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Figure 33. FNMA 91-130 C and FNMA 90-18 K Offer Substantial Yield, OAS, and Projected Return Advantages Over Comparable
15-Year Pass-throughs, 14 Aug 96

a 15%/85% market value weighting of 15-Year FNMA 7s/7.5s. b 70%/30% market value weighting of 15-Year FNMA 6s/6.5s.
Source: Salomon Brothers Inc.

Projected One-Year Total Returns
Eff. Eff. BP Move

Price Yield OAS Dur. Convx. -150 -100 -50 0 50 100 150

FNMA 91-130 C $106.66 7.46% 72bp 3.5 -0.88 10.49% 9.83% 9.09% 7.77% 6.25% 4.59% 2.83%
Duration-Matched 15-Year FNMAsa 100.83 7.24 40 3.4 -0.84 9.76 9.51 8.71 7.45 5.93 4.26 2.50

Advantage 23bp 31bp 0.1 -0.04 0.73% 0.32% 0.37% 0.32% 0.32% 0.33% 0.33%

FNMA 90-18 K $111.56 7.74% 80bp 4.4 -1.11 11.89% 11.00% 9.85% 8.11% 6.04% 3.71% 1.21%
Duration-Matched 15-Year FNMAsb 96.08 7.00 37 4.4 -0.30 12.12 10.75 9.07 7.22 5.29 3.33 1.38

Advantage 74bp 43bp 0.0 -0.82 -0.23% 0.25% 0.78% 0.89% 0.75% 0.38% -0.17%

Figure 34. FNMA 90-18K Can Be Barbelled With GNMA 6% ARMs to Match the Duration and Convexity of 15-Year Pass-throughs,
While Retaining Substantial OAS and Projected Return Advantages, 14 Aug 96

Source: Salomon Brothers Inc.

Market Projected One-Year Returns
Value Eff. Eff. BP Move

Weight Price Yield OAS Dur. Convx. -150 -100 -50 0 50 100 150

FNMA 90-18 K 42% $111.56 7.74% 80bp 4.4 -1.11 11.89% 11.00% 9.85% 8.11% 6.04% 3.71% 1.21%
GNMA 6% ARM 58 99.78 6.95 75 3.0 -0.69 8.55 8.45 8.27 7.88 6.74 5.36 3.81

Combination 100% 104.41 7.28% 77bp 3.6 -0.87 9.95% 9.52% 8.94% 7.98% 6.44% 4.67% 2.72%
15-Year FNMA 7.5s 100 101.09 7.25 40 3.4 -0.86 9.59 9.41 8.68 7.46 5.98 4.33 2.59

Advantage of Combination 3bp 37bp 0.2 -0.01 0.37% 0.11% 0.25% 0.51% 0.47% 0.34% 0.13%
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Differentiating "Alternative-A" and "B&C" Mortgage Programs
As mortgage lenders and conduits extend their reach into new market
niches, structured-product investors encounter securities with unique
collateral characteristics. In contrast, most private-label mortgage product
was considered generic just a few years ago, when geographic
concentration was the lone difference. At present, nonconforming mortgage
loans collateralize at-least four subsectors: (1) traditional nonagency MBSs;
(2) "alternative-A" nonagency MBSs; (3) "B&C" nonagency MBSs, and;
(4) home-equity loan asset-backed securities. In this report, we compare
and contrast selected program guidelines and collateral characteristics of
major "alternative-A" and "B&C" lenders that are currently popular in the
MBS and ABS markets.

In recent years,
"alternative-A" and
"B&C" collateral have
become significant
subsectors in the
nonagency market.

Mortgage Collateral in Nonagency MBSs
In addition to traditional nonagency MBS, issued under the CWMBS,
GECMS, NASCOR, and RFMSI shelf programs, the last two years have
witnessed the introduction of new collateral types. For example, popular
"alternative-A" programs (also referred to as niche or non-traditional loans)
like those sponsored by Independent National Mortgage ("INMC" and
"RAST" transactions), and RFC’s Residential Accredit Loan ("RALI")
program, have accounted for a significant percentage of new-issue volume
in nonagencies this year. As shown in Figure 35, both conduits issue
securities backed by loans made to "A" credit borrowers (meet or exceed
FNMA/FHLMC guidelines) that exhibit a preference for limited
documentation underwriting. Those loans are often made to self-employed
borrowers that prefer "stated-income" and "no income verification"
underwriting. Another significant source of collateral is investor property
loans. In addition to "A" credit loans, some popular "B&C" (credit
impaired borrowers/high debt-to-income ratios) programs have developed
an investor base in the MBS market. In fact, Option One Mortgage and
Long Beach Mortgage issued securities in the MBS market before many
other "B&C" issuers existed. "B&C" loans are mostly made to
owner-occupants. Underwriting guidelines are flexible, and can permit
higher debt-to-income ratios in exchange for lower loan-to value (LTV)
ratios.


