that own bank holding companies will be included in

the CPP program.

REMAINING COMMERCIAL REAL
ESTATE FINANCE BARRIERS

Create Government Sponsored Warehouse Facility for
CMBS — A prerequisite to the restart of the CMBS
market will be the return of warehouse lending, which
has traditionally provided short-term capital for loan
origination prior to securitization. A government
sponsored warehouse facility coupled with reduced risk-
based capital requirements for providers of warehouse
lines of credit would provide compelling incentives for

financial institutions to offer warehouse lines of credit.

Remove Onerous Risk-Based Capital Treatment for

Life Insurance Company Lenders — The Mortgage
Experience Adjustment Factor (MEAF) was introduced
into the Risk-Based Capital (RBC) formula in order to
adjust RBC requirements for life insurance companies
by benchmarking the commercial loan performance of
a company relative to an industry average performance.
In the current environment, negligible increases in
commercial mortgage default rates have resulted in
significant RBC increases. These results have caused
some life insurance companies to make loan level
disposition decisions based on RBC considerations
rather than on optimal business decisions for individual
loans. MBA has been working with the American
Council of Life Insurance Companies to address

both a short-term and long-term resolution to this
problem. The short-term solution involves reducing
MEAF volatility. The long-term solution will involve
establishing RBC requirements based on loan quality
metrics such as loan-to-value ratios and debt-service-

coverage ratios.

Reform Mark-to-Market Accounting Rules — When the
market for commercial mortgage-backed securities
(CMBS) is inactive, as it is currently, the only sales
occurring are essentially “fire sales” that distressed

institutions are compelled to make to meet collateral

04/21/09 9039.21

calls or risk-based capital requirements. In this situation,
the “fair value” accounting rule compounds the current
market crisis because all institutions are forced to mark
down the value of specific assets to their fire sale price
obtained by the distressed seller (mark-to-market). The
Financial Accounting Standards Board (FASB) recently
issued a staff position (FSP) that allows fire sales to be
ignored. However, the FSP still requires the use of a
discount rate that reflects the current inactive market.
This is circular and will result in a similar value to the
fire sale value. This problem can be mitigated if liquidity
risk discounts are specifically excluded from fair value

assessments during inactive markets.

Accounting Rules for CMBS Loans — A proposed change
by FASB to current accounting rules would severely
limit the amount of capital available to be deployed in
the capital markets. This proposed change to FAS-140
would preclude sales accounting treatment for many
CMBS securitizations previously accounted for as
sales. If a CMBS does meet criteria for sale under the
proposed rules, the proposed changes to (FIN46(R))
for consolidation would often require the assets and
liabilities of the securitization to be included in the
issuers or servicers consolidated balance sheets.

REMIC Tax Rule Reforms — Real Estate Mortgage
Investment Conduits (REMIC) are passive investment
vehicles that hold commercial and residential
mortgages in trust and issue securities representing an
undivided interest in those mortgages. The REMIC
structure provides relief from entity-level taxation. The
vehicle is passive and therefore allowable activities are
limited to primarily holding a fixed pool of mortgages
and distributing the related payments to investors.
Activities deemed material are not permitted. There

is currently a proposal pending with the Internal
Revenue Service (IRS) which would benefit both the
bondholders and the property owners, by providing
borrowers greater flexibility to manage their properties

after the mortgages have been securitized.
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National Policy Conference Talking Points

MIRA

¢ Reform of the mortgage origination process is crucial to restoring confidence in the housing and
mortgage markets.

e We should have one set of laws to protect consumers that apply across all 50 states, not the
patchwork quilt of state laws that serves to increase confusion and costs.

e A new federal regulator can and should work with state officials on the creation and enforcement
of the national mortgage regulations.

FHA

e As its market share has exploded in the last two years, FHA needs the resources to better handle
the risk associated with increased loan volumes.

e Congress needs to appropriate the full $25 million it authorized last year under the Housing and
Economic Recovery Act (HERA) to allow FHA:

o0 Toinvestin the upgrade and maintenance of technology.
o To recruit, manage and better compensate employees.
e Permanently increase the single family and multifamily loan limits.

GSE Loan Limits and Extend Credit Facilities

e The current limits ought to be made permanent.

e The threat associated with the likelihood of the limits going down at the end of the year is hurting
loan pricing on the secondary market.

e Treasury should not let the credit facilities through which it purchases GSE MBS expire at the end
of the year.

Warehouse Lending
e Lack of warehouse lending facilities is harming consumers and increasing the cost of lending.
e Solutions lay at the ready.
0 The government should guarantee warehouse lines collateralized by Fannie, Freddie,
FHA, RHS and VA loans
o Improve risk based capital rules to better reflect actual risk.
e The commercial and multifamily real estate sector is also being impacted by the pull back of
warehouse lines of credit which is increasing the cost of borrowing to build or buy office buildings,
retail and hotels.



Bankruptcy Cram Down

We oppose it. It will increase costs on all consumers moving forward, the last thing we need in
the current economic and housing environment.

If enacted, we need to make sure it is narrowly defined in order to minimize the disruption is will
cause in the marketplace.

Commercial/Multifamily

The ongoing credit crunch has had a severe negative impact on the commercial real estate
market. Funding for new construction or refinancing is scarce as banks have tightened lending
restrictions and the CMBS market has all but dried up.
There is no magic bullet to solve the problems facing commercial and multifamily real estate,
rather a series of steps policymakers can take that would ease the credit crunch lenders are
facing:

0 Address lack of warehouse capacity for CMBS;

o0 Reform Mark-to-Market;

0 Cancel proposal to prohibit off balance sheet accounting treatment for loans sold into

securitization; and
0 Reform REMIC Tax Rules.



Short Industry Primer

MORTGAGE
BANKERS
ASSOCIATION®
Investing in communities
















STATE

MORTGAGE

Montana

MARKET

PROFILE

Data as of Fourth Quarter, 2008, unless otherwise noted.

Montana United States

Annual Homeownership Rate

2006 69.5% 68.8%
2007 67.3% 68.1%
2008 70.3% 67.8%

Total Originations in 2007

Number of Loans 31,739 10,400,501

Dollar Volume ($ millions) $ 5,143,363 $ 1,999,656,966

Average Loan Amount $ 162,052 $ 192,265

Government-Insured Originations in 2007

Number of Loans 5,760 1,247,736

Dollar Volume ($ millions) $ 819,220 ' $ 191,265,234

Average Loan Amount $ 142,226 $ 153,290

Number of First Mortgages Outstanding 176,991 56,223,748

Mortgage Performance

Serious Delinquency Rate (NSA)

Q12008 1.23% 4.03%
Q2 2008 1.47% 4.50%
Q3 2008 1.63% 5.17%
Q4 2008 2.02% 6.30%
Foreclosure Starts Rate (NSA)
Q12008 0.36% 1.01%
Q2 2008 0.34% 1.08%
Q3 2008 0.36% 1.07%
Q4 2008 0.46% 1.08%

Employment (NSA, '000 jobs)*

Non-Farm Employment 444 136,764
Private non-farm 354 112,846
Government 90 22,974
YOY Change in Total Non-Farm Emp -0.80% -1.55%

Unemployment Rate (SA) 5.00% 6.87%

Housing Market

Existing Home Sales ("000 units) 18 4,700
YOY Change in Home Sales -21.43% -13.87%

Home Prices ($)

YOY Change in Home Prices 0.39% -4.47%

Population** 967,440 304,059,724
YOY Change in Population 10,816 2,769,392

Sources:

Bureau of Labor Statistics, Bureau of the Census, Federal Housing Finance Agency, Federal Financial
Institutions Examination Council - Home Mortgage Disclosure Act, Mortgage Bankers Association,

National Association of Realtors

* NSA - Non-seasonally adjusted, SA - seasonally adjusted

** Annual estimates as of July 2008

SEE REVERSE FOR DEFINITION OF TERMS
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The Mortgage Bankers Association (MBA)

is the voice of the real estate finance
industry representing over 2,400 member
companies including mortgage companies,
mortgage brokers, commercial banks, thrifts,
life insurance companies and others in the
mortgage lending field.

As the market environment continues to
change, MBA recognizes the important

role the real estate finance industry plays
in the strength of the economy and is
working diligently to restore confidence
and liquidity into the market while avoiding
an overreaction to the current environment
and causing harm down the road.

MBA supports efforts that will stabilize

the mortgage market, help struggling
homeowners who are able to avoid
foreclosure and stay in their homes and
ensure that the conditions that have gotten
us into this crisis are never repeated.

The health of the economy depends on a
strong residential and commercial real estate
market and MBA is dedicated to ensuring
credit remains to fund the buildings where
Americans work, shop and live.
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