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Market overview

What are commercial mortgage loans?

An investment in CMLs represents ownership of whole loans made to companies that 
own commercial real estate. Typical property types include offices, retail, industrial, 
apartments, hotel/motel, mixed-use and others. Unlike commercial mortgage-backed 
security (CMBS) pools, CMLs can be tailored to meet both the borrower’s demands and 
the lender’s underwriting criteria. 

Comprehensive due diligence precedes the funding of each loan. The mortgage 
underwriting process often includes a financial examination of the prospects for the 
property and the property owner, as well as various third-party assessments, including 
appraisals, environmental reports and engineering reports. Typical underwriting factors 
include loan-to-value (LTV) ratios, debt-service coverage and debt yield, along with other 
details related to the location, property type and economic environment. According to 
the National Association of Insurance Commissioners (NAIC), underwriting of commercial 
mortgages tends to be conservative, with typical LTV ratios of 55–70%, compared with 
those of residential mortgages at 80–90% or more.

CMLs require hands-on management after closing. Standard servicing includes 
collection of updated rent rolls and operating statements, property inspections, and 
confirmation of paid taxes and insurance premiums. Properties may also encounter non-
standard matters that require lender review and analysis, including loan assumptions, 
eminent domain issues, lease approvals and tenant agreements, management of escrows, 
and transfer of ownership interests. 

How are CMLs classified?

The distinct risks of different property types result in a wide variance in credit 
quality and underwriting criteria. For instance, a retail building featuring lease terms 
of 5–10 years and a diverse mix of tenants may be less exposed to cyclical fluctuations 
and therefore may bear less credit risk. By contrast, hotels—which have an effective 
lease period of one night—tend to be inherently riskier due to their volatile cash flows, 
capital intensity and high fixed operating costs (mostly maintenance staff). To account 
for the different risk profiles of various CML loan types and property sectors, investors 
typically divide the CML market into three categories: core, core plus and opportunistic 
loans (Exhibit 1).

Summary

Market overview Investment characteristics

 ■  Commercial mortgage loans (CMLs) consist of privately 
originated whole loans secured by mortgages on 
commercial properties, involving comprehensive 
underwriting prior to funding.

 ■  Investors categorize CML portfolios according to their risk 
profiles—either core, core plus or opportunistic—featuring 
progressively higher leverage, operational risk and 
associated compensation.

 ■  The CML market is dominated by patient, long-term 
institutional investors such as insurance companies, 
pension plans and banks. 

 ■  New technologies and platforms have greatly improved 
CML liquidity, with secondaries often selling within eight 
weeks, even in periods of broader market turbulence.

 ■  CMLs have historically offered attractive and stable income, 
favorable risk-based capital treatment and higher spreads 
versus comparably rated corporate bonds.

 ■  Pension plans are turning to CMLs in stable value and liability-
driven investment (LDI) programs due to their attractive yields, 
diversification benefits, structural protections and favorable 
risk profile. 

 ■  In standard fixed income portfolios, adding CMLs may enhance 
risk-adjusted return potential due to their history of low 
correlations with other asset classes, strong returns, lower 
losses and reduced volatility compared with public bonds.
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Exhibit 1: The three categories of risk across the CML market

Terms for core loans vary significantly, allowing investors to tailor an allocation 
to fit specific objectives. Core properties generally have a strong operating history 
and produce stable cash flow—very little investment is needed to update or enhance 
the property. By contrast, transitional loans found in the core plus and opportunistic 
areas of the market have higher leverage, shorter terms and wider spreads. Many 
transitional properties require updates and renovations to attract tenants and stabilize 
cash flows. Other transitional properties can benefit from asset repositioning and/or 
new development. 

Who are the typical investors in CMLs?

Large institutions such as life insurance and pension companies dominate the CML 
market. For insurance companies, the favorable risk-based capital treatment makes 
CMLs an efficient use of capital. Pension investors are drawn to the asset class for its 
potential diversification benefits, strong risk-adjusted returns and duration management. 
The availability of individually managed separate accounts—and, in some cases, direct 
co-investment alongside a professional manager and other investors—offers flexibility in 
positioning a commercial mortgage portfolio to effectively complement other asset classes 
in accordance with an investor’s specific needs. For example, in recent years, many 
pension plans have used CMLs as diversifiers in liability-driven investment (LDI) programs. 

For LDI investors, CMLs are becoming an increasingly attractive alternative to long 
corporate bonds. CMLs typically provide higher spreads compared to public corporate 
bonds with similar ratings and duration profiles. CMLs also provide structural protections 
that have historically translated into lower losses and higher recoveries than public 
corporate bonds. Many pension plans are also including CMLs in stable value programs to 
enhance yield and diversification. 

Core Core Plus Opportunistic

Loan
 ■  Leverage up to 65%
 ■  Amortization
 ■  5–25Y term
 ■  Experienced sponsor 
 ■  Spreads of T + 1.35–1.80%+
 ■  Fixed and floating rate opportunities

 ■  Leverage up to 75%
 ■  Typically interest only
 ■  3–5Y term
 ■  Value-add, experienced sponsor
 ■  Reserves required for tenant/capital 
improvements

 ■  Spreads: SOFR + 3.00–4.00%+ (SOFR 
floors obtained)

 ■  Mostly floating rate

 ■  Leverage of 70–80%+
 ■  Major financial restructuring or 
increased leverage

 ■  Significant interest-only period
 ■  2–10Y term
 ■  Experienced (with 
opportunistic) sponsor

 ■  Reserves required for tenant/capital 
improvements

 ■  Spreads: SOFR + 5.25%+

Property
 ■  Generally multi-tenant
 ■  Class A or B buildings
 ■  Stabilized asset with strong 
operating history

 ■  Located in significant population 
centers or markets with strong 
employment drivers

 ■  Generally multi-tenant
 ■  Class A or B buildings
 ■  Cash flow not stabilized
 ■  Leasing/tenant risk
 ■  Undermanaged assets
 ■  Redevelopment

 ■  Multi-tenant
 ■  Class A or B buildings
 ■  Stabilized asset with strong 
operating history

 ■  Major geographic markets
 ■  Potential for asset repositioning or 
new development

As of 08/31/22. Source: Voya Investment Management.
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How easy is it to sell CMLs?

Liquidity in the CML secondary market has improved dramatically in recent years. 
The technologies and platforms used to connect buyers and sellers have improved 
significantly since the 2008 financial crisis, easing many of the historical frictions of CML 
transactions. On average, notes sell in four to eight weeks, and sellers can find buyers 
even in periods of broader market turbulence. For example, through the recent Covid 
volatility, the secondary market remained active and liquid. (For more detail, see our 
report, Liquidity in Commercial Mortgage Loans.)

Investment characteristics

Risk/return

CMLs have historically provided steady returns above those of comparable public 
bonds. CML industry data is limited, and there is no universally accepted index for the 
asset class. However, in our experience, CMLs have the potential to deliver competitive 
returns with lower volatility compared to public investment grade bonds, CMBS and 
leveraged loans. 

Embedded structural protections enhance the risk profile of CMLs. The attractive 
risk profile of CMLs may be attributed in large part to the loans’ structural advantages, 
which include: 1) direct access to borrowers and primary due diligence, and 2) the 
ability to contact and directly negotiate with property owners during periods of volatility, 
which helps to drive workout and recovery. In addition, loan structures contain recourse 
carveouts and often include additional lender protections.

The structural protections of CMLs were on full display during the recent economic 
drawdown. Commercial real estate proved durable and experienced close to zero 
impairments despite the extraordinary disruption to economic activity that began in 
early 2020 (Exhibit 2). Looking at Voya’s CML asset base, 9% of our portfolio completed 
forbearance requests. Furthermore, only 0.5% of holdings were impaired and sold. As 
of September 2021, all the remaining properties were out of forbearance and current on 
their payments.

Exhibit 2: CMLs experienced minimal impairments during Covid
Forbearance activity as a % of Voya CML portfolio assets

Source: Voya Investment Management. Data represents Voya’s own Commercial Mortgage Investment Portfolio.

Income

CMLs offer the potential for attractive and stable monthly cash flows at yields 
exceeding comparable-term fixed income alternatives (i.e., corporate bonds of 
similar quality rating and average life). Since 2001, Voya’s CML portfolio has delivered 
a weighted-average spread advantage of 123 basis points (bp) over comparably rated 
corporate credit investments and a 215 bp advantage over U.S. Treasuries (Exhibit 3).
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Exhibit 3: CMLs offer attractive yield pick-up over corporates
CML asset spreads over Treasuries and comparable securities

As of 06/30/22. Past performance is no guarantee of future results. Investors cannot invest directly in an index. Proprietary ratings 
model used to map commercial mortgage loans to an equivalent corporate bond rating. Data shown is for the total portfolio 
managed by Voya IM Real Estate Finance. Source: Voya Investment Management.

CMLs have been a reliable source of income. Most of the total return advantage from 
CMLs has historically been driven by the spread to comparably rated corporate credit. 
However, CMLs are also one of the few asset classes that generate fee income from 
prepayments, which can be a meaningful and consistent source of additional  
yield (Exhibit 4).

Exhibit 4: Prepayment fees offer a steady stream of additional income

As of 06/30/22. Source: Voya Investment Management.

Key takeaways

 ■  CMLs are relatively low-risk fixed income investments, historically offering returns 
similar to those of CMBS but with half the volatility.

 ■  Among participants active in the CML market, life insurance companies and pension 
plans are the leading investors. 

 ■  With a history of strong performance and favorable fundamentals, CMLs may 
offer an effective way to increase risk-adjusted return potential and diversify fixed 
income portfolios.

To learn more about the asset class, and to better understand how CMLs can fit into your 
strategic asset allocation, please contact your Voya IM representative.
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Disclosures 

General fixed income risks 
The principal risks are generally similar to those attributable to bond investing. All investments in bonds are subject to market risks as well as issuer, credit, prepayment, extension, and other 
risks, and their values may fluctuate. Market risk is the risk that securities may decline in value due to factors affecting the securities markets or particular industries. Bonds have fixed principal 
and return if held to maturity, but they may fluctuate in the interim. Generally, when interest rates rise, bond prices fall. Bonds with longer maturities tend to be more sensitive to changes in 
interest rates. Issuer risk is the risk that the value of a security may decline for reasons specific to the issuer, such as changes in its financial condition. 
Specific risks associated with commercial mortgage loans 
Investments in commercial mortgage loans are subject to risks associated with general economic conditions, national, regional and local market risks and direct ownership risks, which may 
impact the ability of a borrower to meet its obligations on the loan because cash flows and value are derived from the performance of the underlying commercial real estate. These risks 
include: Changes in economic conditions, interest rates and tax laws; declines in the real estate values, rental or occupancy rates; changes in zoning laws and other governmental regulation; 
overbuilding and resulting high vacancy rates for extended periods; lack of available credit to refinance mortgage loans at or before maturity; inability to attract and retain tenants; financial 
inability to adequately maintain or improve a building; expenses related to environmental problems, tenant defaults or bankruptcy; casualty losses, terrorist threats and attacks, social unrest 
and civil disturbances; and weather, floods, earthquakes or other natural disasters. 
The value of commercial mortgage loans will be influenced by the rate of delinquencies and defaults experienced on the commercial mortgage loans and by the severity of potential losses 
incurred. The factors influencing delinquencies, defaults, and loss severity include: (1) economic and real estate market conditions by property type (e.g., office, multifamily, retail, and hotels); (2) 
the terms and structure of the mortgage loans; and (3) limitations on legal and financial recourse in the event of default. 
Commercial mortgage loans may expose a lender to potentially greater risk of loss through delinquency and foreclosure than residential mortgage loans. Repayment of a loan secured by 
income-producing property typically is dependent upon the ability of tenants to make lease payments, the ability of a property to attract and retain tenants, and the ability of the owner 
to maintain the property, control operating expenses, and comply with applicable laws, rather than upon the existence of independent income or assets of the borrower. Most commercial 
mortgage loans provide recourse only to the property and not against the borrower’s other assets or personal guarantees. 
Some commercial mortgage loans do not fully amortize, which can necessitate a sale of the property or refinancing of any terminal “balloon” payment or payments at or prior to maturity. 
Investors in commercial mortgage loans bear the risk that the borrower will be unable to refinance or otherwise repay the mortgage loan at maturity, possibly increasing the likelihood of 
a default. 
The liquidity of commercial mortgage loans will fluctuate with, among other things, general economic conditions, political events, and developments or trends in particular industries or 
economic sectors. Credit markets have periodically experienced reduced liquidity during periods of extreme market volatility, such as during the global credit crisis, and similar conditions could 
re occur and impact the valuations of properties, debt instruments and securities. 
When making investments in commercial mortgage loans, Voya Investment Management will conduct a due diligence process to evaluate factors believed to govern the success of those 
investments. There may be little publicly available information about the prospective investments other than what is developed on a proprietary basis by the Voya Real Estate Finance Division. 
Voya cannot provide any assurances that these due diligence processes will uncover all relevant facts of the mortgage loans or that any investment will be successful. 
Important information
Past performance does not guarantee future results. This commentary has been prepared by Voya Investment Management (“Voya IM”) for informational purposes. Nothing contained 
herein should be construed as (i) an offer to sell or solicitation of an offer to buy any security or (ii) a recommendation as to the advisability of investing in, purchasing or selling any security. 
Any opinions expressed herein reflect our judgment and are subject to change. Certain of the statements contained herein are statements of future expectations and other forward-looking 
statements that are based on management’s current views and assumptions and involve known and unknown risks and uncertainties that could cause actual results, performance or events 
to differ materially from those expressed or implied in such statements. Actual results, performance or events may differ materially from those in such statements due to, without limitation, 
(1) general economic conditions, (2) performance of financial markets, (3) interest-rate levels, (4) increasing levels of loan defaults, (5) changes in laws and regulations, and (6) changes in the 
policies of governments and/or regulatory authorities. 
The distribution in the United Kingdom of this presentation and any other marketing materials relating to portfolio management services of the investment vehicle is being addressed to, or 
directed at, only the following persons: (i) persons having professional experience in matters relating to investments, who are “Investment Professionals” as defined in Article 19(5) of the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Financial Promotion Order”); (ii) persons falling within any of the categories of persons described in Article 49 
(“High net worth companies, unincorporated associations etc.”) of the Financial Promotion Order; and (iii) any other person to whom it may otherwise lawfully be distributed in accordance with 
the Financial Promotion Order. The investment opportunities described in this presentation are available only to such persons; persons of any other description in the United Kingdom should 
not act or rely on the information in this presentation. 
The Capital Markets Authority and all other Regulatory Bodies in Kuwait assume no responsibility whatsoever for the contents of this presentation and do not approve the contents thereof or 
verify their validity or accuracy. The Capital Markets Authority and all other Regulatory Bodies in Kuwait assume no responsibility whatsoever for any damages that may result from relying on 
the contents of this presentation either wholly or partially. It is recommended to seek the advice of an Investment Advisor. 
Voya IM does not carry on a business in a regulated activity in Hong Kong and is not licensed by the Securities and Futures Commission. This insight is issued for informational purposes only. It 
is not to be construed as an offer or solicitation for the purchase or sale of any financial instruments. It has not been reviewed by the Securities and Futures Commission. 
Voya IM accepts no liability whatsoever for any direct, indirect or consequential loss arising from or in connection with any use of, or reliance on, this insight, which does not have any regard to 
the particular needs of any person. Voya IM takes no responsibility whatsoever for any use, reliance or reference by persons other than the intended recipient of this insight. Any prices referred 
to herein are indicative only and dependent upon market conditions. Past performance is not indicative of future results. Unless otherwise specified, investments are not bank deposits or other 
obligations of a bank, and the repayment of principal is not insured or guaranteed. They are subject to investment risks, including the possibility that the value of any investment—and income 
derived therefrom, if any—can increase, decrease, or in some cases be entirely lost, and investors may not get back the amount originally invested. The contents of this insight have not been 
reviewed by any regulatory authority in the countries in which it is distributed. 
The opinions and views herein do not take into account your individual circumstances, objectives or needs and are not intended to be recommendations of particular financial instruments or 
strategies to you. This insight does not identify all the risks (direct or indirect) or other considerations which might be material to you when entering any financial transaction. You are advised to 
exercise caution in relation to any information in this document. If you are in doubt about any of the contents of this insight, you should seek independent professional advice. In addition, please 
be advised that Voya IM is a non-Canadian company. We are not registered as a dealer or adviser under Canadian securities legislation. We operate in the Provinces of Nova Scotia, Ontario and 
Manitoba based on the international adviser registration exemption provided in National Instrument 31-103. As such, investors will have more limited rights and recourse than if the investment 
manager were registered under applicable Canadian securities laws.
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