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Mortgage REITs: Overview
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Unpacking the REIT Wrapper: The REIT structure was established in 1960 as a tax efficient way for investors to 
access a diversified portfolio of real estate debt and equity. Continental Mortgage Investors, a commercial 
mortgage REIT, IPO'd in 1965 as the first publicly traded REIT. Since then, the REIT industry has matured, 
experienced various rule changes, and split into two categories: equity REITs – that own properties, and mortgage 
REITs ("mREITs") – that own loans and securities backed by property. Green Street has covered equity REITs for 
over three decades. This report is a primer on their lending counterparts – mREITs. Broadly, mREITs are split into 
two categories separating those that own mortgages backed by residential vs. commercial properties.

Source: Green Street

Equity in commercial real estateLoans and securities backed by 
commercial property

Agency Mortgage Backed Securities (MBS) 
and their derivatives

Low Moderate High
Sensitivity to 
Changes in CRE 
Values

Liquidity of 
Underlying 
Assets

High Moderate to low Low

Leverage Extremely High Very High Reasonable

General collateral repo 
(short term, collateralized borrowing)

Bank warehouse facilities
(a.k.a loan-on-loan financing)

Public unsecured notes and 
secured mortgages

Residential mREITs Commercial mREITs Equity REITs

The "REIT" Wrapper

Mortgage REITs Equity REITs

Assets Owned:

Key Source of 
Financing

This Green Street sample report may not be copied or disseminated to 
others without written permission.



Commercial Mortgage REITs 101 - October 10, 2024 4

Commercial mREITs in Context
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Playing in Expert Mode: mREITs have found a niche in the CRE debt pie that gives them a competitive advantage 
in a small, but growing slice of the market. These REITs are operated by established CRE owners that use their 
expertise to underwrite loans on transitional assets. Additionally, their institutional relationships give them access 
to large borrowers and the ability to drive repeat business. Lastly, mREITs have embraced institutional deals with 
larger check sizes that typically draw fewer lenders to the bidding tent. 

*Total CRE debt Includes mortgages backed by construction projects (~$550B) and owner-occupied properties (~$650B). CMBS includes agency (~$1T) and non-agency CMBS (~$0.6T). mREITs
holdings are adjusted to exclude consolidated CMBS securities as a result of variable interest entity (VIE) treatment.

Source: Federal Reserve, Green Street
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Commercial 
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Other, $403 

Slicing the CRE Debt Pie*
(in $ billions, as of 2Q24)

Transitional Assets: Typically higher risk loans, as lenders 
underwrite either construction, lease-up, or business plan risk 
in addition to risks on typical stabilized assets. mREITs are 
generally managed by established CRE operators, making 
them uniquely positioned to underwrite such risks. 

Short Term, Floating Rate Loans: Reduces interest rate 
risk for lenders, and allows borrowers the flexibility to 
refinance into long-term fixed rate financing upon project 
stabilization. 

Large Checks: Lender bidding tents are smaller at larger 
check sizes. mREITs will typically underwrite loans >$50 
million, appealing to institutional sponsors. For context, the 
largest CRE loans on bank balance sheets are ~$130 million, 
with larger loans underwritten by syndicates or destined for 
securitization. 

mREITs Underwrite Loans Where They Have Competitive Advantages:
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Transitional CRE Assets
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Shades of Transition: "Transitional" is a general term used for pre-stabilized real estate assets. The cash flows 
generated from these assets do not fully reflect their potential economic value, making long-term fixed rate debt a 
sub-optimal financing option. There are several shades of transitional assets, ranging from temporary cash flow 
disruption due to a lease turnover that may not require much capital infusion to redevelopment projects. 

Source: Green Street

Requires minimal property level changes:
The property is typically cash-flowing, but not to 
its full capacity.

Examples:
• Upcoming lease turnover that leaves current
cash flow below stabilized levels

• Minor renovations on new assets acquired
(e.g., refreshing the lobby in a hotel)

Cash Flow Increase: Involves some cash flow 
upside

Time to Stabilization: 1-2 years 

Heavy Transitional
(high risk, high spread)

Light Transitional
(lower risk, lower spreads)

Value-Add Projects
(moderate risk and spread)

Requires some property level changes:
Property is not cash-flowing or well below 
potential. 

Examples:
• A newly completed construction project that
needs to be leased up

• Significant unit-level renovations in a
multifamily building

Cash Flow Increase: Large increases in 
property NOI after sponsor's capital investment

Time to Stabilization: 2-3 years

Redevelopment/ Repositioning / Construction:
Property is not cash-flowing. 

Examples:
• Lending against a construction project

• Repositioning an office building to mixed-use

Cash Flow Increase: Significant cash flow 
upside (from "zero to one")

Time to Stabilization: 3-5 years
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Modern Era
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Rise from Ashes: The commercial mortgage REIT industry found its footing against this backdrop, embracing 
short-term, floating-rate loans on transitional CRE assets that banks and CMBS markets pulled away from. Over 
the last 15 years, commercial mREITs have grown from ~0.3% to ~1.6% of all CRE loans outstanding. As of 2Q24, 
the U.S. CRE loan books of Blackstone Mortgage Trust ("BXMT"), Starwood Property Trust ("STWD"), and Apollo 
Commercial Real Estate Finance ("ARI") make up roughly one-third of all US mREIT loans outstanding. Green 
Street will be initiating coverage on these three mREITs in an upcoming report. 

*mREITs holdings are adjusted to exclude consolidated CMBS securities as a result of VIE treatment. ** Includes the mREITs' U.S. CRE loans books only (i.e., excludes foreign loans, infrastructure
loans and securities)

Source: Federal Reserve, Green Street

U.S. CRE Loans Owned by 
Commercial mREITs**
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Commercial mREITs as a % of CRE Debt Outstanding*

July 2013: Final HVCRE 
rules announced by banking 
regulators

BXMT, $16 

STWD, $9 

ARI, $4 Others, $61 

Aug '09: STWD prices a blind-pool IPO 
at $20/sh, raising $950M in gross 
proceeds

Sept '09: ARI prices its IPO at $20/sh, 
raising ~$200M in gross proceeds 

Mar '08: Blackstone launches its 
Real Estate Debt Strategies fund 
(BREDS) 

2017: The CRE CLO market 
presents a viable, low-cost balance 
sheet financing option for mREITs

'13-'14: CRE lending markets stabilize, 
with competition from banks and CMBS 
returning  
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Loan Spreads
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Healthy: Commercial mREIT in-place loan books are largely comprised of loans originated over '21 and '22 (~65% 
on average, see page 17). These loans were originated at cash spreads of ~325-400 bps, and at all-in spreads 
(including origination fees, discounts etc.) of ~375-425 bps. Conversations with mREITs and other market 
participants suggest that new transitional loan spreads are pricing in the ~325-450 bps over SOFR range 
depending on the level of transition and property type. Apartments and industrial are favored sectors with the 
most competitive pricing, while office and lodging price on the wider end of the range. 

Source: Company disclosure, Green Street  * Senior loans only, excludes subordinated and mezzanine loans all-in spread includes: 1) pick-up from fees and origination discounts; 2) negative impact of 
loan origination costs over the life of the loan.
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Spreads on In-place CRE Senior Loan Portfolios by REIT*

ARI's wider difference between coupons to all-in yields is higher vs. 
peers as it benefits from 1) fees on its un-used construction loan 
commitments in its international loan book; and 2) higher purchase 
discounts/upfront points on its international portfolio.

BXMT historically wrote less transitional loans to more institutional 
borrowers and benefited from cheaper borrowing costs (see page 
24), that contributed to its lower lending spreads.

All-in Yields on Senior CRE Loan Portfolios by REIT

Floating rate floors kept all-in yields in 
the mid-single digit range even 
through the zero/negative interest rate 
policy era. Going forward, all in yields 
on loans will likely move lower as 
base rates decline, though this will be 
somewhat offset by declining costs on 
mREIT financings. 
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Portfolio Credit Metrics
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Internal Credit Metrics: Commercial mREITs bucket their loans into five risk ratings. Very low- and low-risk 
loans are rated 1 and 2, respectively. Loans that perform in-line with the business plan underwritten at the time of 
origination are assigned a risk rating of "3" or medium risk. Higher risk loans with potential losses are rated "4", 
while impaired loans with losses imminent/likely are rated "5". As of 2Q24, ~20% of mREIT loans were rated 4 or 
5 vs. a historical average of <10%. These ratings are defined by each REIT and therefore are not fully comparable 
across companies. 

Source: Company disclosure, Green Street   * RR = Risk Rating.  **ARI's specific CECL reserves are added to the risk rated 5 bucket.
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Differences in Risk Rating methodologies:
BXMT and ARI share a common loan in their portfolio 
backed by an office building in Berlin. BXMT rates the 
loan as "4" while ARI rates the same loan as "3", 
highlighting differences across mREIT risk ratings.
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Financing Strategy
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First Loss Piece: Investing in the equity of an mREIT can be viewed as buying subordinate tranches of floating 
rate CMBS. Commercial mREITs make whole loans, and then effectively sell the most senior portions of the loans 
to banks (i.e., finance them with secured bank facilities). mREIT equity is subordinate to this financing, and acts as 
the first loss piece when loans default. Current leverage metrics imply ~20% subordination to mREIT financing, 
which is on par with subordination on "AA" rated CMBS tranches. Therefore, the mREIT equity has a risk profile 
similar to tranches rated single-A and below.

Source: Company disclosure, Green Street;   * Assets = principal balance of CRE loan portfolios only; financing at face/par value plus preferred securities less cash; equity implied by assets and 
financing. Both assets and financing are on mREIT CRE loan books only, i.e., exclude securities held and real estate owned assets and their associated financing.
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