
Beginning in March of 05’ these “high FICO” borrowers opted for an off 
market rate in exchange for a low payment.

Pay option arm accrual rate equal 12MTA + 303bps

FNMA 30YR Mtge Rate

2. Adverse Selection

a. Irrational Borrower Behavior
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These borrowers opted for a 200bp higher rate in exchange for a low payment. This implies their FICO is not truly indicative of the credit risk.




