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Introduction 

The rating methodology described herein will be applied to the new issue and surveillance 

ratings by Morningstar Credit Ratings, LLC (“Morningstar”) of securities backed by pools of 

single-family rental properties ("SF Rental Securities").  The single-family houses generally are 

investment properties that are rented to existing tenants or available to be rented to new 

tenants.  The methodology is designed to be consistently applied to both new issue and 

surveillance of SF Rental Securities.  This methodology will be effective when Morningstar 

issues its first pre-sale report on a SF Rental Securities transaction. 

 

The definitions of Morningstar's letter-grade ratings, a surveillance general description, 

application of changes to Morningstar methodology, access to rating opinions and conflicts are 

set forth at http://ratingagency.morningstar.com in "Morningstar Definitions and Descriptions of 

Ratings, Outlooks, and Surveillance." 

 

Section 1 – Rating Methodology 

SF Rental Securities are securitizations backed by pools of single-family rental properties.  Since 

the cash flows of SF Rental Securities are in large part dependent on the monetization of the 

property values of the underlying rental properties held by the securitization vehicle, 

Morningstar anticipates that these securitizations will include a feature ("Monetization Feature") 

designed to result in such a monetization during the scheduled term of the related 

securitization.  Examples of such a Monetization Feature may include: structuring the 

securitization vehicle’s assets as one or more loans to property owners that are collateralized 

by the underlying properties and the associated rental streams and that contain hard maturity 

dates as part of the loan term; providing that the underlying properties must be sold to a 

counterparty purchaser at a specified price by a date certain; and establishing intermediate 

special purpose vehicles ("SPV") to act as lenders to property owners under loans having hard 

maturity dates.  Other potential Monetization Features designed to monetize the underlying 

property values during the schedule term of the securitization and at a sum certain may also be 

considered.  

 

The Morningstar SF Rental Securities rating methodology generally includes a quantitative and 

qualitative analysis of the rental properties backing the SF Rental Securities, the Monetization 

Feature, and the payment priority of the securities, as well as a legal review of the offering 

materials, trust and servicing agreement, purchase and sale agreement, deal-level opinions 

(such as true sale opinions and corporate and enforceability opinions) related to the transaction.  

With respect to the Monetization Feature, Morningstar will also conduct a legal review of the 

related documents, organizational documents of special purpose vehicles, nonconsolidation 

opinions and other opinions, including opinions specific to the Monetization Feature. 

 

Quantitative and Qualitative Analysis 

To begin the quantitative analysis of the rental properties that are backing a SF Rental 

Securities issuance, Morningstar expects to receive a data tape with relevant information 

regarding the single-family properties.  That relevant information may include property value, 

rent amount, property expense amounts, property location, renter income, and any other 

information that is needed to assess the cash flows that are backing the SF Rental Securities.  

The property valuation can be derived from the purchase price, a full appraisal, or a Broker Price 

Opinion ("BPO").  The valuation is expected to be less than six months old, or Morningstar may 

http://ratingagency.morningstar.com/
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adjust its analysis as appropriate.  Property expenses typically include, but are not limited to, 

taxes, insurance, home owner association fees, property manager fees, leasing/marketing 

costs, and expected capital expenditures.  These expenses should include any costs that are 

borne by the owner and not the tenant. 

 

This data will be input into Morningstar's proprietary Single-Family Rental Subordination Model 

("SF Rental Subordination Model"), which is described in a paper titled "Guide to the 

Morningstar Single-Family Rental Quantitative Analysis and Subordination Model" that can be 

found at http://ratingagency.morningstar.com. 

 

Morningstar analysts will review the data in the model, and data from third parties may be 

incorporated into the cash flow stresses as deemed applicable by the analyst.  If data for the 

model is not provided or available, the analyst may make assumptions as needed or a 

transaction rating may not be feasible.  Examples of data from third parties can include property 

valuations, expected rent, and vacancy history for the metropolitan statistical area ("MSA") or 

ZIP code. 

 

The SF Rental Subordination Model will incorporate the relevant forecasted and stressed 

economic variables as determined by Morningstar.  Examples of these economic variables 

include regional home prices and interest rate indices.  The model will also incorporate the 

expected and stressed variables used to value investment properties, including but not limited 

to, capitalization rates, vacancy rates, and net cash flow ("NCF") adjustments.  The model will 

produce cash flows that are available to pay the securities under various interest rate 

environments and rating stress scenarios.  The rating assigned to each tranche will be the 

highest rating stress which results in no interest or principal shortfalls under any interest rate 

environment and may be adjusted based on factors enumerated herein or in the related deal 

report. 

 

Morningstar will also review the documentation evidencing the Monetization Feature, including 

counterparty identity, compliance with requirements applicable to SPVs, economic terms and 

conditions, and the true sale, nonconsolidation, and other legal opinions.   The Monetization 

Feature must result in the monetization of the single-family rental properties’ property values 

during the scheduled term of the securitization and at a specified amount of proceeds.  

 

Interest rate derivatives are often embedded in structured finance transactions to hedge 

against interest rate risk.  Frequently, interest rate swaps are used because of better 

economics rather than interest rate caps. Morningstar will: (a) review whether the hedge sizing 

is appropriate; (b) in the case of interest rate swaps, explicitly model cash inflows and outflows 

in the waterfall and its impact on the desired target rating; and (c) examine the derivatives 

documentation for credit event triggers.  

 

Morningstar will review swap documentation, such as ISDA schedules and confirmations, 

including certifications and legal opinions to determine whether the swaps are properly 

authorized and executed.  If a guarantee is involved, Morningstar will review the guarantee to 

confirm that it is acceptable. 

 

http://ratingagency.morningstar.com/
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Morningstar will determine the acceptability of a hedge counterparty on a case-by-case basis.  

Among other sources, and to the extent available, Morningstar will consider the Morningstar, 

Inc. credit rating of the counterparty in its review
1

.  Morningstar may also consider other 

publicly available information in the review of hedge counterparties. 

 

If a transaction contains risks that are not addressed by the subordination model, or if a 

transaction contains features that mitigate the risks addressed by the SF Rental Subordination 

Model, the analyst may make qualitative adjustments to the assumptions or results.  

 

Transaction Participants 

In evaluating a transaction, Morningstar expects that certain parties will perform their 

respective obligations in accordance with the transaction documents.  The failure of these 

various parties to perform in accordance with the transaction documents can have an impact 

on the performance of the securities.  Parties to the transaction can include lender/buyer and 

borrower/seller counterparties on the related Monetization Feature, property managers, 

servicer, special servicer, trustee, risk manager and property disposition agent.  Each of these 

roles is explained in more detail below. 

 

Lender/buyer: If the Monetization Feature takes the form of a loan or committed 

purchase facility, the lender/buyer's role is typically to provide funds under the related 

facility to the borrower/seller and receive a pledge of, or purchase, the ownership in 

the single-family rental properties.  If the Monetization Feature is structured as one or 

more master loans to property owners, the securitization issuer is generally the lender 

(or a subsidiary thereof) or has purchased the loan from the original lender. 

 

Borrower/seller: Morningstar expects that each large borrower/seller is generally a 

special purpose vehicle that owns the single-family properties.  The borrowers/sellers 

will pledge or sell their ownership in the properties to the lender/buyer on the related 

loan or committed purchase facility.  In the case of default, the servicer can take 

ownership of the properties by foreclosing on the SPV instead of foreclosing on the 

individual properties. 

 

Property Managers: The property managers lease the properties to the tenants, collect 

the rental payments, and are responsible for maintenance and repairs of the 

properties.  The property managers are paid fees that are typically a portion of the rent 

proceeds.  The ability of the property managers to maintain occupancy, collect rent, 

and make repairs is instrumental in maximizing the cash flow from the SF Rental units. 

 

Servicer: The servicer collects the payments on the loan or securitization and transfers 

the cash to the trustee.  Depending on the requirements of the transaction 

documents, the servicer may be required to advance delinquent interest and principal 

to the bondholders if the payments are deemed recoverable in the future. 

 

                                                           

1

 The credit ratings of Morningstar, Inc. are not NRSRO credit ratings, and therefore are not subject to our 

policies, procedures, and methodologies with respect to our credit ratings or laws and regulations with 

respect to NRSRO activities. 
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Special Servicer: The transaction may or may not include a special servicer.  In the 

event of default, a special servicer is contracted to take ownership of the properties, 

ensure the properties are managed, and to dispose of the properties in a manner that 

maximizes cash flow to the bondholders.  In the absence of a special servicer, the 

servicer would perform these duties. 

 

Trustee: Generally, the trustee receives the cash flows from the servicer and disburses 

the funds to the bondholders.  

 

Risk Manager: The transaction may or may not include a risk manager.  Generally, the 

lender hires a risk manager to oversee the activities of the borrower.  The risk 

manager reviews BPOs to ensure quality, makes sure the borrower maintains title to 

the properties, and makes sure the borrower performs the required maintenance on 

the properties.  The risk manager can be hired to perform these duties on an ongoing 

basis for the benefit of the bondholders. 

 

Property Disposition Agent: The transaction may or may not include a property 

disposition agent.  The property disposition agent would oversee the selling of the 

properties pledged as collateral to the loan or securitization, with the goal being to 

maximize the sales price.  This role can add value upon default, as there will be 

pressure to sell the properties quickly, but it may be more prudent to be deliberate in 

order to get the best price.  The servicer or special servicer would handle these 

responsibilities in the absence of a Property Disposition Agent. 
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Morningstar has certain expectations as to the operations of major property managers and 

major servicers of the transaction and may consider concerns related to these operations in the 

analysis.  Morningstar may consider these parties at two levels of review.   The first level 

consists of a checklist and a visit by a Morningstar ratings analyst, to enable Morningstar to 

compare the operations of the property manager or servicer with industry standards.  The 

results of this analysis may be considered by Morningstar.  Generally, a property manager or 

servicer is considered a major party if they manage or service more than 10% of the properties 

or loans in a transaction.  In addition to a consideration of the above parties, the other 

transaction parties may be considered depending on the nature of the transaction and the 

party's role in the transaction.  

 

The second level of review is a comprehensive Operational Risk Assessment ("ORA"), which is 

an optional review that provides the party with a ranking among their peers.  This 

comprehensive assessment is based on an in-depth examination of several factors, which 

include the company's management experience, audit and internal controls, disaster recovery, 

and historical performance.  The assessment report is publicly available and provides 

Morningstar's opinion of the risk profile of the transaction participant's operations.  More details 

on the ORA process can be found in "Operational Risk Assessments of Residential and 

Consumer Finance Servicers and Vendors" at http://ratingagency.morningstar.com. 

 

The information and analysis resulting from these reviews can lead to qualitative adjustments to 

the model.  Morningstar expects that any entity in the transaction that receives a 

comprehensive ORA would score at least a three on a four-point scale, and a score lower than 

three could have negative implications in the analysis. 

 

Legal Review 

When rating a new issue transaction, prior to closing, analysts will work with internal and 

external counsel to perform the legal review of the proposed offering materials, trust and 

servicing agreement, deal-level opinions (such as true sale and corporate and enforceability 

opinions) and with respect to the Monetization Feature review, the lending or committed 

purchase facility documents, organizational documents of the deal-required SPV entities, 

nonconsolidation opinions, and other legal opinions related to the transaction.  Among other 

things, the legal review is intended to evaluate certain structural issues and concerns with 

respect to the underlying collateral, the Monetization Feature, and the securitization issuer.  

Morningstar expects customary and prudent document provisions, including an appropriate 

legal opinion covering the sale of the collateral, such as a true sale or security interest.  In 

addition, Morningstar expects the structure of the transaction and description of collateral in 

the transaction documents to accurately reflect the data tape and models used to assign the 

rating.  The results of this legal review may be considered by Morningstar in evaluating the 

transaction. 

 

Section 2 – Rating Process and Rating Committee 

 

Rating Process 

Once the initial analysis is complete, the analyst will present a preliminary rating 

recommendation to a transaction committee.  The committee reviews the presentation and any 

supplemental material required to vote on the recommendation.  If the recommendation is 

http://ratingagency.morningstar.com/
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approved by a majority vote, Morningstar may publish a pre-sale report if the transaction is a 

new issue.  This report will describe the potential risks of the transaction and the results of our 

analysis.  The report will also provide details on the risk mitigants incorporated into the 

transaction, including a description of any qualitative adjustments made to the model. 

 

After pricing occurs and Morningstar receives the final legal documentation, data tape, 

waterfall, and tranche sizing, Morningstar will perform the final rating analysis and present the 

final rating recommendation to a rating committee.  The committee will vote on the 

recommendation and, upon a majority positive vote, the rating will be approved and the rating 

letter will be issued to the issuer. 

 

For surveillance ratings, the quantitative and qualitative analysis will be consistent with the 

analysis performed for new issue ratings.  Morningstar may, at its sole discretion, publish 

reports detailing the analysis.  However, legal reviews will typically be limited to new issue 

ratings unless changes to the documents warrant such a review. 

 

Rating Committee 

Upon completion of the analysis, the analyst will present the transaction to the SF Rental 

Securitization Committee with the rating recommendation.  Letter ratings, rating outlooks and 

any subsequent changes thereto are issued through the SF Rental Securitization Committee, by 

a majority vote of the committee’s members.  No individual analyst can assign or change a 

particular letter rating or rating outlook without the approval of a majority of the committee. 

 

For initial issuance of ratings, and for any surveillance review, the committee members are, at a 

minimum, (a) the Managing Directors of RMBS, and (b) the analyst presenting the analysis or 

economic forecasts to the committee.  Each member will have one vote and all actions by the 

committee must be approved by a majority of its members.  If, at any time, a member of the 

committee is not able to serve on the committee for any reason, a Managing Director of RMBS 

shall select a suitable replacement or designee for such member to ensure that there are at 

least three members serving on the committee for any respective transaction. Any replacement 

or designee may be a member of Morningstar’s RMBS Analytical Services or RMBS New Issue 

Services. 

 

Section 3 – Pre-sale Report 

In general, a pre-sale report contains preliminary ratings and Morningstar’s material 

considerations and analysis related to a transaction. In contrast, ratings letters contain final 

ratings at issuance and generally, do not contain such considerations and analysis.  

 

Morningstar generally prepares a pre-sale report prior to issuance of final credit ratings for the 

respective transaction. Morningstar ultimately posts such pre-sale report for a transaction at 

http://ratingagency.morningstar.com.   In reviewing any pre-sale report or analogous document 

prepared by Morningstar, the scope, date of such report, review performed, and parameters 

related to the information in such a report are important considerations. These items are 

typically contained in the pre-sale report or referenced therein. In certain circumstances and at 

Morningstar’s sole discretion, Morningstar may prepare a post-sale report if considerations 

significant, material and adverse surface after the pre-sale report is posted, but prior to the 

issuance of the final ratings.  

http://ratingagency.morningstar.com/
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While Morningstar may, as a courtesy, provide the issuer or other arranger with an advance 

copy of the pre-sale report, Morningstar maintains complete control over its credit ratings and 

research reports. Morningstar will take under consideration comments of the issuer or other 

arranger, but Morningstar is not obligated to make any changes. Morningstar will not accept 

comments regarding credit ratings or the substance or scope of the research report. 

Morningstar will review comments intended to correct a factual error or prevent the inadvertent 

disclosure of confidential information. Any consideration of such comments resulting in rating 

changes, if any, are subject to a majority vote of the committee discussed above. In connection 

with the issuance of the rating opinions, Morningstar delivers a ratings letter to the arranger 

setting forth the ratings and the qualifications, caveats and parameters related to those ratings. 

 

Section 4 – Monitoring, Reviewing and Updating Credit Ratings 

 

Morningstar will not commit to undertake surveillance on any SF Rental Securitization 

transaction unless it is specifically contracted to do so.  If surveillance is provided, it may be 

paid for by the issuer of the SF Rental Securitization.  If surveillance is provided, Morningstar 

will analyze the performance of the securitizations periodically in accordance with the 

methodology articulated herein, and in accordance with any changes to the methodology made 

during the life of the securitization.  The surveillance will include reviewing transaction 

performance relative to expected performance, the likelihood of transaction triggers being 

tripped, and changes to the expected interest rate environment.  Additionally, information 

obtained from ongoing ORA reviews can affect Morningstar’s opinion on the SF Rental 

Securitization.  Any updates to letter ratings or rating outlooks will be submitted to the SF 

Rental Securitization Committee, and all actions must be approved by a majority of the 

committee members.   

 

Morningstar may be requested to provide a no downgrade letter addressed to the securitization 

trust.  Morningstar may waive, deny or approve such request in Morningstar’s sole discretion. A 

no downgrade letter is confirmation from Morningstar that a proposed change or amendment 

to the transaction, in and of itself and solely as of the date requested, will not result in a 

qualification, withdrawal or downgrade on any of the current ratings of the rated deal securities 

by Morningstar.  The letter shall not constitute any consent, approval, agreement, and/or advice 

or affirmation and is based solely on the proposed transaction documents reflecting the change 

or amendment and provided to Morningstar at the time of request.  In addition, any no 

downgrade letter and analysis related thereto by Morningstar does not address (i) whether the 

proposed change or amendment is permitted, consistent or otherwise approved under the 

rated deal documents, (ii) any benefits or effect of the proposed change or amendment on the 

security holders or parties to any rated deal documents or any such parties interests, and/or (iii) 

any considerations not considered or enumerated pursuant to the no downgrade letter and the 

ratings letters issued in connection with the rated deal.  Any ratings of the rated deal remain 

subject to and qualified by the initial ratings letter.  In Morningstar’s sole discretion, a legal 

review of the proposed change or amendment may be performed in conjunction with 

Morningstar’s analysis of the proposed transaction. 

 

From time to time, as needed, Morningstar's Criteria Committee will review the SF Rental 

Securitization methodology and models.  Any changes to the methodology or models will be 
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applied consistently to both initial and surveillance ratings for SF Rental Securities, as 

applicable.  Whether changes to the methodology or models are applied retroactively will be 

determined by Morningstar's Criteria Committee and will be made public along with the notice 

of the update.  

 

Section 5 – Withdrawal or Suspension of Credit Rating 

 

Morningstar credit ratings may be changed, suspended or withdrawn as a result of changes in, 

or unavailability of key information, or other circumstances.  Any such change, withdrawal, or 

suspension will be approved by the SF Rental Securitization Committee in accordance with the 

procedures set forth in Section 2 above. 

 

Section 6 – Ratings and Rating Actions of Other Rating Agencies 

 

Although we monitor the actions taken by other credit rating agencies, our credit ratings and 

outlooks are not linked to the ratings, outlooks, ratings actions or methodologies of other credit 

rating agencies. 

 

On a case-by-case basis, Morningstar may review the publicly available ratings of other rating 

agencies when analyzing a SF Rental Security.  For example, ratings of other rating agencies 

may be one of many data points reviewed when assessing the creditworthiness of 

counterparties to a transaction.   
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