Background on the U.S. Housing Market
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Private Label Mortgages (Those Securitized by
Wall St.) Are 15% of All Mortgages, But Account
for 28% of Nonperforming Mortgages

Private Label
Universe
$1.7T

Agency MBS
$5.2T

Unsecuritized

$4.0T

Source: Inside Mortgage Finance.

16



The Mortgage Market Has Effectively
Been Nationalized

Source: Amherst Securities.
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Housing Prices Have Fallen Sharply

Source: Amherst Securities.
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The Sharp Drop in Housing Prices, Combined with Low
Interest Rates, Has Made Housing Very Affordable

Source: Amherst Securities.
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In Addition to Affordability, Two Primary
Factors Have Been Driving Home Sales

 The $8,000 First-Time Buyer and the $6,500
Repeat Buyer Federal Tax Credits (expired
last Friday)

 Every loan officer and realtor has recently
been telling buyers that rates will soar when
the Fed ceases the MBS purchase program
so “you’d better buy now!”
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Existing Homes Sales and Inventory Have Gyrated Wildly in
Recent Months, But Inventory Is Still Well Above Historical
Levels — And Shadow Inventory Lurks

| 3.6 million units, equal to 8.5 months
””””””””””””””””””””””””””””””””””””” B as of the end of March 2010

Source: NATIONAL ASSOCIATION OF REALTORS® Existing Home Sales data series.
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Delinquencies and Inventory Overhang



More Than 14% of Mortgages on 1-to-4 Family Homes
Were Delinquent or in Foreclosure as of Q4 2009

30, 60 or 90 days delinquent

Source: National Delinquency Survey, Mortgage Bankers Association; T2 Partners estimates. Note: Delinquencies (30+ days) are seasonally adjusted.
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The Current “Housing Overhang” Is More Than 7 Million
Homes — Which Doesn’t Include Any New Defaults, Which
Are Running at Approximately 300,000/Month!

Source: Mortgage Bankers Association, Loan Performance, Amherst Securities.
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The 7+ Million Homeowners in Default Are Saving $8-
$12 Billion Per Month, or $100-$150 Billion Annually
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Banks and Servicers Have Sold Down Their REO,
But the Number of Seriously Delinquent and
Foreclosed Loans Continues to Grow

Source: Loan Performance, Amherst Securities.
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Banks and Servicers Have Dramatically
Slowed the Foreclosure and REO Process

Source: Loan Performance, Amherst Securities.
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Of Homeowners Who Haven’t Made a Payment in
a Full Year, 23.6% Haven’t Been Foreclosed Upon

Source: Loan Performance, Amherst Securities.
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Modifications and
Underwater Homeowners



Trial Modifications Surged and Are Now Declining,
and Both Permanent and Cancelled Ones Are Up

Borrowers (Thousands) Borrowers (Thousands)

180 oTrialModifications Started 180

u Permanent Modifications Started

e 160
m Modifications Canceled

J
J oA

Source: US Treasury, in GS report, 4/21/10.
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Lower Debt-to-Income (DTI) Loans
Perform Much Better

Note: Monthly Transition Rate (sTr): % of loans becoming 60+ days delinquent for the first time, quoted on a monthly basis.

Source: Loan Performance, Amherst Securities.

31



But Re-Default Rates for Modified Loans Are Very High,
Even When Monthly Payments Are Reduced Sharply

Source: Loan Performance, Amherst Securities.
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Homeowners With Equity In Their Homes
Are Unlikely To Default

Source: Loan Performance, Amherst Securities.
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Being Underwater Is a Much Bigger
Driver of Defaults Than Unemployment

Source: Loan Performance, Amherst Securities.
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The Mortgage Crisis Is Shifting From One In
Which Defaults Are Driven by Resets to
Underwater Borrowers Being the Primary Driver

Sources: Amherst Securities.
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What the Future Holds



Foreclosure Filings Have Increased
Dramatically

367,056 foreclosure filings during March were up 19% sequentially and up 8% year-over-year.
2.2% of all U.S. housing units (one in 45) received at least one foreclosure filing in 2009.

Note: Foreclosure filings are defined as default notices, auction sale notices and bank repossessions.

Source: RealtyTrac.com U.S. Foreclosure Market Report.
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Distressed Sales Have Started to Rise Again

Figure 1: Distressed Sale Share of Total Resales

M Short Sale Share
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Sources: First American CorelLogic.
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Home Prices Increased Every Month From May-
September, then Fell October-February

February 2010: -0.9%

Source: S&P Case-Shiller 20-city index, non-seasonally adjusted.
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Home Prices Are Always Strong in the
Spring and Early Summer

Source: S&P Case-Shiller 20-city index, non-seasonally adjusted.
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If Home Prices Drop 10%, the Percentage of
Underwater Homeowners Would Increase by 56%

Source: Loan Performance, Amherst Securities.
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More Than Half of HELOCs and Second
Liens ($442B) Are Owned by the Big 4 Banks

Other, $400 Well Fargo,
$121

Source: American Bankers Association’s Consumer Credit Delinquency Bulletin; Amherst Securities using data from Inside Mortgage Finance
and the FDIC Quarterly Banking Profile.
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When They Mature, Most CMBS Loans Today Are
Simply Being Extended, With No Loss Taken

Source: LoanPerformance, Amherst Securities

Matured Loans By Outcome Extend &
60,000M

Pretend
or Delay
& Pray

50,000M

40,000M

$146M

™ Loss Loan Balance
30,000M
M Post-mature Balance

m Rolled Balance

20,000M

10,000M

Source: Intex, Amherst Securities.



Investment: Short Homebuilders Via iIShares Dow
Jones U.S. Home Construction Index (ITB)
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