The Subprime Primer



At the Mortgage Broker's .....



Ace Mortgage Brokers

"We Make Your Dreams Come Trug"

Gee, I'd like to buy a house but T haven't saved
any money Tor a downpayment and I don't think I
can afford the monthly payments. Can you help
e ?

Surel Since the value of your
house will always go up, we don't

need downpayments anymore! \ @
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Ace Mortgage Brokers

"We Make Your Dreams Come Trug"

And we can give you a really really low interest
rate for a few years. We'll raise it later, okay?

Sure, no problem. Umm, there's one other thing....
my employer is a real prick and might not verify
my employment. Would that be a problem?

MNope. We can get you a special
“Liar's Loan" and you can verify your
own employment and income!
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Ace Mortgage Brokers

"We Make Your Dreams Come Trug"

You guys are awsomel You are really willing to
work with guys like me.

Well, we don't actually lend you the money — a

bank will do that — so we don't really care if
you repay the loan. We still get our commission.

_- Wow! Let's get starteal \ @

£ 94

' !
|




A Few Weeks Later, at the Bank .......



First Bank of Bankland, Inc

"Open Your Christmas Club Account Today"

I'd betfter get rid of these crappy

mortgage loans. They are starting to
stink up my office. Thankfully the
really smart guys in New York will buy | NEW MORTGAGE

{/ them and perform their financial magic! FILE
q__‘J / I'1l call them right away! \L
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Let's See What the Smart Guys Are Doing...



RSG Investment Bank of Wall Street

"Trust the 'Really Smart Guys' for All Your Investment Needs"

Phewlll We'd better get rid of these shitty
martgages before they start attracting flies.




RSG Investment Bank of Wall Street

"Trust the 'Really Smart Guys' for All Your Investment Needs"

But who would buy this crap,

Q / Boss?
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RSG Investment Bank of Wall Street

"Trust the 'Really Smart Guys' for All Your Investment Needs"

T've got il First We'll create a new security and
use these crappy mortgages as collateral. We'll

call it a CDO (or moybe CMO). We can sell that
CDO to investars nnd_pr‘nmaﬁa to pay them back as e d o
the mortgages are paid of f.
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RSG Investment Bank of Wall Street

"Trust the 'Really Smart Guys' for All Your Investment Needs"

is crap, isn't it7 I don't get it
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RSG Investment Bank of Wall Street

"Trust the 'Really Smart Guys' for All Your Investment Needs"

Sure, individually these are pretty crappy loans, but if
we pool them together only some of them will go bad —

certainly not all of them. And since housing prices 5
@ always go up, we really have very little to worry about. 7. _
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RSG Investment Bank of Wall Street

"Trust the 'Really Smart Guys' for All Your Investment Needs"

I still don't get it
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RSG Investment Bank of Wall Street

"Trust the 'Really Smart Guys' for All Your Investment Needs"

The new CDOQ will work like this: It will be made
up of three pieces (or "traunches") and we'll

Q c?g;ﬁ;}"’(ha Good", "The Not- 5|:| Good" and — CD
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RSG Investment Bank of Wall Street

"Trust the 'Really Smart Guys' for All Your Investment Needs"

It some of the mortgages Tail, as surely some might,
we will promise To pay investors holding the "Good"
traunch first. We'll pay the "Not-50-Good investors

Q second, and the "Ugly" investors last. —c T
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