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Commercial Mortgage-Backed Securities (CMBS) play a vital role in financing large-scale commercial
real estate projects. These securities are issued by conduit lenders and are often backed by pools of
commercial mortgage loans. When considering agency CMBS programs, a key aspect that investors
and lenders examine is the risk retention requirements, especially the obligation for lenders to retain
some level of guarantee risk in the event of borrower default. Among various agency-backed CMBS
programs, Fannie Mae's CMBS program is notably recognized for its requirement that lenders retain a
portion of the guarantee risk, aligning with regulatory standards and promoting responsible lending
practices.

---

Understanding CMBS and Agency Programs

Before delving into the specific requirements of the Fannie Mae CMBS program, it’s important to
understand what CMBS entails and the role of agency programs within this market.

What is CMBS?
- CMBS, or Commercial Mortgage-Backed Securities, are investment vehicles secured by a pool of
commercial real estate loans.
- These securities are structured into different tranches with varying risk and return profiles.
- The issuance of CMBS allows lenders to free up capital, thereby enabling further lending and
supporting the commercial real estate market.

Roles of Agency CMBS Programs
- Agencies such as Fannie Mae, Freddie Mac, and Ginnie Mae facilitate the issuance of CMBS.
- These programs help standardize underwriting, guarantee certain loan features, and provide
liquidity and stability to the commercial mortgage market.
- Each agency has its own set of guidelines, risk management protocols, and regulatory requirements.

---



Risk Retention in CMBS Programs: Why It Matters

Risk retention refers to the requirement that lenders or sponsors retain a certain percentage of the
credit risk of the loans they originate and securitize. This mechanism aims to align the interests of
lenders with those of investors and to promote responsible lending practices.

The Importance of Risk Retention
- Encourages lenders to underwrite loans prudently.
- Helps prevent the proliferation of risky loans that could destabilize the market.
- Promotes transparency and accountability in the securitization process.

Regulatory Frameworks
- The Dodd-Frank Wall Street Reform and Consumer Protection Act, enacted in 2010, introduced risk
retention rules for asset-backed securities, including CMBS.
- The "skin in the game" requirement mandates that securitizers retain at least 5% of the credit risk,
unless specific exemptions apply.
- These regulations aim to curb risky lending and protect investors.

---

Which Agency CMBS Program Requires Lenders To
Retain Guarantee Risk?A.

Among the major agency CMBS programs, Fannie Mae's Commercial Mortgage-Backed Securities
Program uniquely incorporates a risk retention requirement that obligates lenders to retain a portion
of the guarantee risk in the event of borrower default.

Fannie Mae's Risk Retention Policy
- Fannie Mae's program mandates that lenders retain a significant portion of the guarantee risk,
aligning with the broader regulatory efforts.
- The retention typically involves holding a percentage of the loan's credit risk, often 5%, to ensure
that lenders maintain skin in the game.
- This requirement is designed to promote prudent lending and protect the stability of the secondary
mortgage market.

How Does It Work in Practice?
- When a lender originates a loan eligible for Fannie Mae's CMBS program, they must retain at least
5% of the guarantee risk.
- This risk retention applies to loans that are securitized by Fannie Mae, especially those with higher
risk profiles.



- In the event of default, the lender's retained risk acts as a financial incentive to ensure proper
underwriting and ongoing loan management.

Comparison with Other Agency Programs
- Freddie Mac: While Freddie Mac also has risk management policies, its CMBS program historically did
not require lenders to retain guarantee risk at the same level as Fannie Mae.
- Ginnie Mae: Primarily guarantees loans insured or guaranteed by the U.S. government (e.g., VA,
FHA). Ginnie Mae's structure emphasizes government backing rather than risk retention by lenders.

---

Implications of Risk Retention for Lenders and
Investors

Understanding the risk retention requirements is crucial for both lenders and investors involved in
agency CMBS programs.

For Lenders
- Increased responsibility for loan performance.
- Incentivizes careful borrower vetting and loan monitoring.
- Potentially higher capital requirements due to retained risk.

For Investors
- Enhanced confidence in the quality of securitized loans.
- Reduced likelihood of loans defaulting without sufficient lender oversight.
- Better alignment of interests between lenders and investors.

---

Regulatory and Market Trends

The evolution of risk retention policies reflects ongoing efforts to stabilize the commercial mortgage
market and prevent future crises.

Regulatory Developments
- Post-2010 regulations have standardized risk retention across asset classes, including CMBS.
- Agencies have tailored their policies to meet regulatory standards while maintaining market
competitiveness.



Market Impact
- Lenders are more selective in loan originations.
- Increased due diligence and risk management practices.
- Potential for higher costs for borrowers, which may influence lending volume and terms.

---

Conclusion: Which Program Requires The Lender To
Retain Some Of The Guarantee Risk?

In summary, Fannie Mae's CMBS program is distinguished by its requirement that lenders retain a
specified portion of the guarantee risk in the event of default. This risk retention policy aligns with
regulatory mandates and aims to foster responsible lending while safeguarding the interests of
investors. For those involved in commercial real estate financing and securitization, understanding
these requirements is essential to navigating the market effectively and ensuring compliance with
industry standards.

---

Final thoughts:
If you are a lender considering participation in Fannie Mae's CMBS program, or an investor evaluating
securities backed by these loans, recognizing the significance of the risk retention requirement is
vital. It not only influences the structuring and pricing of loans but also reflects broader efforts to
promote stability and accountability within the commercial mortgage-backed securities market.
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Frequently Asked Questions

Which agency CMBS program mandates that the lender
retains a portion of the guarantee risk in the event of default?
The Fannie Mae DUS (Delegated Underwriting and Servicing) program requires lenders to retain some
guarantee risk to align interests and promote responsible lending.

What is the primary purpose of requiring lenders to retain
guarantee risk in certain CMBS programs?
To incentivize lenders to perform thorough underwriting and ongoing asset management, reducing
moral hazard and improving loan performance.



Does Freddie Mac's CMBS program also require lenders to
retain some guarantee risk in case of default?
Yes, Freddie Mac's CMBS program includes risk retention provisions where lenders may be required to
hold certain risk portions to ensure accountability and prudent lending.

How does risk retention in agency CMBS programs impact
lenders and investors?
Risk retention aligns lenders' interests with investors by ensuring lenders have 'skin in the game,'
which can lead to better loan quality and more cautious underwriting.

Are there specific regulations that influence the requirement
for lenders to retain guarantee risk in agency CMBS
programs?
Yes, regulations such as the Dodd-Frank Act and related risk retention rules mandate that lenders
retain a certain percentage of risk to prevent excessive lending and protect investors.

Additional Resources
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In the complex landscape of commercial mortgage-backed securities (CMBS), understanding the
nuances of agency programs is crucial for investors, lenders, and other stakeholders. Among the
myriad questions that arise, one particularly significant is: which agency CMBS program requires the
lender to retain some of the guarantee risk in the event of default? This inquiry probes the core of
risk-sharing mechanisms embedded within various government-sponsored enterprise (GSE) programs
and their respective mandates.

This article offers an in-depth exploration of the programs, focusing on the specific agency mandates
that compel lenders to retain a portion of the guarantee risk, thereby influencing the structure,
pricing, and overall risk profile of CMBS deals.

---

The Context of Agency CMBS Programs

To set the stage, it’s essential to understand what agency CMBS programs are and their role within
the broader mortgage finance ecosystem.

Agency CMBS programs are mortgage-backed security programs sponsored or guaranteed by
government-sponsored enterprises such as Fannie Mae, Freddie Mac, or Ginnie Mae. These programs
facilitate the pooling of commercial mortgage loans, which are then securitized and sold to investors.

While all agency programs aim to promote liquidity and stability in the commercial real estate finance



market, they differ significantly in their risk-sharing structures, especially regarding the extent to
which lenders or guarantors retain risk in case of borrower default.

---

Key Players and Their Risk Retention Policies

Fannie Mae and Freddie Mac

Fannie Mae and Freddie Mac are the two dominant GSEs in the United States, each operating their
own CMBS platforms. Their primary objectives include providing liquidity, stability, and affordability in
the mortgage markets.

Historically, these agencies have maintained certain risk-sharing features, but their core programs
generally do not impose explicit risk retention requirements on lenders akin to those in the residential
space (e.g., the Dodd-Frank Act’s “skin in the game” rule for residential loans). Instead, their models
often involve guarantee fees, credit overlays, and other risk mitigation strategies.

Ginnie Mae

Ginnie Mae, a government agency under HUD, guarantees mortgage-backed securities backed by
loans insured or guaranteed by federal agencies like the FHA, VA, or RHS. Unlike Fannie and Freddie,
Ginnie Mae’s programs are more straightforward guarantor models, with the agency bearing the
primary credit risk, and lenders generally do not retain guarantee risk directly.

---

The Dodd-Frank Act & Risk Retention in CMBS

The Dodd-Frank Wall Street Reform and Consumer Protection Act introduced a landmark requirement
in 2016: the Risk Retention Rule. This regulation mandated that securitizers of asset-backed
securities, including certain CMBS, retain at least 5% of the credit risk of the assets they securitize,
unless specific exemptions applied.

However, the applicability of this rule to agency CMBS programs is nuanced:

- The rule generally exempts securitizations where the issuer or sponsor retains a specified interest,
such as the full guarantee or insurance, effectively passing the risk to the guarantor.
- For agency CMBS, this exemption often applies because agencies like Ginnie Mae guarantee the
entire security, and the agencies themselves assume the credit risk.

This means that, in practice, the risk retention requirement does not impose additional retention
obligations on the originating lenders or servicers when dealing with agency-guaranteed CMBS.

---

Which Agency CMBS Program Explicitly Requires Lender Risk Retention?

The answer is: Freddie Mac’s Whole Loan Programs and certain non-agency securitizations are
explicitly designed to incorporate risk retention elements, but in the context of agency CMBS, the
program that most notably requires the lender to retain some guarantee risk is the Freddie Mac



Structured Agency Credit Risk (STACR) program.

Freddie Mac Structured Agency Credit Risk (STACR) Program

Launched in 2013, the Freddie Mac STACR program was developed as a novel approach to sharing
credit risk between Freddie Mac and private investors. It involves issuing securities that are explicitly
designed to transfer a portion of the credit risk of a pool of loans, while Freddie Mac retains some risk
as part of the security structure.

Key features of the STACR program include:

- Credit Risk Transfer (CRT): Freddie Mac transfers a portion of the credit risk of its multifamily or
single-family loans to private investors via structured securities.
- Retention of Risk: Freddie Mac itself retains a first-loss position up to a specified amount, effectively
holding a guarantee risk component.
- Lender’s Role: Originating lenders do not necessarily retain risk directly; instead, Freddie Mac’s risk
retention is embedded within the securities issued to private investors and Freddie Mac itself.

However, the program's structure exemplifies an explicit risk retention requirement, as Freddie Mac
retains a part of the guarantee risk as a form of credit enhancement.

---

The Role of Fannie Mae’s Credit Risk Transfer Programs

Fannie Mae has implemented Credit Risk Transfer (CRT) programs, such as Enterprise Credit
Insurance Policies and CAS (Credit Insurance Structure) transactions, which transfer mortgage credit
risk to private investors.

While these programs primarily focus on residential mortgages, some of Fannie Mae’s multifamily
securitizations involve retained risk, particularly when they include structured risk-sharing securities.
These are designed to:

- Transfer a portion of the guarantee risk from Fannie Mae to private investors.
- Allow Fannie Mae to retain a certain risk layer, aligning incentives for prudent lending.

In these contexts, the agency retains some guarantee risk, fulfilling the core requirement of risk
retention, although the context differs from the CMBS market.

---

Ginnie Mae’s Guarantee Model and Risk Retention

Ginnie Mae operates differently:

- It guarantees securities backed by loans insured or guaranteed by federal agencies.
- The primary risk of default is borne by the federal agencies, not Ginnie Mae itself.
- The lenders or issuers do not retain guarantee risk; instead, Ginnie Mae’s guarantee is a full faith
and credit commitment.

Thus, Ginnie Mae programs do not require lenders to retain guarantee risk, since the agency itself



assumes the credit risk.

---

Summary of Agency Programs and Risk Retention Requirements

| Agency | Program Type | Risk Retention Requirement | Notes |
|-----------------|----------------------------------------------|---------------------------------------------------------------------------
|-------------------------------------------------------------------|
| Freddie Mac | Whole Loan & CRT Programs | Yes; Freddie Mac retains a portion of guarantee risk in
CRT securities | Explicit risk transfer with Freddie Mac retaining first-loss risk |
| Fannie Mae | CRT & Credit Risk Transfer Programs | Yes; Fannie Mae re-insures or retains part of the
risk in some deals | Risk sharing via structured securities |
| Ginnie Mae | Guarantee-backed Securities (Ginnie Mae MBS) | No; the agency guarantees the
security, bears the primary risk itself | No lender risk retention requirement |

---

Why Does The Freddie Mac STACR Program Stand Out?

The Freddie Mac STACR program is particularly significant because it embodies a direct, explicit
requirement for the agency to retain some of the guarantee risk, thus:

- Aligning incentives between Freddie Mac and private investors.
- Reducing moral hazard by ensuring Freddie Mac maintains skin in the game.
- Providing a model for risk-sharing that influences the broader CMBS market.

This program's design exemplifies how government-sponsored agencies are evolving their
securitization practices to incorporate risk retention, thereby promoting more resilient markets.

---

Conclusion

In examining the question, which agency CMBS program requires the lender to retain some of the
guarantee risk in the event of default, the focus clearly falls on programs where the agency itself
assumes and retains a portion of the risk.

The Freddie Mac Structured Agency Credit Risk (STACR) program stands out as the primary example.
Unlike traditional agency CMBS programs where the guarantee is full and the agency absorbs the risk,
the STACR program explicitly mandates Freddie Mac to retain a first-loss position, effectively making
the agency a risk-retaining entity.

While Fannie Mae’s risk transfer programs also involve risk-sharing, they typically do not impose
direct guarantee risk retention on lenders but instead transfer risk to private investors.

In summary, the Freddie Mac STACR program is the key agency CMBS program that requires the
agency to retain some of the guarantee risk in the event of default, reflecting a deliberate policy to
enhance risk management and market stability.

---



Implications for Stakeholders

Understanding these risk retention requirements impacts:

- Lenders: Clarifies their risk exposure and underwriting standards.
- Investors: Offers insight into the risk structure of securities.
- Policy Makers: Guides regulatory frameworks and market stability initiatives.
- Market Participants: Shapes securitization strategies and pricing models.

As the CMBS market continues to evolve, especially under the influence of federal regulations and
market innovations, recognizing these risk-sharing mechanisms remains vital for informed decision-
making.

---
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---

In the intricate world of CMBS, the Freddie Mac STACR program uniquely exemplifies an agency that
requires the lender (or more accurately, the agency itself) to retain some of the guarantee risk,
shaping the landscape of risk-sharing in commercial real estate finance.
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