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Introduction

Agency lending, especially through Fannie Mae and Freddie Mac, along with CMBS
(Commercial Mortgage-Backed Securities) loans, gives property owners solid options
for funding long-term projects. These methods are especially handy if you’re managing
stable, well-performing properties. With the market constantly shifting, it's more
important than ever to understand how these financing options work and which one
might be best for you.

Industry Overview

Fannie Mae and Freddie Mac have established themselves as pivotal players in
multifamily lending, offering borrowers non-recourse financing, competitive interest
rates, streamlined loan approvals, and programs focused on promoting affordability in
housing. These agencies primarily cater to properties that demonstrate consistent
financial performance and meet stringent requirements for occupancy levels and
affordability metrics. Borrowers can rely on these loans for long-term stability, though
the qualification process demands thorough preparation and compliance with the
agencies' underwriting standards.

On the flip side, CMBS loans excel in their ability to provide non-recourse financing,
making them particularly appealing to borrowers pursuing large-scale commercial
projects. These loans are structured through a process called securitization, wherein
individual loans are bundled into securities and sold to investors in the capital markets.
This innovative mechanism enhances liquidity and allows for more flexible and sizable
funding options, enabling developers to undertake ambitious projects with minimized
financial risks. CMBS loans also often accommodate more diverse asset types
compared to agency lending, giving borrowers greater flexibility in how their capital is
allocated.



What You'll Learn

Understanding the Differences

Agency lending operates under standardized regulations and property profiles that
emphasize stability, making it an optimal choice for multifamily residential properties.
Loans provided by Fannie Mae and Freddie Mac offer borrowers non-recourse
financing, competitive interest rates, and long-term reliability. Their focus on affordability
and consistent property performance ensures borrowers can obtain financial support for
projects aligned with federal housing objectives. However, the qualification process
necessitates meticulous preparation, as borrowers must satisfy rigorous criteria related
to financial stability, occupancy rates, and property affordability.

Conversely, CMBS loans present a flexible financing approach, particularly suitable for
large-scale and diverse commercial ventures. By utilizing the securitization process,
CMBS loans transform individual debts into securities sold to investors in the capital
markets. This method diversifies financial risks among multiple stakeholders and grants
developers access to extensive funding pools. The flexibility of CMBS loans allows
developers to distribute capital across various asset types, supporting ambitious
undertakings such as mixed-use developments or expansive commercial complexes.
These loans also offer adaptability in financial structuring, addressing the evolving
requirements of large-scale projects while ensuring liquidity and scalability.

How Securitization Works

CMBS loans bundle individual mortgages into securities sold to investors, spreading
financial risk and boosting capital availability. This method allows developers to secure
significant funding for large projects like mixed-use developments and commercial
complexes, offering financial flexibility for changing market demands.

These loans are typically structured into tranches that range from low-risk to high-risk,
allowing investors to choose levels of risk and return suitable to their portfolios. The
securitization process involves pooling various types of commercial real estate loans,
such as office buildings, retail spaces, industrial properties, and hotels.

While CMBS loans provide a vital resource for developers, they also come with potential
risks. Market fluctuations can influence the value of the mortgage-backed securities,
making it crucial for investors to evaluate the underlying assets carefully. Additionally, if
borrowers default on their loans, it can lead to losses for investors, highlighting the
importance of thorough due diligence and risk assessment.



Getting Ready for Agency Loans

Fannie Mae and Freddie Mac implement rigorous approval criteria to ensure stability
and alignment with their mission to promote affordable housing. Borrowers aiming to
secure agency financing must demonstrate their properties meet stringent standards
related to financial performance and affordability. This includes providing extensive
documentation, such as financial statements showcasing consistent income streams,
proof of occupancy rates above agency thresholds, and evidence of compliance with
local and federal housing regulations. Additionally, properties often need to undergo
detailed appraisals to confirm their market value, as well as inspections to ensure they
meet quality standards. Borrowers must prepare for the meticulous underwriting
process, which assesses factors like debt-service coverage ratios, borrower
creditworthiness, and alignment with national housing policies. By addressing these
priorities strategically and thoroughly, borrowers can position themselves as viable
candidates for agency financing, ensuring their projects contribute to the shared goal of
accessible and sustainable housing.

Real-Life Examples

One example of how borrowers navigate agency and CMBS financing options can be
seen in the case of a multifamily property investor. Suppose an investor is looking to
acquire a 150-unit affordable housing complex in a growing suburban area. The
property qualifies for Fannie Mae's agency lending due to its stable occupancy rate and
alignment with affordability criteria. The investor opts for agency financing to benefit
from competitive interest rates and long-term stability, ensuring predictable cash flow
over the loan term.

In contrast, consider a commercial developer planning to build a mixed-use complex
comprising retail, office, and residential spaces in an upscale urban district. Given the
scale and diverse nature of the project, the developer chooses to utilize a bank loan
until the project is stabilized and the utilizes a permanent CMBS loan to leverage its
flexibility and capacity for larger-scale funding. The securitization process allows the
developer to spread out financial risk while acquiring the capital needed to bring their
ambitious vision to life. By bundling the loan into securities, the developer gains access
to a broader pool of investors, making the project financially viable.

These scenarios highlight how borrowers tailor their financing strategies based on
project needs, leveraging the unique advantages of agency and CMBS loans to achieve
their goals.



Key Takeaways

Know the qualifications: Understand what lenders are looking for, including
credit scores, property requirements, and detailed affordability criteria such as
income-to-debt ratios and occupancy thresholds. Preparing thorough
documentation in advance can streamline the approval process and improve
outcomes.

Maximize CMBS perks: Learn why CMBS loans are popular for institutional
portfolios, particularly due to their capacity to provide significant funding for large-
scale projects. These loans offer flexibility in repayment and risk distribution,
making them an appealing option for developers managing ambitious ventures.
Structure loans smartly: Position your assets strategically to meet lender
requirements for both agency and CMBS financing. This includes ensuring
compliance with underwriting guidelines, maintaining strong financial
performance, and aligning projects with market demands to enhance their appeal
to both lenders and investors.

Stay on top of market trends: Keep an eye on how the market influences loan
rates, investor appetite, and the funding options available. Being informed about
trends such as interest rate movements and changes in regulatory policies can
help you adjust your financing strategy proactively.

Wrapping It Up

Both agency lending and CMBS loans have great benefits and can help you achieve
long-term stability for your property. By weighing these options carefully and matching
them to your goals, you’ll put yourself in a strong position for success.

At Legacy25 Capital, we're here to help you make sense of it all. Whether you’re
leaning toward agency lending or CMBS, our team’s expertise will guide you toward
choices that work best for you. Please feel free to reach out to our team should you
require any assistance or want to discuss your situation in further detail.
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