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WHAT ARE

SECURITIZED

LOANS AND

HOW DO THEY

WORK?

What they are:
A securitized loan is a commercial or residential loan
pooled with other loans and sold to investors in the form
of mortgage-backed securities (MBS) or commercial
mortgage-backed securities (CMBS).

How they work:
Loan Origination: 
A lender (often a bank) issues a mortgage loan to a
borrower.
Loan Pooling: 
That loan is bundled with many other similar loans.
Securitization: 
The bundle is transferred to a trust, which issues bonds
backed by the loan payments.
Investor Sale: 
Investors buy these bonds and receive principal and
interest payments from the cash flow generated by the
underlying loans.
Servicing: 
A loan servicer collects payments, manages escrows, and
ensures compliance, while a special servicer may take
over if there's a default or major issue.

Why they’re important:
Securitized (CMBS) loans offer non-recourse terms, long
durations, and competitive rates, but come with strict
rules. Borrowers face less flexibility, with cash traps,
reserve requirements, and limits on refinancing or lease
changes, since the loan is governed by a trust, not a
single lender.
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