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“Investor” Deals Differing Exposures to Rental Markets May Offer 
Pockets of Value
As non-QM deals get swept up in a rising rate environment, housing 
softness, and broader market volatility, the investor loans sub-segment 
may feature divergent performance, driven by rental exposure and unique 
structural characteristics. Investor non-QM deals are backed by residential 
mortgages on single-family or two- to four-unit properties that are typically 
rented out. Property cashflows or rental income are the main underwriting 
parameters, rather than borrower’s income. Negative income shocks have 
become key delinquency drivers, according to published research.1 A recessionary environment and 
potential job market weakening could soon elevate mortgage borrowers’ income shocks, leading to 
performance deterioration across the broader non-QM segment. In contrast, we expect the rental 
market to remain relatively strong, especially in suburban locations, that are characterized by smaller 
properties and limited supply. Interestingly, “mom-and pop” landlords are raising rents, leaving 
renters with “few places to turn”, according to a recent Urban Institute study.2 Small landlords are 
seeing the rental business as profitable even amid rising costs, the study found. This bodes well for 
investor deals’ pool performance.

On the structural side, investor deals feature provisions that may introduce unique cashflow 
behavior, distinguishing the segment from other non-QM deals, as well as from CMBS rental 
exposures. Investor loans typically carry prepayment penalties. These may potentially slow down 
voluntary prepayment rates, compared to plain-vanilla residential mortgages. To be sure, we expect 
prepayment rates to slow across the board, as refinancing incentives significantly diminish.3 Still, 
penalties can help stabilize bond duration profile, especially as property owners may look to refi on 
highly appreciated investment properties.4 

In turn, some investor deals do not include servicer advancing on delinquent loans, a key difference 
from CMBS transactions. The lack of advancing could lead to elevated interest shortfalls on pools 
that experience credit issues. On the flip side, investors should expect greater liquidation proceeds 
compared to advancing deals. Advancing reimbursements regularly drove large loss severities when 
servicer advancing accumulated over time. With no advancing, we would expect a greater alignment 
between liquidation values and bond paydowns.

1 See https://www.jpmorganchase.com/institute/research/household-debt/insight-income-shocks-mortgage-default
2 See https://www.urban.org/urban-wire/mom-and-pop-landlords-are-raising-rents-albeit-less-market-rates-leaving-renters-few
3 “Small Balance Multifamily: Value in Concentrated Exposure Ahead of Slower Prepays,” Securitized Products Special Topics, Academy Securities, September 13, 2022
4 “Manufactured Housing: Resilient Segment Amid Potential Multifamily Softness,” Securitized Products Special Topics, Academy Securities, July 27, 2022

https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_FRESB.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_DUS__MHC.pdf
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Expect Scarcity Value as Issuance Poised to Dwindle
Overall non-QM issuance increased in 2022 compared to last year, even as the sector faces 
issuance pressures that are afflicting the broader securitized products market. Issuers priced 
$35.2 billion non-QM balance across 96 deals YTD (Figure 1). Investor non-QM deals comprised $2.3 
billion of this volume (eight deals).

Figure 1. Non-QM Issuance, 2018-2022

Source: Bloomberg and Academy Securities
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Investor non-QM spreads significantly widened in 2022. Recently issued MFRA 2022-INV3 priced its 
triple-A benchmark class at T+255bp (figure 2). This compares to pricing of T+184bp on MFRA 2022-
INV1 similar class, issued in April.

Figure 2. Investor Non-QM Issuance Spreads

Note: Spreads are to the Treasury curve for the triple-A benchmark class and dot sizing represents the relative issuance balance of each deal
Source: Bloomberg and Academy Securities

Aspects to Track on Investor Non-QM Deals
We suggest investors track the following aspects on investor non-QM deals:

• Leases in place. Deals vary in the percentage of properties that have a lease in place at 
origination. For example, in MFRA 2022-INV3, 79.2% of the pool properties featured a lease in 
place (Figure 3). In TRK 2022-INV2, 74% of the properties had in-place leases. In contrast, only 
46.8% of the properties had in place leases in Verus 2022-INV1. Some deals also break down 
the in-place leases to short term (typically <6 months) vs longer term leases. For example, in 
addition to TRK 2022-INV2’s 70%+ in-place long term leases, the deal also featured 6.7% in-
place short term leases.
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Figure 3. Investor Non-QM Deals Pool Characteristics

Deal MFRA 2022-INV3 MFRA 2022-INV2 TRK 2022-INV2  BARC 2022-INV1 MFRA 2022-INV1 TRK 2022-INV1  

Deal Balance ($MM) 234.8 214.5 244.6 329.4 258 363.3

# of Loans 1,005 888 733 1,049 1,137 1,254

Avg Loan Balance ($) 233,614 241,499 333,636 314,038 226,909 289,752

DSCR WA 1.44 1.47 1.43 1.32 1.56 1.44

Single-family (%) 64.6 63 63.3 63.8 63.8 62.2

Two- to Four-family (%) 32.2 35.3 31.1 28.7 34.6 28.8

Fully Amortizing (%) 82.9 91.4 89.4 84.7 93.1 78.3

Interest-only (%) 17.1 8.6 10.6 15.3 6.9 21.7

Leases in Place (%) 79.2 75.7 74.0 NA 77.7 68.5

Top-3 Markets Philadelphia (5.9%)
Atlanta (4.4%)

Baltimore (3.3%)

Atlanta (11.0%) 
Chicago (4.3%) 

Philadelphia (3.9%)

New York (12.5%) 
Tampa (3.6%)

New Brunswick (3.4%)

New York (11.7%)
Baltimore (7.0%)

Los Angeles (6.8%)

Atlanta (5.8%)
Tampa (5.4%)

Chicago (4.4%)

New York (11.9%)
Newark (4.1%)

New Brunswick (4.0%)

Source: Rating Agencies, Deal Documents, and Academy Securities

• Geographic exposure. Investors may want to focus on deals that feature elevated exposure 
to tight rental markets. The deals geographical breakdown by state may be too coarse to 
construct geographical preferences. But drilling down to the metro level, we find fairly diverse 
exposures. For example, TRK 2022-INV2 features exposure of 12.5% and 3.6% to properties in 
New York and Tampa, respectively, two relatively strong rental markets. In contrast, in MFRA 
2022-INV3 we find that three of the deal’s top-five markets are Baltimore, Cleveland, and 
Chicago, three softer rental markets.

• DSCR calculations. The debt service coverage ratio (DSCR) levels for 2022-vintage investor 
deals ranged from 1.32x to 1.56x, as Figure 3 shows. The DSCR, a key underwriting metric 
for investor loans, is calculated by dividing a property qualifying monthly rental income and 
expenses by the monthly mortgage payment. Several underwriting parameters can impact 
the DSCR calculation. For example, issuers may consider the lesser of in-place lease income or 
market rent to determine the DSCR’s numerator. When there is no in-place lease, issuers may 
use the market rent. On short-term leases issuers may consider a certain percentage of the 
most recent rent for the calculation. On lower DSCR deals, rating agencies may look to mitigate 
the risk by requiring lower original CLTV ratios. 
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Academy Securitized Products Research Recent Reports

Data Centers: A Strong Segment Juggles ABS and CMBS

Triple-A Shortfalls: Destiny Spotlights Delayed ASERs Impact

Small Balance Multifamily: Value Ahead of Slow Prepays

Future Funding: Potential Key Performance Driver as CRE CLO Pipeline Builds Up

Multifamily Prepays: Property Sales Trigger Paydowns

Manufactured Housing: Resilient Segment Amid Potential Multifamily Softness

Tender Offers: Expect More to Come, Though Not on a Predictable Schedule

NYC Multifamily: Rent Increases to Support Cashflows Amid Regulatory Restrictions

Inflation-Resistant Leases: Rent Steps Offer Some Revenue Protection, though Not Much

Industrial Delinquencies: Don’t Happen Often, but Watch Closely When They Do

Housing at a Crossroads: Single-family and Multifamily Exposures

Senior Housing: Focus on Segment Selection Amid Pandemic Impact

Hotel Reserves: Key Performance Driver after Pandemic-Driven Depletion

Disaster Performance: Pandemic Forbearance Resolutions Bode Well for Future Stresses

Government Tenants: Short Termination Notices and Specialized Properties

Russian Sanctions Impact: Lease Terminations and Forced Property Sales

Mall Foreclosures: What to Track as Servicers May Shift Away from Modifications

https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_DataCenters.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_DestinyUSA.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_FRESB.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_CRE_CLO_FF.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_PC_Prepay.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_DUS__MHC.pdf
https://academysecurities.com/wp-content/uploads/CRT_Credit_Focus_Tender_Offers.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Rent_Regulation.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Special_Topics_Rent_Steps.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Industrial_DQ.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics.pdf
https://academysecurities.com/wp-content/uploads/SP_Special_Topics_SeniorHousing.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS_Credit_Focus_Reserves.pdf
https://academysecurities.com/wp-content/uploads/CRT_Credit-Focus_20220412.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_GSA.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS_Special_Topics_Sanctions-1.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS-Credit-Focus_2022-03-01.pdf
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Disclaimer

Although certain information has been obtained from sources believed to be reliable, we do not guarantee 
its accuracy, completeness or fairness. We have relied upon and assumed without independent verification, 
the accuracy and completeness of all information available from public sources.

Views and opinions expressed are for informational purposes only and do not constitute a recommenda-
tion by Academy Securities for any purpose including buying, selling, or holding any security. Views and 
opinions are current as of the date of this presentation and may be subject to change, they should not be 
construed as investment advice.

This information discusses general market activity, industry or sector trends, or other broad-based busi-
ness, economic, market or political conditions and should not be construed as operational, research or 
investment advice. This material has been prepared by Academy Securities and is not financial research 
nor a product of Academy Securities. It was not prepared in compliance with applicable provisions of law 
designed to promote the independence of financial analysis and is not subject to a prohibition on trading 
following the distribution of financial research. The views and opinions expressed may differ from those 
of Academy Securities. Investors are urged to consult with their financial advisors before buying or selling 
any securities. This information may not be current and Academy Securities has no obligation to provide 
any updates or changes.

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of 
the date of this presentation and are subject to change without notice. These forecasts do not take into 
account the specific investment objectives, restrictions, tax and financial situation or other needs of any 
specific client. Actual data will vary and may not be reflected here. These forecasts are subject to high 
levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed 
as merely representative of a broad range of possible outcomes. These forecasts are estimated, based on 
assumptions, and are subject to significant revision and may change materially as economic and market 
conditions change. Academy Securities has no obligation to provide updates or changes to these forecasts. 
Case studies and examples are for illustrative purposes only.

Index Benchmarks

Indices are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, as 
applicable, but do not reflect the deduction of any fees or expenses which would reduce returns. Investors 
cannot invest directly in indices.

The indices referenced herein have been selected because they are well known, easily recognized by inves-
tors, and reflect those indices that the Investment Manager believes, in part based on industry practice, 
provide a suitable benchmark against which to evaluate the investment or broader market described here-
in. The exclusion of “failed” or closed hedge funds may mean that each index overstates the performance 
of hedge funds generally.

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY 
PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SO.

©Academy Securities, Inc.


