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September 7, 2016 Industry Update
Mortgage Market Continues to Shine; Raising our Origination
Forecasts for 2016 to $1.9T; Setting 2017 at $1.75T
Summary and Recommendation
With continued strength in the purchase mortgage market and a healthy boost to refis in light
of the low interest rate environment throughout the year, we are raising our estimate for 2016
total mortgage industry originations to $1.9 trillion from $1.65 trillion. For some time now, we
have articulated our belief that the normalized origination market in the U.S. shakes out at around
$1.7 trillion with the purchase market representing somewhere in the range of $900 billion to $1
trillion and the refi market accounting for the delta. With that in mind, we think that the tailwinds
from lower interest rates will boost production through that level in FY16, hence our $1.9 trillion
estimate. Additionally, we are introducing our 2017 estimate of $1.75 trillion, which assumes
continued positive momentum in the purchase market but a decline in refi volumes from 2016.

Key Points
■ We highlight the "pure plays" and companies with large mortgage origination platforms.

At the risk of stating the obvious, we continue to point to mortgage banks that most
directly benefit from stronger mortgage originations such as our FBR Alpha Generator
pick, HomeStreet (HMST – Outperform) and Flagstar Bancorp (FBC – Outperform). Both
companies reported very strong 2Q16 results, which demonstrated the strong operating
leverage generated in a healthy mortgage market. Our 2016 and 2017 EPS estimates for FBC
and HMST are positioned above the Street, and we believe there is potential upside to our
numbers if mortgage originations do in fact meet our estimates. Additionally, we point to U.S.
Bancorp (USB – Outperform) and Wells Fargo (WFC – Outperform) as high-quality institutions
that are highly levered to the U.S. mortgage market.

■ Trailing four-quarter purchase average jumps to $236 billion, the highest level since 1Q08.
Over the last year, average purchase originations have totaled $236 billion on a quarterly basis,
which compares to $210 billion merely a year ago and post-crisis lows of $121 billion. These
results continue to support our thesis that the "new normal" of $1.5 trillion in sustainable
originations is already here. Ultimately, the improvement in the U.S. housing market has been
gradual, but we believe purchase volumes will continue to grow and approach $1 trillion in
2017, which is more in line with what we believe to be a "normalized" level.

■ Most stable regulatory environment in years bodes well for our estimates. Regulatory risk
has consistently figured into the downside risk to our mortgage origination estimates in recent
years, especially as the industry has adjusted to the definition of a qualified mortgage (QM),
re-worked mortgage disclosures required by TRID, or adjusted credit boxes to avoid rep and
warranty risk/specialty servicing risks. These new rules and regulations certainly continue to
factor into the overall size of the origination market, but they are no longer the headwind they
once were as the industry has transitioned to the "new" regulatory reality. We fully continue to
expect some growing pains as regulators continue their supervisory and enforcement activities
over the mortgage market. However, the lack of any large-scale new regulatory requirement in
the mortgage market provides for the most stable regulatory environment in recent memory,
which reinforces the confidence we have in our estimates.

Important disclosures can be found on pages 7 - 12 of this report.
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Updated Mortgage Origination Estimates; Looking at $1.9 
Trillion in 2016 and $1.75 Trillion in 2017 
Reflecting the continued low interest rate environment and a rebound in the purchase mortgage 
market to more normalized levels, we are updating our 2016 industry mortgage originations 
estimate to $1.90 trillion from $1.65 trillion and introducing our 2017 estimate of $1.75 trillion. We 
have long adopted the “lower for longer” view toward interest rates, and as such, we expect the refi 
market should continue to be strong in 2H16 but will likely begin to taper off in 2017. We also 
remain committed to our view that the purchase market is below what we believe to be normalized 
levels and will continue to experience positive growth on a year-over-year basis, albeit at a more 
modest pace than from 2012 through 2016.  

Quarterly Mortgage Originations – Actual and FBR Estimates 

 

Source: Inside Mortgage Finance and FBR Research 

  

Purchase Refinance Total Purchase Refinance Total Purchase Refinance Total

2011 $369 $1,126 $1,495 -10% 6% -8%

1Q12 $116 $354 $470 14% -16% -8% -1% 40% 25%

2Q12 $159 $336 $495 37% -5% 5% 20% 92% 63%

3Q12 $171 $389 $560 8% 16% 13% 16% 74% 56%

4Q12 $154 $441 $595 -10% 13% 6% 27% 38% 36%

2012 $600 $1,520 $2,120 63% 35% 42%

1Q13 $145 $403 $560 -6% -9% -6% 25% 14% 19%

2Q13 $199 $351 $565 37% -13% 1% 25% 4% 14%

3Q13 $218 $225 $460 10% -36% -19% 27% -42% -18%

4Q13 $172 $117 $289 -21% -48% -37% 12% -73% -51%

2013 $734 $1,096 $1,830 22% -28% -14%

1Q14 $149 $108 $245 -13% -8% -15% 3% -73% -56%

2Q14 $212 $114 $310 42% 6% 27% 7% -68% -45%

3Q14 $232 $130 $345 9% 14% 11% 6% -42% -25%

4Q14 $190 $165 $355 -18% 27% 3% 10% 41% 23%

2014 $783 $517 $1,255 7% -53% -31%

1Q15 $165 $240 $405 -13% 45% 14% 11% 122% 65%

2Q15 $253 $237 $490 53% -1% 21% 19% 108% 58%

3Q15 $280 $175 $455 11% -26% -7% 21% 35% 32%

4Q15 $210 $175 $385 -25% 0% -15% 11% 6% 8%

2015 $908 $827 $1,735 16% 60% 38%

1Q16 $197 $197 $380 -6% 13% -1% 19% -18% -6%

2Q16 $255 $255 $510 29% 29% 34% 1% 8% 4%

3Q16E $282 $282 $565 11% 11% 11% 1% 61% 24%

4Q16E $201 $246 $448 -29% -13% -21% -4% 41% 16%

2016E $936 $981 $1,902 3% 19% 10%

1Q17E $197 $197 $355 -2% -20% -21% 0% 0% -7%

2Q17E $266 $177 $443 35% -10% 25% 4% -31% -13%

3Q17E $289 $237 $526 9% 34% 19% 2% -16% -7%

4Q17E $213 $213 $425 -26% -10% -19% 6% -14% -5%

2017E $965 $823 $1,749 3% -16% -8%

QOQ Percentage Change YOY Percentage ChangeOriginations ($ billions)

Institutional Brokerage, Research, and Investment Banking© 2016 FBR & Co.
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The Purchase Market Rebounds; Approaches “Normalized” Levels 
The purchase market continues to rebound from 2010 lows on a trailing-four-quarter average, 
supporting our 2016 and 2017 industry originations estimates of $1.9 trillion and $1.75 trillion, 
respectively. Over the last 12 months, purchase originations have averaged $236 billion per quarter, 
representing the highest level since 1Q08 and the 10th straight quarter of positive sequential 
growth. We believe purchase origination trends indicate strength, especially in the last year, with 
projected purchase volumes alone supporting a ~$1 trillion market.  

Total Mortgage Originations by Segment 

 
$ in billions. 

Source: Inside Mortgage Finance and FBR Research 

Average Trailing-Four-Quarter Purchase Mortgage Originations per Quarter 

 
$ in billions. 

Source: Inside Mortgage Finance and FBR Research 
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Additionally, purchase market originations have accounted for approximately 13% of total mortgage 
debt outstanding over the past 25 years but now stand closer to 9%. While we do not expect 
purchase market originations to trend in line with the historical average per se, we do think that the 
gap will narrow and that originations will likely hone in on the 10% level in 2017, providing a 
“stickier” base for the mortgage market in following years relative to a more volatile refi-heavy 
market. 

Mortgage Market Segments As a Percentage of Total Mortgage Debt Outstanding 

 

Source: Inside Mortgage Finance and FBR Research 

 

Industry Risks 
Forecasting the future is difficult. The pace of future economic growth and the level of interest rates 
in the future may turn out to be either higher or lower than the forecasts presented herein. 

Commentary, predictions, and opinions expressed herein regarding the future direction of financial 
indicators or markets are, by nature, speculative and uncertain. Actual outcomes may differ 
substantially from the opinions herein expressed.  

Earnings are sensitive to local economic, national, and international economic conditions. Economic 
recession would tend to restrict asset growth while adversely affecting credit quality, with a negative 
implication for future earnings and revenue growth. 

Earnings and the market value of assets and liabilities are sensitive to changes in interest rates, to 
yield curve shifts, and to interest rate spread relationships. 

Operations are subject to regulation. Compliance costs can be material and can reduce earnings or 
competitiveness with other financial services companies that are not regulated or are less regulated. 

Legislative and regulatory agendas are subject to change at the discretion of leadership or as 
dictated by events. 
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Company-Specific Investment Risks  
HomeStreet, Inc. (HMST) 

Business execution risk. HomeStreet’s business plan has been designed and is being implemented 
during a period of unpredictable market conditions, and there are no assurances that the plan can 
deliver anticipated results or be completed on the schedule forecasted by management. 

Heavily dependent on the mortgage market. A large part of HomeStreet's revenue comes from 
residential mortgage, which is a market sector that has experienced significant volatility. 

Asset concentration risk. The significant concentration in the bank's portfolio of real estate-secured 
loans might continue to have a negative impact on asset quality and profitability as a result of 
continued or worsening conditions in the real estate market and higher-than-normal delinquency 
and default rates. 

Interest rate risk. HomeStreet’s revenue stream is very interest rate sensitive, and earnings could 
differ from our estimates if the slope of the yield curve were to change. 

Credit risk. HomeStreet originates residential and commercial loans that may default, especially 
during a recession. Depending on the health of the economy and the creditworthiness of borrowers, 
loans could default more rapidly than anticipated, which would translate into higher-than-expected 
losses at the bank. 

Counter-party risk. HomeStreet engages in hedging activities that expose the company to counter-
party risk, or the risk that the entity on the other end of the transaction could default on its 
obligation. 

Macroeconomic risk. In the event of higher unemployment and further weakness in the housing 
market, credit losses could accelerate more quickly than expected, and there could be downside to 
our estimates. Conversely, if the economy stabilizes and if losses in weak markets and in commercial 
real estate are not as significant as expected, there could be upside to our loss estimates. 

Competition. Substantial competition exists in the Pacific Northwest, HomeStreet’s primary market, 
from state and national banks, thrifts, foreign banks, finance companies, and other firms that 
provide financial and ancillary services. 

Regulation. Banking regulations and regulatory interpretations may change, or regulatory actions 
may be taken that could adversely affect HomeStreet's competitiveness or limit its business 
opportunities. Similarly, there is a high level of regulatory scrutiny in the banking industry. 

Investor sentiment. Changes in market sentiment toward financials that are negative may pose a risk 
to our price target. 

Flagstar Bancorp, Inc. (FBC) 

Mortgage production risk. A significant amount of Flagstar Bancorp, Inc.'s revenue depends on 
mortgage production and, hence, interest rates. The company's loan originations, interest rate 
spread, and mortgage servicing rights valuation all depend directly on the level of interest rates. 

Macroeconomic risk. A significant decline in economic growth could lead to higher delinquencies 
and defaults in the company's managed loan portfolio, which could decrease earnings. 

Geographic risk. Most of the company's held-for-investment loan portfolio and servicing portfolio 
loans are concentrated in specific geographical regions, particularly in Michigan, California, and 
Florida. A weakening of the local economies may negatively affect Flagstar's earnings. 

Regulation. Banking regulations and regulatory intervention may change, or regulatory actions may 
be taken that could adversely affect the company's competitiveness or limit its business 
opportunities. 

Institutional Brokerage, Research, and Investment Banking© 2016 FBR & Co.
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Investor sentiment. Changes in market sentiment toward financials that are negative may pose a risk 
to our price target. 

U.S. Bancorp (USB) 

Local market risk. U.S. Bancorp's earnings are sensitive to local market conditions, overall economic 
conditions, and interest rate conditions. A significant weakening in economies local to the company's 
principal operations or in the U.S. economy could hinder future earnings growth. 

Geographic risk. The company's operations are geographically concentrated and depend on the 
strength of the underlying industries. 

Interest rate risk. A sustained low interest rate environment would tend to tighten net interest 
spreads and hurt profitability, thus creating risk to achieving our price target. 

Competition. Competition in U.S. Bancorp's primary markets from state and national banks, thrift 
institutions, foreign banks, finance companies, and other firms that provide financial and ancillary 
services could impede growth opportunities for the company. 

Regulation. Banking regulations and regulatory intervention may change, or regulatory actions may 
be taken, that could adversely affect U.S. Bancorp's competitiveness or limit its business 
opportunities. 

Investor sentiment. Changes in market sentiment toward financials that are negative may pose a risk 
to our price target. 

Wells Fargo & Co. (WFC) 

Local market risk. Wells Fargo & Company's earnings are sensitive to local market conditions, to 
overall economic conditions, and to interest rate movements. A significant change in economies local 
to its principal operations, in the U.S. economy, or in interest rates could produce an unexpected 
change in future earnings growth. 

Geographic risk. Lending operations depend on the strength of the underlying industries. Banking 
operations are geographically concentrated in the company's home state of California. 

Interest rate risk. A sustained low interest rate environment would tend to tighten net interest 
spreads and hurt profitability, thus creating risk to achieving our price target. 

Competition. Substantial competition exists in Wells Fargo's primary markets from state and 
national banks, thrift institutions, foreign banks, finance companies, and other firms that provide 
financial and ancillary services. 

Credit deterioration risk. Acceleration of credit deterioration could hurt earnings at Wells Fargo, 
especially given the large exposure to consumer loans. 

Regulation. Banking regulations and regulatory intervention may change, or regulatory actions may 
be taken, that could adversely affect Wells Fargo's competitiveness or limit its business 
opportunities. 

Investor sentiment. Changes in market sentiment toward financials that are negative may pose a risk 
to our price target. 
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Important Information
FBR is the global brand for FBR & Co. and its subsidiaries.

This report has been prepared by FBR Capital Markets & Co. (FBRC), a subsidiary of FBR & Co.

FBRC is a broker-dealer registered with the SEC and member of FINRA, the NASDAQ Stock Market and the Securities Investor
Protection Corporation (SIPC). The address for FBRC is 1300 North 17th Street Suite 1400, Arlington, VA 22209.

FBR Capital Markets LT, Inc. is an affiliate of FBRC and provides services for trading non-securities products.

All references to FBR & Co. mean FBR Capital Markets & Co. (FBRC) and its affiliates.

Company-Specific Disclosures
FBR acts as a market maker or liquidity provider for the company's securities: Flagstar Bancorp, Inc. and HomeStreet, Inc.
For up-to-date company disclosures including price charts, please click on the following link or paste URL in a web browser: 
www.fbr.com/disclosures

General Disclosures
Information about the Research Analyst Responsible for this report:

The primary analyst(s) covering the issuer(s), Paul J. Miller, Jr., CFA, certifies (certify) that the views expressed herein accurately
reflect the analyst's personal views as to the subject securities and issuers and further certifies that no part of such analyst's
compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by the
analyst in the report. The analyst(s) responsible for this research report has received and is eligible to receive compensation,
including bonus compensation, based on FBR’s overall operating revenues, including revenues generated by its investment
banking activities.

Information about FBR's Conflicts Management Policy:

Our Research conflicts management policy is available at: http://www.fbr.com/conflicts-management-policy.

Information about investment banking:

In the normal course of its business, FBR seeks to perform investment banking and other services for various companies
and to receive compensation in connection with such services. As such, investors should assume that FBR intends to seek
investment banking or other business relationships with the companies.

Information about our recommendations, holdings and investment decisions:

The information and rating included in this report 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 company, and such views may be made available
to all or some of our clients from time to time. Our brokers also may make recommendations to their clients, and our
affiliates may make investment decisions that are contrary to the recommendations contained in this research report. Such
recommendations or investment decisions may be based on the particular investment strategies, risk tolerances, and other
investment factors of that particular client or affiliate. From time to time, FBR, its affiliated entities, and their respective
directors, officers, employees, or members of their immediate families may have a long or short position in the securities or
other financial instruments mentioned in this report.

We provide to certain customers on request specialized research products or services that focus on covered stocks from a
particular perspective. These products or services include, but are not limited to, compilations, reviews, and analysis that may
use different research methodologies or focus on the prospects for individual stocks as compared to other covered stocks
or over differing time horizons or under assumed market events or conditions. Readers should be aware that we may issue
investment research on the subject companies from a technical perspective and/or include in this report discussions about
options on stocks covered in this report and/or other securities or financial instruments issued by the company. These analyses
are different from fundamental analysis, and the conclusions reached may differ. Technical research and the discussions
concerning options and other securities and financial instruments issued by the company do not represent a rating or coverage
of any discussed issuer(s). The disclosures concerning distribution of ratings and price charts refer to fundamental research and
do not include reference to technical recommendations or discussions concerning options and other securities and financial
instruments issued by the company.

Institutional Brokerage, Research, and Investment Banking© 2016 FBR & Co.
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Our analysts’ short-term views, recommendations by our brokers, views contained in products and services provided to
customers on an individualized basis, and\or strategies, analysis or decisions made by FBR & Co. or its affiliates and their
respective directors, officers, employees, or members of their immediate families may reach different conclusions than those
published by the analyst in this report and could impact the price of the securities mentioned in this report.

Important Information Concerning Options Transactions:

This discussion is directed to experienced professional investors with a high degree of sophistication and risk tolerance.

Options transactions are not suitable for all investors. This brief statement does not address all of the risks or other significant
aspects of entering into any particular transaction. Tax implications are an important consideration for options transactions.
Prior to undertaking any trade you should discuss with your preferred tax, ERISA, legal, accounting, regulatory, or other advisor
how such particular trade may affect you.

Opinion with respect to options is distinct from fundamental research analysis. Opinion is current as of the time of publication,
and there should be no expectation that it will be updated, supplemented, or reviewed as information changes. We make no
commitment to continue to follow any ideas or information contained in this section. Analysis does not consider the cost of
commissions. Supporting documentation is available upon request.

Please ensure that you have read and understood the current options risk disclosure document before entering into
any options transactions. The options risk disclosure document can be accessed at the following Web address: http://
optionsclearing.com/about/publications/character-risks.jsp. If this link is inaccessible, please contact your representative.

Risks

Some options strategies may be complex, high risk, and speculative. There are potentially unlimited combinations of hedged
and unhedged options strategies that expose investors to varying degrees of risk. Generally, buyers establishing long options
positions risk the loss of the entire premium paid for the position, while sellers establishing short options positions have
unlimited risk of loss. There are a number of commonly recognized options strategies, that expose investors to varying degrees
of risk, some of which are summarized below:

Buying Calls or Puts--Investors may lose the entire premium paid.

Selling Covered Calls--Selling calls on long stock position. Risk is that the stock will be called away at strike, limiting investor
profit to strike plus premium received.

Selling Uncovered Calls--Unlimited risk that investors may experience losses much greater than premium received.

Selling Uncovered Puts--Significant risk that investors will experience losses much greater than premium income received.

Buying Vertical Spreads (Calls--long call and short call with higher strike; Puts--long put and short put with lower strike) Same
expiration month for both options. Investors may lose the entire premium paid.

Buying Calendar Spreads (different expiration months with short expiration earlier than long). Investors may lose the entire
premium paid.

Selling Call or Put Vertical Spreads (Calls--short call and long call with higher strike; Puts--short put and long put with a lower
strike, same expiration month for both options.) Investors risk the loss of the difference between the strike prices, reduced
by the premium received.

Buying Straddle--Buying a put and a call with the same underlying strike and expiration. Investors risk loss of the entire
premium paid.

Selling Straddle--Sale of call and put with the same underlying strike and expiration.) Unlimited risk that investors will
experience losses much greater than the premium income received.

Buying Strangle--Long call and long put, both out of the money, with the same expiration and underlying security. Investors
may lose the entire premium paid.

Selling Strangle--Short call and put, both out of the money, with the same expiration and underlying security. Unlimited risk
of loss in excess premium collected.

Important Information about Convertible & Other Fixed-Income Securities and Financial Instruments:

This discussion is directed to experienced professional investors with a high degree of sophistication and risk tolerance.

Opinion with respect to convertible, other fixed-income securities and other financial instruments is distinct from fundamental
research analysis. Opinion is current as of the time of publication, and there should be no expectation that it will be updated,
supplemented, or reviewed as information changes. We make no commitment to continue to follow any ideas or information
contained in this section.
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Research analysts may consult Credit Sales and Trading personnel when preparing commentary on convertible and fixed-
income securities and other financial instruments. FBR may be a market maker in the company’s convertible or fixed-income
securities. FBR Capital Markets LT, Inc. may be a market maker in financial instruments that are not securities.

Securities and financial instruments discussed may be unrated or rated below investment grade, may be considered
speculative, and should only be considered by accounts qualified to invest in such securities.

Securities and financial instruments discussed may not be registered or exempt from registration in all jurisdictions.
Nonregistered securities discussed may be subject to a variety of unique risk considerations, including those related to
liquidity, price volatility, and lack of widely distributed information.

Rule 144A securities are sold only to persons who are Qualified Institutional Buyers within the meaning of Rule 144A, under
the Securities Act of 1933, as amended.

Information about our rating system:

FBR instituted the following three-tiered rating system on October 11, 2002, for securities it covers:

■ Outperform (OP) — FBR expects that the subject company will outperform its peers over the next 12 months. We
recommend that investors buy the securities at the current valuation.

■ Market Perform (MP) — FBR expects that the subject company’s stock price will be in a trading range neither
outperforming nor underperforming its peers over the next 12 months.

■ Underperform (UP) — FBR expects that the subject company will underperform its peers over the next 12 months. We
recommend that investors reduce their positions until the valuation or fundamentals become more compelling.

A description of the five-tiered rating system used prior to October 11, 2002, can be found at http://www.fbr.com/disclosures-
pre-10702.

 

 Rating. FBR Research Distribution 1 FBR Banking Services in the past 12 months1

 BUY [Outperform] 64.15% 27.76%
 HOLD [Market Perform] 33.41% 8.03%
 SELL [Underperform] 2.44% 0.00%
 
(1)  As of midnight on the business day immediately prior to the date of this publication.

General Information about FBR Research:

Additional information on the securities mentioned in this report is available upon request. This report is based on data
obtained from sources we believe to be reliable but is not guaranteed as to accuracy and does not purport to be complete.
Opinion is as of the date of the report unless labeled otherwise and is subject to change without notice. Updates may be
provided based on developments and events and as otherwise appropriate. Updates may be restricted based on regulatory
requirements or other considerations. Consequently, there should be no assumption that updates will be made. FBR & Co.
disclaims any warranty of any kind, whether express or implied, as to any matter whatsoever relating to this research report
and any analysis, discussion or trade ideas contained herein. This research report is provided on an "as is" basis for use at
your own risk, and FBR & Co. is not liable for any damages or injury resulting from use of this information. This report should
not be construed as advice designed to meet the particular investment needs of any investor or as an offer or solicitation
to buy or sell the securities or financial instruments mentioned herein, and any opinions expressed herein are subject to
change. Some or all of the securities and financial instruments discussed in this report may be speculative, high risk, and
unsuitable or inappropriate for many investors. FBR & Co. makes no representation as to the suitability or appropriateness of
these securities or financial instruments for individual investors. Investors must make their own determination, either alone
or in consultation with their own advisors, as to the suitability or appropriateness of such investments based upon factors
including their investment objectives, financial position, liquidity needs, tax status, and level of risk tolerance. These securities
and financial instruments may be sold to or purchased from customers or others by FBR acting as principal or agent.

Securities and financial instruments issued by foreign companies and/or issued overseas may involve certain risks, including
differences in accounting, reporting, and registration, as well as foreign currency, economic, and political risks.
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This report and the securities and financial instruments discussed herein may not be eligible for distribution or sale in all
jurisdictions and/or to all types of investors. This report is provided for information purposes only and does not represent an
offer or solicitation in any jurisdiction where such offer would be prohibited.

Commentary regarding the future direction of financial markets is illustrative and is not intended to predict actual results,
which may differ substantially from the opinions expressed herein. If any hyperlink is inaccessible, call 800.846.5050 and ask
for Editorial.

FBR utilizes a tiered approach to service its clients. The services provided by FBR’s research analysts to clients vary, based
upon a variety of factors including, but not limited to, client preferences and the extent of a client’s total relationship with
the Firm. FBR does not provide any of the Firm’s clients with access to unpublished research opinion. FBR provides clients
across all tiers equal access to research reports.

Pairs Trade Disclaimer

From time to time FBR Research Analysts will offer short term trading ideas, including identifying a paired trade. In a paired
trade an investor buys the securities of one company and sells the securities of another company. The idea to buy the securities
of one company and sell the securities of the other company is based on the expected short term price move or relative
value between the two companies mentioned in the paired trade, not between the companies and any other companies. In
contrast, the recommendations in a Research Analyst’s published report reflects the Research Analyst’s views on a company
over the long term (i.e., the next twelve (12) months) relative to other companies covered by the Research Analyst. The trade
idea in a paired trade is unrelated to the Research Analyst’s long term view of the companies as expressed in the Research
Analyst’s most recently published research report. A paired trade idea to sell a company that is rated as a market perform or
higher, or to buy a security that is a market perform or lower, is not inconsistent because the call to sell or buy the company is
relative to the other company mentioned in the paired trade over the short term; it is not a long term view relative to other
companies covered by the Research Analyst.

Important information for French addresses and potential investors:

Addresses and potential investors based in France expressly acknowledge that they have not been subject to any kind of
solicitation by FBR Capital Markets & Co, as defined under Article L.341-1 and seq. of the French Monetary and Financial code.

The above analyses have not been prepared in the context of a public offering of financial instruments in France within the
meaning of Article L.411-1 and seq. of the French Monetary and Financial code and shall not be deemed to be drawn up for the
purpose of providing investment services as defined under Article L.321-1 and seq. of the French Monetary and Financial code.
In this respect, the above analyses shall not be qualified as a personalized investment advice related to financial instruments
under French law and shall therefore not be deemed to be qualified as investment advice provided by FBR Capital Markets
& Co.

Addresses and potential investors based in France may initiate the first contact with FBR Capital Markets & Co in order to get
additional information on financial analyses and services provided by the latter. By doing so, addresses and potential investors
based in France expressly acknowledge that the banking and financial solicitation regime as defined under Article L.341-1 and
seq. of the French Monetary and Financial code shall not be applicable.

Information for Clients of FBRC:

This publication has been approved by FBR Capital Markets & Co. (FBRC), which accepts responsibility for its contents and its
distribution to our clients. Any FBRC client who receives this research and wishes to effect a transaction in the securities or
financial instruments discussed should contact and place orders with an FBRC Sales representative or a representative of FBR
Capital Markets LT, Inc. for financial instruments that are not securities.

Copyright 2016 FBR & Co.
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