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Disclaimer

Opinions, analyses, estimates, forecasts, and other views of Fannie Mae's Economic and Strategic Research
(ESR) Group included in these materials should not be construed as indicating Fannie Mae's business
prospects or expected results, are based on a number of assumptions, and are subject to change without
notice. How this information affects Fannie Mae will depend on many factors. Although the ESR group bases
its opinions, analyses, estimates, forecasts, and other views on information it considers reliable, it does not
guarantee that the information provided in these materials is accurate, current, or suitable for any
particular purpose. Changes in the assumptions or the information underlying these views could produce
materially different results. The analyses, opinions, estimates, forecasts, and other views published by the
ESR group represent the views of that group as of the date indicated and do not necessarily represent the

views of Fannie Mae or its management.
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Mortgage rates come down from 23-year high

Inflation rate down from 2022 peak but remains above Fed 2% target

Weekly Interest Rates YoY % Change in CPI

8% 10%
October 2023: Mortgage rates —

peak at 23-year high (~7.80%)

9%

7% Average Monthly Jobs Added (Ths)
The market currently expects six 25-basis 6.62% 8% 2016 -2019| 2022 2023
. point rate cuts in 2024* +0.14% pts YoY uUsS: 181 399 232
6% -0.41% pts MoM
7% .
. 5.33% +4.0% YoY
’ +1.00% pts YoY 6%
0.00% pts MoM
4% 5%  [Nov-23 MoM % Change:
3.98% HeadlineCPI  +0.1%
+0.29% pts YoY 49, |CoreCPI +0.3%
3% -0.21% pts MoM
3%
2% +3.1% YoY
200 =R =fm = = e e - — - - - -
Fed’s Inflation Target: 2%
1%
0 1%
0% N 0%
17 '18 '19 20 21 22 23 24 '19 20 21 22 23
e——FRM30 =—10YearTreasury =—Fed Funds Rate = Core CP| ==——Headline CPI

*as of 1/9/2024, 5:30 PM

4 Source: Bloomberg, Freddie Mac, CME Fed Watch Tool, Federal Reserve, BLS, Fannie Mae Economic & Strategic Research December 2023 Forecast - Data in Forecast as of 12/11/2023



Households indicate pessimism about the economy

Higher prices and tighter credit conditions present risks to economic growth
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% of Respondents Saying Economy is on the Wrong Track

Inflation number one reason why economy is on 76%

wrong track, with high interest rates and home (+5% pts YoY)

prices being second and third main reasons

YoY Change | Change from Q4 2019
Fannie Mae HPI (as of Q3 23) +5.3% +50.7%
30-Yr FRM (as of Oct 23) +72 bps +390 bps
Nominal Income (as of Q2 23) +4.4% +13.9%
Headline CPI (as of Oct 23) +3.2% +18.9%
Nominal PCE (as of Oct 23) +5.3% +28.0%
'19 20 21 '22 '23

70%
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10%

0%

Credit Conditions
12%

Q4 2023:58.0%
(+9.3% pts YoY)

10%
Q42023:7.7% /
(+1.7% pts YoY)

8%
6%
4%
2%

*Question from December 2023 Fannie Mae National Housing

Survey: Share of respondents who think it would be difficult or easy

for them to get a home mortgage today. 0
0%

'11 '13 '15 17 '19 21 '23

— Respondents Reporting it is Difficult to get a Mortgage*
- Percent of Firms Reporting That Credit was Harder to Get (Right Axis)

Source: December 2023 Fannie Mae National Housing Survey, National Federation of Independent Business, Fed Reserve



Economic slow down expected in 2024 with recovery into 2025

Unemployment rate expected to increase and housing expected to remain sluggish for the year

Unemployment Rate 2024 Outlook
14 I
> % Economy Contracts/Labor Market Weakens
| Forecast as of
1 i December 2023 «  Unemployment rate to increase to 4.7% by Q4 2024
E Slow % Consumption/Spending Slows
i d ted . . .
] t:g:ﬁﬁg:f& . Real consumption to Qecllne by an annualized rate of 1.2%
10 i to Q32024 in 2024 Q2 and 0.5% in 2024 Q3
] % Home Sales Remain Weak
1
8 i * 2024 total homes sales flat versus 2023 but down 30%
i versus 2021
6 i % Home Prices Soften
1
i *  Home prices to decelerate throughout 2024 with annual
! growth of 2.8% in 2024
[0
4 E— s Inflation and Long-term Rates Decline
i * Headline CPI to decelerate to 2.1% YoY in 2024 Q4 as
2 ' mortgage rates decrease to 6.5% by the end of 2024
] % Housing Affordability Improves
0 i *  Mortgage and interest payment for homebuyers expected to

drop to 27% of income (versus 32% in Q4 2022) by the end

00 03 06 09 12 15 18 21 24 of 2024

2025 and Beyond: Economic and labor market recovery along with improving affordability lead to a recovery in
home sales and home prices

6 Source: Fannie Mae Economic & Strategic Research December 2023 Forecast - Data in Forecast as of 12/11/2023, Bureau of Labor Statistics
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Existing sales remain at multi-year lows

Share of sales that are new homes rises above long-run average
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New and Existing Home Sales

Long-term Avg (2000-2019): 11.1%

Long-term Avg (2000-2019): 5.3M Units

November 2023
13.4%
+1.0% pts YoY
-1.7% pts MoM

November 2023
0.6M Units
+1.4% YoY

-12.2% MoM

Long-term Avg (2000-2019): 0.7M Units

'00 '02 '04 '06 '08

8

—Existing Home Sales (SA, Ths)

Source: Census Bureau, National Association of Realtors (NAR)

'10 '12 '14

——New Home Sales (SA, Ths)

'16 '18 '20

== New Home Sales % Total Home Sales

November 2023

'22

3.8M Units
-7.3% YoY
+0.8% MoM
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Limited supply continues to drive home price growth

Sales remain limited as homeowners remain reluctant to sell their homes

2.5

2.0

1.5
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9

Active Single Family Listings (Millions)

1

20%
18.3%
15%
10.4%
10%
8.0% Annual Growth for 2022
A
[ |
5.4%
/ 50/0 4.3% 4.6%
November 2023: I I I
1.14M 0%
-9.3% YoY
-0.6%
-1.4%
Orange bars show quarterly growth (Q/Q)
50 Blue bars show annual growth (Q4/Q4)
2 '13 '14 '15 'l6 '17 '18 '19 '20 '21 '22 23 0, o, o, &, &, &, O
J T) e . ’. ”. ’.
¢V D D v 0
Source: Redfin, Fannie Mae Home Price Index, Fannie Mae Economic & Strategic Research December 2023 Forecast - Data in Forecast as of 12/11/2023
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Annual and Quarterly Home Price Growth

Forecast as of
Q32023
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Home prices have grown by around 40% since 2019

Mortgage rates have more than doubled since the end of 2021

Median Home Price and Mortgage Rates

$450K
December 2019

Mortgage Rate 3.7%
sa00k Home Price $278K

Mortgage Payment $1,073

(% of income) (19%)
$350K
$300K

$284K
$250K
$200K
Dec-19 May-20 Oct-20 Mar-21 Aug-21

——Median Home Price ($, Ths)

10 Source: National Association of Realtors (NAR), Freddie Mac, ESR calculations

Mortgage Rate

Home Price

Mortgage Payment

(% of income)

Jan-22 Jun-22 Nov-22

— Mortgage Rate (30-Year Fixed, Right Axis)

Apr-23

$399K

7.4%

Nov 2023

7.4%

$399K
(+40% vs. Dec 19)

$2,305
(33%)

Sep-23

10%

8%

6%

4%

2%

0%



Households remain pessimistic about home buying given affordability challenges

Households indicate higher mortgage rates and home prices are primary challenges to buying

Share of Respondents Stating Bad Time to Buy and Primary Reason

100%
0,
90% Most Important Consideration When 839%
Looking for a New Home** °A
80% Home Location| Home Affordability )
2014: 49% 20%
700 2023 33% 36% e
A 0
60%
50%
40%

i

»\\

20%

10%
**Which of the following considerations would be the most
important if you were shopping for a home to rent or own
0%
'13 '14 '15 '16 '17 '18 '19 20 21 '22 '23

= Bad Time to Buy

Affordability Challenges as Primary Reason Bad Time to Buy*

11  Source: December 2023 Fannie Mae National Housing Survey, Q1 2023 Fannie Mae Special Topics National Housing Survey, Census Bureau
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US Population Distribution By Age (Millions, 2022 Census estimate)

0 10 20

— Median Age of First Time Buyer: 36

30 40 0 80 9

*Either high home prices or high interest
rates as primary reason

Millennials: Born 1981-1996
50 60 7 0 100



About 70% of borrowers said they have a mortgage rate of 4% or less

Mortgage borrowers are not selling because of rate lock in and because they are in the homes they want

60%

50%

40%

30%

20%

10%

0%

Mortgage Rate Distribution

Will you stay in your home longer than you originally planned?

Among Mortgage Borrowers in Q1 2023, n=1,199

13%

57%

13%

11%

1%-2.5%

2.6%-4%

4.1%-5%

Q533: What is your home’s approximate mortgage rate?

12 Source: Fannie Mae Q1 National Housing Survey

5.1%+

EYes EMaybe

Outright Owners 29% 20%

Mortgage Borrowers 54%

49%

Top Primary Reasons for Staying in their Home Longer
Among Homeowners who said “yes” they plan stay in their home longer, ranked by

Mortgage Borrowers

® Mortgage Borrowers(M)  mOutright Owners(O)

I have a lower mortgage rate than current 21%°
mortgage rates 204

| like the home/location

6%

Don't know My job and family are located here

Home prices are too high to buy a new home -

19%
38%M

13%
14%

13%
13%

M/O,: Denotes a % is significantly higher than the segment that the letter represents at the 95% confidence level within the quarter

Q532: What are the reasons why you plan to stay in your current home for longer than you originally intended? (Primary Reason)
Percentage values across answer choices within each category may not always total to 100% due to rounding.



Home price construction remains concentrated at higher price tiers

Home price growth in lower price tiers continues to outpace more expensive segments, given limited supply

100%

90%
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13

Share of New Home Construction by Price Tier

12 '13 '14

15  '16

B@Llow

17 '18 19 20 '21 22 '23

@Medium  @High

Price Tier Methodology

Low

All sales at or below the 40th percentile of FHA sales prices

Medium

All sales at or below the 80th percentile of FHA sales prices

High

All other sales

Q3 2023:
57.6%
-7.1% pts YoY
-3.3% ptsvs. 2019

Q3 2023:
29.1%
+6.7% pts YoY
+7.4% ptsvs. 2019

Q3 2023:
13.3%
+0.4% pts YoY
-4.1% vs. 2019

Source: National Association of Relators (NAR), AEl/Zillow, Case Shiller Home Price Index
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1.0

0.5
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Cumulative Home Price Growth by Tiers (Jan2012=1)

'12

+5.1% YoY

+4.5% YoY

+4.2% YoY

Cumulative Home Price Growth by Price Tiers
Low Middle High
Vs. 2019 +50.5% +45.4% +46.4%
Vs. 2012 240.6% 163.5% +125.9%
'14 '16 '18 20 22
Low = \iddle e Hig h
Price Tier Methodology
Low |All sales at or below the bottom third of final sales price
Middle |All sales at or below the middle third of final sales price
High |All other sales




Affordability expected to improve over time

Home price growth softening, rate declines, and income growth could drive potential improvements

Percent of Income Spent on Mortgage Payment for Homebuyers*

35% * Inflation declines 0 * %
) expected through 2024 0.4% pts
30% AN
Q4 2022 Quarterly Average: 32.2% X * Mortgage rate declines 0
S50t ($2,092) FRM30=6.90% expected through 2024 -1.2% ptS
 Home price growth
20% | 0/ % k%
slows in 2024 +2.8%
15% . o o
Q4 2024 Quarterly Average: 27.4% Nominal income grOWth +3’00/0**
Lo ($1,848) FRM30= 5.29% expected through 2024
« Existing home salerise * %
+5.3%
5% expected through 2024
0%
'00 02 '04 '06 '08 '10 12 14 "16 "18 20 ) 94 **Note: Inflation and existing home sales forecasts are based on the Fannie

Mae Economic & Strategic Research August 2023 Forecast - Data in Forecast
. as of 8/10/2023. ESR does not produce a monthly nominal income forecast.
Affordability Index === Forecast This estimate is based on a nominal GDP approximation using the published
CPl and real GDP forecasts.

*Assumes 20% down payment, average 30-yr fixed-rate mortgage, median existing sales
price, nominal median household income. Average monthly payments in parentheses. ***As of Fannie Mae Economic & Strategic Research October 2023 Forecast.

14  Source: National Association of Realtors (NAR), Freddie Mac, ESR calculations, Fannie Mae Economic & Strategic Research August (October) 2023 Forecast - Data in Forecast as of 8/10/2023 (10/13/2023)



Purchase apps up from recent lows as rates drop to end 2023

Purchase activity remains lower year over year despite recent increase

FRM30 vs. Purchase Apps (March 1990 = 100)
8.0%

7.5%

7.0%

6.5%

/-

6.0%
5.5%

5.0%

Oct-22 Dec-22 Feb-23 Apr-23 Jun-23 Aug-23

= FRM30
15 Source: Mortgage Bankers Association (MBA), Freddie Mac

- Purchase Apps (Right Axis)

Oct-23

As of January 4th: 220

+0.14% pts YoY

-0.41% pts MoM
0,
+0.01% pts WoW 200
6.62%
180
160
140
As of 4th;

s of January 120

-6.78% YoY
-0.67% MoM
+5.61% WoW

100

Dec-23



Housing and mortgage market outlook

Real GDP (SAAR, % Change)
Unemployment Rate (%)

Housing Starts
(Percent Change Year-Over-Year)

New Single-Family Home Sales
(Percent Change Year-Over-Year)

Total Existing Home Sales
(Percent Change Year-Over-Year)

Fannie Mae HPI (Annual Percent Change

Q4/Q4)

Purchase Mortgage Originations
(Percent Change Year-Over-Year)

Refinance Mortgage Originations
(Percent Change Year-Over-Year)

Refinance Share (%)

30-Year Fixed-Rate Mortgage (Annual
Average)

10-Year Treasury (Annual Average)

2020
-1.1%
8.1%

1.380 million
6.9%

822 thousand
20.4%

5.640 million
5.6%

10.4%

$1,572 billion
18.5%

$2,802 billion
146.7%

64%
3.1%

0.9%

2021
5.4%
5.4%

1.601 million
16.0%

771 thousand
-6.2%

6.120 million
8.5%

18.3%

$1,900 billion
20.9%

$2,670 billion
-4.7%

58%
3.0%

1.4%

2022
0.7%
3.6%

1.553 million
-3.0%

641 thousand
-16.9%

5.030 million
-17.8%

8.0%

$1,644 billion
-13.5%

$730 billion
-72.7%

31%
5.3%

3.0%

16 Source: Fannie Mae Economic & Strategic Research December 2023 Forecast - Data in Forecast as of 12/11/2023

Forecast

2.6%
3.6%

1.395 million
-10.1%

681 thousand
6.2%

4.104 million
-18.4%

6.7%

$1,276 billion
-22.4%

$252 billion
-65.5%

16%
6.8%

4.0%

-0.3%
4.3%

1.277 million
-8.5%

673 thousand
-1.2%

4.119 million
0.4%

2.8%

$1,438 billion
12.6%

$451 billion
79.3%

24%
6.7%

4.3%



Resources for Economic and Housing Data

Contact Information:
* Hamilton_Fout@fanniemae.com

Recent Research:

* “Lockin Effect” Not the Only Reason for Housing Supply Woes

https://www.fanniemae.com/research-and-insights/perspectives/lock-effect-not-only-reason-housing-supply-woes

*  Workplace Flexibility May Help Address Affordability Concerns

https://www.fanniemae.com/research-and-insights/perspectives/workplace-flexibility-may-help-address-affordability-concerns

General Links:

» Economic & Strategic Research (ESR)
https://www.fanniemae.com/research-and-insights

* Mortgage Lender Sentiment Survey® (MLSS)
https://www.fanniemae.com/research-and-insights/surveys/mortgage-lender-sentiment-survey

 Home Purchase Sentiment Index® (HPSI)
https://www.fanniemae.com/research-and-insights/surveys-indices/national-housing-survey

* Fannie Mae Home Price Index (HPI)

https://www.fanniemae.com/research-and-insights/surveys-indices/fannie-mae-home-price-index

Refinance Application-Level Index ® (RALI)
https://www.fanniemae.com/research-and-insights/surveys-indices/refinance-application-level-index

17



https://www.fanniemae.com/research-and-insights/perspectives/lock-effect-not-only-reason-housing-supply-woes
https://www.fanniemae.com/research-and-insights/surveys/mortgage-lender-sentiment-survey
https://www.fanniemae.com/research-and-insights/surveys-indices/national-housing-survey
https://www.fanniemae.com/research-and-insights/surveys-indices/fannie-mae-home-price-index
https://www.fanniemae.com/research-and-insights/surveys-indices/refinance-application-level-index
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2024 HFA outlook stable with higher-for-longer interest
rates providing both benefits and challenges

| | | | | | | | | | | |
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Stable Stable @ Stable Stable Stable Stable Stable Stable Stable Stable Stable Stable

» HFA's strong competitive profile supports solid single family loan originations
» Higher-for-longer interest rates will drive steady HFA margins

» The negative outlook on the US government presents a potential challenge, but
strong financial and loan performance are mitigants

» Multifamily portfolios will remain healthy due to demand for affordable housing

MOODY'S INVESTORS SERVICE HFA Institute 2024 - Housing and Bond Market Updates for the New Year 2
0



Bond-funded loan originations continue to climb,
strengthening HFA balance sheets

$40

$35

$30 $29

$25

Volume ($billions)

$20

$15

Total Originations

$34

== Bond-financed
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$26

-
—
—
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—
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$5

0
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Source: HFA Surveys
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HFA Institute 2024 - Housing and Bond Market Updates for the New Year



Shift to bond funded originations continue to grow

mBonds m Secondary market m Internal funding
120%

100%
80%
60%
40%

20%

0%

2013 2014

2023 Projected

Source: HFA Surveys

MOODY'S INVESTORS SERVICE HFA Institute 2024 - Housing and Bond Market Updates for the New Year 2
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HFA investment income will remain high in 2024

== Average Federal Funds Rate (left) == Median Investment Income as % of Revenue (right)
12% - 25%
10%
- 20%
8%
- 15%
6%
- 10%
4%
- 5%
2%
0% : : : : ‘ : ; : : : : : : B— ‘ ‘ ‘ 0%
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023P 2024P

(Fiscal Year)

Sources: Moody’s-adjusted HFA audited financial statements, Federal Reserve, Moody’s Macroeconomic Board

MOODY'S INVESTORS SERVICE HFA Institute 2024 - Housing and Bond Market Updates for the New Year



HFA margins will benefit in from higher
iInvestment earnings and interest income

mmmm Median margins == Fed funds rate (fiscal year average) == Fed funds rate proj (fiscal year average)

25%

20.1%
20% 19.1%

17.4%
16.7% ° 16.5%

15.5% 16.0%

16.8%

15% 14.4%
10%

5%

0% — | - ] — — ‘

2017 2018 2019 2020 2021 2022 2023 Proj 2024 Proj 2025 Proj

(Fiscal Year)

Sources: Moody’s-adjusted HFA audited financial statements, Federal Reserve, Moody’s Macroeconomic Board

MOODY'S INVESTORS SERVICE HFA Institute 2024 - Housing and Bond Market Updates for the New Year



Increasing share of cash and investments and
high short-term rates will boost earnings

mmmm Combined cash & cash equivalents (left axis) = Investments (left axis) == Cash & investment as % of total assets (right axis)

$35 35%

$30 30%

$25 25%

$20 20%

Billions

$15 15%

$10 10%

$5 5%

$0 0%

2014 2015 2016 2017 2018 2019 2020 2021 2022
Fiscal Year

Source: Moody’s-adjusted HFA audited financial statements

MOODY'S INVESTORS SERVICE HFA Institute 2024 - Housing and Bond Market Updates for the New Year 2
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Loan performance favorably impacted by economic recovery
and forbearance expiration

w90+ days delinquent = | foreclosure = |n forbearance Unemployment (right axis)

10% - 12%

9%
- 10%
8%
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- 8%
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N — - ‘
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— _
3% .
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- 2%

1%
0% L 0%
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Delinquent loans as % of total loans
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Sources: HFA Surveys; Moody’s Macroeconomic Board

MOODY'S INVESTORS SERVICE HFA Institute 2024 - Housing and Bond Market Updates for the New Year
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Despite federal support, most HFAs are resilient
to US outlook revision

» HFAs are exposed to the federal government through counterparty risk

— HFAs are exposed to the federal government through mortgage insurance or securitization (MBS)

» Most HFA programs are resilient to downgrade of U.S. Government

— High overcollateralization levels offset stress case loan loss scenarios
— Counterparty risk is assessed case by case as part of the methodology

— Stand-alone programs 100% securitized of government insured move in lockstep

» Minimal number of program outlooks revised to negative
— Impacted credits were 100% MBS with very low asset-to-debt ratios

— Conduits have no outlook and were not impacted but would move in lockstep with rating change

MOODY'S INVESTORS SERVICE HFA Institute 2024 - Housing and Bond Market Updates for the New Year
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Rising home prices support multifamily portfolio

strength

mmmm Share of multifamily loans current on payments (right axis) —st— FHFA housing price index (HPI) (left axis)

450 99.2% 99.5%
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400
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Sources: Federal Housing Finance Agency (FHFA), Moody’s Macroeconomic Board

MOODY'S INVESTORS SERVICE
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HFA Institute 2024 - Housing and Bond Market Updates for the New Year
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Strategic choices position State Housing Finance Agencies (HFAs)
to weather future market downturns

Since the financial crisis in 2008, HFAs have increased loan enhancements, reduced variable rate debt,
and begun secondary market financing to better equip them to withstand adverse macroeconomic and housing trends

How HFAs work

Financing sources

Sale of loans
on secondary
market

Bond
issuance

Loans for affordable

N
homeownership

and rental housing

HFAs have reduced balance sheet risk by increasing the proportion of mortgage-backed securities

(MBS) in their portfolios

Mortgage-backed security

0,
20% o509,
61 Total loans 60 $62B
$65B 19
15
2013 2016

Debt structures have become more
conservative as variable rate debt has declined

30%
10 ® Variable
rate debt
0
2013 2016 2019 2022

MOODY'S INVESTORS SERVICE

Private-mortgage insurance

Government insurance

48 gq0n (4O 46 s OV

9 8

2019 2022

Multiple loan financing channels help HFAs
respond nimbly to different market conditions

Bonds Secondary market  Internal funding

2013 |— B :

16 | |
19 | |
‘22 | |
23 | |

rojection
s 50%

HFAs' decision to add more MBS
will aid them as delinquency
rates shift over time

60-89 days Delinquent or
90+ days in forbearance

In foreclosure

2013
14
15
16
17
18
19
20 |
‘21 |
22 I

0 5 10%

*Note:

1) Periods prior to 12/31/20 do not have any loans inforbearance
2) For HFAs that did not inciude loans in forbearance in their 60-90
day or 90+ delinquency rates, we have added forbearance into the
90+ day category.

Source: Moody's HFA Survey
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2023 in Review- TBA Pricing

 In efforts to curb inflation, the Fed continued its rate hiking path from 2022 into 2023, raising the Fed
Funds rate to the highest level in 15 years.

- Mortgage yields were at a wide spread over Treasuries as a result of extreme interest rate volatility.

« As the yield curve inverted, the markets expectation that interest rates would fall in the future
dampened premium pricing in the TBA market.

« As such, many HFAs found it difficult to post a full suite of Down Payment Assistance options on a daily
basis; particularly those solely dependent on premium pricing via the TBA market.

- Baring the ability to post a full suite of DPA options, borrower eligibility at higher interest rates was
negatively impacted.

« Muted specified pool demand further pressured HFA programs, particularly those with low volume
and a lack of “specified stories”.

©2024 Lakeview Loan Servicing, LLC. NMLS #391521, Equal Housing Lender. Lakeview Programs are offered to qualified residential lending institutions and are not applicable to the general LakeView
LeNBER  public and/or individual consumers. Lakeview Loan Servicing, LLC. 507 Prudential Road, Horsham, PA. 19044
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2023 in Review- MSR Values

With the inverted yield curve, the market is
pricing mortgage rates to decline -75bps in

But due to high interst rate volatility, there is
20% chance that mortgage rates fall -150bps

the next year.

Footnote: Forward mortgage rate derived from forward swap rate (source: Bloomberg). Partial durations of current coupon mortgage (source: Yieldbook)

« The currentinterest rate environment pressures MSR pricing lower (models are expecting newly produced loans to refinance
within 1-2 years).

« After the FED cuts interest rates, the yield curve will steepen and implied volatility should decline. Interest rates will no longer
be expected to decline into the future, resulting in an increase in MSR pricing on newly produced loans.

- Additionally, an improvement in the outlook for home prices will help the valuation of high LTV MSRs.

©2024 Lakeview Loan Servicing, LLC. NMLS #391521, Equal Housing Lender. Lakeview Programs are offered to qualified residential lending institutions and are not applicable to the general LakeView
LeNBER  public and/or individual consumers. Lakeview Loan Servicing, LLC. 507 Prudential Road, Horsham, PA. 19044
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2024 Outlook- TBA and Specified Pools

« A noticeable improvement in TBA execution should occur, provided there is a reduction in volatility, the
Fed lowers the Fed funds rate and the yield curve steepens.

« As interest rates fall, call protection becomes increasingly more important and investors will seek
bonds with significant call protection.

« HFA bonds offer significant call protection as they are backed by loans with repayable/forgivable and
non-resubordinatable 2" liens

« Determining the structure of the 2" lien and defining an appropriate resubordination policy is of
upmost importance in the current environment as this impacts the premium investors are willing
to pay for HFA bonds.

« Premium pricing improvement by way of the TBA market is largely dependent upon the Fed's actions
in 2024.

« Projections are calling for 150+ bps in rate cuts. Should that occur, mortgage rates will decline
significantly. However, if the rate cuts are less material, i.e. 50 bps, current coupon yields could be
potentially unchanged resulting in little improvement in TBA premium.

©2024 Lakeview Loan Servicing, LLC. NMLS #391521, Equal Housing Lender. Lakeview Programs are offered to qualified residential lending institutions and are not applicable to the general LakeView
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2024 Outlook- MSR Values

« MSR values are largely dependent upon modeled values of Volatility, Home Price
Appreciation/Depreciation, Default Risk, Prepayments Speeds and Borrower Profile.

« Negative for MSR Values:
« Fast prepayment Speeds- If rates are expected to decrease, borrowers are expected to prepay,
lowering MSR values.
« Default Risk- In an HPD environment, default risk increases.
« Weak credit profile- Low FICO, High LTV, High DTI, small loan balances

 Positive for MSR Values:
- Slow prepayment speeds- If rates are expected to increase, prepayments are expected to be
muted, raising MSR values.
« Default Risk- In an HPA environment, default risk decreases.
« Robust credit profile- High FICO, Low DTI, large loan balances

« As rates are expected to decline in 2024, prepayments are also expected to increase, albeit muted for
HFA loans due down payment assistance offered via repayable 2"? liens. Home Price Appreciation is
also projected to be positive in 2024, resulting in lower expected default rates. Both of which are
positive for MSR values!
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2024: Forecast and Pricing Impacts

« All eyes will be on the Fed as the market looks for direction by way of frequency and amount of
rate cuts, resulting in lower rates and a return of premium pricing.

« A keen focus on all components of HFAs programs should be front and center as to offer a
program that is mutually beneficial to both borrowers and investors; ultimately offering the
best product and lowest rates to borrowers.

 Areas of Focus:

« Structure of 2" lien- Impacts Specified Payups and MSR Values

« Resubordination Policy- Impacts premium investors are willing to pay for HFA bonds and
MSR values

« Credit Profile of borrowers- Impacts MSR Values

« MSR Values- Driven by borrower profile and performance as well macro-economic
environment

©2024 Lakeview Loan Servicing, LLC. NMLS #391521, Equal Housing Lender. Lakeview Programs are offered to qualified residential lending institutions and are not applicable to the general LakeView
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Disclaimer

This presentation is intended for educational and informational purposes only and does not constitute
legal or investment advice, nor is it an offer or a solicitation of an offer to buy or sell any investment or
other specific product. Information provided in this presentation was obtained from sources that are
believed to be reliable; however, it is not guaranteed to be correct, complete, or current, and is not
intended to imply or establish standards of care applicable to any attorney or advisor in any particular
circumstance. The statements within constitute HilltopSecurities’ views as of the date of the report and are

subject to change without notice. This presentation represents historical information only and is not an
indication of future performance.

Hilltop Securities Inc. (HTS) is a registered broker-dealer, registered investment adviser and municipal
advisor firm that does not provide tax or legal advice. HTS is a wholly owned subsidiary of Hilltop
Holdings, Inc. (NYSE: HTH) located at 717 N Harwood Street, Suite 3400, Dallas, Texas 75201, (214)
859-1800. Member: NYSE/FINRA/SIPC.

MEMBER: FINRA/SIPC/NYSE | All Rights Reserved | © 2024 Hilltop Securities Inc.
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TBA Market Update — A Strong Late Year Comeback

* Despite unprecedented volatility and multi-decade high in mortgage rates, TBA’s
mounted a strong comeback in November and December

* Driven primarily by Fed “Dovish” tone and Investor “Disinflation” conviction

* The “Prepay Protection” trade has also seen a strong rally driven by both the street and
end 1nvestors

* Areas of market that haven’t healed completely:
- Demand from Banks and CMO buyers

- Overseas buying given the strong dollar

MEMBER: FINRA/SIPC/NYSE | All Rights Reserved | © 2024 Hilltop Securities Inc.
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Production Trends

* HFAs continue to see robust TBA volume despite TBA Production Trends
record MRB issuance HilltopSecurities

* 2023 was another very strong year in lock volume
fOI HTS HF AS $10,000,000,000

° 2023 IOCkS Of $86 bl].hOﬂ COmpaI_‘ed Wlth $8,000,000,000
$4.8 billion in 2022 — up almost 80%

* Since July 2012 represented 18 state programs and
over $70 billion in locks with $54 billion in MBS 52,000,000,000
purchases S0

2016 2017 2018 2019 2020 2021 2022

¢ 11 Out Of 18 HTS HFA pal‘tﬁel‘s USing bOth MRB 9 Lock Volume MBS Purchases
and TBA to fund single family activity

MEMBER: FINRA/SIPC/NYSE | All Rights Reserved | © 2024 Hilltop Securities Inc.
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Ginnie Mae Il Current Coupon & Fannie Mae Current Coupon

Last Price
B MTGEG2SF Index (L1) 5.30475
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Treasury yield curve (current, 1 month ago and 10/1/23)
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Market Dynamics Haven’t Changed Much

* Lack of supply — exacerbated by slow prepayments and high mortgage rates
* Record home prices
* Strong demand for housing due to 2—4 million-unit shortage

* Institutional investors owning rental housing not selling

Other Factors
* Ailing mortgage industry, shrinking profits (6 consecutive losing quarters according to MBA)

* Despite recent rally, premium in higher coupon TBA hasn’t recovered
* Volatility 1s here to stay as evidenced by recent selloff

MEMBER: FINRA/SIPC/NYSE | All Rights Reserved | © 2024 Hilltop Securities Inc.
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TBA mortgages — what will it take to see meaningful recovery?

* A steeper yield curve

* More buyers

* Banks need to get past regulatory overhauls, healing balance sheets

* USD needs to weaken so overseas has more buying power
* The need for clarity on Fed’s roadmap for sidelined investors to come back
* Range bound treasury yields, which should in turn translate to lower volatility

* More housing supply — unlikely to happen overnight

MEMBER: FINRA/SIPC/NYSE | All Rights Reserved | © 2024 Hilltop Securities Inc.
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