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Right to Survive < Finance &

Accounting Forum

For Financial Institutions

« Barings Bank — 1762 - 1995
* Arthur Anderson 1913 — 2002
 Lehman Brothers 1847 — 2008
« General Motors 1908 — 2009

« AW Faber 1761 — 1976
« Swiss watch manufacturers

Long Term Capital Management; Taylor, Bean
& Whittaker; Enron; FHLMC; FNMA

1/3 Fortune 500 are gone > 20 years
Average lifespan of largest = 40 years
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Agenda

e Finance &
Accounting Forum

For Financial Institutions

» Originations

« Secondary

» Servicing

Financial
Managers
Society

FMS

Only we specialize in you! www.fmsinc.org | 800-ASK-4FMS




]
The Finance &

Originations - Present [ Accounting Forum

For Financial Institutions

Residential Production in 2011 - 2003: The Product Mix

Dollars in Billions

Year Total Prod Prime Prod B&C Vol Al-AVol 10Vol Payment Opt. ARMs FHANVA
2011(e) 51,600 800 $1 1 B60 50
2010(e) $1,400 3900 50 51 550 50
2008 $1,919 $1,371 51 55 360 51
2008 51,614 $1,001 BE 5105

2007 $2,650 $1,323 5439

2006 53,267 $1,338 5700

2005 53,204 $1,373 676

2004 52,790 51,341 5282

2003 53,904 52,473 na

Source: Mortgagestats.com / National Mortgage News
Categories are not exclusive and may not foot across
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For Financial Institutions
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Origination —_ the Finance &

Accounting Forum

U nem ployment Rate I For Financial Institutions

Financial Source Bloomberg
Managers
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Ol‘igination - QRMS e Finance &

Accounting Forum

For Financial Institutions

“As an alternative to the traditional 30.year mortgage,
we also offer an interest-only mortgage, balloon
mortgage, reverse mortgage, upside down mortgage,
inside out mortgage, loop-de-loop mortgage, and the
spinning double axel mortgage with a triple lutz.”

Financial

vereees Return of Other Investors?
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The Finance &

Originations — Accounting Forum
Population Growth

500,000

For Financial Institutions

Population Change by Immigration Status
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Financial Source: US Census Bureau
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Originations — Demographics [ Accounting Forum

For Financial Institutions

POPULATION %: 18 TO 65 YEARS OLD

== CURRENT POPULATION \

| VIMIIGRANTS

Financial Source: US Census Bureau
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Originations — e Finance &

cyrg = Accounting Forum
Pull through Volatility is Down 8o cianciinsiutions

Broker/Borrower behavior models of past
do not properly predict magnitude of pull-
through volatility

— Narrow range of products

— Demise of the broker

— Stricter underwriting guidelines

— Decreasing portability of appraisals

— High correlation between loan with post-lock

data modifications and pull-through

Only we specialize in you! www.fmsinc.org | 800-ASK-4FMS

Financial Source: KESEES LT3
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Originations — rne Finance &
. I Accounting Forum
TrendS/O bse rvatlons For Financial Institutions

Banks are lending but few are borrowing

ncreased underwriting standards

-Housing demand down

Exotic mortgages less popular

Financial
Managers
Society

FMS

Only we specialize in you! www.fmsinc.org | 800-ASK-4FMS




- 0000000000000
Originations — e Finance &

Accounting Forum

TrendS/O bse rvations For Financial Institutions

Balance sheet compositions are changing

3/31/2011 3/31/2010 12/31/2010 12/31/2009 12/31/2008

Percent of Average Assets
Loans Held For Sale 0.08 0.06 0.09 0.08 0.05
Loans Not Held For Sale 61.82 64.45 63.72 65.98 66.80
Less: LN&LS Allowance 1.09 1.07 1.07 0.98 0.86
Net Loans & Leases 61.01 63.61 62.97 65.26 66.16

Interest-Bearing Bank Balances 5.11 4.04 4.49 2.88 1.17
Federal Funds Sold & Resales 1.63 1.82 1.70 2.08 2.98
Trading Account Assets 0.04 0.05 0.05 0.07 0.08
Held-to-Maturity Securities 1.17 1.25 1.21 1.34 1.42
Available-for-Sale Securities 17.16 15.52 16.01 15.24 15.15

Total Earning Assets 91.50 91.35 91.39 91.63 91.83

Financial Source: FFIEC Peer Group Average — All banks
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Accounting Forum

TrendS/O bse rvations For Financial Institutions

Balance sheet compositions are changing

3/31/2011 3/31/2010 12/31/2010 12/31/2009 12/31/2008
Percent of Average Assets

Liabilities
Demand Deposits
All NOW & ATS Accounts
Money Market Deposit Accounts
Other Savings Deposits
Time Deps At or Below Insurance Limit
Time Deps Above Insurance Limit
Fully Insured Brokered Deposits
Deposits in Foreign Offices

Total Deposits

Financial Source: FFIEC Peer Group Average — All banks
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2010 JD Powers Mortgage me Finance &

Origination Customer Accounting Forum

For Financial Institutions

Satisfaction Survey W w m m w

Quicken Loans 626

MetLife Home Loans ana

Providing proactive updates on the status of the loan PNC/National City 176
Mortgage
Providing a welcome acknowledgment after an application is submitted F
. . . . U.5. Bank 7756
Avoiding asking for the same information more than once E
Closing on the promised date SunTrust Mortgage 770
Clearly explaining loan options and ensuring that the customer understands BBA&T (Branch T 767
.. . L Banking and Trust)

Clearly explaining the entire process from application to approval £

Fifth Third Mortgage 167

Wells Fargo 758
GMAC Mortgage T46
Provident .Funding 743
Associates
Source: J.D. Powers
Industry Average T34
Flagstar Bank 708
Chase 699

Fiﬂancial CitiMortgageiCitibank 6591
Managers +
SOC|e‘ty Bank of America BTE
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Secondary — mhe Finance &

Accounting Forum

New orig i nations For Financial Institutions

GSE Hame 1Q 2010 Purchases/Guarantees 1Q 2010 Market Share
Fannie Mae 5191 0%

Freddie Mac 397 25%
Ginnie Mae 390 23%

TOTALS 5378 98%

Source: Mortgagestats.com / National Mortgage News
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Secondary — Seasoned Portfolios [ Finance &
Accounting Forum

WhOIe Loans VS Securities For Financial Institutions

mproved liquidity
Higher risk-based capital ratios
Higher return on risk-based equity

Redeploy freed-up capital

Greater servicing value

Lock in credit risk

Facilitates Asset/Liability Management
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Servicing - Worth?
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The Finance &

Servicing Values - SRPs [ Accounting Forum

For Financial Institutions

11/12/2010 Conv30 Convi15 Govt30 51 ARM SRPs based on:
Bank of America| 1617 1.451 2909 1.436 State: NY
Chase 1.796 1.693 1.670 1.040 Min Fico: 720
Citibank 1.600 1.410 2.330 NA 15t Lien Amount: 300,000
SunTrust 0.984 0.695 1.628 0.326 LTV: 80
Wells Fargo 2130 1.770 2 550 0.330 _Full Doc
Wells Fargo
Low UPB High UPB
. Little t h ti AZ - Arizona 1.300 5 1750
Ittie 10 no change over time CA - California 1.150 7 7 1600
L FL - Florida 1.700 1 7 2150
« Variation by state MA - Massachusetts 1.200 6 " 1650
o ] MD - Maryland 1,500 37 1950
* No variation by credit ..... NV - Nevada 1400 4 7 1850
MY - Mew York 1.600 2 " 2050
AZ - Arizona 0.900 5 7 1450
CA - California 0.800 7 7 1380
FL - Florida 1.250 1 7 1800
Ma& - Massachusetts 0.800 8 7 1380
Source: www.L1Loans.com MD - Maryland 1.100 37 1850
NV - Nevada 1.000 4 7 1880
MY - New York 1150 2 7 4700
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17 Largest Lenders im‘uﬂﬁiﬁg -
Rate Sheet PrICIng For Financial Institutions

But ... no variation in SRPs

101.00 |
100.50 ‘llfr‘ =
100.00 - A L /
P - B 740
9950 | T P A4 200
.‘{----- :/( ;;‘.
<
99.00 ¥ —L ~“ 650  CREDIT SCORE
60.00 N /
65.00 —
7000 4500 £0.00 . ——1/ 620
8500
90.00 95.00
LOAN-TO-VALUE
F S K/‘]r;%ggglrs Source: www.L1Loans.com
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Servicing Values - e Finance &

Accounting Forum

FN MA IO Mu Iti ples I For Financial Institutions

4.5% 10 Multiples

/

N

N

0810 10M0 1210 0211 0411

Financial Source: Level 1 Loans
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Servicing Values from 10Qs IAccountingForum

For Financial Institutions
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Servicing Risk - ive Finance &

Accounting Forum

IntereSt Rates are VOIatiIe For Financial Institutions
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MSR Interest Rate Risk — 1 Finance &

Accounting Forum

Prepays For Financial Institutions

Embedded options to prepay Mortgage
Loans (without penalty) create uncertain
cash flows

 Unlike mortgages, MSRs gain value when

rates rise
* Prepayments are hard to predict

« Examiners often scrutinize prepay
assumptions used in valuation models

Only we specialize in you! www.fmsinc.org | 800-ASK-4FMS
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MSR Interest Rate Risk — [ Finance &

Accounting Forum

Prepays For Financial Institutions

Estimating MSR Prepays

« Generate predictions based on
historical data

» Forecast speed changes in different

rate simulations

* Understand underlying loan
characteristics

FMS

Only we specialize in you! www.fmsinc.org | 800-ASK-4FMS

Financial
Managers
Society




-
MSR Interest Rate Risk — 1 Finance &

Accounting Forum

Prepays For Financial Institutions

Application of Prepay Estimates & Effects
of Recent Financial Turbulence

Understand the market
Test and document the assumptions

Update assumptions as conditions
change

Acknowledge changing borrower and
lender behaviors
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MSR Interest Rate Risk — g Finance&
I Accounting Forum
Prepays

For Financial Institutions
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MSR Interest Rate Risk — [ Finance &

Accounting Forum
Prepays For Financial Institutions
30.00%
--------- Actual CPR*
--------- Modsled CPR
25 po% 4 per. Mov. Avg. (Actual CPR*) 5
4 per. Mov. Avg. (Modeled CPR) i-l1I
20.00%
15.00%
10.00%
B.00%
0.00%

* Actual plotted with a tiree mrortk Jag to modefed
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MSR Interest Rate Risk - IRR [ Accounting Forum

For Financial Institutions

Portfolio Ave rage Coupon

30 vear FRM Current Coupon
MZH spread

Option spread

Pre-tax Dizcount Rate
Prepay Speed - PSA

Price Multiple
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Servicing — Repurchase Risk

POPULATION LOAN COUNT

Repurchase Reason

Dizsagree

e Finance &
Accounting Forum

For Financial Institutions

Inconclusive Grand Total

Compliance

Credit Score Guidelines

DTl Izzues

Employment Misrepresentation
First Payment Default

Kentity Theft

Income Misrepresentation
Legal Doc Deficiency

Lean Terms are Incorrect
Mizcellaneous Fraud

Mizzing Documentation
Mon-Arms Length Transaction
Occupancy Misrepresentation
Straw Buwer

Title Izzues

Underwriting Deficiencies
Undisclesed Debt

“Value Mot Supported

0
13
25

238
74
g
2o4
24

T
43

a

i

3r
3

0 58
0 13
33 75
98 361
199 1,038
16 25
435
12 43
0

Grand Total

Financial
Managers
Society

Only we specialize in you!

First Payment Default: Request was sent to defendant after loan was foreclosed and REQ sold.
Undisclosed Debt: Debts were disclosed, just not on the final 1003, Additional mortgage
payments were included in the ratios; the file contained copies of the rental agreements and other
documents for each property; and all debts were disclosed on the credit report.

Undisclosed Debt: Plamntiff discovered two additional mortgages. These mortgages were taken
out one month gffer the referenced loan origination date.

Income Misrep: Speculation that borrower’s business nught not have supported sfated income.

Occupancy Misrep: Speculation that borrower did not 1ntend to move to sulbyect property since
four months after the transaction, borrower was still registered as a voter at his old address.
Guideline Violation: Mo vielation of guidelines in effect ar rime of originarion.

www.fmsinc.org | 800-ASK-4FMS
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MSR - PD% Risk mhe Finance &

Accounting Forum
Base Freguency of Foreclosure - 30 Y ear Fixed-Rate Mortgage For Financial Institutions
FICO Score
591 - 611- 631- 65%1- 6B71- 681- 7T11- T31- 781- 771- T91- 811-
LTV % G610 630 Ba0 BY0 690 71 73n a0 Fr0 Tan a10 400
== (2.5 275 1897 141 101 072 0.4 n3ay 026 019 013 0049 < 0.a7y J)
B2E-67.5 ) 317 228 163 117 083 049 042 030 022 015 011 0.08
EYB-T2a8) 365 263 188 135 096 069 049 035 025 018 013 0.09
T2E-T78 Q420 303 217 1486 111 079 0487 040 029 021 018 010
TrE-8245 Q483 349 251 180 1.29 0.92 n4ay 0,33 024 047 012
B2E-87.5 ) 9585 402 289 208 149 106 076 0584 039 027 020 014
87.6-92.5 | 6.37 462 333 1.?2 1.23 088 063 045 032 023 016
92E6-97.5 ) 730 &3 384 276 198 1.42 101 072 082 037 026 019
== 97 6 ( 836610 442 319 229 164 1417 084 06D 043 030 0.22
Characteristic Factor Other Characteristcs
s [latket Eéael;e Decline Upon Default 2504 e  Months to Roll
Woarst 40% & Property Type
o  Timeto Liquidate Propert ;
Bezt peay - s Payment Option
Worst Iyr o Interest Only

¢ Documentation o Interest Caps

Full 1.00
Eeduced 1.2%8 - Term
Low doc 1.43
Mo doc 1.58 # Loan Balance
* LoanPurpose o  DMlonths Delincguent.
Cash-out 1.75
Purchase 1.00 o DebttoIncome Ratio
Rate & Term 0.90
&  Occupancy

- . I Investor 1.24
FlﬂaﬂCIa Becond Home 1.12
Managers
Society

Only we specialize in you! www.fmsinc.org | 800-ASK-4FMS




. e Finance &
MSR - LGD% Risk IAccountingForum

For Financial Institutions

Age in Months Dallas-Plano-Irving, TX| Miami-Miami Beach-
- (MSAD) Kendall, FL (MSAD)
% Change - Purchased Only” -2.6% -45.7%

% Change - Purchase & Refis* 0.7% -40.7%

425

s 54 || =-Pla no-Irving, T

Misan) PURCHASE INDEX

s W igrni-hiami Baach-
Kandsll, FL (MSAD)

— All Transactions

—— All Transactions
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The Finance &

MSR - Basel IAccounting Forum

For Financial Institutions

e MSAs <= 10% of tier 1 capital
e 1,137 of 7,941 banks Have MSAs

* 67 exceeded 10% (1gnores other intangibles)
» These 67 has excess MSAs of $25B ($3.07T)

e Phased implementation
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MSR — The FiInance &

Accounting Forum

GOOd News; CO nveXity I For Financial Institutions
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2010 JD Powers e Finance &

Mortgage Servicing Accounting Forum

Customer Satisfaction Survey

EB&T (Branch Banking & Trust) |?95

SunTrust Mortgage |?ﬁ-?
U.S. Bank | 755
Wells Fargo |?44
Fifth Third Mortgage | 740
Regions Mortgage T | 740 The study also finds that higher customer satisfaction may lead to higher levels of loyalty and retention.
8 1735 Among customers in the prime credit segment, 34 percent of those who are highly satisfied (scores of 800 or
PHH M 0 . - . Ly . . . .
ertgage | higher) say they "definitely will” recommend their servicer—compared with just & percent among customers
MetLifs Home Loans | |731 with lower satisfaction scores, Similarly, 27 percent of highly satisfied prime credit customers say they
CitiMortgage/Citibank | 730 “definitely will” select their servicer for a new home mortgage, while only & percent of less-satisfied
Flagstar Bask |730 customers say the same.
GMAC |726
HSEC Mortgage Corp. (USA] |726
Chase |T21
ncusinyveroce | -9
PHCiNational City Mortgage |F1 i WaS
Bank of America |]"|]5 810 |n

Aurora Loan Services 647 2006
OneWest 619
American Home Martgage Servicing 617

Ocwen Loan Servicing 551

{ | Financial Source: J.D. Powers
Managers
Society

www.fmsinc.org | 800-ASK-4FMS
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Managing in Turbulent Times: - Finance &

Accounting Forum
Peter D"UCker For Financial Institutions
f'f\ "The greatest and most dangerous

turbulence today results from the
collision between the delusions

\\\\ of the decision makers,

... and the realities.”

“.. atime of turbulence is also one of great
opportunity for those who can understand,
accept and exploit the new realities.”
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The Finance &

{! LEVEL1LOANS [ Accounting Forum

For Financial Institutions

u
Ove rv I ew - Level 1 Level 2 Level 3 Grand Total

Performing Loan Count 2413 5688 345 8,447
. . Current Balance | 485,212,046 1284500478  119,958,703| 1,380 681,226
Valuation Services & Software Avg Coupon 438 623 532 5.70
Avg FICO 734 677 727 695
1 1 Average Age 52 70 67 76
compliant with FAS 157 / ASC 820 Average Ag = 5.1.u T e
; Value_ % 100.77 102.88 99.73 102.14
Market --- Economic --- Loss % 0.00 1.31 1.25 0.97
Liquidation --- Prepay & ALLL Z
Mon-Performing Loan Count 1,002 38 1,040
HH : HH Current Balance 266,639,116 28495425 295 134,541
Securitizations, Due Diligence e oo AT8 45 S
& Repurchase Request Defense moe e = e =
Original LTV 66.9 73.1 67.5
. Value_ % 108.33 107.28 108.23
Our practice focuses on: Loss % -36.58 -36.72 -36.59
* Residential Mortgages

Total Loan Count 2,413 6,590 384 9,487
e Reverse Mortgages Total Current Balance 485,212,048 10551129594 145 464,128| 2,185,815,768
Total Avg Coupon 438 5.74 557 6.17
i i Total Avg FICO 734 857 721 625
.MUItIfamlly Loans TutﬂIA'.f.g.rﬂg&Ag& 92 G4 61 T
* Servicing Rights etaVabe % S I
Total Loss % 0.00 7.38 8.06 578

Total Price %

I i‘ Financial Total Price $
S ‘ Managers Lozzes on Level 1 loans are already reflected in the Value %
Society
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. the Finance &
Velligan-Blaxall Consultants, ri.c l Accounting Forum

prme R CotmREeER For Financial Institutions
Risk Management Services and Consulting
Asset/Liability Management --- Financial Risk Measurement --- Model Review

\Securitizations, Due Diligence & Repurchase Request Defense/

Seasoned Mortgage Loan portfolios

Qur practice focuses on:
* Interest Rate and Market Risk Reporting and Consulting
» A/L Model Validation and Back Testing
* A/L Model Implementations
» Non-maturity Deposit and Prepay Speed Studies

BVelligan@VelliganBlaxall.com |‘]BC I www.VelliganBlaxall.com
FMS Financial

Managers
Only we specialize in you! www.fmsinc.org | 800-ASK-4FMS

Society




