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Outstanding Mortgage Securities

Value of Residential 1-4 family real estate: $ 22.2 Trillion

Total Non- Total % of Total MBS 1-4 Mtg MBS as % of Total

Year GNMA  FHLMC FNMA [ Agency | Agency MBS | % Agency | % Non-Agency | Outstanding| Mtg Outstanding |
1992 419,516 401,525 560,471] 1,381,512  142,265( 1,523,777 91% 9%| 2,954,396 52%
1993 414,066 434,499 638,780| 1,487,345 167,899| 1,655,244 90% 10%| 3,113,834 53%
1994 450,934 460,656 681,237| 1,592,827 183,002 1,775,829 90% 10%| 3,291,540 54%
1995 472,283 512,238 735,170 1,719,691  193,759( 1,913,450 90% 10%| 3,459,184 55%
1996 506,340 551,513 801,025| 1,858,878 215,357 2,074,235 90% 10%| 3,682,790 56%
1997 536,810 576,846 854,782| 1,968,438 253,804 2,222,242 89% 11%| 3,917,569 57%
1998 537,431 643,465 977,708| 2,158,604 321,869| 2,480,473 87% 13%| 4,274,301 58%
1999 582,263 744,619 1,097,707| 2,424,589  353,660( 2,778,249 87% 13%| 4,699,578 59%
2000 611,553 816,602 1,197,298| 2,625,453  385,501| 3,010,954 87% 13%| 5,126,531 59%
2001 591,368 940,933 1,442,230( 2,974,531  463,217| 3,437,748 87% 13%| 5,677,996 61%
2002 537,888 1,066,303 1,708,409| 3,312,600 544,055| 3,856,655 86% 14%| 6,437,356 60%
2003 473,738 1,129,540 1,790,743( 3,394,021  664,005| 4,058,026 84% 16%| 7,227,809 56%
2004 441,235 1,193,683 1,832,535| 3,467,453 1,049,767| 4,517,220 77% 23%| 8,270,527 55%
2005 405,246 1,321,268 1,881,435 3,607,949 1,607,752| 5,215,701 69% 31%| 9,374,269 56%
2006 410,196 1,468,608 2,026,107| 3,904,911 2,092,145| 5,997,056 65% 35%| 10,443,992 57%
2007 443,844 1,703,947 2,312,809 4,460,600 2,116,601 6,577,201 68% C_32%p 11,135,792 59%

Source: Inside MBS & ABS, LoanPerformance, UBS
Estimates in italics. Totals may not add up due to rounding.
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Out of the 32% Non-Agency

Alt-A 13%
Prime 8%
Subprime 10%
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Home Prices Are Collapsing

Case-Shiller Home Price Index - Quarterly Change Annualized
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Phases in Housing Downturn

1. Bursting of biggest housing “bubble” in U.S. history
2. Shutdown of non-agency market
3. Tightening of lending standards by banks & GSEs

4. Impact of recession
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Default Multipliers and Loss Severities for Subprime
As Function of HPI and Unemployment Rate

Change in HPI
Annual: -2.5 -1.25 0 1.25 3 5.5 7
4 Yrs: -10 -5 0 5 12 22 28
A) Default Multipliers
4.0 108 103 98 93 86 76 70
4.5 118 113 108 103 96 86 80
Unemployment 5.0 128 123 118 113 106 96 90
Rate 5.5 138 133 128 123 116 106 100
6.0 148 143 138 133 126 116 110
6.5 158 153 148 143 136 126 120
7.0 168 163 158 153 146 136 130
7.5 178 173 168 163 156 146 140
8.0 188 183 178 173 166 156 150
B) Loss Severities
Fixed 67 64 60 56 51 44 40
ARM 57 54 50 46 41 34 30

Baseline Default Rate = 100 at 7% HPI/Yr and 5.5% Unemployment
Concensus = 3% HPI/Yr and 5.0% Unemployment
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Writedowns: ABX 07-1 Projected Losses versus Break
Evens

45% Severity

Proj Cum
Loss (% of
Original
Name Balance) WALA Baa2 BE / Proj Break? A BE /Proj Break? Aa BE /Proj Break? Aaa BE / Proj Break?
ABFC 2006-OPT2 21.62 18 15.24 0.70  100% 18.93 0.88  100% 2152 1.00 10% 25.99 0%
ACE 2006-NC3 28.13 17 1599 > 057 100% < 19.41 O 0.69  100% 0.84  100% 099  40%
BSABS 2006-HE10 26.17 16 C16.78 > 0.64 100% < 20.45 > 0.78  100% 0.97  100% 28.79 0%
CARR 2006-NC4 20.48 19 <16.50 > 0.81  100% < 19.85 > 0.97  100% 2257 0% 29.22 0%
CBASS 2006-CB6 14.23 23 15.97 0% 18.57 0% 21.76 0% 26.48 0%
CMLTI 2006-WFH3 15.08 18 C15.02 > 1.00 40% 17.47 0% 21.21 0% 26.73 0%
CWL 2006-18 20.24 19 0.77  100% 0.94 100% 21.38 0% 25.81 0%
FFML 2006-FF13 21.18 19 073 100% < 18.76 > 0.89  100% 21.13 1.00 0% 25.50 0%
FHLT 2006-3 31.65 18 052 100% < 19.31 > 0.61  100% 0.77  100% 0.89  50%
GSAMP 2006-HE5 22.74 20 074 100% < 20.30 > 0.89  100% 22.96 0% 27.85 0%
HEAT 2006-7 26.91 19 058 100% < 18.92 > 070  100% 0.87  100% 099  20%
JPMAC 2006-CH2 12.02 20 0% 16.76 0% 20.22 0% 24.50 0%
LBMLT 2006-6 30.71 20 053  100% < 19.73 > 064 100% < 24.42 > 0.80  100% 0.99 50%
MABS 2006-NC3 2567 17 0.69 100% <20.96 > 0.82 100% < 25.42 > 0.99 70% 28.77 0%
MLMI 2006-HE5 24.69 20 0.74 100% 2141 > 0.87 100% < 24.54 > 0.99 30% 28.25 0%
MSAC 2006-HE6 28.69 20 062 100% < 20.75 > 072  100% < 25.64 > 0.89  100% 28.35 0.99 0%
RASC 2006-KS9 25.85 17 0.66 100% < 20.76 > 0.80  100% < 25.40 > 0.98  100% 27.85 0%
SABR 2006-HE2 21.54 21 0.74 100% < 19.65 > 091  100% < 21.26 > 0.99 20% 26.89 0%
SASC 2006-BC4 2457 17 0.62 100% < 18.02 > 073  100% < 22.79 > 0.93  100% 25.41 0%
SVHE 2006-EQ1 16.63 19 1.00 70% 18.98 0% 22,61 0% 27.35 0%
Average 22.94 19 16.23 0.70 171 19.40 0.80 _ 16.0 23.07 0.92 9.3 27.35 0.97 16
Original Loss Timing 53.0 Original Loss Timing 59.0 Original Loss Timing 68.0 Original Loss Timing 72.0
Current Age 18.6 Current Age 18.6 Current Age 18.1 Current Age 18.5
Time To Loss 34.4 Time To Loss 40.4 Time To Loss 49.9 Time To Loss 53.5
# Bonds WD 17 # Bonds WD 16 # Bonds WD 9 # Bonds WD 2
Implied ABX Price 27.9 Implied ABX Price 30.0 Implied ABX Price 59.7 Implied ABX Price 93.4

Source: Intex, UBS
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Writedowns: ABX 07-1 Projected Losses versus Break

Evens

60% Severity

Proj Cum

Loss (% of

Original
Name Balance) WALA Baa2 BE / Proj Break? A BE / Proj Break? Aa BE / Proj Break? Aaa BE / Proj Break?
ABFC 2006-OPT2 28.48 18 15.24 0.54 100% C_18.93 0.66  100% 23.11 0.81  100% 28.18 0.99 50%
ACE 2006-NC3 36.86 17 0.43  100% C19.41 > 053  100% < 23.60 > 0.64  100% 0.80 50%
BSABS 2006-HE10 34.34 16 0.49  100% < 20.45 > 0.60 100% < 25.42 > 0.74  100% 0.97 80%
CARR 2006-NC4 27.08 19 0.61  100% < 19.85 > 073  100% < 25.56 > 094  100% 29.22 0%
CBASS 2006-CB6 18.18 23 091 100%  18.57 0% 21.76 0% 26.48 0%
CMLTI 2006-WFH3 19.76 18 079 100% < 18.65 > 094 100%  21.21 0%  26.73 0%
CWL 2006-18 26.55 19 059  100% 071 100% < 23.44 > 088 100% < 26.52 > 1.00  20%
FFML 2006-FF13 27.81 19 055 100% < 18.76 > 0.67 100% 2317 > 0.83 100% < 27.36 > 0.98 30%
FHLT 2006-3 40.71 18 0.40  100% < 19.31 O 0.47  100% < 24.22 > 059 100% < 37.48 O 092  100%
GSAMP 2006-HE5 28.95 20 0.58  100% <20.30 > 0.70  100% < 25.30 > 0.87 100% < 28.93 > 1.00 40%
HEAT 2006-7 34.51 19 0.45 100% < 18.92 > 0.55 100% < 23.38 > 0.68 100% < 31.76 > 0.92  100%
JPMAC 2006-CH2 15.85 20 092 100%  16.76 0% 20.22 0% 24.50 0%
LBMLT 2006-6 38.82 20 0.42  100% < 19.73 > 051  100% < 24.42 > 0.63 100% < 33.44 > 0.86 70%
MABS 2006-NC3 33.68 17 053  100% < 20.96 > 0.62 100% < 26.35 > 0.78  100% < 30.35 > 0.90 40%
MLMI 2006-HES 31.57 20 058  100% < 21.41 > 0.68  100% < 25.90 > 0.82  100% < 29.61 > 0.94 40%
MSAGC 2006-HE6 37.00 20 0.48  100% < 20.75 > 056 100% < 25.64 > 0.69 100% < 31.46 > 0.85  50%
RASC 2006-KS9 33.35 17 052 100% < 20.76 > 0.62 100% < 25.40 > 0.76  100% < 32.67 > 0.98 60%
SABR 2006-HE2 27.91 21 057 100% <_19.65 > 070  100% <_23.54 > 0.84 100% < 27.79 > 1.00  30%
SASC 2006-BC4 32.25 17 047  100% < 18.02 > 056 100% < 22.79 > 071 100% 0.93  100%
SVHE 2006-EQ1 21.70 19 . 0.78  100% < 20.03 0.92  100% 22.61 0% 27.35 0%
Average 29.77 19 16.33 058  20.0 19.51 065 18.0 23.85 0.76 _ 16.0 29.62 0.94 8.6
Original Loss Timing 47.0 Original Loss Timing 51.0 Original Loss Timing 57.0 Original Loss Timing 69.0
Current Age 18.9 Current Age 18.6 Current Age 18.6 Current Age 18.3
Time To Loss 28.2 Time To Loss 324 Time To Loss 384 Time To Loss 50.7
# Bonds WD 20 # Bonds WD 18 # Bonds WD 16 # Bonds WD 9
Implied ABX Price 121 Implied ABX Price 18.9 Implied ABX Price 28.0 Implied ABX Price 62.6

Source: Intex, UBS
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ABX Model vs. Market

Mar-10 2008 Model @ 45% Severity Model @ 60% Severity
Mkt Write Model- Write Model-
Index Coupon Price Downs Px Mkt Downs Price Mkt
"ABX-HE-AAA 07-2 76 52.47 1.3 97.44  44.97 8.4  66.716 14.29
ABX-HE-AA 07-2 192 21.17 12.3 54.72 33.55 19 21.74 0.57
ABX-HE-A 07-2 369 16.17 18.7 30.12 13.95 19 23.32 715
ABX-HE-BBB 07-2 500 13.53 19 28.74 15.21 19 23.88 10.35
ABX-HE-BBB- 07-2 500 13.31 19 27.54 14.23 19.8 20.14 6.83
ABX-HE-AAA 07-1 9 53.46 1.6 93.41 39.95 8.6 62.65 9.19
ABX-HE-AA 07-1 15 20.49 9.3 59.72 39.23 16 28.03 7.54
ABX-HE-A 07-1 64 11.00 16 30.00 19.00 18 18.91 7.91
ABX-HE-BBB 07-1 224 9.03 171 27.93 18.90 20 12.09 3.06
ABX-HE-BBB- 07-1 389 8.88 18 27.84 18.96 20 14.73 5.85
ABX-HE-AAA 06-2 11 66.10 0.4 98.68 32.58 2.1 90.99 24.89
ABX-HE-AA 06-2 17 33.31 2.2 90.85 57.54 6.5 71.53 38.22
ABX-HE-A 06-2 44 15.44 5.1 78.55 63.11 17 23.75 8.31
ABX-HE-BBB 06-2 133 10.06 17 26.88 16.82 18.8 15.67 5.61
ABX-HE-BBB- 06-2 242 10.00 17 28.60 18.60 19.2 15.46 5.46
"ABX-HE-AAA 06-1 18 84.17 0 100.68  16.51 0.4  98.93 14.76
ABX-HE-AA 06-1 32 59.17 0 101.20 42.03 2.3 90.74 31.57
ABX-HE-A 06-1 54 29.64 2.7 89.62 59.98 9.3 59.42 29.78
ABX-HE-BBB 06-1 154 15.11 9 63.68 48.57 17 24.16 9.05
ABX-HE-BBB- 06-1 267 14.65 154 37.60 22.95 18 21.12 6.47
Loss Summary Cum Loss Proj
45%  60%
Sev Sev

ABX 07-2 26.91 35.32
ABX 07-1 22.94 29.77
ABX 06-2 16.93 21.51
ABX 06-1 12.42 15.73

Assumptions:
Feb Remit
Use Age-Adjusted Shutdown Model
@l% UBS Use Partial Writedown-Given-Losses (same for both severities)
Use Slow Generic Prepay Curves




Outstanding Subprime and Alt-A MBS Securities

Current Balance ($ 000,000,000)

SubPrime

2004 | 2005 | 2006 | 2007 Total Pct
AAA 12.9 66.5 206.4 106.4 392.2 64.6%
AA 18.3 34.0 39.5 15.5 107.3 17.7%
A 11.6 18.7 20.7 7.5 58.6 9.6%
BBB 5.0 12.7 14.2 5.4 37.2 6.1%
BB 0.4 2.2 2.7 0.5 5.8 1.0%
NR 1.1 4.6 0.5 0.0 6.1 1.0%
Grand Total 49.3 | 138.7 | 284.0 | 135.3 607.2 100.0%
ALT A

2004 | 2005 | 2006 | 2007 Total Pct
AAA 25.5 110.4 215.3 160.8 512.0 91.2%
AA 1.4 7.2 12.2 7.9 28.8 5.1%
A 0.9 3.5 4.4 2.4 11.2 2.0%
BBB 0.6 25 3.2 1.8 8.0 1.4%
BB 0.0 0.2 0.3 0.2 0.7 0.1%
NR 0.1 0.3 0.1 0.1 0.6 0.1%
Grand Total 28.6 | 124.0 | 235.4 | 173.3 561.3 100.0%
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“ Vicious” Housing / Mortgage / Credit Cycle

v

Home Prices Fall

A

y

Loss Estimates on MBS Increase

J

y

Prices of MBS Fall

Y

y

Write-offs Increase, Capital Falls

Lending

Y

A

Standards Tighten

y

Fewer Home Buyers Eligible for Financing
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Government Rescue Attempts

¢ Treasury / “Hope Now” Modification Program
¢ FHA Secure

¢ Freddie/Fannie — Tighter Standards / Higher Fees
¢ Stimulus Package — Higher Freddie/Fannie LoanLimits

— Higher FHA Loan Limits
¢ 2nd Stimulus Package + Bankruptcy Bill

¢ “Bailout” Proposals

* Dodd Committee — Homeowners Loan Corporation
* Frank Committee — New FHA program
* OTS — Negative Equity warrants

3¢ UBS
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Why We Need a “Katrina-Style” Bailout

We cannot be too particular who gets helped.
Categories of Defaulting Subprime and Alt-A borrowers.

a) Fraud
b) Investor / Speculator

Loan Performance: Subprime 5%
Alt-A 15%

c) Ex-Renters who cannot afford a home
Homeownership rate: 66%-69%= +3%

3% x 110 million = 3.3 million

d) Overextended

3¢ UBS
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Analyst Certification
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certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the
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solicitation or an offer to buy or sell any securities or related financial instruments in any jurisdiction. No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except
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