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Signal Booster

 EDITOR’S LETTER

 Sumer is typically when issuers in more obscure asset classes come to market, in hopes 
of attracting attention they might not otherwise.  But the �rst U.S. o�ering of rated 
bonds backed by cellphone contracts, completed last month, was a runaway success by 

any measure. Verizon’s $1.169 billion o�ering was several times oversubscribed and the senior 
tranche of notes priced to yield far less than initial guidance would have suggested. �e strong 
investor reception could herald a new asset class. Wireless carriers are increasingly allowing 
customers to pay for devices in installments, o�en with no down payment. Since the carriers 
must pay vendors for the equipment upfront, these plans tie up a lot of working capital. Securi-
tization allows them to free up this capital by selling the rights to future installment payments.

Another esoteric asset class in the news this summer was Property Assessed Clean Ener-
gy lending. In July, the Federal Housing Administration endorsed this type of �nancing for 
energy e�cient retro�ts. Without buy-in from mortgage lenders, however, it’s unclear how 
successful this will be.

�e deadline for all kinds of asset-backeds to comply with risk retention rules is fast ap-
proaching. Participants in the collateralized loan obligation market got an early start, and, as a 
result, consolidation among CLO managers is well under way.  Another article by Glen writes 
that the thinning of the ranks has made room for new managers that are better capitalized, 
most notably insurers.

By contrast, the commercial mortgage bond market is only just coming to terms with risk 
retention. As I explain in my article, the sponsors of the �rst deal to comply could have satis�ed 
regulators by selling the riskiest slice of securities to a designated third party; instead they are 
collectively holding on to a portion of each tranche.

A pair of articles by Brian Patrick Eha and Kevin Wack, our colleagues at American Bank-
er, look at the potential for ride sharing to disrupt the auto lending market, and the inevitable 
deterioration in the performance of credit card loans, which have been unusually strong since 
lenders pulled back a�er the credit crisis.

      —Allison Bisbey, Editorial Director
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Verizon Wireless’ first call on the public securiti-
zation market was a big hit. 

Demand for the deal was so strong that the 
carrier was able to offload more of the risk on 
service contracts for 2.5 million customers than 
it had originally planned.

This augurs well for other carriers that want to 
tap the capital markets to finance their custom-
ers’ smartphones.

In the past, carriers would subsidize the price 
of the phones for customers who signed two-year 
contracts. But as phones become more expen-
sive, carriers are increasingly purchasing them 
on behalf of customers, allowing them to pay for 
the devices in installments, often with no down 
payment. This ties up a lot of working capital, par-
ticularly for expensive smartphones.

Selling bonds backed by these installment 
payments frees up working capital. It’s a business 
model already in practice overseas by Japanese 
carriers, and borrowed from the auto industry, 

by Glen Fest

BONDS BACKED BY HANDSET 
FINANCING MAY SOON BE A 
CONSUMER FINANCE STAPLE, 
BUT THERE’S NO CONSENSUS 
ON HOW TO ASSESS THEIR RISK

WHAT’S 
RIGHT WAY 
TO VIEW 
CELL PHONE 
ABS?
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where manufacturers lend their custom-
ers money to purchase vehicles, and then 
securitize the loans to get them o� their 
books.

Other wireless carriers, including 
Sprint Corp., are also exploring the �-
nancing of mobile phone purchases 
through asset-backed issuance.

�at suggests handset securitization 
could become a regular avenue for the 
four U.S. wireless carriers (Verizon, Sprint 
Corp., AT&T and T-Mobile), which sup-
plied subscribers with an estimated $40 
billion in device �nancing in 2015, ac-
cording to rating agency DBRS. 

�ere are big di�erences between cars 
and cellphones, as well as the way that the 
two kinds of assets are �nanced, however.  
While both Fitch Ratings and Standard & 
Poor’s view cell phone bonds as captive-�-
nance programs, Moody’s Investors has 
indicated that it considers them to be a 
form of secured corporate debt. 

Unique Risks
In a report published in May, the rating 
agency (which was not asked to rate the 
Verizon deal) noted that captive-�nance 
deals are put together by manufacturers 
and have an established secondary mar-
ket. Verizon does not manufacture the 
phones that it �nances. Nor is there an 
established secondary market for its cell 
phone bonds, though one could develop.

Securitizations issued by the �nance 
arms of automakers are also comprised of 

loans that charge interest and backed by 
assets that retain considerable value. In the 
event of default on an auto loan, the vehi-
cle can be repossessed and sold, boosting 
investors’ recovery. By comparison, wire-
less carriers are making loans that pay no 
interest and are secured by assets devices 
that are regularly and quickly eclipsed in 
features and consumer demand by new 
models and lose resale value quickly. 

Moody’s is also concerned that carri-
ers in the hyper-competitive market are 
“essentially” underwriting consumer �-
nance loans, and the “underwriting stan-
dards at issue are likely to be proprietary 

methods that are opaque to the public 
markets.” 

�en there are risk factors typical of 
any new asset class.  Fitch, which did rate 
Verizon’s deal, spoke to these in its presale 
report: there is limited historical data on 
performance and recoveries in defaults 
for handset contracts. (Fitch has assigned 
a base default rate of 4% to the pool). 
�ere is also the contract arrangement 
permitting handset owners in the pool to 
trade in working phones as soon as 50% 
of the device’s original balance is paid o� 
– a receivables shortfall that Verizon must 
remit to investors supported by second-
ary-market sales of the phones. 

Verizon’s treasurer, Scott Krohn, ad-
dressed this last concern at a conference 
hosted by Moody’s in June. He acknowl-
edged that the unsecured nature of the 
loans carries risks, but said borrowers 

have unique motivations to avoid falling 
behind on payments. Not only are they 
are reluctant to lose their wireless phone 
service, they also risk losing access to data 
stored on the phones as well as that of ev-
ery family member in a group plan.

Strong Pricing
In view of these risks, Verizon had to en-
gineer credit enhancement of 30.6% in 
order to obtain top ratings on the senior 
notes of its deal from both Fitch and S&P, 
well above what would be required for 
bonds backed by auto loans to borrowers 
with similar credit quality.  

�e weighted average FICO score of 
subscribers in the Verizon pool is 708, 
well into prime territory. And a majority 
of the contracts belong to long-time cus-
tomers: the weighted average customer 
tenure is 87 months and 57% of the pool is 
comprised of subscribers who have more 
than 61 months of continuous service.

By comparison, Ford Motor Credit, 
the captive �nance arm of Ford Motor 
Co., o�ered investors in the senior tranche 
of its most recent prime auto loan securi-
tization just 9.5% credit enhancement.

Verizon’s deal also has a target overcol-
lateralization of 17.75% of the initial pool 
balance. �is certainly appealed to inves-
tors. �e senior tranche of notes issued in 
the transaction priced at a 55 basis-point 
spread over swap benchmarks on July 12, 
10 basis points to 15 basis points tighter 
than initial guidance. As a result, Verizon 

COVER STORY

“A combination of bank financing and also tapping into the se-

curitization market, as Verizon did ... is a natural evolution for 

every player in the industry.”
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opted to unload two subordinate tranches 
of notes, which it had initially expected to 
retain.

The Stampede Ahead
All four major wireless carriers are ex-
pected to follow Verizon’s lead into the se-
curitization market, although Sprint is the 
only one to declare its plans to date. 

Chief �nancial o�cer Tarek A. Rob-
biati told participants on a June 30 con-
ference call that the company is on track 
to transition out of its current lease/buy-
back �nancing arrangement, made last 
fall with a company partially owned by 

Sprint’s Japanese parent, So�Bank. 
“�e intent over time is to evolve our 

MLS type of structure to a combination 
of banking �nancing... and also tapping 
into the securitization market as Verizon 
just did,” Robbiati said. “�is is a natural 
evolution for every player in the industry.”

AT&T and T-Mobile have yet to an-
nounce plans, though T-Mobile is con-
sidered a natural candidate for securitiza-
tion because it has the oldest equipment 
installment program, introduced in 2013. 

However the carrier also has the low-
est level of accounts-receivables, at about 
$4 billion. AT&T, on the other hand, is 
expected to boost its accounts receivables 
to $20 billion from $12 billion by next 
year because of the rapid enrollment in its 
“Next”-branded equipment �nance pro-
gram.

AT&T stated in its �rst-quarter re-

port it has converted  90% of its postpaid 
smartphone sales base primarily to “Next” 
and bring-your-own-device (BYOD) cus-
tomers.  

Verizon, AT&T, T-Mobile and Sprint 
together �nanced an estimated $40 bil-
lion in customer handsets in 2015, and 
grew their aggregate outstanding balance 
on consumer equipment installment plan 
loans to an estimated $32 billion as of 
March 2016, according to Moody’s.

�at is expected to grow to $55 billion 
next year, when equipment installment 
plans and equipment-lease programs to-
gether are expected to comprise 75% of 

the postpaid cell phone market, the report 
stated. 

T-Mobile, AT&T and Verizon have all 
have used short-term, o�-balance sheet 
�nancing through private arrangement 
with banks. However, these programs 
usually mature within two years and are 
considered a secured debt obligation. 

�is �nancing is more expensive than 
securitization, because the interest rates 
are based on the creditworthiness of the 
companies, instead of the underlying col-
lateral. 

Even worse, it weighs on the credit 
ratings of the carriers themselves, po-
tentially adding even more to their debt 
funding costs. 

�at’s particularly true for Sprint and 
T-Mobile, which carry below investment 
grade credit ratings.

While the programs have been around 

for nearly three years, the drive toward se-
curitization has only recently accelerated. 
Besides the accounts receivables bulge on 
their books, carriers have also had to con-
sider the capital restrains on banks as well, 
willing to carry the �nancing. 

 “It’s taken that long for these receiv-
ables to build up to a critical mass to al-
low them to do this type of �nance,” said 
Moody’s analyst Dennis Saputo. 

Different Customer Bases
�e carriers’ individual pools may also be 
vastly di�erent, with Verizon and AT&T 
likely to include more prime customers 

among the collateral.
Investors could look to how well hand-

set-�nance deals have fared in Japan, where 
60 such transactions have taken place since 
2007 (mostly by carrier So�Bank Corp., 
which is owned by Sprint parent So�bank).  

But although all those rated deals have 
had no downgrades and low-default rates 
of 1% to 3%, Moody’s cautions against 
making apples-to-apples comparisons.

“Performance data for the Japanese 
loans should not be weighed too heavily 
in assessing the outlook for US pools,” the 
report stated. “Borrower behavior can vary 
greatly between di�erent countries, re�ect-
ing di�erences in contracts, legal systems, 
economies and cultures. For instance, un-
like in the US, customers in Japan can con-
tinue phone-installment payments even if 
they terminate wireless service with So�-
Bank.”

COVER STORY

Moody’s sees a hyper-competitive market where “underwriting 

standards are likely to be proprietary methods that are opaque 

to the public markets.”
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In July 2014, Neuberger Berman rolled 
the dice, o�ering senior noteholders 
in one of its collateralized loan obliga-

tions a below-market interest rate for an 
initial 18 months.

�e risk?
If the CLO manager could not re�-

nance the notes at the end of that period, 
the interest on the $182 million tranche  
would step up, from 115 basis points over 
Libor initially to  190 basis points.

CLOs issue notes with varying se-
niority, using the funds received from 
investors to acquire pools of below-in-
vestment grade corporate loans. �e most 

junior noteholders, known as the equity, 
are paid last, with whatever interest is le� 
a�er distributions to senior noteholders. 
So cutting the interest rate on the senior, 
triple-A tranche increases the payout to 
equity holders, who are o�en the CLO 
managers themselves.

In the case of Neuberger Berman 
CLO XII, the initial spread on the step up 
notes issued in 2014 was 10 basis points 
less than a companion tranche of triple-A 
notes with a longer term.

By the same token, equity holders 
would receive a smaller payout should the 
interest rates on the triple-A notes step up.

So-called step up tranches were one of 
the strategies that CLO managers adopted 
to attract new investors in 2013, a�er reg-

ulatory changes made CLO securities less 
attractive to banks, traditionally big buy-
ers of the senior tranches. �e short initial 
terms appealed to investors who wanted 
a relatively high return without locking 
their money up for too long.

In Neuberger Berman’s case, the strat-
egy paid o�. �e CLO manager re�nanced 
the notes  in July 2016, replacing them 
with notes that pay Libor plus 130 basis 
points — higher than the original 115 
basis points, but well below the 190-basis 
point step up.

“It appears that both triple-A buyers 
and equity achieved their objectives,” said 

Tom Majewski, president and CEO of Ea-
gle Point Capital Management, which it-
self has a CLO step-up note tranche that it 
is eyeing for a re�nancing in 2017.  

It doesn’t always work out this way.
Last year, KKR increased the rate it 

paid on a tranche of a 2013 transaction  
to Libor plus 175 basis points because 
prevailing market rates were no lower, 
making it uneconomical to re�nance. So 
while the manager paid less during the 
initial period than it did on a companion 
tranche of the deal, it ended up paying a 
premium to the companion tranche when 
this period ended.

Investors were �nally able to cash out 
in July, when KKR re�nanced in order to 
avoid another step up, to Libor plus 200 

basis points. �e new notes pay Libor plus 
145 basis points.

Likewise, American Capital increased 
the rate on a $140 million step up tranche 
of a 2013 deal, to 160 basis points from 
110 basis points, in April 2015. But inves-
tors were able to cash out recently before 
the interest stepped up again. �e new 
notes pay Libor plus 145 basis points.

And Carlyle Group re�nanced the 
$155 million tranche of a 2014 deal that 
was set to step up to Libor plus 175 basis 
points; the new notes pay Libor plus 145 
basis points.

�rough mid-July, four CLOs with 
step up tranches had re�nanced to avoid 
paying a higher coupon, according to 
Deutsche Bank. �ey account for  most 
of  the six re�nancings during that period.

Overall, “the step-up feature has 
served to shorten the life of some of the 
tranches while others remain outstanding 
but paying a handsome coupon relative to 
similar tranches (i.e. AAA rated tranches 
of broadly syndicated loan CLOs that are 
nearing the end of their reinvestment pe-
riods),”  the bank stated in a July report.

Deutsche Bank says there have been 
some 26 US CLOs since 2013 issued with 
step-up tranches. �ree of them, includ-
ing Neuberger Berman’s were created 
when original notes were re�nanced. Of 
those deals, 23 have been in broadly syn-
dicated CLOs and most were designed to 
have their coupon step up 18 to 24 months 
a�er closing. Many also o�ered an addi-
tional step up a year a�erward.

Most of the remaining 17 deals have 
20-35 months remaining before step-up 
provisions take place. Nine have tranches 
with outstanding coupons of Libor plus 
175 basis points or higher, making them 
econmical to re�nance.  — GF

Strategy to Woo New CLO 
Investors Starting to Pay Off
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“It appears that both triple-A buyers and equity 
achieved their objectives” when Neuberger 
Berman refinanced a tranche of a 2014 deal. 
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Rules requiring CLO managers 
to keep skin in the game of their 
deals have taken a toll on smaller 

�rms. But the resulting thinning of the 
ranks has created room for some new 
players that are better capitalized, most 
notably insurance companies.

At its peak, the universe of managers 
issuing collateralized loan obligations hit 
143 in 2014, according to �omson Reu-
ters LPC. �at number has dwindled sub-
stantially in the nearly two years since fed-
eral regulators published rules requiring 
sponsors of collateralized loan obligations 
to retain 5% of the risk in their deals. Only 
86 managers printed deals in 2015, and 
midway through 2016 there were just  62. 

First-time deals by new managers are 
even rarer: Only six debuted in 2015, a 
fraction of the 42 managers that priced 
their �rst deals in the market’s heyday, in 
2012.

Five Firms Launched Debut 
Deals by Mid-Year
Another �ve managers debuted this year, 
including two insurance �rms (traditional 
investors in CLO notes) and the former 
asset management unit of a property and 
casualty �rm that invests in senior loans 
for several funds it subadvises.

Middle market lender Maranon Capi-
tal led the pack in March, issuing a $354.7 
million deal. Since April, four new issuers 
have hit the streets. Guardian Life priced 
a �rst-ever $406 million CLO through its 
Park Avenue Institutional Advisers as-
set-management subsidiary in July. �at 
followed a $455 million transaction by 
�nancial services giant TIAA-CREF in 
June. And in May, New�eet Asset Man-
agement – the �xed-income unit of Virtus 
Investment Management — a 2009 spin-

o� of Phoenix Life — issued a $356.3 mil-
lion CLO.

Each of the deals has a substantial re-
sidual notes balance that will be retained 
by the parent �rm, substantially comply-
ing with the risk-retention standards that 
take e�ect in December (existing CLOs 
are exempt from the rule during their 
non-callable period, thought it’s unclear 
whether the exemption would remain in 
the event of a re�nancing or the addition 
of new collateral).

For New�eet, the introduction of its 
�rst CLO was the culmination of nearly a 
year’s worth of planning and warehousing 
loans to be used as collateral for  New�eet 
CLO 2016-1, a deal led by Wells Fargo.

At the heart of the strategy, said New-
�eet senior managing director and senior 
loan sector head Frank Ossino, was the 
recognition that the risk-retention stan-
dards created an opening for a well-capi-
talized asset management �rm like Virtus.

“What got us really interested was this 
period where, because of risk retention, 
there may be some players that can no 
longer survive in this space,” said Ossino, 
in an interview with Asset Securitization 
Report. “And despite being a new issuer, 
we might be able to take (market) share 
over time because of advantages that we 
may have, namely for solving for risk re-
tention.”

It’s notable that Virtus, Guardian Life 
and TIAA-CREF are launching inaugu-
ral deals amid a dramatic slowdown in 
overall volume. Issuance was o� 50% to 
approximately $26.2 billion through June, 
compared to the same period in 2015. Of 
the deals done, the market has been top-
heavy with larger CLO issuers doing mul-
tiple deals (including Euro transactions), 
including Carlyle Group, GSO/Blackstone 

Debt Funds Management, Apollo Global 
Management, Golub Partners, and Blue-
Mountain Capital Management.

At the same time, some well-estab-
lished managers like Ares Capital Man-
agement and CIFC did not issue deals in 
the �rst half of the year

But the three deals came as volume 
picked back up in the second quarter 
($5.4 billion of new deal volume in May 
and $6.6 billion in June) and leveraged 
loan issuance that supplies the CLO pipe-
line rose 64% in the second quarter ($214 
billion) over the �rst quarter.

New Entrants Picking Up 
Slack as Ranks Thin
Meredith Co�ey, executive vice president 
of the Loan Syndications and Trading As-
sociation, said the industry was buoyed 
by the new well-capitalized entrants. But 
she does not believe it will be enough to 
o�set the exodus of managers from the 
CLO market, which is the largest buyer of 
senior loans sustaining capital to specula-
tive-grade and mid-market companies. 

“Our concern continues to be will that 
be enough to make up for a decline in is-
suance due to risk retention,” said Co�ey. 

�e LSTA is involved in a lawsuit with 
other structured-�nance trade groups 
against the Federal Reserve looking to 
stop the enforcement of risk-retention 
standards on CLOs. �e groups have ar-
gued the standards were misapplied to the 
asset class since CLO managers, asserting 
that the managers serve only as money 
managers and arrangers — not origina-
tors — and do not �t the “securitizer” 
standard set forth in Dodd-Frank.

�at lawsuit, however, is pending and 
not expected to be resolved at the feder-
al district court level until the summer of 

Risk Retention is Boon for New 
Breed of CLO Manager
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2017 – well past the December 24, 2016 
enforcement date of the new rules.

�e LSTA is also pushing Congress 
to establish a standard for a “quali�ed” 
CLO exemption. �e proposal is simi-
lar to an existing quali�ed mortgage ex-
emption that allows the securitization of 
certain home loans without the required 
retention by meeting certain standards for 
transparency and the alignment of mutual 
interest between investors and managers. 
�e bill, sponsored by Rep. Andy Barr, 
R-Ky., remains stalled in committee.

Even if the LSTA is successful, howev-
er, the calculus for New�eet and other well 
capitalized managers does not change.

Ossino said New�eet’s attraction to 
the market stems from the Virtus sub-
sidiary’s deep involvement with senior 
loans. New�eet has roughly $2.5 billion 
in broadly syndicated loans in assets un-
der management for several retail mutual 
funds it subadvises for �rms including Su-
nAmerica and Dunham & Associates.

Investors Demand More 
Compensation from Newbies
With only 12%-15% of the market for 
leveraged loans contained in loan mutual 
and exchange-traded funds — and 60% 
to 65% in CLOs — Ossino acknowledged 
that New�eet simply didn’t have a horse in 
the race. But with the backing of Virtus, 
New�eet could perhaps lap the �eld on 
other less-capitalized contenders unable 
to meet the risk-retention standards that 
investors are expecting.

“�e guy who used to manage two or 
three CLOs – the proverbial two guys and 
a Bloomberg – may not work as we enter 
next year. �at guy will either have to sell 
himself or ride o� into the sunset with 
whatever cash �ow his two or three deals 
are making,” said Ossino.

“�e survivors are going to be the 
folks who have capital or access to capital. 
�at’s our calculus,” he said.

New�eet was among the �rst of the 
rookie crop of broadly syndicated loan 

buyers to enter the market when it priced 
its CLO in May. Its real work began in Au-
gust 2015 when New�eet began to ware-
house loans at an opportune time in a 
buyer’s market. “We managed to buy a lot 
of names at attractive prices and buy some 
new issue at attractive prices as well,” said 
Ossino, who said the entire $317.5 million 
of loans in the identi�ed collateral pool 
were purchased below par.

Buying discounted loans allowed 
New�eet to make its “arb” when it priced 
the CLO this spring at a substantial premi-
um compared to other deals priced in the 
same period. �e senior tranche of Octa-
gon Investment Partners 27 pays  153 ba-
sis points over Libor, compared with 185 
basis points for the comparable tranche of 
New�eet’s deal. �e di�erentail between 
subordinated tranches of the two deal is as 
much as 200 basis points.

“Our liabilities are wider than the nor-
mal CLO,” Ossino admits. “As a �rst-time 
issuer there’s a premium that investors 
want to get paid to own a new manager.” 

TIAA and Guardian Life had the same 
obstacle. Guardian’s Park Avenue Institu-

tional Advisors CLO 2016-1 and TIAA 
CLO 1 each priced their triple-A paper at 
170 basis points over Libor, when more 
established issuers such as CVC Credit 
Partners obtained a more favorable 150 
basis point spread over Libor for its 29th 
overall CLO, Apidos CLO XXIV.

Ossino, who was senior loan credit 
manager at Hartford Investment Man-
agement before coming to Virtus in 2012, 
acknowledges that New�eet and the other 
new players on the block have to demon-
strate their ability to manage CLOs before 
they can command more favorable terms 
with investors. He must also win over Vir-
tus’ executives in order to obtain backing 
for another deal, which will likely involve 
third-party investment in the deal’s equity. 

CLOs aren’t critical to New�eet, which 
has a total of $11 billion in assets under 
management, but Ossino is optimistic that 
the market, and regulatory, expectations 
will align in New�eet’s favor to keep deals 
�owing.  “You can see a situation where 
we do one a year or one every 18 months. 
It’s very realistic,” he said. — GF

Insurance Premium
CLO investors are demanding additional compensation for putting 
money to work with new managers, even well capitalized ones 
such as insurance companies; spreads are over three-month Libor. 

Source: Thomson Reuters LCP, rating agency presale reports
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Americans, by and large, are car 
people. Car owners, car driv-
ers. Everybody knows it. Tom 

Wolfe knew it 50 years ago, writing 
about stock-car racing and the demo-
lition derby, and it remains true today.

But Americans’ longstanding re-
lationship to automobiles — owning 
them, driving them — is set for a dra-
matic shi�, as ride-sharing cements its 
place in American transportation habits 
and as automobile manufacturers, tech-
nology giants, and ride-hailing com-
panies make a concerted push toward 
self-driving vehicles.

If that happens, the automotive �-
nance market will follow suit. A market 
in which 95% of loans and leases today 
go to consumers could, in the next de-
cade or two, see 35% of �nancing di-
rected at commercial vehicle �eets and 
other businesses, while shrinking by as 
much as half overall, according to a new 
report. �e coming disruption presents 
a challenge to auto lenders and will like-
ly create new winners and losers as the 
focus shi�s from car ownership to so-
called mobility services.

Shift from Personal Vehicles 
to Commercial Fleets 
�is outcome depends on the use of 
ride-sharing and ride-hailing services 
continuing to increase and eventually 
combining with autonomous driving 
technology — in other words, �eets of 
self-driving taxis ferrying people from 
place to place instead of people driving 
themselves.

“�ere’s a lot of evidence that 
ride-sharing and ride-hailing are here 
to stay and growing,” said Ti�any John-
ston, a principal with Deloitte Consult-

ing and the co-author of the report. As 
for the transition to a new transporta-
tion paradigm, “�e question is, is it go-
ing to be a cli�? Or is it going to be more 
gradual?”

Looking only at the recent past, it 
would be hard to foresee a major de-
cline in private car ownership. In 2015, 
the auto industry enjoyed its highest 
sales in 15 years, at 17.47 million cars 
and light trucks, according to Autoda-
ta Corp.  Moreover, gasoline remains 
cheap and credit is easy; interest rates 
for new cars are at a three-year low, and 
oil prices remain low.  As a result, this 
year is expected to be the seventh con-
secutive year of growth in new-car sales, 
according to the National Automobile 
Dealers Association, which forecasts an 
uptick of 2.3%.

Given the health of the industry, 
Johnston admits that her report con-
stitutes something of a contrarian 
view. Car ownership remains deeply 
entrenched in American society. As of 
2013, 86% of U.S. workers commuted 
to work by car, according to a U.S. Cen-
sus Bureau report. Of those commuters, 
three out of four drove alone.

But given the scale of the coming 
shi�, it is one that banks cannot a�ord 
to ignore.

Today, new car loans and leases 
are primarily originated at dealerships, 
where cars are purchased by consumers 
for their personal use. Of the roughly $1 
trillion in outstanding loans and leases 
in 2015, banks owned about 57% of the 
market, while captive auto lenders held 
about 38%.  Deloitte expects that con-
sumer habits will soon change: Rather 
than buying a car, more people will rely 
instead on ride-shares and on-demand 

taxi services like Ly� and Uber to get 
around. �at outlook was boosted in 
late August when the Wall Street Jour-
nal reported that Google is testing a 
ride-sharing service in San Francisco 
allowing commuters to match up with 
carpoolers through the Waze tra�c app, 

Consequently, as much as 35% of 
the auto �nance business will consist 
of providing �nancing for the owners 
of shared-vehicle �eets. But it will not 
be as simple as having $300 billion shi� 
from the consumer to the commercial 
side. In the process, said Johnston, she 
expects the total market to shrink by 
anywhere from 20% to 50%, a huge loss 
of revenue for lenders.

Auto Finance Market Could 
Shrink by 20% to 50%
�at prediction relies on the evolution 
of the technology behind self-driving 
cars. It will probably make them more 
expensive than traditional cars at �rst, 
and cheaper to manufacture in the long 
run — especially the utilitarian models 
likely to be used by ride-hailing services. 
For banks and other auto lenders, that 
means the �nancing they provide could 
look more like leases on commercial of-
�ce equipment and medical equipment, 
according to the report.

Large diversi�ed banks already 
know how to do asset �nancing, which 
may give them an advantage over other 
auto lenders in the future, Johnston said. 
“We don’t think it’s brand-new products 
over there, but it’s new customers on ex-
isting products,” she said.

Deloitte predicts that these chang-
es will take place sometime in the next 
�ve to 25 years, and probably in the next 
decade or so. Already we are seeing “a 

Driverless Cars Could Steer 
Auto Lending in New Direction
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steady and sustained set of trends that 
are causing us to rethink what the car 
looks like, and how we use it,” said Jer-
emy Carlson, a principal analyst at IHS 
Automotive.

Even so, he added, “this is a gradu-
al transition. I don’t expect to see huge 
decreases in the number of vehicles sold 
to individuals [anytime soon], but we 
would expect to see some impact on that 
over time.”

Indeed, the way to what Deloitte 
calls the “driverless revolution” has not 
been smooth. �e electric-car compa-
ny Tesla Motors introduced “autopilot” 
technology for its cars last October, and 
since then it has been associated with a 
small number of crashes. One crash, in 
May, was fatal for the Tesla driver. �e 
National Highway Tra�c Safety Admin-
istration is looking into the cause.

Autonomous Driving Still 
Far From Perfect
Yet despite the negative press Tesla has 
received, and the broader conversation 
it has spurred about auto safety, most 
observers still believe that widespread 
adoption of self-driving technology is a 
matter of when, not if.

One bank executive who has publicly 
addressed the possibility of a disruption 
to the automotive sector is Tim Russi, 
the head of auto lending at Ally Finan-
cial. “In the coming years we might be 
supporting the mobility services indus-
try [rather than] the auto industry,” he 
said at Ally’s investor day in February. 

But in an interview, Russi tempered 
his earlier remarks, saying that while 
“there’s makings of a paradigm shi� out 
there,” it will not become manifest for a 
while yet. “�is isn’t a �ve-year horizon 
or threat to the business,” he said.

�e primary inhibiting factor, be-
sides the need to perfect autonomous 
driving, said Russi, is the sheer number 
of cars, 250 million of them, already 
being driven by Americans. “If the en-

tire society is going to be autonomous, 
you’ve got a lot of vehicles you’ve got to 
get o� the road,” he said. “So I think the 
horizon goes out at least 10 years.”

Christopher Donat, an analyst at 
Sandler O’Neill, agreed. “It’s going to 
take a number of years to work through 
the number of legacy cars on the road,” 
he said. “People aren’t going to give up 
an existing car that they’ve paid for.”

Nevertheless, Russi said he wants to 
make sure Ally does not miss a trend. 
“We’re making sure we have the funda-
mental building blocks in place,” he said.

Ally Financial Preparing for 
Market Disruption
Among these is Ally’s SmartAuction, an 
online auction platform aimed at com-
mercial buyers and sellers, including 
automakers, dealerships and owners of 
vehicle �eets. More than �ve million ve-
hicles have been sold on SmartAuction 
since its launch in 2000. �e platform 

has more than 8,000 buyers and sellers 
nationwide, and about 1,500 vehicles are 
sold daily. Ally rolled out SmartAuction 
iPhone and Android apps in 2013; as of 
October 2015, they were seeing an aver-
age of 22,500 logins per month.

Ally is one of the country’s largest 
auto lenders, with $78 billion of con-
sumer auto loans and leases on its bal-
ance sheet as of March 31. �e commer-
cial side of the business accounts for 
another $30 billion.

Russi’s forward-thinking approach 
could see the bank through the com-
ing changes. Digital platforms and mo-
bile experiences will be key to survival, 
Johnston said. Others might not be so 
fortunate.

“If $1 trillion turns into $600 billion, 
some of these players are going to �nd it 
an opportunity to increase their [mar-
ket] share,” Johnston said. “Some may 
fall out. … You’re going to see winners 
and losers.” — Brian Patrick Eha

Incredibly Shrinking Market?
Self-driving cars are expected to undermine the auto-lending 
business as fewer consumers buy their own cars. It’s hard to say 
by when or how much, but here are two scenarios

Source: Deloitte
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The unusually strong loan perfor-
mance in the credit card business 
lasted longer than many observers 

expected. But today, the industry’s pro-
longed post-crisis era �nally appears to be 
over.

During the second quarter, the per-
centage of loans that were at least 30 days 
late climbed at most of the country’s large 
credit card issuers — including JPMorgan 
Chase, Citigroup, Capital One Financial, 
Discover Financial Services and Synchro-
ny Financial — compared with the same 
three-month period in 2015.

To some extent, the increase in delin-
quency rates was to be expected. Credit 
card loans have been growing at a rela-
tively fast clip — total revolving consumer 
debt is currently about 7% higher than it 
was in 2014, according to Federal Reserve 
data — and losses tend to peak when new 
accounts are around two years old.

Because the industry saw slower 
growth immediately a�er the Great Re-
cession, it comes as no surprise that loss 
rates are currently on the rise.

At the same time, there are also signs 
that credit standards have loosened at 
some card issuers.

JPMorgan said during its sec-
ond-quarter earnings call that 20%-30% 
of its new credit card customers have 
FICO scores below 700. �e company 
did not say what that �gure was previous-
ly, but suggested that the percentage has 
grown.

“Since the end of 2013, we made some 
changes to our credit box and our credit 
risk policies very, very thoughtfully,” the 
�rm’s chief �nancial o�cer, Marianne 
Lake, told analysts on July 14. “And we’ve 
been monitoring them very closely. And 
what we’re seeing in terms of the loss rates 

and the seasoning of them is fully in line 
with our expectations.”

Discover also acknowledged loosen-
ing underwriting standards in its credit 
card business, though only marginally.

“�e average FICO is slightly down 
over the last few years,” chief executive 
David Nelms told analysts on July 19.  
“But generally the quality of the compo-
sition of the customers is very consistent 
with what we’ve pursued in the past.”

Capital One built the provision for 
losses in its credit card business by 41% 
during the second quarter, which the 
company attributed to growth in its loan 
portfolio.

But CEO Richard Fairbank also stated 
that competition is increasing in the U.S. 

credit card market, including in the sub-
prime segment. “Over time, this can have 
impact on the growth opportunity and 
even credit quality,” he said.

Banks are looking to build their credit 
card portfolios at a time when low interest 
rates are hampering other opportunities 
for growth, said Michael Taiano, an ana-
lyst at Fitch Ratings.

“You’re starting to see a bit of loosen-
ing of underwriting standards,” he said. 
“And that ultimately is going to lead to 
higher losses down the road.”

For now the card issuers are aided by 
favorable economic trends. Initial jobless 
claims have been below 300,000 for 72 
consecutive weeks, which is the longest 
such streak since 1973. — Kevin Wack

Why Credit Card Losses Are 
Poised to Rise

End of Pristine Credit
The percentage of loans at least 30 days late has risen at all but 
one of the major U.S. credit card issuers over the past year

Source:  The companies
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 If the pricing of a recent commercial 
mortgage-backed security deal is any 
indication, risk-retention rules are 

giving large banks a competitive advan-
tage in this market.

�e rules don’t take e�ect until Dec. 
24. But the �rst CMBS deal designed to 
comply with the Dodd-Frank Act re-
quirement to keep “skin in the game” 
closed on Aug. 18. �e $870.6 million 
transaction was well received by in-
vestors, and market participants credit 
the way in which the three sponsoring 
banks — Wells Fargo, Bank of America 
and Morgan Stanley — chose to retain 
the risk.

However, few other lenders in the 
so-called conduit market, where loans 
on commercial properties are originat-
ed for securitization, are in a position to 
use the same strategy, since it requires a 
large balance sheet. �at means future 
bank-sponsored CMBS deals may com-
mand superior pricing to others’ trans-
actions, which in turn would allow the 
banks to o�er more competitive rates to 
borrowers.

�e three banks will collectively re-
tain 5% of each class of securities issued 
by Wells Fargo Commercial Mortgage 
Trust 2016-BNK1, or about $43.5 mil-
lion, according to Fitch Ratings and Kro-
ll Bond Rating Agency. �is is known as 
the vertical option.

Other issuers are expected to take 
advantage of a concession, unique to the 
CMBS market, allowing sponsors to sat-
isfy risk retention rules by selling the risk 
of �rst loss to a designated third party. In 
industry parlance, this is the horizontal 
option, because these investors would 
hold the riskiest 5% of securities in a 
deal. It’s also possible that some deals 

will comply with risk retention via an “L” 
shaped strategy that combines features 
of the vertical and horizontal strategies.

Here are a few important observa-
tions about the inaugural vertical deal.

Strong Demand Could Imply 
Pricing Advantage
�e yield spread on the junior-most tri-
ple-A rated tranche of the deal was sev-
eral basis points less than even initial 
market chatter had indicated, according 
to the research �rm Trepp. (�ere are se-
nior classes that feature more protection 
than the rating agencies require for a tri-
ple-A grade.) At 94 basis points over the 
swap rate, it was also the tightest spread 
for this particular class of securities so 
far this year and some 14 basis points 
tighter than the comparable tranche of 
the previous CMBS deal, which did not 
comply with risk retention.

“It appears the deal priced so favor-
ably that there should be price advan-
tage, going forward,” said Peter McKee, 
a partner in law �rm Alston & Bird’s �-
nance group.

�at warm reception bodes well 
for the impending wave of commercial 
mortgages that were originated and se-
curitized at the market peak right before 
the crisis and are about to mature and 
will need to be re�nanced.

Between November of this year and 
June 2017, $10 billion to $14 billion of 
securitized commercial mortgages will 
mature each month, according to Trepp. 
It would be an inopportune time for 
market disruptions resulting from the 
risk-retention rules taking e�ect.

“�e fact that we not only have a 
market clearing, $871 million trans-
action, but the fact that it was so well 

received, and  beat all pricing expecta-
tions, is an unalloyed good,” said Brian 
Olasov, an executive director with the 
law �rm of Carlton Fields who chairs the 
risk retention task force at the Commer-
cial Real Estate Finance Council.

It’s Only a Partial Solution 
“Not all sponsors can a�ord to hold on 
to a vertical strip for �ve years, subject 
to all restrictions — no hedging, non-
recourse �nancing, no ability to trade,” 
Olasov said. “�ere is a relatively small 
group of sponsors who either have the 
capacity to do that and are willing to do 
that. �e capacity of the overall indus-
try to do [this] is going to become in-
creasingly taxed. If a sponsor has to hold 
these positions, year a�er year a�er year, 
it becomes a big position on its balance 
sheet.”

Initially, CMBS market participants 
expected that most deals would comply 
with risk retention using the horizontal 
strategy, since that most closely resem-
bles how the market currently works: 
Investors known as “B-piece” buyers ac-
quire the riskiest classes of securities.

But the 5% threshold introduced by 
risk retention is much higher than what 
B-piece buyers typically purchase from a 
deal, which is around 2.5%.

�at means B-piece buyers would be 
required to buy as high up in the credit 
stack as single-A, rather than just bonds 
below BBB-. And it would be hard for 
these investors to achieve their targeted 
returns holding such highly-rated, low 
yielding securities.

“�e risk retention exception for 
B-piece buyers appears not to be the 
panacea we thought it would be,” said 
Patrick Sargent, another partner in 

Why Risk Retention May Give 
Big Banks An Edge in CMBS
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Alston & Bird’s �nance group. “Tradi-
tional B-piece buyers don’t raise capital 
to hold for �ve or possibly 10 years; they 
are going to have to �nd new money 
sources.”

While it may take six to nine months 
to see where the CMBS market will settle, 
Sargent said it looks like there will be two 
or three retention structures. “We’re go-
ing to see some banks retain a vertical 
slice, and some nonbanks putting to-
gether either a subordinate horizontal or 
an L-shaped piece that is either retained 
or sold to the B-piece buyer. It won’t be 
one size �ts all.”

Collateral Is Squeaky Clean
As you’d expect in a deal that served as a 
trial balloon, the loans used as collater-
al for the Wells Fargo BNK-1 pool were 
conservatively underwritten, at least by 
recent market standards. For example, 
the deal is less highly leveraged than the 
average conduit transaction rated this 
year by Fitch. �e loans in the pool have 
a weighted average debt service coverage 
ratio of 1.22 and a loan-to-value ratio of 
107.5%. (Rating agencies calculate lever-
age statistics using what they expect will 
be the average value of the underlying 
properties at di�erent stages of the credit 
cycle; this �gure tends to be lower than 
current valuations.)

It’s di�cult to tease out how much of 
the price di�erential for the �rst risk re-
tention-compliant deal was attributable 
to the quality of the collateral, versus the 
fact that the sponsors retained a vertical 
strip.

 “�e deal gets better treatment from 
investors who looked at the pool on a 
pure credit quality perspective,” said 
Joseph Franzetti, senior vice president, 
capital markets at Berkadia Commercial 
Mortgage, a mortgage brokerage. “�e 
fact that the originators of loans share 
risk also brings a tremendous amount of 
con�dence to investors because the in-
terests of all parties are aligned.”

However, “if you look at subsequent 
deals done in a more traditional mold 
[i.e., without risk retention], they priced 
wider,” Franzetti said, meaning those 
deals had to o�er investors a fatter risk 
premium. “And the collateral was just as 
good as in the bank deal. �is suggests 
there was a price bene�t to originators 
eating their own cooking.”

Olasov said “it’s an open question” 
how much of the pricing success is at-
tributable to the conservative nature of 
the collateral pool and how much has 
been derived from alignment of inter-
ests.

Banks May Get Favorable 
Capital Treatment
“If the oversubscription of the bonds is 
solely attributable to the collateral qual-
ity, that would be less bene�cial to the 
market,” he said. “If risk retention in and 
of itself has the serendipitous e�ect of 
driving down yields, that could ... sup-

port higher volume.” 
Strong pricing may not be the only 

bene�t that Wells Fargo, Bank of Amer-
ica, and Morgan Stanley achieved with 
the �rst risk retention-compliant deal. 
Market participants say that the three 
banks may be able to get favorable capi-
tal treatment for the exposure that they 
are retaining to the deal. Because of the 
way that the deal was structured, bank-
ing regulators may treat their interests as 
loan participations, rather than as com-
mercial mortgage bonds.

While the banks are not actually 
holding the loans, the risk retention is 
intended to re�ect a participation in the 
whole pool of loans, top to bottom, bear-
ing the risks and receiving the payments 
as if the assets were on the balance sheet. 
And the risk-based capital charges on a 
loan are expected to be better than on a 
bond or other type of security, though 
the actual weighting will vary by insti-
tution. — AB

Advantage: Banks
Banks and thrifts, already leaders in commercial and multifamily 
mortgage origination, gained another 2.5 percentage points of 
market share in the �rst quarter as choppy markets forced CMBS 
conduits to retreat

Sources: Mortgage Bankers Association, Moody’s Investors Service
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 Abattle is brewing over the best 
way to �nance the retro�tting of 
homes to make them more ener-

gy e�cient.
�e outcome could make or break 

the �edgling industry of administrators 
for Property Assessed Clean Energy pro-
grams, which are funded by local govern-
ments and repaid via annual assessments 
on owners’ property tax bills.

It has particular relevance in Califor-
nia, home to some of the nation’s most 
expensive housing markets. Since 2010, 
dozens of counties and municipalities in 
the Inland Empire, an area of �ve mil-
lion residents stretching from Riverside 
to San Bernardino, have made hundreds 
of millions of dollars of energy e�ciency 
loans. �e municipal bonds that �nance 
this lending are themselves bundled into 
collateral for asset-backed securities, 
providing Wall Street with a relatively 
high-yielding investment product that 
can be marketed as “environmentally 
friendly.”

On July 19, the Federal Housing Ad-
ministration, part of the Department of 
Housing and Urban Development, said 
it would insure mortgages on homes en-
cumbered by Property Assessed Clean 
Energy liens. �e Department of Veterans 
A�airs followed suit. �e announcements 
were part of a broader initiative by the 
Obama administration to increase access 
to solar energy and promote energy e�-
ciency, particularly in low- and moder-
ate-income communities. 

�e FHA’s endorsement of PACE up-
set mortgage lenders, which have long ob-
jected to this form of �nancing. Since both 
types of lenders have claims on the same 
collateral (the borrower’s home) a PACE 
lien could potentially reduce a mortgag-

ee’s recovery in a foreclosure. Moreover, a 
tax assessment is generally considered to 
be a type of “super lien” that takes priority 
over all current and future encumbrances.

Creating a “Super Lien”
Lien priority is an issue for the FHA, too, 
since taxpayers are on the hook for losses 
on loans that it insures. �e new lending 
guidance tries to sidestep the issue, casting 
PACE liens structured as tax assessments 
as subordinate to a mortgage. But it also 
acknowledges that any assessments that 
are past due represent senior claims. Im-
portantly, the FHA also said that a PACE 
lien can “travel” with the house, that is, it 
can be assumed by a buyer.

�is does not satisfy the Mortgage 
Bankers Association, which has issued a 
bulletin urging members to “proceed very 
cautiously” and to carefully review the 
consumer and lender risks before partic-
ipating in the program. 

�e trade group warned that the 
FHA’s new guidance raises “critical” ques-
tions about the lack of consumer protec-
tions, poses risk to the agency’s insurance 
fund and creates “signi�cant compliance 
and indemni�cation risks for lenders and 
servicers.” It advised members to evaluate 
other ways of �nancing e�ciency im-
provements that better protect consumers 
and lower costs.

�e availability of FHA �nancing 
could spur additional states to adopt or 
implement residential PACE programs, 
which are now available only in California 
and Florida. �ey will soon be available in 
Missouri and Colorado as well. 

Stacey Lawson, president and chief 
executive of Ygrene Energy Fund, said the 
number of government agencies involved 
in the Obama administration’s green en-

ergy initiative “provides a really strong 
body of support that local elected o�cials 
and state legislatures can point to” when 
rolling out such programs.   

Without buy-in from the primary 
trade group for mortgage lenders and in-
vestors, however, this �nancing may not 
be easy to obtain. 

“It’s lenders and servicers, and partic-
ularly the secondary market, that in the 
end will dictate the success or failure” of 
FHA funding for properties with PACE 
liens, said Richard Andreano, a partner 
in the law �rm Ballard Spahr’s mortgage 
banking group.

“It’s a classic government move, ad-
dressing one side of an equation and for-
getting the other side.  When you do that, 
you don’t always get the result you want. 
�at’s why [the government-sponsored 
enterprises] had to revise HAMP and 
HARP,” he said, referring to two feder-
al programs designed to help struggling 
homeowners, the Home A�ordable Mod-
i�cation Program and Home A�ordable 
Re�nance Program.

In endorsing PACE, the FHA has also 
put itself in opposition to the Federal 
Housing Finance Agency, which regulates 
Fannie Mae, Freddie Mac and the Fed-
eral Home Loan banks. FHFA Director 
Mel Watt released a statement last week 
saying that the agency “fully supports en-
ergy retro�t programs” but “continues to 
have serious concerns” with how PACE 
programs are �nanced and will continue 
to bar Fannie and Freddie from acquiring 
mortgages on properties with PACE liens.

To be sure, lien priority is not the only 
beef that the FHFA, or lenders and inves-
tors, have with PACE.

In testimony before California’s legis-
lature last month, Alfred M. Pollard, the 

FHA, Lenders Clash Over 
Financing Greener Homes
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FHFA’s general counsel, took issue with 
the fact that these programs look princi-
pally to the value of a property to support 
a loan, rather than the ability of a home-
owner to repay, a concept regulators have 
endorsed to prevent the kind of lending 
that contributed to the �nancial crisis.

Pollard also pointed out that PACE 
programs charge high fees, as much as 
10% of the loan, and o�er narrow con-
sumer protections. �e FHFA’s general 
counsel suggested that the regulator could 
take further action, noting that Fannie 
and Freddie “have additional authorities 
to protect their �rst-lien status.”

Solution to a Market Failure
PACE administrators say the �nancing 
was created to solve what they describe as 
a market failure.

“Every year, about one in six Amer-
ican homeowners replaces a product or 
system in their home that a�ects the lev-
el of energy consumption,” J.P. McNeill, 
chief executive of Renovate America, said 
in a statement welcoming the FHA’s new 
guidance. “�ree-quarters of the time, 
they select a less e�cient option based on 
upfront sticker price, instead of factoring 
in the total cost of owning and maintain-
ing the product or system over the course 
of its useful life.”

�ere are a number of other ways to 
�nance energy e�cient retro�ts that car-
ry lower interest rates and lower fees. �e 
FHA itself has launched an initiative with 
the Department of Energy that allows 
borrowers to obtain larger loans, rough-
ly 2% more than the loan amount, to �-
nance energy improvements. Fannie and 
Freddie also o�er a number of products 
that allow homeowners to �nance energy 
retro�ts, including mortgages with high 
loan-to-income ratios and second-lien 
mortgages, some of which can be used 
to pay o� PACE liens. But none of these 
products allow the lien to stay with the 
property when it is sold.

Ygrene’s Lawson cited two other rea-

sons that homeowners choose PACE over 
other �nancing options: �e lien is not 
considered to be personal debt, and so 
does not impact the borrower’s debt-to-
income ratios; it can also be underwritten 
very quickly, compared with add-ons to 
mortgages.

“�e approval process is much speed-
ier than it is for obtaining a second-lien 
mortgage,” she said. “You can get a PACE 
loan approved in 15 minutes online.” By 
comparison, underwriting a home equity 
line of credit can take months.

PACE liens are also problematic be-
cause they can make properties more dif-
�cult to sell or re�nance, since buyers can-
not get conventional loans from Fannie or 
Freddie. �e moves by the FHA and VA 
give prospective homebuyers additional 
options for �nancing the purchase of a 
home with an existing PACE lien, assum-
ing that lenders embrace them. Still, some 
buyers may not want to assume the lien, 
even if they can get �nancing. �at means 
a homeowner could be forced to pay o� 
the PACE lien before selling.

Lawson acknowledged that some 
lenders request that property owners 
prepay the PACE lien upon sale of the 
home. She said Ygrene discloses this fact 

to borrowers when it makes PACE loans, 
though it does not believe that the lack of 
�nancing options limits the universe of 
homebuyers. �at’s because the improve-
ments �nanced by PACE improve the val-
ue of a home and lower its utility bills.

Valuation Impact Disputed
�e cost e�ectiveness of home energy im-
provements is a matter of debate, however.

Research published by Laurie Good-
man and Jun Zhu in the Journal of Finance 
in December indicates that energy-e�-
cient improvements �nanced by Renovate 
America in California increase the value 
of the property by more than the PACE 
assessment —by between $199 and $8,882 
more, depending on which methodology 
the researchers used. “Homeowners can 
more than fully recover their full costs 
at resale, whereas most other home im-
provements can recover only about 60%,” 
Goodman said in Urban Institute bulletin 
describing her research.

However, she conceded that the study 
had few data points on the sale price of 
homes that went into foreclosure with 
PACE improvements, which would speak 
more directly to the risk to the FHA’s in-
surance fund. — AB

Bloomberg News
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PEOPLE
ON THE MOVE

Allen & Overy has added a team of 
�ve partners specialized in lever-
aged �nancings to 

its New York o�ce.
�e current practice 

is comprised of more than 
250 �nance partners across 
the nation, EMEA and Asia 
Paci�c. It represents banks 
and other �nancial institu-
tions as lead arrangers, un-
derwriters, and participants 
across all types of �nanc-
ings.

�e incoming partners 
come from three law �rms 
and have contributed to 
some of the biggest pri-
vate equity �nancings in 
recent years. Clients have 
included Bank of America, 
BNP Paribas, Credit Suisse, 
Deutsche Bank, Goldman 
Sachs, and JP Morgan, 
among others.

�ey join Allen & 
Overy’s existing New York 
cross-border �nance spe-
cialists, led by Ken Cole-
man, Head of New York 
Banking.

Senior partner Scott Zemser brings 
25 years of experience in the U.S. and rep-
resents banks and other �nancial institu-
tions in their capacities as lead arrangers, 
underwriters, and participants across all 
types of �nancings.

Alan Rockwell has over 20 years of ex-
perience practicing in the European and 
U.S. leveraged �nance markets and rep-
resents leading investment and commer-
cial banks and other �nancial institution 
providers, funds and corporate and pri-

vate equity sponsor borrowers.
Rajani Gupta represents banks and 

other �nancial institutions 
as lenders and strategic in-
vestors, as well as private 
equity funds and corpora-
tions as borrowers in do-
mestic and international 
�nancings. 

Judah Frogel represents 
investment and commer-
cial banks, private equity 
sponsors, and corporate 
borrowers, in a wide vari-
ety of �nancing transac-
tions including leveraged 
loan �nancings, acquisition 
�nancings, general corpo-
rate �nancings, �nancial 
restructurings, asset-based 
�nancings, and real estate 
�nancings.

Todd Koretzky advises 
�nancial institutions across 
domestic and internation-
al �nance transactions. He 
regularly counsels foreign 
and domestic banks, invest-
ment funds, and other �-
nancial institutions, as well 

as borrowers and issuers.

CREFC Taps Industry 
Vet as Exec Director
�e Commercial Real Estate Finance 
Council has tapped Lisa Pendergast as 
its executive director. Pendergast was 
previously a managing director and 
head of CMBS strategy and risk at Jef-
feries Group and has served on the 
CREFC’s Board of Governors for over 
nine years. Her appointment comes six 

months a�er the trade group ousted its 
former leadership, chief executive and 
president Stephen Renna and executive 
vice president Stacy Stathopoulos, in 
late March. It follows the hire of Michael 
Flood, a lobbyist, for the number two 
position in April.

�e search was run by executive re-
cruiting �rm Ferguson Partners, which 
vetted some 35 senior-level professionals, 
including people with trade association 
experience, commercial real estate lend-
ers, investors, special servicers, attorneys, 
accountants and those with experience 
at government-sponsored enterprises, 
among others.

Spruce Finance Hires 
Darren Thompson
Spruce Finance, a provider of consumer 
�nancing for residential solar and home 
e�ciency improvements in the U.S., has 
hired Darren �ompson as CFO.

�ompson is responsible for Spruce’s 
capital markets strategy, accounting, con-
trol and risk management, and corporate 
�nance activities. He will report to chief 
executive Nat Kreamer.

Spruce was formed in December in 
a merger of the direct consumer-�nance 
business of Kilowatt and the solar-install-
er �nance marketplace o�ered by Clean 
Power. It is backed by Google Ventures, 
Kleiner Perkins Cau�eld  & Byers, Edison 
International, Duke Energy, AIDA and 
Claremont Creek Ventures. 

�ompson brings more than 25 years 
of experience in consumer �nance and 
�nancial technology. Most recently, he 
served as chief �nancial o�cer and exec-
utive vice president of strategy at B2R Fi-
nance, a lending platform. — Sta� Reports

Allen & Overy Bulks Up  
Leveraged Finance Practice 

Alan Rockwell

Scott Zemser
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