AMHERST
PIERPONT

& Santander Group

An APS Portfolio Strategy call

Housing: Present, future and its
Impact on markets

October 6, 2022

Steven Abrahams, Head of Investment Strategy, APS

Stephen Stanley, Chief Economist, APS

Laurie Goodman, Housing and Mortgage Finance Analyst, Independent
Brian Landy, Senior Strategist, APS

Mary Beth Fisher, Senior Strategist, APS

Dan Bruzzo, Senior Strategist, APS

apsec.com
©2022 Amherst Pierpont Securities LLC, a member of FINRA and SIPC

AP-220906



222222222

AMHERST
PIERPONT

& Santander Group

Economy: A bearish cyclical and bullish
secular view of housing

Stephen Stanley

Chief Economist, Amherst Pierpont Securities

apsec.com
©2022 Amherst Pierpont Securities LLC, a member of FINRA and SIPC



AP-220906

HOME SALES HAVE FALLEN WITH AFFORDABILITY
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Note: The NAR affordability index is based on the median level of personal income weighed against the cost of financing a home purchase, which mainly reflects home prices and mortgage

rates.
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ANNUAL HOUSEHOLD FORMATION HAS OUTSTRIPPED HOUSING STARTS
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HOME PRICES TRACK NOMINAL GDP IN THE LONG RUN
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OUTLINE: CAUSES AND SOLUTIONS OF A CHRONIC HOUSING SHORTFALL

= Supply is well short of demand.

= While barriers in the multifamily market have received a lot of attention from policy makers
single family barriers have not.

= Drivers of the supply shortage: restrictive zoning, restrictive building codes, high
construction costs, including labor and materials, and financing constraints.

= Single-family affordable options: manufactured housing, increased ADU production, home
preservation, modular/panelized construction. Each of these could increase substantially if
barriers to doing so were mitigated, or partly mitigated.

= While there are many obstacles to increasing the supply in these sectors, financing
iImpediments—which can be resolved at the federal level—play a major role.

= Slowing of household growth could eventually rescue us, but it will take decades.
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HOUSING SUPPLY SHORTAGE

= Freddie Mac, 2021: Shortage of 3.8 million units; NAR: 5.5 million fewer units built from
2001-2020 versus 3 prior decade per annum average

= Stephen Stanley: Shortfall of at least 1 million units; Parrott and Zandi: 1.7 million units
short
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US HOUSING STOCK DISTRIBUTION, BY YEAR BUILT: MEDIAN=1978

Number of units Share of housing stock

2010 or later 10,008,104 71.2%

2000 to 2009 18,434,989 13.2%
1980 to 1999 37,725,172 27.0%
1960 to 1979 35,536,349 25.4%
1940 to 1959 20,762,454 14.9%
1939 or earlier 17,219,141 12.3%
Total 139,686,209 100.0%

Source: 2019 American Community Survey.
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LAND PRICES ARE AN INCREASING SHARE OF TOTAL COSTS

Land Share of Property Value
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Home, Land, and Structure Appreciation
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= Home price appreciation Land price appreciaiton

= Structure price appreciation
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SALES CHARACTERISTICS BY CONSTRUCTION METHOD, 2021

Manufactured housing Site-built
Average sale price, excluding land $108,100 $365,904
Average square footage 1,497 square feet 2,544 square feet
Average price per square foot $72 $144
Median homebuyer income $53,000 $86,000
Number of units completed 106,000 1,127,000

Source: US Census Bureau’s Survey of Construction and Manufactured Housing Survey, ACS.
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ANNUAL SHIPMENTS OF MANUFACTURED HOMES
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REGULATORY COSTS ARE IMPORTANT; RESTRICTED BUILDING CODES PLAY A BIG PART

Regulation as a % of Lot Cost Regulation as a % of House Price
Share with the Average When Average Across Average When Average Across

A. During Lot Development Regulatory Cost Present All Lots Present All Lots
Cost of applying for zoning approval 98.1% 6.7% 6.6% 1.7% 1.6%

Hard costs of compliance (fees, required studies, etc.) 100.0% 12.0% 12.0% 3.0% 3.0%

Land dedicated to the govt. or otherwise left unbuilt 94.0% 11.6% 11.0% 2.9% 2.8%
Standards (setbacks, etc.) that go beyond the ordinary 85.4% 10.4% 9.1% 2.6% 2.3%
Complying with OSHA/other labor requirements 58.3% 2.2% 1.8% 0.5% 0.5%

Pure cost of delay (if regulation imposed no other cost) 95.9% 1.5% 1.5% 0.4% 0.4%

All Regulation During Development 100.0% 41.9% 41.9% 10.5% 10.5%

Regulation as a % of Lot Cost Regulation as a % of House Price
Share with the Average When Average Across Average When Average Across

B. During Construction of the Structure Regulatory Cost Present All Lots Present All Lots
Fees paid by the builder after purchasing the lot 91.1% 5.5% 5.0% 3.4% 3.1%
Changes to building codes over the past 10 years 90.2% 10.8% 9.9% 6.7% 6.1%
Architectural design standards beyond the ordinary 57.5% 7.7% 4.4% 4.8% 2.7%
Complying with OSHA/other labor requirements 63.8% 2.5% 1.8% 1.5% 1.1%

Pure cost of delay (if regulation imposed no other cost) 89.5% 0.4% 0.4% 0.3% 0.2%

All Regulation During Construction of the Structure 98.9% 21.7% 21.5% 13.5% 13.3%
Total Costs of Regulation 23.8%
Source: National Association of Home Builders.
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CONSTRUCTION JOB OPENINGS ARE NEAR HISTORIC HIGHS
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THE USE OF MODULAR AND PANELIZED HOUSING IS VERY LOW

Share of New Modular, Panelized and Pre-Cut Single-Family Houses
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DENIAL RATES ON RENOVATION FINANCING ARE HIGH

38.8%

Home purchase Home improvement Refinancing (rate/term) Cash out refinancing

Source: Urban Institute Calculations from 2020 Home Mortgage Disclosure Act Data.
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FINANCING CONSTRAINTS

= AD&C (Acquisition, Development and Construction) lending is very tight. This is especially
detrimental to smaller builders with no financing alternatives.

= There is effectively no Federal lending for chattel (personal property) loans. The FHA Title 1
program should be improved; these loans should be deliverable into Ginnie Il securities on
a de minimus basis

= ADU construction and property preservation relies on renovation financing, which is very
cumbersome and has a high denial rate. While fixes are possible, a simplified “preferred
vendor” system would make more sense.

= ADU financing generally does not take into account the rental income an ADU will generate.
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apsec.com PIERPONT 17

PROPRIETARY AND CONFIDENTIAL ©2022 Amherst Pierpont Securities LLC, a member of FINRA and SIPC & Santander G
antander Group



AP-220906

NATIONAL MORTGAGE AFFORDABILITY OVER TIME
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CONCLUSION: WE NEED TO FOCUS ON SUPPLY NOW
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= Stephen Stanley has pointed out that an acute housing supply shortage and the recent
surge in demand has increased prices. The housing supply shortage is particularly acute for
affordable supply.

= Population growth is slowing. We added roughly 8.5 million households per decade from
2010 to 2020; if household size stays constant, census population estimates would suggest
8.1 million households from 2020 to 2030 and 6.6 million new households from 2030 to
2040. It will take us decades to grow our way out of the supply shortage.

= There are opportunities to builders and lenders to step in and solve the #1 housing issue,
lack of supply.
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THE AVERAGE PRICE OF AN AGENCY POOL FELL CLOSE TO $85-00 IN SEPTEMBER

The average agency MBS has typically traded above par
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HOME SALES AND MOBILITY DATA SUGGEST TURNOVER IS TYPICALLY 7.0 CPR

Typical turnover is roughly 7.0 CPR
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HOME PRICES PROJECTED TO FALL IN HALF THE COUNTRY
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THE DEMAND FOR RENTAL HOUSING SHOULD OUTPACE THE DEMAND FOR OWNER-
OCCUPIED HOUSING OVER THE NEXT TWO DECADES.

The supply of rental housing depends on the availability of financing

The GSEs and commercial banks are the dominant lenders for traditional multifamily, whose
lending favors experienced, professional landlords and owners with portfolios of properties.

Institutional operators can tap securitization for single-family rentals, but they still represent
a sliver of a market dominated by mom-and-pop investors.

Affordability issues will likely favor renting over owning in the short —term, increasing
demand for single-family rentals as a crossover sector from renting to owning.

Investors should stay overweight multifamily housing and single-family rentals, with
particular emphasis on affordable housing where new construction constraints remain
profound.

AMHERST
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HOUSING SIGNALS FROM THE HOMEBUILDERS
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STRONGER HOMEBUILDER BALANCE SHEETS

IG Homebuilder Leverage IG Homebuilder Debt/Equity
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OPERATING METRICS MODERATING BUT STILL SOLID HISTORICALLY
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EXCESSIVE SELLING VS BROAD |G CREATES OPPORTUNITY
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IG Homebuilders — Intermediate Cash Bond Spreads
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DISCLAIMER

Copyright ©2022 Amherst Pierpont Securities LLC and its affiliates (“Amherst Pierpont”).  All rights reserved. Amherst Pierpont is a
member of FINRA and SIPC. This material is intended for limited distribution to the recipient and is not publicly available. Any
unauthorized use or disclosure is prohibited.

This material is intended for discussion purposes only and is not meant to be, nor shall it be construed, as an offer or commitment by
Ambherst Pierpont or any of its affiliates to enter into any transaction. Should Amherst Pierpont subsequently seek to enter into any
transaction, any such transaction would be subject to the conditions stated in the documentation therefore at that time.

In connection with recipient’s decision to enter into any transaction, or to purchase or sell securities or other financial instruments, the
recipient is advised to undertake an independent review of this material, and the potential legal, tax, regulatory and accounting
implications of any transaction described herein to determine whether such a structure would be suitable for such recipient's particular
situations. Amherst Pierpont is not providing any investment, legal, accounting, tax, financial or other advice to the recipient, nor is it
acting as an advisor or fiduciary in respect of the recipient. This presentation is not intended to form the basis of an investment decision
and contains insufficient information to make an investment decision. Amherst Pierpont accepts no responsibility or liability as to any
reliance placed, or investment decision made, on the basis of such information by the recipient. Any illustrations contained herein are
provided as examples only.

In making this material available, Amherst Pierpont (i) is not making any predictions or projections, (ii) intends that any recipient to which
Ambherst Pierpont has provided this material is an “institutional investor” (as defined under applicable law and regulation, including FINRA
Rule 4512) and (iii) intends that this material will not be disseminated, in whole or part, to any third party by the recipient without Amherst
Pierpont’s prior written consent.

This material (i) has been prepared for information purposes only and does not constitute a solicitation or an offer to buy or sell any
securities, related investments or other financial instruments, (ii) is neither research, a “research report” as commonly understood under
the securities laws and regulations promulgated thereunder nor the product of a research department, (iii) has not been prepared in
accordance with legal requirements designed to promote the independence of investment research, and is not subject to any prohibition
on dealing ahead of the dissemination of investment research.

Ambherst Pierpont (i) makes no representation or warranties as to the appropriateness or reliance for use in any transaction or as to the
permissibility or legality of any financial instrument in any jurisdiction, (ii) believes the information in this material to be reliable, but has not
independently verified such information, parts of which may have been obtained from third party sources, and makes no guaranty or
representation, express or implied, with regard to the accuracy or completeness of such information, and (iii) does not undertake, and
disclaims any duty to undertake, to update or to revise the information contained in this material. Unless otherwise stated, the views,
opinions, forecasts, valuations, or estimates contained in this material are those solely as of the date of publication of this material, and
are subject to change without notice.
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