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I. Introduction and Overarching Principles

The American Securitization Forum (ASF)® is publishing this Statement as part of its continuing
efforts to inform its members and promulgate relevant securitization industry guidance in light of
the challenges currently confronting the subprime residential mortgage markets. Current
subprime residential mortgage market conditions include a number of concerns that impact
securitization transactions, subprime mortgage finance and the overall housing market: an
increase in delinquency, default and foreclosure rates; an increase in real estate owned
inventories; a decline in home price appreciation; and a prevalence of loans with a relatively low
introductory rate that are adjusting to a higher rate.

This Statement is being published concurrently with our Streamlined Foreclosure and Loss
Avoidance Framework for Securitized Subprime ARM Loans, Executive Summary, and provides
additional background, detail and discussion supporting that document.

The ASF believes that minimizing foreclosures and preserving homeownership, wherever
possible, is in the best interests of borrowers, servicers, originators and investors as foreclosure is
typically the most costly and least-preferred method of resolving a defaulted mortgage loan. As
such, the interests of secondary mortgage market participants continue to be aligned with
borrowers, communities and policymakers to prevent foreclosures where possible.

In light of these concerns and to help prevent unnecessary foreclosures, the ASF released a
statement in June, 2007 (attached as Exhibit A, the “June 2007 Statement”) concluding that loan
modifications, for subprime mortgage loans that are in default or for which default is reasonably
foreseeable, are an important servicing tool that can typically help borrowers avoid foreclosure
as well as minimize losses to securitization investors. Higher than normal rates of foreclosure
may harm borrowers and their communities, and may adversely affect housing values and
therefore collateral values on both performing and non-performing loans. Accordingly, the ASF
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recommended the use of loan modifications under appropriate circumstances and also provided
guidance for servicers of securitized subprime residential mortgage loans.

Given increasing and evolving borrower and servicer needs in the current mortgage environment,
the ASF also released a statement in October, 2007 (attached as Exhibit B) concluding that
borrower counseling expenses typically can be reimbursable from securitization trust cash flows
for loans where the servicer determines, in its reasonable judgment, that the related counseling
service has had or is likely to have the effect of preventing foreclosures and mitigating losses on
a loan.

Concurrently with this Statement we are also releasing the ASF Recommended Definitions and
Investor Reporting Standards for Modifications of Securitized Residential Mortgage Loans
(attached as Exhibit C, the “Modification Reporting Guidelines™). Such guidelines will provide
a greater level of information regarding loan modifications to investors for securitization trusts
and the performance of those loans.

The current market conditions are unique in aligning the interests of securitization investors,
servicers and borrowers; it is in all market participants’ best interests that homeowners are
enabled to stay in their houses. Keeping borrowers in their homes whenever feasible avoids
losses associated with foreclosure, promotes a healthy housing market that provides for further
financing and investment opportunities, and mitigates losses on those loans for which foreclosure
is unavoidable by reducing the downward pressure on real estate values. We believe that
applying the framework outlined in this Statement will streamline the loss mitigation efforts of
servicers, and will maximize trust proceeds to investors as compared to the proceeds typically
realized through foreclosure.

The overall purpose of this Statement is to provide further guidance for servicers to streamline
borrower evaluation procedures and to facilitate the effective use of all forms of foreclosure and
loss prevention efforts, including refinancings, forbearances, workout plans, loan modifications,
deeds-in-lieu and short sales or short payoffs. We believe that publication of these principles,
recommendations and guidelines will help to establish a common framework for servicers to
efficiently evaluate the financial condition of the borrowers they work with and, where needed,
employ the most effective foreclosure and loss prevention techniques. As a consequence, the
ASF believes that this guidance will promote greater uniformity, clarity and certainty of
application of these provisions throughout the industry.

This Statement is focused on subprime first-lien adjustable rate residential mortgages loans
(subprime ARM loans) that have an initial fixed rate period of 36 months or less, are included in
securitized pools, were originated between January 1, 2005 and July 31, 2007, and have an initial
interest rate reset date between January 1, 2008 and July 31, 2010. Some of the principles,
recommendations and guidelines reflected in this Statement may also apply to loss mitigation
efforts of other types of residential mortgage loans, including prime and Alt A loans, but are
likely not to be appropriate for loss mitigation efforts of second-lien residential mortgage loans.
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The streamlined framework outlined in this Statement represents the consensus view of the
membership of the ASF, acting through its Board of Directors, as to the parameters used to
determine the segmentation of subprime ARM loans, including the numeric values included in
those parameters. It is understood by the ASF's members that the numeric values included in the
parameters are not based on historic data, but rather simply represent a consensus view as to
appropriate numeric values for use within this framework for the purpose of supporting a
streamlined approach to loan modifications that complies with typical securitization governing
documents. The ASF, acting through its Board of Directors, may in the future alter these
numeric values or further refine these parameters as experience is gained and market conditions
evolve.

While this Statement addresses certain legal, regulatory and accounting matters, it does not
constitute and should not be viewed as providing legal or accounting advice.

In implementing this Statement, each servicer will not take any action that is prohibited by the
pooling and servicing agreement or other applicable securitization governing document, or that
would violate applicable laws and regulations (including REMIC) or accounting standards.
Moreover, each servicer will expeditiously implement the ASF Modification Reporting
Guidelines.

All servicers of second liens to subprime borrowers should cooperate fully with this framework
by providing information needed by first lien servicers and by agreeing to subordinate the second
lien to any new first lien resulting from a refinance (with no cash out) under this framework.

I1. Overview of Current Subprime ARM Borrower Population and Recommendations for
Borrower Evaluation Procedures

The subprime mortgage market has been and is expected to experience rising rates of defaults
and foreclosures through 2008, in particular as the interest rate reset date on a significant number
of subprime ARM loans arrives. A significant portion of subprime ARM loans that would have
had a reset over the next two years have already paid in full. A smaller portion of loans that
would have had a reset in the next two years have been subject to short sales, foreclosure or other
disposition. However, U.S. federal regulators expect that 1.8 million subprime ARMs are due to
reset in 2008 and 2009 to a significantly higher rate where the borrower may have difficulty
paying the higher mortgage payment. By a wide margin, the largest percentage of the remaining
subprime borrowers should be eligible for refinancing, due to their relatively low loan-to-
value/combined loan-to-value (LTV/CLTYV) ratios or good credit scores or payment history. The
remaining population of these subprime ARM loans may be eligible for a loan modification or
some other type of loss mitigation technique, depending on the facts and circumstances of each
individual borrower.

As the rates on these subprime ARM loans begin to reset, efficient and decisive action will be
required by servicers to keep borrowers from defaulting on their mortgage payments. The
proposed streamlined framework will facilitate servicers’ management of the increasing volume
of loans coming upon an interest rate reset that may otherwise default. Servicers will be able to
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identify more effectively the appropriate segment of the subprime borrower population for each
borrower and, in certain circumstances, expedite refinancing into more affordable loan products
and fast track borrowers for loan modifications. Servicers will also be able to devote more of
their time and effort to other more intense loss mitigation efforts for loans that present greater
challenges.

It is critical to the implementation of any loss mitigation technique that the servicer comply with
the terms of the pooling and servicing agreement or other applicable securitization governing
document, and that servicers select loss mitigation techniques that are most likely to keep the
borrower in his or her home while maximizing trust proceeds to investors in securities backed by
subprime ARM loans. It is also critical to the timely implementation of any loss mitigation
technique that the borrower is contacted as early as possible in the process, preferably 120 days
prior to such reset date.

I11. Streamlined Implementation of Refinancings and Other Loss Mitigation Techniques

The streamlined framework described below applies to all first lien subprime residential
adjustable rate mortgage loans (referred to as “subprime ARM loans” or “loans”) that (i) have an
initial fixed rate period of 36 months or less, (ii) were originated between January 1, 2005 and
July 31, 2007, (iii) are included in securitized pools and (iv) have an initial interest rate reset date
between January 1, 2008 and July 31, 2010. This streamlined framework would be applied to
subprime ARM loans in advance of an initial reset date. Typically, servicer/borrower
communication should begin 120 days prior to the initial reset date.

This population of subprime ARM loans can be roughly segmented into the following categories:

Segment 1 includes current (as defined below) loans where the borrower is likely to
be able to refinance into any available mortgage product, including FHA, FHA
Secure or readily available industry products.

. Generally, the servicer will determine whether loans may be eligible
for refinancing into readily available mortgage products based on
ascertainable data not requiring direct communication with the
borrower such as LTV, loan amount, FICO and payment history.
Servicers will generally not determine current income or DTI to
determine initial eligibility for refinancing.

. If the borrower also has a second lien on the property, this Statement
contemplates that the borrower is able to refinance the first lien only,
on a no cash out basis. In order for the loan to fall into this segment,
the second lien does not have to be refinanced; however any second
lienholder will need to agree to subordinate their interest to the
refinanced first lien.
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Segment 2 includes current loans where the borrower is unlikely to be able to
refinance into any available product.

Current: For purposes of this Statement, “current” means the loan
must be not more than 30 days delinquent, and must not have been
more than 1 x 60 days delinquent in the last 12 months, both under the
OTS method.  For servicers who determine delinquency under the
MBA method, “current” means the loan must be not more than 60
days delinquent, and must not have been more than 1 x 90 days
delinquent in the last 12 months, both under the MBA method.

LTV test: All current loans with an LTV (based on the first lien only)
greater than 97% are deemed to not be eligible for refinance into any
available product, and thus are within Segment 2. (97% is the
maximum LTV allowed under FHA Secure.)

Not FHA Secure eligible: All current loans that otherwise do not
satisfy FHA Secure requirements, including delinquency history, DTI
at origination and loan amount standards for this program, are within
Segment 2 unless the servicer can determine whether they may meet
eligibility criteria for another product, by reviewing eligibility criteria
without performing an underwriting analysis.

For all purposes under this Statement, LTV and CLTV will be determined
based on information at origination. If an origination LTV is below 97%, a
servicer may obtain an updated home value by obtaining an AVM, BPO or
other means.

Segment 3 includes loans where the borrower is not current as defined above,
demonstrating difficulty meeting the introductory rate.

Sections A, B and C below outline recommended approaches that servicers can apply to the three
segmentations of subprime ARM loans discussed above.

A. Segment 1—Current Borrowers Able to Refinance into Private or FHA Loan

Products

It is expected that borrowers in this category should refinance their loans,
if they are unable or unwilling to meet their reset payment. However, a
servicer may evaluate each borrower in this category on a case by case
basis or apply any framework consistent with the applicable servicing
standard in the transaction documents for a loan modification or other loss
mitigation outcome.
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V1. Conclusion

The volume of defaults and pending interest rate resets that may trigger defaults is unprecedented
in the history of the United States residential housing market. We believe that adoption of a
streamlined approach to evaluating individual loans for modification in order to facilitate rapid
and orderly loan modifications is consistent with the authority typically granted to a servicer
under the securitization agreements, and critical to an effective loss mitigation strategy under
current market conditions.

The ASF believes that the streamlined framework described in this Statement is consistent with
prior ASF statements and with the approach expressed by many regulators and the
administration. The approach outlined is intended to keep borrowers in their homes while also
maximizing trust proceeds to investors. We emphasize the importance of not disrupting investor
expectations as represented by the terms of securitization agreements, which will foster the
continuation of the availability of affordable loan products and investment opportunities. As
compared to the alternative of a significant amount of defaults and foreclosures, this streamlined
framework may provide in many cases a relatively higher realization of returns to investors.
Although the framework attempts to provide solutions to subprime ARM loan resets, this
Statement does not address circumstances where borrowers are not able to meet their contractual
obligations under the current rate.

Borrowers should work to stay current and contact their servicer if they believe they will have
difficulties making the higher reset payment. These borrower efforts will help them to get the
best refinancing or loss mitigation option. If a borrower thinks they will not be able to make the
reset payment, today’s announcement should encourage borrowers to contact their servicer or
counselor prior to the reset date. We believe servicers can and will do everything possible to
help prevent unnecessary foreclosures.
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permit loss mitigation through non-foreclosure alternatives to terminating a loan, such as
short sales and short payoffs.

Beyond the general provisions described above, numerous variations exist with respect to
loan modification provisions. Some agreement provisions are very broad and do not have any
limitations or specific types of modifications mentioned. Other provisions specify certain
types of permitted modifications and/or impose certain limitations or qualifications on the
ability to modify loans. For example, some agreement provisions limit the frequency with
which any given loan may be modified. In some cases, there is a minimum interest rate
below which a loan's rate cannot be modified. Other agreement provisions may limit the
total number of loans that may be modified to a specified percentage (typically, 5% where
this provision is used) of the initial pool aggregate balance. For agreements that have this
provision: i) in most cases the 5% cap can be waived if consent of the NIM insurer (or other
credit enhancer) is obtained, ii) in a few cases the 5% cap can be waived with the consent of
the rating agencies, and iii) in all other cases, in order to waive the 5% cap, consent of the
rating agencies and/or investors would be required. It appears that these types of restrictions
appear only in a minority of transactions. It does not appear that any securitization requires
investor consent to a loan modification that is otherwise authorized under the operative
documents.

I11.  Loan Modification Principles

Based upon extensive consultation with its members and other securitization market
participants, ASF believes that the following principles articulate widely-accepted industry
views regarding the use of loan modifications in connection with securitized subprime
residential mortgage loans:

1. For subprime mortgage loans that are in default or where default is reasonably
foreseeable, loan modifications are an important loss mitigation tool that should
be used in the circumstances described in this Statement. Modifications may
include changing the interest rate on a prospective basis, forgiving principal,
capitalizing arrearages and extending the maturity date. Other loss mitigation
alternatives include forbearance, repayment plans for arrearages and other
deferments which do not reduce the total amount owing, and also non-
foreclosure alternatives to terminating a loan, such as short sales and short
payoffs. Unlike other loss mitigation alternatives, loan modifications have the
additional advantage that they can be used prior to default, where default is
reasonably foreseeable.

2.  Establishing early contact with borrowers is a critically important factor in the
success of any loss mitigation initiative. Servicers should be permitted and
encouraged to reach out affirmatively and proactively to borrowers for whom
default is more likely, determine whether default is reasonably foreseeable, and



American Securitization Forum
Statement of Principles, Recommendations and Guidelines for the Modification of
Securitized Subprime Residential Mortgage Loans

June 2007

then explore modification possibilities. In particular, such outreach should be
permitted and encouraged prior to an upcoming first adjustment date on a
hybrid ARM loan.

Loan modifications should be considered and made on a loan-by-loan basis,
taking into account the unique combination of circumstances for each loan and
borrower, including the borrower’s current ability to pay. The ASF is opposed
to any across-the-board approach to loan modifications, and to any approach
that would have all modifications structured in a particular manner. The ASF is
also opposed to any proposals that would provide an across-the-board
moratorium or delay period on foreclosures.

Generally, the ASF believes that loan modifications should only be made:

a.  Consistently with applicable securitization operative documents (including
amendments that can be made without investor or other consents);

b. In a manner that is in the best interests of the securitization investors in the
aggregate;

C. In a manner that is in the best interests of the borrower:;

d. In a manner that, insofar as possible, avoids materially adverse tax or
accounting consequences to the servicer and, to the extent known, to the
securitization sponsor or investors;

e.  Where the loan is either in default or default is reasonably foreseeable,
and if the latter, where there is a reasonable basis for the servicer
determining that the borrower is unlikely to be able to make scheduled
payments on the loan in the foreseeable future;

f.  Where there is a reasonable basis for the servicer concluding that the
borrower will be able to make the scheduled payments as modified; and

g. In a manner that is designed to provide sustainable and long-term
solutions, but does not reduce the required payments beyond the
magnitude required to return the loan to performing status, or beyond the
anticipated period of borrower need.

The ASF believes that loan modifications meeting the criteria in Loan
Modification Principles point 4 above are generally preferable to foreclosure
where the servicer concludes that the net present value of the payments on the
loan as modified is likely to be greater than the anticipated net recovery that
would result from foreclosure.



American Securitization Forum
Statement of Principles, Recommendations and Guidelines for the Modification of
Securitized Subprime Residential Mortgage Loans

June 2007

In considering loss mitigation alternatives that reduce the interest rate
prospectively, servicers should consider whether to make the rate reduction
temporary (such as a relatively short term extension of the initial fixed period
on a hybrid ARM), or permanent, based on the anticipated period of borrower
need. For temporary rate reductions, servicers should re-evaluate the
borrower’s ability to pay, and the continued need for a rate reduction, at the end
of the temporary period.

Any loan modification that reduces otherwise lawful, contractually required
payments of principal or interest must be understood to be a financial
concession by the securitization investors. There is no basis for requiring such
concessions from investors unless the modification is determined to be in the
best interests of the investors collectively. Loan modifications should seek to
preserve the originally required contractual payments as far as possible.

Reasonable determinations made by servicers with respect to loan
modifications, where made in good faith and in accordance with generally
applicable servicing standards and the applicable securitization operative
documents, should not expose the servicer to liability to investors and should
not be subject to regulatory or enforcement actions.

IV.  Loan Modification Interpretive Guidance

The ASF endorses the following interpretive positions on specific issues arising in
connection with loan modifications:

1.

The ASF believes, based on prevailing existing practice, that standard and
customary servicing procedures for servicing subprime mortgage loans included
in a securitization, as typically used as an overarching servicing standard in
securitization operative documents, should be interpreted to allow the servicer
to: a) permit loan modifications (including prospective interest rate reductions
which may be either temporary or permanent, forgiveness of principal,
capitalizing arrearages, or maturity extension not beyond the securitization
maturity date) for loans that are in default or for which default is reasonably
foreseeable, so long as the modification is in the best interests of investors in the
aggregate, and b) engage in other loss mitigation alternatives including
forbearance, repayment plans for arrearages and other deferments which do not
reduce the total amount owing, and also non-foreclosure alternatives to
terminating a loan, such as short sales and short payoffs. The ASF believes that
existing securitization pooling and servicing agreements should be interpreted,
to the maximum extent possible, to authorize the servicer to take the actions
referenced above.



