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Fannie Markets Risk Sharing Deal

Muted Reaction to FOMC — Prices remained unchanged across all non-agency
sectors for the week ending September 25, 2013. There seemed to be a flurry of
activity immediately after the FOMC announcement, but it did not materialize into
higher prices. We maintain our positive stance on non-agency mortgage credit.

Fannie Markets Risk Sharing Deal — Fannie Mae began marketing its first risk
sharing transaction, the basic structure and the collateral is very similar to Freddie
Mac’s STACR deal. The notable differences are the expected BBB- rating on the M-
1 tranche, the removal of the cumulative default trigger and the lower loss severity
scale on the lower cumulative defaults.

Fannie Retaining More Risk, Expect Tighter Pricing — The expected rating on
the M1 class will add to the potential pool of investors. Removal of the cumulative
default trigger will allow for more cash flow to the securities later in the life of the
deal. Investors may now begin to see this as more programmatic issuance with
more transparent pricing.

Case Shiller July HPA Less Positive — July Case-Shiller Composite-20 City HPA
was +7.7%, in line with our expectation and consensus of +10%.We continue to
expect home prices to be up 13% in 2013 and 4% in 2014.

Housing Affordability Trending Lower — Given the home price data published
this week, we thought it would be a good opportunity to review housing affordability.
A couple of affordability metrics, mortgage payment to income and mortgage
payment to rent, show that California is one of the least affordable among major
states.

NAIC Updates Macro Assumptions — The home price appreciation assumptions
proposed are more positive than last year and the scenario weightings did not
change, which should result in generally lower capital charges.

Bank to Non-Bank Transfers: Small Pickup in Long-Term Value — We find that
the long-term valuation impact of a bank to non-bank transfer is positive, but only
slightly so. Overall, we hold the opinion that there should be at least some yield
pickup demanded by the market, as the change in servicing creates uncertainty in
the future cash flow projections, and investors should be paid for that uncertainty.

ABX Remittance Update — Serious delinquencies continued to fall in September,
and the pace of improvement seems to have increased for 06-1, 07-1 and 07-2.
CDRs decreased for ABX 06-2 but increased for the other indices. Liquidation loss
severities were also mixed — decreasing for 07-1 but increasing for the other
indices.
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We maintain our positive stance on non-
agency mortgage credit.

Basic structure and collateral is similar
to the Freddie transaction.

Fannie currently plans to retain around
12% of each M1/M2 classes.
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Muted Reaction to FOMC

Prices remained unchanged across all non-agency sectors for the week ending
September 25, 2013. BWIC supply increased by $240MN from last week to $3.4BN.
There seemed to be a flurry of activity immediately after the FOMC announcement,
but it did not materialize into higher prices. We have not seen a pickup in customer
interest in fixed rate bonds despite the fact that the Fed decided to hold back on
tapering. We maintain our positive stance on non-agency mortgage credit. Fast
money accounts continue to be sellers.

Fannie Mae Markets Risk Sharing Deal

Earlier this week Fannie Mae began marketing its first risk sharing transaction
(Connecticut Avenue Securities 2013-C01, or CAS 2013-C01) for this year, in
accordance with their 2013 goals as established by the FHFA. The basic structure is
substantially the same as Freddie Mac’'s STACR 2013-DN1 transaction, with some
subtle structural changes. We discussed Freddie’s transaction in our Mortgage
Credit Weekly dated July 26, 2013 (click here for a copy). Broadly speaking, the
transaction will also be general obligations of Fannie and bond cash flows will be
based on a reference pool of certificates. The collateral is very similar to the Freddie
transaction.

Like Freddie, Fannie will retain the first 30bps of loss, and will offer two subordinate
certificates covering losses from 30bps to 300bps. Fannie is currently offering $675
million of certificates, evenly split between the M1 and M2 subordinate tranches,
with the same sequential payment structure (first M1 then M2) as seen in the
STACR transaction. Fannie currently plans to retain around 12% of each M1/M2
classes. Like Freddie, these notes are 10 year obligations and will be uncapped
floating rate bonds. Figure 1 highlights the basic structure.

Figure 1. CAS 2013-C01 Risk Sharing Deal, Similar to Freddie STACR Transaction

Ata 10CPR:
WAL Window Spread Price

Credit
Enhancement

Class Notional Amount Expected Fitch

Rating

Maturity

A-H 27,212,911,480 3.00%
M-1 337,500,000 1.65% [BBB-] 2.18 1-57 ImL+[] 100-00 Oct-23
M-1H 41,236,856 1.65%
M-2 337,500,000 0.30% N/A 8.2057-120  1mL+[] 100-00 Oct-23
M-2H 41,236,856 0.30%
B-H 84,163,746 0.00%

Total 28,054,548,938
Source: Fannie Mae, Citi Research

Subtle Structure Changes, Expected M1 BBB- Rating

The first very notable change is that there is an expected BBB- rating from Fitch.
This should add to the potential investor base, as there are still many buyers who
require a rating, and will likely bode well for pricing.

The second notable change is in the cash flow triggers. The STACR deal contained
two triggers which cut off unscheduled principal payments to the subordinate
classes, one of which was a cumulative default trigger and the other was a
minimum senior credit enhancement trigger. In the Fannie CAS transaction, the
cumulative default trigger was not included but the 3% minimum credit
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Cumulative default trigger was not
included and the loss severity scale is
lower for lower cumulative defaults.

Figure 3. STACR Trading Volume
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We expect cash flows to flow through to
deals by mid-2014 at the earliest.
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enhancement trigger remains. Overall, the removal of the cumulative default trigger
allows for the offered bonds to receive more unscheduled principal later in the life of
the transaction, especially if prepayments de-lever the structure even with higher
total defaults toward the end of the transaction life.

The third change of note was the loss severity scale applied when loans are
removed from the reference pool due to a credit event (180 days delinquent, deed-
in-lieu/short sale, REO acquisition, etc.). Figure 2 highlights that the loss severity
scale is lower in the earlier defaults. Generally speaking, this will provide for higher
attachment points as more overall defaults/credit events would be needed for the
offered certificates to take a loss. This increased protection of loss should give
investors more comfort in the securities, especially with the more subordinate M2
class since these lower loss severity figures are only lower in the lower cum default
range.

Fannie Retaining More Risk, Expect Tighter Pricing

We hold the view that these certificates will be priced to a tighter spread relative to
the STACR transaction for several reasons:

1. According to FINRA data, the STACR 2013-DN1 M1 is trading around a dollar
price of $101 and the M2 is trading around $105 (although most trading volume
has been dealer-to-dealer transactions in the M1 as seen in Figure 3).

2. There is an expected rating on the M1 class, which should add to the potential
pool of investors.

3. Removal of the cumulative default trigger will allow for more cash flow to the
securities later in the life of the deal. Fannie is, in effect, retaining more credit
risk relative to Freddie.

4. This is the second transaction with a substantially similar structure, investors
may now begin to see this as more programmatic issuance with more
transparent pricing.

Countrywide Settlement Back Into Recess

The $8.5 billion settlement hearing for Bank of America/Countrywide went back into
recess yesterday, and hearings will resume in mid-November. Only one witness for
the objectors is left, and then there will be several days of closing arguments. It is
unclear to us how long it will take the judge to render a decision, and whether or not
the objectors to the settlement will file an appeal at that point. We do know,
however, that once the decision is finalized BofA/Countrywide has 120 days to
make payments to the covered trusts. Taking these factors into account, we expect
cash flows to flow through to deals by mid-2014 at the earliest.

Case-Shiller July HPA Less Positive

July Case-Shiller Composite-20 City HPA was +7.7% (monthly, annualized,
seasonally adjusted, Figure 4), in line with our expectation and consensus of +10%.
Although July HPA is the lowest level we have seen this year, it is higher than 2012
July HPA of 4.2%. July HPI is up +12.4% YoY compared to 12% in the past three
months. We continue to expect home prices to be up 13% in 2013 and 4% in
2014.

4 Not for Distribution to Retail Investors

citivelocity.com



Mortgage Credit Weekly
Not for Distribution to Retail Investors
26 September 2013

Citi Research

Figure 4. Month-over-month Change in HPA Much Lower Than Previous 2 Months
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Highest HPA in Las Vegas, California HPA Less Strong

Las Vegas had the highest July HPA, up 34.8% (monthly, annualized, seasonally
adjusted). Although still outperforming U.S., metropolitan areas in California (Los
Angeles, San Diego and San Francisco) showed less positive HPA in July. We
expect California outperformance will continue to deteriorate (Figure 5).

The inventory drops in Atlanta, Phoenix and Miami have moderated the most
suggesting that the high HPA in these areas should come down. On the other hand,
Boston inventory is down significantly YoY, suggesting that HPA will likely improve in
the coming months.
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Figure 5. HPA Summary by MSA

Los

Peak to Current -39.5%  -254%  -26.0% -21.4% -40.1% -38.1% -21.3% -29.1% -10.1% -30.5% -48.9%  -22.4% -18.1% -23.0%
12M 18.9%  20.8% 20.4% 24.8% 13.7% 125% 18.4% 76% 6.2% 16.8% 27.5% 34% 12.4% 12.3%
6M Annualized 16.8%  25.5% 26.7% 30.6% 18.9% 15.7% 16.0% 14.6% 8.8% 18.6% 34.2% 6.3% 16.6% 15.6%
3M Annualized 12.3%  19.1% 27.7% 22.4% 14.0% 11.7% 12.3% 94% 0.1% 11.5% 34.8% 48% 15.4% 10.1%
Dec-12 21.4%  25.7% 13.0% 21.5% 115% 119% 53% 73% 6.7% 17.7% 28.4% 24% 9.3% 12.3%
Jan-13 26.8%  20.0% 5.8% 27.6% 154% 25.7% 31.0% 84% 7.4% 14.6% 23.3% 35% 13.9% 11.9%
Feb-13 24.4%  23.9% 11.0% 32.4% 13.0% 18.0% 13.3% 13.7% 149% 3.9% 25.5% 10.2%  5.7% 16.3%
Mar-13 234%  34.0% 30.5% 49.1% 25.7% 32.3% 22.0% 25.9% 23.7% 57.9% 44.8% 29% 34.8% 25.4%
Apr-13 16.8%  39.5% 37.1% 36.9% 345% 104% 245% 20.9% 16.0% 22.3% 31.0% 10.4% 15.1% 22.9%
May-13 13.3%  17.6% 34.4% 26.7% 204% 87% 133% 16.6% 0.5% 28.4% 37.8% 6.5% 18.6% 11.4%
Jun-13 11.8%  20.5% 29.2% 245% 154% 116% 113% -02% -04% 1.1% 31.9% 6.3% 11.5% 11.1%
Jul-13 11.7%  19.1% 19.9% 16.3% 6.6% 151% 124% 125% 02% 6.7% 34.8% 15% 16.1% 7.7%
Jan-Dec Chg 5.3% -5.7% -1.2% 6.1% 4.0% 13.8% 25.6% 11% 0.7% -3.2% -5.1% 11% 4.6% -0.4%
Feb-Jan Chg -2.4% 3.9% 5.2% 48% -25% -7.7% -17.7% 53% 7.4% -10.7% 2.2% 6.7% -8.2% 4.4%
Mar-Feb Chg 09%  10.1% 19.5% 16.7% 12.7% 143% 8.7% 122% 8.8% 54.0% 19.2% -14% 29.1% 9.1%
Apr-Mar Chg -6.7% 5.5% 6.6% -122% 8.8% -21.9% 24%  -5.0% -7.7% -35.6% -13.7% 7.5% -19.8% -2.4%
May-Apr Chg -35% -21.9% 2.7% -10.2% -141% -1.7% -111% -43% -155% 6.1% 6.8% -38%  3.6% -11.5%
Jun-May Chg -1.5% 2.9% -5.2% 23% -50% 29% -2.0% -168% -0.9% -27.3% -5.9% 03% -7.2% -0.4%
Jul-Jun Chg 0.0% -1.4% -9.4% -82% -88% 35% 11% 127% 0.6% 5.6% 2.9% -48% 4.6% -3.4%

Note: All HPA figures are annualized, seasonally adjusted
Source: S&P Case-Shiller, Citi Research

Housing Affordability Trending Lower

Given the home price data published this week, we thought it would be a good
exercise to review housing affordability, and focus on particular states of interest in
relation to the United States as a whole. In this section, we calculate affordability
ratios in two ways: 1) annual mortgage payment as a percentage of income; and 2)
monthly mortgage payment as a percentage of rent.

Mortgage Payment / Income

Using the Core Logic Single Family Detached Median Home Price and Freddie
Mac’s Weekly Primary Mortgage Market Survey Rate, we calculate the monthly
payment of a 30-yr fixed rate mortgage on a typical house in any state by assuming
a 20% down payment. Moody’s income data is only updated through year-end
2010. We extrapolated 2011, 2012 and 2013 income numbers with the GDP growth
in each state.

The affordability ratio is calculated as a simple division of mortgage payment by
income. Since factors such as tax and maintenance (which also varies by state) are
not considered here, comparison of absolute levels among states is inevitably
inaccurate. However, when we compare the current affordability ratio of a state with
its historical ratios, it gives us an idea of how affordability is trending and whether
owning a home is currently affordable compared to historical standards, in a given
state.

6 Not for Distribution to Retail Investors

citivelocity.com



Mortgage Credit Weekly
Not for Distribution to Retail Investors
26 September 2013

CA affordability has deteriorated faster
than the U.S. and Florida due to recent
super-high CA HPA.

Citi Research

Figure 6 shows the affordability ratios for Florida, California and U.S. The red circle
in the figure highlights that CA affordability has deteriorated faster than the U.S. and
Florida due to recent super-high CA HPA. This can also be confirmed by the further
analysis shown in Figure 7.

Figure 6. CA Affordability Has Deteriorated Faster

60%

Figure 7. CA and NJ Affordability Closest To Equilibrium

35%

50% L —e— United States

m 1992-2000 Average Current
30%

California
| ' ——Florida

25%

Mortgage Payment
as a % of Income
N w B
S 8 8
> > >

gzo% 8
3
£15% -

10% -

10%

0%

5%

Mortgage Payment as % of

1990 1993 1996 1999 2002 2005 2008 2011

0% Bl T T T T T
United StatesCalifornia ~ Florida ~ New York New Jersey ~Texas

Source: Moody's Analytics, CoreLogic, US Census, Freddie Mac, Citi Research Source; Citi Research

California and New Jersey affordability
are close to reaching equilibrium.

Figure 8. Implied HPAs to Equilibrium Under
Different Rate Scenarios

Morigage Rate

4.50% 5.0% 5.50%

United States 26% 19% 13%
California 13% 6% 1%
Florida 20% 13% %
New York 29% 21% 15%
New Jersey 6% 0% -6%
Texas 30% 23% 16%

Source: Citi Research, Source: Moody's Analytics,
CoreLogic, US Census, Freddie Mac

In this analysis, we want to estimate what the HPA would be if the affordability of a
state were to reach equilibrium (equilibrium is defined by the average ratio from
1992 to 2000, a period where the affordability ratios stayed relatively flat). Figure 7
shows the affordability ratio of the US and major states in equilibrium and current
levels. Again, we can observe that California and New Jersey affordability are close
to reaching equilibrium.

With a small twist in this analysis, we can also show the potential impact mortgage
rates have on HPA. If we fix the affordability ratio and vary only the 30-yr mortgage
rate, a plot in Figure 9 shows the relationship between mortgage rates and
projected HPAs to reach equilibrium. Although affordability ratios often change and
hence the projected HPA level can easily move, it is interesting to see how much
the HPA expectation would change if rates move. For example, if the 30 year
mortgage rate were to increase from 4.5% (close to current levels) to 5.5%, the
expected HPA to equilibrium would drop by 14%. And the impact gradually
decreases as the rate increase further. Figure 8 shows the expected long-term HPA
under a number of rate scenarios across major states.
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Figure 9. Estimated Mortgage Rates Impact on HPA
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Mortgage Payment / Rent and Rental Yield

We can measure the affordability with another metric — mortgage payment as a
percentage of rent, using Zillow's single-family rent data. A higher percentage would
indicate it's less affordable to buy a home compared to renting a home. Again, the
absolute levels of this affordability ratio may be inaccurate, but its change can
provide us with some useful information. For example, Figure 10 shows that CA
affordability has been deteriorating faster than Florida and U.S. in the past two
years, because CA HPA has been outpacing the increase in rent by a larger margin.

Figure 10. CA Affordability Deteriorated Fastest Figure 11. CA Rental Yield Spreads Also Lowest
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We also attempted to estimate the rental yields for single-family homes in CA, FL
and US with the following assumptions:

B The investor would purchase the property with cash.

B Rent payment wouldn't be collected when the property is vacant (vacancy rate
from census).

B 2.5% of the rent income would be used towards maintenance of the property.
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impact of a transfer is positive, but only
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B The rental yield is calculated as a spread of the rental return over the average of
5y and 10yr swap rate.

Figure 11 shows that CA unsurprisingly has the lowest rental yield at close to 0%,
which means renting out a single-family home in CA would generate the same
return as a risky free asset does. In other words, buying a home does not look
attractive compared to renting in CA.

NAIC Publishes New Macro Assumptions

The National Association of Insurance Commissioners (NAIC) recently published
their proposed economic assumptions to be used in their year-end analysis of non-
agency RMBS and CMBS. As a reminder, the NAIC establishes economic scenarios
for default model inputs in order to calculate the present value of expected bond
losses across a range of scenarios. The weighted average expected loss is then
used to calculate capital charge levels for various carrying prices on insurance
portfolios. Figure 12 highlights this year’s proposed year-end assumptions. Overall,
these HPA assumptions are more positive than last year and the scenario
weightings did not change, so we view these proposed values as positive for
insurance company RMBS capital charges going into next year.

Figure 12. Proposed NAIC Macro Assumptions, More Positive on HPA

2013 RMBS Scenarios Probability Current to Trough 3-year HPA 5-year HPA

Weighting Growth Growth
Most Optimistic 0% NA 44% 7%
Optimistic 10% NA 29% 46%
Baseline 50% NA 15% 21%
Conservative 25% 2% 2% 0%
Most Conservative 15% -29% -1% -17%
Source: NAIC

Bank to Non-Bank Servicing Transfers: Small
Pickup in Long-Term Value

In last week’s Mortgage Credit Weekly, we took a closer look at mortgage servicing
transfers from bank to non-bank entities. In the article, we highlighted some of the
general trends associated with these transactions such as lower short-term
liquidation rates, lower loss severities, lower advance rates of delinquent payments,
higher modification rates, and more reduction of principal on modification. We also
noted that, on a price basis, securities associated with a bank to non-bank servicing
transfer have historically underperformed in the immediate months after a transfer.

We generally expect some underperformance, as the transfer process and
subsequent non-bank servicer actions have historically generated cash flow
disruptions from the previously mentioned dynamics above. In this article, we
establish some cash flow projection assumptions based on our observations of
previous transfers, and examine the effect of these assumptions on bank-serviced
securities’ cash flows. We ultimately find that the long-term valuation impact of a
bank to non-bank transfer is positive, but only slightly so.

Assumptions Used to Mimic a Transfer

We started off by selecting a subset of a little more than 1,000 subprime securities
that have always been serviced by bank entities and used our default model to
project cash flows as a baseline. We then adjusted the previously mentioned
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should be at least some yield pick-up
demanded by the market.
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metrics by scaling each bond-specific set of rate vectors according to Figure 13.
The chart highlights how we adjusted each vector, as a percent of the original rate,
over time. As seen in the exhibit, advance rates fall, modifications and principal
forgiveness rise, liquidations fall, loss severities fall, and we have most vectors
revert to the mean after two years with the exception of advance rates and
modification rates.

Figure 13. Simplified Assumptions for A Servicing Transfer
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Small Yield Pickup, Depends on Dollar Price

Figure 14 summarizes the yield results for our back of the envelope analysis for a
subprime bank to non-bank servicing transfer. Overall, we estimate the yield pick-up
for a servicing transfer is ~13bps. This is not a uniform distribution across securities,
however. The largest pickup in yield appears in the $60-75 dollar price securities
with a 32 bps pickup in yield from 5.60% to 5.73% for our assumptions. Both very
high (>$90) and low (<$40) priced securities show little pickup in yield, which makes
some sense to us.

The high dollar priced securities are likely projected to take very little if any losses,
and are mostly front sequential securities which will only experience some average
life extension as a result of the transfer. The low-priced bonds, on the other hand,
exhibit a small yield drop as a result of the transfer, as these are the bonds more
likely to absorb any near-term losses as a result of the transfer.

Generally speaking, it appears there is value added by a servicing transfer, but it is
not a significant amount and arguably within margin of error. Overall, we hold the
opinion that there should be at least some yield pickup demanded by the market, as
the change in servicing creates uncertainty in the future cash flow projections, and
investors should be paid for that uncertainty. We will continue to refine our analysis
and assumptions, but right now servicing transfers don’t appear to add all that much
value over the long run.

10 Not for Distribution to Retail Investors

citivelocity.com



Mortgage Credit Weekly

Not for Distribution to Retail Investors

26 September 2013

Citi Research

Figure 14. Small Yield Pick-Up As A Result of Transfer, Price Dependent

Bond Price Range Base Vector Servicing Yield Pickup
Transfer Vector
<40 8.46 8.40 -0.06
40-60 7.07 7.08 0.01
60-75 5.92 6.23 0.32
75-90 4.93 5.16 0.24
>=90 3.69 3.71 0.02
Grand Total 5.60 5.73 0.13

Source: CoreLogic, Intex, IDC, Citi Research

ABX Remittance Update

Serious delinquencies continued to fall in September, and the pace of improvement
seems to have increased for 06-1, 07-1, and 07-2. The decline in serious
delinquencies for ABX 06-1 was primarily due to a large decline in the D90+ bucket
for MLMI 2005-AR1.

CDRs were mixed, decreasing for ABX 06-2 but increasing for the other indices.
This is a reversal from the downward trend in CDRs that has persisted, reflecting
continued slowdowns in the foreclosure pipeline. Liquidation loss severities were
also mixed — decreasing for 07-1 but increasing for the other indices.

Figure 15. Pace Of Improvement in Delinquencies Increases in September

Sep-13

Factor

Default

Delinquencies

D60++ Mod Loss

ABX 06-1 95 0.15
ABX 06-2 90 0.20
ABX 07-1 83 0.32
ABX 07-2 78 0.39

11.67
10.53
12.19
9.58

7.39
6.28
7.23
6.10

76.8
84.0
75.6
67.6

3.96 1.43 10.00
4.18 1.70 10.56
3.84 1.75 10.96
4.48 1.68 10.83

13.85
16.20
17.82
17.73

5.37
4.89
4.86
4.91

32.59 0.24%
35.74 0.45%
37.78 0.37%
37.35 0.28%

Factor

Default

Delinquencies

D60++ Mod Loss

ABX 06-1 94 0.15
ABX 06-2 89 0.20
ABX 07-1 82 0.29
ABX 07-2 77 0.36

10.86
12.12
10.94
10.18

7.10
8.09
6.85
6.08

68.1
72.9
83.9
64.9

3.93 151 10.85
4.17 1.75 11.76
3.99 1.55 11.19
4.43 1.67 12.05

13.34
15.69
18.27
16.81

4.95
471
491
4.61

33.60 0.24%
36.17 0.33%
38.23 0.28%
37.66 0.32%

Note: All delinquencies are reported in OTS convention. D60++ is 60+ day delinquency including Foreclosure, Bankruptcy and REO

Source: Servicer Remittance Reports, Citi Research
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Figure 16. Serious Delinquencies (D60++)

Figure 17. Change in Serious Delinquencies
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Source: Servicer Remittance Reports, Citi Research

Figure 18. Loss Severities
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Figure 19. CDRs
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Source: Servicer Remittance Reports, Citi Research

PrimeX Remittance Update

Voluntary CPRs (VPR) declined across all indices except Prime ARM.1, which
remained stubbornly high. VPRs declined by about 7.3 points for FRM.2, owing to
the selloff in rates in July. This is in line with our earlier expectations of drop in VPRs
by 6-8 VPR for the prime sector’. RFMSI 2006-SA3 saw a negative VPR due to
recapture of previously advanced P&l payments.

CDRs also decreased across all the indices except Prime ARM.1.Serious
delinquencies continued to decline for all indices except FRM.1. Severities were
mixed — declining for the ARM indices and FRM.2 but increasing for FRM.1. RFMSI
2007-S5 and JPMMT 2006-S4 saw high loss severities primarily due to low loan
balance liquidations.

1 See “How will the rate selloff affect fixed rate prepayments?”, July 18, 2013

12 Not for Distribution to Retail Investors

citivelocity.com



Mortgage Credit Weekly
Not for Distribution to Retail Investors .
26 September 2013 Citi Research

Figure 20. Index Performance Summary

Sep-13

Default Delinquencies

Prime ARM.1 0.27 21.85 3.38 39.75 1.94 0.88 2.23 3.92 0.64 2.16 9.83
Prime ARM.2 0.28 13.91 451 47.06 2.13 1.01 2.42 6.00 0.83 3.13 13.38
Prime FRM.1 0.27 26.69 2.92 43.80 1.65 0.73 2.61 3.89 0.48 2.52 10.23
Prime FRM.2 0.28 16.67 4.43 66.83 2.62 1.20 2.82 8.01 0.80 2.50 15.32
Aug-13
Default Delinquencies

Prime ARM.1 0.27 19.53 2.72 48.02 2.10 0.86 2.29 4.08 0.55 2.15 9.92
Prime ARM.2 0.28 17.16 5.64 57.88 2.36 0.89 2.52 6.27 0.81 3.07 13.56
Prime FRM.1 0.28 26.74 2.97 40.73 1.99 0.70 2.84 3.84 0.43 2.35 10.17
Prime FRM.2 0.29 24.00 5.38 71.62 2.38 1.35 2.70 8.22 0.85 2.49 15.61

Source: Servicer Remittance Reports, Citi Research

Figure 21. Voluntary Prepays (VPRs) Figure 22. CDRs
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13 Not for Distribution to Retail Investors

citivelocity.com



Mortgage Credit Weekly
Not for Distribution to Retail Investors

26 September 2013 Citi Research
Figure 23. Loss Severities Figure 24. Serious Delinquencies (D60++)
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Figure 25. Cash Price Snapshot

Product Vintage Tranche Now Last Week Change Last Month Change Jan-13 Change YTM
Prime 2005 PIT M90 M90 0.0 M90 0.5 H90 (1.0) 5.00%
SuperSenior M/H90 M/H90 0.0 M/H90 0.5 100A (2.0 5.00%
2006 PIT L/M90 L/M90 0.0 L/M90 0.5 M/H90 (2.0) 5.00%
SuperSenior M90 M90 0.0 M90 0.5 H90 (1.0) 5.00%
2007 PIT L90 L90 0.0 L90 0.5 M90 (1.0) 5.00%
SuperSenior L90 L90 0.0 L90 0.5 M/H90 (1.0) 5.00%
Alt-A 2005 PIT L/M80 L/M80 0.0 L/M80 0.5 M80 (1.5) 5.50%
SuperSenior M/H80 M/H80 0.0 M/H80 0.5 M80 (1.5) 5.50%
2006 PIT M/H70 M/H70 0.0 M/H70 0.5 H70 (1.5) 5.50%
SuperSenior H70 H70 0.0 H70 0.5 H70 (1.5) 5.50%
2007 PIT M/H50 M/H50 0.0 M/H50 0.5 H50 (1.5) 5.50%
SuperSenior H60 H60 0.0 H60 0.5 H60 1.5) 5.50%
Option ARM Seasoned SSNR L/IM70 L/M70 0.0 L/IM70 0.5 M60 3.0 5.75%
SN Mezz 40A 40A 0.0 40A 0.5 H30 2.0 6.50%
Jr Mezz M20 M20 0.0 M20 0.5 L20 2.0 7.50%
2007 SSNR L70 L70 0.0 L70 0.5 M60 3.0 6.00%
SN Mezz 30A 30A 0.0 30A 0.5 H20 2.0 6.75%
Jr Mezz 20A 20A 0.0 20A 0.5 H10 2.0 7.75%
Subprime 2006 3rd Pay 50A 50A 0.0 50A 1.0 M/H40 2.0 6.00%
LCF 50A 50A 0.0 50A 1.0 M/H40 2.0 6.00%
2007 3rd Pay M/H40 M/H40 0.0 M/H40 0.0 M40s 0.5 6.00%
LCF M/H40 M/H40 0.0 M/H40 0.0 M40s 0.5 6.00%
Source: Citi Research
Figure 26. Synthetic Price Snapshot
YTM (100% : YTM (15%
Index Sub-Index Tranche Now Last Week Change Last Month Change Jan-13 Change Margin) | Margin)
ABX ABX 07-2 Pen AAA 63.54 63.17 0.37 61.05 2.49 53.93 9.61 2.96% ; 9.39%
AAA 53.92 53.63 0.29 51.33 2.59 49.05 4.87 3.73% | 11.52%
ABX 07-1 Pen AAA 64.67 63.88 0.79 62.23 2.44 64.23 0.44 3.61% I 12.85%
AAA 53.69 53.33 0.36 51.90 1.79 50.96 2.73 3.89% : 12.68%
ABX 06-2 Pen AAA 80.54 80.13 0.41 79.03 1.51 80.52 0.02 3.16% | 13.20%
AAA 72.48 72.42 0.06 67.85 4.63 67.29 5.19 3.61% | 14.85%
ABX 06-1 AAA 96.79 97.00 0.21) 96.60 0.19 96.14 0.65 1.34% I 4.41%
AA 72.04 71.19 0.85 67.85 4.19 64.84 7.20 3.44% ! 13.63%
PrimeX FRM.1 110.1 110.16 (0.06) 110.05 0.05 110.23 (0.13) 2.70% | 13.70%
FRM.2 103.1 103.16 (0.06) 103.03 0.07 103.43 (0.33) 230% | 8.20%
ARM.1 110.13 110.38 (0.25) 110.05 0.08 109.92 0.21 270 | 1450%
ARM.2 102.9 103 (0.10) 102.85 0.05 102.09 0.81 3.40% ! 17.80%
Source: Citi Research
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Figure 27. BWIC Volume by Product

Source: Citi Research

14

12

10

B Prime

Alt-A

mPOA Subprime

=
—
—

11/28
12/19
1/9
1/30
220
3/13
4/3
4124
5/15
6/5
6/26
717
817
8/28
9/18

Figure 28. 2013 New Issuance Summary

SEMT 2013-1 11512013 4056 7.30%
SEMT 2013-2 1/30/2013 670.7 7.05%
CSMC 2013-TH1 202712013 4245 7.05%
SEMT 2013-3 31112013 6016 6.50%
SEMT 2013-4 312112013 577.6 6.25%
CSMC 2013-VR1 312712013 391.2 7.30%
JPMMT 2013-1 312712013 633.9 7.40%
EVER 2013-1 3/28/2013 3095 8.05%
SEMT 20135 41812013 464.2 6.25%
CSMC 2013-VR2 412912013 393.8 7.30%
SEMT 2013-6 413012013 4252 6.50%
SEMT 20137 5/23/2013 4536 6.55%
JPMMT 20132 5/31/2013 4425 10.00%
CSMC 2013-VR3 5/31/2013 336.4 7.30%
EVER 20132 6/7/2013 3033 8.05%
SEMT 2013-8 6/13/2013 460.2 7.10%
SAFT 2013-1 6/27/2013 495.7 20.00%
CSMC 2013-HYB1 6/28/2013 4219 20.00%
CSMC 2013-IVR4 6/28/2013 4071 12.00%
SEMT 2013-9 71212013 4636 7.00%
NRPMT 2013-1 71152013 4401 7.60%
SEMT 2013-10 713112013 401 7.25%
JPMMT 20133 713012013 345 7.05%
CSMC 20136 713012013 597 14.00%
SEMT 2013-11 8/28/2013 346.3 8.00%
ABMT 2013-1 8/28/2013 434 7.70%
CSMC 20137 8/29/2013 400 7.50%
PMTLT 2013-1 9/26/2013 550 7.75%

Source: Bloomberg, Citi Research
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Figure 29. Non-Agency Yield History
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Figure 30. Default Model Report

Model Projections(%CB)

— BaseScenario  __ StressScenario
To Date(%0B) 2Yr Life 2Yr Life

AMT OUT LOAN ORIG CURR 60++ Mods 10 %in Not DQ LAST 3 MONTH Cum Cum Cum Cum Cum Cum Cum Cum Cum Cum
ISSUE YEAR ($BB) FACTOR WALA SIZE($K) FICO %INV LTV LTV DQ(%) (%) (%) 10prd in2Yr(%) VPR CDR LS Advrate  Def Loss Def Loss Def Loss Def Loss Def Loss
Prime FIX
2004 4.6 0.12 114 302 711 9.3 69.7 543 7.9 5.5 1.4 1.4 86.58 28.9 1.6 25.6 95.8 1.0 0.3 3.9 0.7 6.7 0.9 6.3 1.3 104 21
2005 11.8 0.24 98 422 731 5.9 73.6 779 10.5 105 183 18.3 82.35 25.1 3.0 39.5 911 4.8 1.9 6.5 26 119 42 104 45 190 82
2006 16.3 0.26 87 468 731 6.1 76.7 90.0 14.1 17.0 305 30.3 77.39 22.2 4.9 45.2 89.5 8.6 3.8 9.1 44 171 7.8 139 7.1 267 138
2007 235 0.31 76 509 734 5.2 79.3 915 145 174 365 36.4 76.87 21.9 5.1 43.4 86.5 10.4 4.6 9.0 42 176 7.7 141 69 283 141
Total 56.2 0.26 87 453 731 6.0 76.6 85.2 13.0 149 28.0 27.9 78.97 23.2 4.3 41.6 89.1 7.9 3.5 8.1 36 153 6.4 126 6.0 244 118
Prime ARM
2004 13.6 0.14 110 343 730 10.8 724 640 7.8 4.8 72.8 18.5 88.07 17.1 23 343 90.0 25 0.8 3.6 1.1 7.2 1.8 6.9 24 123 40
2005 25.2 0.25 100 433 735 10.2 741 77.0 8.3 7.2 81.0 24.0 86.27 17.2 3.3 33.7 93.4 6.6 2.5 4.8 1.8 9.1 2.8 9.4 3.7 165 6.3
2006 18.5 0.29 89 497 732 10.2 755 89.1 113 134 90.2 43.5 80.66 14.0 4.7 39.0 90.6 13.7 6.0 7.4 33 137 52 140 65 245 110
2007 20.5 0.33 83 581 731 10.2 755 86.7 13.6 182 873 60.1 75.55 14.8 5.6 43.0 90.1 14.9 6.7 8.8 41 160 63 162 7.8 282 129
Total 77.8 0.26 95 456 732 10.3 74.5 80.1 103 112 834 37.2 82.42 15.8 4.0 37.5 91.3 9.8 4.2 6.3 26 11.7 41 119 52 208 838
Alt-A FIX
2003 6.1 0.12 122 116 715 31.2 722 509 9.9 7.5 1.7 0.9 83.56 17.8 1.8 47.4 90.7 2.1 0.8 4.4 1.4 7.9 2.0 7.8 27 131 43
2004 10.6 0.20 110 132 712 336 748 638 13.0 89 7.2 7.0 79.82 15.6 29 47.8 89.9 3.7 1.6 6.8 31 131 50 124 6.1 226 105
2005 32.9 0.32 98 186 713 19.8 76.5 834 17.1  13.8 30.0 295 73.49 13.2 4.9 52.0 87.6 10.4 5.2 9.3 50 200 9.6 168 9.6 34.2 188
2006 38.1 0.34 87 217 705 18.1 788 949 26.2 243 346 335 61.65 9.4 7.0 60.3 78.1 21.6 12.4 124 7.4 288 154 213 13.2 47.0 281
2007 29.3 0.42 77 272 707 15.1 779 931 26.0 27.6 40.6 40.2 61.19 11.3 6.8 57.8 83.0 22.9 12.9 119 69 287 149 20.2 122 472 277
Total 117 0.33 91 197 709 199 77.2 86.1 21.5 19.9 30.6 30.0 67.65 11.9 5.7 55.6 83.7 16.2 8.9 10.5 5.9 23.8 12.0 183 10.7 39.5 22.6
Alt-A ARM
2003 1 0.09 120 299 713 22.0 709 565 10.6 8.1 61.2 16.8 83.22 15.8 1.4 36.4 64.4 1.8 0.5 4.8 0.7 117 10 89 1.5 220 26
2004 10.1 0.14 109 239 713 232 795 773 129 130 756 40.1 79.75 9.2 4.6 38.6 66.4 6.0 23 7.5 28 174 42 142 57 290 96
2005 29 0.25 98 267 716 20.2 814 948 18.1 174 87.2 55.3 73.65 7.0 6.3 49.8 76.3 18.0 8.8 104 51 227 87 191 99 370 176
2006 32.6 0.28 87 318 711 17.2 829 1059 26.4 284 887 66.4 61.91 6.9 8.3 58.7 68.8 32.9 18.1 144 85 32.0 15.1 251 151 48.8 27.2
2007 22.9 0.35 78 407 714 16.4 812 100.0 27.2 30.2 89.6 79.5 59.90 8.8 9.4 55.7 69.6 36.0 19.6 154 86 322 144 26.2 151 492 26.2
Total 95.6 0.27 91 305 713 18.6 81.6 97.6 22,5 23.6 86.8 62.9 67.10 7.7 7.5 52.9 71.0 26.0 13.8 126 6.8 27.4 11.7 222 124 43.0 21.9
Option ARM
2004 2.5 0.10 107 303 705 139 745 761 225 222 0.0 0.0 66.18 6.9 5.2 41.4 87.3 5.9 2.7 134 55 306 83 242 106 479 181
2005 22.2 0.19 97 361 700 159 76.3 93.0 29.8 27.7 0.0 0.0 56.06 5.2 9.1 51.0 75.5 19.0 10.2 16.1 82 37.6 14.1 272 146 56.0 26.8
2006 39.3 0.29 86 368 704 16.0 79.3 107.8 36.3 37.7 3.1 2.5 48.23 6.8 11.7 581 61.3 39.7 235 209 125 485 242 322 199 656 385
2007 31.2 0.40 77 385 710 149 787 1045 358 38.0 30.7 29.4 46.88 9.8 12.1  56.7 59.6 43.2 25.9 21.0 125 480 245 316 195 66.1 39.1
Total 95.2 0.30 86 370 705 15.6 783 1025 343 351 114 10.7 50.08 7.4 11.0 55.5 64.7 35.1 20.6 19.6 11.3 453 21.5 30.6 183 63.1 354
Subprime
2003 10 0.06 124 94 625 6.9 80.5 64.8 17.8 345 0.8 0.2 68.05 10.2 3.5 67.8 533 6.5 3.1 101 73 261 16.6 169 12.6 39.3 283
2004 27.2 0.09 111 117 629 6.7 812 748 223 420 6.0 0.3 62.03 8.7 4.5 71.0 51.0 8.3 4.7 11.0 80 309 194 186 14.0 440 315
2005 61.3 0.15 98 141 626 5.8 84.2 935 30.1 573 201 1.0 51.96 6.1 6.9 725 46.1 20.1 12.5 143 10.6 403 26.5 244 186 553 408
2006 106.6 0.24 87 150 624 5.2 85.5 1058 35.0 63.1 16.1 1.9 46.37 39 8.2 77.1 47.1 37.8 26.6 16.7 135 46.7 349 274 225 63.0 513
2007 67.2 0.38 79 170 621 5.1 83.9 1026 357 634 131 2.4 44.86 8.0 8.0 77.4 40.0 38.5 27.8 16.8 13.8 47.7 369 26.6 223 64.1 539
Total 272.3 0.23 91 145 624 5.5 84.2 97.6 32.2 58.7 14.7 1.6 49.62 6.1 7.3 75.2 45.7 29.9 20.7 15.4 12.1 43.2 313 25.3 20.4 58.8 46.8

-%0Band %CBstand for percent of original balance and percent of current balance respectively. Loss as a%OB= Loss to date + factor * (Loss as a %CB).

-The Base Scenario assumes that home prices rise 9% in the 1st year, 5% in the 2nd year, 4% in the 3rd year, and then increase by 3% per year, while unemployment goes to 7.1% by Q4 2013.

-The Stress Scenario assumes that home prices drop 4% in the 1st year, 1% in the 2nd year, remain flat in the 3rd year, and then increase by 3% per year, while unemployment peaks at 11% in 1 year.

-Cum Defaults and Cum Losses Include Losses arising from Loan Modifications as well.
-For details on our Model, refer to the white paper on our Loss Severity model, “A Loss Severity Model for Residential Mortgages,” January, 2008 and Default Model , “Modeling of Mortgage Defaults," January,

2008

Source: Citi Research, CoreLogic Note: For more detailed information, please see https://www.citivelocity.com/menu/SECUR _OV?commentaryld=13073111401237411
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information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any
other MSCl intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is
provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or
related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness
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(including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site
does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your
own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website.
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