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@ Broadest measure of renegotiation is Cure rate
@ Probability that a seriously delinquent borrower

o Becomes current.
o Prepays.
o Captures anything the servicer might do to help.

All Loans  Subprime FICO < 620 Non-missing Fully Documented
Documentation and DTI
Portfolio Mean 0.300 0.257 0.320 0.280 0.299
Private-label Mean 0.256 0.289 0.328 0.289 0.324
Marginal effect -0.022 0.043 0.004 0.022 0.025
(Logit) -4.32 431 0.44 2.8 2.43
Hazard Ratio 0.895 1.062 0.926 1.009 0.971
(Cox) 7.08 2.14 3.36 0.43 1.36
# Mortgages | 66,451 33,719 27,639 25,543 18,097
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Understanding the cures

25 ./ Portfolio loans

Cure hazard in %

3 4 5 6 7 8 9 10 11
Months after First 60DQ
@ Most of the cures are “self-cures”

@ 85% of cures occur in first two months.

@ Almost certainly self-cures

© Unobserved heterogeneity.
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Foreclosure Timeline

California’s New Foreclosure Timeline
- Post Enactment of Civil Code §§ 2923.52-2923.55

New California Foreclosure
Prevention Act Walting Period

Wait go Days
F 2

§29;
Day 47 -137

The
GIBBS Ly Frne
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What do firms actually do?

Modification/Foreclosure Decision Tree

60+ DQ Loans

Compare loss estimate for Mod vs Standard Foreclosure

Modificati

NPV Mo

Standard FC:
REO/NPV

Borrower pays off or defaults

Borrower can handle mod pymts or re-defaults

. . . .

Payoff: Default: Successful Mod: Re-default:
Cure (1-Cure Rate) x (1 — Redefault Rate) x Redefault Rate x
Rate x Expected REO NPV of Discounted Expected REO
Par Disposition Value Payments (including Disposition Value

IndyM: N " "
m:" eral Bank www.indymacbank.com m Raise your expectations® _

Willen et al. (Boston Fed)
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Forebearance, if
applicable)

(including additional
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(3) Aren’t most mods still positive NPV?

(3) But aren’t most mods still positive NPV?

@ Some more criticism

In any event, the Boston Fed study never actually tests the
rates it cites in the net present value calculation it presents.
The Panel’s staff tested the Boston Fed staff's NPV formula
with very conservative assumptions, and found that even when
using the Boston Fed staff's much higher- than-current self-
cure and redefault rates, there is still room to undertake a
NPV maximizing modification.

— TARP Congressional Oversight Panel, October 10, 2009.
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What types of mods work?
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@ The end.
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