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In recent years, commercial mortgage-backed securities (CMBS), or conduit, lenders have
been a driving force in commercial real estate finance. They have offered highly competitive
structures, full leverage and competitive pricing. However, in 2008 there has been limited
origination of new conduit loans. Conduit lenders originate mortgage loans on commercial
real estate. The cash flows from these loans are pooled to create CMBS for sale in the
secondary marketplace. The securities have differing priorities to the cash flows generated
from the pool of loans and are typically rated from AAA down to B and below. In 2007,
$230.2 billion of CMBS bonds were issued in the United States1. During the first half of 2008,
this number fell to $12.1 billion2, a drop of 95%. Moreover, many of the loans that were
included within the 2008 CMBS numbers were loans that were originated in 2007.   

One of the primary reasons for the drop-off in conduit lending is the lack of demand from
CMBS bond buyers at pricing levels that translate into competitive lending rates for
borrowers. AAA CMBS bonds receive the first cash flows from the loan pools and are the
most secure. AAA CMBS bonds are currently trading at approximately Treasuries plus 292
basis points, whereas in early 2007 they traded at Treasuries plus 90 basis points. 
In addition, the riskier, lower-graded bonds have seen even larger increases. BBB CMBS
bonds are currently trading at Treasuries plus 1960 basis points, whereas in early 2007 they
were at Treasuries plus 175 basis points. From a borrowerʼs perspective, this has resulted in
new loans being offered at significantly higher rates and on more conservative terms. 
In early 2007, it was common to obtain an 80% loan-to-value (LTV) conduit loan priced at
120 basis points over the 10-year Treasury yield. This would often translate into a 10-year
fixed rate in the 5.75% - 6.00% range with a 30-year amortization. Today, the few conduit
lenders that are currently quoting are offering deals up to 70% LTV and priced at 375-400
basis points over the 10-year Treasury yield. This equates to a 10-year fixed rate in the
7.75% - 8.00% range. This drop in leverage, coupled with the dramatic increase in loan
spread, has resulted in minimal current demand from borrowers for conduit loans.

According to Commercial Mortgage Alert, “the consensus among industry players is that 
the market wonʼt see anything resembling a normal flow of commercial MBS issuance until 
a year from now, at the soonest”. Most of the conduit lenders who are currently writing loans
are holding them on their balance sheet for securitization when the market stabilizes.

With the conduit lenders on the sidelines, where are deals getting done today? Insurance
companies, banks, Fannie Mae and Freddie Mac are continuing to lend at competitive
levels.  Year to date 2008, Grandbridge Real Estate Capital has closed and committed 
337 loans totaling $2.5 billion. Insurance companies are lending on high-quality real estate
developments. While underwriting and loan structures have become more conservative,
attractive long-term fixed rate capital is available. Current deal structures from insurance
companies include up to 75% LTV with 10-year fixed interest rates in the 6.40% - 7.00%
range.   
__________________________________

1 Commercial Mortgage Securities Association: Compendium of Statistics 7/28/08
2 Commercial Mortgage Securities Association: Compendium of Statistics 7/28/08
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Local and regional banks continue to originate commercial real estate loans, increasing
their market share in this area. These lenders can be very competitive for shorter-term
loans of three, five or seven years but usually cannot offer non-recourse debt. Recently,
local and regional banks, which had not been as exposed to global debt issues as
commercial and investment banks, are beginning to experience increased scrutiny from
Federal regulators. FDIC officers are reviewing the asset quality of bank holdings and are
requiring banks to raise capital in order to boost reserves for construction and condominium
loans; this will have the effect of limiting the funds available to write new commercial loans.  

Fannie Mae remains the most active and aggressive lender for multi-family borrowers.
Grandbridge Real Estate Capitalʼs Fannie Mae department continues to close transactions 
at up to 80% LTV with interest rates in the 6.00% - 6.50% range. Fannie Mae has been 
a stable source of funds for multi-family throughout the recent period of market
unpredictability. As a Delegated Underwriting and Servicing (DUS) lender, Grandbridge
offices work directly with in-house Fannie Mae department staff to execute quick and
efficient transactions. 

Grandbridge is also one of a limited number of Freddie Mac Program Plus seller/servicers.
Freddie Mac has proven to be a reliable and consistent investor for multi-family loans.
Freddie Macʼs Early Rate Lock feature enables a borrower to take the interest rate risk out 
of the deal very early in the process, which is extremely valuable in todayʼs volatile market. 

Matthew Lund
Vice President
Grandbridge Real Estate Capital LLC 
8517 Excelsior Drive Suite 302
Madison, WI 53717
608-827-7747 ext. 223
mlund@gbrecap.com

Have a question for a Real Estate Guru? Click here!

Please see page 3 for current rates.
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*L equals the Libor swap rate for the applicable period

This Reinhart Weekly Real Estate Report provides general information about real estate issues. It should not be
construed as legal advice or a legal opinion. Readers should seek legal counsel concerning specific factual
situations confronting them.

Any advice expressed in this writing as to tax matters was neither written nor intended by the sender or Reinhart
Boerner Van Deuren s.c. to be used and cannot be used by any taxpayer for the purpose of avoiding tax penalties
that may be imposed on the taxpayer. If any such tax advice is made to any person or party other than to our client
to whom the advice is directed and intended, then the advice expressed is being delivered to support the 
promotion or marketing (by a person other than Reinhart Boerner Van Deuren s.c.) of the transaction or matter 
discussed or referenced. Each taxpayer should seek advice based on the taxpayer's particular circumstances from
an independent tax advisor.
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US Bank Bank of America

Apartment/Multi     

Family Loans Rate L*+ 175-200 6.00% - 6.50% L*+200-250 L*+175-225

Term

Up to 

10 Years 10 Years

Up to 

5 Years 5 Years

LTV 80% 80% Up to 80% 80%

Amortization

Up to

30 Years

Up to

30 Years

Up to

30 Years

Up to

30 Years

Retail/

Office Loans Rate L*+ 185-210 6.40% - 7.00% L*+200-250 L*+175-225

Term

Up to 

10 Years 10 Years

Up to 

5 Years 5 Years

LTV 80% 75%

Up to 

80% 80%

Amortization

Up to 

25 Years

Up to

30 Years

Up to

30 Years

Up to

30 Years

Commercial Loans

Rate L*+ 185-210 6.40% - 7.00% L*+200-250 L*+175-225

Term

Up to 

10 Years 10 Years

Up to 

5 Years 5 Years

LTV 80% 75%

Up to 

80% 80%

Amortization

Up to

25 Years

Up to

30 Years

Up to

30 Years

Up to

30 Years

Maturity Today Last week Last month

5 year Treasury 3.23% 3.43% 3.30%

10 year Treasury 3.95% 4.10% 3.96%
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