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Agarwal, Chang, Yavas:

Descriptive Statistics for Prime Loans

Kept in Portfolio Sold to GSEs Sold to Private Label

2004 2005 2006 2007 2004 2005 2006 2007 2004 2005 2006 2007
n=13,031 n=22,007 n=44,947 n=51,128 n=276,807 n=411,422 n=391,674 n=226,341 n=69,024 n=92,850 n=51,031 n=30,770
FICO 728 731 731 734 731 727 726 724 733 728 720 726
Income ($in $1,000s) 105.62 93.95 96.61 112.68 87.67 86.12 92.29 92.92| 129.70 119.98 125.96 140.71
LTV Ratio 69.34 69.99 69.76 70.19 65.16 67.28 68.46 69.94 68.92 70.21 70.49 69.88
Origination Amount (S) | 208,112 207,230 199,959 219,857 | 159,229 174,503 184,475 190,115 235,151 253,475 263,432 289,785
Conform 0.65 0.74 0.79 0.77 1.00 1.00 1.00 1.00 0.65 0.62 0.61 0.63
Jumbo 0.17 0.11 0.05 0.09 0.01 0.01 0.00 0.00 0.29 0.28 0.26 0.29
Low/No Documentation 0.13 0.07 0.06 0.05 0.18 0.25 0.30 0.28 0.21 0.22 0.26 0.24
Coupon Rate 5.59 5.68 6.24 6.19 5.66 5.83 6.47 6.31 5.90 6.00 6.64 6.42

This table reports the descriptive statistics for single-family prime loans originated between January 2004 and June 2007. Means are reported.
Only conventional, fixed-rate mortgages are included. Second liens above $650,000 are excluded.

Source : “Adverse Selection In Mortgage Securitization,”” Agarwal, Chang, Yavas
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Delinguency by Sector

Government Guaranteed/GSE Loans |Bank Portfolio Loans Private Label Securitized Loans

Performance of
Govt Guaranteed Prime PLS Alt-A / Subprime
(FHA/VA) Performance of GSE FDIC BANK Performance PLS Performance  Performance / Option ARM
30-89 DAYS DQ 7.1% 2.9% 2.8% 7.4% 2.9% 9.0%
90+ DQ, 6.6% 4.6% 9.8% 29.0% 9.1% 35.6%

Source: OCC/OTS Mortgage Metrics Report June 2010, FDIC Quarterly Report June 2010, CoreLogic (for June 2010 PLS Performance only)
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Origination and Securitization Volume

Origination Year:

2001 2002 2003 2004 2005 2006 2007 2008 2009 6M 2010
Total Origination (less Second Liens) S 2,100.0| S 2,720.0 3,725.0] $ 2,572.0] S 2,753.0| S 2,553.0| S 2,076.0| S 1,371.0| S 1,738.0| S 636.0
Portfolio Origination S 771.8|S$ 929.8 1,0875|S 798.8|S 7102|$S 6196|S 3048|S 1937|$ 185.0](S 70.8
MBS Issuance S 1,328.2| $ 1,790.2 2,637.5|S 1,773.2| $ 2,042.8| S 1,933.4| S 1,771.2] S 1,177.3| S 1,553.0| $ 565.2
IPerce nt Securitized 63.2% 65.8% 70.8% 68.9% 74.2% 75.7% 85.3% 85.9% 89.4% 88.9%
GSE Conforming Portfolio Origination S 350.1|S$ 4356 5476 |S 317.7|S 2129|$ 173.1|S$S 1000} S 2021 S 7821 S 19.0
MBS Issuance S 9149| S 1,270.4 1,9124|S 8923|S 879.1|S 8169|S 1,0620|S 899.8|S 1,106.8| S 383.0
Percent Securitized 72.3% 74.5% 77.7% 73.7% 80.5% 82.5% 91.4% 97.8% 93.4% 95.3%
Sub-Total S 1,265.0| $ 1,706.0 2,460.0 | S 1,210.0| $ 1,0920|S 990.0|S$ 1,162.0] S 9200 S 1,185.0| S 402.0
Percent of Total Origination 60.2% 62.7% 66.0% 47.0% 39.7% 38.8% 56.0% 67.1% 68.2% 63.2%
FHA/VA Portfolio Origination S 23]S 3.8 15]8$ 56|S 04]$S (0.2)] $ 248 21.0| S 481S 15.0
MBS Issuance S 1727|S$ 172.2 2185|$ 1264 S 85.6|$S 83.21]$ 98.6]|S 269.0|$ 4462|S 1820
Percent Securitized 98.7% 97.8% 99.3% 95.8% 99.5% 100.2% 97.6% 92.8% 98.9% 92.4%
Sub-Total $ 175.0|$ 176.0 2200 $ 1320 S 86.0]$ 83.0|$ 101.0|S$ 2900|$ 451.0|S$ 197.0
Percent of Total Origination 8.3% 6.5% 5.9% 5.1% 3.1% 3.3% 4.9% 21.2% 25.9% 31.0%
Prime Jumbo Portfolio Origination S 302.8|S$ 399.5 4125|S 2816|S 2893|S 2610|S 1689]S %0.4|S 920]S 32.8
MBS Issuance S 1422|S 1715 237.51$ 2334|S 280.7|S 2190[$ 1781 S 6.6|S - S 0.2
Percent Securitized 32.0% 30.0% 36.5% 45.3% 49.2% 45.6% 51.3% 6.8% 0.0% 0.6%
Sub-Total S 445.0|S$ 571.0 65001 $ 5150|S 570.0|S 4800[S 3470]S 97.0| S 92.0] S 33.0
Percent of Total Origination 21.2% 21.0% 17.4% 20.0% 20.7% 18.8% 16.7% 7.1% 5.3% 5.2%
Subprime / Alt-A Portfolio Origination S 1166| S 90.9 1259|S$ 1939|S 2076|S 185.7]S 335 S 62.1]$ 100 $ 4.0
MBS Issuance S 98.4|S 1761 269.11$ 5211|S 7974|S$ 8143[|S 4325]S 191 - S -
Percent Securitized 45.8% 66.0% 68.1% 72.9% 79.3% 81.4% 92.8% 3.0% 0.0% 0.0%
Sub-Total S 2150|$ 267.0 395.01$ 715.0| S 1,005.0|$ 1,0000] S 466.0] S 64.0| S 100] S 4.0
Percent of Total Origination 10.2% 9.8% 10.6% 27.8% 36.5% 39.2% 22.4% 4.7% 0.6% 0.6%
Prime Jumbo Securitization as a % of Private Label Securitization I 59%| 49%| 47°o| 31%| 26°o| 21°o| 29°o| 78°o| N/A 100°o|

Source : Inside Mortgage Finance
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Shifting Market Dynamics
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STATS BY ORIGINATION YEAR

Fannie Mae PLS - Total

Vintage 2010 2009 2008 2007 2006 2005 i e 2010 2009 2008 2007 2006 2005 <=2004
Total Balance ($inbil)  168.90  646.60 314.80 380.20 262.90 26830  744.00 Total Balance ($in bil) 0.19 0.83 225.88 466.85 37751  268.20
Average Balance 217,068 214,247 190,665 181,952 166,564 155,104 103,009 Average Balance 883,446 736,392 358,479 276,333 259,387 203,073
[s0+ D 0.0% 0.1% 4.4% 13.8% 12.5% 7.2% 3.0%| [90+DQ 0.0% 15.0% 31.0% 38.0% 27.0% 13.0%|
Orig LTV 69.6 67.0 73.5 77.7 74.9 72.3 69.4 OriglTV 56.4 72.6 75.6 76.8 75.1 71.4
Current MTM LTV 68.6 66.2 80.2 98.5 99.0 85.4 555 Current MTM LTV 54.1 87.0 109.6 116.7 101.6 68.2
Curr MTM LTV 100-125 2% 1% 12% 2% 18% 13% 3% Curr MTMLTV 100-125 0% 17% 27% 24% 2% 7%
Curr MTM LTV > 125 0% 0% 3% 16% 20% 12% 1% Curr MTMLTV >125 0% 3% 26% 35% 2% 4%
FICO 758 761 736 709 711 720 722 FICO 770 743 701 681 693 699
FICO <620 0.7% 0.4% 2.6% 7.4% 6.1% 4.5% 4.8% FICO<620 0% 1% 11% 18% 15% 15%
10 loans 1.9% 1.0% 5.5% 15.4% 17.1% 9.9% 1.7% 10 loans 76% 65% 46% 35% 42% 26%
Neg Am 0.0% 0.0% 0.0% 0.1% 1.2% 1.4% 0.7% NegAm 0% 0% 17% 18% 13% 4%
Fixed 92.6%  96.9% 91.8% 87.2% 83.3% 83.1%  91.1% Fixed 0% 31% 44% 33% 37% 52%,

PLS - Prime PLS — Non-Prime

Vintage 2010 2009 2008 2007 2006 2005 <=2004 [@vintage 2010 2009 2008 2007 2006 2005 <=2004
Total Balance ($in bil) 0.19 0.68 66.18 66.17 8846  112.66 Total Balance ($in bil) 0.01 86.10 254.50 159.62 81.31
Average Balance 883,446 770,141 501,949 546,825 484,986 379,212 Average Balance 184,638 277,003 243,132 213,325 129,613
[s0+ DQ 0.0% 13.9% 13.7% 13.9% 9.5% 4.6%| [s0+Da 3.0% 43.0% 47.0% 41.0%  26.0%|
Orig LTV 56.4 72.4 73.0 72.2 70.8 66.4 OrigLTV 88.5 78.6 79.2 78.8 77.9
Current MTM LTV 54.1 86.3 96.2 97.5 88.3 584 Current MTM LTV 100.3 122.2 125.3 112.0 79.4
Curr MTM LTV 100-125 0% 16% 25% 2% 18% 4% Curr MTM LTV 100-125 37% 29% 25% 24% 11%
Curr MTMLTV > 125 0% 3% 12% 16% 10% 1% Curr MTMLTV >125 6% 39% 43% 31% 7%
FICO 770 746 739 737 739 734 FICO 668 661 651 650 636
FICO <620 0% 1% 0% 1% 2% 4% FICO<620 31% 28% 32% 33% 42%
10 loans 76% 60% 58% 59% 61% 34% 10 loans 8% 2% 13% 18% 6%
Neg Am 0% 0% 0% 0% 0% 0% NegAm 0% 45% 34% 30% 13%
Fixed 0% 37% 66% 51% 39% 46%, Fixed 96% 18% 18% 23% 52%,

Source : Fannie Mae, CoreLogic, Amherst Securities
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No Credit Availability Outside of Agency Space:
GSE Credit Has Tightened

Freddie Mac HighCredit Issuance Freddie Mac Low Credit Issuance
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GNMA Share of Purchase Volume

GNMA Share of Total Agency Volume

GNMA Is The Main Outlet for Purchasing A Home

(All Are %s In Loan Count Terms)
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Policy Guidelines from Riddiough

Policy Guideline Summary of:

Can Securitization Work? Economic, Structural and Policy Considerations by Timothy
Riddiough

= Leverage Management (Remember, internal leverage has historically been dictated by
rating agencies, and external leverage by ratings.)

=  Transparency and Information Production (Yes)

= Increase the size of Asset Pools to get around the fact that for small pools, it may not be
worth an investors time to do the work (These trusts need a fiduciary)

=  Monitor and provide incentives to establish a dedicated B piece investment market (This
is not the role of the government.)

=  More emphasis on investor responsibility (Yes, we need a fiduciary)
= Increase Back end Structural flexibility in REMICs (Yes, we need a fiduciary)

= Increase monitoring and assessment along the entire securities production chain—Is
this a role for the credit rating agencies? (Better transparency would help. Why would
we possibly entrust this to the rating agencies?)

=  Consideration of organization form and incentives of issuers and investors. Corporate
ownership decreases long term employee commitment (That ship has sailed)

=  Monitoring the monitor—Do we need a forward market on the next financial crises? (We
need to encourage the private markets to WOI’k) Source : “Can Securitization Work?”” Riddiough

A
i

This material has been prepared by individual sales and/or trading personnel and does not constitute investment research.

Am he r5t® Secu riti eS G rou p L P Amherst® Securities Group, LP, Member FINRA/SIPC

9



What Does it Take to Restart RMBS Securitization?

Securitization must be Economic
= There are 3 stages of securitization:
1. Re-REMICs of existing securities—this is currently happening in size

2. Securitization of loans purchased below par—there have been a number of
these deals

3. Securitization of newly originated loans—this is currently non-economic

Some of the current conflict of interest and transparency issues must be resolved

Regulatory Impediments — The Private Label RMBS market will be much smaller; it will
consist primarily of “qualified” mortgages

AW Amherst” Securities Group LP 10
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Re-REMICs — Issuance Volume, Product Mix

Month Total
Jan-09 $ 398.27
Feb-09 $ 981.23
Mar-09 S 3,918.45
Apr-09 S 7,560.17
May-09 S 7,929.18
Jun-09 S 3,284.01
Jul-09 $ 1,409.96
Aug-09 $ 2,281.92
Sep-09 $ 3,902.53
Oct-09 S 1,747.25
Nov-09 S 10,042.36
Dec-09 $ 2,033.39
Jan-10 S 5,489.46
Feb-10 $ 2,704.40
Mar-10 S 5,573.06
Apr-10 $ 2,060.51
May-10 S 4,658.05
Jun-10 S 9,642.66
Jul-10 S 2,031.05
Aug-10 S 4,079.94

Grand Total $ 81,727.84

Volume ($ in Millions)
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Source: Amherst Securities
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Percent of The Original AAA Universe Currently
Below Investment Grade

% Of The Original AAA Universe Currently Below Investment Grade

Vintage Prime Fixed Prime ARM Alt-A Fixed Alt-A ARM  Option ARM  Subprime

2004 4% 19% 16% 26% 50% 14%
2005 75% 84% 89% 88% 77% 64%
2006 97% 97% 98% 98% 97% 97%
2007 91% 89% 99% 97% 97% 96%

Source: BlackRock Solutions®

Amherst® Securities Group, LP, Member FINRA/SIPC
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When Does Securitization Begin Again?
Mid-September 2010

A simple prime jumbo fixed securitization would require a 5.625% Mortgage Rate to
target a $100-00 price, 4.50% vyield senior bond:

Size ($mm) | WAL NWAC Price Yield
(%)

NET COLLATERAL* $100 . 5.375% 100.48 5.28
Senior Tranches $93 7.2 4.50% 99.93 4.50
Senior 10** $93 7.2 0.875% 3.50 11.65
Subordinates $7 12.5 5.375% 61.35 12.00
Proceeds 100.48

Costs to Originate = $100.00 loans + $1.00 costs + $0.355 profit=  $101.355

Proceeds from Deal = $100.48 bonds + $1.125 servicing — $0.25 deal fees =  $101.355

Assuming 25bps of servicing priced at a 4.5x multiple and a AAA 1O priced at a 4.0x
multiple above, a 5.625% GWAC pool of loans would create a breakeven
securitization. Jumbo rates are now 5.125%, we are 50 bps away from a profitable
securitization. Source: Yieldbook, Amherst Securities

Ambherst” Securities Group LP 13
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ldentifying Conflicts of Interest And Lack of Transparency In Securitization:
To What Extent Does Regulatory Reform Really Help?

Conflicts of Interest: Proposed Comments
Remedy

1. Originators who are also portfolio lenders may be . i m on't ifiod e onl
incented to adversely select loans for securitization. 1-3. . There will be no risk retention for qualiied mortgages. The only
Risk Retention mortgages that will be securitized will be qualified mortgages. Even if
2. Underwriters are incented to select as adversely as risk retention is implemented, it will be ineffective as it does not
the market will bear. address the issues. For issues 1&2, no legislative solution is possible.
3. Trustees are responsible for enforcement of 3. The third party must have both the authority and the information,
representation and warranty (“rep and warrant”) Independgnt Third !nclud_ln_g the right to review the loan files. SEC measures are
. . . Party Reviewer insufficient.
issues, but the servicers are the only one with the
information to detect the violations. 4, There is a bill in Congress (unlikely to pass) that servicers can’t own
4 Servi ften 2nd lien i Largely Not the second. The second lien issue is an important issue: it should
: ervicers are oiten 2nd lien investors. Addressed have been an integral part of financial reform but wasn’t.
5. Servu_:ers_ may have addltlo_na_l items on their agenda, 5 This is not part of any legislation.
resulting in a failure to maximize net present value of Additional
the loans. disclosure
6. Goals of different investor groups are not necessarily 6. Limits on advances of delinquent loans
aligned. Market will solve Treatment of principal forbearance will be specified
. . . o by being more
7. Rating agencies are issuer-paid — “race to the explicit on the
bottom.” issues that cause
conflicts
7. SEC— SEC Rule 17b gives all NRSROs access to the same information. This

Lack of Transparency:

unsolicited ratings will help. No legislative solution possible.

1. Lack of transparency in the Modification Process
2. Lack of Transparency in Cash Flow Distribution
. Inconsistencies in the documentation or between Remedy
the documentation and models Disclosure SEC requires release of a computer program of the contractual
. Getting the cash flows to tie out (balancing the caillilons [ Ao azeE s SOLEs Gk,
Other aspects are not addressed.
checkbook)
3. Lack of Transparency in the Settlement Process

Source: Ambherst Securities

Amherst® Securities Group, LP, Member FINRA/SIPC
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Largest Servicers Also Own A Large Share
Of Second Liens

Q2 2010 FR Y-9C REPORT

1-4 Family Servicing | Non-Agency Residential Revolving Share of Total Revolving
Originator Q210 |Q2 Share|MBS Securities|1st Liens Closed End 2nd Liens Lines of Credit Total Revolving and 2nd Liens

Bank of America | $ 2,135.30 20.1%| $ 43.65 | $284.28 2591 | $ 116.90 17.7%| $ 142.81
Wells Fargo $ 1,811.97 17.0%| $ 16.47 | $246.86 $ 18.34 | $ 105.53 16.0%| $ 123.87
JP Morgan Chase | $ 1,353.60 12.7%| $ 1524 | $147.85 | $ 1131 $ 100.72 15.3%]| $ 112.03
Citigroup $ 67781 6.4%| $ 28.87 | $123.36 | $ 2420 | $ 30.82 4.7%| $ 55.01
Total Top 4 $ 5,978.68 56.2%| $ 104.22 | $802.34 | $ 79.76 | $ 353.97 53.7%| $ 433.72
Total $10,640.00 $ 659.60 $ 1,012.60
Notes: Total Revolving and 2nd Liens By
Individual bank data from Q2 2010 FRB Data All Commerical Banks $ 751.20
Total 1-4 Family Servicing from Inside Mortgage Finance Credit Unions $ 92.00
Total Residential Revolving Lines of Credit Refers To Revolving Lines of Credit held at FDIC Insured Institutions. Savings Institutions $ 78.40
It is not the total universe. Finance Companies $ 63.40
Total Revolving Second and Second Liens Total and by Investor is from Fed Flow of Funds Data (Z.1) ABS lIssuers $ 27.60
TOTAL $ 1,012.60
Source: Inside Mortgage Finance, Federal Reserve, FDIC, Amherst Securities
" This material has been prepared by individual sales and/or trading personnel and does not constitute investment research.
® “ . Ambherst® Securities Group, LP, Member FINRA/SIPC
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Disclaimer

Ambherst® Securities Group LP has prepared this report incorporating information provided by third party market data sources. Although
Ambherst® Securities Group LP believes this information to be reliable, it cannot be held responsible for inaccuracies in such third party
data or the data supplied to the third party by issuers or guarantors. Amherst® Securities Group LP cannot and does not make any claim
as to the prepayment consistency and/or the future performance of any securities or structures. CMO and Mortgage-backed yields and
cash flow projections are calculated using estimates based on assumed prepayment assumptions that may or may not be met as of the date
of this report, and are quoted as bond equivalent yields unless otherwise noted. Changes in prepayment rates and/or payments may
significantly affect yield, price, total return and average life. Prices, quotes, yields, call features and availability are subject to change
without notice. Market prices are only indicators and are subject to changes in market conditions and subject to prior sale and price
change. This report is for analytical use only and is not intended as an offer or solicitation with respect to the purchase or sale of
securities. The decision of whether to adopt any strategy or to engage in any transaction and the decision of whether any strategy or
transaction fits into an appropriate portfolio structure remains the responsibility of the customer and/or its advisors. This material has
been prepared by individual sales and/or trading personnel and does not constitute investment research. Please contact your representative
for information on Collateralized Mortgage Obligations (CMO) and how they react to different market conditions.
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