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Recovery Go! Investors try to catch them all

An $8bn settlement has revived RMBS deals which had been previously written off by the market.

— Investors received an $8bn payout in June from Countrywide
— Market activity for recovery bonds hits a two year high

Recovery Go! has been the cheer heard
lately from many Non-Agency RMBS market
participants lately. Unlike the immensely
successful Pokemon GO! game, these
players are more interested in trying to catch
the tidal wave of recoveries from the recent
Countrywide financed rep and warrant
settlement. This litigation is currently the
largest in the market to date and may stand to
be the largest ever. The payment of roughly
$8bn in claims was processed in June by the
trustees of 512 RMBS deals. The legal action
originally involved 530 deals but 18 are under
review as the priority of recovery payments is
still being deliberated by bond holders.

The roughly $15bn of legal payments
progressing through the courts looks set to
draw a line after nearly a decade of legal
wrangling. This has pitted private label (Non-
Agency) RMBS-issuing banks, including
those which were rolled up into new parent
firms, against investors who claimed they
were misled into buying risky mortgage
backed securities. The various plaintiffs
argued that this breached the representation
and warrants promised by the originators and
ultimately led to large losses and the collapse
of the private label securitization market.

The June payment of the Countrywide lawsuit
brought about the largest external cash
infusion in to the Non-Agency RMBS market.
The cash was distributed via multiple deal
mechanisms such as principal pay down,
write down reimbursements and even the
reanimation of bonds that have been fully
written down. The table below shows the
reanimation of 12667GUT8 (CWALT 2005-
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29CB A7), an originally rated AAA bond that
lost 75% of its original balance and has been
fully written down (zero balance) since June
2015. The other three bonds experienced
increases in their credit enhancement (CE%),
which acts as a cushion against future
collateral losses, along with the reduction of
any current accumulated writedowns in the
form of principal payments.

Mav-16
Cusip Balance Writedown  CE%  Price

Jun-16
Balance Writedown CE  Price

12657GUTB 0.00 5.080,926.27 0.00 NiA | 121472933 3.866.185.94 0.00 1866
126538AAT 103,416,477.12 000 1276 8274 | 9534441783 000 2282 0.3
0Z150FAED 71.606.901.87 25.240.610.83 0.00 6561 | 66.986.524.01 11,339,952.08 .82 6414
12667GRE2 27.495.431.38 0.20 10.29 75.95 | 22.423.770.50 0.20 2337 0.53

Recovery overview

The distribution of payments has allowed for
defunct bonds to come back to life as so-
called “zombie bonds”, meaning they were
once considered inactive with zero balance
by investors but now have a balance. Existing
bonds have benefited from recoveries in
accumulated writedowns, while others have
rebuilt or improved their credit enhancement
levels. The influx of these payments has led
to increased investor demand and attention
around the Countrywide shelf of securities in
particular. Using Markit’s Parsing service has
seen BWIC (Bids Wanted In Competition) and
Offer volumes have increase significantly
since the June 2016 payment.
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BWIC Volumes

The same demand has not been seen in the
other large scale litigations. Demand and
activity for JP Morgan and Citibank-backed
settlement bonds were not affected by the
recent surge in Countrywide activity. Many
believe the US courts will next clear JP
Morgan’s $4.5bn settlement, while Citibank’s
$1.1bn settlement is still considered by
investors to be outstanding for much longer.
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Markit's Securitized Pricing history, it is
evident that the potential for a recovery has
had a material impact on the price of the
bonds as the future cashflows help boost the
value of the securities. Earlier in the year
investors became more sceptical on the
potential for payouts from litigation as
persistent appeals and differing
interpretations of payout structures were
argued in the courts, causing further delays in
recovery payments. This is exhibited by the
dip in prices for recovery eligible bonds
towards the end of the first quarter 2016.
Prices did recover as the Countrywide news
spread through the market.
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There is still controversy and uncertainty
around the remaining 18 Countrywide
recovery deals that have not paid. We believe
that the potential for more large scale
litigations is minor. The bulk of the impacted
bonds were issued between 2005 and 2007,
putting them far outside most statute of
limitations laws.

The years since the mortgage crisis (2008+)
resulted in anaemic issuance and heavy
oversight of all private label mortgage
securitizations. Once  multi-billion  dollar
market, the yearly pace of issuance has
shrunk from its size to only $600m now, yet
the appetite from investors and participants
has not fully eroded. The influx in recovery
payments from current and pending lawsuits
is viewed positively by market participants as
they believe that most of the cash will be
reinvested back in to the Non-Agency RMBS
market. Government mortgage assistance
programs along with large scale mortgage
modifications  contributed to increasing
confidence in to the universe of crisis era
securities. Pending litigation involving other
Issuers such as Lehman Brothers, UBS and
Deutsche Bank is well underway and is
drawing investors to catch them all.
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The intellectual property rights to this report provided herein is owned by Markit Group limited. Any unauthorised use, including but not limited to copying, distributing, transmitting or
otherwise of any data appearing is not permitted without Markit’s prior consent. Markit shall not have any liability, duty or obligation for or relating to the content or information (“data”)
contained herein, any errors, inaccuracies, omission or delays in the data, or for any actions taken in reliance thereon. In no event shall Markit be liable for any special, incidental, consequential
damages, arising out of the use of the data. Markit is a trademark owned by the Markit group.

This report does not constitute nor shall it be construed as an offer by Markit to buy or sell any particular security, financial instrument or financial service. The analysis provided in this report is

of a general and impersonal nature. This report shall not be construed as providing investment advice that is adapted to or appropriate for any particular investment strategy or portfolio. This
report does not and shall not be construed as providing any recommendations as to whether it is appropriate for any person or entity to “buy”, “sell” or “hold” a particular investment.
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