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NYAH Portfolio Delinquency Spotlights Expense Variability

The recent delinquency of the $506.3 million JPMCC 2021-NYAH Portfolio
(in JPMCC 2021-NYAH) puts a focus on the variability and volatility of
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relatively wild swings in its expense items since issuance. Some expenses,
such as professional fees, nearly doubled YOY. Others, such as real estate  Headquarters Address:

taxes, materially declined. Total operating expenses rose 13% compared to
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underwritten levels, echoing a broader trend of rising multifamily expenses.  new vork, NY 10017
But the variability that NYAH’s total expenses mask suggests implications for
multifamily loan underwriting, the sizing of reserve accounts, and cashflow

projections across other situations.

Figure 1. JPMCC 2021-NYAH Loan and Property Parameters

New York Affordable Housing Portfolio
JPMCC 2021-NYAH and JPMCC 2021-NYMZ

$506,300,000 ($143k per unit) mortgage loan

Loan Balance ($ per unit) and $93,700,000 ($170k per unit) mezzanine loan

Maturity June 2024
Coupon / Amortization Mortgage: TSFR1IM + 2.56% / Interest-only
Mezz Loan: TSFR1M + 7.74% / Interest-only
Loan Status Matured Non-Performing

Property Size / Occupancy 3,531 units / 94% occ. (Mar 2024)

Property Type / Location Multifamily / New York City

Appraisal History $716.0 MM (May-2021)

Total Advancing $3.4MM (as of 8/2024)
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NYAH Predicament Not Just About Rent Regulation Headwinds

While rising expenses clearly contributed to the performance deterioration in NYAH, we don’t
see this as the main delinquency driver. Rather, the sharp rise in debt service on the three-year
floating loan, and the requirement to get a new, expensive interest rate cap to exercise a contractual
extension, are the key challenges that led NYAH to its maturity default.
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We also don’t see the NYAH situation as just reflecting the struggles that NYC’s rent regulated
properties are facing following the passage of the Housing Stability and Tenant Protection Act
of 2019. The NYAH portfolio mostly comprises of rent stabilized units, including the 1,229-unit
Riverton Square, which famously imploded in a legacy CMBS deal after an aggressive deregulation
business plan did not pan out. In contrast, the sponsor of the NYAH deal, issued after the 2019
Act, explicitly noted in deal documents that it does not plan for meaningful unit deregulation, and
investors should not expect any regulated-to-market conversions.!

To be sure, NYC’s Rent Guidelines Board (RGB) does limit the rent increases landlords can charge
on rent regulated properties. This prevents landlords from passing to tenants expense growth
that exceeds approved rent increases.? But RGB’s approved increases in recent years should
have supported NYAH’s cashflows if the portfolio’s expenses had not ballooned compared to the
underwritten levels (Figure 2).

Figure 2. New York City Guidelines Board Rent Increases 2010-2024
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New York Regulated Apartment Universe Shows Expense Item Volatility

The operating cost volatility in NYAH also shows up in the broader rent stabilized universe in
New York. For example, apartment buildings’ fuel oil cost saw nearly 20% increase in 2021-2023,
but dropped >7% this year, based on the annual Price Index of Operating Costs that RGB discloses.
Taxes, by far the largest expense item, also fluctuated quite a bit in recent years. Insurance costs
is the one item that saw consistent double-digit increases in recent years. But it is also a relatively
small expenditure item across the universe.

1 “NYC Multifamily: Rent Increases to Support Cashflows Amid Regulatory Restrictions,” Securitized Products Special Topics, Academy Securities,
July 7, 2022

2 “Small Balance Multifamily: Value in Concentrated Exposure Ahead of Slower Prepays,” Securitized Products Special Topics, Academy Securities,
September 13, 2022
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Figure 3. Costs Change for Buildings with Rent Stabilized Apartments
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Track Property Taxes, Variable Expenses, and Reserves

We identify a few implications of the expense trends we see:

Property tax underwriting. Stabilizing, or even declining property taxes, can offset the
consistent increases other expense items show, especially insurance cost. The future path of
property taxes should have a significant impact on property NOlIs given the outsize weight of
taxes in overall expenses. For example, taxes comprised 29.4% to 36.1% of all expense items in
New York rental buildings in recent years. Declining property valuations should lead to lower
assessments. Properties in municipalities that assess properties on an annual basis, such
as New York, could more meaningfully benefit from declining assessments. Tellingly, NYC’s
Department of Finance determined in its FY 2024/25 Final Assessment Roll that the overall
market value of regulated rental properties dropped by 1.07%. The overall taxable assessed
value for the so-called Class Two properties, mostly multifamily, increased by a muted 3.73%
YOY. All told, quite a few securitized multifamily properties can potentially see their property
taxes decreasing in the coming year, echoing the sharp drop NYAH saw in 2022.

Beyond fixed expenses. We expect greater focus on non-fixed expenses such as maintenance
and repairs, payroll and benefits, and management and professional fees. Such expense items
appear prone to sharp and unexpected increases. Compounding the concernis the fact it is not
always clear what is driving such sharp increases. In NYAH, professional fees rose 431.6% as of
Q1 2024 compared to the underwritten level (albeit from a relatively low base), according to
the deal’s operating statement analysis report (OSAR). Management fees rose 42.5%.

Sizing of reserves. Typical reserve accounts we see on multifamily loans include tax and
insurance reserves, and perhaps others such as repair and deferred maintenance reserves,
which are also part of IRP’s standard reserve reporting. The variability we see across expense
items, and the unexpected jumps in some of them, suggest investors may be looking for
broader availability of reserves. NYAH included only an upfront “replacement” reserve for
any replacement or renovations of units, according to deal documents.
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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 verifica-
tion, 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.



