INTEREST RATES

Hedging with Mortgage Rate
(OB30C) Futures

Mortgage Rate futures represent a novel risk management tool for mortgage lenders, offering a highly correlated and efficient
alternative to traditional instruments like To-Be-Announced (TBA) Mortgage-Backed Securities (MBS) and U.S. Treasury futures.
They are cash-settled to the Optimal Blue 30-Year Fixed Rate Conforming Index (Bloomberg ticker: OB30C Index), which is derived
directly from mortgage rate locks. These futures reduce basis risk by providing exposure to the primary-secondary spread.

CONTRACT SPECS

UNDERLYING INDEX Optimal Blue 30-Year Fixed Rate Conforming Index

CONTRACT SIZE $5,000 x contract index (S50 in DVO1)

PRICING Contract index = 100 — underlying index

TICK SIZE 0.005 index points ("2 basis point per annum) = $25

LISTINGS Six consecutive monthly contracts

DAILY SETTLEMENT Calculated using futures market activity; 2:00 p.m. CT

FINAL SETTLEMENT Cash settled to arithmetic average of Index over past five days
LAST TRADE DATE SIFMA Class A 30-Yr UMBS Monthly Settlement Day

BLOCKS 100 contract minimum; 15-minute reporting time

Key mechanism: basis risk reduction

Mortgage Rate futures track the primary mortgage rate, the same rate that drives the value of a lender's pipeline and Mortgage
Servicing Rights (MSRs) and also serves as a proxy for the rate borrowers are presented. Unlike TBAs, which possess negative
convexity (meaning the hedge effectiveness changes unpredictably with large rate swings) and are priced in the secondary market,
Mortgage Rate futures offer a linear fixed DVO1 exposure to primary mortgage rates, ensuring a more consistent and predictable
hedge effectiveness, which can outperform TBA hedging strategies.
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https://www2.optimalblue.com/iosco-compliant
https://www.sifma.org/resources/general/mbs-notification-and-settlement-dates/
https://www.cmegroup.com/

Three critical hedging use cases

1. LONGER-DATED LOCK PIPELINE HEDGING

Challenge: Rate lock commitments that extend beyond 60 or
90 days expose the lender to greater duration risk and significant
pull-through uncertainty. Hedging these exposures with TBAs can
be difficult since there is little liquidity more than two months out,
meaning that positions need to be rolled at least every two
months, increasing hedge costs.

Futures solution: Mortgage Rate futures are listed for six
months, allowing lenders to effectively hedge longer-dated locks.

2. MORTGAGE SERVICING RIGHTS (MSR) HEDGING

3. NON-QM PIPELINE HEDGING

Challenge: Non-Qualified Mortgages (Non-QM) are not eligible
for securitization by Government-Sponsored Enterprises (GSEs),
meaning there is no liquid TBA market to hedge them directly.
Lenders must rely on cross-hedging—using an instrument
highly correlated to the interest rate movement of the Non-QM
loan, even if the underlying assets are different.

Futures solution: Since the primary mortgage rate still
generally governs Non-QM interest rate risk, using Mortgage
Rate futures offers a superior cross-hedge compared to
less-correlated instruments like Treasury futures and TBAs.

Challenge: MSRs are complex assets that gain value when
interest rates rise (because fewer borrowers refinance, extending
cash flows) and lose value rapidly when rates fall (due to
increased prepayments). Historically, MSRs have been hedged
using long duration instruments like U.S. Treasury futures or
SOFR Interest Rate swaps.

Futures solution: Mortgage Rate futures are directly linked to
the daily change in primary mortgage rates—the principal
driver of prepayment risk and, consequently, MSR valuation.
This significantly reduces the basis risk inherent in hedging
MSRs with Treasury, SOFR or TBA hedges, which do not always
move in lockstep with mortgage rates due to volatility in the
primary-secondary spread.

View more information and access related resources here.
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Neither futures trading nor swaps trading are suitable for all investors, and each involves the risk of loss. Swaps trading should only be undertaken by investors who are Eligible Contract
Participants (ECPs) within the meaning of Section 1a(18) of the Commodity Exchange Act. Futures and swaps each are leveraged investments and, because only a percentage of a contract's value
is required to trade, it is possible to lose more than the amount of money deposited for either a futures or swaps position. Therefore, traders should only use funds that they can afford to lose
without affecting their lifestyles and only a portion of those funds should be devoted to any one trade because traders cannot expect to profit on every trade.

CME Group, the Globe Logo, CME, Globex, E-Mini, CME Direct, CME DataMine and Chicago Mercantile Exchange are trademarks of Chicago Mercantile Exchange Inc. CBOT is a trademark of the
Board of Trade of the City of Chicago, Inc. NYMEX is a trademark of New York Mercantile Exchange, Inc. COMEX is a trademark of Commodity Exchange, Inc. All other trademarks are the property
of their respective owners.

The information within this communication has been compiled by CME Group for general purposes only. CME Group assumes no responsibility for any errors or omissions. CME Group does not
represent that any material or information contained in this communication is appropriate for use or permitted in any jurisdiction or country where such use or distribution would be contrary to any
applicable law or regulation.

Additionally, all examples in this communication are hypothetical situations, used for explanation purposes only, and should not be considered investment advice or the results of actual market
experience. All matters pertaining to rules and specifications herein are made subject to and superseded by official CME, CBOT, NYMEX and COMEX rules. Current rules should be consulted in all
cases concerning contract specifications.

CME Group Benchmark Administration Limited (CBA), Chicago Mercantile Exchange Inc. (including each of their respective subsidiaries and affiliates), their respective officers, directors, employees,
agents, consultants and licensors shall not be liable to any person for any losses, damages, costs or expenses (including, but not limited to, loss of profits, loss of use, and direct or indirect,
incidental, consequential or punitive damages), arising from any errors or inaccuracies made in connection with the calculation or distribution of the CBA benchmarks or market data. The
foregoing limitation of liability shall apply whether a claim arises in contract, tort, negligence, strict liability, contribution or otherwise and whether the claim is brought directly or as a third party
claim. Furthermore, there is no guarantee the continuity of the composition of the CBA benchmarks or market data, nor the continuity of their calculation, nor the continuity of their dissemination,
nor the continuity of their calculation.
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