
Program Overview 

Fannie Mae launched the Delegated Underwriting and Servicing (DUS) program in 1988 to promote product 
standardization in the multifamily sector. The program stands as Fannie Mae’s flagship multifamily business.  
 
Under the DUS program, authorized lenders commit Fannie Mae to acquire multifamily loans that are underwritten, 
originated, and serviced according to Fannie Mae’s standards. In exchange, the lender retains a portion, generally 
one-third, of the underlying credit risk on each loan sold. This model helps align interests of the borrower, lender, 
and Fannie Mae. For DUS loans originated from 2009-2018, involuntary prepayments (i.e. delinquent loans removed 
from CMBS prior to expiration of Yield Maintenance term) have totaled 0.19%. 

General Structure 
DUS bonds start with a mortgage loan from a Fannie Mae authorized lender to a borrower that is purchasing or 
refinancing a multifamily property. Fannie Mae receives the loan and deposits it into a REMIC trust. The trust then 
issues a DUS CMBS collateralized by the multifamily loan. Fannie Mae backs these securities, guaranteeing timely 
payment of principal and interest to investors. Securitizing the loan creates a marketable, liquid asset, which is made 
available to a wide investor base that includes depositories, money managers, and insurance companies.  
 
The vast majority of DUS CMBS are backed by a single loan, with a small percentage containing two or more loans. 
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 DUS CMBS are typically backed by a single multifamily loan.  

 Securitization makes for a more liquid asset due to the Fannie Mae guarantee and sizable investor base.  

 The underlying loan typically features a Yield Maintenance provision, helping create stable, predictable cashflows. 

 Seeking credit quality and spread pick-up, Portfolio Managers use DUS CMBS as an alternative to agency bullets. 
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Most loans are fixed-rate balloons, although some are adjustable-rate balloons and others are fully amortizing. 10-
year balloons following a 30-year amortization are the most common originations.  
 
Call Protection 
Since pools usually consist of one loan and are often priced at a premium, investors should be aware that most DUS 
loans carry some form of call protection. The most prominent for fixed-rate loans is Yield Maintenance. This provision 
imposes a penalty on the borrower for prepayments made, whether partial or in full, prior to the balloon date. 
Floating rate loans usually feature a hard-lockout period followed by fixed or declining rate penalties. The most 
common structure is a 10-year bond where Yield Maintenance expires after 9.5 years. This is referred to as a 10/9.5. 
Please note, some DUS have a wider “call gap” between the end of the Yield Maintenance period and maturity. For 
example, a 10/7 has a 3-year gap rather than 6-months and could impact returns on a premium priced DUS. 
 
The purpose of the Yield Maintenance provision is to ensure a DUS certificateholder is not economically harmed by a 
prepayment. If a prepayment were made in an unchanged or rising rate environment, the investor should be able to 
reinvest at similar or higher rates. If rates fall, however, and a prepayment occurs, an investor may be unable to find a 
similar risk/reward opportunity in the marketplace. Any premium paid for a DUS is not factored in to a penalty.  
 
Two determinations must be made in the event of a prepayment as it relates to Yield Maintenance. First, does the 
borrower owe a premium? Second, will any of the premium pass through to a certificateholder? The answer to the 
first question is simple: if a prepayment is made before expiration of the Yield Maintenance term, a premium is owed. 
The amount of that premium, and any potential amount passed through to an investor is determined by calculations 
beyond the scope of this publication. Consider the following simplified example: 
 

 $1mm position with 9.5 years to maturity and assuming an 8.6 PV factor 
 Penalty due to the investor is $1,000,000 * 0.50% * 8.6 = $43,000 

 
Loan Tiers and Lien Priority 
DUS investors should also consider the three-tier credit structure to which the 
underlying mortgages are underwritten. Loans with higher debt service coverage ratios 
(DSCR) and lower loan-to-value (LTV) ratios will receive more favorable interest rates. A 
loan with more favorable metrics will receive a higher tier rating. There is a tradeoff, of 
course. All else equal, a bond backed by a higher tier loan will trade at a tighter spread 
than a bond backed by a lower tier loan. To the right is an example of thresholds for 
each tier. Requirements are subject to change based on market conditions.  
 
An additional consideration is the lien priority of the underlying loan. DUS CMBS may be backed by a first or second 
lien loan. A bond backed by a first lien loan will trade at a tighter spread than a bond backed by a second lien loan.  
 
Prepay Assumptions 
Fannie Mae DUS are analyzed using CPYs for prepayments. A given CPY assumes prepayments are 0% until the 
expiration of Yield Maintenance. For example, consider a DUS bond with a 10/9.5 structure and a 100% CPY 
assumption. Once Yield Maintenance expires after 9.5 years, one assumes total prepayment of the bond. 

Rating 

Min. 

DSCR 

Max.          

LTV Ratio 

Tier 2 1.25 80 

Tier 3 1.35 65 

Tier 4 1.55 55 
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Analyzing Versus Pricing Convention 
Traders commonly use “pricing conventions” to quickly and effectively communicate prices for a bond on a relative-
spread basis. Fannie Mae DUS are commonly quoted at a spread to a WAL using a 100 CPY prepayment assumption. A 
100 CPY is simply a means to a price and does not necessarily reflect how a trader, analyst or investor thinks a DUS 
certificate will behave. Recall though, given their structure, prepay assumptions are usually less of a concern for 
Fannie Mae DUS than they are for other CMBS. A  simple case study most easily illustrates this. 

 
Case Study 
To the right is an example of a recent 10/9.5 DUS deal offered at a spread of 
55bps to the Treasure curve at a 100 CPY. Even when prepayment 
assumptions are ramped up to 100 CPY, an investor’s yield drops just 3 basis 
points and the average life shortens 0.50 years. This is consistent with full 
prepayment of the loan as the Yield Maintenance term expires 6 months 
prior to maturity. 

 
Portfolio Application 
Fannie Mae DUS are typically used as an alternative to Agency bullets. From an interest rate risk perspective, they are 
comparable to a similar duration bullet. From a return perspective, considering the table below, investors can earn  
an attractive spread pick-up. As always, spread pick-up is not free. A main source of excess spread comes from the 
ability, even in the event of penalties, for a loan to prepay prior to the end of the Yield Maintenance period. 
Effectively calling the bond from an investor. In practice, prepayments occur infrequently though and having a 
diversified portfolio can help manage prepayment risk. 
 
 
 
 
 
 
 
 
As always, if you have any questions, comments, or want specific recommendations tailored for you, please reach out 
directly to your account representative or Strategies. 
 
 
 
 
Travis Nauert, CFA                         Kevin A. Smith, CFA 
Analyst, Investment Product Strategies                       SVP, Director of Investment Product Strategies 
TNauert@viningsparks.com                                                    KSmith@viningsparks.com 
 
 

Recent 10/9.5 DUS 0 CPY 100 CPY 

Yield 2.27 2.24 

WAL 10.0 9.5 

Spread to Treasurys 58 55 

Spread to Swaps 69 66 

Spread to Treasurys 5-year 7-year 10-year 3-year 

Fannie Mae DUS 25 40 55 15 

Agency Bullet 10 19 34 8 

Apprx. Spread Pick-up +15 +21 +21 +7 


