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Gain on Sale Margins Contracting Faster Than Expected

Implicationsfor Mortgage Bankingin 1Q13
Highlights

Mortgage production revenue for the first quarter could be down as much as 35% from 4Q12 due the recent contraction of gain on
sale margins. We estimate gain on sale margins are down 30-40% from 4Q12 due to a 15 bp contraction in the primary-secondary
spread and a 10 bp increase in the guarantee fee (g-fee). Thiswould imply margins are already running closeto 2010-2011 levels. We
originally forecasted gain on sale margins would contract back to 2011 levelsin 2013, but not at this pace. If this trend continues, it
would likely cause us to decrease our EPS estimates for mortgage originators. It has also become apparent the FHFA increasein the
g-fee did not cause an increase in mortgage rates, rather it has eaten into mortgage banking profit margins.

Competition isheating up. Theincreased capacity in the market for mortgage originations, combined with lower refinance volumes,
has created much stronger competition in the origination market and significantly lower pricing than we saw in the second half of
2012. Commentary from most major mortgage banks and the aggressive nature of several "recent” entrants looking to capture share,
including Quicken Loans, PennyMac (PMT - NC), EverBank (EVER - Neutral, $15 PT, Barker), and FlagStar (FBC - NC), supports
our view that competition is the strongest we have seen in several quarters.

Gain on sale margins could be down 30-40% from 4Q12. The primary-secondary spread averaged 1.24% in 4Q12 and 1.28% in
3Q12. During thefirst six weeks of 2013, the spread has averaged 1.09% and stood at 1.03% as of 2/19/2013. After taking into account
the 10 bps increase in the g-fee implemented in December, there could be significant contraction from 4Q12 levels if margins stay
near current levels. However, we would note, originators with a greater share of their originations coming from retail channels or
from HARP refis could see their margins hold up better than originators reliant on correspondent/wholesale lending.

HARP cross-servicer refis? During 4Q12 earnings season, several mortgage originators stated they are refinancing HARP loans that
are currently being serviced by another mortgage bank. We believe the very attractive economics of refinancinga HARP loan (6.0%+
margins) and the new reps/warrants rules, have made the risk-adjusted returns attractive enough for more lendersto make these loans.
On January 1, 2013, the FHFA implemented new rules for reps/warrants that would remove the provisionsif an newly originated loan
sold to the GSEs has 36 months of on-time paymentsfor regular-way originations and 12 months of on-time paymentsfor HARPloans.

Stocks most levered to gain on sale. The companies with the most |everage to origination gain on sale margins for earningsinclude:
FBC, NSM, PMT, EVER, and PHH. Other large mortgage market participants that have material exposure to mortgage banking, but
not necessarily the heavy exposure as some non-bank originatorsinclude: STSA, WFC, FITB, USB, and STI.

See Important Disclosures on page 8 of this report.
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Origination volumes down dlightly...

On an unadjusted basis, the MBA mortgage application index is indicating mortgage originations are down very dightly from 4Q12 even though rates have backed up roughly 20 bps
since their lowsin November. Thisis counter to the consensus forecast of a 12% decline in 1Q13 and 4% forecast from the MBA.

MBA Application Market Index (Unadjusted)
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...but, primary-secondary mortgage spreads continue to tighten

The spread between mortgage rates advertised to borrowers (primary) and the yield on agency mortgage backed securities (secondary) has declined from an average of 1.28% in
3Q12 to an average of 1.09% through the first half of 1Q13. As of February 19, the spread was 1.03%. As shown in the chart below, the primary-secondary spread actually contracted
following the 10 bp increase in the g-fee on December 1, 2012. Also, we have seen amaterial declinein the spread as we entered the new year. This may be delayed reaction from
originatorsto react to rates and/or an indication that banks may be more willing to originate HARP loans in another servicers' portfolio following the implementation of new reps/
warrants provisions.

Primary-Secondary Spread (5 Month)

W Primary-Secondary Spread
Bankrate 30Y Rate
= e=e Fannie 30Y Coupon Yield

4.0% - 1.6%

- 1.5%
3.5%
- 1.4%
3.0%
- 1.3%

2.5% F1.2%

30Y Rate/Yield

F1.1%

2.0%

peaids Azepuodas-Aiewtid

1.0%

1.5%
0.9%

1.0% 0.8%

Oct-12
Nov-12
Dec-12
Jan-13
Feb-13

Source: Bankrate, Bloomberg, Compass Point

Kevin Barker | 202.534.1398 | kbarker@compasspointllc.com
Isaac Boltansky | 202.534.1396 | iboltansky @compasspointllc.com



Compass Point Research & Trading, LLC 4

...which will have a bigger impact on production revenue

Material declinesfor gain on sale. We estimate average gain on sale margins could decline 100+ bp from 4Q12 levels after taking into account the tighter primary-secondary market
spreads and the higher g-fee. From their peak in 3Q12, we estimate gain on sale spreads could be down roughly 150 bps. We would note it is still early in the quarter and margins will
differ from originator to originator due to several factors, but the market is indicating significant declines.

Production revenue down 30-40% . If we assume origination volumes stay near current levels, 1Q13 mortgage banking production revenue could be down 30-40% due to lower
gain on sale margins. If we assume the current leading forecasts for a 12% decline in origination volume hold true and spreads stay near current levels, the decline could be 40-45%
lower than the previous quarter.

M SR fair value could adjust higher. The dight increase in mortgage rates could cause a markup in mortgage servicing rights (MSR) as originator/servicers extend the effective
duration of their servicing portfolio. If prepayment speeds remain near current levels, there could be some negative offset to the markup, but fair value adjustments could counter
some of decline from lower gain on sale margins. The markup in the M SR could have an outsized impact on PHH Mortgage (PHH - Neutral, $24 PT, Barker) given the limited
amount of hedging the company has implemented.

Production Revenue as % of Total Revenue - 4Q12
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Capacity continuesto build...

As shown below, the mortgage industry has been on hiring spree throughout 2012 as companies try to take advantage of very attractive HARP margins and the surprising increase

in refinance volumes. If origination volumes were to slow, we would expect mortgage industry employment to decrease, but there would likely be a 2-3 quarter lag before capacity
adjusted to volume.

Mortgage Industry Employment (2012, 000s)
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...yet, origination forecasts expect big declinesin volume

Mortgage Origination Forecasts ($B)
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Gain on Salelllustration

The following chart gives an illustration of how changesin mortgage rates, the guarantee-fee and MBS yields cause significant swingsin gain on sale margins. Thistable isfor
illustrative purposes only and presents a very basic view on the economics of originating a mortgage.

Gain on Sale Margin Economics 101

Inputs 4Q12 Avg 1Q13 Avg HARP Notes
Duration (years) 7 7 8 assumed mortgage duration
Coupons per yr 12 12 12 monthly mortgage payment
Mortgage rates 3.43% 3.55% 4.00% primary rate
Guarantee-fee 0.40% 0.48% 0.48% paid to GSE
Servicing fee 0.25% 0.25% 0.25% paid to servicer
Other 0.10% 0.10% 0.10% hedging, fall-out, etc.
Net Yield 2.68% 2.72% 3.17%
MBS vyield 2.18% 2.46% 2.30% yield in MBS market
Net Spread 0.50% 0.26% 0.87%
Secondary Market Price $1,032.43 $1,016.70 $1,063.52 price of bond in market
Face Value $1,000.00 $1,000.00 $1,000.00 original value of mortgage
Priced-in Margin 3.24% 1.67% 6.35% diff between secondary $ and mortgage balance
Capitalization of MSR 0.90% 0.90% 0.90% initial value of MSR created (non-cash)
l Total Gain on Sale 4.14% 2.57% 7.25%|

Source: Compass Point, Bloomberg

Gain on sale margins vary tremendously from company to company depending on a host of factors, including: (1) the difference between the rates the company funds a mortgage
and sdllsinto the market (company-level primary-secondary spread), (2) type of mortgages sold (Fixed, ARM, 30Y, 15Y, etc), (3) valuation of MSR capitalized, (4) hedging results,
(5) mix of retail, correspondent, and wholesale originations, (6) mark-to-market of loans in warehouse and several other factors. Also, many companies will include/exclude certain
expenses associated with the origination of amortgage. Hence, it isimportant to look at trends on the company-by-company level in order to forecast gain on sale margins rather than
the market as awhole.

The basic calculation of gain on sale margin (excluding expenses) assumes a mortgage is originated at the going rate in the market, a guarantee fee is paid to the GSEs, servicing

fees are paid to the mortgage servicer, and the mortgage sold into the secondary market. The difference between these rates, fees and the effective duration of the mortgage in the
secondary market resultsin aprice in which a pool of mortgages could be sold. The fees and other costs associated with originating that loan could be excluded from this calculation.
For instance, a correspondent lender may pay the originator of the mortgage 0.75% for originating the loan.

| saac Boltansky is Compass Point's Washington Policy Strategist. His contributionsto thisresearch report relate solely to Washington Policy and should not be attributed
to any company specific research, ratings, or conclusions.
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| mportant Disclosures

Analyst Certification
I, Kevin Barker, hereby certify that the views expressed in this research report accurately reflect my personal views about the subject securities or issues. | further certify that | have not received direct or indirect compensation
in exchange for expressing specific recommendations or views in this report.

Coverage Universe Investment Banking Relationships
Rating Number Percent Rating Number  Percent
Buy 47 41 Buy 10 21
Neutral 65 57 Neutra 1 2
Sell 3 3 Sl 0 0
Total 115  100% Total 11 100%

* Percentage of Investment Banking Clients in Coverage Universe by Rating

Owner ship and Material Conflicts of I nterest

Within the previous 12 months, Compass Point has received compensation for investment banking services from the following company: EverBank Financial Corp.

During the 12-month period preceding the date of distribution of this research report, the following company was (were) a client (clients) of Compass Point: EverBank Financial Corp. The type of services provided were
investment banking.

Ratings, Coverage Groups, and Views and Related Definitions

Theinformation and rating included in thisreport represent the long-term view as described more fully below. The analyst may have different views regarding short-term trading strategies with respect to the stocks covered by the
rating, options on such stocks, and/or other securities or financial instruments issued by the subject company(ies). Our brokers and analysts may make recommendations to their clients that are contrary to the recommendations
contained in this research report. Such recommendations or investment decisions are based on the particular investment strategies, risk tolerances, and other investment factors of that particular client or affiliate. From time to
time, Compass Point and its respective directors, officers, employees, or members of their immediate families may have along or short position in the securities or other financial instruments mentioned in this report.

Buy (B), Neutral (N), Sell (S) - Analysts recommend stocks as Buys or Sells for inclusion on the firm’s recommended list. Being assigned a Buy or Sell on the recommended list is determined by a stock's absolute total rate
of return potential, which includes potential or projected dividends. Any stock not assigned as a Buy or a Sell is deemed Neutral. A Buy (B) represents atotal rate of return potential of 15% or greater on a 12-month horizon.
A Neutral (N) represents atotal rate of return of -15% to +15% on a 12-month horizon. A Sell (S) represents a total rate of return at or below -15% on a 12-month horizon. Conviction Buy and Sell lists represent investment
recommendations focused on either the size of the potential return, the likelihood of the realization of the return, or the time to realization of the return.

Return potential represents potential and projected dividends and the price differential between the current share price and the price target expected on a 12-month time horizon associated with the price target. Price targets are
required for all covered stocks. The return potential, price target and associated time horizon are stated in each report adding or reiterating an Recommended List membership.

Not Rated (NR): The investment rating and target price have been removed pursuant to Compass Point policy when Compass Point is acting in an advisory capacity in amerger or strategic transaction involving this company
and in certain other circumstances. Rating Suspended (RS): Compass Point Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for determining an
investment rating or target. The previous investment rating and price Compass Point has suspended coverage of this company. Not Covered (NC): Compass Point does not cover this company. Not Available or Not Applicable
(NA): Theinformation is not available for display or is not applicable. Not Meaningful (NM): The information is not meaningful and is therefore excluded.

Global Disclaimer

Compass Point Research & Trading, LLC expectsto receive or intends to seek compensation for investment banking services from the subject company(ies) in the next 3 months.

The research analyst(s) named in the certification above receives compensation based upon various factors, including, but not limited to, the quality and accuracy of research, client feedback, competitive factors, and overall
firm revenues, which include revenues generated by Compass Point Research & Trading, LLC's investment banking activities.
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Thisreport is based upon public information that Compass Point Research & Trading, LLC and the research analyst named in the attestation above assume to be correct.

Assumptions, opinions, forecasts, and estimates constitute the research analyst’s judgment as of the date of this material and are subject to change without notice. The research analyst’ s judgments may be wrong.
Neither Compass Point Research & Trading, LLC nor its affiliates, nor the research analyst, are responsible for any errors, omissions, or results obtained from the use of this information.

Past performance is not necessarily indicative of future results.

The securities and/or financial instruments mentioned in this research report, and the trading strategies related thereto, may not be suitable for all investors. Y ou must consider your specific investment goals and objectives prior
to transacting in any security or financial instrument. Consult with your financial advisor before making any transactions or investments.
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This report constitutes a compendium report (covers six or more subject companies). As such, Compass Point Research & Trading, LLC, chooses to provide certain disclosures for the subject companies by reference. To access

such disclosures, clients may email a request to research@compasspointlic.com, or may write the Compass Point Research & Trading, LLC Research Department at Compass Point Research & Trading, LLC, 3000 K Street NW,
Suite 340, Washington DC, 20007. 202.540.7300
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