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brokers said they've met with several investment banks over
the past couple of months who were pitching lending pro-
grams that target multifamily borrowers.

“There are days | wish | didn't have as many competitors,
but ultimately, I think it's good for the program because we're
looking to create a market,” said David Brickman, president of
residential real estate at D2 Residential. “And the broader the
participation, the faster the evolution will be to an established
market with liquidity and standardization, and that will attract
more capital.”

Market pros expect multiple deals to price by yearend.

400 Capital is pursuing the strategy as part of a broader
bet on the sector. “l am partial to apartments,” said Quinn Bar-
ton, head of CMBS and commercial real estate strategy. “It's a
more stable property type because it does not have the large
capital costs and potential big losses associated with offices,
malls and hotels.”

In addition to the strong historical performance of multi-
family loans, investors see robust fundamentals on the hori-
zon given the general shortage of housing across the country.

“We see a lot of tailwinds in the subordinate CMBS market,”
said Sam Chang, a managing partner at Torchlight. “We are
making multifamily investments on the non-Cusip side, and
this is a natural extension of that thesis.”

He said Torchlight expects to focus on loans secured by
multifamily assets that have been recently built and/or are in
high-demand markets.

Alt-agency lenders, which generally target five-year loans
with fixed rates, offer more proceeds than the agencies by un-
derwriting multifamily loans with a lower minimum debt-ser-
vice coverage ratio. Further, the agencies underwrite based on
a fully amortizing debt schedule, even on interest-only loans,
whereas conduit lenders can use interest-only payments. That
can drive proceeds 5% to 10% higher. In exchange, borrowers
must accept higher pricing, with market pros saying alt-agency
rates are generally 50 bp to 70 bp wide of the agencies'.

The opportunity set could be significant. Lenders see the
ability to take share from the agencies and the balance-sheet
lending arms of banks by offering more proceeds and a quicker
underwriting process. And by partnering with B-piece buyers
on a programmatic basis, alt-agency lenders hope to reduce

the risks of re-trading - a last-minute change in terms - that
borrowers can face when tapping the CMBS market.

“The volume is there,” said Jonathan Salter, head of com-
mercial real estate lending at Axonic. “There are $550 billion
of multifamily loans maturing over the next few years. Simi-
lar to what the corporate private credit market experienced
over the past decade, we are going to see a migration away
from the banks and agencies into firms like ours. That said, not
everyone will have the correct capital or expertise to remain
competitive.”

A report from Moody's Ratings last year predicted that as
much as $1 trillion of commercial real estate loans could move
from banks and other traditional lenders to private credit over
the next few years.

Still, with so many players rushing into the space, market
pros said some of the partnerships might not succeed. Over
the past couple of months, originations have been sluggish
because of higher interest rates amid the Iran war, one source
said.

“It's June and we were hoping to have a deal done by now,”
he said. If the slow pace persists, partnerships could combine
with each other to gain scale to securitize existing loans on the
banks’ books, the source said.

On the other hand, lower rates could shrink alt-agency’s
comparative advantage over the agencies. That's because
conduit lenders tend to factor debt yields into their decisions,
while the agencies do not. As such, if rates decline and push
up debt-service coverage ratios, the agencies could increase
their proceeds. But nonagency lenders constrained by a debt
yield, which is unaffected by rates, might not have any wiggle
room.

The all-multifamily market still seems to be looking for its
footing. While MF1 and JPMorgan successfully closed their
deal last month, pricing was wider than traditional conduits.
Sources called it growing pains for the product but said it es-
tablished a baseline for other similar deals.

Several shops are betting that all-multifamily conduits will
gain traction and become a permanent fixture of the fixed-
income landscape. However, even if they don't, lenders likely
will have little trouble finding landing spots for multifamily
loans among traditional conduits.

“Like any market-driven process, it will find equilibrium,”
400 Capital’s Barton said.
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