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Insurers Team Up on CMBS Purchase

In an unusual move, the B-piece buyer of a commercial
MBS deal now in the market has arranged for a handful of life
companies to circle many of the transactions remaining class-
es.
Meanwhile, spreads on synthetic commercial MBS rallied a
whopping 50 bp this week, driven by Federal Reserve steps to
provide more support for the wobbly
economy. And the first floating-rate
securitization of the year priced. The
$1.5 billion deal, backed by a portfolio
of La Quinta hotels, was led by Merrill
Lynch, UBS and Bank of America.

The maneuver with the insurance
companies involved an $887.2 million
fusion offering co-led by Credit Suisse
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and Morgan Stanley. The B-piece T i
buyer, Hillenbrand Partners, has
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agreed to buy all of the tranches rang-
ing in grade from triple-B-plus to
unrated, with a total face amount of
$64.3 million.

The twist is that Hillenbrand
lined up several insurance compa-
nies to buy the seven classes imme-
diately senior to the triple-B-plus
class — up to the junior triple-A
tranche. Those classes total $113.1
million.

Meanwhile, Credit Suisse and

Morgan Stanley continue to shop
the six senior triple-A classes, totaling $709.8 million.

The arrangement with the life companies is seen as a posi-
tive development for the battered CMBS market, because it
provides a guaranteed buyer pool for tranches that in recent
offerings haven't always been placed.

Hillenbrand organized the insurers and evidently negotiat-
ed on their behalf. The arrangement appeared to provide ben-
efits to all sides. The dealers locked in buyers in a tough mar-
ket. The insurers presumably gained some price concessions
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and certainty of execution by working as a block. And
Hillenbrand ensured that a transaction to which it was already
committed wouldn't fall apart.

“Its a plus when more of the deal is circled,” said one
investor. “If the B-piece buyer is the only one hanging out
there, that's not a positive. It helps to say that more of the deal

is actually getting placed”
Executives at Hillenbrand and

the dealers declined to comment.

The transaction is backed by
loans contributed by Credit Suisse
(77.1% of the collateral-pool bal-
ance), KeyBank (16.9%) and
National City (6%).

The offering, only the third U.S.
commercial MBS deal this year,
had a circuitous path to market,
reflecting the volatility in fixed-
income sectors. Originally, Credit
Suisse and Morgan Stanley’s “IQ”
brand planned separate offerings
totaling $2.6 billion. But when loans
fell out of their respective pools, they
discussed a combined $1.4 billion
offering under the IQ shelf. Later,
some of the expected participants
dropped out, reducing the size of the
deal further and moving it to Credit

Suisse’s shelf.
Meanwhile, the rally on the synthetic
side was driven by the Fed’s moves. The
cost of buying protection on recent-vintage super-senior paper
plunged to 226 bp, from 277 bp earlier in the week. In the
CMBS secondary market, spreads pulled in to about 250 bp
over swaps for recent-vintage super-senior bonds, from about
280 bp earlier in the week.

The LaQuinta deal had been shopped since late last year.
The senior triple-A class, with a 49% subordination level,
priced at 225 bp over Libor (see Initial Pricing on Page 10). <
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