Loan balances as of May 2019. Four malls have split loans with pari passu debt outside of CMBX.6. Balances reflect the total loan balance. Anchors generally 

defined as over 50,000 SF and part of the enclosed mall. 
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The information is summary by nature and, unless otherwise noted, is based on matters as they exist as of the date of 

preparation and not as of any future date. Neither MP Securitized Credit Partners L.P. nor any of its affiliates (together, the 

“Firm”) assumes any obligation to update any information provided herein after such date. Unless otherwise noted, the 

calculations, projections and estimates contained herein are based on the Firm’s analysis. 

 

Certain of the information contained in this presentation is based on information that is publicly available or from sources 

that the Firm believes to be reliable. While the Firm uses reasonable efforts to ensure the information is accurate and up-to-

date, no representations or warranties are given as to the reliability, accuracy or completeness of the information. The Firm 

does not accept any liability for any loss or damage that may arise directly or indirectly from any use of or reliance on such 

information. 

 

These materials have been prepared for institutional and professional investors for informational and discussion purposes 

only and does not constitute an offer or solicitation for the purchase or sale of any security or product or provide investment 

advice. Any such offer or solicitation shall only be made pursuant to a final confidential private placement memorandum of 

MP Securitized Credit Fund, L.P. or MP Securitized Credit Fund, Ltd. (together, the “Fund”), which supersedes the information 

contained herein in its entirety. 
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The products mentioned in this presentation may not be eligible for sale in some states or countries, nor suitable for all types 

of investment; their value and the income they produce may fluctuate and/or be adversely affected by interest rates or other 

factors. Prospective investors in the Fund should inform themselves as to the legal requirements and tax consequences of an 

investment in the Fund within the countries of their citizenship, residence, domicile and place of business. 
 

The estimates presented in these materials (the “Projections”) are hypothetical, have been prepared and are set out for 

illustrative purposes only, and do not constitute a forecast. They have been prepared based on the Firm’s current view in 

relation to future events and financial performance of the underlying loans and various estimations and assumptions made 

by the Firm, including, but not limited to, hold periods, market growth during the hold periods; and projected operating 

performance of such investments. Such estimations and assumptions may require modification as additional information 

becomes available and as economic and market developments warrant. Any such modification could be adverse. While the 

Projections are based on assumptions that the Firm believes are reasonable under the circumstances, they are subject to 

uncertainties, changes (including changes in economic, operational, political, legal, tax and other circumstances) and other 

risks, including, but not limited to, broad trends in business and finance, tax and other legislation affecting such fund, its 

investors and investments, monetary and fiscal policies, interest rates, inflation, market conditions, the level and volatility of 

trading markets, the availability and cost of short-term or long-term funding and capital, all of which are beyond the Firm’s 

control and any of which may cause the relevant actual, financial and other results to be materially different from the results 

expressed or implied by such Projections. Industry experts may disagree with the estimations and assumptions used in 

preparing the Projections. No assurance, representation or warranty is made by any person that any of the Projections will be 

achieved, and no recipient of these materials should rely on the Projections.  
 

These materials are unaudited and do not provide a prediction of future values or results, and no assurance can be given that 

losses, which may be material, will not be incurred. In considering any performance data contained herein, the person to 

whom this presentation is being delivered should bear in mind that past or targeted performance of any investment is not 

indicative of future results of the relevant investment. Past performance is not necessarily indicative of future results, and 

there can be no assurance that any returns will be achieved, that the investments will achieve comparable results or that the 

Firm will be able to implement its investment strategy, achieve its investment objectives or avoid losses. 
 

Certain information contained in these materials constitutes “forward-looking statements,” which can be identified by the 

use of forward-looking terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “target,” “intend,” “continue” or 

“believe,” or the negatives thereof or other variations thereon or comparable terminology. Due to various risks and 

uncertainties, actual events or results or the actual performance of any investment vehicles described herein may differ 

materially from those reflected or contemplated in such forward-looking statements. 
 

This presentation does not constitute a financial promotion, investment advice or an inducement or incitement to participate 

in any product, offering or investment. It does not constitute or form part of any offer to issue or sell, or any solicitation of 

any offer to subscribe or purchase any investment nor shall it or the fact of its distribution form the basis of, or be relied on 

in connection with, any contract. This presentation does not constitute advertising or marketing material of the Fund and is 

not incorporated into the Fund’s private placement memoranda. 
 

IN MAKING AN INVESTMENT DECISION, PROSPECTIVE INVESTORS MUST RELY SOLELY ON THEIR OWN EXAMINATION OF THE 

FUND AND THE TERMS OF THE APPLICABLE OFFERING MATERIALS, INCLUDING THE MERITS AND RISKS INVOLVED, AND NOT 

ON ANY INFORMATION OR REPRESENTATION MADE OR ALLEGED TO HAVE BEEN MADE HEREIN OR OTHERWISE. 
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