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professionals, and are provided for illustration purposes only.  This information does not represent a 

recommendation or solicitation to buy or sell any security, nor an endorsement of any investment strategy.
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forwarded without the approval of FBCM Capital Markets (FBCM).

**Not to be used in lieu of full research reports**
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This document is intended solely for the use of the party to whom FBR has provided it, and is not to be
reprinted or redistributed without the permission of FBR. All references to “FBR” refer to Friedman,
Billings, Ramsey Group, Inc., and its predecessors and subsidiaries as appropriate. Investment
banking, sales, trading, and research services1 are provided by Friedman, Billings, Ramsey & Co.,
Inc. (FBR & Co.), except for those online offering, mutual fund distribution and discount brokerage
services provided by FBR Investment Services, Inc. (FBRIS), and those services in the U.K., Europe
and elsewhere outside the United States and Canada provided by Friedman, Billings, Ramsey
International, Ltd. (FBRIL). FBR & Co. and FBRIS are broker-dealers registered with the SEC and are
members of the NASD. FBRIL, based in the U.K, is regulated by the Financial Services Authority.
Asset management services, including managed hedge funds, mutual funds, private equity and
venture capital funds, are provided by FBR subsidiaries FBR Investment Management, Inc. (FBRIM),
and FBR Fund Advisers, Inc, which are investment advisers registered with the SEC. Mortgage
lending and origination provided by First NLC Financial Services, LLC (FNLC).

Friedman, Billings, Ramsey Group, Inc. is structured
as a REIT for U.S. Federal Income Tax purposes and
conducts its brokerage, sales and trading, investment
banking, asset management and banking business
through taxable REIT subsidiaries.

This document is intended for information purposes
only, and shall not constitute a solicitation or an offer
to buy or sell, any security or services, or an
endorsement of any particular investment strategy.

For additional important information, please visit our
website, www.fbr.com.

CAUTIONS ABOUT FORWARD-LOOKING INFORMATION
This presentation and the information incorporated by reference in this presentation include forward looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934, as amended. Some of the forward-looking statements can be identified by the use of forward-looking words such as “believes,”
“expects,” “may,” “will,” “should,” “seeks,” “approximately,” “plans,” “estimates” or “anticipates” or the negative of those words or other comparable terminology. Statements concerning projections,
future performance developments, events, revenues, expenses, earnings, run rates, and any other guidance on present or future periods constitute forward-looking statements. Such statements
include, but are not limited to, those relating to the effects of growth, revenues and earnings, our principal investing activities, levels of assets under management and our current equity capital
levels. Forward-looking statements involve risks and uncertainties. You should be aware that a number of important factors could cause our actual results to differ materially from those in the
forward-looking statements. These factors include, but are not limited to, the overall environment for interest rates, repayment speeds within the mortgage backed securities market, risk associated
with equity investments, the demand for public offerings, activity in the secondary securities markets, competition among financial services firms for business and personnel, the high degree of risk
associated with venture capital investments, the effect of demand for public offerings, mutual fund and 401(k) pension plan inflows or outflows in the securities markets, volatility of the securities
markets, available technologies, the effect of government regulation and of general economic conditions on our own business and on the business in the industry areas on which we focus,
fluctuating quarterly operating results, the availability of capital to us and risks related to online commerce. We will not necessarily update the information presented or incorporated by reference in
this presentation if any of these forward looking statements turn out to be inaccurate. Risks affecting our business are described throughout our Form 10-K, especially in the section entitled “Risk
Factors.” The entire Form 10-K, including the Consolidated Financial Statements and the notes and any other documents incorporated by reference into the Form 10-K, as well as, the Forms 10-Q
and 8-K filed subsequent to the Form 10-K, should be read for a complete understanding of our business and the risks associated with that business.

1.  Research is provided by FBR & Co.’s Research department, which is independent from the Investment Banking department of FBR & Co., and has the sole authority to determine which companies receive research 
coverage and the recommendation contained in the coverage.  In the normal course of its business, FBR & Co. seeks to perform investment banking and other fee generating services for companies that are the subject of 
FBR & Co. research reports.  Research analysts are eligible to receive bonus compensation that is based on FBR & Co.’s overall operating revenues, including revenues generated by FBR & Co.’s investment banking 
department.  Specific information is contained in each research report concerning FBR & Co.’s relationship with the company that is the subject of the report.

Cautionary Statement



Paul Miller CFA, 703.469.1252 4

Paul J. Miller, Jr., CFA – Managing Director

Employment
– Friedman, Billings, Ramsey - Equity Analyst Covering 

Mortgage Related Stocks since 1997
– Federal Reserve Bank of Philadelphia – Examiner

Education / Certifications
– B.S. Economics
– B.A. International Relations
– M.S. Economics
– Chartered Financial Analyst



Paul Miller CFA, 703.469.1252 5

Introduction

Believe loan modification will materially reduce losses on loan 
pools and to bond investors.

No way to quantify financial impact.

Modifications can improve credit profile of a securitization and 
benefit investors.

Regulators are advising servicers to assist subprime borrowers 
with modification to reduce impact of resets, but want option 
used carefully and with controls.
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Key Points

Looking at possible pending second wave of defaults.

What will the economic impact be of modifications and can we 
measure it?

Any loan modification program will be complex.  

Mortgage banking environment not getting better any time 
soon.  
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The Loss Mitigation Process

Servicers use default decision technology to calculate and compare the NPV 
of each alternative.

Source: FBR Research
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Criteria for Loan Modification

Source: FBR Research
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Foreclosure

Source: FBR Research
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Short Sale

Source: FBR Research



Paul Miller CFA, 703.469.1252 11

Loan Modification

Source: FBR Research
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Projected Loss Severity

Source: FBR Research
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Loan Modifications

Resets of more than $170 billion of subprime hybrid loans in 
2H 07.  

Additional $130 - $140 billion resets in 1H 08.

Servicers preparing for increasing level of loan modifications.
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Modification Terms

Modifications allow for one or more mortgage terms to be 
changed.

– Conversion from adjustable to fixed.

– Interest rate reductions

– Principal and interest forgiveness

– Maturity extensions

– Capitalization of unpaid amounts
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No Clear Guidelines on Reporting Modifications

Cannot be certain of capturing and reporting credit performance of 
modified loans to the trust.

MAY NEVER KNOW EXTENT OF MODIFICATIONS OR ECONOMIC 
LOSS TO THE TRUST

RESULT
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Analyzing Losses to Bondholders

Use of unlimited or non-controlled modifications may result in 
additional losses.

Can estimate loss to trust if involves forgiveness of 
principal/interest payments.

Other strategies can make estimates more complicated.
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Conclusions

Modifications have tradeoffs.
– Benefits to homebuyer, residual holder and regulators.

– Increased risk to AAA-rated tranches.

Higher costs to servicers.
– Large volume requires an increase in loss mitigation proficiency and 

staffing.

– No way to anticipate expenses that could come with loan workouts 
or foreclosure.
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FBR Metropolitan Washington, D.C. Headquarters
1001 Nineteenth Street North . Arlington, VA 22209
T  703.312.9500 . F 703.312.9501 . www.fbr.com

Boston
100 Federal Street, 29th Floor  Boston, MA 02110
617.757.2900
Dallas
2100 McKinney Avenue, Suite 1940  Dallas, TX 75201
469.341.1200
Houston
600 Travis Street, Suite 6070  Houston, TX 77002
713.343.1000
Irvine (Los Angeles)
18101 Von Karman Ave., Suite 950  Irvine, CA 92612
949.477.3100
New York
299 Park Avenue, 7th Floor  New York, NY 10171
212.457.3300

Phoenix
2555 East Camelback Rd., Suite 180  Phoenix, AZ 85016
602.794.3700
San Francisco
4 Embarcadero Center, Suite 1950  San Francisco, CA 94111
415.248.2900
London, UK
8th Floor, Berkeley Square House
Berkeley Square
London WIJ 6DB
011.44.20.7409.5300

NOTE: Not all services are available from all offices. 
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