AMHERST
AP PIERPONT

The Market in Asset Finance

The APS Insurance Portfolio Strategy Conference
October 24, 2018

Adam Smith

Head of Mortgage and Asset-Back Finance and Banking
asmith@apsec.com

1 (646) 776-7864

This material is intended only for institutional investors and does not carry all of the independence and disclosure standards of retail debt research reports. In the preparation of this
material, the author may have consulted or otherwise discussed the matters referenced herein with one or more of Amherst Pierpont’s trading desks, any of which may have accumulated
or otherwise taken a position, long or short, in any of the financial instruments discussed in or related to this material. Further, Amherst Pierpont may act as a market maker or principal
dealer, and may have proprietary interests that differ or conflict with the recipient hereof, in connection with any financial instrument discussed in or related to this material.

apsec.com
©2018 Amherst Pierpont Securities LLC, a member of FINRA and SIPC


mailto:mcontente@apsec.com

SUMMARY

= Significant insurer interest in direct lending and asset finance
= Yield, size, control and diversification are all part of the draw

= Monitor and manage the relationship
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SIGNIFICANT INSURER INTEREST IN DIRECT LENDING

Insurer direct lending has grown at 2x to 5x of the market pace
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ESPECIALLY STRONG INTEREST IN 1-4 FAMILY RESIDENTIAL

An increase of 10+x in the last three years, although off a small base
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STRONG INTEREST IN COMMERCIAL MORTGAGE LENDING

An increase of ~2x in the last three years
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GROWING AT THE MARKET PACE IN MULTIFAMILY

Insurer multifamily lending has tracked the market pace in the last three years
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SUMMARY

= Significant insurer interest in direct lending and asset finance
= Yield, size, control and diversification are all part of the draw

= Monitor and manage the relationship
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LOAN OFTEN ADD TO PORTFOLIO PERFORMANCE

Loan have some advantage over CUSIPs

Advantages of loans over CUSIPS Disadvantages

= Return = Liquidity
= Diversification = Contingent liability of undrawn amounts
= Size of investment = Operational risk

=  Structure — term / recourse / covenants
= Direct relationship with owner of assets
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RELATIVE VALUE CASE STUDY — SINGLE FAMILY FOR RENT

Progress Residential 2018-SF3

Public Securitization

% of uw
Class Rating Amount WAL Assets NCF Subordination  Spreads
A Aaa/AAA $425 504 41.09% 12.59% 58.91% 0.80%
B Aa3/AA+ $105 5.04 10.20% 10.09% 48.71% 1.00%
C A3/AA- $46 5.04 4.50% 9.27% 44.21% 1.10%
D Baa3/A $65 5.04 6.30% 8.33% 37.91% 1.35%
E NR/BBB $143 504 13.80% 6.82% 24.12% 1.80%
F NR/BBB $108 5.04 10.50% 5.99% 13.62% 2.30%
G NR/BBB $62 5.04 6.00% N/A 7.62%
H NR/BBB $79 5.04 7.62% N/A 0.00%
$1,033

Unitranche Cost of Funds Comparison

Wavg Spread Support Attach Detach

Class Ato E L 1.07% J 24.12% 0.00% 75.88%

ClassAtoF 1.22% 13.62% 0.00% 86.38%
apsec.com
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Warehouse

Private Loan

Revolving nature

2 to 3 year term
Non-rated

L+1.75% to L+ 2.00%

Private Term Loan

~75% BPO

3 to 5 year term loan
Non-rated

N+ 1.50% to N+ 2.00%
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RELATIVE VALUE CASE STUDY — AGENCY MORTGAGE

Public Securitization Private Loan
Hypothetical Agency Mortgage Loan Revolving Securitization Warehouse Terms:
% of Estimated :
Class Rating Amount Assets Coupon Subordination - ReVOIVmg nature
A AAA  $238,500,000 79.50%  1m libor + .70% 20.50% = 1to2yearterm
B AAA  $13,500,000 4.50%  1m libor + 1.00% 16.00% * Non-rated
C A $18,000,000  6.00%  1m libor + 1.30% 10.00% = | +1.25% to L+ 1.50%
D BBB- $22,500,000  7.50%  1m libor + 1.60% 2.50%

Retained Cert  NR $7,500,000 2.50%

Total $300,000,000 100.00%

Unitranche Cost of Funds Comparison

Wavg Spread Support Attach Detach

ClassAtoD L 0.89% J 2.50% 0.00% 97.50%
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RELATIVE VALUE CASE STUDY — NON-QM MORTGAGE

Public Securitization Private Loan
Class Rating Amount AZ’soe:s Subordination Eégum:;id - ReVOIVing nature
A1 AAA  $203,399,112 67.80% 32.20% 0.75% = 1to 2 yearterm
A-2 AA $20,400,347 6.80% 25.40% 0.85% = Non-rated
A-3 A $37,800,160 12.60% 12.80% 0.90% = ~L+1.50%
M1 BBB  $14,099,998 4.70% 8.10% 1.40%
B1 BB $10,350,297 3.45% 4.65% 2.40%
B2 B $7,349,763 2.45% 2.20% N/A
B3 NR $6,600,324 2.20% 0.00% N/A
Total $300,000,000  100.00%
Wavg Spread Support Attach Detach
Class A to M1 0.81% 8.10% 0.00% 91.90%
Class A to B1 0.87% 4.65% 0.00% 95.35%
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SUMMARY

= Significant insurer interest in direct lending and asset finance
= Yield, size, control and diversification are all part of the draw

= Monitor and manage the relationship
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SEVERAL KEYS TO MONITORING AND MANAGING THE RELATIONSHIP

Need strong knowledge of the underlying assets

Need strong knowledge of the operations and finances of the originator

Need a good administrative agent

Not just a transaction, a relationship
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DISCLAIMER

Copyright ©2018 Amherst Pierpont Securities LLC and its affiliates (“Amherst Pierpont”).  All rights reserved. Amherst Pierpont is a
member of FINRA and SIPC. This material is intended for limited distribution to the recipient and is not publicly available. Any
unauthorized use or disclosure is prohibited.

This material is intended for discussion purposes only and is not meant to be, nor shall it be construed, as an offer or commitment by
Ambherst Pierpont or any of its affiliates to enter into any transaction. Should Amherst Pierpont subsequently seek to enter into any
transaction, any such transaction would be subject to the conditions stated in the documentation therefore at that time.

In connection with recipient’s decision to enter into any transaction, or to purchase or sell securities or other financial instruments, the
recipient is advised to undertake an independent review of this material, and the potential legal, tax, regulatory and accounting
implications of any transaction described herein to determine whether such a structure would be suitable for such recipient's particular
situations. Amherst Pierpont is not providing any investment, legal, accounting, tax, financial or other advice to the recipient, nor is it
acting as an advisor or fiduciary in respect of the recipient. This presentation is not intended to form the basis of an investment decision
and contains insufficient information to make an investment decision. Amherst Pierpont accepts no responsibility or liability as to any
reliance placed, or investment decision made, on the basis of such information by the recipient. Any illustrations contained herein are
provided as examples only.

In making this material available, Amherst Pierpont (i) is not making any predictions or projections, (ii) intends that any recipient to which
Ambherst Pierpont has provided this material is an “institutional investor” (as defined under applicable law and regulation, including FINRA
Rule 4512) and (iii) intends that this material will not be disseminated, in whole or part, to any third party by the recipient without Amherst
Pierpont’s prior written consent.

This material (i) has been prepared for information purposes only and does not constitute a solicitation or an offer to buy or sell any
securities, related investments or other financial instruments, (ii) is neither research, a “research report” as commonly understood under
the securities laws and regulations promulgated thereunder nor the product of a research department, (iii) has not been prepared in
accordance with legal requirements designed to promote the independence of investment research, and is not subject to any prohibition
on dealing ahead of the dissemination of investment research.

Ambherst Pierpont (i) makes no representation or warranties as to the appropriateness or reliance for use in any transaction or as to the
permissibility or legality of any financial instrument in any jurisdiction, (ii) believes the information in this material to be reliable, but has not
independently verified such information, parts of which may have been obtained from third party sources, and makes no guaranty or
representation, express or implied, with regard to the accuracy or completeness of such information, and (iii) does not undertake, and
disclaims any duty to undertake, to update or to revise the information contained in this material. Unless otherwise stated, the views,
opinions, forecasts, valuations, or estimates contained in this material are those solely as of the date of publication of this material, and
are subject to change without notice.
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