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QRM

Qualified Residential Mortgage

e Documentation and verification of financial resources relied upon to qualify the
mortgagor;

e Standards with respect to:
— Residual income of the mortgagor after all monthly obligations;

— The ratio of the housing payments of the mortgagor to the monthly income of
the mortgagor;

— The ratio of total monthly installment payments of the mortgagor to the income
of the mortgagor;

e Mitigation of the potential for payment shock on adjustable rate mortgages
through product features and underwriting standards;

e Mortgage guarantee insurance or other types of insurance or credit
enhancement obtained at the time of origination, to the extent such insurance or
credit enhancement reduces the risk of default; and

e The prohibition or restriction of the use of balloon payments, negative
amortization, prepayment penalties, interest-only payments and other features
that have been demonstrated to exhibit a higher risk of borrower default.

Loan issuance is low but deposits continue to grow forcing banks to make sound
investments in a low-interest environment.



What the OCC and FDIC are Expecting in Terms of Due-Diligence
as it Pertains to Investing.



MBS Securities

-Low treasury rates are enabling refinancing
opportunities for those that can

-Those that are unable to refinance go into
foreclosure

-The agencies are forced to pay off bond investors

-Both of these factors result in higher prepay speeds



MBS Securities

Is a bond going to shorten of extend too much to be in a bank portfolio?
How is the current economic and interest rate environment going to affect MBS?



Despite an Improving Economy, Rates are Even Lower than Last
Year.

Foreign Central Banks Continue to
Purchase US Debt.

Fed has Repeatedly said They Will Keep
Rates Low

This Results in Low Mortgage Rates
Enticing Borrowers to Refinance

Those that Can’t Refinance Face
Foreclosure as ARM loans Reset

This Results in Higher CPR Speeds

Investments in Agency Backed MBS
Requires High Scrutiny



Foreclosure Rate is Still High

e This Chart represents the Mortgage Bankers Association Foreclosure/Pct of Total Loans



All subprime loans are at 20 % delinquency rate

According to the MBA, Subprime delinquencies are falling although still high compared to
pre-crisis levels.
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Even relatively low coupon collateral continues to see high prepay speeds.
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What is this due to ?
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Prepayspeeds continue fo be fast, even

forcollateral issued in 2012,
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There is a Silver Lining

e According to Realty Trac Inc. , home foreclosure filings are starting to fall. This may also be a
reflection of fewer loans being originated.



Pre-trade Analysis

-Collateral Composition

-Historic Prepays on the Bond

-How to prepays affect the cash flows of this bond ?
-Where should this bond trade ?

-Is it too volatile for my portfolio ?



There are bonds that have lower prepay speeds.

* Always ask for bonds with a low prepay history.

FNR 2011-137 PB 102-22%1/102-24 Yield 1.436/1.417 BVAL
As of 12 Apr Collateral 100.0% FNCL 5% Prepay 415PSA WAL 2.75
FNR 2011-137 PB Mtge Security Description
CUSIP 3136A3GH8 5.363(327)26 FNCL 5N 95 Buy. b 96 .Sell

1) Bond Summary 2) Group Summary 3) Deal Summary

Issuer FANNIE MAE 5) Prospectus
Series 2011-137 ClassPB Maturity 11/25/2039 ISIN US3136A3GH89 6) Lead MarBCG
7) Class Descripti... PAC(11) BBGID BBGO02CR30D4 8) Trustee FNM
Current (Apr 2013) Original Issue Payment Details Additional Info
Balance 37,059,319 Balance USD 42 352,000 Next Pay 04/25/2013 TRACE Eligible
Factor 0.875031150 WAL 5.0Yr @ 175PSA Rcd Date 03/31/2013
Coupon 2.50% | 1st Coupon 2.50% Pay Date 25th

Beg Accrue 03/01/2013 1st Payment 01/25/2012 Frequency Monthly
End Accrue 03/31/2013 |1st Settle 12/30/2011 Pay Delay 24 Days
Class/Grp Pct 29% Dated Date 12/01/2011 Day Count 30/360

[ 188 217 Mar2013 ] PX 12/01/2011 cCall Non-Callable FFIEC Pass
Class/Grn Pct 222 Min Size 1,000
This bond has relativiey low prepay speeds. In Cr 1

9) Historical Paydown ( 7
Aprl3 Jun Mayl2 1m
261 _3 213 366 3m
12.6 . . /.1 11.7/6m
0.88 : : 0.96 0.97/12m




Understanding What Backs the Collateral Can Help Avoid high
prepay speeds going forward.

Make sure that you are looking at bonds where loans are in states with stabilized housing

markets.

FNR 2011-137 PB Mtge
CUSIP 3136A3GH8 5.363(327)26
Composition Overview
1)Overview _ _
2)Addl Info Geographics (04/13)
3)Servicers CA 14.2
4)Sellers TX 9.4
5)Pools FL 5.2
Distribution MI 4.5
6)LTV IL 4.2
7) GEO _Other 62.5
8)FICO Collateral Count
9)WAC Pools 54
10) WAM Amortization Term
11) WALA 30 Year 100.0
Balloon 0.0
15 Year 0.0
Quartiles (Current)
WAM 302 - 317 WAC 5.25
317 - 328 5.32
328 - 337 5.36
337 - 342 5.42

FNCL 5 N

Apr'il3

99) Feedback

Dec '11
(12/11)

14.3
.1
4.9
4.6
4.3
62.8

54

0.0
0.0

Collateral Composition
00 Buv. 100 <all |

[Elgelilsl3: 30YR/5.0/FNMA/G3 |

oans that come from erractic housing markets
may be sold off resulting in higher prepay

Prody esuing "13 | Dec '11
FN 100.0 100.0

Origination Year

2011 52.6 49.5
2010 42.5 44.7
2009 4.9 5.8

Amortization Type
Level FRM

ARM

Non-Level FRM
Loan Size ($M)
WA Orig

WA Curr

100.00
0.00
0.00

100.00
0.00
0.00

123.8 (100.0%) Orig Min/Max

118.4 (100.0%)
Avg Orig 120.7 (100.0%)
Avg Curr 115.8 (100.0%)
(Avg. AOLS 120.6)

20.0/150.0




Using Pre-Pay Models and Historical Speeds to Measure
Performance



Investing in the Municipal Bond Market



Financial Analysis of the Issuer

STATEMENTS OF OPERATIONS AMD

TOWMNSHIP OF BRIDGEWATER

CURRENT FUND

CHAMNGES IN FUND BALAMCE - REGULATORY BASIS

REVEMUE AMD OTHER INCOME REALIZED

Fund Balance Utilized
Miscellaneous Revenue Anticipated
Receipts From Delinquent Taxes
Receipts From Current Taxes
Mon-Budget Revenue
Other Credits to Income:
Unexpended Balance of Appropriation Reserves
Grants Appropriated Canceled
Accounts Payable Canceled
Reserves Canceled
Accounts Receivable
TOTAL REVEMUE AND OTHER INCOME

EXPENMDITURES

Budget Appropriations
Special Fire District Taxes
County Taxes
Regional School District Taxes
Municipal Open Space Taxes
Grants Receivable Canceled
Interfunds Advanced
Prepaid Fire District
Refund of Prior Year Revenue
TOTAL EXPEMNDITURES

Excess in Revenue

REF.

A1 A2
A2
A2
A2
A2

A4
A23
AN

YEAR EMDED
DECEMBER 21, 2011

3,116,859.31 5
13,566,701.87
1,157,859.74
163,523,102.75
410,006.72

G00,364.07
128,251.55
54,219.59
907.78
1,500.00

182,559,873.38 &

36,019,862.98 §

2,199,096.00
32,798,260.70
109,277 84274

120,743.86
2,998.33

956282
180,437,367.43 §

212250595 §

b
|
L

YEAR EMDED
DECEMBER 21, 2010

358473298
14,499,963.24
1,554,249.75
161,788,216.45
32313417

525,061.81
87,074.00
25,846.65

1,942.19

182,390,221.24

36,045 49897
2,167,745.00
34764,775.45
106,202,430.34
31458
87,074.00
31,263.23
1,500.00
12,418.53
179,413,020.10

297720114

Financial Statements provide intelligence on credit risk



Financial Analysis Within a State.



Demographics

95 Filter Regions
Employment Data
) Total Nonfarm
11) Edison, NJ Metropolitan Division
12) Bergen-Hudson-Passaic, NJ
13) Trenton-Ewing, NJ
14) Camden, NJ Metropolitan Division

15) Newark-Union, NJ-PA Metropolita...

) Government

16) Bergen-Hudson-Passaic, NJ

17) Trenton-Ewing, NJ

18) Camden, NJ Metropolitan Division

19) Newark-Union, NJ-PA Metropolita...

20) Edison, NJ Metropolitan Division

3) Federal Government
21) Camden, NJ Metropolitan Division
22) Edison, NJ Metropolitan Division

23) Newark-Union, NJ-PA Metropolita...

24) Bergen-Hudson-Passaic, NJ
25) Atlantic City, NJ

96) Detailed Search
M as of 2/2013

Page 1/3 BLS Employment by Supersect
Region [N % Change  [aff1 Year
% Chg 4 Total Private % C
2.0% 26) Edison, NJ Metropolitan Division
1.9% 27)Bergen-Hudson-Passaic, NJ
1 . 5 CE 28 ) T renton - EV‘ oyndata is one way to understand
1 . 3 CE 29) Ca mden , Ioca[ demograpggzi:lfvggz:%aiiyou are thinking
0.8% 30) Newark-Union, NJ-PA MeLropoliLa...
5 Service Providing
31) Bergen-Hudson-P
32) Edison, NJ Metropplitan Division
33) Camden, NJ Metr¢gpolitan Division
34) Trenton-Ewing, N.
35) Newark-Union, NJ-PA Metropolita...

2.1%
1.4%

0.1%

6) Professional and Business Services
36) Camden, NJ Metropolitan Division
37) Edison, NJ Metropolitan Division
38) Newark-Union, NJ-PA Metropolita...
39) Bergen-Hudson-Passaic, NJ

0.0% 40) Trenton-Ewing, NJ

| 51) Employment by Supersector | "52) Employment by Key MSA

Understanding local demographics is vital to assessing underlying financial strength of
municipalities. This includes employment, housing, median income.



Using Price Transparency to Assure Better Execution

7031304F Muni MSRB Trade History: Individual Trades
Issuer PATERSON NJ CLCID  7031304F8

Transparency on where bond trades are bei
Issue REF P O areacied “

Coupon  3.10000  Maturity 03/15/21 Issuet U5/ 20/ 15 State  NJ

Trade Date 03/27/2013  Size Al Sizes | |
Time Sale Type Par Volume(M) ' Yield  Assumed Settle
09:31 Inter-Dealer 100 : 3.257
09:38 Inter-Dealer 100 . 3.158
09:38 Inter-Dealer 100 : 3.15
11:12 Inter-Dealer 430 : \ 3.2
11:12|Inter-Dealer 430 : 3.21
14:08 Purchase from Customer 100 : 3.272
14:44 Inter-Dealer 100 . 3.272
15:37 Sale to Customer 25 101.393 2.902
15:39 Sale to Customer 75 101.393 2.902

1.
2,
3.
4,
5.
6.
1.
8.
9.

First step to relative value is price transparency
Look at where bonds trade on the day
Obtain lists of similar bonds with similar characteristics



Corporate and Agency bonds

These types of securities are generally more liquid than MBS
Easier to generate a list of comparable bonds as it pertains to spread vs. Treasuries

Still need to understand financial strength and default risk of corporate bonds regardless of
ratings.



Confirming Consistent Spread to Treasuries

IBM 4 06/20/42 Fixed Income Relative Valug

104.262/104.262  3.758/3.758 TRAC@ 04/12 CTSINCTVIVANNN ST WY | W 1)) Setting s

Current Data My PCS Historical Data BVAL 10/15/12 B04/15/13 |
Spread Low Range High' Avg +/- bps StdDev  #SDs Trend

1) Spreads to Curves (RV) Avg ® Now

2) Spread-Bench 87 59 —0— 91

3) G-Spread 91 61 ——o—o- 95

4) I-Spread 95 84 —e+—— 117

5) Price 104.262 99.636 ——e——— 109.476

6) Credit Rel Value (CRVD)

)

CDS BaSiS _40 _22 nvestmentguidelinepedinvestors 6
8) Bond vs Comparables (COMB) &S| ifference in comparable I-Spreads over 6 Months
Price Yield Spr ' Range Hi Avg +/- bps#SDs Trend
JORCL 5 % 07/40 123.5 3.
JORCL 5 3 07/40 123.5 3.
) IBM 5.6 11/39 128.7
) MSFT 5.3 02/41 126.0
IBM 4 06/42 104.3
B)MSFT 3 L 11/42 95.7
Avg of Comparables
15) Avg Sector US DOMESTIC I...
16) BVAL Price 104.3

9
10
11
12




Understanding Default Risk

There are models available that help measure default risk without relying on Ratings Agencies.



Portfolio Risk Management

-Maintain Risk Exposure

-Generate Trade Ideas

-Current Pricing

-Performance in different interest rate scenarios

-Segregate by different parameters



MANAGING KEY RATE DURATION

1) Reports = 2) Options 3) Source - Key Rate Durations

Portfolio [ESEENENIY F Benchmark MF Portfolio Currency USD As of

otals

1

Key Rates

-Understand where most of the risk lies by looking at curve exposure
-Helps to make decisions based on the shape of the treasury curve
-Break out by each individual position



WHAT IS MY RETURN WHEN INTEREST RATES CHANGE ?



USING EXCEL FOR PORTFOLIO SURVEILLANCE

FHR 2543 LL Mige
FHR 2686 CL Mige
FHR 2770 AU Mige
FHR 2990 FE Mige
FHR 3462 5D Mige
FHR 3516 KA Mge
FHR 3636 MJ Mige
FHR 3762 SH Mtge
FHR 3769 MD Mige
FHR 3769 QI Mige

FHR 3760 PL Mige
FHR 3784 BM Mtge
FHR 3766 GN Mige
FHR 3790 PA Mtge
FHR 3794 PB Mige
FHR 3796 PA Mige

-Use Excel to bring collateral data from Bloomberg to monitor your portfolio
-Data is automatically updated every time a sheet is opened
-Customize reports that are easy to read

26



Conclusion

Interest rates are at historic lows due to foreign central bank buying, economic uncertainty
Fed intervention

Low loan volume and increased deposits have increased AUM dramatically for many banks
Important to invest wisely in an extreme low rate environment
The OCC has put in guidelines as it comes to fixed income investing

Guidelines include price transparency, relative value, financial analysis and portfolio risk
management



