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Mortgage Rates less 10 Year Returning to Historical Relationship
of Plus 1.7%, Currently at 1.86%

I. Introduction

Figure I: Yield Curve for the week of Mar 16 to Mar20 with Dailey Yields Curve
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On the afternoon of March 18, 2009 the FOMC committee made major news with their press release of
the events of the meeting. There were 5 key points to the press release.

1. Maintaining the target range for the federal funds rate at 0 to 1/4%.

2. To support mortgage lending and the housing markets, the Committee this year will direct
the purchase up and additional 750 Billion of agency mortgage-backed securities bring the
total to $1.25 Trillion.

3. Will increase its purchase of other agency debt by $100B to a total of $200B.
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4. Will direct the purchase of $300B of longer term Treasury Securities over the next 6 months.
5. TALF was launched to extend credit to extend credit to households, student loans, credit
cards, small businesses and the real estate market.

Following the meeting on March 18" the yield on the long end of the bond immediately dropped as seen
in Figure I above.

II. Yield Curve on April 3. 2009

Within two weeks later, however by April 3, 2009, following the initial decline almost the entire drop
has been given back Figure II. The 10 year was 3.02% and is currently at 2.92% after falling to 2.51% at
the close of March 18",

Figure II: Yield Curve for the week of Mar 17 to Mar18 and April 3 Pre and Post FOMC
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We expect a significant goal of the meeting was to lower the yield curve as well as the mortgage rate
with the purchase of the securities, and the expected impact was immediate. However, within two weeks
we have seen the 10 year return to nearly the same rate that it had been two weeks prior. However, the
mortgage rate did have the desired effect, at least so far and has actually continued to decline.

Figure III: Conventional Mortgages Weekly Thursday from Jan to April
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III. The 10year to Mortgage Rate: Historical Relationship

Figure IV: Historical Relationship between the 10 Year Note and the Mortgage Rate: 1971 to 2009

Mortgage Rate Less the 10 Year Note

_— All Years Average 1.70% \_

5 =
i l/ Best Years Average 1.40 \
4 h 1 1 1000

. l A ‘ I1991 to wyzs)\ |
., , s -

|

I

Apr-71 Apr-73 Apr-75 Apr-77 Apr-79 Apr-81 Apr-83 Apr-85 Apr-87 Apr-89 Apr-91 Apr-93 Apr-95 Apr-97 Apr-99 Apr-01 Apr-03 Apr-05 Apr-07

Source: Department of Treasury, SISR

From Figure IV we can see that there during every recession the mortgage rate less the 10 Year Notes
spread expands out. It is interesting; because at the exact time that one would hope that mortgage rates
would be low they expand out. This is likely because as the economy begins to struggle so do the banks
and the risk factors to making loans also increase, which causes the banks to increase the mortgage rate
relative to the 10 year note.

For all years the average spread is 1.70%, whereas during an extended period of no recessions from
1991 to 1998 we have a low average of 1.41%. Currently the spread is still relatively high at 1.86%,
which is down form a December high of 2.91%. We would expect that within the next few months the
relationship will eventually move back to the historical parity of 1.5 to 1.6% from the current 1.86%.

IV. Implications

There are various implications that can be drawn from this analysis:

1. Ttis likely that the spread between the 10 Year and the Mortgage rate will return to some form of
historical parity relationship as the economy emerges from this recession. That would indicate
that mortgage rates are likely to rise at a slightly slower rate than the 10 year rate, given that
mortgage rates are at historic lows.

2. Currently the mortgage rate is not yet favorable relative to the 10 year when compared to the
historical average, indicating that the recovery still has a few steps to go before this component is
consistent within a stable recovery period range, but the spread at least, is heading in the correct
direction.

3. This spread can be used as another metric for projecting when the housing crisis will finally be
behind us, and banks feel they can lend with a normal expected risk and return.
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Certification:

I, Philip L. Miller (or any research analysts at SISR Inc.) certify/certifies that the views expressed in this
report accurately reflect my personal views about the subject companies and securities. In addition no
part of my compensation was, is or will be directly or indirectly related to the specific recommendations
or views expressed in this report.

Recommendation Scale:

Stock Rating:

1 — Recommended List — The stock has our highest recommendation and is expected to outperform the
average equal weighted expected total return of the overall Market irrespective of sector. Our investment
horizon is 12 — 18 months except as specified by the reporting analyst.

2 — Overweight — The stock is expected to outperform the equal weighted expected total return of the
sector coverage. Our investment horizon is 12 — 18 months except as specified by the reporting analyst.
3 — Neutral — The stock is expected to perform in line with the equal weighted expected total return of
the sector coverage. Our investment horizon is 12 -18 months except as specified by the reporting
analyst.

4 — Underweight — The stock is expected to under-perform the equal weighted expected total return of
the sector coverage. Our investment horizon is 12 -18 months except as specified by the reporting
analyst.

5 — Rating Suspended — The rating and target price have been suspended temporarily to comply with
applicable regulations and/or firm policies in certain circumstances including when SISR Inc. is acting
in an advisory capacity in a merger or strategic transaction involving the company.

Sector Ratings:

1 - Recommended Sector — The sector has the highest recommendation with continued improving
valuations and rapid growth.

2 — Positive — The sector fundamentals and valuations are improving with a positive second derivative.
3 — Neutral — The sector fundamentals and valuations are flat with the second derivative close to zero or
with a neutral slope.

4. Negative — The sector fundamentals and valuations are negative with a negative second derivative.

5 — Rating Suspended — The rating and sector targets have been suspended temporarily to comply with
applicable regulations and/or firm policies in certain circumstances including when SISR Inc. is acting
in an advisory capacity in a merger or strategic transaction involving the company.

Price Chart:

A price chart, with changes of ratings and price targets in prior periods, is included above, for all
securities covered in this report.

Additional Disclosures:

This report is for information purposes only and should not be construed as a solicitation or an offer to
buy the securities or other instruments mentioned in the report. This report may not be reproduced in any
manner, without the written permission of SISR Inc.
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This research report is based on current public information, with the possible exception of disclosures
relating to SISR Inc., that SISR Inc. deems to be reliable and as accurate as reasonably possible. SISR
Inc., however, makes no claim to the accuracy and completeness of this reports, and this report should
not be relied on as such, or as a statement of factual content.

This research report is prepared for general information purposes only. In addition this information does
not consider the specific investment objectives, financial situation and particular needs of any
individual, or institution. Investors and/or institution should seek financial advice and or internal due
diligence for institutional investors, as to the appropriateness of investing in any securities or investment
strategies mentioned or recommended.

Analyst as Officer or Director: No analyst will serve as an Officer or Director. SISR Inc. prohibits its
analysts, persons reporting to analysts or members of their households from serving as an officer,
director, advisory board member or employee of any company in the analyst’s area of coverage.

Ownership and Material Conflicts of Interests: SISR Inc. permits ownership of the recommended
securities subject to all the NASD rules regarding the ownership of securities by analysts. Since our
analysis is economic in origin and subsector driven we expect all analysts to cover the universe of all
stocks and as a consequence limiting the analyst or the firm to ownership of the underlying securities
would in essence require these entities to reframe from investing in the equity market.

Analyst Compensation: Analysts are paid in part based on the profitability of SISR Inc., some of which
may include investment banking and consulting revenues.

Disclosures are required in the United States for any of the following:

acting as a financial advisor,

manager or co-,manager in a pending transaction

1% or other ownership, long or short

compensation for certain services

types of client relationships

managed/co managed public offerings in prior periods
directorships

market making and/or specialist role.
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These disclosures are included in the company-specific disclosures above for any of the above
disclosures that are required.
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