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Another One Bites the Dust: CMT ARMS!

As Mitchell Redd discussed in FHN Financial Capital Assets Corp. (Capital Assets)
Weekly Comments on February 5 (Adjustable Rate Mortgages: The Change From
LIBOR to SOFR), there is a lot going on and a lot to prepare for with the shift
from LIBOR and CMT to SOFR. One issue that should not be overlooked is the
impact on portfolio lenders with CMT becoming ineligible for agency delivery. At
the moment, depositaries have options for CMTs that are likely to go away sooner

than you expect.

Banks and credit unions commonly sell a segment of their seasoned loan portfolio
to create liquidity to make more loans. When the need for a liquidity strategy
arises, you naturally want to structure that transaction in the most price efficient
manner possible. Until a year ago, the best price for a pool of seasoned Libor Arms
could be achieved by doing a Fannie or Freddie securitization. Fannie Mae and
Freddie Mac are still accepting new production Libor Arms, but Libors seasoned
over six months were discontinued in spring 2019. Last week’s announcement that
CMT eligibility will go away in 2021 echoes 2019’s Libor message. Although both
GSEs are currently accepting seasoned CMTs, don’t be surprised if the rug is pulled
out from under seasoned CMTs in the coming months ahead of when eligibility is
eliminated all-together. For this reason, we are encouraging customers to evaluate
the merits of a CMT loan strategy before the ability to obtain MBS pricing goes
away.

Show Me the Money

Seasoned, conforming balance CMTs that can be securitized price in direct
correlation to the MBS market. Seasoned whole loans price at a “liquidity and
credit” spread back of MBS, which is around 100bps. Said another way, the whole
loan buyer rightly requires a yield around 100bps higher than the yield on an
agency Arm MBS backed by the same pool of loans. The reason is that bonds
are credit enhanced and highly liquid; whole loans are not credit enhanced and
although liquid, they are not as liquid as a bond.

So what does that mean in terms of price?

The price difference on a given pool of loans will vary depending on its seasoning,

months to the roll, coupon, etc., but roughly speaking, a pool of seasoned CMT

loans swapped to an Arm MBS will price 1.50%-2.00% higher than that same pool Jerry Hubbard

if sold in the whole loan market! 901.435.8758
jerry.nubbard@fhnfinancial.com
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Disclaimer is on the last page of this report.
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Summary

The window is still open for CMT sales to the agencies and because the price enhancement is so significant,
| encourage you to explore a balance sheet management strategy to produce liquidity or address another
issue before the MBS option for seasoned CMT goes away. Please contact your sales representative or
Capital Assets directly at 1.800.456.5460 for more information on having a no-cost/no-obligation analysis
conducted on your loans.

Although this information has been obtained from sources which we believe to be reliable, we do not guarantee its accuracy, and it may be incomplete or condensed. This is for informational purposes only and is not intended
as an offer or solicitation with respect to the purchase or sale of any security. All herein listed securities are subject to availability and change in price. Past performance is not indicative of future results, and changes in any
assumptions may have a material effect on projected results. Ratings on all securities are subject to change.

FHN Financial Capital Markets, FHN Financial Portfolio Advisors, and FHN Financial Municipal Advisors are divisions of First Horizon Bank. FHN Financial Securities Corp., FHN Financial Main Street Advisors, LLC, and FHN
Financial Capital Assets Corp. are wholly owned subsidiaries of First Horizon Bank. FHN Financial Securities Corp. is a member of FINRA and SIPC — http://www.sipc.org.

FHN Financial Municipal Advisors is a registered municipal advisor. FHN Financial Portfolio Advisors is a portfolio manager operating under the trust powers of First Horizon Bank. FHN Financial Main Street Advisors, LLC
is a registered investment advisor. None of the other FHN entities, including FHN Financial Capital Markets, FHN Financial Securities Corp., or FHN Financial Capital Assets Corp. are acting as your advisor, and none owe a
fiduciary duty under the securities laws to you, any municipal entity, or any obligated person with respect to, among other things, the information and material contained in this communication. Instead, these FHN entities
are acting for their own interests. You should discuss any information or material contained in this communication with any and all internal or external advisors and experts that you deem appropriate before acting on this
information or material.

FHN Financial, through First Horizon Bank or its affiliates, offers investment products and services. Investment products are not FDIC insured, have no bank guarantee, and may lose value.
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