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Introduction

The national Homeownership trends are often quoted in

the general media as a concern for long-term health of the

U.S. Housing Market. In fact, most often cited measure, the
Homeownership rate! (Figure 1), has shown a steady decline
since the housing collapse of 2007/08 and is argued by many to
decrease even further. This national metric does not truly reflect
the varying degree of improvement or strength in the housing
sector in different areas of the country and within different
demographics, and could result in erroneous conclusions. This
is especially true when referencing new Non-Agency (“Jumbo”)
origination sub-sector of the housing market. In order to
illustrate our point, we examined homeownership rates across
multiple business cycles, different income levels, as well as

demographics.

Historical Homeownership Rates

We segregated the last 20 years into 3 distinct time periods:
e 1994 exemplifies a normal housing market

e 2004 illustrates conditions during the housing bubble
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Figure 1: National Homeownership Rates %
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Source: U.S. Census, FBC
*Homeownership Rate is calculated as Owner-occupied homes divided by the number of households.

e 2014 represents the current period characterized by tight lending standards

Based on the Census data (Figure 2), the current Homeownership rate is marginally higher relative to the rate observed during the normal housing

period in the 1990s. The rate has been declining from the very high and unsustainable level that occurred during the time of extremely loose

credit underwriting characterized by risk layering and exotic product availability. This drop is also associated with a decreasing share of first-time

homebuyers facing extremely tight credit standards. Historically, first-time buyers comprised approximately 40% of the market, much higher than the

currently observed 29% (Figure 3).

Figure 2: Homeownership Rates %
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Figure 3: First Time Home Buyer %
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Homeownership Rates and Income Figure 4. Homeownership Rates % by Family Income
Unsurprisingly, homeownership rates for higher Zg
income families have consistently been higher 80 M

relative to the national average. Census data

indicates that families with income exceeding

the national median enjoy much higher

homeownership rates (Figure 4).

Similarly, approximately 88% of households with
an annual income at or above $120K own their

homes (Figure 5), well above the national rate of

64.4%. ) ’ . : ;
National Family Income>=Median Family Income<Median
i Source: U.S. Census, FBC m9/30/2014 19/30/2004 m9/30/1994
Homeownership Rates and Age
Additionally, homeownership rates for older age Figure 5 : Own vs. Rent % by Income
groups are much higher relative to their younger $120,000 or more 88% 12%
counterparts indicating a strong desire for stability
and pointing to the fact that owning a home $100,000 to $119,999 83% 17%
remains the preferred housing option (Figure 6). o  $80,000 to $99,999 79% 21%
Despite the recent recession, those 65 and over g
L . . Q $60,000 to $79,999 72% 28%
are actually experiencing higher homeownership k=
rates relative to the normal housing time period. % $50,000 to $59,999 68% 32%
Longer lifespan and the aging population is S
g. P . . ging pop . 9@ $40,000 to $49,999 62% 38%
creating a growing housing demand for those in g
the older age brackets. T $35,000 to 39,999 59% 41%
$30,000 to 34,999 57% 43%

Economic and social factors are responsible

for declines in homeownership rates among Less than $30,000 48% 52%

0% 20% 40% 60% 80% 100%

Percentage of Survey Population

the younger age groups. Student debt, high

unemployment and underemployment rates are

partly to blame. Also, many in this age group are
Source: 2013 American Housing Survey H Own HRent

delaying marriage and parenthood - life triggers

traditionally linked to homeownership.

Figure 6. Homeownership Rates % by Age of Householder
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Conclusion

Demographic trends are shifting homeownership rates to older age grups, but
the benefits of owning a home remain the same. Financial and non-financial
considerations that include higher levels of satisfaction, sense of accomplishment,

better environment for child development or the source of wealth accumulation

continue to be very appealing and will promote homeownership in the years ahead.

Furthermore, rising rents and diminished rental supply (Figure 7) may provide

additional motivation to buy.

In regards to the Jumbo Prime market, for example, high homeownership rates will
continued to be supported by strong and steady level of home price appreciation

since the peak in home prices observed in 2006. Figure 8 represents recent home

price performance observed in the 20 CBSAs that comprise over 70% of newly origi-

nated Non-Agency loans. Price growth in CBSAs of affluent communities, has aver-

aged 22.5% over the past 24 months (vs. 18.6% on the national level) and 7.2% in the

last year (vs. 6.1% nationally). These areas tend to be more desirable and attractive

to prospective homeowners because of their stability, better employment opportuni-

ties, as well as close proximity to good schools or family-oriented amenities.

Figure 8: Home Price Trends - Top 20 CBSAs (as of October 2014)
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Figure 7: National Rental Vacancy Rates %
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Last 12-month Changes

Phoenix-Mesa-Glendale, AZ

Los Angeles-Long Beach-Glendale, CA 32.2%
Oakland-Fremont-Hayward, CA
Riverside-San Bernardino-Ontario, CA 34.8%
Sacramento--Arden-Arcade--Roseville, CA 34.0%
San Diego-Carlsbad-San Marcos, CA

San Francisco-San Mateo-Redwood City, CA 37.0%
San Jose-Sunnyvale-Santa Clara, CA 33.7%
Miami-Miami Beach-Kendall, FL 24.1%
Atlanta-Sandy Springs-Marietta, GA 24.7%
Dallas-Plano-Irving, TX 18.6%
Denver-Aurora-Broomfield, CO 19.9%
Houston-Sugar Land-Baytown, TX 23.5%
Seattle-Bellevue-Everett, WA 24.8%
Washington-Arlington-Alexandria, DC-VA-MD-WV
Baltimore-Towson, MD

Boston-Quincy, MA 22.7%
Bridgeport-Stamford-Norwalk, CT
Chicago-Joliet-Naperville, IL

New York-White Plains-Wayne, NY-NJ

National 18.6%
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The underlying loan data is provided by Corelogic (subscription-based data repository) for a specific subset of loans. Our access to CorelLogic data
includes approximately 95% of all U.S. Option ARM, Subprime, and Alt-A securitized product. Unless specified, Prime, Jumbo, or Agency Backed
loans are not includes in the graphs and charts.

Algorithms and analysis to access the information and any interpretation are proprietary to Falcon Bridge Capital, LLC.

For questions or additional information, please contact:

Aga Brazil Sunil Chowdry, CFA
abrazil@falconbridgecapital.com schowdry@falconbridgecapital.com
(925) 979-4283 (925) 979-4280

®BY ACCEPTING A COPY OF THIS CONFIDENTIAL PRESENTATION, THE RECIPIENT AGREES THAT NEITHER IT NOR ANY OF ITS EMPLOYEES OR ADVISORS SHALL USE THE INFORMATION
FOR ANY PURPOSE OTHER THAN EVALUATING THE SPECIFIC TRANSACTION DESCRIBED HEREIN OR DIVULGE TO ANY OTHER PARTY SUCH INFORMATION. THIS CONFIDENTIAL
PRESENTATION SHALL NOT BE PHOTOCOPIED, REPRODUCED OR DISTRIBUTED TO OTHERS WITHOUT THE PRIOR WRITTEN CONSENT OF THE PRINCIPALS.

¢NOTWITHSTANDING ANYTHING TO THE CONTRARY CONTAINED HEREIN, THE RECIPIENT (AND EACH EMPLOYEE, REPRESENTATIVE, OR OTHER AGENT OF THE RECIPIENT) MAY
DISCLOSE TO ANY AND ALL PERSONS, WITHOUT LIMITATION OF ANY KIND, THE TAX TREATMENT AND TAX STRUCTURE OF THE TRANSACTIONS DESCRIBED HEREIN) AND ALL
MATERIALS OF ANY KIND THAT ARE PROVIDED TO THE PROSPECTIVE INVESTOR RELATING TO SUCH TAX TREATMENT AND TAX STRUCTURE (AS SUCH TERMS ARE DEFINED IN TREASURY
REGULATION SECTION 1.6011-4). THIS AUTHORIZATION OF TAX DISCLOSURE IS RETROACTIVELY EFFECTIVE TO THE COMMENCEMENT OF DISCUSSIONS WITH PROSPECTIVE INVESTORS
REGARDING THE TRANSACTIONS CONTEMPLATED HEREIN.

*THE FINANCIAL PROJECTIONS INCLUDED HEREIN HAVE BEEN PREPARED ON THE BASIS OF ASSUMPTIONS STATED THEREIN. FUTURE OPERATING RESULTS ARE IMPOSSIBLE TO PREDICT
AND NO REPRESENTATION OF ANY KIND IS MADE RESPECTING THE FUTURE ACCURACY OR COMPLETENESS OF THESE FORECASTS.

*THIS DOCUMENT AND THE RELATED ORAL PRESENTATION IS NOT AN OFFER TO SELL OR A SOLICITATION OF AN OFFER TO BUY SECURITIES.

*THE INFORMATION INCLUDED HEREIN IS PRELIMINARY, AND WILL BE SUPERSEDED BY A DEFINITIVE PRIVATE PLACEMENT MEMORANDUM.

*WE WILL NOT ACCEPT ANY OFFER BY YOU TO PURCHASE SECURITIES AND YOU WILL NOT HAVE ANY CONTRACTUAL COMMITMENT TO PURCHASE SECURITIES UNTIL AFTER YOU HAVE
RECEIVED THE DEFINITIVE PRIVATE PLACEMENT MEMORANDUM.

®DISCUSSIONS OF FEDERAL TAX ISSUES IN THIS PRESENTATION ARE NOT INTENDED TO BE RELIED UPON BY INDIVIDUAL INVESTORS. EACH INVESTOR SHOULD SEEK ADVICE BASED ON
THEIR PARTICULAR CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR.

*THERE CAN BE NO ASSURANCE THAT PROJECTED RETURNS WILL BE ACHIEVED OR THAT THE FUND WILL BE ABLE TO IMPLEMENT ITS INVESTMENT STRATEGY OR ACHIEVE ITS
INVESTMENT OBJECTIVES.

*GROSS IRRs DO NOT REFLECT MANAGEMENT FEES, CARRIED INTEREST, TAXES, TRANSACTION COSTS AND OTHER EXPENSES TO BE BORNE BY INVESTORS IN THE FUNDS, WHICH WILL

REDUCE RETURNS.



