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FIVE YEAR HISTORICAL FINANCIAL TABLE

Consolidated Statements of Operations Data:

INEE TEVETIUSS.ceverere e eceere e rmreeeeceeemesecme e e e resamer s e sesenba s
(Loss) incomie from continuing operations .........ocvvuves

(Loss) income from discontinued operations, net
of income'taxes
Cumulative effect of accounting change, net of

INCOME tAXES .ciiceereesirrreeririrernrrsrarensssssssnsansnsesasennes
Net (l088) INCOME ovevireeieeie e

Basic (loss) earnings per share:

(Loss) income from continuing operations ...............
(Loss) income from discontinued operations.............

Cumutlative effect of accounting change, net of

ITICOIMIE LAXEServri i ieiieeieeeeeseeneeeeeseeseambeeeseeseennnnes
Net (108S) INCOME —oeeeeieeee e

Diluted (loss) earnings per share:

{Loss) income from continuing operations ...............
{Loss) income from discontinued operations ............

Cumulative effect of accounting change, net of

INCOME TAXES . vveivevieececeireessresssssntaresssrrareraseeesannees
Net (10S8) INCOME |, .eeieee e e

Cash dividends declared per share ' .............c.coocvenn.

Consolidated Balance Sheets Data:

TOtAl ASSEES..evvivicverereiirirerererersrsreaeensnrenneemeeeaeneeeenmees

Year Ended and As of December 31,

2007 2006 2005" 2004% 2003
(In millions, except per share data)

£ 2240 $2288 52471 3 2397 §2.636
$ (12) § (18) 8 73 % 94 § 157
— — (1) 118 98
— — — — (35)
$ (12 § (6 § 72 0§ 212 8 220
$ (023 $029 $ 138 % 179 § 297
— — (0.02}) 2.24 1.87
— — — — (0.67)

$ (023 5029 § 136 $ 403 § 417
$ (023 $(029 § 136 § 177 § 295
— — (0.02) 2.22 1.85
— — — — (0.67)

§ (623) $029 § 134 3 399 § 413
5 — 5 — 3 — § 266 § 266
$ 9357 $10,760 § 9965 §$ 11,399 3§11,641
6,279 7,647 6,744 6,504 6,829
1,529 1,515 1,521 1,921 1,855

™ Income from continuing operations and Net income for the year ended December 31, 2005 included pre-tax Spin-Off related
expenses of $41 million. See Note 3, “Spin-OfT from Cendant” in the Notes to Consolidated Financial Statements included in
the Annual Report on Form 10-K for the year ended December 31, 2007,

2) During 2004, we acquired First Fleet Corporation, a national provider of fleet management services to companies that

maintain private truck fleets.

B} Income from continuing operations and Net income for the year ended December 31, 2003 included a pre-tax goodwill
impairment charge of $102 million (896 million net of income taxes). Also during 2003, we consolidated Bishop’s Gate
Residential Mortgage Trust pursuant to Financial Accounting Standards Board Interpretation No. 46, “Consolidation of
Variable Interest Entities” and recognized the related cumulative effect of accounting change.

) (Loss) income from discontinued operations, net of income taxes inctudes the after-tax results of discontinued operations.

S} Dividends declared during the years ended December 31, 2004 and 2003 were paid to our former parent, Cendant

Corporation,

MARKET PRICE OF COMMON STOCK

Shares of our Common stock are listed on the New York Stock Exchange (the “NYSE”) under the symbol
“PHH”. The following table sets forth the high and low sales prices for our Common stock as reported by the NYSE

for the year ended December 31, 2007:

January 1, 2007 10 March 31, 2007 .....oooiiieicescinini i s eseerass s ene s
April 1, 2007 to June 30, 2007 ...
July 1, 2007 to September 30, 2007 ..o
October 1, 2p07 10 DECemMBET 31, 2007 oeoveoeeceeeeeeeeeeeeeeeeeeeesee e seens e eneees sbassss s s

Stock Price

High
31.50
31.39
31.52
27.09

Low

2725
30.14
2251
17.45

As of March 27, 2008, there were approximately 7,200 holders of record of our Common stock. As of that date,
there were approximately 57,000 total holders of our Common stock including beneficial holders whose securities
are held in thé name of a registered clearing agency or its nominee.



PHH Corporation

April 29, 2008
Dear Fellow Stockholder:

You are cordially invited to attend the Annual Meeting of Stockholders for 2008 (the “Annual Meeting”) of
PHH Corporaticn (the “Company™), which will be held at the Company’s offices located at 3000 Leadenhall Road,
Mt. Laurel, New Jersey 08054, on June 11, 2008 at 10:00 a.m., eastern daylight time. Please note that directions to
the meeting location are provided on the last page of the Proxy Statement.

At the Annual Meeting, stockholders will be asked to elect two Class [1I Directors to hold office until the
Annual Meeting of Stockholders for 2011, to approve the issuance of the Company’s common stock issuable upon
conversion of the Company’s 4.00% Convertible Senior Notes Due 2012 and certain convertible note hedge and
warrant transactions in connection therewith, to ratify the selection of Deloitte & Touche LLP as the Company’s
independent registered public accounting firm for the fiscal year ending December 31, 2008 and to transact such
other business as may properly come before the meeting. The accompanying Notice of Annual Meeting and Proxy
Statement describe in more detail the business to be conducted at the Annual Meeting and provide other information
concerning the Company of which you should be aware when you vote your shares. Also enclosed is a copy of the
Company’s Annual Report on Form 10-K for the year ended December 31, 2007,

Admission to the Annual Meeting will be by ticket only. If you are a registered stockholder planning to attend the
meeting, please check the appropriate box on the proxy card and retain the bottom portion of the card as your
admission ticket. If your shares are held through an intermediary, such as a bank or broker, please follow the
instructions under the “About the Annual Meeting of Stockholders” section of the Proxy Statement to obtain a ticket.

Your participation in the Company’s Annual Meeting is important, regardless of the number of shares you own,
In order to ensure that your shares are represented at the Annual Meeting, whether you plan to attend or not, please
vote in accordance with the enclosed instructions. As a stockholder of record, you can vote your shares by
telephone, electronically via the Internet or by submitting the enclosed proxy card. If you vote using the proxy card,
you must sign, date and mail the proxy card in the enclosed envelope. If you decide to attend the Annual Meeting
and wish to modify your vote, you may revoke your proxy and vote in person at the meeting.

The Board of Directors appreciates your time and attention in reviewing the accompanying Proxy Statement.
Thank you for your continued interest in PHH Corporation. We look forward to seeing you at the meeting.

Sincerely,

A B.

A. B. Krongard
Non-Executive Chairman of the Board

Tuwnte Homd

Terence W. Edwards
President and Chief Executive Qfficer
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PHH CORPORATION
3000 Leadenhall Road
Mt. Laurel, New Jersey 08054

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS FOR 2008

To Be Held on June 11, 2008

To Our Stockholders:

The Annual Meeting of Stockholders of PHH Corporation (the “Company”) for 2008 will be held at the
Company’s offices located at 3000 Leadenhall Road, Mt, Laurel, New Jersey 08054, on June 11, 2008 at 10:00 a.m.,
eastern daylight time (the “Annual Meeting”), to consider and vote upon the foltowing matters:
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1. To elect two Class I1I Directors to hold office until the Annual Meeting of Stockholders for 2010, and
until their successors are duly elected and qualified,

2. To approve the issuance of (a} up to 12,195,125 shares of common stock, par value $0.01 per share, of
PHH Corporation (“Common Stock™) issuable upon conversion of the Company’s 4.00% Convertible Senior
Notes Due 2012 (the “Notes™) previously issued, (b) up to 12,195,125 shares of Common Stock issuable
pursuant to related convertible note hedge transactions that the Company entered into in connection with the
issuance of the Notes, and (c) up to 12,195,125 shares of Common Stock issuable upon exercise of related
warrants to acquire shares of Commoen Stock that the Company issued in connection with the convertible note
hedge transactions;

3. To ratify the selection of Deloitte & Touche LLP as the Company’s independent registered public
accounting firm for the fiscal year ending December 31, 2008; and

4, To transact such other business as may properly come before the Annual Meeting or any adjournment
or postponement thereof.

The Board of Directors has fixed the close of business on March 14, 2008 as the record date for the Annual
Meeting. Only stockholders of record as of the record date.are entitled to notice of, and to vote at, the Annual
Meeting and any adjournment or postponement thereof.

By Order of the Board of Directors

WWMNSwW

William F. Brown
Senior Vice President, General Counsel and Secretary

April 29, 2008

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE
ANNUAL MEETING OF STOCKHOLDERS FOR 2008 TO BE HELD ON JUNE 11, 2008.

THE PROXY STATEMENT FOR THE ANNUAL MEETING AND THE COMPANY’S
ANNUAL REPORT ON FORM 10-K FOR THE YEAR ENDED DECEMBER 31, 2007,
BOTH OF WHICH ARE PROVIDED HEREWITH, ARE ALSO AVAILABLE AT
http://corporate.phh.com/phoenix.zhtml?c=187859&p=proxy

PLEASE VOTE YOUR SHARES IN ACCORDANCE WITH THE INSTRUCTIONS PROVIDED IN
THE PROXY STATEMENT. IF VOTING USING THE ENCLOSED PROXY CARD, PLEASE
MARK, SIGN, DATE AND PROMPTLY RETURN THE PROXY IN THE ADDRESSED REPLY
ENVELOPE WHICH IS FURNISHED FOR YOUR CONVENIENCE, THE ENVELOPE NEEDS NO
POSTAGE IF MAILED WITHIN THE UNITED STATES.




PHH CORPORATION
3000 Leadenhall Road
Mt. Laurel, New Jersey 08054

PROXY STATEMENT FOR THE
ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON JUNE 11, 2008

ABOUT THE ANNUAL MEETING OF STOCKHOLDERS

Who is soliciting my vote?

LYY LLINTY

The Board of Directors of PHH Corporation, a Maryland corporation (“we,” “our,” “us,” “PHH"” or the
“Company™), is soliciting your vote at our Annual Meeting of Stockholders for 2008, and any adjournment or
postponement thereof (the “Annual Meeting™), to be held on the dare at the time and place, and for the purposes set
forth in the accompanying notice. This Proxy Statement and appendix, the accompanying notice of annual meeting,
the enclosed proxy card and our Annual Report on Form 10-K for the year ended December 31, 2007 filed with the
Securities and Exchange Commission (“SEC”) on February 29, 2008 (the “2007 Arnual Report”) are being mailed
to stockholders on or about May 2, 2008.

What is the purpose of the Annual Meeting?

At the Annual Meeting, stockholders will act on the matters outlined in the accompanying notice. The only
matters scheduled to be acted upon at the Annual Meeting are (1) the Election of Directors (see page 8 of this Proxy
Statement), (2) approval of the issuance of (a) up to 12,195,125 shares of common stock, par value $0.01 per share,
of PHH Corporation (“Common Stock™) issuable upon conversion of the Company’s 4.00% Convertible Senior
Notes Due 2012 (the “Notes”) previously issued, (b) up to 12,195,125 shares of Common Stock issuable pursuant to
related convertible note hedge transactions that the Company entered into in connection with the issuance of the
Notes, and (c) up to 12,195,125 shares of Common Stock issuable upon exercise of related warrants to acquire
shares of Common Stock that the Company issued in connection with the convertible note hedge transactions (see
page 42 of this Proxy Statement) and (3) the ratification of the selection of Deloitte & Touche LLP as our
independent registered public accounting firm (see page 44 of this Proxy Statement).

Wheo can attend the Annual Meeting?

Only stockholders of record as of March 14, 2008 (the “Record Date™), or their duly appointed proxies, may
attend the Annual Meeting. Registration and seating will begin at 9:00 a.m. Stockholders will be asked to present
valid picture identification, such as a driver’s license or passport. Cameras, recording devices and other electronic
devices will not be permitted at the Annual Meeting. '

Please note that if you hold your shares in “street name” {that is, through a broker or other nominee}, you must
bring either a copy of the voting instruction card provided by your broker or nominee or a copy of a brokerage
statement refiecting your stock ownership as of the record date and check in at the registration desk at the Annual
Meeting.

A list of stockholders entitled to vote at the Annual Meeting will be available for examination by any
stockholder for any purpose germane to the Annual Meeting beginning ten days prior to the Annual Meeting during
ordinary business hours at 3000 Leadenhall Road, Mt. Laurel, New Jersey 08054, the Company s prmcnpal place of
business, and ending on the date of the Annual Meeting,
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Do I need a ticket to attend the Annual Meeting?

Yes. Attendance at the Annual Meeting will be limited to stockholders as of the Record Date, their authorized
representatives and our guests. Admission will be by ticket only. For registered stockholders, the bottom portion of
the proxy card enclosed with the Proxy Statement is the Annual Meeting ticket. If you are a beneficial owner and
hold your shares in “street name,” or through an intermediary, such as a bank or broker, you should request tickets in
writing from PHH Corporation, Attention: Investor Relations, 3000 Leadenhall Road, Mt. Laurel, New Jersey
08054, and inciude proof of ownership, such as a bank or brokerage firm account statement or letter from the broker,
trustee, bank or nominee holding your stock, confirming your beneficial ownership. Stockholders who do not obtain
tickets in advance may obtain them on the Annual Meeting date at the registration desk upon verifying their stock
ownership as of the Record Date. In accordance with our security procedures, all persons attending the Annual
Meeting must present a picture identification along with their admission ticket or proof of beneficial ownership in
order to gain admission. Admission to the Annual Meeting will be expedited if tickets are obtained in advance.
Tickets may be issued to others at our discretion.

How many Vvotes do | have?

You will have one vote for every share of our Common Stock you owned on the Record Date.

How many votes can be cast by all stockholders?

54,136,732 votes may be cast at the Annual Meeting, representing one vote for each share of our Common
Stock that was outstanding on the Record Date. There is no cumulative voting, and the holders of our Common
Stock vote together as a single class.

How many votes must be present to hold the Annual Meeting?

A majority of the outstanding shares of our Common Stock entitled to vote at the Annual Meeting must be
present, in person or by proxy, to constitute a quorum at the Annual Meeting. Stockholders of record who are present
at the Annual Meeting, in person or by proxy, and who abstain from voting, including brokers holding customers’
shares of record who cause abstentions to be recorded at the Annual Meeting, will be included in the number of
stockholders present at the Annual Meeting for purposes of determining whether a quorum is present.

How many ivotes are required to elect Directors and adopt any other proposals?

Directors are clected by the affirmative vote of a plurality of the shares of our Common Stock cast at the
Annual Meeting, in person or by proxy, and entitled to vote in the election of Directors. Under applicable Maryland
law, in determining whether such nominees have received the requisite number of affirmative votes, abstentions and
broker non-votes will not be counted and will have no effect on the outcome of the vote.

|

Approval of the issuance of Common Stock issuable upon conversion of the Notes, Note Hedges and Warrant
Transactions requires an affirmative vote of the holders of a majority of all votes entitled to be cast on the proposal.
Under applicable Maryland law, abstentions and broker non-votes will count for the purpose of determining
whether a quorum is present at the meeting, but will not be counted as votes cast or shares voting on the proposal and
will have the same effect as a vote against the proposal.

Approval of the ratification of the selection of our independent registered public accounting firm and generally
all other matters that may come before the Annual Meeting require the affirmative vote of a majority of the shares of
our Commion Stock cast, in person or by proxy, and entitled to vote at the Annual Meeting. Under applicable
Maryland law, in determining whether such proposals have received the requisite number of affirmative votes,
abstentions and broker non-votes will not be counted and will have no effect on the cutcome of the vote.
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What is a broker non-vote?

Generally, a broker non-vote occurs when shares held by a nominee for a beneficial owner are not voted with
respect 10 a particular proposal because (i) the nominee has not received voting instructions from the beneficial
owner and (ii) the nominee lacks discretionary voting power to vote such shares, Under the rules of the New York
Stock Exchange, Inc. {the "NYSE”), a nominee does not have discretionary voting power with respect to “non-
routine” matters.

How do I vote?

You can vote in person or by valid proxy received by telephone, via the Internet or by mail. If voting by mail,
you must:

* indicate your instructions on the proxy;

+ date and sign the proxy;

* mail the proxy promptly in the enclosed envelope; and

* allow sufficient time for the proxy to be received before the date of the Annual Meeting.

Alternatively, in lieu of returning signed proxy cards, our stockholders of record can vote their shares by
telephone or via the Internet. If you are a registered stockholder (that is, if you hold your stock in certificate form),
you may vote by telephone or electronically through the Internet by following the instructions included with your
proxy card, The deadline for voting by telephone or electronically through the Internet is 11:59 p.m., eastern
daylight time, on June 10, 2008. If your shares are held in “street name” such as in a stock brokerage account or by a
bank or other nominee, please check your proxy card or contact your broker or nominee to determine whether you
will be able to vote by telephone or electronically through the Internet.

How do participants in our employee savings plans vote?

For participants in the PHH Corporation Employee Savings Plan and the PHH Home Loans, LLC Employee
Savings Plan (the “Savings Plans”) with shares of our Common Stock credited 10 their accounts, voting instructions
for the trustees of the Savings Plans are also being solicited through this Proxy Statement. In accordance with the
provisions of the Savings Plans, the respective trustees will vote shares of our Commeon Stock in accordance with
instructions received from the participants to whose accounts such shares are credited. To the extent such
instructions are not received prior to 11:59 a.m., eastern daylight time, on June 9, 2008, the trustees of the
Savings Plans will vote the shares with respect to which it has not received instructions proportionately in
accordance with the shares for which it has received instructions. Instructions given with respect to shares in
accounts of the Savings Plans may be changed or revoked onty in writing, and no such instructions may be revoked
after 11:59 a.m., eastern daylight time, on June 9, 2008. Participants in the Savings Plans are not entitled to vote in
person at the Annual Meeting. If a participant in the Savings Plans has shares of our Common Stock credited to his
or her account and also owns other shares of our Common Stock, he or she should receive a voting instruction card
for shares credited to his or her account in the Savings Plans and any other shares that he or she owns. All such proxy
and voting instruction cards should be completed, signed and returned to the transfer agent to register voting
instructions for all shares owned by him or her or held for his or her benefit in the Savings Plans,

Can I change my vote?

Yes. A proxy may be revoked at any time prior to the voting at the Annual Meeting by submitting a later dated
proxy (including a proxy by telephone or electronically through the Internet), by giving timely written notice of
such revocation to our Corporate Secretary or by attending the Annual Meeting and voting in person. However, if
you hold shares in “street name,” you may not vote these shares in person at the Annual Meeting uniess you bring
with you a legal proxy from the stockholder of record.
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What if I do not vote for some of the matiters listed on my proxy card?

Shares of our Common Stock represented by proxies received by us (whether through the return of the
enclosed proxy card, by telephone or through the Internet), where the stockholder has specified his or her choice
with respect to the proposals described in this Proxy Statement, including the election of Directors, ratification of
the selection of the independent registered public accounting firm and approval of the issuance of the Common
Stock issuable upon conversion of the Notes, Note Hedges and Warrant Transactions, will be voted in accordance
with the specification(s) so made.

If your proxy is properly executed but does not contain voting instructions, or if you vote by telephone or via
the Internet without indicating how you want to vote, your shares will be voted:

» “FOR” the election of the two Class 11l Director nominees for the Board of Directors.

+ “FOR” the approval of the issuance of Common Stock issuable upon conversion of the Notes, Note Hedges
and Warrant Transactions.

+ “FOR? the ratification of the Company’s independent registered public accounting firm for the fiscal year
ending December 31, 2008.

Could other matters be decided at the Annual Meeting?

The Board of Directors does not intend to bring any matter before the Annual Meeting other than those set forth
above, and the Board is not aware of any matters that anyone else proposes to present for action at the Annual
Meeting. However, if any other matters properly come before the Annual Meeting, the persons named in the
enclosed proxy, or their duly constituted substitutes acting at the Annual Meeting, wili be authorized to vote or
otherwise act thereon in accordance with their judgment on such matters.

Who will pay for the cost of this proxy solicitation?

We will pay the cost of soliciting proxies. Our Directors, officers and employees may solicit proxies on behalf
of the Company in person or by telephone, facsimile or other electronic means. We have engaged Georgeson
Shareholder Communications Inc. to assist us in the distribution and solicitation of proxies for a fee of $9,000 plus
expenses. In accordance with the regulations of the SEC and the New York Stock Exchange, we also reimburse
brokerage firms and other custodians, nominees and fiduciaries for their expenses incurred in sending proxies and
proxy materials to beneficial owners of our Common Stock as of the Record Date.

Has the Coinpany adopted the new e-proxy rules for the delivery of the proxy materials?

No. We are delivering the proxy materials, including the 2007 Annual Report, the Proxy Statement and other
materials, to al! stockholders as we have in prior years. We will evaluate whether to adopt the notice and access

option under the e-proxy rules for delivery of proxy materials for future annual meetings.
I

How can | access the Company’s proxy materials and 2007 Annual Report electronically?

Copies of the 2007 Annual Report, the Proxy Statement and other materials filed by the Company with the
SEC are available without charge to stockholders on our corporate website at www.phh.com or upon written request
to PHH Corporation, Attention: Investor Relations, 3000 Leadenhall Road, Mt. Laurel, New Jersey 08054. You can
elect to receive future annual reports and proxy statements electronically by marking the appropriate box on your
proxy card or by following the instructions provided if you vote via the Internet or by telephone.
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What financial information is accompanying the Proxy Statement?

Accompanying the Proxy Statement is the 2007 Annual Report, The 2007 Annual Report includes our audited
consolidated financial statements as of December 31, 2006 and 2007 and for the years ended December 31, 2005,
2006 and 2007. Based on the inherent uncertainties of our business, the historical financial information included in
the 2007 Annual Report and selected financial data may not be indicative of what our results of operations and
financial position will be in the future.

NO PERSON IS AUTHORIZED TO GIVE ANY INFORMATION OR TO MAKE ANY REPRE-
SENTATION OTHER THAN THOSE CONTAINED IN THIS PROXY STATEMENT, AND, IF
GIVEN OR MADE, SUCH INFORMATION MUST NOT BE RELIED UPON AS HAVING BEEN
AUTHORIZED. THE DELIVERY OF THIS PROXY STATEMENT SHALL, UNDER NO CIRCUM-
STANCES, CREATE ANY IMPLICATION THAT THERE HAS BEEN NO CHANGE IN THE
AFFAIRS OF THE COMPANY SINCE THE DATE OF THIS PROXY STATEMENT.
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BOARD OF DIRECTORS

Our Board of Directors currently consists of seven members. Our charter divides our Board of Directors into
three classes of Directors having staggered terms, with one class being elected each year for a new three-year term
and until their successors are elected and qualified. The term for Class I Directors expires at the annual meeting of
our stockholders for 2009, the term for Class II Directors expires at the annual meeting of our stockholders for 2010
and the term for Class I1I Directors expires at the annual meeting of our stockholders for 2008. The following table
sets forth certain information with respect to the members of our Board of Directors:

Term Expires

at Annuoal
Meeting Held

Name ﬂ;s Position(s) for the Year
A_B. Krongard 71 Non-Executive Chairman of the Board of Directors 2009
Terence W. Edwards 52 President and Chief Executive Officer; President and Chief 2009

Executive’ Officer — PHH Mortgage Corporation (“PHH

Mortgage”™)
George J. Kilroy 60  President and Chief Executive Officer — PHH Vehicle 2010

Management Services Group LLC (“PHH Arval™)
James W. Brinkley 71 Director 2008
Ann D. Logan 53 Director 2010
Jonathan D, Mariner 53 Director 2008
Francis J. Van Kirk 59 Director 2009

A.B. Krongard was elected Non-Executive Chairman of the Board of Directors effective upon our spin-off
from Cendant Corporation (our former parent company, now known as Avis Budget Group, Inc., referred to herein
as “Cendant”) in the first quarter of 2005 (the “Spin-Off”"). Since December 2004, Mr. Krongard has been pursuing
personal interests, From March 2001 until December 2004, Mr. Krongard served as Executive Director of the
Central Intelligence Agency. From February 1998 until March 2001, Mr. Krongard served as Counselor to the
Director of Central Intelligence. Mr. Krongard previously worked in various capacities at Alex. Brown, Incor-
porated (“Alex. Brown”). In 1991, Mr. Krongard was elected as Chief Executive Officer of Alex. Brown and
assumed the'additional duties of Chairman of the Board of Alex. Brown in 1994. Upon the merger of Alex. Brown
with Bankers Trust Corporation (“Bankers Trust”) in September 1997, Mr. Krongard became Vice Chairman of the
Board of Bankers Trust and served in such capacity until joining the Central Intelligence Agency. Since July 2005,
Mr. Krongard has served as a member of the Board of Directors of Under Armour, Inc. and is the Chairman of its
Audit Commitiee. Under Armour, Inc. files reports pursuant to the Securities Exchange Act of 1934, as amended
(the “Exchange Act”).

James W. Brinkley was elected as a Director effective upon the Spin-Off. In December 2005, Mr. Brinkley
became Vice Chairman of Smith Barney’s Global Private Client Group following Citigroup Inc.’s acquisition of
Legg Mason Wood Walker, Incorporated (“LMWW?). Mr. Brinkley served as a Director of Legg Mason, Inc., a
holding company that, through its subsidiaries, provides financial services to individuals, institutions, corporations,
governments and government agencies since its formation in 1981. Mr. Brinkley has served as a Senior Executive
Vice President of Legg Mason, Inc. since December 1983. Mr. Brinkley became Chairrnan of LMWW, Legg Mason
Inc’s principal brokerage subsidiary, in February 2004. Mr, Brinkley previously served as LMWW’s Vice
Chairman and Chief Executive Officer from July 2003 through February 2004, as its President from 1985 until
July 2003 and as its Chief Operating Officer from February 1998 until July 2003,

Terence W. Edwards serves as our President and Chief Executive Officer, a position he has held since February
2005 and Fresident and Chief Executive Officer of PHH Mortgage, a position he has held since August 2005. Prior
to the Spin-Off, Mr. Edwards served as President and Chief Executive Officer of Cendant Mortgage Corporation
{“Cendant Mortgage,” now known as PHH Mortgage) since February 1996, and as such, was responsible for
overseeing its entire mortgage banking operations. From 1995 to 1996, Mr. Edwards served as Vice President of
Investor Relations and Treasurer and was responsible for investor, banking and rating agency relations, financing
resources, I:z}sh management, pension investment management and internal financial structure. Mr. Edwards joined
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us in 1980 as a treasury operations analyst and has held positions of increasing responsibility, including Director,
Mortgage Finance and Senior Vice President, Secondary Marketing,

George J. Kilroy serves as President and Chief Executive Officer of PHH Arval, a position he has held since
March 2001. Mr. Kilroy is responsible for the management of PHH Arval. From May 1997 to March 2001,
M. Kilroy served as Senior Vice President, Business Development and was responsible for new client sales, client
relations and marketing for PHH Arval’s United States operations. Mr. Kilroy joined PHH Arval in 1976 as an
Account Executive in the Truck and Equipment Division and has held positions of increasing responsibility,
including head of Diversified Services and Financial Services.

Ann D. Logan was elected as a Director effective upon the Spin-Off. Since July 2000, Ms. Logan has worked
with various non-profit organizations. Ms. Logan was an Executive Vice President at the Federal National Mortgage
Association (“Fannie Mae”) from Janvary 1993 to July 2000. Ms. Logan ran the single-family mortgage business at
Fannie Mae from [998 to 2000 and was the Chief Credit Officer from 1993 to 1998. From 1989 to 1993, Ms. Logan
was a Senior Vice President in charge of Fannie Mae’s Northeast Regional Office in Philadelphia. Prior to joining
Fannie Mae, Ms. Logan was Assistant Vice President at Standard & Poor’s Corporation in New York. From 1976 to
1980, Ms. Logan worked for the U.S. Senate Judiciary Committee and served as the Committee Staff Director in
1980.

Jonathan D. Mariner was elected as a Director effective upon the Spin-Off. Mr. Mariner has been the
Executive Vice President and Chief Financial Officer of Major League Baseball since January 2004, From March
2002 to January 2004, Mr. Mariner served as the Senior Vice President and Chief Financial Officer of Major League
Baseball. From December 2000 to March 2002, Mr. Mariner served as the Chief Operating Officer of Charter
Schoocls U.S.A., a charter school development and management company. Mr. Mariner was the Executive Vice
President and Chief Financial Officer of the Florida Marlins Baseball Club from February 1992 to December 2000.

Francis J. Van Kirk was elected as a Director effective July 1, 2005. Since November 2005, Mr. Van Kirk has
been a partner with Heidrick & Struggles, an international executive search and leadership consulting services
company. Prior to joining Heidrick & Struggles, Mr. Van Kirk served as the Managing Partner of the Philadelphia
office of PricewaterhouseCoopers LLP (“PricewaterhouseCoopers™) from 1996 through June 2005. In this role,
Mr. Van Kirk oversaw the integration and coordination of PricewaterhouseCoopers’ lines of service and industry
groups to ensure seamless service to its clients. Mr. Van Kirk began his career with PricewaterhouseCoopers in 1971
as a Staff Auditor and was employed in positions of increasing responsibility during his 35-year career with that
firm. -

Independence of the Board of Directors

Under the rules of the NYSE, our Board of Directors is required to affirmatively determine which Directors are
independent and to disclose such determination in the 2007 Annual Report and in the proxy statement for each
annual meeting of stockholders going forward. On February 27, 2008 and March 18, 2008, our Board of Directors
reviewed each Director’s relationships with us in conjunction with our previously adopted Independence Standards
for Directors (the “Independence Standards™) and Section 303A of the NYSE’s Listed Company Manual (the
“NYSE Listing Standards”). A copy of our Independence Standards is attached to this Proxy Statement as
Appendix A and is available on our corporate website at www.phh.com under the heading “Investor Relations —
Corporate Governance.” A copy of our Independence Standards is also available to stockholders upon request,
addressed to the Corporate Secretary at 3000 Leadenhall Road, Mt. Laurel, New Jersey, 08054 (telephone number:
1-866-PHH-INFO or 1-856-917-1PHH). At the meeting, the Board affirmatively determined that all non-employee
Directors — Messrs. Brinkley, Krongard, Mariner and Van Kirk and Ms. Logan — meet the categorical standards
under the Independence Standards and are independent Directors under the NYSE Listing Standards.

In the course of its determination of the independence of each non-management Director, the Board considered
the following transactions, relationships and arrangements as required by our Independence Standards:

* Mr. Brinkley became Vice Chairman of Smith Barney’s Global Private Client Group following Citigroup
Inc.’s acquisition of LMWW in December 2005. We have certain relationships with the Corporate and
Investment Banking segment of Citigroup Inc. (“Citigroup”), including financial services, commercial

7




banking and other transactions. The Board specifically evaluated our transactions with Citigroup, the fees
paid to Citigroup and the amount of indebtedness to Citigroup during 2007 and determined that the fees
paid to Citigroup were less than 0.1% of its annual revenues and the amount of indebtedness was less than
0.1% of its total consolidated assets. Based on this evaluation and the nature of Mr. Brinkley’s position, our
Board determined that this was not a material relationship for the purposes of determining his indepen-
dence. In addition, Mr. Brinkley’s son is a principal at Colliers Pinkard, a member firm of Colliers
International (“Colliers™), which provides certain lease management services to us. The Board evaluated
the felationship between Colliers and us, including the fees paid to Colliers, which were less than 0.1% of
its annual revenues. The Board determined that this was not a material relationship for the purpose of
determining his independence,

» Mr Krongard is an outside director of the global Board of Directors for DLA Piper, our principal outside
law firm. The Board reviewed the fees paid by us to DLA Piper and determined that such fees represented
less than 0.4% of DLA Piper’s annual revenues for 2007, Based on the nature of his position, our Board
considered Mr. Krongard’s relationship with DLA Piper and determined that it was not a material
relationship for the purpose of determining his independence.

» Ms. Logan has a mortgage loan with us, which was originated prior,to her appointment to our Board of
Directors. The Board considered the terms of the mortgage loan, including the interest rate and collateral
requirements, which were substantially the same as those prevailing at the time for comparable transac-
tions, and determined that this was not a material relationship for the purpose of determining her
independence.

See also “Certain Relationships and Related Transactions™ below for more information. Our Board also
determined that Messrs. Edwards and Kiiroy, who serve as executive officers, are not independent Directors.
Accordingly, more than two-thirds of the members of our Board of Directors are independent as required by our
Corporate Governance Guidelines.

Non-Executive Chairman

Mr. Krongard serves as our Non-Executive Chairman. The Non-Executive Chairman is not a corporate officer
and leads all meetings of our Board of Directors at which he is present. The Non-Executive Chairman serves on
appropriate committees as requested by the Board of Directors, sets meeting schedules and agendas and manages
information flow to the Board of Directors to assure appropriate understanding of, and discussion regarding matters
of interest or concern to the Board of Directors. The Non-Executive Chairman also has such additional powers and
performs such additional duties consistent with organizing and leading the actions of the Board of Directors as the
Board of Directors may from time-to-time prescribe.

PROPOSAL NO. 1 — ELECTION OF CLASS III DIRECTORS

The Board of Directors has nominated Messrs. James W. Brinkley and Jonathan . Mariner to be elected at the
Annual Meeting to serve as Class 111 Directors for a three-year term ending at the annual meeting of stockholders for
2011 and unti! their successors are duly elected and qualified. Both nominees are currently incumbent Directors of
the Company. The terms of the remaining Class I and Class 11 Directors expire at the annual meeting of stockholders
for 2009 zm:d 2010, respectively.

Both nominees have consented to being named in this Proxy Statement and to serve if elected. If, prior to the
Annual Meeting, either nominee should become unavailable to serve, the shares of our Common Stock represented
by a properly executed and returned proxy (whether through the return of the enclosed proxy card, by telephone or
electronically through the Internet) will be voted for such additional person as shall be designated by the Board of
Directors, unless the Board of Directors determines to reduce the number of Directors in accordance with our
amended and restated articles of incorporation and by-laws.
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Directors shall be elected by the affirmative vote of a plurality of the shares of our Common Stock cast at the
Annual Meeting, in person or by proxy, and entitled to vote in the election of Directors; provided that a quorum is
present, Pursuant to applicable Maryland law, in determining whether such nominees have received the requisite
number of affirmative votes, abstentions and broker non-votes will have no effect on the cutcome of the vote.

THE BOARD OF HRECTORS RECOMMENDS AVOTE “FOR” THE ELECTION OF EACH NOMINEE
AS A CLASS HI DIRECTOR. UNLESS MARKED TO THE CONTRARY, PROXIES RECEIVED BY THE
COMPANY WILL BE VOTED “FOR” THE ELECTION OF THE TWO NOMINEES LISTED ABOVE.

COMMITTEES OF THE BOARD

The Board of Directors has a standing Audit Committee, Compensation Committee, Corporate Governance
Committee and Finance and Risk Management Committee consisting of Directors who have been affirmatively
determined to be “independent” as defined in the NYSE Listing Standards. Each of these Committees operates
pursuant to a written charter approved by the Board of Directors and available on our corporate website at
www phh.com under the heading “Investor Relations — Corporate Governance.” A copy of each commitiee charter
is also available to stockholders upon request, addressed to the Corporate Secretary at 3000 Leadenhall Road, Mt.
Laurel, New Jersey, 08054 (telephone number: 1-866-PHH-INFO or 1-856-917-1PHH). In addition, the Board of
Directors has a standing Executive Committee which may take certain actions on behalf of the Board of Directors
when the Board is not in session.

Audit Committee

The Audit Committee assists our Board of Directors in the oversight of the integrity of our financial
statements, our independent registered public accountants’ qualifications and independence, the performance of
our independent registered public accountants and our internal audit function and our compliance with legal and
regulatory requirements. The Committee is a separately-designated standing audit committee established in
accordance with Section 3(a)(58)(A) of the Exchange Act. The Committee also oversees our corporate accounting
and reporting practices by:

» meeting with our financial management and independent registered public accountants to review our
financial statements, quarterly earnings releases and financial data;

« appointing and pre-approving all services provided by the independent registered public accountants that
will audit cur financial statements;

* reviewing the selection of the internal auditors that provide internal audit services;
* reviewing the scope, procedures and results of our audits; and
* evaluating our key financial and accounting personnel.

The Audit Committee is comprised of Messrs. Van Kirk (Chair) and Mariner and Ms. Logan, Each member of
the Audit Committee is required to have the ability to read and understand fundamental financial statements, The
Audit Committee is also required to have at least one member that qualifies as an “audit committee financial expert”
as defined by the rules of the SEC. Our Board of Directors has determined that Messrs. Mariner and Van Kirk
qualify as audit committee financial experts and are non-employee, independent Directors. During 2007, the Audit
Committee met 13 times and acted by unanimous written consent on one occasion.

Compensation Committee

The Compensation Committee determines and approves all elements of compensation for our Chief Executive
Officer and senior management; reviews and approves our compensation strategy, including the elements of total
compensation for senior management; reviews and approves the annual bonus and long-term bonus incentive plans
and reviews and grants equity awards for our employees. The Compensation Committee also assists us in
developing compensation and benefit strategies to attract, develop and retain qualified employees. See “Executive
Compensation” for additional information regarding the process for the determination and consideration of
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executive compensation. The Compensation Committee is comprised of Messrs. Brinkley (Chair) and Krongard
and Ms. Logan. During 2007, the Compensation Committce met eight times and acted by unanimous written
consent on one occasion. :

Corporate Governance Committee

The Corporate Governance Committee’s responsibilities with respect to its governance function include
considering matters of corporate governance and reviewing and revising our Board of Directors’ Corporate
Governance Guidelines, Code of Business Conduct and Ethics for Directors and our Code of Coanduct for
Employees and Officers. The Corporate Governance Committee identifies, evaluates and recommends nominees
for our Board of Directors for each annual meeting (see “Nomination Process and Qualifications for Director
Nominees” below); evaluates the composition, organization and governance of our Board of Directors and its
committees and develops and recommends corporate governance principtes and policies applicable to us. The
Committee is comprised of Messrs. Krongard (Chair), Brinkley and Mariner. During 2007, the Corporate
Governance Committee met iwo times,

Finance and Risk Management Committee

The Finance and Risk Management Committee was formed on February 27, 2008 to assist our Board of
Directors in fulfilling its oversight responsibilities with respect to the assessment of our overall capital structure and
its impact on the generation of appropriate risk adjusted returns as well as the existence, operation and effectiveness
of our risk management programs, policies and practices. The Finance and Risk Management Committee is
comprised of Ms. Logan (Chair) and Messrs. Krongard and Van Kirk.

Executive Committee

The Executive Committee may exercise all of the powers of our Board of Directors when the Board is not in
session, including the power to authorize the issuance of stock, except that the Executive Committee has no power
to alter, amend or repeal our by-laws or any resolution or resolutions of the Board of Directors, declare any dividend
or make any other distribution to our stockholders, appoint any member of the Executive Committee or take any
other action which legally may be taken only by the full Board of Directors. The Executive Committee is comprised
of Messrs. Krongard (Chairman), Edwards and Kilroy. During 2007, the Executive Committee did not meet.

BOARD MEETINGS

During 2007, our Board of Directors held twelve meetings. In addition, the standing Committees of the Board
of Directors held an aggregate of 35 meetings and acted by unanimous written consent on two occasions in that
period. In 2007, all incumbent Directors attended at least 75% of the aggregate number of meetings of the Board of
Directors and Committees of the Board of Directors on which they served. All Directors are expected to attend each
regularly scheduled Board of Directors meeting as well as each annual meeting of our stockholders (subject to
certain limited exceptions). All of our Directors, except for Mr. Mariner, who was unable to attend due to a
previously scheduled business trip out of the country, attended the annual meeting of stockholders for 2007 held on
March 18, 2008.




DIRECTOR COMPENSATION

The Corporate Governance Commitiee is responsible for reviewing and recommending to the Board of
Directors the compensation of our non-employee Directors. Members of our Board of Directors who are also our
officers or employees do not receive compensation for serving as a Director (other than travel-related expenses for
Board meetings held outside of our corporate offices). The following table sets forth the non-employee Director
retainer and stipend schedule:

Compensation

Annual Non-Executive Chairman of the Board Retainer . ...................... $ 170,000

Annual Non-Executive Board Member Retainer . ... ... ... o0, 120,000
New Director Equity Grant. . ... ... ... . i i e i 60,000
Audit Committee Chair Stipend . .. ... .. ... ... 20,000
Audit Committee Member Stipend . . . ... ... .. . .. e 12,000
Compensation Committee Chair Stipend . . .. ....... .. .. . i, 15,000
Compensation Committee Member Stipend. . . ....... ... . ... ... ... ... . ... 10,000 .
Corporate Governance Committee Chair Stipend . . . .. ... .. ... ... ... ... 9,000
Corporate Governance Committee Member Stipend. . . . ... ... .. .. .. e 7,000
Finance and Risk Management Committee Chair Stipend(1) .. ... ....... ... ..... 17,500
Finance and Risk Management Committee Member Stipend(1) . ... .............. 11,000

(1) The Finance and Risk Management Committee was formed on February 27, 2008, at which time the Board of
Directors, upon the recommendation of the Corporate Governance Commitiee, established the annual
stipends for participation in the committee as set forth in the table.

The non-employee Director retainers and stipends set forth in the table above are paid in arrears at the end of
each quarter (the “Fee Payment Date™), half in cash and half in restricted stock units (the “Director RSUs™) of our
Common Stock, which are issued under our 2005 Equity and Incentive Plan and are required to be deferred under
our Non-Employee Directors Deferred Compensation Plan. The Director RSUs may not be sold or otherwise
transferred for value prior to the Director’s termination of service on the Board. These Director RSUs are
immediately vested and are paid in shares of our Common Stock one year after the Director is no longer a member
of the Board of Directors. A non-employee Director may also elect to receive all or a portion of the cash retainer,
stipends or any other compensation for service as a non-employee Director in the form of additional Director RSUs,
These Director RSUs are also immediately vested and are paid in shares of our Common Stock 200 days after the
Director is no longer a member of the Board of Directors. We do not maintain a pension plan for non-employee
Directors, and they did not receive any other compensation for 2007.

Director Compensation Table

The following table sets forth the compensation paid to or earned by each non-employee Director for 2007:

Ear['r:eecsl or Stock
Non-Employee Director . Paid in Cash Awards(1} Total
James W. Brinkley .. ... .. it e $ 71,113 $ 70,887 § 142,000
AB.Krongard ... ... ... .. ... 94,619(2) 94,381 189,000
AmnD.Logan ......... ... ... ... .. ...... e 71,113 70,887 142,000
Jonathan D. Mariner . . .. ... . 69,623 69,377 139,000
Francis J. Van Kirk. . .. ......oooui i, 70,121 69,879 140,000

(1) Following the announcement of the delay in filing our Annual Report on Form 10-K for the year ended
December 31, 2005, the Board of Directors determined that the award of Director RSUs to be granted to non-
employee Directors would be postponed until the expiration of the blackout period for our executive officers
and directors pursuant to Regulation BTR (the “Blackout Period”). The Blackout Period ended during 2007 and
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these Director RSUs were awarded on January 8, 2008 following the termination of the Merger with GE and
Blackstone (see “Compensation Discussion and Analysis — Introduction” for more information). The amounts
shown reflect the fair value of the Director RSUs earned for 2007, and are calculated using the closing price for
our Common Stock on the Fee Payment Date. The table below sets forth the fair value for the Director RSUs
earned for each quarter of 2007:

Non-Employee Director 3/31/2007  6/30/2007  9/30/2007  12/31/2007
James W. Brinkley . . ......... ... ... .. .. L 517,719 $17,727  $17.713 $17,728
AB. Krongard ........... ... . .. .. 23,585 23,595 23,599 23,602
AnnD.Logan............ ... .. ... ... ... 17,719 17,727 17,713 17,728
Jonathan D. Mariner . .. . ...... .. .. ... .. oL, 17,322 17,353 17,345 17,357
Francis J. Van Kirk . . ... ... ... .o ot 17,444 17,478 17,476 17,481

During 2007, the number of Director RSUs was calculated by dividing the amount of deferred compensation by
the closing price for our Common Stock on the Fee Payment Date. As of December 31, 2007, Messrs. Brinkley,
Krongard, Mariner and Van Kirk and Ms. Logan had an aggregate of 10,661, 20,768, 10,491, 8,768 and
10,661 Director RSUs, respectively. including those earned but not awarded until January 8, 2008.

(2) Mr. Krongard elected to defer $65,450 of the cash portion of his retainer and stipends pursuant to the Non-
Employée Directors Deferred Compensation Plan and received 2,608 Director RSUs which will vest 200 days
after he is no longer a member of our Board of Directors. The number of Director RSUs was calculated by
dividing the deferred amount by the closing price for our Common Stock on the Fee Payment Date. The fair
values of these Director RSUs were $16,344 on March 31, 2007, $16,354 on June 30, 2007, $16,346 on
September 30, 2007 and $16,352 on December 31, 2007, which were less than the amount of cash deferred on
each Fee Payment Date. '

CORPORATE GOVERNANCE

Executive Sessions of Non-Management Directors

Executive sessions of non-management Directors without management present are held regularly by the Board
of Directors and its Committees to discuss the criteria upon which the performance of the Chief Executive Officer
and other senior executives is based, the performance of the Chief Executive Officer and other senior executives
against such criteria, the compensation of the Chief Executive Officer and other senior executives and any other
relevant matiers. In 2007, the non-management Directors met in executive session without management one time.
Qur Board of Directors has designated Mr. Krongard, our Non-Executive Chairman and Chairman of the Corporate
Governance Committee, as the presiding Director of executive sessions of the non-management Directors of the
Board of Directors. )

Corporate Governance Goidelines

The Board of Directors has adopted Corporate Governance Guidelines to assist the Board of Directors in
monitoring the effectiveness of decision-making, both at the Board of Directors and management levels and to
enhance long-term stockholder value. The Corporate Governance Guidelines outline the following:

« the responsibilities of the Board of Directors;

+ the composition of the Board of Directors, including the requirement that two-thirds of the Directors are
independent as defined by the NYSE Listing Standards;

» Dircctor duties, tenure, retirement and succession;
« conduct of Board of Directors and Committee meetings; and
» the selection and evaluation of the Chief Executive Officer.

Our Corporate Governance Guidelines are available on our corporate website at www.phh.com under the
heading *Investor Retations — Corporate Governance.” A copy of our Corporate Governance Guidelines is
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available to stockholders upon request, addressed to the Corporate Secretary at 3000 Leadenhall Road, Mt. Laurel,
New Jersey, 08054 (telephone number: 1-866-PHH-INFQO or 1-856-917-1PHH).

Code of Business Conduct and Ethics for Directors

We are committed to conducting business in accordance with the highest standards of business ethics and
complying with applicable laws, rules and regulations. In furtherance of this commitment, our Board of Directors
promotes ethical behavior and has adopted a Code of Business Conduct and Ethics for Directors (the “Directors
Code™) that is applicable to all of our Directors. The Directors Code provides, among other things:

» guidelines for Directors with respect to what constitutes a conflict of interest between a Director’s private
interests and interests of PHH;

« aset of standards that must be followed whenever we contemplate a business relationship between us and a
Director;

» restrictions on competition between our Directors and PHH and the use of our confidential information by
Directors for their personal benefit; and

» disciplinary measures for violations of the Dlrectors Code and any other applicable rules and regulations.

The Directors Code is available on our corporate website at www.phh.com under the heading “Investor
Relations — Corporate Governance.” We will post any amendments to the Directors Code, or waivers of the
provisions thereof, to our corporate website under the heading “Investor Relations — Corporate Governance.” A
copy of the Directors Code is also available to stockholders upon request, addressed to the Corporate Secretary at
3000 Leadenhall Road, Mt. -Laurel, New lJersey, 08054 (telephone number: 1-866-PHH-INFO or
1- 856-917-1PHH).

Code of Conduct for Employees and Officers

Our Board of Directors has also adopted a Code of Conduct for Employees and Officers (the “Employees and
Officers Code™) that is applicable to all of our officers and employees, including our Chief Executive Officer, Chief
Financial Officer and Chief Accounting Officer. The Employees and Officers Code provides, among other things:

» guidelines for our officers and employees with respect to ethical handling of conflicts of interest, including
examples of the most common types of conflicts of interest that should be avoided (e.g., receipt of improper
personal benefits from us, having an ownership interest in other businesses that may compromise an officer’s
loyalty to us, obtaining outside employment with a competitor of ours, etc.);

« a set of standards to promote full, fair, accurate, timely and understandable disclosure in periodic reports,

required to be filed by us, including, for example, a specific requirement that all accounting records must be
duly preserved and must accurately reflect our assets and liabilities;

= a requirement to comply with all applicable laws, rules and regulations;

» guidance promoting prompt internal communication of any suspected violations of the Employees and
Officers Code to the appropriate person or persons identified in the Employees and Officers Code; and

+ disciplinary measures for violations of the Employees and Officers Code and any other applicable rules and
regulations.

The Employees and Officers Code is available on our corporate website at www.phh.com under the heading
“Investor Relations — Corporate Governance.” We will post any amendments to the Employees and Officers Code,
or waivers of the provisions thereof for any of our executive officers, to our corporate website under the heading
“Investor Relations — Corporate Governance.” A copy of the Employees and Officers Code is also available to

stockholders upon request, addressed to the Corporate Secretary at 3000 Leadenhali Road, Mt. Laurel, New Jersey, -

08054 (telephone number: 1-866-PHH-INFO or 1-856-917-1PHH).
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Nomination Process and Qualifications for Director Nominees

The Board of Directors has established certain procedures and criteria for the selection of nominees for
election to our Board of Directors. Pursuant to its charter, the Corporate Governance Committee is required to
identify individuals qualified to become members of the Board, which shall be consistent with the Board’s criteria
for selecting new Directors. The committee considers criteria such as diversity, age, skills and experience so as to
enhance the Board of Directors’ ability to manage and direct our affairs and business, including, when applicable, to
enhance the ability of Corporate Governance Committees of the Board to fulfill their duties and/or to satisfy any
independence requirements imposed by law, regulation or NYSE requirement. The Corporate Governance
Committee is also responsible for conducting a review of the credentials of individuals it wishes to recommend
to the Board of Directors as a Director nominee, recommending Director nominees to the Board of Directors for
submission for a shareholder vote at either an annual meeting of stockholders or at any special meeting of
stockholders called for the purpose of electing Directors, reviewing the suitability for continued service as a
Director of each Board member when his or her term expires and when he or she has a significant change in status,
including but not limited to an employment change, and recommending whether such a Director should be re-
nominated to the Board or continue as a Director.

Our by-laws provide the procedure for stockholders to make Director nominations either at any annual meeting
of stockholders or at any special meeting of stockholders called for the purpose of electing Directors. A stockholder
who is both a stockholder of record on the date of notice as provided for in our by-laws and on the record date for the
determination of stockholders entitled to vote at such meeting and gives timely notice can nominate persons for
election to our Board of Directors either for an annual meeting of stockholders or at any special meeting of
stockholders called for the purpose of electing Directors. The notice must be delivered to or mailed and received by
the Corporate Secretary at 3000 Leadenball Road, Mt. Laurel, New Jersey, 08054 (telephone number:
1-866-PHH-INFO or 1-856-917-1PHH):

* in the case of an annual meeting, not less than 90 days nor more than 120 days prior to the first anniversary of
the preceding year’s annual meeting; provided, however, that in the event that the date of the annual meeting
is advanced by more than 30 days or delayed by more than 60 days from the anniversary date of the
preceding year’s annual meeting, notice by the stockholder must be so delivered not earlier than the 90th day
prior to such annual meeting and not later than the close of business on the later of the 60th day prior to such
annual meeting or the tenth day following the day on which public announcement of the date of such annual
meeting is first made, and

* in the case of a special meeting of stockholders called for the purpose of electing Directors, not later than the
close of business on the tenth day following the day on which notice of the date of the special meeting was
mailed or public announcement of the date of the special meeting was made, whichever first occurs.

The stockholder’s notice to our Corporate Secretary must be in writing and set forth (i) as to each person whom
"the stockholder proposes to nominate for election as a Director, all information relating to such person that is
required to be disclosed in connection with solicitations of proxies for election of Directors pursuant to Regu-
lation 14A of the Exchange Act and the rules and regulations promulgated thereunder and (ii) as to the stockholder
giving the notice:

» the name and address of the stockholder as they appear on our books and of the beneficial owner, if any, on
whose behalf the nomination is made;

* the class or series and number of shares of our capitat stock which are owned beneficially or of record by the
stockholder and beneficial owner;

* adescription of all arrangements or understandings between the stockhoider and each proposed nominee and
any other person or persons (including their names) pursuant to which the nomination(s) are to be made by
the stockholder;

* arepresentation that the stockholder intends to appear in person or by proxy at the meeting to nominate the
person{s) named in its notice; and
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+ any other information relating to the stockholder that would be required to be disclosed in a proxy statement
or other filings required to be made in connection with solicitations of proxies for election of Directors
pursuant to Regulation 14A of the Exchange Act and the rules and regulations promulgated thereunder.

In addition, the notice must be accompanied by a written consent of each proposed nominee to be named as a
nominge and to serve as a Director if elected.

Communication with Non-Management Directors

In accordance with our Corporate Governance Guidelines, all stockholder and interested party communica-
tions to any Director, the non-management Directors as a group or the Board of Directors shall be forwarded to the
attention of the Chairman of the Corporate Governance Committee, ¢/o the Corporate Secretary, 3000 Leadenhall
Road, Mt. Laurel, New Jersey, 08054. The Corporate Secretary shall review all such stockholder and interested
party communications and discard those which (i) are not related to our business or governance of our company,
(ii) are commercial solicitations which are not relevant to the Board’s responsibilities and duties, (iii) pose a threat
to health or safety or (iv) the Chairman of the Corporate Governance Committee has otherwise instructed the
Corporate Secretary not to forward. The Corporate Secretary will then forward all relevant stockholder and
interested party communications to the Chairman of the Corporate Governance Committee for review and
dissemination. '

EXECUTIVE OFFICERS

Our executive officers are set forth in the table below. All executive officers are appointed by and serve at the
pleasure of the Board of Directors.

Name Age Position(s)

Terence W. Edwards 52 Director; President and Chief Executive Officer; President and Chief
Executive Officer — PHH Mortgage

Clair M. Raubenstine 66 Executive Vice President and Chief Financial Officer

George J. Kilroy 60 Director; President and Chief Executive Officer — PHH Arval

Mark R. Danahy 48  Senior Vice President and Chief Financial Officer — PHH Mortgage

William F. Brown 50  Senior Vice President, General Counsel and Corporate Secretary Senior
Vice President, General Counsel and Secretary — PHH Mortgage

Mark E. Johnson 48 Vice President and Treasurer

Michael D. Orner 40  Vice President and Controller

Clair M. Raubenstine serves as our Executive Vice President and Chief Financial Officer, a position he has
held since February 2006. From October 1998 through June 2002, Mr. Raubenstine served as a national inde-
pendence consulting partner with PricewaterhouseCoopers. He also previously served as an Accounting, Auditing
and SEC consulting partner and as an assurance and business advisory services partner to various public and private
companies. Mr. Raubenstine’s career at PricewaterhouseCoopers spanned 39 years until his retirement in June
2002. From July 2002 through February 2006, Mr. Raubenstine provided accounting and financial advisory services
to various charitable and educational organizations.

Mark R. Danahy serves as Senior Vice President and Chief Financial Officer of PHH Mortgage, a position he
has held since April 2001. Mr, Danahy is responsible for directing the mortgage accounting and financial planning
teams, which include financial reporting, asset vatuation and capital markets accounting, planning and forecasting.
Mr. Danahy joined Cendant Mortgage in December 2000 as Controller. From 1999 to 2000, Mr. Danahy served as
Senior Vice President, Capital Market Operations for GE Capital Market Services, Inc.

William F. Brown serves as our Senior Vice President, General Counsel and Corporate Secretary, a position he
has held since February 2005 and Senior Vice President, General Counse! and Secretary of PHH Mortgage.
Mr. Brown has served as Senior Vice President and General Counsel of Cendant Mortgage, now PHH Mortgage,
since June 1999 and oversees its legal, contract, licensing and regulatory compliance functions. From June 1997 to
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June 1999, Mr. Brown served as Vice President and General Counsel of Cendant Morigage. From January 1995 to
June 1997, Mr. Brown served as Counsel in the PHH Corporate Legal Department.

Mark E. Johnson serves as our Vice President and Treasurer, a position he has held since February 2005, Prior
to the Spin-Off, Mr. Johnson served as Vice President, Secondary Marketing of Cendant Mortgage, now PHH
Mortgage, since May 2003 and was responsible for various funding initiatives and financial management of certain
subsidiary operations. From May 1997 to May 2003, Mr. Johnson served as Assistant Treasurer of Cendant, where
he had a range of responsibilities including banking and rating agency relations and management of unsecured
funding and securitization.

Michael D, Orner serves as our Vice President and Controller, a position he has held since March 2005. Prior
to joining us, Mr. Orner was employed by Millennium Chemicals, Inc. as Corporate Controller from January 2003
through March 2003 and Director of Accounting and Financial Reporting from December 1999 through December
2002. Prior to joining Millennium Chemicals, Inc., Mr. Orner served as a Senior Manager, Audit and Business
Advisory Services for PricewaterhouseCoopers, where he was employed from September 1989 through November
1999.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth the beneficial ownership of our outstanding Common Stock, as of April 28,
2008, by those persons who are known to us to be beneficial owners of 5% or more of our Common Stock, by each of
our Directors, by each of our Named Executive Officers (as defined on page 29) and by our Directors and Executive
Officers as a group.

Shares Percent of
Beneficially = Common Stock
Name Owned(1) Qutstanding(2)

Principal Stockholders:

Pennant Capital Management, LLC(3)} . . ...................... 5,395,94i 9.97%
40 Main Street
Chatham, NJ 07928 :

Hotchkis and Wiley Capital Management, LLC(4) . . ............. 4,271,000 7.89%
725 South Figueroa Street, 39th Floor .
Los Angeles, CA 90017

Luxor Capital Partners, LP(5) . . ........ ... . it 4,208,634 7.77%
767 Fifth Avenue, 19th Floor
New York, NY 10153 )

Dimensional Fund Advisors Inc.(6) . ... .. ... ... . o ... 3,621,395 6.69%
1299 Ocean Avenue
Santa Monica, CA 90401

Appaloosa Management LPA7) . ......... .. .. . il 2,716,800 5.02%
26 Main Street '
Chatham, NJ 07928

Directors and Named Executive Officers:
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Terence W, Edwards(8) . . ... ... . ... . i i 397,880 *
Clair M. Raubenstine ... ......... ... i — —
George L Kilroy(9) . . . ..ot e 32,360 *
Mark R. Danahy(10) . ... ... .o e 95,681 *
William F. Brown(L1) .. . ... . e 79,826 *
James W. Brinkley(12) .. .. ... ... ... . 11,928 *
AB. Krongard(13) .. ... .. o 23,087 *
Ann D. Logan(13). ... ... .. 11,720 *
Jonathan D. Mariner{13) . ... .. i i e 11,487 *
Francis J. Van Kirk(13) . . ... . .. i e e 9,797 *
All Directors and Executive Officers as a Group (12 persons) ........ 720,752 1.33%

* Represents less than one percent.

(1) Based upon information furnished to us by the respective stockholders or contained in filings made with the
SEC. For purposes of this table, if a person has or shares voting or investment power with respect to any of our
Common Stock, then such common stock is considered beneficially owned by that person under the SEC
rules. Shares of our Common Stock beneficially owned include direct and indirect ownership of shares, stock
options and restricted stock units granted to executive officers and director restricted stock units granted to
our directors which are vested or are expected to vest within 60 days of April 28, 2008. Unless otherwise
indicated in the table, the address of all listed stockholders is c/o PHH Corporation, 3000 Leadenhall Road,
Mt. Laurel, New Jersey, 08054.

(2) Based upon 54,136,732 shares of our Common Stock outstanding as of April 28, 2008. Shares which vest or
are expected to vest within 60 days of April 28, 2008 are deemed outstanding for the purpose of computing the
percentage ownership for the named stockholder,
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3 Reﬂecfs beneficial ownership of shares of our Common Stock as reported in a Schedule 13F filed with the
SEC by Pennant Capital Management, LLC on behalf of itself and its affiliates on February 14, 2008.
(4) Reflects beneficial ownership of shares of our Common Stock as reported in a Schedule 13G filed with the
SEC by Hotchkis and Wiley Capital Management, LLC on behalf of itself and its affiliates on February 14,
2008.
(5) Reflects beneficial ownership of shares of our Common Stock as reported in a Schedule 13G/A filed with the
SEC by Luxor Capital Partners, LP on behalf of itself and its affiliates on February 14, 2008.
6) Reflects beneficial ownership of shares of our Common Stock as reported in a Schedule 13G/A filed with the
SEC by Dimensional Fund Advisors Inc. on behalf of itself and its affiliates on February 6, 2008.
(7) Reflects beneficial ownership of shares of our Common Stock as reported in a Schedule 13F filed with the
SEC by Appaloosa Management L.P. on behalf of itself and its affiliates on February 14, 2008,
(8) Represents 30,859 shares of our Common Stock directly held by Mr. Edwards and exercisable options to
purchase 367,021 shares of our Common Stock.
(9) Represents 28,257 shares of our Common Stock directly held by Mr. Kilroy, 635 shares of cur Common Stock
held in his 401(k) account and exercisable options to purchase 3,468 shares of our Common Stock.
(10) Represents 16,123 shares of our Common Stock directly held by Mr. Danahy and exercisable options to
purchase 79,556 shares of our Common Stock.
(11) Represents 12,130 shares of our Common Stock directly held by Mr. Brown and exercisable options to
purchase 67,696 shares of our Common Stock.
(12) Represents 11,678 Director RSUs and 250 shares of our Common Stock held by Brinkley Investments, LLC,
a partnership among Mr. Brinkley, his wife and his children.
(13) Represents Director RSUs.




SECTION 16{a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Exchange Act requires our executive officers and Directors, and persons who own more
than ten percent of a registered class of our equity securities, to file reports of ownership and changes in ownership
on Forms 3, 4 and 5 with the SEC and the NYSE. Executive officers, Directors and greater than ten percent
beneficial owners are required to furnish us with copies of all Forms 3.4 and 5 they file. Based on our review of the
copies of such forms we have received and written representations from such reporting persons that no Forms 5 were
required, we believe that all of our executive officers, Directors and greater than ten percent beneficial owners
complied with all filing requirements applicable to them with respect to transactions during 2007.

EXECUTIVE COMPENSATION

Compensation Discussion and Analysis

Introduction

On March 15, 2007, we entered into a definitive agreement (the “Merger Agreement”) with General Electric
Capital Corporation (“GE”) and its wholly owned subsidiary, Jade Merger Sub, Inc. (“Jade™) to be acquired (the
“Merger”). In conjunction with the Merger, GE entered into an agreement to sell our mortgage operations to Pearl
Acquisition 2 L.L.C., an affiliate of The Blackstone Group (“Blackstone”), a global investment and advisory firm.
During 2007, compensation decisions did not include a detailed evaluation of the compensation structure due to the
fact that the Merger was pending and the Merger Agreement contained customary restrictions on changing the
compensation of the Named Executive Officers. The Compensation Committee focused on severance and retention
matters and did not undertake certain of its annual compensation actions, such as granting equity awards, in
anticipation of the closing of the Merger on or before December 31, 2007. The Merger ultimately was terminated on
January 1, 2008 pursuant to the terms of the Merger Agreement.

Compensation Committee Oversight of Executive Compensation

The Compensation Committee of the Board of Directors is comprised of three independent. non-executive
Directors — Messrs. Brinkley (Chair) and Krongard and Ms. Logan — and is responsible for overseeing our
executive compensation policies, including evaluating and approving the compensation of our Named Executive
Officers as listed in the “— Summary Compensation Table” below. The Board of Directors has adopted a
Compensation Committee Charter which sets: forth the purpose, composition, authority and responsibilities of
the Compensation Committee. The Compensation Committee reviews and determines the base salary, annual and
long-term incentive awards, equity awards and other compensation for each Named Executive Officer, including
our President and Chief Executive Officer, and evaluates our compensation policies. The Compensation Committee
also has the authority to engage and reiain executive compensation consultants to assist with such evaluations.

Executive Compensation Objectives
The primary objective of our executive compensation policies is to attract, retain and motivate qualified
executive officers to manage our business in order to maximize stockholder value. Our executive compensation
policies are intended to facilitate the achievement of our short-term and long-term business strategies through
aligning compensation with performance by:
« providing base salaries and other compensation that are competitive and designed to attract and retain
executive talent;
» rewarding executive performance through variable, at-risk compensation that is dependant upon meeting
specified performance targets; and

» aligning the interests of our executive officers with the interests of our stockholders by providing equity-
based compensation as a component of total compensation.

The Compensation Commiittee is responsible for reviewing and approving the compensation for our Numed
Executive Officers and stock equity awards for all employees. The Compensation Committee does not rely upon a
fixed formuta or specific numerical criteria in determining each Named Executive Officer’s total compensation or
the allocation of compensation among the various components of compensation described below. Moreover, we do
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not have a specific policy for the allocation of compensation between short-lerm and long-term compensation or
cash and equity compensation. Rather, the Compensation Committee exercises its business judgment in deter-
mining total compensation based upon the following criteria

« our long-term strategic objectives, financial and other performance criteria and individual performance
goals;

* the competitive compensation levels for executive officers at companies in similar businesses and/or of
similar size;

+ the overall economic environment and industry conditions

* unique circumstances impacting us and our executive officers, such as the Merger; and

[ . . .
* the recommendations of executive compensation consultants,

Based upon its analysis of these criteria, the Compensation Committee determines each component of
executive compensation (as discussed below) for the Named Executive Officers, taking into consideration the total
compensation relative to the median for the Peer Group (as defined in “— Benchmarking™ below). Compensation
decisions in 2007 did not include a detailed evaluation of the compensation structure due to the fact that the Merger
was pending'and the Merger Agreement contained customary restrictions on changing the compensation of the
Named Executive Officers.

Role of Management in Executive Compensation Decisions

Generally, our Chief Executive Officer makes recommendations to the Compensation Committee as it relates
to the compensation of the other executive officers. In addition, our executive officers, including our Chief
Executive Officer, Chief Financial Officer and Senior Vice Presidents of Human Resources, provide input and make
proposals regarding the design, operation, objectives and values of the various components of compensation in
order to provide appropriate performance and retention incentives for key employees. These proposals may be made
on the initiative of the Chief Executive Officer, the executive officers or upon the request of the Compensation
Committee.

Executive Compensation Consultants

The Compensation Committee retained Mercer Human Resource Consulting, Inc. {“Mercer”) during 2007 to
assist it with the evaluation of executive compensation. Mercer analyzed and provided comparative executive
compensation data and compensation program proposals for the Compensation Committee’s consideration in
evaluating and setting the compensation of the Named Executive Officers and the overall structure of our
compensation policies. Upon the Compensation Committee’s prior approval, Mercer also provided human resource
consulting services to management from time to time during 2007, The Compensation Committee does not believe
that these other services compromised Mercer’s ability to provide the Compensation Committee with an inde-
pendent perspective on executive compensation. See “— Executive Compensation Decisions during 2007 and
2008” below for more information regarding the appointment of compensation consultants for 2008.

Benchmarling

During 2007, the Compensation Committee did not undertake any benchmarking given the announcement of
the Merger. During 2006, to ensure that we are competitive in attracting and retaining executive talent, we
benchmarked our executive compensation against a peer group consisting of 14 companies in similar businesses,
including mortgage, leasing and financial services companies, and/or of similar size based on total sales and total
assets (the “Peer Group™). The Peer Group consisted of the following companies:

+ AMERCO « Fiserv, Inc. + Radian Group, Inc.

* American Home Mortgage *+ GATX Corp. * Rent-A-Center, Inc.

* Investment Corp. * Golden West Financial Corp. * Ryder System, Inc.

» Astoria Financial Corporation + IndyMac Bancorp, Inc, * Sovereign Bancorp, Inc.
* CIT Group Inc. +  MGIC Investment Corp. =  Westcorp, Inc.
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Mercer provided the Compensation Committee with executive compensation information for the Peer Group
as well as survey data from multiple national compensation surveys (the “Survey Data”) in order to assist in the
compensation evaluation due to the unique nature of our business segments and the lack of peer companies with a
similar business segment mix for comparison. During 2606, the Compensation Committee evaluated the base
salary, short-term and long-term incentives and actual and target total compensation levels for the Peer Group and
Survey Data, including the median and percentile ranges for each compensation component, for comparison with
that of our Named Executive Officers. The Compensation Committee determined that total executive compensation
for the Named Executive Officers should be targeted at or slightly above the median of the compensation of the Peer
Group in order to be competitive with the compensation structure of the Peer Group and to attract and retain
executive talent. These targets may be adjusted based upon the specific responsibilities, experience and perfor-
mance of each Named Executive Officer as well as other factors in the Compensation Committee’s discretion.

Components of Executive Compensation

The primary components of the executive compensation arrangements for our Named Executive Officers are
base salaries, variable compensation programs and long-term incentive awards.

" Base Salaries. The Compensation Committee is responsible for determining the base salary of our Chief
Executive Officer and other Named Executive Officers, which includes the review and approval of annual
adjustments to their base compensation, Base salaries are intended to provide a level of cash compensation that
is externally competitive in relation to the responsibilities of the executive’s position in order to attract and retain
executive talent. The Compensation Committee determines salary levels based upon competitive compensation
levels for companies in the Peer Group and Survey Data as well as consideration of the nature of the executive
officer’s position and the contribution, achievement, experience and tenure of the executive officer. Mr. Edwards
has served as our President and Chief Executive Officer since the Spin-Off and prior to that was the President and
Chief Executive Officer of PHH Mortgage from February 1996 until the Spin-Off. In August 2005, Mr. Edwards
resumed his role as President and Chief Executive Officer of PHH Mortgage in addition to his corporate role. Each
of our other Named Executive Officers, except for Mr. Raubenstine, has been in their current position since the
Spin-Off. Mr. Raubenstine was appointed to serve as our Executive Vice President and Chief Financial Officer on
February 23, 2006. Pursuant to the terms of Mr. Raubenstine's employment with us, he receives a greater percentage
of his total compensation as base salary and is not eligible to participate in the annual management incentive plans.
See “Executive Officers” above for more information regarding positions held by each Named Executive Officer in
the past five years.

During 2007, the Compensation Committee did not undertake a detailed evaluation of the compensation
structure of our Named Executive Officers due to the announcement of the Merger and certain restrictions upon
compensation matters for the Named Executive Officers pursuant to the Merger Agreement. The Compensation
Committee made no changes to the base salaries for the Named Executive Officers for 2007, The following table
sets forth the annual base salaries for the Named Executive Officers for 2007,

Annual Base
Name Title Salary for 2007
Terence W. Edwards President and Chief Executive Officer; President and Chief $ 564,635
Executive Officer — PHH Mortgage
Clair M. Raubenstine Executive Vice President and Chief Financial Officer 1,000,000
George J. Kilroy President and Chief Executive Officer — PHH Arval 450,000
Mark R. Danahy Senior Vice President and Chief Financial Officer — PHH 325,000
Mortgage
William F. Brown Senior Vice President, General Counsel and Corporate Secretary; 300,000
Senior Vice President, General Counsel and Secretary — PHH
Mortgage

Variable Compensation Programs. Our Named Executive Officers may receive additional cash compen-
sation through participation in our annual management incentive plans for PHH, PHH Morigage and PHH Arval
(“MIPs™) that are designed to motivate eligible recipients to achieve our short-term objectives. Generally, each
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executive officer, except for Mr. Raubenstine, is eligible to receive an annual cash incentive payout calculated as a
percentage of the executive officer’s base salary and based upon the achievement of performance targets related to
consolidated results, operating segment results, individual executive officer performance and/or other performance
targets established by the Compensation Committee in its discretion. The payout target increases as a percentage of
base salary with the executive officer’s duties and responsibilities in order to tie a greater percentage of the
executive officer’s compensation to the achievement of our annual performance objectives.

The Compensation Committee generally sets the performance targets under the MIPs at levels which are
considered to be challenging based on historical performance, industry and market conditions and adjusts such
targets each year to coincide with our overall strategy, financial performance targets and other factors. Since the
Spin-Off, the Compensation Committee has established the performance targets for the Named Executive Officers
and ali MIP eligible employees based on the pre-tax income after minority interest for PHH, PHH Mortgage and/or
PHH Arval. Our performance targets are intended (o be attainable if our management team provides a strong
performance and we have what we consider to be a successful year. For the four years prior to 2007, the performance
targets established for the PHH Mortgage MIPs were exceeded in 2003 and 2005 and not achieved in 2004 and
2006, and the performance targets established for the PHH Arval MIPs were met in 2003 and exceeded in 2004,
2005 and 2006. For the two years since the Spin-Oft and prior to 2007, the performance targets for the two PHH
MIPs were exceeded in 2005 and not achieved in 2006.

In consultation with management and Mercer, the Compensation Committee approved the 2007 PHH Arval
Management Incentive Plan (the “2007 Fleet MEP”) and the 2007 PHH Mortgage Management Incertive Plan (the
*2007 Mortgage MIP”) (together, the “2007 MIPs”) and established performance targets for certain of the Named
Executive Officers based on the pre-tax income after minority interest for the year ended December 31, 2007 for
PHH Arval and PHH Mortgage, respectively. Due to the announcement of the Merger, which was expected to close
- on or before December 31, 2007, the Compensation Committee did not approve a MIP for PHH. See “— Executive
Compensation Decisions in 2007 and 2008 below for more information. Pursuant to the terms of the 2007 MIPs, in
the event that the performance targets were achieved or exceeded, the participating Named Executive Officer would
receive a cash payment in an amount equal to the Named Executive Officer’s base salary multiplied by the target
payout percentage multiplied by the percentage by which the performance target for such plan was met or exceeded.
The minimum payout is 100% of the target payout and the maximum payout is 125% of the target payout although
the performance targets must be exceeded by more than 10% for a payout above the target payout level to occur.
From 110% to 125% of the performance target, the payout is proportionate to the percentage by which the
performance target is exceeded.

In 2006, the Compensation Committee reviewed the roles and responsibilities of each Named Executive
Officer and the Peer Group and Survey Data (see “— Benchmarking” above) in evaluating the percentage of base
salary for target payouts to the Named Executive Officers under the MIPs. The Compensation Committee also
evaluated the target payout levels for the Named Executive Officers with the median target levels for comparable
executives in. the Peer Group. During 2007, the Compensation Committee did not make any adjustments to the
target payouts for the Named Executive Officers from the levels established in 2006. The table below sets forth the
target payout as a percentage of base salary for each of the Named Executive Officers when eligible to participate in
a MIP.

Target

Payout as

Percentage
of Base

Name - _Salary _
Terence W, EQwards. . .. .. .o e e e e e 100%
George J.Kilroy. . ... 100%
Mark R: Danahy. . ... oo e e e 15%
William F Brown. . ... e e e e e 50%

The Coﬁlpcnsation Committee determined that Mr. Kilroy would participate in the 2007 Fleet MIP and
Mr. Danahy would participate in the 2007 Mortgage MIP. Messrs. Edwards, Raubenstine and Brown did not
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participate in either of the 2007 MIPs. See “— Grants of Plan-Based Awards for 2007” for additional information
regarding the target payout amounts under the 2007 MIPs for Messrs. Kilroy and Danahy.

In 2008, the Compensation Committee reviewed the 2007 pre-tax income after minority interest for PHH
Mortgage and PHH Arval and determined that the performance targets under the 2007 Mortgage MIP had not been
achieved and the performance targets under the 2007 PHH Arval were exceeded. As a result, Mr. Danahy did not
receive any payout under the 2007 Mortgage MIP, and Mr. Kilroy received a payout of $521,550 under the 2007
Fleet MIP.

Long-Term Incentive Awards. The Compensation Committee administers our 2005 Equity and Incentive
Plan, which provides for equity awards, including restricted stock units (“PHH RSUs") and options to purchase our
Common Stock (“Stock Options™). The Compensation Committee considers equity awards to our Named Executive
Officers an appropriate and effective method of retaining key management employees and aligning their interests
with the interests of our stockholders. Eligibility for equity awards, the number of shares underlying each award and
the terms and conditions of each award are determined by the Compensation Committee upon consultation with
management and the committee’s compensation consultant. In June 2005, the Compensation Committee granted an
annual award of PHH RSUs and Stock Options to our Named Executive Officers, which vest beginning on the
fourth anniversary of the grant date, with the opportunity to accelerate the vesting of 25% of the total award for each
year prior to the fourth anniversary of the grant date based on the achievement of performance targets established by
the Compensation Committee. The Compensation Committee made these awards in PHH RSUs for Messrs. Danahy
and Brown, These awards were split equally between PHH RSUs and Stock Options for Messrs. Edwards and
Kilroy in order to further tie their compensation to the creation of stockholder value. The Compensation Committee
establishes these performance targets annually for these awards and certain other equity awards with performance-
based vesting converted from Cendant awards at the time of the Spin-Off. The performance targets for these awards
were determined generally in the same manner as those for the annual MIPs and were based on our 2007 pre-tax
income after minority interest. See “— Variable Compensation Programs” above for additional information
regarding establishing the performance targets and the difficulty in attaining such targets. In 2008, the Compen-
sation Committee reviewed our 2007 pre-tax income after minority interest and determined that the performance
targets for PHH had not been met.

During 2007, the Compensation Committee did not make any equity awards under the 2005 Equity and
Incentive Plan due to (i) the announcement of the Merger which was expected to close on or before December 31,
2007 and (ii) the delay in the filing of our financial statements with the SEC, which resulted in our Registration
Statement an Form S-8 for our 2005 Equity and Incentive Plan (the “Form $-8"} not being effective until we became
a current filer with the SEC on June 28, 2007. See “— Executive Compensation Decisions in 2007 and 2008 below
for more information.

Executive Compensation Decisions in 2007 and 2008

During 2007, the Compensation Committee, in consultation with management and Mercer, considered the
impact of the Merger on certain executive officers and the need to retain those exécutive officers through the
effective time of the Merger. In June 2007, based on these considerations, in lieu of the adoption of a PHH MIP for
2007, the Compensation Committee approved a form of retention agreement (the “Retention Agreement”) in order
to create an incentive for certain of our executive officers to remain employed with us through the earlier of the
effective time of the Merger or December 31, 2007. The amount of the retention bonus equaled the executive
officer’s target payout under a MIP expressed as a percentage of base salary, but would be pro-rated if the effective
time of the Merger was prior to December 31, 2007. If a Termination Event (as defined below) occurred prior to the
effective time of the Merger, the executive officer covered by a Retention Agreement would alse receive the
. retention bonus. On June 13, 2007, we entered into a Retention Agreement with Mr. Brown to provide him with a
retention bonus of $150,000, equal to 50% of his base salary, subject to pro-ration as described above. The full
retention bonus for Mr. Brown was earned on December 31, 2007 and paid in 2008.

The Compensation Committee also approved severance arrangements for certain executive officers as
permitted under the Merger Agreement, including the form of severance agreement (the “2007 Severance
Agreement™), which provided post-termination payments of severance to the executive officer in the event that
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one of the following termination events occurred on or prior to the first anniversary of the effective time of the
Merger: (i) the involuntary termination of employment other than for “cause” or “disability” (as such terms are
defined in the 2007 Severance Agreement) or (ii) the voluntary termination of employment as a result of (a) a
change in the required location of the executive officer’s employment in excess of 20 miles, (b) the material
diminution of the executive officer’s duties and responsibilities as of the date of the applicable 2007 Severance
Agreement, subject to certain enumerated exceptions, or (¢} a reduction in the executive officer’s base salary or a
material reduction in compensation opportunity as of the date of the applicable 2007 Severance Agreement. The
amount of the post-termination payment for each Named Executive Officer entering into a Severance Agreement
was equal to two times the sum of the Named Executive Officer’s base salary and target payout amount under the
MIPs. On June 13, 2007, we entered into 2007 Severance Agreements with Messrs. Kilroy and Brown to provide
such severance benefits. In the event of one of the foregoing termination events occurring on or prior to the first
anniversary of the effective time of the Merger, Messrs. Kilroy and Brown would receive $1,800,000 and $900,000,
respectively, in a lump sum payment, subject to certain conditions including, but not limited to, the execution of a
general release of any claims against us and our affiliates. '

In August 2007, the Compensation Committee also reviewed and approved the deferral of shares to be issued
to the Named Executive Officers to satisfy the conversion of PHH RSUs earned during 2006 and 2007, which could
not be issued during the Blackout Period until the earlier of the closing of the Merger or the expiration of the
Blackout Peried. These PHH RSUs were issued on January 8, 2008, In addition, upon consideration of the impact of
the ineffectivéness of the Form S-8 from March 2006 through June 2007 and the additional restrictions on executive
officers to convert Stock Options during the pendency of the Merger, the Compensation Committee amended the
award agreements to extend the expiration date for Stock Options converted from Cendant awards at the time of the
Spin-Off for certain executive officers, including Mr. Brown, that were scheduled to expire in 2007. The
Compensation Committee determined that it was appropriate to extend the expiration date for these Stock Options
until the earlier of the closing of the Merger or 30 days after the date the exercise of such Stock Options would not
violate any applicable federal, state or local law. Following the termination of the Merger, these Stock Options
expired in the first quarter of 2008.

During the fourth quarter of 2007, the Compensation Committee, in consultation with management and
Mercer, began evaluating potential equity awards to exécutive officers and other employees in the event that the
Merger was not consummated. The Compensation Committee reviewed the Company’s equity awards since the
Spin-Off, noting that no equity awards had been granted to employees since 2005 and that certain employees had
been precluded from realizing the value of previously issued equity awards due to the Blackout Period and Merger.
In light of these considerations, the Compensation Committee discussed increasing the size of the awards in order to
address the lack of equity awards in 2006 and 2007 and to reenergize and retain employees in the event the Merger
was not consummated. Following the termination of the Merger, on January 10, 2008, the Compensation
Committee, in consultation with management and Mercer, approved the award of PHH RSUs to employees
eligible to participate in the 2005 Equity and Incentive Plan, including the Named Executive Officers (the “2008
RSU Awards”). The 2008 RSU Awards vest annually in two equal installments beginning on January 10, 2012,
subject to potential accelerated vesting of the total award in up to one-third increments upon the achievement of
financial performance targets to be set by the Compensation Committee for each of the fiscal years 2008, 2009 and
2010, The following table sets forth the 2008 RSU Awards to the Named Executive Officers.

2008 RSU Awards

Number of
Securities
Underlying RSU Grant Date Fair

Named Executive Officer Grant Date Awards Value of RSU Awards(1)
Terence W. Edwards . . ................... 1/10/2008 46,458 $800,007
Clair M, Raubenstine . .................. 1/10/2008 14,518 250,000
George ). Kilroy . ........... .o il L 1/10/2008 37,021 637,502
Mark R, Danahy . . ................. .... 1/10/2008 26,132 449993

William FE Brown . ................ .. ... 1/10/2008 26,132 449,993
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(1) The 2008 RSU Awards vest annually in two equal instaliments beginning on January 10, 2012, subject to

potential accelerated vesting of the total award in up to one-third increments upon the achievement of financial
performance targets for each of the fiscal years 2008, 2009 and 2010.

In January 2008, the Compensation Committee determined that the Merger had a significant impact on our
ability to achieve the 2007 performance targets for certain outstanding PHH RSUs and Stock Option awards to
employees. The Compensation Committee noted that of the equity awards subject to annual performance targets,
certain awards made on February !, 2005 in connection with the Spin-Off to convert existing awards of stock
options and restricted stock units of Cendant common stock granted in 2004 (the “2004 Conversion RSUs™ and
together with the stock options, the 2004 Conversion Awards™) were the only outstanding equity awards that would
be forfeited in the event the annual performance targets for 2007 were not achieved. Certain other equity awards
were subject to accelerated vesting in the event that we achieved performance targets for a fiscal year. See Footnote
3 of “Outstanding Equity Awards at Fiscal Year-End for 2007” for more information regarding the 2004 Conversion
RSUs. As a result of its consideration of the impact of the Merger and the recommendation of management and
discussions with Mercer, the Compensation Committee amended the 2004 Conversion Awards for all recipients,
including 2004 Conversion RSUs for Messrs. Edwards, Kilroy, Danahy and Brown, which resulted in the vesting of
12.5% of the 2004 Conversion Awards as if the Company had achieved 100% of the performance targets for fiscal
year 2007, provided that they remained employed with us through the vesting date. As a result of this amendment,
5,908, 5,908, 3,250 and 2,068 shares vested on April 27, 2008 for Messrs. Edwards, Kilroy, Danahy and Brown,
respectively. The remaining 2004 Conversion RSUs held by these Named Executive Officers were forfeited on
April 27, 2008.

In fanuary 2008, the Compensation Committee approved (i) the amendment and restatement of the 2007
Severance Agreement (the “Restated Severance Agreement”) for certain executive officers and (ii) the execution of
new severance agreements (the “New Severance Agreement,” together with the Restated Severance Agreement, the
“Severance Agreements”) for certain other executive officers. The Severance Agreements provide post-termination
payments of severance to the executive officer in the event that one of the following termination events (the
“Termination Events”) occurs on or at any time prior to the first anniversary of a change in control (as such term is
defined in the Severance Agreements) of the Company occurring on or before December 31, 2009: (i) the
involuntary termination of employment other than for “cause™ or “disability” (as such terms are defined in the
Severance Agreements) or (ii) the voluntary termination of employment as a result of (a) a change in the required
location of the executive officer’s employment in excess of 50 miles, (b} the material diminution of the executive
officer’s duties and responsibilities as of the date of the applicable Severance Agreement, subject to certain
enumerated exceptions, or (c) a reduction in the executive officer’s base salary or a material reduction in
compensation opportunity as of the date of the applicable Severance Agreement. The amount of the post-
termination payment for each Named Executive Officer entering into a Severance Agreement was equal to two
times the sum of the Named Executive Officer’s base salary and target payout amount under the MIPs. On
January 14, 2008, we entered into Restated Severance Agreements with Messrs. Kilroy and Brown and a New
Severance Agreement with Mr. Danahy. In the event of a Termination Event occurting on or prior to the first
anniversary of a change in control of the Company, Messrs. Kilroy, Danahy and Brown would receive $1,800,000,
$1,137,500 and $900,000, respectively, in a lump sum payment, subject to certain conditions including, but not
limited to, the execution of a general release of any claims against us and our affiliates,

In February 2008, following a change in personnel at Mercer, the Compensation Committee undertook an
evaluation of several executive compensation consultants. Following this evaluation, in February 2008, the
Compensation Commiltee retained PricewaterhouseCoopers to assist it with the evaluation of executive compen-
sation and serve as the executive compensation consultant in 2008.

In March 2008, the Compensation Committee approved the performance targets for the PHH Corporation
2008 Management Incentive Plan (the “2008 PHH MIP"), PHH Mortgage 2008 Management Incentive Plan (the
“2008 Mortgage MIP") and PHH Arval 2008 Management Incentive Plan (the “2008 Fleet MIP”, and collectively,
the “2008 MIPs™). The performance targets for the 2008 Mortgage MIP and the 2008 Fleet MIP are based on the
attainment of certain pre-tax income after minority interest targets for the year ending December 31, 2008 for PHH
Mortgage and PHH Arval, respectively. The performance target for the 2008 PHH MIP is based 50% on the
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attainment of the performance target established for PHH Mortgage and 50% on the attainment of the performance
target established for PHH Arval. Messrs. Edwards and Brown are participants in the 2008 PHH MIP with target
payout levels equal to 100% and 50% of each of their respective salaries. Mr. Kilroy is a participant in the 2008 Fleet
MIP with a target payout equal to 100% of his salary, and Mr. Danahy is a participant in the Mortgage MIP with a
target payout equal to 75% of his salary. Consistent with our past practice, the performance targets for 2008 are
intended to be attainable if our management team provides a strong performance and we have what we consider to
be a successful year. See “— Variable Compensation’ Programs” above for more information regarding the
establishment of performance targets. Mr. Raubenstine is not a participant in the 2008 MIPs,

Retirement Benefits

Messrs Edwards, Kilroy and Brown are participants in defined benefit plans that were available to all of our
employees prior to the Spin-Off, including the PHH Corporation Pension Plan (the “PHH Pension Plan™) and PHH
Corporation Retiree Medical Plan (the “PHH Retiree Medical Plan™) (collectively, the “Retirement Plans™). The
benefits payable under these plans have been frozen for the Named Executive Officers and the other ptan
participants. See “— Pension Benefits for 2007 for more information regarding benefits available to the Named
Executive ()ﬁficers under these plans. In addition,  all' of our Named Executive Officers participate in the PHH
Corporation. Employee Savings Plan (the “PHH Savings Plan™) on the same basis as other employees. The PHH
Savings Plan is a tax-qualified retirement savings plan that provides for employee contributions made on a pre-tax
basis and matching contributions by us of up to six percent of the employee’s compensation contributed to the PHH
Savings Plan up to the statutory limit. See “— All Other Compensation Table” in Footnote 7 under “— Summary
Compensation Table” for more information regarding matching contributions to the PHH Savings Plan made on
behalf of each Named Executive Officer.

Perquisites

We provide a limited number of perquisites to our Named Executive Officers, which the Compensation
Committee believes are reasonable and consistent with our overall compensation program for executive officers and
necessary to attract and retain executive talent. Our Named Executive Officers generally are provided with or have
use of company vehicles, financial planning services and tax reimbursements on the foregoing perquisites. In
addition, Messrs. Raubenstine and Kilroy received fuel costs and tax reimbursements thereon for their company
vehicles. Due to the nature of his position, Mr. Raubenstine is required to split his time between our New Jersey and
Maryland offices. While Mr. Raubenstine lives in the greater Philadelphia area, he spends more than 50% of his
time in our Maryland offices and, therefore, is treated as being domiciled in Maryland for tax purposes. As a result,
certain of his travel, meals and lodging expenses for performing services for us are not deductible business expenses
and are recognized as compensation. Due to the frequent travel to both offices, we also provide Mr. Raubenstine
with a car service. We reimburse Mr. Raubenstine for these expenses and provide a tax gross-up so that he incurs no
additional taxes as a result of these payments. See “— All Other Compensation Table” in Footnote 7 under
*— Summary Compensation Table” for more information regarding perquisites,

Change in Control and Other Severance Arrangements

We maintain severance policies which provide benefits in the event of a termination without cause for
executive officers who are not a party to a severance agreement. Following the announcement of the Merger, the
Compensation Committee reviewed and approved severance agreements for certain executive officers and
employees. As discussed above under *“— Executive Compensation Decisions in 2007 and 2008,” in the event
of their involl:mtary termination other than for “cause™ or “disability” or their voluntary termination of employment
as a result of relocation, elimination of duties or reduction in compensation on or at any time prior to the first
anniversary of a change in control of the Company occurring on or before December 31, 2009, Messrs. Kilroy,
Danahy and Brown would receive $1,800,000, $1,137,500 and $900,000, respectively, in a lump sum payment,
subject to certain conditions including, but not limited to, the execution of a general release of any claims against us
and our affiliates. We have not entered into any severance agreements with Messrs, Edwards and Raubenstine,

In additibn, all unvested Stock Options granted to each of the Named Executive Officers under our 2005 Equity
and Incentive Plan generally will become fully and immediately vested and exercisable, and all PHH RSUs will vest

2




upon the occurrence of a change in control transaction (as defined in the 2005 Equity and Incentive Plan). See
“-— Potential Payments upon Termination of Employment or Change in Control” below for additional information
regarding payments in the event of a change in control or other termination of employment for each Named

Executive Officer.

Deductibility of Executive Compensation

In accordance with Section 162(m) of the Internal Revenue Code, the deductibility for federal corporate
income tax purposes of compensation paid to certain of our individual executive officers in excess of $1 million in
any year may be restricted. The Compensation Committee believes that it is in the best interests of our stockholders
to comply with such tax law, while still maintaining the goals of cur compensation programs. Accordingly, where it
is deemed necessary and in our best interests to attract and retain the best possible executive talent and to motivate
such executives to achieve the goals inherent in our business strategy, the Compensation Commitiee will
recommend compensation to executive officers which may exceed the limits of deductibility. In this regard,
certain portions of compensation paid to the Named Executive Officers may not be deductible for federal income
tax purposes under Section 162(m).

COMPENSATION COMMITTEE REPORT

The Compensation Committee reviewed and discussed the Compensation Discussion and Analysis with
management and, based on such review, recommended to the Board of Directors that the Compensation Discussion
and Analysis be included in the Company’s Proxy Statement and Annual Report on Form 10-K for the year ended
December 31, 2007.

Compensation Committee of the Board of Directors
James W. Brinkley (Chairman)

A.B. Krongard

Ann D. Logan

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

The Compensation Committee is comprised entirely of “outside directors” within the meaning of the
regulations under Section 162(m) of the Internal Revenue Code of 1986, as amended, “non-employee directors”
under SEC Rule 16b-3, and “independent” directors as affirmatively determined by the Board of Directors pursuant
to the NYSE Listing Standards. The members of the Compensation Committee are the individuals named as
signatories to the report immediately preceding this paragraph. None of the members of the Compensation
Committee are our former officers or employees.
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SUMMARY COMPENSATION TABLE

The information below sets forth the compensation of our Chief Executive Officer, Chief Financial Officer and

the three other most highly compensated executive officers for the year ended December 31, 2007 (collectively
referred to as our “Named Executive Officers”). The form and amount of the compensation paid or to be paid to our
Named Executive Officers for the year ended December 31, 2007 was determined by the Compensation Committee
of our Board of Directors.

Change
Non- in Pension
Equity Value and
Incentive Non- All
Plan qualified Other
Name and Stock Gption Compen- Compen- Compen-
Principal Position(s) Year Salary(1) Bonus(2) Awards(3) Awards(4) sation(5) sation(6) sation(7) Total
Terence W. Edwards. , . . ... ... 2007 % 564,635 % — $ 79880 $148,091 $ —  $ 2544 348940 § 844,090

President and Chief Executive 2006 564,635 — 234,757 210,487 — 13,771 62,485 1,086,135
Officer; President and Chief . -
Executive Officer — PHH

Mortgage
Clair M. Raubenstine ., ... .. .. 2007 1,000,000 36,809 — — — — 91,590 1,128,799
Executive Vice President and 2006 853,846 213,191 — —_ — — 54,302 1,121,339

Chief Financial Officer

George L. Kilroy ... ......... 2007 450,000 — 55,833 67,441 521,550 — 27,568 1,122,392
President and Chief Executive 2006 438,461 -— 185,793 83,316 267,461 10,236 17,285 1,002,552
Officer — PHH Arval

Mark R. Danahy . ........... 2007 325,000 —_ 55,121 33,258 — — 40,026 453,405
Senior Vice President and 2006 319,943 — 146,788 33,258 — — 41,203 541,192
Chief Financial Officer — PHH
Mortgage

William F, Brown .. ......... 2007 300,000 150,000 49305 149,743 — 42,396 691,444

Senior Vice President, 2006 293,846 — 1230188 31,179 — 1,403 42,003 491,619
General Counsel and Corporate

Secretary; Senior Vice

President, General Counsel and

Secretary — PHH Morigage .

(1

(2)

(3)

On February 22, 2006, the Compensation Committee increased the annual salary for Messrs. Kilroy, Danahy
and Brown to $450,000, $325,0QO and $300,000, respectively, effective on February 25, 2006. Mr. Edwards’
annual salary was not changed for 2006. There were no increases in annual salary for the Named Executive
Officers in 2007.

As an inducement to his employment, we agreed to award Mr. Raubenstine shares of our Common Stock
equivalent to $250,000. During 2006, our intention was to make this grant in two equal installments: the first
when we became current in our filing obligations with the SEC and were permitted to issue shares of our
Common Stock from our 2005 Equity and Incentive Plan and the second on the later of February 23, 2007 or the
date on which we became a current filer with the SEC. Due to the delay in the filing of our financial statements
with the SEC and the announcement of the Merger, this stock award was never granted. In 2007, we and
Mr. Raubenstine agreed to satisfy this arrangement through a cash payment of $250,000 which was paid upon
the filing of our Annual Report on Form 10-K for the year ended December 31, 2006. The amount in this
column réflects the proportion of the total amount of the bonus earned during 2006 and 2007 on a straight-line
basis. During 2007, we entered into retention agreements with certain executive officers, including Mr. Brown,
which provided for retention payments equal to their MIP target payout level for 2007 payable on the earlier of
the closing of the Merger or December 31, 2007. The retention payment was eamed as of December 31, 2007
and Mr. Brown received payment of $150,000 in 2008.

The amounts shown in this column reflect the amount recognized by us (exclusive of the effect of estimated
forfeitures) for the year ended December 31, 2007 for financial statement reporting purposes with respect to
awards of PHH RSUs to our Named Executive Officers, which awards were made prior to 2006 under the 2008
Equity and Incentive Plan. There were no awards of PHH RSUs to our Named Executive Officers in 2006 or
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2007. See “~— Outstanding Equity Awards at Fiscal Year-End for 2007” for more information regarding
existing awards of PHH RSUs. See also Note 20, “Stock-Based Compensation” in the Notes to Consolidated
Financial Statements included in the 2007 Annual Report for more information.

The amounts shown in this column reflect the amount recognized by us (exclusive of the effect of estimated
forfeitures) for the year ended December 31, 2007 for financial statement reporting purposes with respect to
awards of or amendments to Stock Options to our Named Executive Officers, which awards were made prior to
2006 under the 2005 Equity and Incentive Plan. There were no awards of Stock Options to our Named
Executive Officers in 2006 or 2007. On August 9, 2007, we extended the expiration date for 19,695 Stock
Options awarded to Mr. Brown converted from Cendant stock awards at the Spin-Off that would have expired in
20077. See “— Grants of Plan-Based Awards for 2006” and “— Outstanding Equity Awards at Fiscal Year-End
for 2007 for more information regarding existing awards of Stock Options and “— Executive Compensation
Decisions in 2007 and 2008” for more information regarding the amendment to Mr. Brown’s Stock Options.
See also Note 20, “Stock-Based Compensation” in the Notes to Consolidated Financial Statements included in
the 2007 Annual Report for more information.

For 2007, Messrs. Kilroy and Danahy were participants in the 2007 Fleet MIP and 2007 Mortgage MIP,
respectively. Each plan provided for cash payments based upon the achievement of certain performance targets
established by our Compensation Committee. In 2007, the performance targets for the 2007 Fleet MIP and 2007
Mortgage MIP were based on the pre-tax income after minority interest for PHH Arval and PHH Mortgage,
respectively. See “— Grants of Plan-Based Awards for 2007” for more information regarding the payout levels.
Based on the results of PHH Arval and PHH Mortgage for 2007, the Compensation Committee determined that
the performance targets for the 2007 Mortgage MIP were not achieved and the performance targets for the 2007
Fleet MIP were exceeded. As a result, Mr. Danahy did not receive non-equity incentive compensation under the
2007 Mortgage MIP, and Mr. Kilroy received payment under the 2007 Fleet MIP in the amount of $521,550. As
a result of the announcement of the Merger with GE and Blackstone, the Compensation Committee did not
approve a MIP for PHH for 2007, and Messrs. Edwards, Raubenstine and Brown did not participate in any MIPs
for 2007. See “— Components of Executive Compensation — Variable Compensation Programs” above for
more information.

{(6) The amounts in this column reflect the aggregate change in the actuarial present value of the accumulated

benefit under the PHH Pension Plan and PHH Retiree Medical Plan from December 31, 2006 to December 31,
2007 for each participating Named Executive Officer. Mr. Edwards is a participant in both the PHH Pension
Plan and the PHH Retiree Medical Pian; Messrs. Kilroy and Brown are participants in the PHH Pension Plan,
and Messrs. Raubenstine and Danahy are not participants in either plan. Each of these plans was frozen and the
final average compensation and years of service for each Named Executive Officer participating in the PHH
Pension Plan is based on the years of service and compensation earned prior to October 31, 1999 (October 31,
2004 for Mr, Kilroy). The aggregate change in the actuarial present value of the accumulated benefit under the
PHH Pension Plan from December 31, 2006 to December 31, 2007 was a reduction of $3,577, $1,547 and
$3,424 for Messrs, Edwards, Kilroy and Brown, respectively. The aggregate change in the actuarial present
value of the accumulated benefit under the PHH Retiree Medical Plan from December 31, 2006 to December 31,
2007 was an increase of $6,121 for Mr. Edwards. The net accumulated change for Mr. Edwards is reflected in
this column. Since the aggregate changes are negative, no amounts are included for Messrs, Kilroy and Brown.
See “— Pension Benefits for 2007 for additional information regarding the benefits accrued for each of these
Named Executive Officers and Note 15, “Pension and Other Post Employment Benefits” in the Notes to
Consolidated Financial Statements included in the 2007 Annual Report for more information regarding the
calculation of our pension costs.
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(7) Amounts included in this column for 2007 are set forth in the following table:

All Other Compensation Table for 2007

Life and 401(k) Travel,
Disability Matching Financial Company  Meals
Insurance Contrib-  Planning  Car and and Tax

Coverage ution Services Fuel lodging Gross-Up  Total
(a) (b) (e) (d) (e) n

Terence W. Edwards . . ... ........_....... $3,192 $13,500 S$10420 311,220 § — $10608 $48.940
Clair M. Raubenstine. . . .. ................ 5,129 13,500 — 10,250 41,233 21878 91990
George L Kilroy . . ... ... ... ... ..., 2,550 5,192 — 12,250 — 7576 27,568
Mark R.Danahy. ............... e 1,851 13,500 7.300 9,460 — 7.915 40,026
William F. Brown . . ..................... 1,711 13,308 7.820 10,238 — 9319 42396
{a) These amounis include premiums paid for life and long-term disability insurance coverage for the Named

(b)

(c)

(d)

{e)

¢

Executive Officers pursuant to our benefit plans and are paid for all employees.

These amounts reflect the matching contribution made by us on behalf of each Named Executive Officer
under the PHH Corporation Employee Savings Plan. This matching contribution is available to all of our
employees up to the amount of their voluntary contributions to the plan not to exceed the statutory limit,
which was $13,500 in 2007.

These amounts reflect the value of financial planning services which were made available to the Named
Executive Officers. We also provided a tax gross-up to our Named Executive Officers for this amount. See
Footnote {f) below.

These amotints include the value of the personal benefit received by each Named Executive Officer for the
use of a company car and fuel, which values are based on our costs for such benefits. We also provided a tax
gross-up to our Named Executive Officers for this amount. See Footnote (f) below.

This column reflects the value of hotel accommodations, meals and car service costs to transport
Mpr. Raubenstine to and from our Maryland and New Jersey offices during 2007 as part of his employment.
During 2007, Mr. Raubenstine split his time between our New Jersey and Maryland offices, but spent more
than 50% of his time in our Maryland offices, While Mr. Raubenstine lives in the greater Philadelphia area,
he was treated as being domiciled in Maryland for tax purposes due to the percentage of time that he worked
in our Maryland offices. As a result, his normal travel, meals and lodging expenses for performing services
for us in Maryland were not deductible business expenses and were recognized as compensation, We
reimbursed Mr. Raubenstine for these expenses and provided a tax gross-up so that he incurred no additional
taxes as a result of these payments. See Footnote (f) below.

This column reflects the tax gross-up amounts paid during 2007 (i) for the financial planning and company
car costs for Messrs. Edwards, Danahy and Brown, (ii) for the financial planning, company car and fuel
costs for Mr. Kilroy and (iii) for hotel accommodations, meals, car service costs and company car and fuel
costs for Mr. Raubenstine.




GRANTS OF PLAN-BASED AWARDS FOR 2007

The following table sets forth the grants of plan-based awards for 2007, including non-equity incentive plan

awards under the 2007 Mortgage MIP and 2007 Fleet MIP. There were no equity-based awards made to the Named
Executive Officers during 2007.

\ All Other
Option Grant
Awards: Exercise or Date Fair

. Number of Base Price Value of
Estimated Future Payouts Under Securities  of Option  Stock and

Grant Non-Equity [ncentive Plan Awards(1) Underlying Awards per Option

Name Date  Threshold Target Maximum Options Share Awards
Terence W. Edwards .......... — $— 8 — % — — $— $—
Clair M. Raubenstine . . . ....... —_ _— — — — — —
George J. Kilroy . ............ N/A —_ 450,000 562,500 — — —
Mark R. Danahy ............. N/A — 243,750 304,688 —_ —_ —

William F. Brown ... ......... — — —_ —

(1) The target payout amount is determined based on a percentage of the annual salary of the Named Executive

Officer at the time of grant. The target payout level is 100% of salary for Mr. Kilroy and 75% of salary for
Mr. Danahy. The maximum payout is 125% of the target payout although the performance targets must be
exceeded by more than 110% for a payout above target. From 110% to 125% of target, the payout is
proportionate to the percentage by which the performance target is exceeded. The performance targets for the
2007 Mortgage MIP and 2007 Fleet MIP were based on the pre-tax income after minority interest for PHH
Mortgage and PHH Arval, respectively. Messrs. Edwards, Raubenstine and Brown did not participate in the
2007 Mortgage MIP or 2007 Fleet MIP. Mr. Danahy participated in the 2007 Mortgage MIP, and Mr. Kilroy
participated in the 2007 Fleet MIP. Payouts under the 2007 MIPs were determined by achievement of the
performance targets for 2007 established by the Compensation Committee. Based upon the performance of
PHH Mortgage and PHH Arval in 2007, Mr. Danahy did not receive non-equity incentive compensation under
the 2007 Mortgage MIP, and Mr. Kilroy received payment under the 2007 Fleet MIP in the amount of $521,550.
See Footnote 5 under “— Summary Compensation Table” for information regarding the payouts under the
2007 MIPs.
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OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END FOR 2007

- The following table sets forth the outstanding equity awards, including PHH RSUs and Stock Options, for each
of our Named Executive Officers as of December 31, 2007. All PHH RSUs and Stock Options earned during 2007
pursuant to the vesting terms of existing award agreements are presented in the table. The PHH RSUs earned during
2007 were not converted to shares of our Common Stock until January 8, 2008 following the expiration of the
Blackout Period and termination of the Merger. See “— Executive Compensation Decisions in 2007 and 2008” for
mwore information.

Option Awards ' Stock Awards
Equity
Incentive
Equity Plan
Incentive Awards:
Plan Awards: Market
Number of Number . Number of Value of
Numnber of  Securities of Shares Market Value Unearned Unearned
Securities Underlying or Units of Shares or  Shares, units  Shares, Units
Underlying  Unexercised Option of Stock Units of or Other or Other
Unexercised Options Exer- Option That Have  Stock That Rights That  Rights That
Options Unexer- cise Expiration Not Have Not Have Not Have Not
Name Exercisable cisable Price Date Vested(1) Vested(2) Vested(3} Vested(2)
Terence W. Edwards ... 183,045 — $20.22  1/13/2010
157,364 — 17.43  1/22/2012
20,355 — 1248 4/22/2013
—_ 49,229(4) 2078 37312015
6,257 18,771(5) 2499 6/28/2015 29,540 $521,086
8,629  $152.216
Clair M. Raubenstine . . . — — —_ — — — — —
George J. Kilroy . .. ... — 23,247(4) 2078 3/372015
3468 10,406(5) 2499 6/28/2015 29,540 521,086
4,784 84,390
Mark R. Danahy ... ... 43,712 — 13.55 7472011
35,844 — 17.43  1/22/2012
— 17,504(4) 20.78  3/3/2015 16,248 286,615
7,203 127,061
William F. Brown .. ... 19,695 — 20.32 —(6)
23,085 - 2022 1/13/2010
24916 — 17.43 172272012
— 16,410{4) 20,78 3/3/2015 10,340 182,398

6,753 119,123
(1) This column includes awards of PHH RSUs made on June 28, 2005 as part of our annual long-term incentive
grant (the “2005 Annual Award RSUs™). The 2005 Annual Award RSUs vest equally in three annual
installments beginning on June 28, 2009 subject to continued employment with the potential acceleration
of vesting of 25% of the total award in three installments on June 28, 2007, June 28, 2008 and June 2§, 2009
upon the achievement of financial performance targets for each of the three fiscal years ending prior to June 28,
2009. We did not achieve our performance target for 2007.

(2) Calculated using the closing price of our Common Stock on December 31, 2007 ($17.64).

{3) This column includes 2004 Conversion RSUs. Pursuant to the terms of the award agreement the 2004
Conversion RSUs, either (i} 12.5% or 18.75% of the total award would vest on April 27, 2008 to the extent we
achieve either 100% or 150% of the financial performance target for fiscal year 2007, respectively, or (ii) 12.5%
of the total award would be forfeited in the event that the performance targets for fiscal year 2007 were not
achieved. We did not achieve our performance target for 2007 which would have resulted in the forfeiture of
these shares on April 27, 2008, In January 2008, the Compensation Committee amended the 2004 Conversion
RSUs for Messrs. Edwards, Kilroy, Danahy and Brown which resulted in the vesting of 5,908, 5,908, 3,250 and
2,068 of the 2004 Conversion RSUs as if the Company had achieved 100% of the performance targets for fiscal
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year 2007, subject to the continued employment of the Named Executive Officer through the vesting date. On
April 27, 2008, these 2004 Conversion RSUs vested and the remaining unvested portion of the 2004 Conversion
RSUs were forfeited pursuant to the terms of the award agreement. See “— Executive Compensation Decisions
in 2007 and 2008” below for more information.

These Stock Options vest on March 3, 2009 subject to continued employment.

These Stock Options vest annually in three equal installments beginning on June 28, 2009, subject to continued
employment and acceleration of vesting of 25% of the total award in three installments on June 28, 2007,
June 28, 2008 and June 28, 2009 upon the achievement of financial performance targets for each of the three
fiscal years ending prior to June 28, 2009. We did not achieve our performance target for 2007.

These Stock Options were due to expire on June 2, 2007. Due to the impact of the ineffectiveness of the
Form §-8 from March 2006 through June 2007 and the additional restrictions on executive officers to convert
Stock Options during the pendency of the Merger in 2007, the Compensation Committee extended the
expiration date for these Stock Options until the earlier of the closing of the Merger or 30 days after the date the
exercise of such Stock Options would not violate any applicable federal, state or local law. Following the
termination of the Merger, these Stock Options expired in the first quarter 2008, See “— Executive Com-
pensation Decisions in 2007 and 2008 for more information,

OPTION EXERCISES AND STOCK VESTED FOR 2007

The following table sets forth information regarding the number and value of our Common Stock that vested

during 2007 for our Named Executive Officers. The shares of our Common Stock listed in the table below were not
issued to the Named Executive Officers until January 8, 2008 following the expiration of the Blackout Period and
termination of the Merger. There were no Stock Option exercises by the Named Executive Officers during 2007.

Stock Awards(1)

Number of Value
Shares Acquired Realized
Name on Vesting on Vesting
Terence W. Edwards . ... ... ... ... . .. . . i i 9,017 $274,928
Clair M. Raubensting . . . ..........cuuner i — —
George J.Kilroy . ............ ... ... . ..., e 8,015 244377
Mark R. Danahy ... ... ... .. . e 4,508 137,449
William F. Brown . ... ... . . e e 3,607 109,977

(1) The shares of our Common Stock shown represent the aggregate number of shares for each Named Executive

Officer that vested during 2007 pursuant to the terms of the award agreements. Due to the delay in the filing of
our financial statements with the SEC, from March 2006 through June 2007 and during the Blackout Period, our
Board of Directors determined that issuance of our Common Stock for purposes of converting earned PHH
RSUs to shares for our executive officers would be delayed until the earlier of the consummation of the Merger
or the expiration of the Blackout Period. For purposes of this table, the value realized on vesting reflects the
value of the shares on the vesting date as set forth in the award agreements based on the closing price of our
Common Stock on the vesting date. These shares were converted on January 8, 2008.

PENSION BENEFITS FOR 2007

The following table sets forth information relating to the PHH Pension Plan, which is a defined benefit

employee pension plan adopted as of the Spin-Off. The PHH Pension Plan is identical in all material respects to the
Cendant Corporation Pension Plan (the “Cendant Pension Plan”), under which benefits were frozen for participants
including our Named Executive Officers. The PHH Pension Plan assumed all liabilities and obligations owed under
the Cendant Pension Plan to Cendant Pension Plan participants who were actively employed by us at the time of the
Spin-Off, including Messrs. Edwards, Kilroy and Brown. Certain of our employees, including Messrs. Raubenstine
and Danahy, were not participants in the Cendant Pension Plan and are not participants in the PHH Pension Plan.

33

I~
—
S
—
—
*x
—
[
-
-
v
ke
-
o
-—
=
—
(4]
=
—
~
-—
-
—




The benefits under the PHH Pension Plan that are accrued to the participating Named Executive Officers were
frozen and such officers may not accrue further benefits under the PHH Pension Plan.

Number of Present
Years of Value of
Credited Accumulated
Name Plan Name Service(1)} Benefit(2)
Terence W. Edwards .. .............. PHH Corporation Pension Plan 20 $252,195
PHH Corporation Retiree Medical Plan 20 29,048
Clair M. Raubenstine . .............. N/A — —
George J. Kilroy . . ................. PHH Corporation Pension Plan 28 773,402
Mark R. Danahy . . ................. N/A — —
William F Brown.................. PHH Corporation Pension Plan 14 101,385

(1) The number of years of credited service shown in this column is calculated based on the actual years of service
with us for each Named Executive Officer through October 31, 1999 (October 31, 2004 for Mr. Kilroy).

(2) The valuations included in this column have been calculated as of December 31, 2007 assuming the Named
Executive Officer will retire at the normal retirement age of 65 and using the interest rate and other assumptions
as described in Note 15, “Pension and Other Post Employment Benefits” in the Notes to Consolidated Financial
Statements included in the 2007 Annual Report.

No pension benefits were paid to the Named Executive Officers in 2007. Each of the Named Executive
Officers, other than Messrs. Raubenstine and Danahy, is eligible to receive a benefit under the PHH Pension Plan
based on 2% of their final average cash compensation times their number of years of benefit service (up to a
maximum of 30 years) minus 50% of their annualized primary Social Security benefit. For purposes of determining
the participating Named Executive Officers’ benefits under the PHH Pension Plan, their final average compensation
and years of benefit service was based on compensation and service earned prior to October 31, 1999 (October 31,
2004 for Mr. Kilroy). The participating Named Executive Officers will not accrue any additional benefits under the
PHH Pension Plan or under any other defined benefit plan sponsored by us or Cendant after October 31, 1999
(October 31, 2004 for Mr. Kilroy).

NON-QUALIFIED DEFERRED COMPENSATION FOR 2007

|
The table below sets forth information relating to the PHH Corporation Executive Deferred Compensation
Plan (the “Deferred Compensation Plan”) established by our Board of Directors in 1994 for specified executive
officers at that time. The Deferred Compensation Plan was frozen to further participation in 1997 and Mr. Edwards
is the only Named Executive Officer eligible to participate in the plan.

Aggrepate

Earnings in Aggregate

Last Fiscal Balance as of
Name Year End Last Fiscal Year
Terence W, Bdwards . . ... v e $27.566(1)  $564,508

Clair M. Raubenstine. . ..« ..o oottt et ie et — —
George JLKilroy ... ... o e e — —
Mark R. Danahy .. ... .. ... — —

William F. Brown . ... oot e — —

{1) The amount reported in this column is not included as compensation in ““— Summary Compensation Table™
because the earnings were not above-market or preferential pursuant to the applicable SEC rules under the
Exchange Act.
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There were no contributions to, or distributions or withdrawals from, the Deferred Compensation Plan in 2007.
The Deferred Compensation Plan is a non-qualified deferred compensation plan pursuant to which participants may
elect to defer up to 100% of their annual salary and any awards under a non-equity incentive plan. All deferrals by
participants are 100% vested at all times. The Deferred Compensation Plan is unfunded for tax purposes and a
bookkeeping account is established for each participant. Amounts deferred are credited with any associated
earnings in accordance with hypothetical investment options elected by the participant from the investment options,
including mutual funds and other funds, available under the PHH Savings Plan, except for the fund which invests in
our Common Stock. Participants are entitled to a distribution under the Deferred Compensation Plan when they
cease employment with us for any reason. Distributions may be made in lump sum or in monthly, quarterly or
annual installments for up to ten years at the election of the participant.
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POTENTIAL PAYMENTS UPON TERMINATION OF EMPLOYMENT OR CHANGE IN CONTROL

The following table sets forth the estimated payments and benefits that would be provided to each Named
Executive Officer who was employed by us on December 31, 2007, pursuant to the terms of any contract,
agreement, plan or arrangement that provides for such payments and benefits following, or in connection with, a
termination of the Named Executive Officer, including by voluntary termination, involuntary termination not for
cause, involuntary termination for cause, retirement, death or disability or a change in control with or without a
termination of the Named Executive Officer. For purposes of calculating the amounts in the table, we have assumed
that the termj:nation or change in control event took place on December 31, 2007, the last business day of our most
recently completed fiscal year, and used the closing price of our Common Stock on such date ($17.64 per share) for
purposes of calculating the value of any stock awards in accordance with the SEC rules under the Exchange Act. See
the discussion that follows the table for additional information regarding the estimated payments and benefits.

Involuntary Change in  Change in
Termination Involuntary  Control Control
Name and Description Voluntary Not for  Termination  without with
of Potential Payments Termination Cause for Cause Termination Termination  Death Disability Retirement
Terence W. Edwards
Severance . ................. $ — % 572135 % — 3 — % 572,135 % — % — $ —
Accelerated Vesting of Stock :

Awards . ... ... ... ... ... — — — 673,301 673,301 673,301 673,301 —
Accelerated Payout of 2007 MIPs. . . — — — — — — - o
Retirement Plans. . . ... ........ — — — — — -— — 281,243
Deferred Compensation . . . ... ... 564,508 564,508 564,508 — 564,508 564,508 564,508 564,508
Total. . .................... $564,508 $1,136,643 $564,508 § 673,301 §$1,809,944 51,237,809 $1,237,809 $845,751

Clair M. Raubenstine
Severance . .................. $ — § 507500 % — 5 — § 507,500 § — 3 — 3 —
Accelerated Vesting of Stock

Awards . ................. — — — — — —_— — —
Accelerated Payout of 2007 MIPs. . . — — — _— _ — — —
Retirement Plans. . . ... ........ — — — — — — — —
Deferred Compensation . . ....... — — — — — — — —
Total. . ... ........ ... ..... $ — $ 507,500 % — % — § 507,500 % — 3§ — 3 —

George J. Kilroy
Severance ... ... $ — $1,800,000 % — § — $1,800,000 § — 35 — § —
Accelerated Vesting of Stock '

Awards . ..... ... . .. — — — 605,475 605475 605,475 605,475 —
Accelerated Payout of 2007 MIPs. . . — — — 450,000 450,000 450,000 — —
Retirement Plans. . . . .......... — — — — — — — 773402
Deferred Compensation . ........ — — — — — — — —
Total. . . .. e e e $ — $1,800,000 $ —  $1,055475 $2.855.475 $1,055475 $ 605,475 $773,402

Mark R. Danahy
Severance .. ................ 3 — § 170,000 3% — — § 170,000 $ — 3% — 3 —
Accelerated Vesting of Stock

Awards . ... Lo — — — 413,676 413,676 413,676 413,676 —
Accelerated Payout of 2007 MIPs. . . — — — 243,750 243,750 243,750 — —
Retirement Plans. . .. .......... — —— — — — — — —_
Deferred Compensation . ........ e — — — — — — —
Total. . .. .. e e 3 — $ 170,000 § — § 657426 § 827426 § 657426 § 413,676 § —

William F. Brown
Severance .. ... ... 3 — § 900,000 $ — '3 — % 900,000 $ — 3 — 5 —
Accelerated Vesting of Stock

Awards .. ...... ... ... ... — — — 301,521 301,521 301,521 301,521 —
Accelerated Payout of 2007 MIPs. . . — — — — — — — —
Retirement Plans. . . ........... —_ — — — — — -— 101,385
Deferred Compensation . ........ — — — — — — - e
Total. .. ... ... 5 -~ § 900,000 § — § 301,521 $1,201,52t § 301,521 § 301,521 $101,385

The arounts shown in the table above include estimates of what would be paid to the Named Executive
Officers upon the occurrence of the specified event. The actual amounts to be paid to the Named Executive Officers
can only be determined at the time of such event. We have included payments related to the Retirement Plans and
the Deferred Compensation Plan in the table since these are frozen plans and are not available to all of our current
employees. We have not included payments related to the Retirement Plans in the specified events other than the
“Retiremenl:”; column, as these payments are not triggered by termination, death or disability of the Named
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Executive Officer or a change in control. These amounts would be payable to the Named Executive Officer at some
time after the specified event once the minimum retirement age and other PHH Pension Plan requirements were
met. In addition, the table does not include payments of life or disability insurance payable upon the death or
disability of the Named Executive Officers as these benefits are available to all employees on the same basis.

Potential Payments and Benefits

Severance. 'We provide post-termination payments of salary or severance to our Named Executive Officers
under a policy applicable to our executive officers in the event of a reduction in our workforce or the elimination or
discontinuation of their position. Pursuant to our policy, the minimum severance is 26 weeks of base salary and the
maximum severance is 52 weeks of base salary for the Named Executive Officers payable in a lump sum amount. In
June 2007 in connection with the Merger, we entered into 2007 Severance Agreements with Messrs. Kilroy and
Brown that provide for enhanced post-termination payments in the event a “termination event™ (as defined in the
2007 Severance Agreement) occurred on or prior to the first anniversary of the effective time of the Merger. In
addition, the amounts shown in the table include $7,500 in outplacement services pursuant to our severance policy,
except under the “Change in Control with Termination™ column for Messrs. Kilroy and Brown. These services may
be declined by the Named Executive Officer in lieu of an equivalent cash payment. The payment of severance under
the severance policy and 2007 Severance Agreements is conditioned upon, among other things, the execution of a
general release of us by the executive officer, See “~ Change in Control and Other Severance Arrangements”
above for information regarding the 2007 Severance Agreements.

Accelerated Vesting of Stock Awards.  All of the stock awards made to our Named Executive Officers have
been granted under the 2005 Equity and Incentive Plan and are subject to the vesting and other terms set forth in
award agreements and the 2005 Equity and Incentive Plan. Pursuant to the terms of the 2005 Equity and Incentive
Plan, in the event of a Change in Controt (defined below), any Stock Option award carrying a right to exercise that
was not previously vested and exercisable becomes fully vested and exercisable, and any restrictions, deferral
limitations, payment conditions and forfeiture conditions for PHH RSU awards lapse and such awards are deemed
fully vested. In addition, any performance conditions imposed with respect to such awards are deemed to be fully
achieved. Pursuant to the terms of the 2005 Equity and Incentive Plan, a Change in Control is deemed to have
occurred if:

* any person, as such term is used in Sections 13(d) and 14(d) of the Exchange Act (other than (i) us, (ii) any
trustee or other fiduciary holding securities under one of our employee benefit plans and (i1i) any corporation

owned, directly or indirectly, by our stockholders in substantially the same proportions as their ownership of -

our Common Stock), is or becomes the beneficial owner (as defined in Rule 13d-3 under the Exchange Act),
directly or indirectly, of our Common Stock representing 30% or more of the combined voting power of our
then outstanding voting securities {excluding any person who becomes such a beneficial owner in con-
nection with a transaction immediately following which the individuals who comprise our Board of
Directors immediately prior thereto constitute at least a majority of the Board of Directors of the entity
surviving such transaction or, if we or the entity surviving the transaction is then a subsidiary, the ultimate
parent thereof);

+ the following individuals cease for any reason to constitute a majority of the number of Directors then
serving: individuals who constitute the Board and any new Director (other than a Director whose initial
assumption of office is in connection with an actual or threatened election contest, including but not limited
to a consent solicitation, relating to the election of Directors) whose appointment or election by the Board or
nomination for election by our stockholders was approved or recommended by a vote of at least two-thirds
(2/3) of the Directors then still in office who eithet were Directors or whose appointment, election or
nomination for election was previously so approved or recommended;

+ there is consummated a merger or consolidation of us or any of our direct or indirect subsidiaries with any
other corporation, other than a merger or consolidation immediately following which the individuals who
comprise ocur Board of Directors immediately prior thereto constitute at least a majority of the Board of
Directors of the entity surviving such merger or consolidation or, if we or the entity surviving such merger is
then a subsidiary, the ultimate parent thereof or
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» our stockholders approve a plan of complete liquidation or there is consummated an agreement for the sale or
disposition by us of all or substantially all of our assets (or any transaction having a similar effect), other than
a sale or disposition by us of all or substantially all of our assets to an entity, immediately following which
the individuals who comprise our Board of Directors immediately prior thereto constitute at least a majority
of the Board of the entity to which such assets are sold or disposed of or, if such entity is a subsidiary, the
ultimate parent thereof.

The amounts in the table are calculated using the closing price of cur Common Stock on December 31, 2007
and the number of Stock Options and PHH RSUs used to calculate the amounts in the table are those unexercisable
Stock Options and unvested PHH RSUs which became exercisable and vested as a result of the Change in Control
event pursuant to the SEC rules under the Exchange Act.

Accelerated Payout of 2007 MIPs. Our short-term cash incentive plans for our executive officers are the
2007 MIPs, which are governed by the terms of the 2005 Equity and Incentive Plan and the respective 2007 MIPs,
During 2007, Messrs. Kilroy and Danahy were the only participating Named Executive Officers in the 2007 MIPs.
As discussed above with regard to stock awards, in the event of a Change in Control, the performance conditions
imposed with-respect to such awards are deemed to be fully achieved and the target payout amount is payable to the
Named Executive Officers. In the event of the death of a Named Executive Officer, the performance conditions
under the 2007 MIPs are deemed to be fully achieved and the target payout amount, pro rated according to the time
the Named Executive Officer participated in the performance period, is payable to the Named Executive Officer’s
estate. See “— Grants of Plan-Based Awards for 2007 above for information regarding the 2007 MIPs.

Retirement Plans. Messrs. Edwards, Kilroy and Brown were participants in the PHH Pension Plan and PHH
Retiree Medical Plan which were available to all employees prior to 1999. Participants are entitled to payments in
the form of an anauity upon attaining retirement age. The amounts reflected in the table are based on the estimated
present value on December 31, 2007 of the payout for each participating Named Executive Officer assuming he had
attained the normal retirement age of 65, None of the participating Named Executive Officers, except for Mr. Kilroy,
had attained the minimum retirement age under the PHH Pension Plan as of December 31, 2007. See *— Pension
Benefits for 2007 above for more information.

Deferred Compensation. Mr. Edwards is the only Named Executive Officer who is a participant in the
Deferred Compensation Plan. Participants are entitled to a distribution under the Deferred Compensation Plan when
they cease employment with us for any reason. Distributions may be made in lump sum or in monthly, quarterly or
annual installments for up to ten years at the election of the participant. See “— Non-qualified Deferred
Compensation for 2007” above for more information.
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PERFORMANCE GRAPH

The following graph and table compare the cumulative total stockholder return on our Common Stock with
(i) the Russell 2000 Index and (ii) the Russelt 2000 Financial Services Index. On January 31, 20035, all shares of our
Common Stock were spun-off from Cendant to the holders of Cendant’s common stock on a pro rata basis. Our
Common Stock began trading on the NYSE on February 1, 2005.
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Investment Value as of

12431/2007

2172005 6/30/2005 123172005 6/30/2006 1273172006 6/30/2007 1273172007
Russell 2000 Index . . ........ ... v $100.00 $102.37 $108.39+ 3117.29 512830 $136.57 $126.29
Russell 2000 Financial Services Index .. ..... 100.00 101.60 104.42 111.72 120.83 113.71 97.15
PHH Common Stock . .................. 100.00  117.44 127.95 125,75 131.83 142,51 80.55

The graph and chart above assume that $100 was invested in the Russell 2000 Index, the Russell 2000
Financial Services Index and our Common Stock on February 1, 2005. Total stockholder returns assume rein-
vestment of dividends. The stock price performance depicted in the graph and table above may not be indicative of

future stock price performance.

Equity COMPENSATION PLAN INFORMATION

The table below reflects the number of securities issued and the number of securities remaining which were

available for issuance under the 2005 Equity and Incentive Plan as of December 31, 2007.

Plan Category

Equity compensation plans approved by security
holderst"

Equity compensation plans not approved by
security holders . ....... ... ... ... ...

(@) L] (c)
Number of Securities
Remaining Available
for Future Issuance
Number of Securities Weighted-Average Under Equity
to be Isswed Upon Exercise Price of Compensation Plans
Exercise of Qutstanding (Excluding .
QOutstanding Options, Options, Warrants Securities Refltected
Warrants and Rights and Rights in Column (a))
4,104,5429 $ 19.26% 1,745,020
4,104,542® $ 19.26® 1,745,020

" Our 2005 Equity and Incentive Plan was approved on January 14, 2005 by Cendant as our sole shareholder.

2 Includes 1,055,240 PHH RSUs and 3,049,302 Stock Options, of which 634,519 PHH RSUs and 64,438 Stock
_ Options are subject to performance-based vesting at target levels or upon a change in control. Depending upon
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the level of achievement of these performance goals, all’or a portion of the performance-based stock awards
may not vest.

3 Because there is no exercise price associated with the restricted stock units, those restricted stock units

described in Note 2 above are not included in the weighted-average exercise price calculation.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Review and Approval of Related Person Transactions

We review any relationships or transactions in which we and our Directors and executive officers, or their
immediate family members, are participants to determine whether these persons have a direct or indirect material
interest. Our Directors Code and our Employees and Officers Code provide specific provisions regarding such
relationships between our Directors and executive officers and us. The Corporate Governance Committee and the
Corporate Compliance Officer review any such relationships identified under the Directors Code and the
Employees and Officers Code, respectively, which are then reviewed and approved by the Board of Directors
at least annually. The Directors Cade sets forth the following guidelines for relationships that do not require Board
approval:

* the Director’s sole interest in the arrangement is by virtue of his or her status as a director, executive officer
and/or holder of less than 10% equity interest (other than a general partnership interest) in an entity with
which we have concluded such an arrangement;

» the arrangement involves payments to or from the entity that constitute less than the greater of $1 million or
2% of the entity’s consolidated gross revenues; and

» the Director is not personally involved in (i) the negotiation and execution of the arrangement, (ii) per-
formance of the services or provision of the goods or (iii) the monetary arrangement.

See “Corporate Governance — Code of Business Conduct and Ethics for Directors” and “— Code of Conduct
for Employees and Officers” on page 13 for more information. Our legal staff is responsible for the development
and implementation of processes and controls, including regular director and officer questionnaires, to obtain
information from the Directors and executive officers with respect to related person transactions. Based on the facts
and circumstances identified through these information gathering processes, the Board of Directors determines
whether the company or a related person has a direct or indirect material interest in any transactions identified.

Certain Business Relationships

A.B. Krongard, our Non-Executive Chairman, is also an outside director on the global Board of Directors for
our principal outside law firm, DLA Piper. Our legal fees and disbursements paid to DLA Piper during 2007 were
less than 0.2% of the firm’s gross revenues for 2007.

James W. Brinkley, one of our Directors, became Vice Chairman of Smith Barney’s Global Private Client
Group following Citigroup's acquisition of LMWW in December 2005. We have certain relationships with the
Corporate and Investment Banking segment of Citigroup, including financial services, commercial banking and
other transactions. The fees paid to Citigroup, including interest expense, were approximately $56 million for 2007,
representing less than 0.1% of Citigroup’s revenues. Citigroup Global Markets, Inc., J.P. Morgan Securities Inc. and
Wachovia Capital Markets, LLC were joint book-running managers for our offering of 4.00% Convertible Senior
Notes due 2012 that closed on April 2, 2008, which is discussed in more detail below under Proposal No. 2.
Citigroup is a lender, along with various other lenders, in several of our credit facilities. As discussed in more detail
below under Proposal No. 2, we used a portion of our net proceeds from the offering to reduce the principal balance
under one of these credit facilities. Our maximum indebtedness to Citigroup during 2007 was $896 million,
representing less than 0.1% of Citigroup’s total consolidated assets, and was made in the ordinary course of business
upon terms, including interest rates and collateral, substantially the same as those prevailing at the time for
comparable loans. .
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Mr. Brinkley’s son, Douglas Brinkley, is a principal at Colliers Pinkard, a member firm of Colliers, which
provides certain lease management services to us, The fees paid to Colliers during 2007 were approximately
$341,000, representing less than 0.2% of Colliers’ annual revenues.

Bradford C. Burgess, who serves as a Director, Business Development at PHH Arval since 2001, is the
son-in-law of George J. Kilroy, one of our Directors and President and Chief Executive Officer of PHH Arval.
Mr. Burgess received compensation, including base and bonus payments, of $150,042 for 2007 and was eligible to
participate in employee benefit plans available to employees generally. His compensation and benefits were
commensurate with other employees in comparable positions at PHH Arval.

Indebtedness of Management

One or more of our mortgage lending subsidiaries has made, in the ordinary course of business, mortgage loans
and/or home equity lines of credit to Directors and executive officers and their immediate families. Such mortgage
loans and/or home equity lines of credit were made on substantially the same terms, including interest rates and
collateral requirements, as those prevailing at the time for comparable transactions with our other customers
generally, and they did not involve more than the normal risk of collectibility or present other unfavorable features.
Generally, we sell these mortgage loans and/or home equity lines of credit, soon after origination, into the secondary
market in the ordinary course of business.
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PROPOSAL NO. 2 — APPROVAL OF THE ISSUANCE OF UP TO 12,195,375 SHARES OF COM-
MON STOCK UPON CONVERSION OF OUR 4.00% CONVERTIBLE SENIOR NOTES DUE 2012, UP
TO 12,195,375 SHARES OF COMMON STOCK PURSUANT TO RELATED CONVERTIBLE
NOTE HEDGE TRANSACTIONS AND UP TO 12,195,375 SHARES OF COMMON STOCK UPON
EXERCISE OF RELATED WARRANTS

The Offering of the Notes, Convertible Note Hedge Transactions and Warrant Transactions

On March 27, 2008, we entered into a Purchase Agreement (the “Purchase Agreement”) with Citigroup Global
Markets Inc., J.P. Morgan Securities Inc. and Wachovia Capital Markets, LLC (collectively, the “Initial Purchas-
ers™"), with respect to our issuance and sale in a private placement of 4.00% Convertible Senior Notes due 2012 (the
“Notes™). Pursuant to the Purchase Agreement we issued $250 million in aggregate principal amount of the Notes
on April 2, 2008. Holders of the Notes will receive cash up to the principal amount upon conversion of the Notes,
and any excess conversion value will be delivered, at our election, in cash, shares of our Common Stock or a
combination of cash and Common Stock. Concurrently with the pricing of the Notes on March 27, 2008, we entered
into related convertible note hedge transactions (collectively, the “Note Hedges”) with financial institutions that are
affiliates of the Initial Purchasers (collectively, the “Option Counterparties”}. The Note Hedges cover, subject to
anti-dilution adjustments substantially identical to those in the Notes, 12,195,125 shares of our Common Stock.
Separately and concurrently with the pricing of the Notes on March 27, 2008, we entered into related warrant
transactions (collectively, the “Warrant Transactions™) whereby we sold to the Option Counterparties warrants to
acquire, subject to anti-dilution adjustments, 12,195,125 shares of our Common Stock (the “Warrants”).

Under the rules of the NYSE (the “NYSE Rules’), we cannot issue shares of our Common Stock or securities
convertible into Common Stock that will, or will upon issuance, equal or exceed 20% of our outstanding shares of
Common Stock without first obtaining stockholder approval. Although we do not anticipate issuing the full number
of shares of Common Stock into which the Notes, Note Hedges and Warrant Transactions are convertible or
exchangeable for the reasons discussed below, the NYSE has aggregated the transactions for purposes of the NYSE
Rules such that the Notes, Note Hedges and Warrant Transactions are deemed to be convertible into or
exchangeable for an aggregate of 36,585,375 shares of Common Stock (or approximately 67.5% of our outstanding
shares of Common Stock as of April 2, 2008). Accordingly, we are not able to issue more than approximately
10,821,932 shares of Common Stock, or 19.99% of the number of our shares of Common Stock outstanding on
April 2, 2008, into which the Notes, the Note Hedges or the Warrant Transactions are convertible or exchangeable
unless and until we receive stockholder approval of this proposal. We provided the N'YSE with an undertaking not to
issue shares of Common Stock into which the Notes, the Note Hedges and Warrant Transactions are convertible or
exchangeable in excess of the NYSE’s 20% limit unless and until we received stockholder approval to do so. We are,
therefore, asking you to consider and vote upon this proposal to approve the issuance of up to 12,195,375 shares of
Common Stock issuable upon conversion the Notes, up to 12,195,375 shares of Common Stock issuable pursuant to
the Note Hedges and up to 12,195,375 shares of Common Stock issuable upon exercise of the Warrants in
accordance with the rules of the NYSE and consistent with our undertaking to the NYSE.

We determined that the offering of the Notes and the Note Hedges and Warrant Transactions could provide us
with financing on terms that were more favorable to us as compared to our other available financing options,
including lower interest rates, the absence of collateral requirements and retatively fewer covenant restrictions on
our ongoing business, despite the potential dilution of our Common Stock. The Note Hedges and Warrant
Transactions are intended to reduce the potential difution to our Common Stock from any conversions of the Notes.
Under the terms of the Note Hedges and Warrant Transactions, we are able to demand under certain circumstances
that the counterparties to the Note Hedges and Warrant Transactions pay us cash, in the case of the Note Hedges, or
deliver shares of our Common Stock to us, in the case of the Warrant Transactions, that we will then deliver to the
holders of the Notes to satisfy our obligations to pay principal and interest upon conversion of the Notes. Although
we completed the offering of the Notes and the Note Hedges and Warrant Transactions without stockholder
approval, we desire to obtain stockholder approval under the NYSE Rules in order to have the flexibitity to issue the
maximum number of shares of our Common Stock into which the Notes, Note Hedges and Warrant Transactions are
convertible or exchangeable. Qur ability to do so will provide us with greater flexibility in discharging our
obligations under the Notes, Note Hedges and Warrant Transactions and enable us to reduce our cash expenditures
and/or potential needs for additional financing upon the conversion of the Notes,
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The Offering of the Notes. The Notes are governed by an indenture, dated as of April 2, 2008 (the
“Indenture”), between us and The Bank of New York, as trustee. The Notes bear interest at a rate of 4.00% per year,
payable semiannually in arrears in cash on April 15th and October 15th of each year, beginning on October 15,
2(})8. The Notes will mature on April 15, 2012. Holders may convert their Notes at their option on any day prior to
the close of business on the “scheduled trading day” (as defined in the Indenture) immediately preceding
October 15, 2011, but only if the trading price of the Notes or our Common Stock meet certain specified
conditions. The Notes will be freely convertible at any time from, and including, October 15, 2011 through the third
scheduled trading day immediately preceding the maturity date of the Notes. Upon conversion of the Notes, holders
will receive cash up to the principal amount, and any excess conversion value will be delivered, at our election, in
cash, shares of our Common Stock or a combination of cash and Common Stock. The initial conversion rate for the
Notes is 48.7805 shares of Common Stock per $1,000 in principal amount of Notes, equivalent to a conversion price
of approximately $20.50 per share of Common Stock. The conversion rate and the conversion price are subject to
adjustment in certain events, such as distributions of dividends or stock splits. Subject to certain exceptions, holders
may require us to repurchase for cash all or part of their Notes upon a “fundamental change” (as defined in the
Indenture) at a price equal to 100% of the principal amount of the Notes being repurchased plus any accrued and
unpaid interest up to, but excluding, the relevant repurchase date. We may not redeem the Notes prior to maturity. In
addition, upon a “make-whole fundamental change” (as defined in the Indenture), we will in some cases increase
the conversion rate for a holder that elects to convert its Notes in connection with such make-whole fundamental
change. The Notes are our senior unsecured obligations and rank equally with all of our existing and future senior
debt and senior to all of our subordinated debt.

QOur net proceeds from the offering were approximately $241 million. We used approximately $28 million of
the net proceeds of the offering to pay the net cost of the convertible bond hedge and warrant transactions described
below under the caption “Convertible Bond Hedge and Warrant Transactions”. We used the balance of the net
proceeds of the offering to reduce the principal balance outstanding under the Amended and Restated Competitive
Advance and Revolving Credit Agreement, dated as of January 6, 2006, among us, a group of lenders and JPMorgan
Chase Bank, N.A., as administrative agent.

Convertible Note Hedge and Warrant Transactions. The Note Hedges are intended to reduce the potential
dilution upon conversion of the Notes in the event that the market value per share of our Common Stock, as
measured under the Notes, at the time of exercise is greater than the conversion price of the Notes. The Note Hedges
are separate transactions, entered into by us with the Option Counterparties, and are not part of the terms of the
Notes. Holders of the Notes will not have any rights with respect to the Note Hedges.

The Note Hedges and Warrant Transactions are intended to reduce potential dilution to our Common Stock
upon potential future conversion of the Notes and generally have the effect of increasing the conversion price of the
Notes to $27.20 per share, representing a 60% premium based on the closing price of our Common Stock on
March 27, 2008. If the market value per share of our Common Stock, as measured under the Warrants, exceeds the
strike price of the Warrants, the Warrants will have a dilutive effect on our earnings per share. The Warrant
Transactions are separate transactions, entered into by us with the Option Counterparties, and are not part of the
terms of the Notes. Holders of the Notes will not have any rights with respect to the Warrants,

The terms of the Purchase Agreement, Note Hedges and Warrant Transactions are complex. This summary of
the terms is general in nature and is qualified by reference to the actual forms of the agreements, which are attached
as exhibits to our Current Report on Form 8-K filed with the U.S. Securities and Exchange Comimission on April 4,
2008 (the “April Form 8-K”). Stockholders desiring a more complete understanding of the terms of the Purchase
Agreement, Note Hedges and Warrant Transactions are urged to read the April Form 8-K and the exhibits thereto.

Yote Required. Under the NYSE Rules, we must obtain stockholder approval of the issuance of the shares of
our Common Steck into which the Notes, Note Hedges and Warrants are convertible into or exchangeable for by an
affirmative vote of the holders of a majority of all votes entitled to be cast on the proposal before we will be entitled
to issue shares of our Common Stock equal to or in excess of 20% or more of our outstanding shares of Common
Stock. Abstentions and broker non-votes will count for the purpose of determining whether a quorum is present at
the meeting, but will not be counted as votes cast or shares voting on the proposal and will have the same effect as a
vote “AGAINST” the proposal. : '
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THE BOARD OF DIRECTORS RECOMMENDS A VOTE “FOR” THE APPROVAL OF THE
ISSUANCE OF UP TO 12,195,375 SHARES OF COMMON STOCK ISSUABLE UPON CONVERSION
OF THE NOTES, UP TO 12,195,375 SHARES OF COMMON STOCK ISSUABLE PURSUANT TO THE
RELATED NOTE HEDGE TRANSACTIONS AND UP TO 12,195,375 SHARES OF COMMON STOCK

‘ISSUABLE UPON EXERCISE OF THE WARRANTS. UNLESS MARKED TO THE CONTRARY, PROX-

IES RECEIVED BY THE COMPANY WILL BE VOTED “FOR” THE APPROVAL OF PROPOSAL NO. 2.

PROPOSAL NO. 3 — RATIFICATION OF THE SELECTION OF THE COMPANY’S
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Audit Committee has appointed Deloitte & Touche LLP as our independent registered public accounting
firm for the fiscal year ending December 31, 2008. Deloitte & Touche LLP has served as our independent registered
public accounting firm since prior to the Spin-Off. The submission of this matter for approval by stockholders is not
legally required; however, the Board of Directors believes that such submission provides stockholders an oppor-
tunity to provide feedback to the Board of Directors on an important issue of corporate governance. If stockholders
do not approve the selection of Deloitte & Touche LLP, the selection of such firm as our independent registered
public accounting firm will be reconsidered. In the event that Deloitte & Touche LLP is unable to serve as
independent registered public accounting firm for the fiscal year ending December 31, 2008 for any reason, the
Audit Commitiee will appoint another independent registered public accountant firm. Representatives of Deloitte &
Touche LLP will be present at the Annual Meeting, will be given an opportunity to make a statement if they desire to
do so and will be available to respond to appropriate stockholder questions regarding the Company.

Vote Required. Approval of the ratification of selection of the Company’s independent registered public
accounting firm requires the affirmative vote of a majority of the shares of our Common Stock cast at the Annual
Meeting, in person or by proxy, and entitled to vote; provided that a quorum is present. Pursuant to applicable
Maryland law, in determining the number of affirmative votes, abstentions and broker non-votes will have no effect
on the outcome of the vote.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE “FOR” THE RATIFICATION OF THE
SELECTION OF THE COMPANY’S INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM.
UNLESS MARKED TO THE CONTRARY, PROXIES RECEIVED BY THE COMPANY WILL BE
VOTED “FOR” THE RATIFICATION OF THE SELECTION THE COMPANY’S INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM.

REPORT OF THE AUDIT COMMITTEE

The purpose of the Audit Committee is to assist the Board of Directors in its oversight of (i) the integrity of the
Company’s financial statements, (ii) the qualifications and independence of the Company’s independent registered
public accounting firm (the “Independent Auditor™), (iii) the performance of the Independent Auditor and the
Company’s internal audit function, and (iv) the Company’s compliance with legal and regulatory requirements.
Management is responsible for the financial reporting process, including the preparation of the financial statements
and system of internal controls. The Company’s Independent Auditor is responsible for auditing the financial
statements in accordance with generally accepted auditing standards and issuing an opinion as to whether the
Company’s financial statements are, in all material respects, presented fairly in conformity with generally accepted
accounting principles. The Audit Committee operates pursuant to a written charter.

In this context, the Committee has met and held discussions with management and the Independent Auditor
regarding the fair and complete presentation of the Company’s results, the assessment of the Company’s internal
control over, financial reporting and significant accounting policies applied by the Company in its financial

,statements, including alternative treatments. Management represented to the Committee that the Company’s

financial statements were prepared in accordance with accounting principles generally accepted in the United
States, and the Committee has reviewed and discussed the audited financial statements with management and the
Independent) Auditor. The Committee also discussed with the Independent Auditor those matters required by
Statement ofI Auditing Standards No. 61, “Communications with Audit Committees,” as amended.
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In addition, the Audit Committee discussed with the Independent Auditor the firm’s independence from the.

Company and management, and the Independent Auditor has provided the written disclosures and letter as required
by the Independence Standards Board Standard No. 1, “Independence Discussions with Audit Committees.”

The Audit Committee discussed with the Company’s internal auditor and Independent Auditor the overall
scope and plans for their respective audits. The Audit Committee met with the internal auditor and the Independent
Auditor, with and without management present, to discuss the results of their examinations, their evaluations of the
Company’s internal controls and the overall quality of the Company’s financial reporting.

Based upon the reviews and discussions referred to above, the Audit Committee recommended to the Board of
Directors, and the Board approved, the inclusion of the audited financial statements in the Company’s 2007 Annual
Report filed with the SEC.

Audit Committee of the Board of Directors
Francis J. Van Kirk (Chairman)

Ann D. Logan

Jonathan D. Mariner
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PRINCIPAL ACCOUNTANT FEES AND SERVICES

Our Audit Committee is responsible for pre-approving all audit services and permitted non-audit services,
including the fees and terms thereof, to be performed for us and our subsidiaries by ocur independent registered
public accounting firm (the “Independent Auditor”). The Audit Committee has adopted a pre-approval policy and
implemented procedures which provide that all engagements of our Independent Auditor are reviewed and pre-
approved by the Audit Committee, subject to the de minimis exception for non-audit services described in
Section 10A(i)(1}(B) of the Exchange Act which our Audit Committee approves prior to the completion of the
audit. The pre-approval policy also permits the delegation of pre-approval authority to a member of the Audit
Committee between meetings of the Audit Committee, and any such approvals are reviewed and ratified by the
Audit Committee at its next scheduled meeting.

For the years ended December 31, 2007 and 2006, professional services were performed for us by Deloitte &
Touche LLP, our Independent Auditor, pursuant to the oversight of our Audit Committee. Audit and audit-related
fees aggregated $8.7 million and $12.1 million for the years ended December 31, 2007 and 2006, respectively. Set
forth below are the fees billed to us by Deloitte & Touche LLP, the member firms of Deloitte Touche Tohmatsu and
their respective affiliates. All fees and services were approved in accordance with the Audit Committee’s pre-
approval policy.

Year Ended
December 31,
Fees by Type 2007 2006
(In millions)
Auditfees .............. ... .. .. e e e $7.8 %114
Audit-related fees. . . .. .. .. e e 0.9 0.7
B3 (=7 0.6 04
Allotherfees. . ... .. i e 03 —
L0 21 [ §9.6 3125

Audit Fees. The aggregate fees billed for professional services rendered by the Independent Auditor were
$7.8 miilion and $11.4 million for the years ended December 31, 2007 and 2006, respectively, and primarily related
to the annual audits of the Consolidated Financial Statements included in our Annual Reports on Form 10-K and our
internal control over financial reporting, as required by Section 404 of the Sarbanes-Oxley Act of 2002, the reviews
of the Consolidated Financial Statements included in our Quarterly Reports on Form 10-Q and services provided in
connection with regulatory and statutory filings.

Audit-Related Fees. Audit-related fees billed during the year ended Decembear 31, 2007 and 2006 were
$0.9 million 'and $0.7 million, respectively, and primarily related to audit fees for our employee benefit plans,
comfort letters for securitization transactions and agreed-upon procedures.

Tax Fees. The aggregate fees billed for tax services during the years ended December 31, 2007 and 2006
were $0.6 raillion and $0.4 million, respectively. These fees related to tax compliance, tax advice and tax planning
for the years' ended December 31, 2007 and 2006.

All Other Fees. The aggregate fees billed for all other services during the year ended December 31, 2007
were approximately $0.3 million, and these services related to the Merger Agreement with GE and its wholly owned
subsidiary, Jade. There were no amounts billed for other services during the year ended December 31, 2006.

LEGAL PROCEEDINGS

Following the announcement of the Merger in March 2007, two purported class actions were filed against us
and each member of our Board of Directors in the Circuit Court for Baltimore County, Maryland (the “Court™). The
first of these, actions also named GE and Blackstone as defendants. The plaintiffs sought to represent an alleged
class consisting of all persons (other than our officers and Directors and their affiliates) holding our Common Stock.
In support of their request for injunctive and other relief, the plaintiffs alleged, among other matters, that the
members of the Board of Directors breached their fiduciary duties by failing to maximize stockholder value in
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approving the Merger Agreement. On or about April 10, 2007, the claims against Blackstone were dismissed
without prejudice. On May 11, 2007, the Court consolidated the two cases inte one action. On July 27, 2007, the
plaintiffs filed a consolidated amended complaint. This pleading did not name GE or Blackstone as defendants. It
essentially repeated the allegations previously made against the members of our Board of Directors and added
allegations that the disclosures made in the preliminary proxy statement filed with the SEC on June 18, 2007
omitted certain material facts. On August 7, 2007, the Court dismissed the consolidated amended complaint on the
ground that the plaintiffs were seeking to assert their claims directly, whereas, as a matter of Maryland law, claims
that directors have breached their fiduciary duties can only be asserted by a stockholder derivatively, The plaintiffs
have the right to appeal this decision.

OTHER BUSINESS

As of April 17, 2008, our Board of Directors is not aware of any other business to come before the meeting.
However, if any additional matters are presented at the meeting, it is the intention of the persons named in the
accompanying proxy to vote in accordance with their judgment on those matters.

INCORPORATION BY REFERENCE

The SEC allows us to “incorporate by reference” into this Proxy Statement documents that we have filed with
the SEC. This means that we can disclose important information to you by referring you to those documents. The
information incorporated by reference is considered to be a part of this Proxy Statement. We incorporate by
reference Items 7, 7A, 8 and 9 from the Company’s 2007 Annual Report. A copy of the 2007 Annual Report is
enclosed with the Proxy Statement. In addition, representatives of Deloitte & Touche LLP will be present at the
Annual Meeting, will be given an opportunity 1o make a statement if they desire to do so and will be available to
respond to appropriate stockholder questions regarding the Company.

STOCKHOLDER PROPOSALS FOR ANNUAL MEETING OF STOCKHOLDERS FOR 2009

Proposals from stockholders are given careful consideration by us in accordance with Rule 14a-8 of the
Exchange Act (“Rule 142-8"). We provide all stockholders with the opportunity, under certain circumstances and
consistent with our by-laws and the rules of the Securities and Exchange Commission, to participate in the
governance of the Company by submitting stockholder proposals that they betieve merit consideration at the annual
meeting of stockholders for 2009. To enable management to analyze and respond to proposals or director
nominaticns stockholders to have included in the Proxy Statement and proxy card for that annual meeting, any
such proposal or director nomination must be received by us in writing no later than January 2, 2009 consistent with
Rule 14a-8. Any stockholder proposal or director nomination for the annual meeting of stockholders for 2009 that is
not intended for inclusion in the Proxy Statement and proxy card will be considered “untimely” if it is received by us
earlier than February 11, 2009 or after March 13, 2009. An untimely proposal may not be brought before or
considered at our annual meeting of stockholders for 2009. Any stockholder proposal or director nomination
submitted must also be made in compliance with our by-laws. For more information regarding our by-law
procedures for director nominations, please refer to “Corporate Governance—Nomination Process and Qualifi-
cations for Director Nominees.”

Proxies solicited by the Board of Directors for the annual meeting of stockholders for 2009 may confer
discretionary authority to vote on any untimely stockholder proposals or director nominations without express
direction from stockholders giving such proxies. All stockholder proposals and director nominations must be
addressed to the attention of the Secretary at PHH Corporation, 3000 Leadenhall Road, Mount Laurel, New Jersey
08054. The Chairman of the annual meeting of stockholders may refuse to acknowledge the introduction of any
stockholder proposal or director nomination not made in compliance with the foregoing procedures.

By Order of the Board of Directors

Wit oo/

William F. Brown
Senior Vice President, General Counsel and Secretary
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Appendix A

PHH CORPORATION
INDEPENDENCE STANDARDS FOR DIRECTORS

The Beard of Directors has adopted Corporate Governance Guidelines that contain director qualifications
including director independence. No director will be considered “independent™ unless the Board affirmatively
determines that the director has no material relationship with PHH Corporation or any of its subsidiaries (together,
the “Company™), either directly or as a partner, stockholder or officer of an organization that has a relationship with
the Company. When making independence determinations, the Board will consider all relevant facts and
circumstances, as well as all applicable legal and regulatory requirements, including NYSE corporate governance
requirements and the rules and regulations of any other regulatory or self-regulatory body with jurisdiction over the
Company. Notwithstanding the foregoing, none of the following relationships shall automatically disqualify any
director or nominee from being considered “independent’: -

{a) More than three years ago, (i) the director was employed by the Company, or (ii} an immediate family
member of the director was employed by the Company as an executive officer;

(b) (i) During any twelve-month period during the preceding three years, the director has received, or
has an immediate family member who has received, less than $100,000 in direct compensation from the
Company; or (ii) during any twelve-month period during the preceding three vears the director has received, or
has an immediate family member who has received, director and committee fees and pension or other forms of
deferred compensation for prior service {provided such compensation is not contingent in any way on
continued service); or (ili) more than three years ago, the director has received, or has an immediate family
member who has received, any such compensation (including amounts over $100,000 per year);

{c) The director or an immediate family member of the director is or was employed within the past three
years as an executive officer of another organization for which any of the Company’s present executive officers
at the same time serves or served on that erganization’s board of directors (or similar body) or any committee
thereof,. except that the foregoing shall not apply to service by such executive officer on such organization's
compensation committee;

(d) (i) The director is or was an employee, executive officer, partner (other than a limited partner) or
significant equity holder of another organization that made payments to, or received payments from, the
Company for property or services in an amount which, in any single fiscal year, is less than the greater of
$1.0 million or 2% of such other organization’s consolidated gross revenues, or (ii) an immediate family
member of the director is or was an executive officer of another company that made payments to, or received
payments from, the Company for property or services in an amount which, in any single fiscal year, is less than
the greater of $1.0 million or 2% of such other company’s consolidated gross revenues;

{e) The director is or was an executive officer, partner or significant equity holder of another organization
that is indebted to the Company, or to which the Company is or was indebted, and the total amount of
indebtedness is 2% or less of the total consolidated assets of such organization; or

(f) The director is or was an executive officer, trustee or director of a foundation, university or other non-
profit or charitable organization receiving grants, endowments or other contributions from the Company, in
any single fiscal year, less than the greater of $1.0 million or 2% of such charitable organization’s consolidated
Bross revenues; or . )

{g) The director or an immediate family member of the director owns 10% or less of the equity of the
Company or 5% or less of the equity of an organization that has a relationship with the Company,

In additien to these guidelines, members of certain committees of the Board, such as the Audit Committee, are
subject to heightened standards of independence under various rules and regulations.

For purposes of these guidelines: (1) compensation received by an immediate family member of a director for
service as a non-executive employee of the Company shall not be considered in determining independence under
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(b), above; {2) in applying the test under (d), above, both the payments and the consoclidated gross revenues to be
measured shall be those reported in the last completed fiscal year and the look-back provisions shall apply solely to
the financial relationship between the Company and the director or immediate family member’s current employer
and not to former employment of the director or immediate family member; (3) an “immediate family member”
includes a person’s spouse, parents, children, siblings, mothers and fathers-in-law, sons and daughters-in-law,
brothers and sisters-in-law, and anyone (other than domestic employees) who shares such person’s home, but in
applying any lookback provisions, the Company will not consider individuals who are no longer immediate family
members as a result of legal separation or divorce or those who have died or become incapacitated; (4) a significant
equity holder of an organization will normally be considered a stockholder, limited partner or member owning 10%
or more of the voting or equity interests in that organization; and (5) a director’s service as a non-employee
Chairman of the Board of Directors of the Company shall not be deemed employment by the Company under
(a) above.
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Except as expressly indicated or unless the context otherwise requires, the “Company,” “"PHH,” “we,” “our
or “us” means PHH Corporation, a Maryland corporation, and its subsidiaries. During 2000, our former parent
company, Ce:ndam Corporation, changed its name 1o Avis Budget Group, Inc. (see Note I, “Summary of Significant
Accounting Policies” in the Notes to Consolidated Financial Statements included in this Annual Report on
Form 10-K for the year ended December 31, 2007 { “Form 10-K”)); however, within this Form 10-K, PHH's former
parent company, now known as Avis Budget Group, Inc. (NYSE: CAR) is referred to as “Cendant.”

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-K contains forward-looking statements within the meaning of Section 27A of the Securities Act
of 1933, as amended (the “Securities Act”™), and Section 21E of the Securities Exchange Act of 1934, as amended
(the “Exch‘ange Act”™). These forward-looking statements are subject to known and unknown risks, uncertainties and
other factors and were derived utilizing numerous important assumptions that may cause our actual results,
performance or achievements to differ materially from any future results, performance or achievements expressed
or implied by such forward-looking statements. Investors are cautioned not to place undue reliance on these
forward-looking statements.

LLISS 3 i

Staterents preceded by, followed by or that otherwise include the words “believes,” “expects,” “anticipates,”
“intends,” “prOJects estimates,” “plans,” “may increase,” “may fluctuate” and similar expressions or future or
conditional verbs such as “will,” “should,” “would,” “may” and “could” are generally forward-looking in nature and
are not historical facts. Forward-looking statements in this Form 10-K include, but are not limited to, the following:
(i) our expectation that the cost of funding obtained through multi-seller conduits will be adversely impacted in
2008 compared to such costs prior to the disruption in the asset-backed securities market; (ii) the belief that we have
developed an industry-leading technology infrastructure; (iii) the expectation that the unpaid principal balance of
loans for which we sold the underlying mortgage servicing rights as of December 31, 2007 will be transferred to the
purchaser’s systems during the second quarter of 2008; (iv) the expectation that our mortgage loan originations from
our Mortgage Production segment in the year ended December 31, 2008 will be comprised of a similar portion of
mortgage loan originations arising out of our arrangements with Realogy Corporation (“Realogy™) as during the
year ended December 31, 2007; (v) the expectation that our agreements and arrangements with Cendant and
Realogy will continue to be material to our business; (vi) the beliefs that the restrictions under our loan agreements
will not materially limit our operations or our ability to make dividend payments on our Common stock; {vii) our
belief that any existing legal claims or proceedings would not have a material adverse effect on our business,
financial position, results of operations or cash flows; (viii) our expectations regarding lower origination volumes,
home sale volumes and increasing competition in the mortgage industry and our intention to take advantage of this
environment by leveraging our existing mortgage origination services platform to enter into new outsourcing
relationships; (ix) our expectations regarding our mortgage originations from refinance activity and our purchase
originations during 2008; (x) our expectation that our new mortgage outsourcing relationships as of the filing date of
this Form 10 K will result in approximately $1.3 billion of incremental mortgage origination volume in 2008;
(xi) our empeetatlon regarding delinquency and foreclosure rates during 2008 and the expected impact on our
foreclosure losses; (xii) our expected savings during 2008 from cost-reducing initiatives implemented in our
Mortgage Production and Mortgage Servicing segments; (xiii) our expectation that there will be little or no growth
in the fleet management services market during 2008; (xiv) our belief that growth in our Fleet Management Services
segment will be negatively impacted during 2008 by the terminated Merger {(as defined in “Item 1. Business—-
Recent Devélopments™); (xv) our expectation that the costs of issuing asset-backed cornmercial paper will be higher
in 2008 compared to such costs prior to the disruption in the asset-backed securities market; {(xvi) our expectation
that the sale of mortgage servicing rights during 2007 will result in a proportionate decrease in our Net revenues for
the Mortgagé Servicing segment in 2008; (xvii) our belief that our sources of liquidity are adequate to fund
operations for the next 12 months; (xviii) our expected capital expenditures for 2008; (xix) our expectation that the
increase in. the fee rates under certain of our vehicle management asset-backed debt arrangements during 2007 will
increase Fleet interest expense without a corresponding increase in Fleet leasing revenue during the term of that
arrangement; (xx) our belief that we would have various periods to cure an event of default if one or more notices of
default were to be given by our lenders or trustees under certain of our financing agreements; (Xxi) our expectation
that the London Interbank Offered Rate (“LIBOR”) and commercial paper, long-term United States (“U.8.")
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Treasury and mortgage interest rates will remain our primary benchmark for market risk for the foreseeable future;
{xxii) our expectations regarding the impact of the adoption of recently issued accounting pronouncements on our
financial statements; {xxiii} our expectation that the amount of unrecognized income tax benefits will change in the
next twelve months; (xxiv) the anticipated amounts of amortization expense for amortizable intangible assets for the
next five fiscal years and (xxv) our expected contribution to our defined benefit pension plan during 2008.

The factors and assumptions discussed below and the risks and uncertainties described in “Item 1A. Risk
Factors” could cause actual results to differ materially from those expressed in such forward-looking statements:

= the effects of environmental, economic or political conditions on the international, national or regional
economy, the outbreak or escalation of hostilities or terrorist attacks and the impact thereof on our
businesses;

* the effects of a decline in the volume or value of U.S. home sales, due to adverse economic changes or
otherwise, on our Mortgage Production and Mortgage Servicing segments;

= the effects of changes in current interest rates on our Mortgage Production and Mortgage Servicing
segments and on our financing costs;

» the effects of changes in spreads between mortgage rates and swap rates, option volatility and the shape of
the yield curve, particularly on the performance of our risk management activities;

* our ability to develop and implement operational, technological and financial systems to manage growing
operations and to achieve enhanced earnings or effect cost savings;

= the effects of competition in our existing and potential future lines of business, including the impact of
competition with greater financial resources and broader product lines;

* our ability to quickly reduce overhead and infrastructure costs in response to a reduction in revenue;
* our ability to implement fully integrated disaster recovery technology solutions in the event of a disaster;

* our ability to obtain financing on acceptable terms to finance our growth strategy, to operate within the
limitations imposed by financing arrangements and to maintain our credit ratings;

= our ability to maintain our relationships with our existing clients;

* adeterioration in the performance of assets held as collateral for secured borrowings, a downgrade in our
credit ratings below investment grade or any failure to comply with certain financial covenants under our
financing agreements and

* changes in laws and regulations, including changes in accounting standards, mortgage- and real estate-
related regulations and state, federal and foreign tax laws.

Other factors and assumptions not identified above were also involved in the derivation of these forward-
looking statements, and the failure of such other assumptions to be realized as well as other factors may also cause
actual resulis to differ materially from those projected. Most of these factors are difficult to predict accurately and
are generally beyond our control.

The factors and assumptions discussed above may have an impact on the continued accuracy of any forward-
looking statements that we make. Except for our ongoing obligations to disclose material information under the
federal securities laws, we undertake no obligation to release publicly any revisions to any forward-looking
statements, to report events or to report the occurrence of unanticipated events unless required by law. For any
forward-looking statements contained in any document, we claim the protection of the safe harbor for forward-
locking statements contained in the Private Securities Litigation Reform Act of 1995,
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PART 1

1
Item 1. Business

RECENT DEVELOPMENTS

On March 15, 2007, we entered into a definitive agreement (the “Merger Agreement”) with General Electric
Capital Corporation (“GE”) and its wholly owned subsidiary, Jade Merger Sub, Inc. to be acquired (the “Merger”).
In conjunction with the Merger, GE entered into an agreement (the “Mortgage Sale Agreement”) to sell our
mortgage operations (the “Mortgage Sale™) to Pearl Mortgage Acquisition 2 L.L.C. (“Pearl Acquisition™), an
affiliate of The Blackstone Group (“Blackstone”), a global investment and advisory firm.

On January 1, 2008, we gave a notice of termination to GE pursuant to the Merger Agreement because the Merger
was not completed by December 31, 2007. On January 2, 2008, we received a notice of termination from Pearl
Acquisition pursuant to the Mortgage Sale Agreement and on January 4, 2008, a Settlement Agreement (the
“Settlement Agreement”) between us, Pearl Acquisition and Blackstone Capital Partners V L.P. “BCP V") was
executed. Pursuant to the Settlement Agreement, BCP V paid us a reverse termination fee of $50 million and we
agreed to pay BCP V up to $4.5 million for the reimbursement of certain fees for third-party consulting services
incurred by BCP V and Pearl Acquisition in connection with the transactions contemplated by the Merger Agreement
.and the Mortgage Sale Agreement upon our receipt of invoices reflecting such fees from BCP V. As part of the
Settlement Agreement, we are entitled to receive the work product that those consultants provided to BCP Vand Pearl
Acquisition. As of the filing date of this Form 10-K, we paid BCP V $4.5 million and received the work product.

The aggregate demand for mortgage loans in the U.S. is a primary driver of our Mortgage Production and
Mortgage Servicing segments’ operating results. During the second half of 2007, developments in the market for
many types of mortgage loans drove down the demand for these loans. In addition, there has also been a reduced
demand for certain mortgage products and mortgage-backed securities (“MBS”) in the secondary market, which
has reduced liquidity for these assets. See “Item 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations—OQverview—Mortgage Production and Mortgage Servicing Segments” for more
information regarding the mortgage industry.

Adverse conditions in the U.S. housing market, disruptions in the credit markets and corrections in certain
asset-backed security market segments resulted in substantial valuation reductions during 2007, most significantly
on mortgage backed securities. Market credit spreads have recently gone from historically tight to historically wide
levels, and a further widening of credit spreads or worsening of credit market dislocations or sustained market
downturns could have additional negative effects on the value of our mortgage loans held for sale (“MLHS"). The
asset-backed securities market in general has experienced significant disruptions and deterioration, the effects of
which have hot been limited to MBS. As a result of the deterioration in the asset-backed securities market, the costs
associated with asset-backed commercial paper (“ABCP”) issued by the multi-seller conduits, which fund the
Chesapeake Funding LLC (“Chesapeake™) Series 2006-1 and Series 2006-2 notes, in particular, were negatively
impacted beginning in the third quarter of 2007. See “Item 1A. Risk Factors—Risks Related to our Business—-
Recent developments in the asset-backed securities market have negatively affected the value of our MLHS and our
costs of funds, which could have a material and adverse effect on our business, financial position, results of
operations or cash flows.”, “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Qverview—Fleet Management Services Segment” and “— Indebtedness” for more information.

HisTory !

For periods presented in this Form 10-K prior to February 1, 2005, we were a wholly owned subsidiary of
Cendant (renamed Avis Budget Group, Inc.) that provided homeowners with mortgages, serviced mortgage loans,
facilitated employee relocations and provided vehicle fleet management and fuel card services to commercial
clients. On February 1, 2005, we began operating as an independent, publicly traded company pursuant to our spin-
off from Cendant (the “Spin-Off”). In connection with the Spin-Off, we entered into several contracts with Cendant
and Cendant’s real estate services division to provide for the separation of our business from Cendant and the
continuation of certain business arrangements with Cendant’s real estate services division, including a separation
agreement, a tax sharing agreement, a transition services agreement, a strategic relationship agreement, a marketing
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agreement, trademark license agreements and the operating agreement for PHH Home Loans, LLC (together with
its subsidiaries, “PHH Home Loans” or the “Mortgage Venture”) (collectively, the “Spin-Off Agreements”).
Cendant spun-off its real estate services division, Realogy, including its relocation subsidiary, Cartus Corporation
(formerly known as Cendant Mobility Services Corporation) (together with its subsidiaries, “Cartus”) into an
independent, publicly traded company (the “Realogy Spin-Off") effective July 31, 2006. On April 10, 2007,
Realogy became a wholly owned subsidiary of Domus Holdings Corp., an affiliate of Apollo Management VI, L.P,
following the completion of a merger and related transactions. (See “— Arrangements with Cendant” and
“— Arrangements with Realogy” for more information.)

Prior to the Spin-Off, we underwent an internal reorganization whereby we distributed our former relocation
business, Cartus, fuel card business, Wright Express LLC (together with its subsidiaries, “Wright Express™), and
other subsidiaries that engaged in the relocation and fuel card businesses to Cendant, and Cendant contributed its
former appraisal business, Speedy Title & Appraisal Review Services LLC (“STARS™), to us. Pursuant to Statement
of Financial Accounting Standards (“SFAS”) No. 141, “Business Combinations” (“*SFAS No. 141”), Cendant’s
contribution of STARS to us was accounted for as a transfer of net assets between entities under common control
and, therefore, the financial position and results of operations for STARS are included in all periods presented.
Pursuant to SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets™ (“SFAS No. 144”),
the financial position and results of operations of our former relocation and fuel card businesses have been
segregated and reported as discontinued operations for all periods presented (see Note 24, “Discontinued Oper-
ations” in the Notes to Consolidated Financial Statements included in this Form 10-K for mere information).

OVERVIEW

We are a leading outsource provider of mortgage and fleet management services. We conduct our business
through three operating segments: a Mortgage Production segment, a Mortgage Servicing segment and a Fleet
Management Services segment.

Qur Mortgage Production segment originates, purchases and sells mortgage loans through PHH Mortgage
Corporation and its subsidiaries (collectively, “PHH Mortgage™), which includes PHH Home Loans. PHH Home
Loans is a mortgage venture that we maintain with Realogy that began operations in October 2005. PHH Mortgage
and PHH Home Loans both conduct business throughout the U.S. Our Mortgage Production segment focuses on
providing private-label mortgage services to financial institutions and real estate brokers.

Our Mortgage Servicing segment services mortgage loans that either PHH Mortgage or PHH Home Loans
originated. Our Mortgage Servicing segment also purchases mortgage servicing rights (“MSRs”) and acts as a
subservicer for certain clients that own the underlying MSRs. Mortgage loan servicing consists of collecting loan
payments, remitting principal and interest payments to investors, managing escrow funds for the payment of
moitgage-related expenses such as taxes and insurance and otherwise administering our mortgage loan servicing
portfolio. The results of operations of our mortgage reinsurance business are also included in the Mortgage
Servicing segment.

Our Fleet Management Services segment provides commercial fleet management services to corporate clients
and government agencies throughout the U.S. and Canada through our wholly owned subsidiary, PHH Vehicle
Management Services Group LLC (“PHH Arval™). PHH Arval is a fully integrated provider of fleet management
services with a broad range of product offerings. These services include management and leasing of vehicles and
other fee-based services for our clients’ vehicle fleets.

AVAILABLE INFORMATION |

Our principal offices are located at 3000 Leadenhall Road, Mt. Laurei, NJ 08054. Our telephone number is
{856) 917-1744. Our corporate website is located at www.phh.com, and our filings pursuant to Section 13(a) of the
Exchange Act are available free of charge on our website under the tabs “Investor Relations—SEC Reports” as soon
as reasonably practicable after such filings are electronically filed with the Securities and Exchange Commission
(the “SEC”). Our Corporate Governance Guidelines, our Code of Business Ethics and the charters of the
committees of our Board of Directors are also available on our corporate website and printed copies are available
upon request, The information contained on our corporate website is not part of this Form 10-K.
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Interested readers may also read and copy any materials that we file at the SEC’s Public Reference Room at
100 F Street, N.E., Washington D.C., 20549, Readers may obtain information on the operation of the Public
Reference Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains an internet site (Www.sec.gov)
that contains our reports.

OUR BUSINESS

MORTGAGE PRODUCTION AND MORTGAGE SERVICING SEGMENTS
Mortgage Production Segment

Our Mortgage Production segment focuses on providing mortgage services, including private-label mortgage
services, to financial institutions and real estate brokers through PHH Mortgage and PHH Home Loans, which
conduct business throughout the U.S. Qur Mortgage Production segment generated 9%, 14% and 21% of our Net
revenues for the years ended December 31, 2007, 2006 and 2005, respectively. The following table sets forth the Net
revenues, segment loss (as described in Note 23, “Segment Information” in the Notes to Consolidated Financial
Statements included in this Form 10-K) and Assets for our Mortgage Production segment for each of the years
ended and as of December 31, 2007, 2006 and 2005:

I

Year Ended and As of December 31,

| 2007 2006 2005
(In millions)
Mortgage Production Net TeVENUES . . .« oo v orrve e $ 205 8 329 $ 524
Mortgage Production Segment loss. . ......... ... (225) (152) (17
Mortgage Production ASSEtS. . ... ...vvveeiiiie i, 1,840 3,226 2,640

The Mortgage Production segment principally generates revenue through fee-based mortgage loan origination
services and sales of originated and purchased mortgage loans into the secondary market. PHH Mortgage generally
sells all mortgage loans that it originates to investors (which include a variety of institutional investors) within
60 days of origination. For the year ended December 31, 2007, PHH Mortgage was the 8th largest retail originator of
residential mortgages and the 13th largest overall residential mortgage originator, according to Inside Mortgage
Finance. We are a leading outsource provider of mortgage loan origination services to financial institutions and the
only mortgage company authorized to use the Century 21, Coldwell Banker and ERA brand names in marketing our
mortgage loan products through the Mortgage Venture and other arrangements that we have with Realogy. See

*— Arrang ements with Realogy—Mortgage Venture Between Realogy and PHH,” “— Strategic Relationship
Agreement” and “— Marketing Agreements.” For the year ended December 31, 2007, we originated mortgage
loans for approximately 19% of the transactions in which real estate brokerages owned by Realogy represented the
home buyer and approximately 3% of the transactions in which real estate brokerages franchised by Realogy
represented ‘the home buyer. )

We originate mortgage loans through three principal business channels: financial institutions (on a private-
label basis), real estate brokers (including brokers associated with brokerages owned or franchised by Realogy and
Third-Party Brokers, as defined below) and relocation (mortgage services for clients of Cartus).

» Financial Institutions Channel: 'We are a leading provider of private-label mortgage loan originations
for financial institutions and other entities throughout the U.S. In this channel, we offer a complete
outsourcing solution, from processing applications through funding for clients that wish to offer mortgage
services to their customers, but are not equipped to handle all aspects of the process cost-effectively.
R‘,presentauve clients include Merrill Lynch Credit Corporation (“Merrill Lynch”), TD Banknorth, N.A.
and Charles Schwab Bank. This channel generated approximately 55%, 49% and 50% of our mortgage loan
originations for the years ended December 31, 2007, 2006 and 2005, respectively. Approximately 20% of
our mortgage loan originations for the year ended December 31, 2007 were from a single client, Merrill
Lynch. (See “— Arrangements with Merrill Lynch” for more information.)

» Real Estate Brokers Channel: We work with real estate brokers to provide their customers with
moitgage loans. Through our affiliations with real estate brokers, we have access to home buyers at
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- the time of purchase. In this channel, we work with brokers assoctated with NRT Incorporated, Realogy’s
owned real estate brokerage business (together with its subsidiaries, “NRT”), brokers associated with
Realogy’s franchised brokerages (“Realogy Franchisees®) and brokers that are not affiliated with Realogy
(“Third-Party Brokers”). Realogy has agreed that the residential and commercial real estate brokerage
business owned and operated by NRT and the title and settlement services business owned and operated by
Title Resource Group LLC (formerly known as Cendant Settlement Services Group) (together with its
subsidiaries, “TRG™) will exclusively recommend the Mortgage Venture as provider of mortgage loans to
(i) the independent sales associates affiliated with Realogy Services Group LLC (formerly known as
Cendant Real Estate Services Group, LLC) and Realogy Services Venture Partner, Inc. (formerly known as
Cendant Real Estate Services Venture Partner, Inc.) (the “Realogy Venture Partner” and together with
Realogy Services Group LLC and their respective subsidiaries, the “Realogy Entities™), excluding the
independent sales associates of any Realogy Franchisee acting in such capacity, (ii) all customers of the
Realogy Entities (excluding Realogy Franchisees or any employee or independent sales associate thereof
acting in such capacity) and (iii) all U.S.-based employees of Cendant. (See “— Arrangemenis with
Realogy—Strategic Relationship Agreement” for more information.) In general, our capture rate of
mortgages where we are the exclusive recommended provider is much higher than in other situations.
Realogy Franchisees, including Coldwell Banker Real Estate Corporation, Century 21 Real Estate LLC,
ERA Franchise Systems, Inc. and Sotheby’s Intemational Affiliates, Inc. have agreed to recommend
exclusively PHH Mortgage as provider of mortgage loans to their respective independent sales associates.
(See “— Arrangements with Realogy—Marketing Agreements” for more information.) Additionally, for
Realogy Franchisees and Third-Party Brokers, we endeavor to enter into separate marketing service
agreements (“MSAs”) or other arrangements whereby we are the exclusive recommended provider of
mortgage loans to each franchise or broker. We have entered into exclusive MSAs with 23% of Realogy
Franchisees as of December 31, 2007. Following the Realogy Spin-Off, Realogy is a leading franchisor of
real estate brokerage services in the U.S. In this channel, we primarily operate on a private-label basis,
incorpaorating the brand name associated with the real estate broker, such as Coldwell Banker Morigage,
Century 21 Mortgage or ERA Mortgage. This channel generated approximatety 40%, 46% and 45% of our
mortgage loan originations from our Mortgage Production segment for the years ended December 31, 2007,
2006 and 2005, respectively, substantially all of which was originated from Realogy and the Realogy
Franchisees. (See “— Arrangements with Realogy” for more information.)

* Relocation Channel: In this channel, we work with Cartus, Realogy’s relocation business, to provide
mortgage loans to employees of Cartus’ clients. Cartus is the industry leader of outsourced corporate
relocation services in the U.S. The relocation channel generated approximately 5% of our mortgage loan
originations for each of the years ended December 31, 2007, 2006 and 2005, substantially all of which were
from Cartus. (See “— Arrangements with Realogy” for more information,)

Included in the Real Estate Brokers and Relocation Channels described above is the Mortgage Venture that we
have with Realogy. The Mortgage Venture commenced operations in October 2005. At that time, we contributed
assets and transferred employees that have historically supported originations from NRT and Cartus to the Mortgage
Venture. The provisions of a strategic relationship agreement dated as of January 31, 2005, between PHH Mortgage,
PHH Home Loans, PHH Broker Partner Corporation (“PHH Broker Partner”), Realogy, Realogy Venture Partner
and Cendant (the “Strategic Relationship Agreement™) govern the manner in which the Mortgage Venture is
recommended by Realogy. See “— Arrangements with Realogy—Mortgage Venture Between Realogy and PHH”
and “— Strategic Relationship Agreement.” The Mortgage Venture originates and sells mortgage loans primarily
sourced through NRT and Cartus. All mortgage loans originated by the Mortgage Venture are sold to PHH Mortgage
or unaffiliated third-party investors on a servicing-released basis. The Meortgage Venture does not hold any
mortgage loans for investment purposes or retain MSRs for any loans it originates.

We own 50.1% of the Mortgage Venture through our wholly owned subsidiary, PHH Broker Partner, and
Realogy owns the remaining 49.9% through its wholly owned subsidiary, Realogy Venture Partner. The Morgage
Venture is consolidated within our financial statements, and Realogy’s ownership interest is presented in our
financial statements as a minority interest. Subject to certain regulatory and financial covenant requirements, net
income generated by the Mortgage Venture is distributed quarterly to its members pro rata based wpon their
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respective owl.vnership interests. The Mortgage Venture may also require additional capital contributions from us and
Realogy under the terms of the operating agreement of the Mortgage Venture between PHH Broker Partner and
Realogy Venture Partner (as amended, the “Mortgage Venture Operating Agreement”) if it is required to meet
minimum regulatory capital and reserve requirements imposed by any governmental authority or any creditor of the
Mortgage Venture or its subsidiaries. The termination of our Mortgage Venture with Realogy or of our exclusivity
arrangement for the Mortgage Venture under the Strategic Relationship Agreement could have a material adverse
effect on our business, financial position, results of operations and cash flows. (See “— Arrangements with
Realogy—Mortgage Venture Between Realogy and PHH” and “— Strategic Relationship Agreement” for more
informatton.)

Our morgage loan origination channels are supported by three distinct platforms:

« Teleservices: We operate a teleservices operation (also known as our Phone In, Move In® program) that
provides centralized processing along with consistent customer service. We utilize Phone In, Move In for
all three origination channels described above. We also maintain multiple internet sites that provide online
mortgage application capabilities for our customers.

s Field Sales Professionals: Members of our field sales force are generally located in real estate brokerage
offices or are affiliated with financial institution clients around the U.S., and are equipped to provide
product information, quote interest rates and help customers prepare mortgage applications. Through our
MyChoice™ program, certain of our mortgage advisors are assigned a dedicated territory for marketing
efforts and customers are provided with the option of applying for mortgage loans over the telephone, in
person or online through the internet.

» Closed Mortgage Loan Purchases: We purchase closed mortgage loans from community banks, credit
unions, mortgage brokers and mortgage bankers. We also acquire mortgage loans from mortgage brokers
that receive applications from and qualify the borrowers.

The following table sets forth the composition of our mortgage loan originations by channel and platform for *

each of the years ended December 31, 2007, 2006 and 2005:

) Year Ended December 31,
2007 2006 2005

) (Dollars in millions)

Loansclosedtobesold . ... ... .o $ 29207 § 323% § 36,219
Fee-based closings . .. . ... ... . i 10,338 8,872 11,566
Total ClOSINES . .o\ vt v v e e $ 39545 § 41262 § 48,185
Loanssold. ... ... . . e $ 30346 3 31,598 § 35541
Total Mortgage Originations by Channel:

Financial institutions . ... ... ... ., 55% 49% 50%
Real estate broKers. . . . ...t 40% 46% 45%
ReElOCAtION . . ..ot e e e 5% 5% 5%
Total Mortgage Originations by Platform:

S T T Tor T J 54% 56% 57%
Field sales professionals. . .. ............oooooon... e 23% 23% 24%
Closed mortgage loan purchases. . ........ ... ... oo 23% 21% 19%

Fee-based closings are comprised of mortgages originated for others (including brokered loans and loans
originated through our financial institutions channel). Loans originated by us and purchased from financial
institutions are included in loans closed to be sold while loans originated by us and retained by financial institutions
are included in fee-based closings.




The following table sets forth the composition of our mortgage loan originations by product type for each of
the years ended December 31, 2007, 2006 and 2005;

Year Ended December 31,

2007 2006 2005
Fixed rate. . . ... e e 65% 57% 47%
Adjustable rate . . . ... ... L e 35% 43% 53%
Purchase closings . .. ... ... i e 65% 69% 67%
Refinance closings . . ... ... ... . e e 35% 31% 33%
Conforming®, ... ... 60% 56% 49%
Non-conforming: .
Jumbo'™® . L 24% 23% 31%
AN-A 4% 8% 5%
Second Lien. ... ... e 9% 10% 11%
10 11 1= 3% 3% 4%
Total Non-conforming . ... ... ... .. . . . . i, 40% 44% 51%

) Represents mortgages that conform to the standards of the Federal National Mortgage Association (Fannie Mae™), the
Federal Home Loan Morigage Corporation (“Freddie Mac™) or the Government National Mortgage Association (“Ginnie
Mae™) (collectively, “Government Sponsored Enterprises” or “GSEs™).

@ Represents mortgage loans that have loan amounts exceeding the GSE guidelines.

@ Represents mortgages that are made to borrowers with prime credit histories, but do not meet the documentation
tequirements of a GSE loan.

Appraisal Services Business

Our Mortgage Production segment includes our appraisal services business. In January 2005, Cendant
contributed STARS, its appraisal services business, to us. STARS provides appraisal services utilizing a network
of approximately 2,450 third-party professional licensed appraisers offering local coverage throughout the U.S. and
also provides credit research, flood certification and tax services. The appraisal services business is closely linked to
the processes by which our mortgage operations originate mortgage loans and derives substantially all of its
business from our various channels. The results of operations and financial position of STARS are included in our
Mortgage Production segment for all periods presented.
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Mortgage Servicing Segment

Our Mortgage Servicing segment consists of collecting loan payments, remitting principal and interest
payments 1o investors, managing escrow funds for the payment of mortgage-related expenses such as taxes and
insurance and otherwise administering our mortgage loan servicing portfolio. We principally generate revenue for
our Mortgage Servicing segment through fees earned for servicing mortgage loans held by investors. (See Note 1,
“Summary of Significant Accounting Policies—Revenue Recognition—Mortgage Servicing” in the Notes to
Consolidated Financial Statements included in this Form 10-K for a discussion of our Loan servicing income.) We
also generate revenue from reinsurance activities from our wholly owned subsidiary, Atrium Insurance Corporation
(“Atrium™). Our Mortgage Servicing segment generated 8%, 6% and 10% of our Net revenues for the years ended
December 31, 2007, 2006 and 2005, respectively. The following table sets forth the Net revenues, segment profit (as
described in Note 23, “Segment Information™ in the Notes to Consolidated Financial Statements included in this
Form 10-K) and Assets for our Mortgage Servicing segment for each of the years ended and as of December 31,
2007, 2006 and 2005:

Year Ended and As of December 31,

2007 2006 2065
(In millions)
Mortgage Servicing Netrevenues ..............coovvniannnn, $ 176 $ 131 $ 236
Mortgage Servicing Segment profit ... ... . ... ... oL 75 44 140
Mortgage Servicing ASSeiS . ... ... .. i e e 2,498 2,641 2,555

PHH Mortgage typically retains the MSRs on the mortgage loans that it sells. MSRs are the rights to receive a
portion of the interest coupon and fees collected from the mortgagors for performing specified mortgage servicing
activities, as described above.
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The following table sets forth summary data of our mortgage loan servicing activities for the years ended and
as of December 31, 2007, 2006 and 2005:

Year Ended and As of December 31,

2007 2006 2005 |
(Dollars in millions, except average loan size) |
Average loan servicing portfolio .. ............... .. .. ... $ 163,107 $ 159269 3§ 147,304 \
Ending loan servicing portfolio™® ... ... ... ... .. ... .. $ 159,183 $ 160,222 3 154,843 ‘
Number of loans serviced™® .. ... ... ... ... ... 1,063,187 1,079,671 1,010,855
Average loansize™. . ... ... ... L L..0% 149723 % 148399 § 153,180
Weighted-average interest rate™ ... ..................... 6.1% 6.1% 58%
Delinquent Mortgage Loans:""® ‘
30days. ... 1.93% 1.93% 1.75%
60 days. ... e e 0.46% 0.38% 0.36%
90 dayS OrmMOre . ...ttt ittt e e 0.41% 0.29% 0.38%
Total delinquencies . .. ....... ... ... .. ... ... 2.80% 2.60% 2.49% -y
Foreclosures/real estate owned/bankruptcies . .. ............. 0.87% 0.58% 0.67% 5‘
Major Geographical Concentrations:” g
Califormia . . ... .o\ot e e 11.4% 11.4% 11.4% £
New Jersey .. ..o i e 1.7% 8.5% 8.8% ;
Florida . ....... ... . i 1.3% 7.4% 7.4% £
New York . . . ... .. 7.0% 7.3% 7.4% =
TERAS -« o o v ee e et e e 4.7% 4.8% 5.0% -
Hhinois . ... ... e 4.7% 4.1% 4.0%
Other ... ... e e 57.2% 56.5% 56.0%

(" Prior to June 30, 2006, certain home equity loans subserviced for others were excluded from the disclosed portfolio activity.
As a result of a systoms conversion during the second quarter of 2006, these loans subserviced for others are included in the
portfolic balance as of December 31, 2007 and 2006. The amount of home equity loans subserviced for others and excluded
from the portfelio balance as of December 31, 2005 was approximately $2.5 billion.

2

~-

Includes approximately 130,000 loans with an unpaid principal balance of $19.3 billion for which the underlying MSRs have
been sold as of December 31, 2007. The Company is subservicing these loans until the MSRs are transferred from our
systems to the purchaser’s systems, which is expected to occur in the second quarter of 2008.

3

-

Excludes certain home equity loans subserviced for others as of December 31, 2005. Had these 20,155 loans been excluded
from the number of loans serviced as of December 31, 2007, the average loan size would have increased from $149.723 to
$151,261. Had these 39,335 loans been excluded from the number of loans serviced as of December 31, 2006, the average
loan size would have increased from $148,399 10 $152,296.

Certain home equity loans subserviced for others described above were excluded from the weighted-average interest rate
calculation as of December 31, 2003, but are included in the weighted-average inlerest rate calculation as of December 31,
2007 and 2006. Had these loans been excluded from the December 31, 2007 and 2006 weighted-average interest rate
calculations, the weighted-average interest rates would have remained 6.1% and 6.1%, respectively.

4

&)

-

Represents the loan servicing portfolio delinquencies as a percentage of the total unpaid balance of the porifolio.
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Certain home equity loans subserviced for others described above were excluded from the delinquency calculations as of
December 31, 2005, but are included in the delinquency calculations as of December 31, 2007 and 2006. Had these loans
been excluded from the December 31, 2007 delinquency calculation, total delinquencies would have increased from 2.80%
to 2.82%. Had these loans been excluded from the December 31, 2006 delinquency calculation, total delinquencies would
have remained 2.60%. In addition, the percentages in foreclosure/real estate owned/bankruptcy as of December 31, 2007 and
2006 would have remained 0.87% and 0.58%, respectively.

™ Certain home equity loans subscrviced for others described above were excluded from the geographical concentrations
calculations as of December 31, 2005, but are included in thé geographical concentrations calculations as of December 31,
2007 and 2006. Had these loans been excluded from the December 31, 2007 geographical concentrations calculations. the



percentage of loans serviced that are located in New Jersey and Florida would have decreased from 7.7% to 7.6% and from
7.3% to 7.2%, respectively, the percentage of loans serviced that are located in lllinois and other states would have increased
from 4.7% to 4.8% and from 57.2% to 57.3%, respectively, and the percentage of loans serviced that are located in California,
New York and Texas would have remained 11.4%, 7.0% and 4.7%, respectively. Had these loans been excluded from the
December 31, 2006 geographical concentrations calculations, the percentage of loans serviced that are located in California
would have decreased from 11.4% to 11.3%, the percentage of loans serviced that are located in Texas would have increased
from 4.£% 1o 4.9% and the percentage of loans serviced that are located in New Jersey, Florida, New York, Illinois and other
states would have remained 8.5%, 7.4%, 7.3%, 4.1% and 56.5%, respectively.

Mortgage Guaranty Reinsurance Business

Our Mortgage Servicing segmemt also includes our mortgage reinsurance business, Atrium, a wholly owned
subsidiary and a New York domiciled monoline mortgage guaranty insurance company. We provide mortgage
reinsurancs to certain third-party insurance companies that provide primary mortgage insurance (“PMI”) on loans
originated in our Mortgage Production segment, which generally includes conventional loans with an original loan
amount in excess of 80% of the property’s original appraised value. PMI benefits mortgage lenders as well as
investors in asset-backed securities and/or pools of whole loans that are backed by insured mortgages. While we do
not underwrite PMI directly, we provide reinsurance that covers losses in excess of a specified percentage of the
principal balance of a given pool of mortgage loans, subject to a contractual limit. In exchange for assuming a
portion of the risk of loss related to the reinsured loans, Atrium receives premiums from the third-party insurance
companies. As of December 31, 2007, the unpaid principal balance of mortgage loans covered by such mortgage
reipsurance was approximately $10.0 billion, and a tiability of $32 million was included in.Other liabilities in the
accompanying Consolidated Balance Sheet for estimated tosses associated with our mortgage reinsurance activ-
ities. As of December 31, 2007, Atrium had restricted cash of $222 million, which is available to cover the payment
of claims on policies in force. See “Iiem 7A. Quantitative and Qualitative Disclosures About Market Risk—Con-
sumer Credit Risk—Mortgage Reinsurance” and “Item 1 A. Risk Factors—Risks Related to our Business-—Down-
ward trends in the real estate market could adversely impact our business, profitability or results of operations.” for
more information.

Competitimi

The principal factors for competition for our Mortgage Production and Mortgage Servicing segments are
service, quality, products and price. Competitive conditions also can be impacted by shifts in consumer preference
between variable-rate mortgages and fixed-rate morigages, depending on the interest rate environment, In our
Mortgage Production segment, we work with our clients to develop new and competitive loan products that address
their specific customer needs. In our Mortgage Servicing segment, we focus on customer service while working to
enhance the efficiency of our servicing platform. Excellent customer service is also a critical component of our
competitive strategy to win new clients and maintain existing clients. Within every process in our Mortgage
Production and Mortgage Servicing segments, employees are trained to provide high levels of customer service.
We, along with our clients, consistently track and monitor customer service levels and look for ways to improve
customer service.

According to Inside Mortgage Finance, PHH Mortgage was the 8th largest retail mortgage loan originator in
the U.S. with a 2.9% market share as of December 31, 2007 and the 11th largest mertgage loan servicer with a 1.5%
market share as of December 31, 2007. Some of our largest competitors include Countrywide Financial, Wells
Fargo Home Mortgage, Washington Mutual, Chase Home Finance, CitiMortgage and Bank of America. Many of
our competttors are larger than we are and have access to greater financial resources than we do, which can place us
at a competitive disadvantage.

We expect that the competitive pricing environment in the mortgage industry will continue during 2008 as
excess origination capacity and lower origination volumes put pressure on production margins and ultimately result
in further industry consolidation. We intend to take advantage of this environment by leveraging our existing
mortgage origination services platform to enter into new outsourcing relationships as more companies determine
that it is no longer economically feasible to compete in the industry. As of the filing date of this Form 10-K, we
signed 14 new mortgage outsourcing relationships in 2007 and 2008, which we expect will result in approximately
$1.3 billion of incremental mortgage origination volume in 2008, However, there can be no assurance that we will
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be successful in continuing to enter into new outsourcing relationships or will realize the expected incremental
origination volume. See “Our Business—Mortgage Production and Mortgage Servicing Segments—Mortgage
Production Segment” for more information.

We are party to the Strategic Relationship Agreement, which, among other things, restricts us and our
affiliates, subject to limited exceptions, from engaging in certain residential real estate services, including any
business conducted by Realogy (formerly Cendant’s real estate services division). The Strategic Relationship
Agreement also provides that we will not directly or indirectly sell any mortgage loans or mortgage loan servicing 1o
certain competitors in the residential real estate brokerage franchise businesses in the U.S, (or any company
affiliated with them). See “— Arrangements with Realogy—Strategic Relationship Agreement” below for more
information.

See “Item 1A. Risk Factors—Risks Related to our Business—The industries in which we operate are highly
competitive and, if we fail to meet the competitive challenges in our industries, it could have a material adverse
effect on our business, financial position, results of operations or cash flows.” for more information.

Seasonality

Qur Mortgage Production segment is generally subject to seasonal trends. These seasonal trends refiect the
pattern in the national housing market, Home sales typically rise during the spring and summer seasons and decline
during the fall and winter seasons. Seasonality has less of an effect on mortgage refinancing activity, which is
primarily driven by prevailing mortgage rates. Our Mortgage Servicing segment is generally not subject to seasonal
trends; however, delinquency rates typically rise temporarily during the winter months, driven by the mortgagor
payment patterns.

Trademarks and Intellectual Property

The trade names and related logos of our financial institutions clients are material to our Mortgage Production
and Mortgage Servicing segments. Our financial institution clients license the use of their names to us in connection
with our private-label business. These trademark licenses generally run for the duration of our origination services
agreements with such financial institution clients and facilitate the origination services that we provide to them.
Realogy’s brand names and related items, such as logos and domain names, of its owned and franchised residential
real estate brokerages are material to our Mortgage Production and Mortgage Servicing segments, Realogy licenses
its real estate brands and related items, such as logos and domain names, to us for use in our mortgage loan
origination services that we provide to Realogy’s owned real estate brokerage, relocation and settlement services
businesses. In connection with the Spin-Off, TM Acquisition Corp., Coldwell Banker Real Estate Corporation,
ERA Franchise Systems, Inc. and PHH Mortgage entered into a trademark license agreement (the “PHH Mortgage
Trademark License Agreement”) pursuant to which PHH Mortgage was granted a license to use certain of
Realogy’s real estate brand names and related items, such as domain names, in connection with our mortgage loan

origination services on behalf of Realogy’s franchised real estate brokerage business. PHH Mortgage was granted a -

license to use brand names and related items, such as domain names, in connection with Realogy’s real estate
brokerage business owned and operated by NRT, the relocation business owned and operated by Cartus and the
settlement services business owned and operated by TRG; however this license terminated upon PHH Home Loans
commencing operations. PHH Home Loans is party to its own trademark license agreement (the “Mortgage Venture
Trademark License Agreement”) with TM Acquisition Corp., Coldwell Banker Real Estate Corporation and ERA
Franchise Systems, Inc. pursuant to which PHH Home Loans was granted a license to use certain of Realogy’s real
estate brand names and related items, such as domain names, in connection with our mortgage loan origination
services on behalf of Realogy’s owned real estate brokerage business owned and operated by NRT, the relocation
business owned and operated by Cartus and the settlement services business owned and operated by TRG. See
“— Arrangements with Realogy—Trademark License Agreements” for more information about the PHH Mortgage
Trademark License Agreement and the Mortgage Venture Trademark License Agreement (collectively, the
“Trademark License Agreements™).
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Mortgage Regulation

Our Mortgage Production and Mortgage Servicing segments are subject to numerous federal, state and local
laws and regulations and may be subject to vartous judicial and administrative decisions imposing various
requirements and restrictions on our business. These laws, regulations and judicial and administrative decisions
to which our Mortgage Production and Mortgage Servicing segments are subject include those pertaining to: real
estate settlement procedures; fair lending; fair credit reporting; truth in lending; compliance with net worth and
financial statement delivery requirements; compliance with federal and state disclosure requirements; the estab-
lishment of maximum interest rates, finance charges and other charges; secured transactions; collection, foreclo-
sure, repossession and claims-handling procedures and other trade practices and privacy regulations providing for
the use and safeguarding of non-public personal financial information of borrowers. By agreement with our
financial institution clients, we are required to comply with additional requirements that our clients may be subject
to through their regulators. The Home Mortgage Disclosure Act requires us to disclose certain information about the
mortgage loans we originate and purchase, such as the race and gender of our customers, the disposition of
mortgage applications, income levels and interest rate (i.e. annual percentage rate) information, We believe that
publication .of such information may lead to heightened scrutiny of all mortgage lenders’ loan pricing and
underwriting practices, The federal Real Estate Settlement Procedures Act ("RESPA™) and state real estate
brokerage laws restrict the payment of fees or other consideration for the referral of real estate settlement services.
The establishment of PHH Home Loans and the continuing relationships between and among PHH Home Loans,
Realogy and us are subject to the anti-kickback requirements of RESPA. There can be no assurance that more
restrictive laws, rules and regulations will not be adopted in the future or that existing laws, rules and regulations
will be applied in a manner that may adversely impact our business or make regulatory compliance more difficult or
expensive. During 2007, the majority of states regulating mortgage lending adopted, through statute, regulation or
otherwise, some version of the guidance on non-traditional mortgage loans issued by the federal financial regulatory
agencies in 2006 and 2007. These requirements address issues relating to certain non-traditional mortgage products
and lending practices, including interest-only loans and reduced documentation programs, and impact certain of our
disclosure, qualification and documentation practices with respect to these programs. (See “Item 1A, Risk
Factors—Risks Related to our Business—The businesses in which we engage are complex and heavily regulated,
and changes in the regulatory environment affecting our businesses could have a material adverse effect on our

financial position, results of operations or cash flows.” for more information.)
| .

Insurance Regulation

Atrium, our wholly owned insurance subsidiary, is subject to insurance regulations in the State of New York
relating to, among other things: standards of solvency that must be met and maintained; the licensing of insurers and
their agents; the nature of and limitations on investments; ;.)remium rates; restrictions on the size of risks that may be
insured under a single policy; reserves and provisions for unearned premiums, losses and other obligations; deposits
of securities for the benefit of policyholders; approval of policy forms and the regulation of market conduct,
including the use of credit information in underwriting as well as other underwriting and claims practices. The New
York State Insurance Department also conducts periodic examinations and requires the filing of annual and other
reports relating to the financial condition of companies and other matters.

As a result of our ownership of Atrium, we are subject to New York’s insurance holding company statute, as
well as certain other laws, which, among other things, limit Atrium’s ability to declare and pay dividends except
from restricted cash in excess of the aggregate of Atrium’s paid-in capital, paid-in surplus and contingency reserve.
Additionally, anyone seeking to acquire, directly or indirectly, 10% or more of Atrium'’s outstanding common stock,
or otherwise proposing to engage in a transaction involving a change in contro! of Atrium, will be required to obtain
the prior approval of the New York Superintendent of Insurance. (See “Ttem 1 A. Risk Factors—Risks Related to our
Business——The businesses in which we engage are complex and heavily regulated, and changes in the regulatory
environment affecting our businesses could have a material adverse effect on our financial position, results of
operations or cash flows.” for more information.)
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FLEET MANAGEMENT SERVICES SEGMENT

We provide fleet management services to corporate clients and government agencies through-PHH Arval
throughout the U.S. and Canada. We are a fully integrated provider of these services with a broad range of product
offerings. We are the second largest provider of outsourced commercial fleet management services in the U.S. and
Canada, combined, according to the Automotive Fleet 2007 Fact Book. We focus on clients with fleets of greater
than 500 vehicles (the “Large Fleet Market™) and clients with fleets of between 75 and 500 vehicles (the “National
Fleet Market™). As of December 31, 2007, we had more than 341,000 vehicles leased, primarily consisting of cars
and light trucks and, to a lesser extent medium and heavy trucks, trailers and equipment and approximately 290,000
additional vehicles serviced under fuel cards, maintenance cards, accident management services arrangements
andfor similar arrangements. We purchase more than 80,000 vehicles annually. Our Fleet Management Services
segment generated 83%, 80%, and 69% of our Net revenues for the years ended December 31, 2007, 2006 and 2005,
respectively. The following table sets forth the Net revenues, segment profit (as described in Note 23, “Segment
Information” in the Notes to Consolidated Financial Statements included in this Form 10-K) and Assets for our
Fleet Management Services segment for each of the years ended and as of December 31, 2007, 2006 and 2005:

Year Ended and As of December 31,

2007 2006 2005
(In miltions)
Fleet Management Services Netrevenues . .. ................. $ 1861 $ 1830  § 1,71
Fleet Management Services Segment profit. . .. ............... 116 102 80
Fleet Management Services ASSets. ... ..., 5,023 4,868 4,716

We offer fully integrated services that provide solutions to clients subject to their business objectives. We place
an emphasis on customer service and focus on a consultative approach with our clients. Our employees support each
client in achieving the full benefits of outsourcing fleet management, including lower costs and better operations.
We offer 24-hour customer service for the end-users of our products and services. We believe we have developed an
industry-leading technology infrastructure. Our data warehousing, information management and online systems
provide clients access to customized reports to better monitor and manage their corporate fleets.

We provide corporate clients and government agencies the following services and products:

» Fleet Leasing and Fleet Management Services. These services include vehicle leasing, fleet policy
analysis and recommendations, benchmarking, vehicle recommendations, ordering and purchasing vehi-
cles, arranging for vehicle delivery and administration of the title and registration process, as well as tax and
insurance requirements, pursuing warranty claims and remarketing used vehicles. We also offer various
leasing plans, financed primarily through the issuance of variable-rate notes and borrowings through an
asset-backed structure. For the year ended December 31, 2007, we averaged 342,000 leased vehicles.
Substantially all of the residual risk on the value of the vehicle at the end of the lease term remains with the
lessee for approximately 96% of the vehicles financed by us in the U.S, and Canada. These leases typically
have a minimum lease term of 12 months and can be continued after that at the lessee's election for
successive monthly renewals. At the appropriate replacement period, we typically sell the vehicle into the
secondary markel and the client receives a credit or pays the difference between the sale proceeds and the
book vatue. For the remaining 4% of the vehicles financed by us, we retain the residual risk of the value of
the vehicle at the end of the lease term. We maintain rigorous standards with respect to the creditworthiness
of our clients. Net credit losses as a percentage of the ending balance of Net investment in fleet leases have
not exceeded 0.03% in any of the last three years. During the years ended December 31, 2007, 2006 and
2005 our fleet leasing and fleet management servicing generated approximately 88%, 89% and 88%,
respectively, of our Net revenues for our Fleet Management Services segment.

* Maintenance Services. We offer clients vehicle maintenance service cards that are used to facilitate
payment for repairs and maintenance, We maintain an extensive network of third-party service providers in
the 1J.5. and Canada to ensure ease of use by the clients’ drivers. The vehicle maintenance service cards
provide customers with the following benefits: (i} negotiated discounts off of full retail prices through our
convenient supplier network; (ii) access to our in-house team of certified maintenance experts that monitor
transacticns for policy compliance, reasonability and cost-effectiveness and (iii) inclusion of vehicle
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maintenance transactions in a consolidated information and billing database, which assists clients with the
evaluation of overall fleet performance and costs. For the year ended December 31, 2007, we averaged
326,000 maintenance service cards outstanding in the U.S. and Canada. We receive a fixed monthly fee for
these services from our clients as well as additionat fees from service providers in our third-party network
for individual maintenance services. :

»  Accident Management Services. We provide our clients with comprehensive accident management
services such as immediate assistance upon receiving the initial accident report from the driver (e.g.,
facilitating emergency towing services and car rental assistance), an organized vehicle appraisal and repair
process through a network of third-party preferred repair and body shops and coordination and negotiation
of potential accident claims. Our accident management services provide our clients with the following
benefits: (i) convenient, coordinated 24-hour assistance from our call center; (ii) access to our relationships
with the repair and body shops included in our preferred supplier network, which typically provide clients
with favorable terms and (iii) expertise of our damage specialists, who ensure that vehicle appraisals and
repairs are appropriate, cost-efficient and in accordance with each client’s specific repair policy. For the
year ended December 31, 2007, we averaged 334,000 vehicles that were participating in accident
management programs with us in the U.S. and Canada. We receive fees from our clients for these services
as well as additional fees from setvice providers in our third-party network for individual incident services.

» Fuel Card Services, We provide our clients with fuel card programs that facilitate the payment,
monitoring and control of fuel purchases through PHH Arval. Fuel is typically the single largest fleet-
related operating expense. By using our fuel cards, our clients receive the following benefits: access to more
fuel brands and outlets than other private-label corporate fuel cards, point-of-sale processing technology for
fuel card transactions that enhances clients’ ability to monitor purchases and consolidated billing and
access to other information on fuel card transactions, which assists clients with the evaluation of overall
fleet performance and costs. Our fuel card offered through a relationship with Wright Express in the
U.S. and through a proprietary card in Canada offers expanded fuel management capabilities on one service
card. For the year ended December 31, 2007, we averaged 330,000 fuel cards outstanding in the U.S. and
Canada. We receive both monthly fees from our fuel card clients and additional fees from fuel providers.

The following table sets forth the Net revenues attributable to our domestic and foreign operations for our Fleet
Management Services segment for each of the years ended December 31, 2007, 2006 and 2005:

Year Ended December 31,
. 2007 2006 2005
’ (In millions)

Net revenues:
DOMIEStIC . « & o ittt e e e e e e $ 1,781 § 1,751 % 1,654
FOreign . . . e 80 79 57-

The following table sets forth our Fleet Management Services segment’s Assets located domestically and in
foreign countries as of December 31, 2007, 2006 and 2005:

As of December 31,
2007 2006 2005
{In millions)

Assets:
DOMEStIC: « o et e e e e e $ 4699 $ 4678 & 4,529
FOTeign . . .. o e 324 190 187
Leases

We lease vehicles to our clients under both open-end and closed-end leases. The majority of our leases are to
corporate clients and are open-end leases, a form of lease in which the customer bears substantially all of the
vehicle’s residual value risk.
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Our open-end operating lease agreements provide for a minimum lease term of 12 months. At any time after
the end of the minimum term, the client has the right to terminate the lease for a particular vehicle at which point, we
generally sel! the vehicle into the secondary market. If the net proceeds from the sale are greater than the vehicle’s
book value, the client receives the difference. If the net proceeds from the sale are less than the vehicle’s book value,
the client pays us substantially all of the difference. Closed-end leases, on the other hand, are generally entered into
for a designated term of 24, 36 or 48 months. At the end of the lease, the client returns the vehicle to us. Except for
excess wear and tear or excess mileage, for which the client is required to reimburse us, we then bear the risk of loss
upon resale.

Open-end leases may be classified as operating leases or direct financing leases depending upon the nature of
the residual guarantee. For operating leases, lease revenues, which contain a depreciation component, an interest
component and a management fee component, are recognized over the lease term of the vehicle, which encom-
passes the minimum lease term and the month-to-month renewals. For direct financing leases, lease revenues
contain an interest component and a management fee component. The interest component is recognized using the
effective interest method over the lease term of the vehicle, which encompasses the minimum lease term and the
month-to-month renewals. Amounts charged to the lessees for interest are determined in accordance with the
pricing supplement to the respective lease agreement and are generally calculated on a variable-rate basis that varies
month-to-month in accordance with changes in the variable-rate index. Amounts charged to the lessees for interest
may also be based on a fixed rate that would remain constant for the life of the lease. Amounts charged to the lessees
for depreciation are based on the straight-line depreciation of the vehicle over its expected lease term. Management
fees are recognized on a straight-line basis over the life of the lease. Revenue for other Services is recognized when
such services are provided to the lessee.

We originate certain of our truck and equipment leases with the intention of syndicating to banks and other
financial institutions. When we sell operating leases, we sell the underlying assets and assign any rights to the
leases, including future leasing revenues, to the banks or financial institutions. Upon the transfer and assignment of
the rights associated with the operating leases, we record the proceeds from the sale as revenue and recognize an
expense for the undepreciated cost of the asset sold. Upon the sale or transfer of rights to direct financing leases, the
net gain or loss is recorded. Under certain of these sales agreements, we retain a portion of the residual risk in
connection with the fair value of the asset at lease termination.

Trademarks and Intellectual Property

The service mark “PHH” and related trademarks and logos are material to our Fleet Management Services
segment. All of the material marks used by us are registered (or have applications pending for registration) with the
U.S. Patent and Trademark Office. All of the material marks used by us are also registered in Canada, and the
“PHH” mark and logo are registered (or have applications pending) in those major countries where we have
strategic partnerships with local providers of fleet management services. Except for the “Arval” mark, which we
license from a third party so that we can do business as PHH Arval, we own the material marks used by us in our
Fleet Management Services segment.

Competition

We differentiate ourselves from our competitors primarily on three factors: the breadth of our product offering;,

customer service and technology. Unlike certain of our competitors that focus on selected elements of the fleet
management process, we offer fully integrated services. In this manner, we are able to offer customized solutions to
clients regardless of their needs. We believe we have developed an industry-leading technology infrastructure. Our
data warehousing, information management and online systems enable clients to download customized reports to
better monitor and manage their corporate fleets. Qur competitors in the U.S, and Canada include GE Commercial
Finance Fleet Services, Wheels Inc., Automotive Resources International, Lease Plan International and other local
and regional competitors, including numerous competitors who focus on one or two products. Certain of our
competitors are larger than we are and have access to greater financial resources than we do. (See “Item 1A. Risk
Factors—Risks Related to our Business—The businesses in which we engage are complex and heavily regulated,
and changes in the regulatory environment affecting our businesses could have a material adverse effect on our
financial position, results of operations or cash flows.” for more information.)
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Seasonality'

The revenues generated by our Fleet Management Services segment are generally not seasonal.

Conunercial Fleet Leasing Regulation

We are subject to federal, state and local laws and regulations including those relating to taxing and licensing
of vehicles and certain consumer credit and environmental protection. Qur Fleet Management Services segment
could be liable for damages in connection with motor vehicle accidents under the theory of vicarious liability in
certain jurisdictions in which we do business. Under this theory, companies that lease motor vehicles may be subject
to liability for the tortious acts of their lessees, even in situations where the leasing company has not been negligent.
Our Fleet Management Services segment is subject to unlimited liability as the owner of leased vehicles in one
major province in Canada and is subject to limited liability (e.g'. in the event of a lessee’s failure to meet certain
insurance of financial responsibility requirements) in two major provinces, Ontario and British Columbia, and as
many as fiftéen jurisdictions in the U.S. Although our lease contracts require that each lessee indemnifies us against
such liabilities, in the event that a lessee lacks adequate insurance coverage or financial resources to satisfy these
indemnity provisions, we couid be liable for property damage or injuries caused by the vehicles that we lease.

On August 10, 2005, a federal law was enacted in the U.S, which preempted state vicarious liability laws that
imposed unlimited liability on a vehicle Iessor. This law, however, does not preempt existing state laws that impose
limited liability on a vehicle lessor in the event that certain insurance or financial responsibility requirements for the
leased vehicles are not met. Prior to the enactment of this law, our Fleet Management Services segment was subject
to unlimited liability in the District of Columbia, Maine and New York. It is unclear at this time whether any of these
three jurisdictions will enact legislation imposing limited or an alternative form of liability on vehicle lessors. In
addition, the scope, application and enforceability of this federal 1aw have not been fully tested. For example, a state
trial court in New York has ruled that the law is unconstitutional. On February 1, 2008, the intermediate New York
Court of Appeals reversed the trial court and upheld the constitutionality of the federal law. The ultimate disposition
of this New York case and cases that are pending in other jurisdictions and their impact on the federal law are
uncertain at this time.

Additionally, a law was enacted in the Province of Ontario setting a cap of $1 million on a lessor’s liability for
personal injuries for accidents occurring on or after March 1, 2006. A similar law went into effect in the Province of
British Cclumbia effective November 8, 2007, The British Columbia law also includes a cap of $1 million on a
lessor’s liability. In December 2007, the Province of Alberta legislature adopted a vicarious liability bill with
provisions similar to the Ontario and British Columbia statutes, including a cap of $1 million on a lessor’s liability,
but an effective date has not yet been established. The scope, application and enforceability of these provincial laws
have not been fully tested. (See “Item 1A. Risk Factors—Risks Related to our Business—The businesses in which
we engage are complex and heavily regulated, and changes in the regulatory environment affecting our businesses
could have a material adverse effect on our financial position, results of operations or cash flows” and
“— Unanticipated liabilities of our Fleet Management Services segment as a result of damages in connection
with moter vehicle accidents under the theory of vicarious liability could have a material adverse effect on our
business, financial position, results of operations or cash flows.” for more information. )

EMPLOYEES'

As of December 31, 2007, we employed a total of approximately 5,460 persons, including approximately
4,120 persons in our Mortgage Production and Mortgage Servicing segments, approximately 1,300 persons in our
Fleet Management Services segment and approximately 40 corporate employees. Management considers our
employee relations to be satisfactory, As of December 31, 2007, none of our employees were covered under
collective bargaining agreements.

ARRANGEMENTS WITH CENDANT

|
For all periods presented in this Form 10-K prior to February 1, 2005, we were a wholly owned subsidiary of
Cendant ancli provided homeowners with mortgages, serviced mortgage loans, facilitated employee relocations and
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provided vehicle fleet management and fuel card services to commercial clients. On February 1, 2005, we began
operating as an independent, publicly traded company pursuant to the Spin-Off. We entered into several contracts
with Cendant in connection with the Spin-Off to provide for our separation from Cendant and the transition of our
business as an independent company, including a separation agreement (the “Separation Agreement”), a tax sharing
agreement (as amended and restated, the “Amended Tax Sharing Agreement™) and a transition services agreement
(the “Transition Services Agreement”).

SEPARATION AGREEMENT

In connection with the Spin-Off, we and Cendant entered into the Separation Agreement that provided for our
internal reorganization whereby we distributed our former relocation and fuel card businesses to Cendant, and
Cendant contributed its former appraisal business, STARS, to us. The Separation Agreement also provided for the
allocation of the costs of the Spin-Off, the establishment of our pension, 401(k} and retiree medical plans, our
assumption of certain Cendant stock options and restricted stock awards (as adjusted and converted into awards
relating to our Common stock), our assumption of certain pension obligations and certain other provisions
customary for agreements of its type.

Following the Spin-Off, the Separation Agreement requires us to exchange information with Cendant, resolve
disputes in a particular manner, maintain the confidentiality of certain information and preserve available legal
privileges. The Separation Agreement also provides for a mutual release of claims by Cendant and us, indem-
nificatton rights between Cendant and us and the non-solicitation of employees by Cendant and us.

Allocation of Costs and Expenses Related to the Transaction

Pursuant to the Separation Agreement, all out-of-pocket fees and expenses incurred by us or Cendant directly
related to the Spin-Off (other than taxes, which are allocated pursuant to the Amended Tax Sharing Agreement
discussed below) are to be paid by Cendant; provided, however, Cendant is not obligated to pay any such expenses
incurred by us unless such expenses have had the prior written approval of an officer of Cendant. Additicnally, we
are responsible for our own internal fees, costs and expenses, such as salaries of personnel, incurred in connection
with the Spin-Off.

Release of Claims

Under the Separation Agreement, we and Cendant release one another from all liabilities that occurred, failed
to occur or were alleged to have occurred or failed to occur or any conditions existing or alleged to have existed on
or before the date of the Spin-Off. The release of claims, however, does not affect Cendant’s or our rights or
obligations under the Separation Agreement, the Amended Tax Sharing Agreement or the Transition Services
Agreement.

Indemnification

Pursuant to the Separation Agreement, we agree to indemnify Cendant for any losses (other than losses relating
to taxes, indemnification for which is provided in the Amended Tax Sharing Agreement) that any party seeks to
impose upon Cendant or its affiliates that relate to, arise or result from:

= any of our liabilities, including, among other things:

(i) all lLiabilities reflected in our pro forma balance sheet as of September 30, 2004 or that would be, or
should have been, reflected in such balance sheet,

(i1) all liabilities relating to our business whether before or after the date of the Spin-Off,

(it} all liabilities that relate to, or arise from any performance guaranty of Avis Group Holdings, Inc. in
connection with indebtedness issued by Chesapeake Funding LLC (which changed its name to
Chesapeake Finance Holdings LLC effective March 7, 2006),

(iv) "any liabilities relating to our or our affiliates’ employees and
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(v) "all liabilities that are expressly allocated to us or our affiliates, or which are not specifically assumed by
 Cendant or any of its affiliates, pursuant to the Separation Agreement, the Amended Tax Sharing
. Agreement or the Transition Services Agreement;

= any breach by us or our affiliates of the Separation Agreement, the Amended Tax Sharing Agreement or the
Transition Services Agreement and

= any liabilities relating to information in the registration statement on Form 8-A filed with the SEC on
January 18, 2005 (the “Form 8-A’"), the information statement (the “Information Statement™) filed by us as
an exhibit to our Current Report on Form 8-K filed on January 19, 2003 (the “January 19, 2005 Form 8-K”})
or the investor presentation (the “Investor Presentation™) filed as an exhibit to the January 19, 2005
Form 8-K, other than portions thereof provided by Cendant.

Cenclaht is obligated to indemnify us for any losses {other than losses relating to taxes, indemnification for
which is provided in the Amended Tax Sharing Agreement described below under “— Tax Sharing Agreement”)
that any party seeks to impose upon us or our affiliates that relate to:

. ::myI liabilities other than liabilities we have assumed or any liabilities relating to the Cendant business;

. anyI breach by Cendant or its affiliates of the Separation Agreement, the Amended Tax Sharing Agreement
or the Transition Services Agreement and

» any liabilities relating to information in the Form 8-A, the Information Statement or the Investor
Presentation provided by Cendant.

In addition, we and our pension plan have agreed to indemnify Cendant and its pension plan, and Cendant and
its pension plan have agreed to indemnify us and our pension plan, with respect to any liabilities involving eligible
participants in our and Cendant’s pension plans, respectively.

TAX SHARING AGREEMENT

In conhection with the Spin-Off, we and Cendant entered into a tax sharing agreement that contains provisions
governing the allocation of liabilities for taxes between Cendant and us, indemnification for certain tax liabilities
and responsibility for preparing and filing tax returns and defending tax contests, as well as other tax-related matters
including the sharing of tax information and cooperating with the preparation and filing of tax returns. On
December 21, 2005, we and Cendant entered into the Amended Tax Sharing Agreement which clarifies that
Cendant shall be responsible for tax liabilities and potential tax benefits for certain tax returns and time periods.

Allocation of Liability for Taxes

Pursuant to the Amended Tax Sharing Agreement, Cendant is responsible for all federal, state and local
income taxés of or attributable to any affiliated or similar group filing a consolidated, combined or unitary income
tax return of which any of Cendant or its affiliates (other than us or our subsidiaries) is the common parent for any
taxable period beginning on or before January 31, 2003, except, in certain cases, for taxes resulting from the failure
of the Spin-Off or transactions relating to the internal reorganization to qualify as tax-free as described more fully
below. Cendant is responsible for all other income taxes and all non-income taxes attributable to Cendant and its
subsidiaries (other than us or our subsidiaries), and, except for certain separate income taxes attributable to years
prior to 2004 as noted below, which are Cendant’s responsibility, we are responsible for all other income taxes and
all non-income taxes attributable to us and our subsidiaries. As a result of the resolution of any tax contingencies
that relate to audit adjustments due to taxing authorities’ review of prior income tax returns and any effects of
current year income tax returns, our tax basis in certain of our assets may be adjusted in the future. We are
responsible for any corporate-level taxes resulting from the failure of the Spin-Off or transactions relating to the
internal reclyrganization to qualify as tax-free, which failure was the result of our or our subsidiaries’ actions,
misrepresentations or omissions, We also are responsible for 13.7% of any corporate-level taxes resulting from the
failure of the Spin-Off or transactions relating to the internal reorganization to qualify as tax-free, which failure is
not due tothe actions, misrepresentations or omissions of Cendant or us or our respective subsidiaries. Such
percentage :was based on the relative pro forma net book values of Cendant and us as of September 30, 2004, without
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giving effect to any adjustments to the book values of certain long-lived assets that may be required as a result of the
" Spin-Off and the related transactions. We have agreed to indemnify Cendant and its subsidiaries and Cendant has
agreed to indemnify us and our subsidiaries for any taxes for which the other is responsible.

The Amended Tax Sharing Agreement, dated as of December 21, 2005, clarifies that Cendant is solely
responsible for separate state taxes on a significant number of our income tax returns for years 2003 and prior. We
will cooperate with Cendant on any federal and state audits for these years, but Cendant is contractually obligated to
bear the cost of any liabilities that may result from such audits. Cendant disclosed in its Annual Report on
Form 10-K for the year ended December 31, 2006 (filed on March 1, 2007 under Avis Budget Group, Inc.) that it
séttled the Internal Revenue Service audit for the taxable years 1998 through 2002 that included us,

Preparing and Filing Tax Returns

Cendant has the right and obligation to prepare and file all tax returns reporting tax liabilities for the payment
of which Cendant is responsible as described above. We are required to provide information and to cooperate with
Cendant in the preparation and filing of these tax returns. We have the right and obligation to prepare and file all
other tax returns relating to us and our subsidiaries. ‘

Tax Contests

Cendant has the right to control all administrative, regulatory and judicial proceedings relating to federal, state
and local income tax returns for which it has preparation and filing responsibility, as described above, and all
proceedings relating to taxes resulting from the failure of the Spin-Off or transactions relating to the internal
reorganization to qualify as tax-free. We have the right to control all administrative, regulatory and judicial
proceedings relating to other taxes attributable to us and our subsidiaries.

TRANSITION SERVICES AGREEMENT '

. In connection with the Spin-Off, we entered into the Transition Services Agreement with Cendant and Cendant
Operations, Inc. that governed certain continuing arrangements between us and Cendant to provide for our orderly
transition from a wholly owned subsidiary to an independent, publicly traded company.

Pursuant to the Transition Services Agreement, Cendant, through its subsidiary Cendant Operations, Inc.,
provided us, and we provided to Cendant, various services including services relating to human resources and
employee benefits, payroll, financial systems management, treasury and cash management, accounts payable
services, external reporting, telecommunications services and information technology services. Prior to the Spin-
Off, Cendant provided these and other services to us and allocated certain corporate costs to us which, in the
aggregate, were approximately $3 million during the year ended December 31, 2005, During 2006 and 2005, we
increased our internal capabilities to reduce our reliance on Cendant for these services. Additionally, we continued
to purchase certain information technology services through Cendant through March 31, 2007 under their current
contracts on terms consistent with our historic cost from Cendant. The Transition Services Agreement also
contained agreements relating to indemnification, access to information and certain other provisions customary for
agreements of this type. We have the right to receive reasonable information with respect to charges for transition
services provided by Cendant.

The cost of each transition service under the Transition Services Agreement generally reflected the same
payment terms and was calculated using the same cost-allocation methodologies for the particular service as those
associated with historic costs for the equivalent services, and at a rate intended to approximate an arm’s-length
pricing negotiation as if there were no pre-existing cost-allocation methodology; however, the agreement was
negotiated in the context of a parent-subsidiary relationship and in the context of the Spin-Off. (See “Item 1A. Risk
Factors—Risks Related to the Spin-Off —Our agreements with Cendant and Realogy may not reflect terms that
would have resulted from arm’s-length negotiations between unaffiliated parties.” for more information.) The
Transition Services Agreement expired March 31, 2007. With respect to the outsourced information technology
services provided to us under the Transition Services Agreement, we entered into our own independent relationship
with the existing third-party service provider for these services effective April |, 2007,
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Prior to the Spin-Off, we provided Cendant and certain Cendant affiliates, subsidiaries and business units with
certain information technology support, equipment and services at or from our data center and certain PC desktop
support for approximately 100 Cendant personnel, located at ovr facility in Sparks, Maryland. During 2005, we
provided these services to Cendant and applicable affiliates, subsidiaries and business units under the Transition
Services Agreement. Cendant terminated the provision of these services as of January 1, 2006.

ARRANGEMENTS WITH REALOGY

In connection with the Spin-Off, we entered into several contracts with Cendant’s real estate services division
to provide for the continuation of certain business arrangements, including the Mortgage Venture Operating
Agreement,'the Strategic Relationship Agreement, a marketing agreement (the “Marketing Agreement™), and the
Trademark License Agreements. Cendant’s real estate services division, Realogy, became an independent, publicly
traded company pursuant to the Realogy Spin-Off effective July 31, 2006. On April 10, 2007, Realogy became a
wholly owned subsidiary of Domus Holdings Corp., an affiliate of Apollo Management VI, L.P., following the
completion of a merger and related transactions. Following the Realogy Spin-Off, Realogy is a leading franchisor of
real estate brokerages, the largest owner and operator of residential real estate brokerages in the U.S. and the largest
us. providér of relocation services. (See “ltem | A. Risk Factors—Risks Related to the Spin-Off —QOur agreements
with Cendant and Realogy may not reflect terms that would have resulted from arm’s-length negotiations between
unaffiliated parties.” for more information.) '

MOoORTGAGE VENTURE BETWEEN REaLoGY AND PHH

Realogy, through its subsidiary Realogy Venture Partner, and we, through our subsidiary, PHH Broker Partner,
are parties t;o the Mortgage Venture for the purpose of originating and selling mortgage loans primarily sourced
through Realogy’s owned residential real estate brokerage and corporate relocation businesses, NRT and Cartus,
respectively. In connection with the formation of the Mortgage Venture, we contributed assets and transferred
employees to the Mortgage Venture that have historically supported originations from NRT and Cartus. The
Mortgage Venture Operating Agreement has a 50-year term, subject to earlier termination as described below under;
“__ Termination™ or non-renewal by PHH Broker Partner after 25 years subject to delivery of notice between
January 31, 2027 and January 31, 2028, I the event that PHH Broker Partner does not deliver a non-renewal notice
after the 25th year, the Mortgage Venture Operating Agreement will be renewed for an additional 25-year term
subject to earlier termination as described below under “— Termination.”

The Mortgage Venture commenced operations in October 2005 and is licensed, where applicable, to conduct
foan origination, loan sales and related operations in those jurisdictions in which it is doing business. All mortgage
loans originated by the Mortgage Venture are sold to PHH Mortgage or to unaffiliated third-party investors on
arm’s-length terms. The Mortgage Venture Operating Agreement provides that the members of the Mortgage
Venwre intend that at least 15% of the total number of all mortgage loans originated by the Mortgage Venture be
sold to unaffiliated third-party investors. The Mortgage Venture does not hold any mortgage loans for investment
purposes or retain MSRs for any loans it originates. As discussed under “— Marketing Agreements,” PHH
Mortgage entered into interim marketing agreements with NRT and Cartus pursuant to which Cendant, NRT and
Cartus agreed that PHH Mortgage was the exclusive recommended provider of mortgage products and services
promoted by NRT to its independent contractor sales associates and by Cartus to its customers and clients. The
interim marketing services agreements terminated following the commencement of the Mortgage Venture.
Thereafter, Ithe provisions of the Strategic Relationship Agreement, as discussed in more detail below, began to

govern the manner in which the Mortgage Venture is recommended.
|

Ownership ‘and Distributions

We own 50.1% of the Mortgage Venture through PHH Broker Partner, and Realogy owns the remaining 49.9%
of the Mortgage Venture, through Realogy Venture Partner. The Mortgage Venture is consolidated within our
financial statements, and Realogy’s ownership interest is presented in our financial statements as a minority interest.
Subject to certain regulatory and financial covenant requirements, net income generated by the Mortgage Venture is
distributed quarterly to its members pro rata based upon their respective ownership interests. The Mortgage Venture
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may also require additional capital contributions from us and Realogy under the terms of the Mortgage Venture
Operaling Agreement if it is required to meet minimumn regulatory capital and reserve requirements imposed by any
governmental authority or any creditor of the Mortgage Venture or its subsidiaries.

Management

We manage the Mortgage Venture through PHH Broker Partner with the exception of certain specified actions
that are subject to approval by Realogy through the Mortgage Venture's board of advisors, which consists of
representatives of Realogy and PHH. The Mortgage Venture’s board of advisors has no managerial authority, and its
primary purpose is to provide a means for Realogy to exercise its approval rights over those specified actions of the
Mortgage Venture for which Realogy’s approval is required.

Termination
Pursuant to the Mortgage Venture Operating Agreement, Realogy Venture Partner has the right to terminate the
Mortgage Venture and the Strategic Relationship Agreement in the event of:

= aRegulatory Event (defined below) continuing for six months or more; provided that PHH Broker Partner
may defer termination on account of a Regulatory Event for up to six additional one-month periods by
paying Realogy Venture Partner a $1 million fee at the beginning of each such one-month period;

= a change in control of us, PHH Broker Partner or any other affiliate of ours with a direct or indirect
ownership interest in PHH Home Loans involving certain specified parties;

* a material breach, not cured within the requisite cure period, by us or our affiliates of the representations,
warranties, covenants or other agreements {discussed below) under any of the Mortgage Venture Operating
Agreement, the Strategic Relationship Agreement (described below under “— Strategic Relationship
Agreement”), the Marketing Agreement (described below under “— Marketing Agreements”™), the Trade-
mark License Agreements (described below under “— Trademark License Agreements™), a management
services agreement (the “Management Services Agreement™) (described below under “— Management
Services Agreement”) and certain other agreements entered into in connection with the Spin-Off;

= the failure by the Mortgage Venture to make scheduled distributions pursuant to the Mortgage Venture
Operating Agreement;

* the bankruptcy or insolvency of us or PHH Mortgage or

* any act or omission by us or our subsidiaries that causes or would reasonably be expected to cause material
harm to the reputation of Cendant or any of its subsidiaries.

As defined in the Mortgage Venture Operaling Agreement, a “Regulatory Event” is a situation in which
(i) PHH Mortgage or the Mortgage Venture becomes subject to any regulatory order, or any governmental entity
initiates a proceeding with respect to PHH Mortgage or the Mortgage Venture and (ii} such regulatory order or
proceeding prevents or materially impairs the Mortgage Venture’s ability to originate mortgage loans for any period
of time in a manner that adversely atfects the value of one or more quarterly distributions to be paid by the Mortgage
Venture pursuant to the Mortgage Venture Operating Agreement; provided, however, that a Regutatory Event does
not include (a) any order, directive or interpretation or change in law, rule or regulation, in any such case that is
applicable generally to companies engaged in the mortgage lending business such that PHH Mortgage or such
affiliate or the Mortgage Venture is unable to cure the resulting circumstances described in (ii) above or (b) any
regulatory order or proceeding that results solely from acts or omissions on the part of Cendant or its affiliates.

The representations, warranties, covenants and other agreements in the Strategic Relationship Agreement, the
Marketing Agreement, the Trademark License Agreements and the Management Services Agreement include,
among others: (i) customary representations and warranties made by us or our affiliated party to such agreements,
{i1) our confidentiality agreements in the Mortgage Venture Operating Agreement and the Strategic Relationship
Agreement with respect to Realogy information, (iii) our obligations under the Mortgage Venture Operating
Agreement, (iv) our indemnification obligations under the Mortgage Venture Operating Agreement, the Strategic
Relationship Agreement and the Trademark License Agreements, {v) our non-competition agreements in the
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Strategic Relationship Agreement and (vi) our termination assistance agreements in the Strategic Relationship
Agreement jn the event that the Mortgage Venture is terminated.

Upon a termination of the Mortgage Venture Operating Agreement by Realogy Venture Partner, Realogy
Venture Partner will have the right either (i) to require that PHH Mortgage or PHH Broker Partner purchase all of its
interest in the Mortgage Venture or (ii) to cause PHH Broker Partner to sell its interest in the Mortgage Venture to an
unaffiliated third party designated by Realogy Venture Partner.

The exercise price at which PHH Mortgage or PHH Broker Partner would be required to purchase Realogy
Venture Partner’s interest in the Mortgage Venture would be the sum of the following: (i) the capital account balance
for Realogy Venture Partner’s interest in the Mortgage Venture as of the closing date of the purchase; (ii) the
aggregate amount of all past due quarterly distributions to Realogy Venture Partner and any unpaid distribution in
respect of the most recently completed fiscal quarter as of the closing date of the purchase and (iii) any amount equal
to 49.9% of the net income, if any, realized by the Mortgage Venture at any time after the end of the fiscal quarter
most recently completed as of the closing date of the purchase attributable to mortgage loans in process at any time
prior to the closing date of the purchase. The exercise price would also include a liquidated damages payment equal
to the sum of (i) two times the Mortgage Venture’s trailing 12 months net income (except that, in the case of a
termination by Realogy Venture Partner following a change in control of us, PHH Broker Partner or an affiliate of
ours, PHH Broker Partner may be required to make a cash payment to Realogy Venture Partner in an amount equal
to the Mortgage Venture's trailing 12 months net income multiplied by (a) if the Mortgage Venture Operating
Agreement is terminated prior to its twelfth anniversary, the number of years remaining in the first 12 years of the
term of the Mortgage Venture Operating Agreement or (b) if the Mortgage Venture Operating Agreement is
terminatec after its tenth anniversary, two years) and (ii) all costs reasonably incurred by Cendant and its
subsidiaries in unwinding its relationship with us pursuant to the Mortgage Venture Operating Agreement and
the related agreements, including the Strategic Relationship Agreement, the Marketing Agreement and the
Trademark License Agreements.

The sale price at which PHH Broker Partner would be required to sell its interest in the Mortgage Venture
would be the sum of (i) the fair value of PHH Broker Partner’s interest as of the closing date of the sale, (ii) the
aggregate amount of all past due quarterly distributions to PHH Broker Partner and any unpaid distribution in
respect of the most recently completed fiscal quarter as of the closing date of the sale and (iii) any amount equal to
50.1% of the net income, if any, realized by the Mortgage Venture at any time after the end of the fiscal quarter most
recently completed as of the closing date of the sale attributable to mortgage loans in process at any time prior to the
closing date of the sale. The fair value of PHH Broker Partner’s interest would be equal to PHH Broker Partner’s
proportionate share of the Mortgage Venture’s earnings before interest, taxes, depreciation and amortization
(“EBITDA™) for the 12 months prior to the closing date of the sale, multiplied by a then-current average market
EBITDA multiple for mortgage banking companies.

|

Two-Year Termination

Beginning on February 1, 2015, the tenth anniversary of the Mortgage Venture Operating Agreement, Realogy
Venture Partner may terminate the Mortgage Venture Operating Agreement at any time by giving two years’ prior
written notice to us (a “Two-Year Termination™). Upon a Two-Year Termination of the Mortgage Venture Operating
Agreement by Realogy Venture Partner, Realogy Venture Partner will have the option either (i) to require that PHH
Broker Partner purchase all of Realogy Venture Partner’s interest in the Mortgage Venture or (ii) to cause PHH
Broker Partner to sell its interest in the Mortgage Venture to an unaffiliated third party designated by Realogy
Venture Partner.

The exercise price at which PHH Broker Partner would be required to purchase Realogy Venture Partner’s
interest in the Mortgage Venture would be the sum of the following: (i) the fair value of Realogy Venture Partner’s
interest in the Mortgage Venture as of the closing date of the purchase; (ii) the aggregate amount of all past due
quarterly distributions to Realogy Venture Partner and any unpaid distribution in respect of the most recently
completed fiscal quarter as of the closing date of the purchase and (iii) any amount equal to 43.9% of the netincome,
if any, realized by the Mortgage Venture at any time after the end of the fiscal quarter most recently completed as of
the closing éﬁlate of the purchase attributable to mortgage loans in process at any time prior to the closing date of the
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purchase. The fair value of Realogy Venture Partner’s interest would be determined through business valuation
experts selected by each of PHH Broker Partner and Realogy Venture Partner. These business valuation experts
would then prepare two valuations of the interest in the Mortgage .Venture in light of the relevant facts and
circumstances, including the consequences of the Two-Year Termination and PHH Broker Partner’s purchase of
Realogy Venture Partner’s interest. In the event that the difference between the two valuations is equal to or less than
10%, then the average of the two valuations would be used as the fair value of Realogy Venture Partner’s interest in
the Mortgage Venture. In the event that the difference between the two valuations is greater than 10%, then the two
business valuation experts would select another business valuation expert to perform a third valuation which would
be used as the fair value of Realogy Venture Partner’s interest in the Mortgage Venture.

The sale price at which PHH Broker Partner would be required to sell its interest in the Mortgage Venture
would be the sum of (i) the fair value of PHH Broker Partner’s interest as of the closing date of the sale, (ii) the
aggregate amount of all past due quarterly distributions to PHH Broker Partner and any unpaid distribution in
respect of the most recently completed fiscal quarter as of the closing date of the sale and (iii) any amount equal to
50.1% of the net income, if any, realized by the Mortgage Venture at any time after the end of the fiscal quarter most
recently completed as of the closing date of the sale attributable to mortgage loans in process at any time prior to the
closing date of the sale. The fair value of PHH Broker Partner’s interest would be determined in a similar manner as
the fair value of Realogy Venture Partner’s interest is determined above.

Special Termination

In the event that, as a result of any change in the law, (i) any provision of the Mortgage Venture Operating
Agreement or the related agreements (including the Strategic Relationship Agreement, the Marketing Agreement
and the Trademark License Agreements) is not compliant with applicable law or (ii) the financial terms of the
Mortgage Venture Operating Agreement or any of the related agreements, taken as a whole, become inconsistent
with the then-current market, the members shall use commercially reasonable efforts to restructure our business and
to amend the Mortgage Venture Operating Agreement in a manner that complies with such law and, to the extent
possible, most closely reflects the original intention of the members as to the economics of their relationship. In the
case of a law that renders the financial terms of the Mortgage Venture Operating Agreement to become inconsistent
with the then-current market, Realogy Venture Partner may also request that PHH Broker Partner and PHH
Mortgage enter into good faith negotiations to renegotiate the terms of the Mortgage Venture Operating Agreement
within 30 days following the request. During such 30-day period, Realogy Venture Partner may solicit proposals
from PHH Broker Partner and other persons for the provision of mortgage services substantially similar to those
provided under the Mortgage Venture Operating Agreement and the retated agreements. If Realogy Venture Partner
receives a proposal from a third party that Realogy Venture Partner determines, taken as a whole, is superior to PHH
Broker Partner’s proposal, then Realogy Venture Partner may elect to terminate the Mortgage Venture Operating
Agreement. Upon a termination of the Mortgage Venture Operating Agreement by Realogy Venture Partner, PHH
Broker Partner would be required to purchase Realogy Venture Partner’s interest in the Mortgage Venture at a price
calculated in the same manner as the price at which Realogy Venture Partner could cause PHH Broker Partner 1o
purchase its interest in the Mortgage Venture upon a Two-Year Termination. The closing of the purchase would be
completed within 90 days of the termination of the Mortgage Venture Operating Agreement by Realogy Venture
Partner.

PHH Termination

PHH Broker Partner has the right to terminate the Mortgage Venture Operating Agreement either upon a
material breach, not cured within the requisite cure period by Realogy Venture Partner of a material provision of the
Mortgage Venture Operating Agreement or the related agreements, including the Strategic Relationship Agree-
ment, the Marketing Agreement and the Trademark License Agreements, or the bankruptcy or insolvency of
Cendant, Upon a termination of the Mortgage Venture Operating Agreement by PHH Broker Partner, PHH Broker
Partner has the right to purchase Realogy Venture Partner’s interest in the Mortgage Venture at a price equal to the
sum of the following: (i) the fair value of Realogy Venture Partner’s interest in the Mortgage Venture as of the date
PHH Broker Partner exercises its purchase right; (ii) the aggregate amount of all past due quarterly distributions to
Realogy Venture Partner and any unpaid distribution in respect of the most recently completed fiscal quarter as of
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the date PHH Broker Partner exercises its purchase right and (iii) any amount equal to 49.9% of the net income, if
any, realized by the Mortgage Venture at any time after the end of the fiscal quarter most recently completed as of
the date PHH Broker Partner exercises its purchase right attributable to mortgage loans in process at any time prior
to the date PHH Broker Partner exercises its purchase right. The fair value of Realogy Venture Partner’s interest
would be equal to Realogy Venture Partner’s proportionate share of the Mortgage Venture's trailing 12 month
EBITDA multiplied by a then-current average EBITDA multiple for mortgage banking companies. PHH Broker
Partner’s right would be exercisable for two months following a termination event by delivering written notice to
Cendant. The closing of the purchase would not be compleied prior to the one-year anniversary of PHH Broker
Partner’s exercise notice to Realogy Venture Partner.

PHH Non-Renewal

As discussed above, PHH Broker Partner may elect not to renew the Mortgage Venture Operating Agreement
for an additional 25-year term by delivering a notice to Realogy Venture Partner between January 31, 2027 and
January 31, 2028. Upon a non-renewal of the Mortgage Venture Operating Agreement by PHH Broker Partner, PHH
Broker Partner has the right either (i) to purchase Realogy Venture Partner’s interest in the Mortgage Venture at a
price calculated in the same manner as the price at which Realogy Venture Partner could cause PHH Broker Partner
to purchase its interest in the Mortgage Venture upon a Two-Year Termination or (ii) to sell PHH Broker Partner’s
interest in the Mortgage Venture to an unaffiliated third party designated by Realogy Venture Partner at a price
calculated in the same manner as the price at which Realogy Venture Partner could cause PHH Broker Partner to sell
its interest in the Mortgage Venture upon a Two-Year Termination. The closing of this transaction would not be
completed prior to January 31, 2030.

Effects of Termination or Non-Renewal

Upon termination of the Mortgage Venture by Realogy Venture Partner or PHH Broker Partner as described
above, the Mortgage Venture Operating Agreement and related agreements will terminate automatically (excluding
certain privacy, non-competition, venture-related transition provisions and other general provisions, which shall
survive the termination of such agreements), and Realogy Venture Partner and its affiliates will be released from any
restrictions under the agreements entered into in connection with the Mortgage Venture Operating Agreement
(including the Strategic Relationship Agreement, the Marketing Agreement, the Trademark License Agreements
and the Management Services Agreement) that may restrict its ability to pursue a partnership, joint venture or
another arrangement with any third-party mortgage operation.

MANAGEMENT SERVICES AGREEMENT

PHH Mortgage operates under the Management Services Agreement with the Mortgage Venture pursuant to
which PHH Mortgage provides certain mortgage origination processing and administrative services for the
Mortgage Venture. The mortgage origination processing services that PHH Mortgage provides the Mortgage
Venture include seasonal call center staffing beyond the Mortgage Venture’s permanent staff, secondary mortgage
marketing, |'Jricing and, for certain channels, underwriting, credit scoring and document review. Administrative
services that PHH Mortgage provides the Mortgage Venture include payroll, financial systems management,
treasury, information technology services, telecommunications services and human resources and employee
benefits services. In exchange for such services, the Mortgage Venture pays PHH Mortgage a fee per service
and a fee per loan, subject to a minimum amount. The Management Services Agreement terminates automatically
upon the termination of the Strategic Relationship Agreement.
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STRATEGIC RELATIONSHIP AGREEMENT

We and Realogy are parties to the Strategic Relationship Agreement. The Strategic Relationship Agreement
contains detailed covenants regarding the relationship of Realogy and us with respect to the operation of the
Mortgage Venture and its origination channels, which are discussed below:

Exclusive Recommended Provider of Mortgage Loans

Under the Strategic Relationship Agreement, Realogy agreed that the residential and commercial real estate
brokerage business owned and operated by NRT, the title and settlement services business owned and operated by
TRG, and the relocation business owned and operated by Cartus will exclusively recommend the Mortgage Venture
as provider of mortgage loans to (i) the independent sales associates affiliated with the Realogy Entities (excluding
the independent sales associates of any Realogy Franchisee acting in such capacity), (ii) all customers of the
Realogy Entities (excluding Realogy Franchisees or any employee or independent sales associate thereof acting in
such capacity) and (iii) all U.S.-based employees of Cendant, Realogy, however, is not required under the terms of
the Strategic Relationship Agreement to condition doing business with a customer on such customer obtaining a
mortgage loan from the Mortgage Venture or contacting or being contacted by the Mortgage Venture. Realogy has
the right to terminate the exclusivity arrangement of the Strategic Relationship Agreement under certain circum-
stances, including (i) if we materially breach any representation, warranty, covenant or other agreement contained
in any of the agreements entered into in connection with the Mortgage Venture Operating Agreement (described
generally above under “— Mortgage Venture Between Realogy and PHH—Termination”) and such breach is not
cured within the required cure period and (ii) if a Regulatory Event occurs and is not cured within the required time
period. In addition, if the Mortgage Venture is prohibited by law, rule, regulation, order or other legal restriction
from performing its mortgage origination function in any jurisdiction, and such prohibition has not been cured
within the applicable cure period, Realogy has the right to terminate exclusivity in the affected jurisdiction.

Subsequent Mortgage Company Acquisitions

If Realogy acquires or enters into an agreement to acquire, directly or indirectly, a residential real estate
brokerage business that also directly or indirectly owns or conducts a mortgage loan origination business, then we
will work together with Realogy and the Mortgage Venture to formulate a plan for the sale of such mortgage loan
origination business to the Mortgage Venture pursuant to pricing perimeters specified in the Strategic Relationship
Agreement. If the parties do not reach an agreement with respect to the terms of the sale within 30 days after we or
the Mortgage Venture receive notice of the proposed acquisition, Realogy has the option either (i) to sell the
mortgage loan origination business to a third party (provided that the Mortgage Venture has a right of first refusal if
the purchase price for the proposed sale to the third party is less than a specified amount with respect to the purchase
price calculated under the formulas specified in the Strategic Relationship Agreement or, if no formula is
applicable, the price proposed by Realogy) or (ii) to retain and operate the mortgage loan origination business
of such residential real estate brokerage business, and, in either case, described under clauses (i) or (ii), at the option
of Realogy, under certain circumstances, the exclusivity provisions described above will terminate with respect to
each county in which the mortgage loan origination business of such acquired residential real estate brokerage
conducts its operations. If the parties reach agreement with respect to the terms of the sale but the Mortgage Venture
defaults on its obligation to complete the sale transaction in a timely manner, the Mortgage Venture is required 1o
make a damages payment to Realogy within 30 days after the acquisition was scheduled to close. If the damages
payment is not made by such date, at the option of Realogy, under certain circumstances, the exclusivity provisions
described above will terminate with respect to each county in which the mortgage loan origination business of the
acquired residential real estate brokerage conducts its operations.

Non-Competition

The Strategic Relationship Agreement provides that, subject to limited exceptions, we will not engage in (i} the
title, closing, escrow or search-related services for residential real estate transactions and all other mortgage-related
transactions or provide any services or products which were otherwise offered or provided by TRG as of January 31,
2005, (ii) the residential real estate brokerage business, commercial real estate brokerage business or corporate
relocation services business, or become or operate as a broker, owner or franchisor in any such business, or
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otherwise, directly or indirectly, assist or facilitate the purchase or sale of residential or commercial real estate
(other than through STARS or through the Mortgage Venture’s crigination and servicing of mortgage loans) or
(iii) any other business conducted by Realogy as of January 31, 2005. Qur non-competition covenant will survive
for up to two years following termination of the Strategic Relationship Agreement. To the extent that Realogy
expands into new business and, at the time of such expansion, we are engaged in the same business, we will not be
prohibited from continuing to conduct such business. The Strategic Relationship Agreement also provides that
(i) neither we nor our subsidiaries will directly or indirectly seil any mortgage loans or MSRs to any of the 20 largest
residential real estate brokerage firms in the U.S. or any of the 10 largest residential real estate brokerage franchisors
inthe U.S. and (ii) neither we nor our affiliates will knowingly solicit any such competitors for mortgage loans other
than througzh the Mortgage Ventuore, as provided in the Strategic Relationship Agreement and the Mortgage Venture
Operating Agreement.

Other Exclusi vity Arrangements

The Stlralegic Relationship Agreement also provides for additional exclusivity arrangements with PHH,
inctuding the following:

= We will use Realogy Services Group LLC on all of our commercial real estate transactions where a Realogy
comimercial real estate agent is available.

»  We will recommend TRG as the provider of title, closing, escrow and search-related services and

*  We will utilize TRG on an exclusive basis whenever we have the option to choose the title or escrow agent
and TRG either provides such services or receives compensation in connection with such services in the
applicable jurisdiction.

Indemnification

Pursuant to the Strategic Relationship Agreement, we have agreed 1o indemnify Realogy for all losses arising
out of or resulting from (i) any violation or material breach by us of any representation, warranty, or covenant in the
agreement or (ii} our negligent or willful misconduct in connection with the agreement. We have also agreed to
indemnify the Morigage Venture for all losses incurred or sustained by it (i} for any damages paid by the Mortgage
Venture in connection with an acquisition of a mortgage loan origination business under the Strategic Relationship
Agreemeni or (ii) any interest paid by the Mortgage Venture for any failure to make scheduled distributions for any
fiscal quarter pursuant to the Mortgage Venture Operating Agreement. (See “— Subsequent Mortgage Company
Acquisitions” and “— Mortgage Venture Between Realogy and PHH—Termination™ above for more information).

PHH Guarantee

We guarantee all representations, warranties, covenants, agreements and other obligations of our subsidiaries
and affiliates (other than the Mortgage Venture) in the full and timely performance of their respective obligations
under the Strategic Relationship Agreement and the other agreements entered into in connection with the Mortgage
Venture Operating Agreement.

Termination

The Strategic Relationship Agreement terminates upon termination of the Mortgage Venture Operating
Agreement. (See “— Mortgage Venture Between Realogy and PHH—Termination” and “— Effects of Termination
or Non-Renewal” for more information about termination of the Mortgage Venture Operating Agreement.)
Following termination of the Strategic Relationship Agreement, we are required to provide certain transition
services to Realogy for up to one year following termination.

TRADEMARK LICENSE AGREEMENTS

PHH Mortgage, TM Acquisition Corp., Coldwell Banker Real Estate Corporation and ERA Franchise
Systems, Inc. are parties to the PHH Mortgage Trademark License Agreement pursvant to which PHH Mortgage
was granted a license to use certain of Realogy’s real estate brand names, trademarks and service marks and related
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items, such as logos and domain names in its origination of mortgage loans on behalf of customers of Realogy’s
franchised real estate brokerage business. PHH Mortgage also was granted a license to use certain of Realogy’s real
estate brand names and related items in connection with its mortgage loan origination services for Realogy’s real
estate brokerage business owned and operated by NRT, the relocation business owned and operated by Cartus and
the settlement services business owned and operated by TRG; however, this license terminated upon PHH Home
Loans commencing operations. We pay a fixed licensing fee to the licensors on a quarterly basis. PHH Mortgage
agreed to indemnify the licensors and their affiliates for all damages from third-party claims directly or indirectly
arising out of our use of the licensed marks. The PHH Mortgage Trademark License Agreement terminates upon the
completion of either PHH Broker Partner’s purchase of Realogy Venture Partner’s interest in PHH Home Loans, or
PHH Broker Partner’s sale of its interest in PHH Home Loans upon a termination of the Mortgage Venture
Operating Agreement or the dissolution of PHH Home Loans. (See “— Mortgage Venture Between Realogy and
PHH—Termination” and “— Effects of Termination or Non-Renewal” for more information about termination of
the.Mortgage Venture Operating Agreement.) PHH Mortgage or the licensor may also terminate the PHH Mortgage
Trademark License Agreement for the other party’s breach or default of any material obligation under the PHH
Mortgage Trademark License Agreement that is not cured within 60 days after receipt of written notice of the
breach. Upon termination of the PHH Mortgage Trademark License Agreement, PHH Mortgage loses all rights 1o
use the licensed marks and must destroy all materials containing or in any way using the licensed marks.

PHH Home Loans is party to the Mortgage Venture Trademark License Agreement with TM Acquisition
Corp., Coldwell Banker Real Estate Corporation and ERA Franchise Systems, Inc. pursuant to which PHH Home
Loans was granted a license to use certain of Realogy’s real estate brand names, trademarks and service marks and
related items, such as domain names, in connection with its mortgage loan origination services for Realogy’s real
estate brokerage business owned and operated by NRT, the relocation business owned and operated by Cartus and
the settlement services business owned and operated by TRG. The license granted to PHH Home Loans is royalty-
free, non-exclusive, non-assignable, non-transferable and non-sublicensable. PHH Home Loans agrees to indem-
nify the licensors and their affiliates for all damages from third-party claims directly or indirectly arising out of PHH
Home Loan’s use of the licensed marks. The Mortgage Venture Trademark License Agreement terminates upon the
completion of either PHH Broker Partner’s purchase of Realogy Venture Partner’s interest in PHH Home Loans, or
PHH Broker Partner’s sale of its interests in PHH Home Loans upon a termination of the Mortgage Venture
Operating Agreement or the dissolution of PHH Home Loans. (See “— Mortgage Venture Between Realogy and
PHH—Termination” and “— Effects of Termination or Non-Renewal” for more information about termination of
the Mortgage Venture Operating Agreement.) PHH Home Loans or the licensors may also terminate the Mortgage
Venture Trademark License Agreement for the other party’s breach or default of any material obligation under the
Mortgage Venture Trademark License Agreement that is not cured within 60 days after receipt of written notice of
the breach. Upon termination of the Mortgage Venture Trademark License Agreement, PHH Home Loans loses all
rights to use the licensed marks and must destroy all materials containing or in any way using the licensed marks.

MARKETING AGREEMENTS

Coldwell Banker Real Estate Corporation, Century 21 Real Estate LLC, ERA Franchise Systems, Inc.,
Sotheby’s International Affiliates, Inc. and PHH Mortgage are parties to the Marketing Agreement. Pursuant to the
terms of the Marketing Agreement, Coldwell Banker Real Estate Corporation, Century 21 Real Estate LLC, ERA
Franchise Systems, Inc. and Sotheby’s International Affiliates, Inc. have each agreed to recommend exclusively
PHH Mortgage as provider of mortgage loans to their respective independent sales associates. In addition, Coldwell
Banker Real Estate Corporation, Century 21 Reai Estate LLC, ERA Franchise Systems, Inc. and Sotheby’s
International Affiliates, Inc. agree under the Marketing Agreement to actively promote our products and services to
their franchisees and the sales agents of their franchisees, which includes, among other things, promotion of PHH
through mail inserts, brochures and advertisements as well as articles in company newsletters and permitting PHH
Mortgage presentations during sales meetings. Under the Marketing Agreement, we pay Coldwell Banker Real
Estate Corporation, Century 21 Real Estate LLC, ERA Franchise Systems, Inc. and Sotheby’s International
Affiliates, Inc. a marketing fee for conducting such promotions based upon the fair market value of the services 1o
be provided. The Marketing Agreement terminates upon termination of the Strategic Relationship Agreement.
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Prior to entering into the Marketing Agreement, NRT and Cartus each entered into separate interim marketing
agreements with PHH Mortgage, Pursuant to the interim marketing agreement between NRT and PHH Mortgage,
NRT agreed to provide access to PHH Mortgage and to market PHH Mortgage’s various mortgage programs and
services to NRT’s customers and real estate agents in NRT’s company-owned offices. Cartus agreed under its
interim marketing agreement with PHH Mortgage to provide access to PHH Mortgage and to market PHH
Mortgage’s various mortgage programs and services to the customers and clients of Cartus, In addition, NRT and
Cartus each agreed under both interim marketing agreements to provide certain additional marketing and
promotional services for PHH Mortgage. Such services during 2005 included mail inserts, brochures and
advertisements as well as placement in company newsletters and permitting PHH Mortgage presentations during
sales meetings and, with respect to NRT, also included the posting of PHH Mortgage banners and signs throughout
NRT offices. Under both interim marketing agreements, NRT and Cartus each agreed not to enter into similar
arrangements with any other person or entity. PHH Mortgage paid each of NRT and Cartus monthly marketing fees
under the interim marketing agreements, which were based upon the fair market value of the services to be
provided. The NRT interim marketing agreement and the Cartus interim marketing agreement terminated following
the commencement of the Mortgage Venture. The provisions of the Strategic Relationship Agreement and the
Marketing Agreement described above now govern the manner in which the Mortgage Venture and PHH Mortgage,
respectively, are recommended.

ARRANGEMENTS WITH MERRILL LYNCH

Approximately 20% of our mortgage loan originations for the year ended December 31, 2007 were from
Merrill Lynch, pursuant to certain agreements between us and Merrill Lynch as described in more detail below.

ORIGINATION ASSISTANCE AGREEMENT

We are party to the Origination Assistance Agreement, dated as of December 15, 2000, with Merrill Lynch, as
amended (the "OAA™). Pursuant to the OAA, we assist Merrill Lynch in originating certain mortgage loans on a
private-labzel basis. We also provide certain origination-related services for Merrill Lynch on a private-label basis in
connection with Merrill Lynch’s wholesale loan program for correspondent lenders and mortgage brokers. The
mertgage loan origination services that we perform for Merrill Lynch include receiving and processing applications
for certain mortgage loan products offered by Merrill Lynch, preparing documentation for mortgage loans that meet
Merrill Lynch’s applicable underwriting guidelines, closing mortgage loans, maintaining certain files with respect
to mortgage loans and providing daily interest rate sheets to correspondent lenders and mortgage brokers. We also
assist Merrill Lynch in making bulk purchases of certain mortgage loan products from correspondent lenders. Under
the terms of the OAA, we are the exclusive provider of mortgage loans for mortgage loan borrowers (other than
borrowers who borrow indirectly through a correspondent lender or mortgage broker) who either (i) have a
relationship with, or are referred by, a Merrill Lynch Financial Advisor in the Global Private Client Group or (ii) are
clients of the Merrill Lynch investor services group. We are required to provide all services under the OAA in
accordance with the service standards specified therein. The OAA obligates us to make certain liquidated damage
payments to Merrill Lynch if we do not maintain specified levels of customer satisfaction with respect to the
services that we provide on behalf of Merrill Lynch. in addition, our breach of the service standards in certain
circumstances (a “PHH Performance Failure™) may result in termination of the OAA. The initial term of the OAA
expires on December 31, 2010, unless earlier terminated. Upon expiration of the initial term, the OAA will
automatically renew for a five-year extension term; provided that, if there shall have been a PHH Performance
Failure or Merrill Lynch shall not have met certain specified obligations under the OAA prior to December 31,
2010, then the OAA shall not automatically extend unless the non-breaching party gives notice to the other party
that it is willing to extend the OAA. We and Merrill Lynch each have the right to terminate the QAA for the other
party’s uncured material breach of any representation, warranty or covenant of the OAA or bankruptcy or
insolvency. In addition, Merrill Lynch may also terminate the OAA upon notice to us if {i) we lose good standing
with the U.S. Department of Housing and Urban Development (“HUD") or both Fannie Mae and Freddie Mac
revoke our good standing for cause and we do not have our good standing reinstated within 30 days, (i) we
experience a change of control under certain circumstances or {iii) we breach the terms of a trademark use
agreement with Merrill Lynch without curing such a breach within the applicable cure period. During the one-year
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period following the termination of the OAA, we are obligated to assist Merrill Lynch in transitioning the business
back to it or a third-party service provider designated by Merrill Lynch.

PORTFOLIO SERVICING AGREEMENT

~ We are also party to the Portfolio Servicing Agreement, dated as of January 28, 2000, with Merrill Lynch, as
amended (the “Portfolio Servicing Agreement”). Pursuant to the Portfolio Servicing Agreement, we service certain
mortgage loans originated or otherwise held in a portfolio by Merrill Lynch and maintain electronic files related to
the servicing functions that we perform. Mortgage loan servicing under the Portfolio Servicing Agreement includes
collecting loan payments from borrowers, remitting principal and interest payments to the owner of each mortgage
loan and managing escrow funds for the payment of mortgage loan-related expenses, such as property taxes and
homeowner’s insurance. We also assist Merrill Lynch in managing funds relating to-properties acquired by Merrill
Lynch in foreclosure, which may include the disposition of such properties. We may not terminate the Portfolio
Servicing Agreement without the consent of Merrill Lynch. Merrill Lynch, however, may terminate the Portfolio
Servicing Agreement at any time upon notice to us in the event of (i) any uncured material breach of any
representation, warranty or covenant by us under certain agreements, including the Portfolio Servicing Agreement,
a trademark use agreement with Merrill Lynch, and the Loan Purchase and Sale Agreement (as defined below),
(ii) our bankruptcy or insolvency, (iii) the loss of our eligibility to sell or service mortgage loans for Fannie Mae,
Freddie Mac or Ginnie Mae if we cease to be a HUD-approved mortgagee, (iv) we experience a change in control
under certain circumstances or (v) our failure to meet certain service standards specified in the Portfolio Servicing
Agreement, which is not cured within the applicable cure period. If the Portfolio Servicing Agreement is terminated
due to our failure to meet certain specified service standards, then we and Merrill Lynch will retain an arbitrator to
determine the fair market value of the MSRs. Upon determination of the fair market value of such M3Rs by the
arbitrator, Merrill Lynch may elect to terminate the Portfolio Servicing Agreement and purchase such MSRs from
us.

LoaN PURCHASE AND SALE AGREEMENT

We are party to the Loan Purchase and Sale Agreement, dated as of December 15, 2000, with Merrill Lynch, as
amended (the “Loan Purchase and Sale Agreement”). Pursuant to the Loan Purchase and Sale Agreement, we are
required to purchase from Merrill Lynch certain mortgage loans that have been originated under the OAA, including
the MSRs with respect to such loans (other than alternative mortgage loans). We and Merrill Lynch agree upon
mortgage loans constituting alternative mortgage loans from time-to-time, but generally these loans include three-
and five-year adjustable-rate and variable-rate mortgage loans and construction loans. While not required, we may
elect to purchase alternative mortgage loans from Merrill Lynch, including the MSRs associated with such loans,
upon mutual agreement of Merrill Lynch. The initial term of the Loan Purchase and Sale Agreement expires on the
earlier of December 31, 2010 or the date the OAA is terminated. If the OAA is renewed in accordance with its terms,
then the Loan Purchase and Sale Agreement will automatically renew for a concurrent extension term. Both we and
Merrill Lynch have the right to terminate the Loan Purchase and Sale Agreement for the other party’s uncured
material breach of any representation, warranty or covenant of the Loan Purchase and Sale Agreement or
bankruptcy or insolvency. In addition, Merrill Lynch may also terminate the Loan Purchase and Sale Agreement
upon notice to us if (i) we lose our good standing with HUD or both Fannie Mae and Freddie Mac revoke our good
standing for cause and we do not have our good standing reinstated within 30 days, (ii) we experience a change of
control under certain circumstances or (iii) we breach the terms of our trademark use agreement with Memi!l Lynch
without curing such breach within the applicable cure period. Following the termination of the Loan Purchase and
Sale Agreement, we are no longer required to purchase any mortgage loans originated under the OAA.

SERVICING RIGHTS PURCHASE AND SALE AGREEMENT

We are party to the Servicing Rights Purchase and Sale Agreement, dated as of January 28, 2000, with Merrill
Lynch, as amended (the “SRPSA”™). Pursuant to the SRPSA, we are required to purchase from Merrill Lynch the
MSRs for certain mortgage loans that have been originated under the OAA (alternative mertgage loans). We
purchase the MSRs at quarterly bulk offering sales and on a flow basis. We will not purchase MSRs for loans that are
(i) 60 days or more past due as of the sale date, (ii} in litigation or (iii) in bankruptcy. The SRPSA expires upon the
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earlier of December 31, 2010 or the date upon which the OAA is terminated. If the OAA is extended, the SRPSA
shall be automatically extended for the same extension term. Both we and Merrill Lynch have the right to terminate
the SRPS A for the other party’s uncured material breach of any representation, warranty or covenant of the SRPSA
or bankruptcy or insolvency. In addition, either party may terminate the SRPSA if the other party loses its good
standing with HUD, Fannie Mae, Freddie Mac, or Ginnie Mae. Following the termination of the SRPSA, we are no
longer required to purchase the MSRs and no further flow offerings or quarterly bulk offerings shall take place.

Equity Access AND OMEGA LOAN SUBSERVICING AGREEMENT

We are party to the Equity Access and Omega Loan Subservicing Agreement, dated as of June 6, 2002, with
Merrilt Lynch, as amended (the “EA Agreement”). Merrill Lynch services certain revolving line of credit loans
secured by marketable securities, as well as certain securitized and non-securitized residential first and second lien
equity line of credit loans pursuant to applicable pooling and servicing agreements and private investor agreements.
Pursuant to this agreement, we agree to subservice such loans for Merrill Lynch. The EA Agreement expires upon
the earlier of June 1, 2009 or the date upon which the OAA is terminated. With respect to services to be provided by
us pursuant to the EA Agreement, we agree to indemnify Merrill Lynch for all losses resulting from our failure to
comply with the terms of any private investor agreement or pooling and servicing agreement. Merrill Lynch may
" terminate thé EA Agreement at any time upon notice to us in the event of (i) any uncured material breach of any
representation, warranty or covenant by us including failure to make pass-through payments, (ii) our bankruptcy or
insolvency. (iii) the loss of our eligibility to sell or service mortgage loans for Fannie Mae, Freddie Mac or Ginnie
Mae, or if we cease to be a HUD-approved mortgagee or (iv) if we fail to perform in accordance with the applicable
service standards and do not cure the failure within 90 days.

Item 1A. Risk Factors
Risks RELATED TO OUR BUSINESS

The termination of our status as the exclusive recommended provider of morigage products and services
promoted by the residential and commercial real estate brokerage business owned and operated by Realogy’s
affiliate, NRT, the title and settlement services business owned and operated by Realogy’s affiliate, TRG and the
relocation business owned and operated by Realogy’s affiliate, Cartus, could have a material adverse effect on
our business, financial position, results of operations or cash flows.

Under the terms of the Strategic Relationship Agreement, we are the exclusive recommended provider of
mortgage loans to the independent sales associates affiliated with the residential and commercial real estate
brokerage business owned and operated by Reatogy’s affiliate, NRT, certain customers of Realogy and all
U.S.-based employees of Cendant. The Marketing Agreement similarly provides that we are the exclusive
recommended provider of mortgage loans and related products to the independent sales associates of Realogy’s
real estate brokerage franchisees, which include Coldwell Banker Real Estate Corporation, Century 21 Real Estate
LLC, ERA Franchise Systems, Inc. and Sotheby’s International Affiliates, Inc. See “ltem 1. Business—Arrange-
ments with Realogy—Mortgage Venture Between Realogy and PHH,” “— Strategic Relationship Agreement” and
*— Marketing Agreements” in this Form 10-K for more information. For the year ended December 31, 2007,
approximately 449 of loans originated by our Mortgage Production segment were derived from NRT and Cartus.
We anticipate that a similar portion of mortgage loan originations from our Mortgage Production segment during
2008 will be comprised of business arising out of our arrangements with Realogy.

Pursuant to the terms of the Mortgage Venture Operating Agreement, beginning on February 1, 2015, Realogy
will have the right at any time upon two years’ notice {o us to terminate its interest in the Mortgage Venture. A
termination of the Mortgage Venture could have a material adverse effect on our business, financial position, results
of operations or cash flows. In addition, the Strategic Relationship Agreement provides that Realogy has the right to
terminate the covenant requiring it to exclusively recommend us as the provider of mortgage loans to the
independent tsales associates affiliated with the residential and commercial real estate brokerage business owned
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and operated by Realogy’s affiliate, NRT, certain customers of Realogy, and all U.S.-based employees of Cendant,
following notice and a cure period, if:

* we materially breach any representation, warranty, covenant or other agreement contained in the Strategic
Relationship Agreement, the Marketing Agreement, the Trademark License Agreements or certain other
related agreements;

» we or the Mortgage Venture become subject to any regulatory order or governmental proceeding and such
order or proceeding prevents or materially impairs the Mortgage Venture’s ability to originate mortgage
loans for any period of time (which order or proceeding is not generally applicable to companies in the
mortgage lending business) in a manner that adversely affects the value of one or more of the quarterly
distributions to be paid by the Mortgage Venture pursuant to the Morigage Venture Operating Agreement;

+ the Mortgage Venture otherwise is not permitted by law, regulation, rule, order or other legal restriction to
perform its origination function in any jurisdiction, but in such case exclusivity may be terminated only
with respect to such jurisdiction or

» the Mortgage Venture does not comply with its obligations to complete an acquisition of a mortgage loan
origination company under the terms of the Strategic Relationship Agreement.

If Realogy were to terminate its exclusivity obligations with respect to the Mortgage Venture, it could have a
matenial adverse effect on our business, financial position, results of operations or cash flows.

Adverse developments in general business, economic, environmental and political conditions could have a
material adverse effect on our business, financial position, results of operations or cash flows.

Qur businesses and operations are sensitive to general business and economic conditions in the U.S. These
conditions include short-term and long-term interest rates, inflation, fluctuations in debt and equity capital markets,
including the secondary market for mortgage loans, and the general condition of the U.S. economy and housing
market, both nationally and in the regions in which we conduct our businesses. A significant portion of our
mortgage loan originations are made in a small number of geographical areas which include: California, New Jersey,
Florida, New York, Texas and Pennsylvania. An economic downturn in one or more of these geographical arcas
could have a material adverse effect on our business, financial position, results of operations or cash flows.

A host of factors beyond our control could cause fluctuations in these conditions, including pelitical events,
such as civil unrest, war or acts or threats of war or terrorism and environmental events, such as hurricanes,
earthquakes and other natural disasters. Adverse developments in these conditions and resulting general business
and economic conditions, including through recession, downturn or otherwise, either in the economy generally or in
those regions in which a large portion of our business is conducted, could have a material adverse effect on our
business, financial position, results of operations or cash flows.

Our business is significantly affected by monetary and related policies of the federal government, its agencies
and government-sponsored entities. We are particularly affected by the policies of the Federal Reserve Board,
which regulates the supply of money and credit in the U.S. The Federal Reserve Board’s policies affect the size of
the mortgage origination market, the pricing of our interest-earning assets and the cost of our interest-bearing
liabilities. Changes in any of these policies are beyond our control, difficult to predict and could have a material
adverse effect on our business, financial position, results of operations or cash flows.

We might be prevented from selling and/or securitizing our mortgage loans at opportune times and prices, if
at all, which could have a material adverse effect on our business, financial position, resulls of operations or cash

Jlows.

We rely on selling or securitizing our mortgage loan production to generate cash for the repayment of our
financing facilities, production of new mortgage loans and general working capital purposes. We bear the risk of
being unable to sell or securitize our mortgage loans at advantageous times and ptices or in a timely manner. Ifitis
not possible or economical for us to complete the sale or securitization of a substantial portion of our mortgage
loans, our growth may be limited by available capacity under our credit facilities, and therefore, we may be unable
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to fund future loan commitments, which could have a material adverse effect on our profitability. There can be no
assurances that we will continue to be successful in securitizing mortgage loans on terms favorable to us, if at all.

The securitization market and our ability to complete securitizations of our mortgage loans depends upon a
number of factors, many of which are beyond our control, including general economic conditions, conditions in the
securities markets generally, conditions in the asset-backed sccurities market specifically and the availability of
credit enhancements and the performance of our mortgage loans. Demand in the secondary mortgage market for
non-conforming loans was adversely impacted during the second half of 2007 and through the filing date of this
Form 10-K.;The deterioration of liquidity in the secondary market for these non-conforming loan products,
including jumbo, Alt-A and second lien products and loans with origination flaws or performance issues (“Scratch
and Dent Loans”), negatively impacted the price which could be obtained for such products in the secondary
market. These loans experienced both a reduction in overall investor demand and discounted pricing which
negatively impacted the value of the underlying loans as well as the execution of related secondary market loan
sales. The valuation of Morigage loans held for sale, net as of December 31, 2007 reflected this discounted pricing,
with the most significant pricing discounts related to Scratch and Dent Loans and closed-end second lien loans. The
unpaid principal balance of Scratch and Dent Loans and closed-end second lien loans decreased from $355 million
as of September 30, 2007 to $86 million as of December 31, 2007, primarily due to the sale or securitization of these
loans during the fourth quarter of 2007. The lack of investor demand for these mortgage loan products has also
adversely affected banks’ willingness to lend money secured by such mortgages, which may reduce the funds
available to us for the origination of mortgage loan products or increase our cost of funds. Although we have been
able to continually access the secondary mortgage market through the filing date of this Form 10-K, further
disruptions in the secondary mortgage market may reduce our ability to generate sufficient liquidity from loan sales
in the future to continue our operations and manage our exposure to interest rate risk. Any of the foregoing could
have a material adverse effect on our business, financial position, results of operations or cash flows.

Recent developments in the secondary mortgage market could have a material adverse effect on our
business, financial position, results of operations or cash flows.

The deterioration in the secondary mortgage market discussed above has caused a number of mortgage loan
originators to take one or more of the following actions: revise their underwriting guidelines for Alt-A and non-
conforming products, increase the interest rates charged on these products, impose more restrictive credit standards
on borrowers or decrease permitted loan-to-value ratios. We expect that this shift in production efforts to more
traditional prime loan products by these originators will result in increased competition in the mortgage industry,
which could have a negative impact on profit margins for our Mortgage Production segment during 2008. While we
have adjusle(ii pricing and margin expectations for new mortgage loan originations to reflect current secondary
mortgage market conditions, market developments negatively impacted Gain on sale of mortgage loans, net in
2007, and may continue to have a negative impact during 2008,

Asa re;ult of these changes, many non-conforming loan products have become more costly for potential
borrowers or; in some cases, unavailable. This has in turn limited the ability of some borrowers to refinance out of
existing mortgages, leading to further delinquency, default and foreclosure. These factors, among others, have
weakened the housing market by making borrowing more expensive and restrictive while the number of units for
sale has grown, resulting in a supply-demand imbalance. Based on home sale trends during 2007 and through the
filing date of this Form 10-K, we expect that home sale volumes and our purchase originations will decrease during
2008. :

As a result of these factors, we expect that the competitive pricing environment in the mortgage industry will
continue during 2008 as excess origination capacity and lower origination volumes put pressure on production
margins and ultimately result in further industry consolidation. This could negatively affect our revenues and
margins on new originations, and our access to the secondary mortgage market may be reduced, restricted or less
profitable than in the current industry environment. Any of the foregoing could have a material adverse effect on our
business, finaimcial position, results of operations or cash flows.
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Downward trends in the real estate market could adversely impact our business, profitability or results of
operations.

The residential real estate market in the U.S. has experienced a significant downturn due to substantially
declining mortgage loan origination volumes, declining real estate values and the disruption in the credit markets,
including a significant contraction in available liquidity globally. These factors have continued into the beginning of
2008 and, combined with rising oil prices, declining business and consumer confidence and increased unemploy-
ment, have precipitated an economic slowdown. Further declines in real estate values in the U.S., continuing credit
and ligquidity tightening and a continuing economic slowdown could negatively impact our mortgage’ loan
originations and the performance of the underlying loans in our loan servicing portfolio.

During 2007, we experienced an increase in foreclosure losses and related credit reserves primarily due to an
increase in loss severity due to a decline in housing prices in 2007 compared to 2006 and increased foreclosure
frequency due to higher mortgage loan delinquencies. Foreclosure losses during 2007 were $20 million compared to
$17 million during 2006. During 2007, foreclosure related reserves increased by $13 million to $49 million as of
December 31, 2007. We expect delinquency and foreclosure rates to remain high during 2008, and, as a result, we
expect that we will continue to experience higher foreclosure losses in 2008 as compared to prior periods. These
developments could also have a negative impact on our reinsurance business as further declines in real estate values
and a continued negative economic outlook could adversely impact borrowers’ ability to repay mortgage loans.
During 2007, reinsurance related reserves increased by $15 million to $32 million, which is reflective of these
recent trends, and we expect reinsurance related reserves to continue to increase during 2008.

These factors could have a material adverse effect on our business, financial position, results of operations or
cash flows.

Recent de velopments in the asset-backed securities market have negatively affected the value of our MLHS
and our costs of funds, which could have a materiol and adverse effect on our business, financial position, results
of operations or cash flows.

The adverse conditions in the U.S. housing market, dislecations in the credit markets and corrections in certain
asset-backed security market segments resulted in substantial valuation reductions in the past fiscal year, most
significantly on mortgage backed securities. Market credit spreads have recently gone from historically tight to
historically wide levels, and a further widening of credit spreads or worsening of credit market dislocations or
sustained market downturns could have additional negative effects on the value of our MLHS.

The asset-backed securities market in general has experienced significant disruptions and deterioration, the
effects of which have not been limited to MBS. As aresult of the deterioration in the asset-backed securities market,
the costs associated with ABCP issued by the multi-seller conduits, which fund the Chesapeake Series 2006-1 and
Series 2006-2 notes, in particular, were negatively impacted beginning in the third quarter of 2007. Accordingly, we
anticipate that the costs of funding through multi-seller conduits, including conduit fees and relative spreads of
ABCP to broader market indices will be adversely impacted in 2008 compared to such costs prior to the disruption
in the asset-backed securities market. Increases in conduit fees and the relative spreads of ABCP to broader market
indices are components of Fleet interest expense which are currently not fully recovered through billings to the
clients of our Fleet Management Services segment. As a result we expect that these costs may adversely impact the
results of operations for our Fleet Management Services segment. Any of the foregoing could have a material
adverse effect on our business, financial position, liquidity or results of operations both for our Fleet Management
Services segment and our Company as a whole.

Our business is affected by fluctuations in interest rates, and if we fail to manage our exposure to changes in
interest rates effectively, our business, financial position, results of operations or cash flows could be adversely
affected.

Our principal market exposure is to interest rate risk, specifically long-term U.S. Treasury (“Treasury”) and
mortgage interest rates due to their impact on mortgage-related assets and commitments. We also have exposure to
LIBOR and commercial paper interest rates due to their impact on variable-rate borrowings, other interest rate-
sensitive liabilities and net investment in variable-rate lease assets. The level and volatility of interest rates
significantly affect the mortgage lending industry. A decline in mortgage interest rates generally increases the

35

b
=
o |
=
=
=]
=
=
~
[

=
g
=




demand for home loans as more potential homeowners seek mortgage loans and more borrowers seek to refinance
existing loans, but also generally leads to accelerated payoffs in our mortgage servicing portfolio, which negatively
impacts the value of our MSRs. Historically, as interest rates increase, mortgage loan production decreases,
particularly production from loan refinancing. An environment of gradual interest rate increases may, however,
signify an improving economy or increasing real estate values, which in turn may stimulate increased home buying
activity. Generally, in periods of reduced mortgage loan production, the associated profit margins also decline due
to increased competition among mortgage loan originators and higher unit costs, thus further reducing our mortgage
production revenues. Conversely, in a rising interest rate environment, mortgage loan servicing revenues generally
increase because mortgage prepayment rates tend to decrease, extending the average life of our servicing portfolio
and increasing the value of our MSRs. We attempt to manage our interest rate risk, in part, through the use of
derivatives, including swap contracts, forward delivery commitments, futures and options contracts to manage and
reduce this risk. Our main objective in managing interest rate risk is to moderate the impact of changes in interest
rates on our ‘earnings over time. Our interest rate risk management strategies may result in significant earnings
volatility in the short term. The success of our interest rate risk management strategy is largely dependent on our
ability to predict the earnings sensitivity of our loan servicing and loan production activities in various interest rate
environments, which is inherently uncertain. Significant changes in current market conditions and/or the assump-
tions used (including the relationship of the change in the value of the MSRs to the change in the value of
derivatives) in developing our estimates of borrower behavior and future interest rates could result in a material
adverse effect on our business, financial position, results of operations or cash flows.

Certain hedging strategies that we use to manage interest rate risk associated with our MSRs and other
mortgage-related assets and commitments may not be effective in mitigating those risks.

We emplloy various economic hedging strategies to attempt to mitigate the interest rate and prepayment risk
inherent in many of our assets, including our MLHS, interest rate lock commitments {(*IRLCs™) and our MSRs. We
use vartous derivative and other financial instruments to provide a level of protection against interest rate risks, but
no hedging strategy can protect us completely. Our hedging activities may include entering into interest rate swaps,
caps and floors, options to purchase these items, futures and forward contracts and/or purchasing or selling Treasury
securities. Our hedging decisions in the future will be determined in light of the facts and circumstances existing at
the time and may differ from our current hedging strategy. We also seek to manage interest rate risk in our Mortgage
Production and Mortgage Serviciflg segments partially by monitoring and seeking to maintain an appropriate
balance between our loan production volume and the size of our mortgage servicing portfolio, as the value of MSRs
and the income they provide tend to be counter-cyclical to the changes in production volumes and gain or loss on
sale of loans that result from changes in interest rates.

Our hedging strategies may not be effective in mitigating the risks related to changes in interest rates. Poorly
designed strategies or improperly executed transactions could actually increase our risk and losses. There have been
periods, and it is likely that there will be periods in the future, during which we incur losses after accounting for our
hedging strategies. As stated earlier, the success of our interest rate risk management strategy is largely dependent
on our ability to predict the earnings sensitivity of our loan servicing and loan production activities in various
interest rate env1r0nments Our hedging strategies also rely on assumptions and projections regarding our assets and
general mar ket factors. If these assumptions and projections prove to be incorrect or our hedges do not adequately
mitigate the impact of changes in interest rates or prepayment speeds, we may incur losses that could have a material
adverse effect on our business, financial position, results of operations or cash flows.

We are éxposed to counterparty credit risk and there can be no assurances that we will manage or mitigate
this risk effectively.

We are .exposed to counterparty -credit risk in the event of non-performance by counterparties to various
agreements and sales transactions. The insolvency or other inability of a significant counterparty to perform its
obligations under an agreement or transaction, including, without limitation, as a result of the rejection of an
agreement or transaction by a counterparty in bankruptcy proceedings, could have a material adverse effect on our
business, financial position, results of operations or cash flows. We manage such risk by evaluating the financial
position and 'creditworthiness of such counterparties and/or requiring collateral, typically cash, in instances in
which financing is provided. We mitigate counterparty credit risk associated with our derivative contracts by
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monitoring the amount for which we are at risk with éach counterparty to such contracts, requiring collateral i

posting, typically cash, above established credit limits, periodically evaluating counterparty creditworthiness and
financial position, and where possible, dispersing the risk among multiple counterparties. There can be no
assurances, however, that we will be effective in managing or mitigating our counterparty credit risk, which
could have a material adverse effect on our financial position.

Our business relies on various sources of funding, including unsecured credit facilities and other unsecured
debt, as well as secured funding arrangements, including asset-backed securities, mortgage repurchase facilities
and other secured credit facilities. If any of our funding arrangements are terminated or not renewed, we may be
unable to find replacement financing on commercially favorable terms, if at all, which could have a material
adverse effect on our business, financial position, results of operations or cash flows.

Our business relies on various sources of funding, including unsecured credit facilities and other unsecured
debt, as well as secured funding arrangements, including asset-backed securities, mortgage repurchase facilities and
other secured credit facilities to fund mortgage loans and vehicle acquisitions, a significant portion of which is
short-term. The availability of asset-backed debt for vehicle acquisitions for our Fleet Management Services
segment’s leasing operations, in particular, could suffer in the event of: (i) the deterioration of the assets underlying
the asset-backed debt arrangement; (ii) our inability to access the asset-backed debt market to refinance maturing
debt or (iii) termination of our role as servicer of the underlying lease assets in the event that we default in the
performance of our servicing obligations or we declare bankruptcy or become insolvent. In addition, the availability
of the mortgage asset-backed debt could suffer in the event of: (i} the deterioration in the performance of the
mortgage loans underlying the asset-backed debt arrangement; (i) our failure to maintain sufficient levels of
eligible assets or credit enhancements; (it} our inability to access the asset-backed debt market to refinance
maturing debt; (iv) our inability to access the secondary market for mortgage loans or (v) termination of our role as
servicer of the underlying mortgage assets in the event that (a) we default in the performance of our servicing
obligations or (b) we declare bankruptcy or become insclvent. If ahy of our warehouse, repurchase or other credit
facilities are terminated, including as a result of our breach, or are not renewed, we may be unable to find
replacement financing on commercially favorable terms, if at all, which could have a material adverse effect on our
business, financial position, results of operations or cash flows. Finally, our access 1o the unsecured debt markets is
subject to prevailing market conditions.

The recent disruption in the asset-backed securities market and the resulting impact on the availability of
funding generally for financial services companies may limit our access to one or more of the funding sources
discussed above, and may result in more restrictive covenants, which could have a material adverse effect on our
business, financial position, results of operations or cash flows. In addition, as a result of the deterioration in the
credit markets, the costs associated with our warehouse and repurchase facilities were negatively impacted
beginning in the third quarter of 2007. Accordingly, the costs associated with our warehouse, repurchase and other
credit facilities, including relative spreads and conduit fees, will be adversely impacted in 2008 compared to such
costs prior to the disruption in the credit market, which could have a material adverse effect on our business,
financial position, results of operations or cash flows.

The industries in which we operate are highly competitive and, if we fail to meet the competitive challenges
in our industries, it could have a material adverse effect on our business, financial position, results of operations
or cash flows.

We operate in highly competitive industries that could become even more competitive as a result of economic,
legislative, regulatory and technological changes. Certain of our competitors are larger than we are and have access
to greater financial resources than we do. Competition for mortgage loans comes primarily from large commercial
banks and savings institutions, which typically have lower funding costs and are less reliant than we are on the sale
of mortgages into the secondary markets to maintain their liquidity. In addition, technological advances and
heightened e-commerce activity have generally increased consumers’ access to products and services. This has
intensified competition among banking, as well as non-banking companies, in offering financial products and
services, with or without the need for a physical presence. If competition in the mortgage services industry
continues to increase, it could have a material adverse effect on our business, financial position, results of operations
or cash flows.
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The deterioration in the secondary mortgage market has caused a number of mortgage loan originators to take
one or more of the following actions: revise their underwriting guidelines for Alt-A and non-conforming products,
increase the interest rates charged on these products, impose more restrictive credit standards on borrowers or
decrease permitted loan-to-value ratios. We expect that this shift in production efforts to more traditional prime loan
products by these originators will result in increased competition in the mortgage industry, which could have a
negative impact on profit margins for our Mortgage Production segment during 2008. As a result of these factors, we
expect that the competitive pricing environment in the mortgage industry will continue during 2008 as excess
origination capacity and lower origination volumes put pressure on production margins and ultimately result in
further industry consolidation.

The fleet management industry in which we operate is highly competitive. We compete against large national
competitors, such as GE Commercial Finance Fleet Services, Wheels, Inc., Automotive Resources International,
Lease Plan International and other locai and regional competitors, including numerous competitors who focus on
one or two products. Competitive pressures could adversely affect our revenues and results of operations by
decreasing our market share or depressing the prices that we can charge.

Changes in existing U.S. government-sponsored mortgage programs could materially and adversely affect
our business, financial position, results of operations or cash flows.

Our ability to generate revenues through mortgage loan sales to institutional investors depends to a significant
degree on programs administered by government-sponsored enterprises such as Fannie Mae, Freddie Mac, Ginnie
Mae and others that facilitate the issuance of MBS in the secondary market. These government-sponsored
enterprises play a powerful role in the residential mortgage industry, and we have significant business relationships
with them. Proposals are being considered in Congress and by various regulatory authorities that would affect the
manner in which these government-sponsored enterprises conduct their business, including proposals to establish a
new independent agency to regulate the government-sponsored enterprises, to require them to register their stock
with the SEC, to reduce or limit certain business benefits that they receive from the U.S. government and to limit the
size of the mortgage loan portfolios that they may hold. Any discontinuation of, or significant reduction in, the
operation of these government-sponsored enterprises could materially and adversely affect our business, financial
position, results of operations or cash flows. Also, any significant adverse change in the level of activity in the
secondary market or the underwriting criteria of these government-sponsored enterprises could materially and
adversely affect our business, financial position, results of operations or cash flows.

The businesses in which we engage are complex and heavily regulated, and changes in the regulatory
environment affecting our businesses could have a material adverse effect on our financial position, results of
operations or cash flows.

We are subject to numerous federal, state and local laws, rules and regulations that affect our business,
including mortgage- and real estate-related regulations such as RESPA, which restricts the payment of fees or other
consideration for the referral of real estate settlement services, including mortgage loans, as well as rules and
regulations related to taxation, vicarious liability, insurance and accounting. OQur Mortgage Production and
Mortgage Servicing segments, in general, are heavily regulated by mortgage lending laws at the federal, state
and local levels, and proposals for further regulation of the financial services industry, including recently proposed
and enacted regulations addressing borrowers with blemished credit and non-traditional mortgage products, are
continvally being introduced. The establishment of the Mortgage Venture and the continuing relationships between
and among the Mortgage Venture, Realogy and us are subject to the anti-kickback requirements of RESPA.

1

The Home Mortgage Disclosure Act requires us to disclose certain information about the mortgage loans we
originate and purchase, such as the race and gender of our customers, the disposition of mortgage applications,
income levels and interest rate (i.e. annual percentage rate) information, We believe that publication of such
information may lead to heightened scrutiny of all mortgage lenders’ loan pricing and underwriting practices.

During 2007, the majority of states regulating mortgage lending adopted, through statute, regulation or
otherwise, ,ome version of the guidance on non-traditional mortgage loans issued by the federal financial regulatory
agencies in 2006 and 2007, These requirements address issues relating to certain non-traditional mortgage products
and lending practices, including interest-only loans and reduced documentation programs, and impact certain of our
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disclosure, qualification and documentation practices with respect to these programs. Any violation of these
guidelines could materially and adversely impact our reputation or our business, financial position, results of
operations or cash flows.

We are also subject to privacy regulations. We manage highly sensitive non-public personal information in all
of our operating segments, which is regulated by law. Problems with the safeguarding and proper use of this
information could result in regulatory actions and negative publicity, which could materially and adversely affect
our reputation, business, financial position, results of operations or cash flows.

With respect to our Fleet Management Services segment, we could be subject to unlimited liability as the
owner of leased vehicles in one major province in Canada and are subject to limited liability in two major provinces,
Ontario and British Columbia, and as many as fifteen jurisdictions in the U.S. under the legal theory of vicarious
liability.

Congress, state legislatures, federal and state regulatory agencies and other professional and regulatory entities
review existing laws, rules, regulations and policies and periodically propose changes that could significantly affect
or restrict the manner in which we conduct our business. It is possible that one or more legislative proposals may be
adopted or one or more regulatory changes, changes in interpretations of laws and regulations, judicial decisions or
governmental enforcement actions may be implemented that could have a material adverse effect on our business,
financial position, results of operations or cash flows. For example, certain trends in the regulatory environment
could result in increased pressure from our clients for us to assume more residual risk on the value of the vehicles at
the end of the lease term.If this were to occur, it could have a material adverse effect on our results of operations.

Qur failure to comply with such taws, rules or regulations, whether actual or alleged, could expose us to fines,
penalties or potential litigation liabilities, including costs, settlements and judgments, any of which could have a
material adverse effect on our financial position, results of operations or cash flows.

Our Fleet Management Services business contracts with various government agencies, which may be
subject to audit and potential reduction of costs and fees.

Contracts with federal, state and local government agencies may be subject to audits, which could result in the
disallowance of certain fees and costs. These audits may be conducted by government agencies and can result in the
disaliowance of significant costs and expenses if the auditing agency determines, in its discretion, that certain costs
and expenses were not warranted or were excessive. Disallowance of costs and expenses, if pervasive or significant,
could have a material adverse effect on our business.

If certain change in control transactions occur, some of our morigage loan origination arrangements with
financial institutions could be subject to termination at the election of such institutions.

For the year ended December 31, 2007, approximately 55% of our mortgage loan originations were derived
from our financial institutions channel, pursuant to which we provide outsourced mortgage loan services for
customers of our financial institution clients such as Merrill Lynch, TD Banknorth, N.A. and Charles Schwab Bank.
Our agreements with some of these financial institutions provide the applicable financial institution with the right to
terminate its relationship with us prior to the expiration of the contract term if we complete a change in control
transaction with certain third-party acquirers. Accordingly, if we are unable to obtain consents to or waivers of
certain rights of certain of our clients in connection with certain change in control transactions, it could have a
material adverse effect on our business, financial position, results of operations or cash flows. Although in some
cases these contracts would require the payment of liquidated damages in such an event, such amounts may not fully
compensate us for all of our actual or expected loss of business opportunity for the remaining duration of the
contract term. The existence of these termination provisions could discourage third parties from seeking to acquire
us or could reduce the amount of consideration they would be willing to pay to our stockholders in an acquisition
transaction.

Unanticipated liabilities of our Fleet Management Services segment as a result of damages in connection
with motor vehicle accidents under the theory of vicarious liability could have a material adverse effect on our
business, financial position, results of operations or cash flows.
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Our Fléet Management Services segment could be liable for damages in connection with motor vehicle
accidents under the theory of vicarious liability in certain jurisdictions in which we do business. Under this theory,
companies that lease motor vehicles may be subject to liability for the tortious acts of their lessees, even in situations
where the lzasing company has not been negligent. Qur Fleet Management Services segment is subject to unlimited
liability as the owner of leased vehicles in one major province in Canada and is subject to limited liability (e.g., in
the event of a lessee’s failure to meet certain insurance or financial responsibility requirements) in two major
provinces, Ontario and British Columbia, and as many as fifteen jurisdictions in the U.S. Although our lease
contracts require that each lessee indemnifies us against such liabilities, in the event that a lessee lacks adequate
insurance coverage or financial resources to satisfy these indemnity provisions, we could be liable for property
damage or injuries caused by the vehicles that we lease.

On August 10, 20085, a federal law was enacted in the U.S. which preempied state vicarious liability laws that
imposed unlimited liability on a vehicle lessor. This law, however, does not preempt existing state laws that impose
limited liability on a vehicle lessor in the event that certain insurance or financial responsibility requirements for the
leased vehicles are not met. Prior to the enactment of this law, our Fleet Management Services segment was subject
to unlimited liability in the District of Columbia, Maine and New York. It is unclear at this time whether any of these
three jurisdictions will enact legislation imposing limited or an alternative form of liability on vehicle lessors. In
addition, the scope, application and enforceability of this federal law have not been fully tested. For example, a state
trial court in New York has ruled that the law is unconstitutional. On February 1, 2008, the intermediate New York
Court of Appeals reversed the trial court and upheld the constitutionality of the federal law, The ultimate disposition
of this New York case and cases that are pending in other jurisdictions and their impact on the federal law are
uncertain at this time.

Additionally, a law was enacted in the Province of Ontario setting a cap of $1 miilion on a lessor’s liability for
personal injuries for accidents occurring on or after March 1, 2006. A similar law went into effect in the Providence
of British Columbia effective November 8, 2007. The British Columbia law also includes a cap of $1 million on a
lessor’s liability. In December 2007, the Province of Alberta legislature adopted a vicarious liability bill with
provisions simnilar to the Ontario and British Columbia statutes, including a cap of $1 million on a lessor’s liability,
but an effective date has not yet been established. The scope, application and enforceability of these provincial laws
have not been fully tested.

A failur'e to maintain our investment grade ratings could impact our ability to obtain financing on favorable
terms and could negatively impact our business.

In the event our credit ratings were to drop below investment grade, our access to the public debt markets may
be severely limited. The cut-off for investment grade is generally considered to be a long-term rating of Baa3, BBB-
and BBB- fc:)r Moody’s Investors Service, Standard & Poor’s and Fitch Ratings, respectively. As of Febru-
ary 25, 2008, our senior unsecured long-term debt credit ratings from Moody’s Investors Service, Standard & Poor’s
and Fitch Ratings were Baa3, BBB- and BBB+, respectively, and our short-term debt credit ratings were P-3, A-3
and F-2, respectively. Also as of February 25, 2008, the ratings outlooks on our unsecured debt provided by both
Moody’s Investors Service and Fitch Ratings were Negative and Standard & Poor’s was on CreditWatch with
developing implications. In the event of a ratings downgrade below investment grade, we may be required to rely
upon alternative sources of financing, such as bank lines and private debt placements (secured and unsecured).
Declines in olr credit ratings would also increase our cost of borrowing under our credit facilities. Furthermore, we
may be unable to retain all of our existing bank credit commitments beyond the then-existing maturity dates. As a
consequence, our cost of financing could rise significantly, thereby negatively impacting our ability to finance some
of our capital-intensive activities, such as our ongoing investment in MSRs and other retained interests. Among
other things, maintenance of our investment grade ratings requires that we demonstrate high levels of liquidity,
including access to alternative sources of funding such as committed bank stand-by lines of credit, as well as a
capital structure, leverage and maturities for indebtedness appropriate for companies in our industry.

Our accglmnting policies and methods are fundamental to how we record and report our financial position
and results of operations, and they require management to make assumptions and estimates about matters that
are inherently uncertain. '
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Our accounting policies and methods are fundamental to how we record and report our financial position and
results of operations. We have identified several accounting policies as being critical to the presentation of our
financial position and results of operations because they require management to make particularly subjective or
complex judgments about matters that are inherently uncertain and because of the likelihood that materially
different amounts would be recorded under different conditions or using different assumptions. Because of the
inherent uncertainty of the estimates and assumptions associated with these critical accounting policies, we cannot
provide any assurance that we will not make subsequent significant adjustments to the related amounts recorded in
this Form 10-K. See “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Critical Accounting Policies” for more information on our critical accounting policies.

Changes in accounting standards issued by the Financial Accounting Standards Board (the “FASB”) or
other standard-setting bodies may adversely affect our reported revenues, profitability or financial position.

Our financial statements are subject to the application of accounting principles generally accepted in the
U.S. (“GAAP"), which are periodically revised and/or expanded. The application of accounting principles is also
subject 1o varying interpretations over time. Accordingly, we are required to adopt new or revised accounting
standards or comply with revised interpretations that are issued from time-to-time by recognized authoritative
bodies, including the FASB and the SEC. Those changes could adversely affect our reported revenues, profitability
or financial position. In addition, new or revised accounting standards may impact certain of our leasing or lending
products, which could adversely affect our profitability.

We depend on the accuracy and completeness of information provided by or on behalf of our customers and
counterparties.

In deciding whether to extend credit or enter into other transactions with customers and counterparties, we may
rely on information furnished to us by or on behalf of customers and counterparties, including financial statements
and other financial information. We also may rely on representations of customers and counterparties as to the
accuracy and completeness of that information and, with respect to financial statements, on reports of independent
auditors. Our financial position and results of operations could be negatively impacted to the extent we rely on
financial statements that do not comply with GAAP or are materially misleading.

An interruption in or breach of our information systems may result in lost business, regulatory actions or
litigation or may otherwise have an adverse effect on our reputation, business, business prospects, financial
condition, results of operations or cash flows.

We rely heavily upon communications and information systems to conduct our business. Any failure or
interruption of our information systems or the third-party information systems on which we rely could cause
underwriting or other delays and .could result in fewer loan applications being received, slower processing of
applications and reduced efficiency in loan servicing in our Mortgage Production and Mortgage Servicing
segments, as well as business interruptions in.our Fleet Management Services segment. We are required to comply
with significant federal, state and foreign laws and regulations in various jurisdictions in which we operate, with
respect to the handling of consumer information, and a breach in the security of our information systems could
result in regulatory actions and litigation against us. If a failure, interruption or breach occurs, it may not be
adequately addressed by us or the third parties on which we rely. Such a failure, interruption or breach could have a
material adverse effect on our reputation, business, business prospects, financial condition, results of operations or
cash flows.

The success and growth of our business may be adversely affected if we do not adapt to and implement
technological changes.

~ Our business is dependent upon technological advancement, such as the ability to process loan applications
over the internet, accept electronic payments and provide immediate status updates to our clients*and customers. To
the extent that we become reliant on any particular technology or technological solution, we may be harmed if the
technology or technological solution:

= becomes non-compliant with existing industry standards or is no longer supported by vendors;
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= fails to meet or exceed the capabilities of our competitors’ corresponding technologies or technological
solutions;

* becomes increasingly expensive to service, retain and update; or

* becomes subject to third-party claims of copyright or patent infringement.

Qur failure to acquire necessary technologies or technological solutions could limit our ability to remain
competitive: and could also limit our ability to increase our cost efficiencies, which could have a material adverse
effect on our business, financial position, results of operations or cash flows.

Risks RELATED TO THE SPIN-OFF

Our agreements with Cendant and Realogy may not reflect terms that would have resulted from arm’s-
length negotiations between unaffiliated parties.

The agreements related to our separation from Cendant and the continuation of certain business arrangements
with Cendant and Realogy, including the Separation Agreement, the Transition Services Agreement, the Strategic
Relationship Agreement, the Marketing Agreement and other agreements, were not the result of arm’s-length
negotiations and thus may not reflect terms that would have resulted from arm’s-length negotiations between two
unaffiliated parties. This could include, among other things, the allocation of assets, liabilities, rights, indemnities
and other obligations between Cendant, Realogy and us. See “Item 1. Business—Arrangements with Cendant” and
“— Arrangements with Realogy” for more information.

In connection with the Spin-Off, we entered into several contracts with Cendant’s real estate services division
to provide for the continuation of certain business arrangements, including the Mortgage Venture Operating
Agreement, the Strategic Relationship Agreement, the Marketing Agreement, and the Trademark License Agree-
ments, Cendant’s real estate services division, Realogy, became an independent, publicly traded company pursuant
to the Realogy Spin-Off effective July 31, 2006. On April 10, 2007, Realogy became a wholly owned subsidiary of
Domus Holdings Corp., an affiliate of Apollo Management VI, L.P., following the completion of a merger and
related transactions. As aresult of the Realogy Spin-Off, we determined that certain amendments to our agreements
with Realozy may be necessary or appropriate. There can be no assurances that we will be able to obtain any
required amendments we believe may be necessary or appropriate or that if obtained, that these amendments will be
on terms favorable to us.

We may be required to satisfy certain indemnification obligations to Cendant or Realogy, or we may not be
able to collect on indemnification rights from Cendant or Realogy.

In connéction with the Spin-Off, we and Cendant and our respective affiliates have agreed to indemnify each
other for certain liabilities and obligations. Our indemnification obligations could be significant. We are required to
indemnify Cendant for any taxes incurred by it and its affiliates as a result of any action, misrepresentation or
omission by ‘us or one of our subsidiaries that causes the distribution of our Common stock by Cendant or
transactions relating to the internal reorganization to fail to qualify as tax-free. We are also responsible for 13.7% of
any taxes resulting from the failure of the Spin-Off or transactions relating to the internal reorganization to qualify
as tax-free, which failore is not due to the actions, misrepresentations or omissions of Cendant or us or our
respective subsidiaries. Such percentage was based on the relative pro forma net book values of Cendant and us as of
September 30, 2004, without giving effect to any adjustments to the book values of certain long-lived assets that
may be required as a result of the Spin-Off and the related transactions. We cannot determine whether we will have
to indemnify Cendant or its current or former affiliates for any substantial obligations in the future. There also can
be no assurance that if Cendant or Realogy is required to indemnify us for any substantial obligations, they will be
able to satisfy those obligations.

Certain arrangements and agreements that we have entered into with Cendant in connection with the
Spin-Off could impact our tax and other assets and liabilities in the future, and our financial statements are
subject to future adjustments as a result of our obligations under those arrangements and agreements.

In connection with the Spin-Off, we entered into certain arrangements and agreements with Cendant that could
impact our tax and other assets and liabilities in the future. See “Item 1. Business—Arrangements with Cendant” for
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more information. For example, we are.party to the Amended Tax Sharing Agreement with Cendant that contains
provisions governing the allocation of liabilities for taxes between Cendant and us, indemnification for certain tax
liabilities and responsibility for preparing and filing tax returns and defending contested tax positions, as well as
other tax-related matters including the sharing of tax information and cooperating with the preparation and filing of
tax returns. Pursuant to the Amended Tax Sharing Agreement, our tax assets and liabilities may be affected by
Cendant’s future tax returns and may also be impacted by the results of audits of Cendant’s prior tax years, including
the settlement of any such audits. See Note 17, “Commitments and Contingencies” in the Notes to Consolidated
Financial Statements included in this Form 10-K. Consequently, our financial statements are subject to future
adjustments which may not be fully resolved until the audits of Cendant’s prior years’ returns are completed.

Our historical financial information may not be representative of results we would have achieved as an
independent company or will achieve in the future.

Because our business has changed substantially due to the internal reorganization in connection with the Spin-
Off and we now conduct our business as an independent, publicly traded company, our historical financial
information does not reflect what our results of operations, financial position or cash flows would have been had we
been an independent, publicly traded company during all of the periods presented. For this reason, as well as the
inherent uncertainties of our business, the historical financial information for such periods is not indicative of what
our results of operations, financial position or cash flows will be in the future. See Note 24, “Discontinued
Operations” in the Notes to Consolidated Financial Statements included in this Form 10-K.

Risks RELATED To OUR CoMMON STOCK
There may be a limited public market for our Common stock and our stock price may experience volatility.

Prior to the Spin-Off, there was no public market for our Common stock. In connection with the Spin-Off, our
Common stock was listed on the New York Stock Exchange (the “NYSE”) under the symbol “PHH.” From
February 1, 2005 through February 15, 2008, the closing trading price for our Common stock has ranged from
$15.08 to $31.40. However, there can be no assurance that an active trading market for our Common stock will be
sustained in the future. In addition, the stock market has from time-to-time experienced extreme price and volume
fluctuations that often have been unrelated to the operating performance of particular companies. Changes in
earnings estimates by analysts and economic and other external factors may have a significant impact on the market
price of our Common stock. Fluctuations or decreases in the trading price of our Common stock may adversely
affect the liquidity of the trading market for our Common stock and our ability to raise capital through future equity
financing. ‘

Provisions in our charter documents, the Maryland General Corporation Law (the “MGCL”} and our
stockholder rights plan may delay or prevent our acquisition by a third party.

Qur charter and by-laws contain several provisions that may make it more difficult for a third party to acquire
control of us without the approval of our Board of Directors. These provisions include, among other things, a
classified Board of Directors, advance notice for raising business or making nominations at meetings and “blank
check” preferred stock. Blank check preferred stock enables our Board of Directors, without stockholder approval,
to designate and issue additional series of preferred stock with such dividend, liquidation, conversion, voting or
other rights, including the right to issue convertible securities with no limitations on conversion, as our Board of
Directors may determine, including rights to dividends and proceeds in a liquidation that are senior to the Common
stock.

We are also subject to certain provisions of the MGCL which could delay, prevent or deter a merger,
acquisition, tender offer, proxy contest or other transaction that might otherwise result in our stockholders receiving
a premium over the market price for their Common stock or may otherwise be in the best interest of our
stockholders. These include, among other provisions:

= The “business combinations” statute which prohibits transactions between a Maryland corporation and an
interested stockholder or an affiliate of an interested stockholder for five years after the most recent date on
which the interested stockholder becomes an interested stockholder and
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* The “control share” acquisition statute which provides that control shares of a Maryland corporation
acquired in a control share acquisition have no voting rights except to the exient approved by a vote of
twa-thirds of the votes entitled to be cast on the matter:

Our by-laws contain a provision exempting any share of our capital stock from the control share acquisition
statute to the fullest extent permitted by the MGCL. However, our Board of Directors has the exclusive right to
amend our by-laws and, subject to their fiduciary duties, could at any time in the future amend the by-laws to
remove this exemption provision.

" In addition, we entered into the Rights Agreement, dated as of January 28, 2003, with The Bank of New York,
as rights agent (the “Rights Agreement™). This agreement entitles our stockholders to acquire shares of our
Common stock at a price equal to 50% of the then-current market value in limited circumstances when a third party
acquires beneficial ownership of 15% or more of our outstanding Common stock or commences a tender offer for at
least 15% of our Common stock, in each case, in a transaction that our Board of Directors does not approve.
Because, under these limited circumstances, all of our stockholders would become entitled to effect discounted
purchases of our Common stock, other than the person or group that caused the rights to become exercisable, the
existence of Ithese rights would significantly increase the cost of acquiring control of our company without the
support of our Board of Directors. The existence of the Rights Agreement could therefore deter potential acquirers
and reduce the likelihood that stockholders receive a premium for our Common stock in an acquisition.

I
Certain provisions of the Mortgage Venture Operating Agreement and the Strategic Relationship Agree-
ment that we have with Realogy could discourage third parties from seeking to acquire us or could reduce the
amount of consideration they would be willing to pay our stockholders in an acquisition transaction.

Pursuant to the terms of the Mortgage Venture Operating Agreement, Realogy has the right to terminate the
Mortgage Venture, at its election, at any time on or after February 1, 2015 by providing two years’ notice to us. In
addition, under the Mortgage Venture Operating Agreement, Realogy may terminate the Mortgage Venture if we
effect a change in control transaction involving certain competitors or other third parties. In connection with such
termination, we would be required to make a liquidated damages payment in cash to Realogy of an amount equal to
the sum of (i) two times the Mortgage Venture's trailing 12 months net income (except that, in the case of a
termination by Realogy following a change in control of us, we may be required to make a cash payment to Realogy
in an amount equal to the Mortgage Venture’s trailing 12 months net income multiplied by (a) if the Morigage
* Venture Operating Agreement is terminated prior to its twelfth anniversary, the number of years remaining in the
first 12 years of the term of the Mortgage Venture Operating Agreement, or {b) if the Mortgage Venture Operating
Agreement is terminated on or after its tenth anniversary, two years), and {ii) all costs reasonably incurred by
Cendant and (ts subsidiaries in unwinding its relationship with us pursuant to the Mortgage Venture Operating
Agreement and the related agreements, including the Strategic Relationship Agreement, the Marketing Agreement
and the Tradc;amark License Agreements. Pursuant to the terms of the Strategic Relationship Agreement, we are
subject to a non-competition provision, the breach of which could result in Realogy having the right to terminate the
Strategic Relationship Agreement, seek an injunction prohibiting us from engaging in activities in breach of the
non-compelition provision or resuit in our liability for damages to Realogy. The existence of these provisions could
discourage certain third parties from seeking to acquire us or could reduce the amount of consideration they would
be willing to pay to our stockholders in an acquisition transaction. See “Item 1. Business—Arrangements with
Realogy—Mortgage Venture Between Realogy and PHH” for more information.

|

Item 1B. Unlresolved Staff Comments

None.

|
Item 2. Properties

Our principal offices are located at 3000 Leadenhall Road, Mt. Laurel, New Jersey 08054.

|
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MORTGAGE PRODUCTION AND MORTGAGE SERVICING SEGMENTS

Our Mortgage Production and Mortgage Servicing segments have centralized ‘operations in approximately
730,000 square feet of shared leased office space in the Mt. Laurel, New Jersey area. We have a second area of
centralized offices that are shared by our Mortgage Production and Mortgage Servicing segments in Jacksonville,
Florida, where approximately 150,000 square feet is occupied. In addition, our Mortgage Production segment leases
22 smaller offices located throughout the U.S. and our Mortgage Servicing segment leases one additional office
located in the state of New York.

FLEET MANAGEMENT SERVICES SEGMENT

Our Fleet Management Services segment maintains a headquarters office in a 210,000 square-foot office
building in Sparks, Maryland. Our Fleet Management Services segment also leases office space and marketing
centers in five locations in Canada and has six smaller regional locations throughout the U.S.

Item 3. Legal Proceedings

We are party to various claims and legal proceedings from time-to-time related to contract disputes and other
commercial, employment and tax matters. We are not aware of any pending legal proceedings that we believe could
have, individually or in the aggregate, a material adverse effect on our business, financial position, results of
operations or cash flows.

In March and April 2006, several purported class actions were filed against us, our Chief Executive Officer and
our former Chief Financial Officer in the U.S. District Court for the District of New Jersey. The plaintifis sought to
represent an alleged class consisting of all persons (other than our officers and Directors and their affiliates) who
purchased our Common stock during certain time periods beginning March 15, 2005 in one case and May 12, 2005
in the other cases and ending March 1, 2006. The plaintiffs alleged, among other matters, that the defendants
violated Section 10(b) of the Exchange Act and Rule 10b-5 thereunder. Each of these purported class actions has
since been voluntarily dismissed by the plaintiffs. Additionally, two derivative actions were filed in the U.S. District
Court for the District of New Jersey against us, our former Chief Financial Officer and each member of our Board of
Directors. Both of these derivative actions have since been voluntarily dismissed by the plaintiffs.

Following the announcement of the Merger in March 2007, two purported class actions were filed ‘against us
and each member of our Board of Directors in the Circuit Court for Baltimore County, Maryland (the “Court”). The
first of these actions also named GE and Blackstone as defendants. The plaintiffs sought to represent an alleged
class consisting of all persons (other than our officers and Directors and their affiliates) holding our Common stock.
In support of their request for injunctive and other relief, the plaintiffs alleged, among other matters, that the
members of the Board of Directors breached their fiduciary duties by failing to maximize stockholder value in
approving the Merger Agreement. On or about April 10, 2007, the claims against Blackstone were dismissed
without prejudice. On May 11, 2007, the Court consolidated the two cases into one action. On July 27, 2007, the
plaintiffs filed a consolidated amended complaint. This pleading did not name GE or Blackstone as defendants. It
essentially repeated the allegations previously made against the members of our Board of Directors and added
allegations that the disclosures made in the preliminary proxy statement filed with the SEC on June 13, 2007
omitted certain material facts. On August 7, 2007, the Court dismissed the consolidated amended complaint on the
ground that the plaintiffs were seeking to assert their claims directly, whereas, as a matter of Maryland law, claims
that directors have breached their fiduciary duties can only be asserted by a stockholder der:vatwely The plaintiffs
have the right to appeal this decision.

Item 4. Submission of Matters to a Vote of Security Holders

None.

Executive OFFICERS

Qur executive officers are set forth in the table below. All executive officers are appointed by and serve at the
pleasure of the Board of Directors.*
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Name : Age Position(s)

Terence W, Edwards . . . .. e 52 President and Chief Executive Officer
' President and Chief Executive Officer—PHH Mortgage
Clair M. Raubenstine. . . ............ 66 Executive Vice President and Chief Financial Officer
George J. Kilroy . ................. 60 President and Chief Executive Officer—PHH Arval
Mark R. Danahy ............ ... ... 48 Senior Vice President and Chief Financial Officer—PHH
' Mortgage
William F. Brown .. ....... ... ..., 50 Senior Vice President, General Counsel and Corporate
Secretary
Senior Vice President, General Counsel and Secretary—PHH
' Mortgage
Mark E. Johnson . . ................ 48 Vice President and Treasurer
Michael D. Orner ................. 40 Vice President and Controller

Terence W. Edwards serves as our President and Chief Executive Officer, a position he has held since February
2005 and President and Chief Executive Officer of PHH Mortgage, a position he has held since August 2005. Prior
to the Spin-Off, Mr. Edwards served as President and Chief Executive Officer of Cendant Mortgage Corporation
(“Cendant Mortgage,” now known as PHH Mortgage) since February 1996, and as such, was responsible for
overseeing its entire mortgage banking operations. From 1995 to 1996, Mr. Edwards served as Vice President of
Investor Relations and Treasurer and was responsible for investor, banking and rating agency relations, financing
resources, cash management, pension investment management and internal financial structure. Mr. Edwards joined
us in 1980 as a treasury operations analyst and has held positions of increasing responsibility, including Director,
Mortgage Finance and Senior Vice President, Secondary Marketing.

Clair M. Raubenstine scrves as our Executive Vice President and Chief Financial Officer, a position he has
held since February 2006. From October 1998 through June 2002, Mr. Raubenstine served as a national inde-
pendence consulting partner with PricewaterhouseCoopers LLP (“PricewaterhouseCoopers™). He also previously
served as an Accounting, Auditing and SEC consulting partner and as an assurance and business advisory services
partner to various public and private companies. Mr. Raubenstine’s career at PricewaterhouseCoopers spanned
39 years until his retirement in June 2002, From July 2002 through February 2006, Mr. Raubenstine provided
accounting and financial advisory services to various charitable and educational organizations.

George .I Kilroy serves as President and Chief Executive Qfficer of PHH Arval, a position he has held since
March 2001.' Mr. Kilroy is responsible for the management of PHH Arval. From May 1997 to March 2001,
Mr. Kilroy served as Senior Vice President, Business Development and was responsible for new client sales, client
relations an.dI marketing for PHH Arval’s United States operations. Mr. Kilroy joined PHH Arval in 1976 as an
Account Executive in the Truck and Equipment Division and has held positions of increasing responsibility,
including head of Diversified Services and Financial Services.

Mark R: Danahy serves as Senior Vice President and Chief Financial Officer of PHH Mortgage, a position he

" has held sincé April 2001. Mr. Danahy is responsible for directing the mortgage accounting and financial planning

teams, whxchlmclude financial reporting, asset valuation and capital markets accounting, planning and forecasting.
Mr. Danahy }OIHEd Cendant Mortgage in December 2000 as Controller. From 1999 to 2000, Mr. Danahy served as
Senior Vice President, Capital Market Operations for GE Capital Market Services, Inc.

William F. Brown serves as our Senior Vice President, General Counsel and Corporate Secretary, a position he
has held smce February 2005 and Senior Vice President, General Counsel and Secretary of PHH Mortgage.
Mr. Brown has served as Senior Vice President and General Counsel of Cendant Mortgage since June 1999 and
oversees its legal, contract, licensing and regulatory compliance functions. From June 1997 to June 1999, Mr. Brown
served as Vice President and General Counsel of Cendant Mortgage. From January 1995 to June 1997, Mr. Brown
served as Counsel in the PHH Corporate Legal Department.

Mark E. Johnson serves as our Vice President and Treasurer, a position he has held since February 2005. Prior
to the Spin-Off, Mr. Johnson served as Vice President, Secondary Marketing of Cendant Mortgage since May 2003

and was responsible for various funding initiatives and financial management of certain subsidiary operations.
|
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From May 1997 to May 2003, Mr. Johnson served as Assistant Treasurer of Cendant, where he had a range of
responsibilities, including banking and rating agency relations and management of unsecured funding and
securitization,

Michael D. Orner serves as our Vice President and Controller, a position he has held since March 2005. Prior
to joining us, Mr. Orner was employed by Millennium Chemicals, Inc. as Corporate Controller from January 2003
through March 2005 and Director of Accounting and Financial Reporting from December 1999 through December
2002. Prior to joining Millennium Chemicals, Inc., Mr. Orner served as a Senior Manager, Audit and Business
Advisory Services for PricewaterhouseCoopers, where he was employed from September 1989 through November
1599,
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! PART 11
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities
MagrkeT Price ofF CoMMON STOCK

Shares of our Common stock are listed on the NYSE under the symbol “PHH.” The following table sets forth
the high and iow sales prices for our Common stock for the periods indicated as reported by the NYSE:

' Stock Price
High Low
January 1, 2006 to March 31,2006 . . ... ... .. ..t $ 2929 § 23.70
April 1,2006toJune 30,2006 . . ... .. .. e 27.99 25.03
July 1, 2006 to September 30, 2006, . ... oottt e e 27.99 23.99
October 1, 2006 to December 31, 2006 . . .. . .. .. e e 29.35 26.67
January 1, 2007 to March 31, 2007 .. ... .. ... e 31.50 21.25
April 1, 2007 to June 30, 2007 . ... .. e 31.39 30.14
July 1, 2007 to September 30, 2007 . . .. ... e e e e 31.52 22.51
October 1, 2007 to December 31, 2007 ... . o i 27.09 17.45

As of February 15, 2008, there were approximately 7,200 holders of record of our Common stock. As of that
date, there were approximately 57,000 total holders of our Common stock including beneficial holders whose
securities are held in the name of a registered clearing agency or its nominee.

Divipenp Poricy
No dividends were declared during the years ended December 31, 2007 or 2006,

The declaration and payment of future dividends by us will be subject to the discretion of our Board of
Directors and will depend upon many factors, including our financial condition, earnings, capital requirements of
our operating subsidiaries, legal requirements, reguiatory constraints and other factors deemed relevant by our
Board of Directors. Many of our subsidiaries (including certain consolidated partnerships, trusts and other non-
corporate entities) are subject to restrictions on their ability to pay dividends or otherwise transfer funds to other
consolidated subsidiaries and, ultimately, to PHH Corporation (the parent company). These restrictions relate to
loan agreements applicable to certain of cur asset-backed debt arrangements and to regulatory restrictions
applicable to the equity of our insurance subsidiary, Atrium. The aggregate restricted net assets of these subsidiaries
totaled $1.0 billion as of December 31, 2007. These restrictions on net assets of certain subsidiaries, however, do not
directly limit our ability to pay dividends from consolidated Retained earnings. Pursuant to the MTN Indenture (as
defined in “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Liquidity and Capital Resources—Indebtedness—Unsecured Debt—Term Notes”), we may not
pay dividends on cur Commeon stock in the event that our ratio of debt to equity exceeds 6.5:1, after giving effect
to the dividend payment. The MTN Indenture also requires that we maintain a debt to tangible equity ratio of not
more than 10;1. In addition, the Amended Credit Facility, the Mortgage Repurchase Facility, the Greenwich
Repurchase Facility and the Mortgage Venture Repurchase Facility (each as defined in “Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resource-
s—Indebtedness™} each include various covenants that may restrict our ability to pay dividends on our Common
stock, including covenants which require that we maintain: (i) on the last day of each fiscal quarter, net worth of
$1.0billion plus 25% of net income, if positive, for each fiscal quarter ended after December 31, 2004 and (ii) at any
time, a ratio of indebtedness to tangible net worth no greater than 10:1. Based on our assessment of these
requirements as of December 31, 2007, we do not believe that these restrictions will materially limit dividend
payments on our Common stock in the foreseeable future. However, we do not anticipate paying any cash dividends

on our Commeon stock in the foreseeable future.
|
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Issuer Purcnases oF EQurry SECURITIES

There were no share repurchases during the quarter ended December 31, 2007.

PERFORMANCE GRAPH

The following graph and table compare the cumulative total stockholder return on our Common stock with
(i) the Russell 2000 Index and (ii) the Russell 2000 Financial Services Index. Our Common stock began trading on
the NYSE on February 1, 2005. Cendant distributed one share of our Commeon stock for every 20 shares of Cendant
commen stock outstanding on the record date for the distribution. On January 31, 2008, all shares of our Common
stock were spun-off from Cendant to the holders of Cendant’s common stock on a pro rata basis.
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21112005 6/3012005 12/31/2005 6/30/2006 123172006 6/30/2007 12/31/2007

Russell 2000 Index . ... 100.00 102.37 108.39 117.29 128.30 136.57 126.29
Russell 2000 Financial

Services Index. . ..... .. 100.00 101.60 104.42 111.72 120.83 113.71 97.15

PHH Common stock ... 100.00 117.44 127.95 125.75 131.83 142.51 80.55

The graph and table above assume that $100 was invested in the Russell 2000 Index, the Russell 2000 Financial
Services Index and our Common stock on February 1, 2005. Total stockholder returns assume reinvesiment of dividends.
The stock price performance depicted in the graph and table above may not be indicative of futire stock price.

This performance graph and related information shall not be deemed filed for the purposes of Section 18 of the
Exchange Act or otherwise subject to the liability of that Section and shall not be deemed to be incorporated by
reference into any filing that we make under the Securities Act or the Exchange Act.

Item 6. Selected Financial Data

As discussed under “Item 1. Business,” on February 1, 2005, we began operating as an independent, publicly
traded company pursuant to the Spin-Off from Cendant. During 2005, prior to the Spin-Off, we underwent an
internal reorganization whereby we distributed our former relocation and fuel card businesses to Cendant, and
Cendant contributed its former appraisal business, STARS, to us.

Pursuant to SFAS No. 141, Cendant’s contribution of STARS to us was accounted for as a transfer of net assets
between entities under common control and, therefore, the financial position and results of operations for STARS
are included in all periods presented, Pursuant to SFAS No. 144, the financiat position and results of operations of
our former relocation and fuel card businesses have been segregated and reported as discontinued operations for all

periods presented (see Note 24, “Discontinued Operations” in the Notes to Conselidated Financial Staiements-

included in this Form 10-K for more information).
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In connection with and in order to consummate the Spin-Off, on January 27, 2005, cur Board of Directors
authorized and approved a 52,684-for-one Common stock split, to be effected by a stock dividend at such ratio. The
record date with regard to such stock split was January 28, 2005. The cash dividends declared per share and earnings
per share amounts presented below reflect this stock split.

The selected consolidated financial data set forth below is derived from our audited Consolidated Financial
Statements for the periods indicated. Because our business has changed substantially due to the internal reorganization
in connection with the Spin-Off, and we now conduct our business as an independent, publicly traded company, our
historical financial information does not reflect what our results of operations, financial position or cash flows would
have been had we been an independent, publicly traded company during all of the periods presented. For this reason, as
well as the inherent uncertainties of our business, the historical financial information for such periods is not indicative
of what our results of operations, financial position or cash flows will be in the future.

Year Ended and As of December 31,
2007 2006 2005 2004 2003
(In millions, except per share data)

Consolidated Statements of Operations Data:

Net revenues . . ... ..o ie it $2.240 $ 2,288 %2471 % 2397 $ 2.636
{Loss) income from continuing operations ........... $ (2 $ @6y $ 73 0§ 94 0§ 157
(Loss) income from discontinued operations, net of .

income taxes® . ... ........ e — — (1) 118 98
Cumulative effect of accounting change, net of income

BAXES . ottt e — — — — (35)
Net (loss)income ... ......... 0t i ennnnnn... $ 2y % (6 $ 72§ 212 3 220
Basic (loss) earnings per share:

(Loss) income from continuing operations .. ...:... $(023) § (029 $138 § 179 § 297

(Loss) income from discontinued operations . . .. .. .. — — (0.02) 2.24 1.87

Cumulative effect of accounting change, net of

IMCOMME FAXES o v v vt s e et e e e e e ae e — — — — (0.67)

Net (lossyincome ... ...........c..iuuuron... $(0.23) $ (029 $136 § 403 § 417
Diluted (loss) earnings per share:

(Loss) income from countinuing operations . . ... ... .. 5023 3029 $136 $ 177§ 295

{Loss) income from discontinued operations . .. ... .. — — (0.02) 2.22 1.85

Curnulative effect of accounting change, net of

INCOME LAXES o o v v et e e e e e et e et e e e ns — — — — (0.67)

Nel (Ioss)income . ....covierinnenennnnn.n.. $0.23) 3% (029 $134 §$ 399 § 413
Cash dividends declared per share®™ .. .......... ... $ — $§ — § — § 266 § 266
Consolidated Balance Sheets Data:
Total @SSe5 ... . . .. o e e $9,357 510,760  $9,965 $11,399  $11,641
Debt...... e e e e e e e e 6,279 7.647 6,744 6,504 6,829
Stockholders’ equity ... ..... ... ... ... ... ..., 1,529 1,515 1,521 1,921 1,855

™ Income from continuing operations and Net income for the year ended December 31, 2005 included pre-tax Spin-Off related
expenses of $41 million. See Note 3, “Spin-Off from Cendant” in the Notes to Consolidated Financial Statements included in
this Form 10-K.
During 2004, we acquired First Fleet Corporation (“First Fleet™), a national provider of fleet management services to
companies thal maintain private truck fleets.
Income from continuing operations and Net income for the year ended December 31, 2003 included a pre-tax goodwill
impairment charge of $102 million ($96 million net of income taxes). Also during 2003, we consolidated Bishop’s Gale
Residential Mortgage Trust (“Bishop’s Gate™) pursuant to FASB Interpretation No. 46, “Consolidation of Variable Interest
Entities” and recognized the related cumulative effect of accounting change.
(Loss) income from discontinued operations, net of income taxes includes the after-tax results of discontinued operations,
Dividends declared during the years ended December 31, 2004 and 2003 were paid to our former parent, Cendant.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with “ltem 1. Business” and our Consolidated
Financial Statements and the notes thereto included in this Form 10-K. The following discussion should also be read
in conjunction with the " Cautionary Note Regarding Forward-Looking Statements” and the risks and uncertainties
described in “ltem IA. Risk Factors” set forth above.

OVERVIEW

We are a leading outsource provider of mortgage and fleet management services. We conduct our business
through three operating segments: a Mortgage Production segment, a Mortgage Servicing segment and a Fleet
Management Services segment, Our Mortgage Production segment originates, purchases and sells mortgage loans
through PHH Mortgage which includes PHH Home Loans. PHH Home Loans is a mortgage venture that we
maintain with Reatogy that began operations in October 2005. Our Mortgage Production segment generated 9%,
14% and 21% of our Net revenues for the years ended December 31, 2007, 2006 and 2005, respectively. Our
Mortgage Servicing segment services mortgage loans that either PHH Mortgage or PHH Home Loans originated.
Qur Mortgage Servicing segment also purchases MSRs and acts as a subservicer for certain clients that own the
underlying MSRs. Our Mortgage Servicing segment generated 89, 6% and 10% of our Net revenues for the years
ended December 31, 2007, 2006 and 2005, respectively. Our Fleet Management Services segment provides
commercial fleet management services 10 corporate clients and government agencies throughout the U.S. and
Canada through PHH Arval. Qur Fleet Management Services segment generated 83%, 80% and 69% of our Net
revenues for the years ended December 31, 2007, 2006 and 2005, respectively.

For all periods presented in this Form 10-K prior to February 1, 2003, we were a whaolly owned subsidiary of
Cendant that provided homeowners with mortgages, serviced mortgage loans, facilitated employee relocations and
provided vehicle fleet management and fuel card services to commercial clients. During 2006, Cendant changed its
name to Avis Budget Group, Inc.; however, within this Form 10-K, our former parent company, now known as Avis
Budget Group. Inc. (NYSE: CAR) is referred to as “Cendant.” On February 1, 2005, we began operating as an
independent, publicly traded company pursuant to the Spin-Off from Cendant. See “Item 1. Business” for a
discussion of the Spin-Off.

In connection with the Spin-Off, we entered into several agreements and arrangements with Cendant and its
real estate services division, Realogy, that we expect to continue to be material to our business going forward.
Cendant completed the Realogy Spin-Off effective July 31, 2006. On April 1{}, 2007, Realogy became a wholly
owned subsidiary of Domus Holdings Corp.. an affiliate of Apollo Management VI, L.P., following the completion
of a merger and related transactions. For a discussion of these agreements and arrangements, see “ltem 1.
Business—Arrangements with Cendant” and “— Arrangements with Realogy.”

We, through our subsidiary, PHH Broker Partner, and Realogy, through its subsidiary, Realogy Venture
Partner, formed the Mortgage Venture. We own 50.1% of the Mortgage Venture through PHH Broker Partner and
Realogy owns the remaining 49.9% through Realogy Venture Partner. The Mortgage Venture originates and sells
mortgage loans primarily sourced through Realogy’s owned real estate brokerage business, NRT and its owned
relocation business, Cartus. All mortgage loans originated by the Mortgage Venture are sold to PHH Mortgage or
unaffiliated third-party investors on a servicing-released basis. The Mortgage Venture does not hold any mortgage
loans for investment purposes or retain MSRs for any loans it originates.

The Mortgage Venture commenced operations, and we contributed assets and transterred employees that have
historically supported originations from NRT and Cartus to the Mortgage Venture in October 2005. The Mortgage
Venture is principally governed by the terms of the Mortgage Venture Operating Agreement and the Strategic
Relationship Agreement. The Mortgage Venture Operating Agreement has a 50-year term, subject to earlier
termination, under certain circumstances, including after the twelfth year, following a two-year notice, or non-
renewal by us after 25 years subject to delivery of notice between January 31, 2027 and January 31, 2028. In the
event that we do not deliver a non-renewal notice after the 25th year, the Mortgage Venture Operating Agreement
will be renewed for an additional 25-year term. The provisions of the Strategic Relationship Agreement govern the
manner in which the Mortgage Venture is recommended by NRT, Cartus and TRG as the exclusive recommended
provider of mortgage loans to (i) the independent sales associates affiliated with the Realogy Entities (excluding the
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independent sales associates of any Realogy Franchisee acting in such capacity), (ii} all customers of the Realogy
Entities (excluding Realogy Franchisees or any employee or independent sales associate thereof acting in such
capacity) and (iii} all U.S.-based employees of Cendant. See “Item 1. Busingss—Arrangements with Realogy—-
Mortgage Venture Between Realogy and PHH” and “— Sirategic Relationship Agreement” for a description of the
terms of the Mortgage Venture Operating Agreement and the Strategic Relationship Agreement.

The Mortgage Venture is consolidated within our financial statements, and Realogy’s ownership interest is
presented in our financial statements as a minority interest. (See Note 1, “Summary of Significant Accounting
Policies—Basis of Presentation” and Note 3, “Spin-Off from Cendant” in the Notes to Consolidated Financial
Statements included in this Form 10-K.) Subject to certain regulatory and financial covenant requirements, net
income generated by the Mortgage Venture is distributed quarterly to its members pro rata based upon their
respective ownership interests. The Mortgage Venture may also require additional capital contributions from us and
Realogy under the terms of the Mortgage Venture Operating Agreement if it is required to meet minimum
regulatory capital and reserve requirements imposed by any governmental authority or any creditor of the Mortgage
Venture or its subsidiaries,

During 2005, prior to and as part of the Spin-Off, Cendant made a cash contribution to us of $100 million and
we distributed assets net of liabilities of $593 million to Cendant. Such amount included the historical cost of the net
assets of our former relocation and fuel card businesses, certain other assets and liabilities per the Spin-Off
Agreements and the net amount of forgiveness of certain payables and receivables, including income taxes, between
us, our former relocation and fuel card businesses and Cendant.

Because our business has changed substantially due to the internal reorganization in connection with the Spin-
Off, and we now conduct our business as an independent, publicly traded company, our historical financial
information does not reflect what our results of operations, financial position or cash flows would have been had we
been an independent, publicly traded company during all of the periods presented. For this reason, as well as the
inherent uncertainties of our business, the historical financial information for such periods is not indicative of what
our results of operations, financial position or cash flows will be in the future.

During 2006, we devoted substantial internal and external resources to the completion of our Annual Report on
Form 10-K for the year ended December 31, 2005 (the “2005 Form 10-K™") and related matters. As a result of these
efforts, along with efforts to complete our assessment of internal control over financial reporting as of December 31,
2005, as required by Section 404 of the Sarbanes-Oxley Act of 2002 (“SOX™), we incurred incremental fees and
expenses for additional auditor services, financiat and other consulting services, legal services and liquidity waivers
of approximately $44 million through December 31, 2006. Of this $44 million, we recorded $32 mitlion and
$£12 million in Other operating expenses in the Consolidated Statements of Operations for the years ended
December 31, 2006 and 2005, respectively. During 2007, we continued to incur fees and expenses for auditor
services and financial and other consulting services that were significantly higher than historical fees and expenses
to complete our Annual Report on Form 10-K for the year ended December 31, 2006, along with efforts to complete
our assessment of internal control over financial reporting as of December 31, 2006, as required by SOX.
Additionally, we devoted substantial internal and external resources to become a current filer with the SEC and to
remediate the material weaknesses previously identified through our assessment of internal control over financial
reporting as of December 31, 2006 and 2005.

On March 15, 2007, we entered into the Merger Agreement with GE and its wholly owned subsidiary, Jade
Merger Sub, Inc. to be acquired (as previously defined, the “Merger”). In conjunction with the Merger, GE entered
into the Mortgage Sale Agreement to sell our mortgage operations to Pearl Acquisition, an affiliate of Blackstone, a
global investment and advisory firm.

On January 1, 2008, we gave a notice of termination to GE pursuant to the Merger Agreement because the
Merger was not completed by December 31, 2007, On January 2, 2008, we received a notice of termination from
Pearl Acquisition pursuant to the Mortgage Sale Agreement and on January 4, 2008, the Settlement Agreement
between us, Pearl Acquisition and BCP V was executed. Pursuant to the Settlement Agreement, BCP V paid us a
reverse termination fee of $50 million and we agreed to pay BCP V up to $4.5 million for the reimbursement of
certain fees for third-party consulting services incurred by BCP V and Pear] Acquisition in connection with the
transactions contemplated by the Merger Agreement and the Mortgage Sale Agreement upon our receipt of invoices
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reflecting such fees from BCP V. As part of the Settlement Agreement, we are entitled to recetve the work product
that those consultants provided to BCP V and Pearl Acquisition. As of the filing date of this Form 10-K, we paid
BCP V $4.5 million and received the work product. See Note 2, “Terminated Merger” in the Notes to Consolidated
Financial Statements included in this Form 10-K for more information.

Mortgage Production and Moritgage Servicing Segments

Mortgage Production Segment

Our Mortgage Production segment principally provides fee-based mortgage loan origination services for
others (including brokered mortgage loans) and sells criginated mortgage loans into the secondary market. PHH
Mortgage generally selis all mortgage loans that it originates to investors (which include a variety of institutional
investors) within 60 days of origination. We originate mortgage loans through three principal business channels:
financial institutions (on a private-label basis), real estate brokers (including brokers associated with brokerages
owned or franchised by Realogy and independent brokers) and relocation (primarily mortgage services for clients of
Cartus). We also purchase mortgage loans originated by third parties. Fee income consists primarily of fees
collected on loans originated for others (including brokered loans) and is recorded as revenue when we have
completed our obligations related to the underlying loan transaction. Loan origination fees, commitment fees paid
in connection with the sale of loans and certain direct loan origination costs associated with loans are deferred until
such loans are sold. MLLHS are recorded on our balance sheet at the lower of cost or market value, which is
computed by the aggregate method, net of deferred loan origination fees and costs. Sales of mortgage loans are
recorded on the date that ownership is transferred. Gains or losses on sales of mortgage loans are recognized based
upon the difference between the selling price and the carrying value of the related mortgage loans sold.

Upon the closing of a residential mortgage loan originated or purchased by us, the mortgage loan is generally
warehoused for a period of up to 60 days and then sold into the secondary market. MLHS represent mortgage loans
originated or purchased by us and held until sold to investors. We principally sell our mortgage loans directly to
government-sponsored entities, such as Fannie Mae, Freddie Mac or Ginnie Mae. Upon the sale, we generally retain
the MSRs and servicing obligations of the underlying mortgage loans.

Our Mortgage Production segment also includes STARS, our appraisal services business. The appraisal
services business is closely linked to the processes by which our Mortgage Production segment originates mortgage
loans. STARS derives substantialty all of its business from our three principal business channels described above.

Mortgage Servicing Segment

Our Mortgage Servicing segment services residential mortgage loans. Upon the sale of the loans originated in
or purchased by the Mortgage Production segment, we generally retain the MSRs and servicing obligations of those
underlying loans. An MSR is the right to receive a portion of the interest coupon and fees collected from the
mortgagor for performing specified mortgage servicing activities, which consist of collecting loan payments,
remitting principal and interest payments to investors, managing escrow funds for the payment of mortgage-related
expenses such as taxes and insurance and otherwise administering our mortgage loan servicing portfolio.

The capitalization of MSRs occurs upon the sale of the underlying mortgage loans into the secondary market.
We adopted SFAS No. 156, “Accounting for Servicing of Financial Assets™ (“SFAS No. 156”) on January 1, 2006.
As a result of adopting SFAS No. 156, servicing rights created through the sale of originated loans are recorded at
the fair value of the servicing right on the date of sale whereas prior to the adoption, the servicing rights were
recorded based on the relative fair values of the loans sold and the servicing rights retained. Prior to the adoption of
SFAS No. 156, servicing rights were amortized in proportion to estimated net servicing income and such
amortization was recorded in Amortization and recovery of impairment of mortgage servicing rights in our
Consolidated Statement of Operations for the year ended December 31, 2005. The effects of measuring servicing
rights at fair value after the adoption of SFAS No. 156 are recorded in Change in fair value of mortgage servicing
rights in our Consolidated Statements of Operations for the years ended December 31, 2007 and 2006. Loan
servicing income is comprised of several components, including recurring servicing and other ancillary fees and net
reinsurance income from our wholly owned reinsurance company, Atrium. Recurring servicing fees are recognized
upon receipt of the coupon payment from the borrower and recorded net of agency guaranty fees, Loan servicing
income is receivable only out of interest collected from mortgagors, and is recorded as income when collected. Late
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charges and other miscellaneous fees collected from mortgagors are also recorded as income when collected. Costs
associated with loan servicing are charged to expense as incurred.

The fair value of the MSRs is estimated based upon projections of expected future cash flows considering
prepayment estimates (developed using a model described below), our historical prepayment rates, portfolio
characteristics, interest rates based on interest rate yield curves, implied volatility and other economic factors. The
model to ferecast prepayment rates used in the development of expected future cash flows is based on historical
observations of prepayment behavior in similar periods, comparing current mortgage interest rates to the mortgage
interest rates in our servicing portfolio, and incorporates loan characteristics (e.g., loan type and note rate) and
factors such as recent prepayment experience, previous refinance opportunities and estimated levels of home equity.
Prior to January 1, 2006, MSRs were routinely evaluated for impairment, at least on a quarterly basis. Fair value was
estimated using the method described above. In addition, the loans underlying the MSRs were stratified into note
rate pools based on certain risk characteristics including product type and rate. We measured impairment for each
stratum by comparing its estimated fair value to the carrying amount. Temporary impairment was recorded through
a valuation allowance in the period of occurrence. We periodically evaluated our MSRs to determine if the carrying
value before the application of the valuation allowance was recoverable. When we determined that a portion of the
asset was not recoverable, the asset and the previously designated valuation were reduced to reflect the write-down.

As of December 31, 2007, we had $1.5 billion of MSRs associated with $126.5 billion of the unpaid principal
balance of the underlying mortgage loans. We periodically evaluate our risk exposure and capital requirements
related to our; MSRs to determine the appropriate amount of MSRs to retain on our Balance Sheet. During 2007, we
sold approximately $433 million of MSRs associated with $29.2 billion of the unpaid principal balance of the
underlying mortgage loans. We expect that these sales of MSRs will result in a proportionate decrease in our Net
revenues for the Mortgage Servicing segment in 2003,

Our Mortgage Servicing segment also includes our reinsurance business, which we conduct through Atrium,
our wholly owned subsidiary and a New York domiciled monoline mortgage guaranty insurance corporation.
Atrium receives premiums from certain third-party insurance companies and provides reinsurance solely in respect
of primary mortgage insurance issued by those third-party insurance companies on loans originated through our
various loan origination channels.

Arrangements with Cendant and Realogy

Prior to'the Spin-Off, we entered into various agreements with Cendant in connection with the Spin-Oft to
provide for our separation from Cendant and the transition of our business as an independent company, including:
(i) the Separation Agreement, (ii) the Amended Tax Sharing Agrecment and (iii} the Transition Services Agree-
ment. (See “Item 1. Business—Arrangements with Cendant” for more information about these agreements and
“Item lA. Risk Factors—Risks Related to the Spin-Off—Certain arrangements and agreements that we have
entered into with Cendant in connection with the Spin-Off could impact our tax and other assets and liabilities in the
future, and our financial statements are subject to future adjustments as a result of our obligations under those
arrangements and agreements.” for a discussion of some of the risks associated with these agreements.)

The Amended Tax Sharing Agreement contains provisions governing the allocation of liabilities for taxes
between Cendant and us, indemnification for certain tax liabilities and responsibility for preparing and filing tax
returns and defending tax contests, as well as other tax-related matters. The Amended Tax Sharing Agreement
contains certain provisions relating to the treatment of the ultimate settlement of Cendant tax contingencies that
relate to audit adjustments due to taxing authorities’ review of income tax returns. Our tax basis in certain assets
may be adjuslted in the future, and we may be required to remit tax benefits ultimately realized by us to Cendant in
certain circumstances. Certain of the effects of future adjustments relating to years we were included in Cendant’s
income tax returns that change the tax basis of assets, liabilities and net operating loss and tax credit carryforward
amounts may be recorded in equity rather than as an adjustment to the tax provision,

We also, entered into several agreements with Cendant’s real estate services division prior to the Spin-Off to
provide for the continuation of certain business arrangements, including (i) the Mortgage Venture Operating
Agreement, (ii) the Strategic Relationship Agreement, (iit) the Marketing Agreement and (iv) the Trademark
License Agre;ements. (See “Item |. Business—Arrangements with Realogy™ for a description of these agreements.)
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In connection with the Spin-Off, we, through PHH Broker Partner, and Cendant’s real estate services division,
through Realogy Venture Partner, formed the Mortgage Venture. (See “Item 1. Bunsiness—Arrangements with
Realogy—Mortgage Venture Between Realogy and PHH” for a discussion of the Mortgage Venture.) The
termination of our rights under our agreements with Realogy, including the termination of the Mortgage Venture
or of our exclusivity rights under the Strategic Relationship Agreement or the Marketing Agreement, could have a
material adverse effect on’our business, financial position, results of operations and cash flows. See “Item 1.
Business—Arrangements with Realogy” and “Item 1A, Risk Factors—Risks Related to our Business.”

Regulatory Trends

The regulatory environments in which we operate have an impact on the activities in which we may engage,
how the activities may be carried out and the profitability of those activities. (See “Item 1A. Risk Factors—Risks
Related to our Business—The businesses in which we engage are complex and heavily regulated, and changes in the
regulatory environment affecting our businesses could have a material adverse effect on our financial position,
results of operations or cash flows.”} Our, Mortgage Production and Mortgage Servicing segments are subject to
numerous federal, state and local laws and regulations, including those relating to real estate settlement procedures,
fair lending, fair credit reporting, truth in lending, federal and state disclosure and licensing. Changes to laws,
regulations or regulatory policies can affect our operations. As discussed in “Item 1. Business—Qur Business—-
Mortgage Production and Mortgage Servicing Segments—Mortgage Regulation,” RESPA and state real estate
brokerage laws restrict the payment of fees or other consideration for the referral of real estate settlement services.
The Home Mortgage Disclosure Act requires us to disclose certain information about the mortgage loans we
originate and purchase, such as race and gender of our customers, the disposition of mortgage applications, income
levels and interest rate (i.e. annual percentage rate) information, We believe that publication of such information
may lead to heightened scrutiny of all mortgage lenders’ loan pricing and underwriting practices, The establishment
of the Mortgage Venture and the continuing relationships between and among the Mortgage Venture, Realogy and
us are subject to the anti-kickback requirements of RESPA, There can be no assurance that more restrictive laws,
rules and regulations will not be adopted in the future or that existing laws, rules and regulations will be applied in a
manner that may adversely impact our business or make regulatory compliance more difficult or expensive.

Atrium, our wholly owned insurance subsidiary, is subject to insurance regulations in the State of New York
relating to, among other things: standards of solvency that must be met and maintained; the licensing of insurers and
their agents; the nature of and limitations on investments; premium rates; restrictions on the size of risks that may be
insured under a single policy; reserves and provisions for unearned premiums, losses and other obligations; deposits
of securities for the benefit of policyholders; approval of policy forms and the regulation of market conduct,
including the use of credit information in underwriting as well as other underwriting and claims practices. The New
York State Insurance Department also conducts periodic examinations and requires the filing of annual and other
reports relating to the financial condition of companies and other matters.

As a result of our ownership of Atrium, we are subject to New York’s insurance holding company statute, as
well as certain other laws, which, among other things, limit Atrium’s ability to declare and pay dividends except
from restricted cash in excess of the aggregate of Atrium’s paid-in capital, paid-in surplus and contingency reserve.
Additionally, anyone seeking to acquire, directly or indirectly, 10% or more of Atrium’s outstanding common stock,
or otherwise proposing to engage in a transaction involving a change in control of Atrium, will be required to obtain
the prior approval of the New York Superintendent of Insurance.

Mortgage Industry Trends

The aggregate demand for morngage loans in the U.S. is a primary driver of the Mortgage Production and
Mortgage Servicing segments’ operating results, The demand for mortgage loans is affected by external factors
including prevailing mortgage rates and the strength of the U.S. housing market. We expect that the mortgage
industry will continue to experience lower origination volumes related to home purchases during 2008 as a result of
declining home sales. Although the level of interest rates is a key driver of refinancing activity, there are other
factors which could influence the level of refinance originations. Notwithstanding the impact of interest rates, we
believe that refinance originations will be negatively impacted by declines in home prices and increasing mortgage
loan delinquencies, as these factors make the refinance of an existing mortgage more difficult. Furthermore, certain
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existing adjustable-rate mortgage loans will have their rates reset in 2008, which could positively impact the volume
of refinance originations as borrowers seek to refinance loans subject to interest rate changes.

As of January 2008, the Federal National Mortgage Association’s Economic and Mortgage Market Devel-
opments estimated that industry originations during 2007 were $2.5 trillion, a decline of 10% compared with
originations in 2006, and forecasted a decline in industry originations during 2008 of approximately 9% from
estimated 2007 levels. Refinance activity is expected to increase to $1.3 trillion in 2008 from $1.2 trillion in 2007 as
borrowers take advantage of the recent decline in long-term fixed mortgage rates, while purchase originations are
expected to decrease to $1.0 trillion in 2008 from $1.3 trillion in 2007 as the declining housing market continues to
impact home purchases.

Changes in interest rates may have a significant impact on our Mortgage Production and Mortgage Servicing
segments, including a negative impact on origination velumes and the value of our MSRs and related hedges,
Changes in interest rates may also result in changes in the shape or slope of the yield curve, which is a key factor in
our MSR valpatlon model and the effectiveness of our hedging strategy. Furthermore, recent developments in the
industry have resulted in more restrictive credit standards that may negatively impact home affordability and the
demand for housing and related origination volumes for the mortgage industry. Many origination companies have
entered bankruptcy proceedings, shut down or severely curtailed their lending activities. Industry-wide mortgage
foan delmquency rates have increased and may continue to increase over 2007 levels. With more restrictive credit
standards, boirowers, particularly those seeking non-conforming loans, are less able to purchase homes. We expect
that our mortgage originations from refinance activity will increase during 2008 due to the volume of adjustable-
rate mortgages originated over the last five years which are now nearing their interest-rate-reset dates as well as the
impact of declining rates on fixed-rate mortgage products. However, based on home sale trends during 2007 and
through the filing date of this Form 10-K, we expect that home sale volumes and our purchase originations will
decrease during 2008. (See “Item 1A. Risk Factors—Risks Related to our Business-—Recent developments in the
secondary mortgage market could have a material adverse effect on our business, financial position, results of
operations or cash flows,” included in this Form 10-K for more information.)

Demand in the secondary mortgage market for non-conforming loans was adversely impacted during the
second half of 2007 and through the filing date of this Form 10-K. The deterioration of liquidity in the secondary
market for these non-conforming loan products, including jumbo, Alt-A and second lien products and Scratch and
Dent Loans, negatively impacted the price which could be obtained for such products in the secondary market:

~ These loans experienced both a reduction in overall investor demand and discounted pricing which negatively

impacted the value of the underlying loans as well as the execution of related secondary market loan sales. The
valuation of Mortgage loans held for sale, net as of December 31, 2007 reflected this discounted pricing, with the
most significant pricing discounts related to Scratch and Dent Loans and closed-end second lien loans. The unpaid
principal balance of Scratch and Dent Loans and closed-end second lien loans decreased from $355 million as of
September 30, 2007 to $86 million as of December 31, 2007, primarily due to the sale or securitization of these
loans during'the fourth quarter of 2007,

In the first half of August 2007, we modified our underwriting guidelines and/cr our consumer pricing across
all products while discontinuing certain less liquid mortgage products. Since mid-August 2007 to the filing date of
this Form 10K, substantially all new commitments to fund new originations were comprised almost exclusively of
prime loan products, both conforming and non-conforming. The deterioration in the secondary mortgage market
has caused a4 number of mortgage loan originators to take one or more of the following actions: revise their
underwriting guidelines for Alt-A and non-conforming products, increase the interest rates charged on these
products, impose more restrictive credit standards on borrowers or decrease permitted loan-to-value ratios. We
expect that this shift in production efforts to more traditional prime loan products by these originators will result in
increased competition in the mortgage industry, which could have a negative impact on profit margins for our
Mortgage Production segment during 2008. While we have adjusted pricing and margin expectations for new
mortgage loan originations to reflect current secondary mortgage market conditions, market developments
negatively impacted Gain on sale of mortgage loans, net in 2007, and may continue to have a negative impact
during 2003. (See “Item 1A. Risk Factors—Risks Related to our Business—We might be prevented from selling
and/or securitizing our mortgage loans at opportune times and prices, if at all, which could have a material adverse

effect on our business, financial position, results of operations or cash flows.” and “-— Recent developments in the
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secondary mortgage market could have a material adverse effect on our business, financial position, results of
operations or cash flows.” included in this Form 10-K for more information.)

As a result of these factors, we expect that the competitive pricing environment in the mortgage industry will
continue during 2008 as excess origination capacity and lower origination volumes put pressure on production
margins and ultimately result in further industry consolidation. We intend to take advantage of this environment by
leveraging our existing mortgage origination services platform to enter into new outsourcing relationships as more
companies determine that it is no longer economically feasible to compete in the industry. As of the filing date of
this Form 10-K, we signed 14 new mortgage outsourcing relationships in 2007 and 2008, which we expect will
result in approximately $1.3 billion of incremental mortgage origination volume in 2008. However, there can be no
assurance that we will be successful in continuing to enter into new outsourcing relationships or will realize the
expected incremental origination volume.

During 2007, we experienced an increase in foreclosure losses and related credit reserves primarily due to an
increase in loss severity due to a decline in housing prices in 2007 compared to 2006 and increased foreclosure
frequency due to higher mortgage loan delinquencies. Foreclosure losses during 2007 were $20 million compared to
$17 million during 2006. During 2007, foreclosure related reserves increased by $13 million to $49 million as of
December 31, 2007. We expect delinquency and foreclosure rates to remain high during 2008, and, as a result, we
expect that we will continue to experience higher foreclosure losses in 2008 as compared to prior periods. These
developments could also have a negative impact on our reinsurance business as further declines in real estate values
and a continued negative economic outlook could adversely impact borrowers’ ability to repay mortgage loans.
During 2007, reinsurance related reserves increased by $15 million to $32 million, which is reflective of these
recent trends, and we expect reinsurance related reserves to continue to increase during 2008.

During the years ended December 31, 2007 and 2006, we sought to reduce costs in our Mortgage Production and
Mortgage Servicing segments to better align our resources and expenses with anticipated mortgage origination volumes.
During 2007, we eliminated approximately 400 jobs primarily in our Mortgage Production segment and shut down
certain facilities. As a result, we incurred $13 million of severance, outplacement and facility shutdown costs during
2007, which we estimate will benefit 2008 pre-tax results by approximately $21 million. Other cost-reduction initiatives
implemented during 2006 favorably impacted our pre-tax results for the year ended December 31, 2007 by $36 million.

Seasonality

Our Mortgage Production segment is generaily subject to seasonal trends. These seasonal trends reflect the
pattern in the national housing market. Home sales typically rise during the spring and summer seasons and decline
during the fall and winter seasons. Seasonality has less of an effect on mortgage refinancing activity, which is
primarily driven by prevailing mortgage rates. Our Mortgage Servicing segment is generally not subject to seasonal
trends; however, delinquency rates typically rise temporarily during the winter months, driven by mortgagor
payment patterns.

Inflation

An increase in inflation could have a significant impact on our Mortgage Production and Mortgage Servicing
segments. [nterest rates normally increase during periods of rising inflation. Historically, as interest rates increase,
mortgage loan production decreases, particularly production from loan refinancing. An environment of gradual
interest rate increases may, however, signify an improving economy or increasing real estate values, which in turn
may stimulate increased home buying activity. Generally, in periods of reduced mortgage loan production, the
assoctated profit margins also decline due to increased competition among mortgage loan originators and higher
unit costs, thus further reducing our mortgage production revenues. Conversely, in a rising interest rate environ-
ment, our mortgage loan servicing revenues generally increase because mortgage prepayment rates tend to
decrease, extending the average life of our servicing portfolio and increasing the value of our MSRs. See discussion
below under “— Market and Credit Risk,” “Item 1A. Risk Factors— Risks Related to our Business—OQur business
is affected by fluctuations in interest rates, and if we fail to manage our exposure to changes in interest rates
effectively, our business, financial position, results of operations or cash flows could be adversely affected.” and
“Item 7A. Quantitative and Qualitative Disclosures About Market Risk.”
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Fleet Mamtg'ement Services Segment

We pro\;ide fleet management services to corporate clients and government agencies. These services include
management-and leasing of vehicles and other fee-based services for clients’ vehicle fleets. We lease vehicles
primarily to corporate fleet users under open-end operating and direct financing lease arrangements where the client
bears substantially all of the vehicle’s residual value risk. The lease term under the open-end lease agreements
provide for a minimum lease term of 12 months and after the minimum term, the leases may be continued at the
lessees” election for successive monthly renewals. In limited circumstances, we lease vehicles under closed-end
leases where we bear all of the vehicle's residual value risk. For operating leases, lease revenues, which contain a
depreciation component, an interest component and a management fee component, are recognized over the lease
term of the vehicle, which encompasses the minimum lease term and the month-to-month renewals. For direct
financing leases, lease revenues contain an interest component and a management fee component. The interest
component is recognized using the effective interest method over the lease term of the vehicle, which encompasses
the minimum lease term and the month-to-month renewals. Amounts charged to the lessees for interest are
determined in accordance with the pricing supplement to the respective lease agreement and are generally
calculated on a variable-rate basis that varies month-to-month in accordance with changes in the variable-rate
index. Amounts charged to lessees for interest may also be based on a fixed rate that would remain constant for the
life of the lzase. Amounts charged to the lessees for depreciation are based on the straight-line depreciation of the
vehicle over its expected lease term. Management fees are recognized on a straight-line basis over the life of the
lease. Revenue for other services is recognized when such services are provided io the lessee.

We originate certain of our truck and equipment leases with the intention of syndicating to banks and other
financial institutions. When we sell operating leases, we sell the underlying assets and assign any rights to the
leases, including future leasing revenues, to the banks or financial institutions. Upon the transfer and assignment of
the rights associated with the operating leases, we record the proceeds from the sale as revenue and recognize an
expense for the undepreciated cost of the asset sold. Upon the sale or transfer of rights to direct financing leases, the
net gain or loss is recorded. Under certain of these sales agreements, we retain a portion of the residual risk in
connection with the fair value of the asset at lease termination.

Fleet Market Trends

The size of the U.S. commiercial fleet management services market has displayed little or no growth over the
last several years as reported by the Automotive Fleer 2007, 2006 and 2005 Fact Books. We do not expect any
changes in this trend during 2008. Growth in our Fleet Management Services segment is driven principally by
increased market share in the Large Fleet (greater than 500 units) and National Fleet (75 to 500 units) Markets and
increased fee-based services, which growth we anticipate will be negatively impacted during 2008 by the
uncertainty generated by the terminated Merger.

The costs associated with ABCP issued by the multi-seller conduits, which fund the Chesapeake Series 2006-1
and Series i!q06-2 notes were negatively impacted by the disruption in the asset-backed securities market beginning
in the third quarter of 2007. Accordingly, we anticipate that the costs of funding obtained through multi-seller
conduits, including conduit fees and relative spreads of ABCP to broader market indices will be adversely impacted
in 2008 compared to such costs prior to the disruption in the asset-backed securities market. Increases in conduit
fees and the relative spreads of ABCP to broader market indices are components of Fleet interest expense which are
currently not fully recovered through billings to the clients of our Fleet Management Services segment. As a result
we expect that these costs may adversely impact the results of operations for our Fleet Management Services
segment. '

Vicarious Liability

Our Fleet Management Services segment could be liable for damages in connection with motor vehicle
accidents under the theory of vicarious liability in certain jurisdictions in which we do business. Under this theory,
companies that lease motor vehicles may be subject to liabifity for the tortious acts of their lessees, even in situations
where the ledsing company has not been negligent. Our Fleet Management Services segment is subject to unlimited
liability as the owner of leased vehicles in one major province in Canada and is subject to limited liability (e.g., in
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the event of a lessee’s failure to meet certain insurance or financial responsibility requirements) in two major
provinces, Ontario and British Columbia, and as many as fifteen jurisdictions in the U.S. Although our lease
contracts require that each lessee indemnifies us against such liabilities, in the event that a lessee lacks adequate
insurance coverage or financial resources to satisfy these indemnity provisions we could be liable for property
damage or injuries caused by the vehicles that we lease.

On August 10, 20035, a federal law was enacted in the U.S. which preempted state vicarious liability laws that
imposed unlimited liability on a vehicle lessor. This law, however, does not preempt existing state laws that impose
limited lability on a vehicle lessor in the event that certain insurance or financial responsibility requirements for the
leased vehicles are not met. Prior to the enactment of this law, our Fleet Management Services segment was subject
to unlimited liability in the Dist.rict of Columbia, Maine and New York. It is unclear at this time whether any of these
three jurisdictions will enact legislation imposing limited or an alternative form of liability on vehicle lessors. In
addition, the scope, application and enforceability of this federal law have not been fully tested. Forexample, a state
trial court in New York has ruled that the law is unconstitutional. On February 1, 2008, the intermediate New York
Court of Appeals reversed the trial court and upheld the constitutionality of the federal law. The ultimate disposition
of this New York case and cases that are pending in other jurisdictions and their impact on the federal law are
uncertain at this time.

Additionally, a taw was enacted in the Province of Ontario setting a cap of $1 million on a lessor’s liability for
personal injuries for accidents occurring on or after March 1, 2006. A similar law went into effect in the Province of
British Columbia effective November 8, 2007. The British Columbia law also includes a cap of $1 million on a
lessor’s liability. In December 2007, the Province of Alberta legislature adopted a vicarious liability bill with
provisions similar to the Ontario and British Columbia statutes, including a cap of $1 million on a lessor’s liability,
but an effective date has not yet been established. The scope, application and enforceability of these provincial laws
have not been fully tested.

Seasonality

The results of operations of our Fleet Management Services segment are generally not seasonal.

Inflation

Inflation does not have a significant impact on our Fleet Management Services segment.

Market and Credit Risk

We are exposed to market and credit risks. See “Itern 7A. Quantitative and Qualitative Disclosures About
Market Risk” and “Ttem 1A. Risk Factors—Risks Related to our Business—Our business is affected by fluctuations
in interest rates, and if we fail to manage our exposure to changes in interest rates effectively, our business, financial
position, results of operations or cash flows could be adversely affected.” and “—Certain hedging strategies that we
use to manage interest rate risk associated with our MSRs and other mortgage-related assets and commitments may
not be effective in mitigating those risks.”

Market Risk

Our principal market exposure is to interest rate risk, specifically long-term Treasury and mortgage interest
rates due to their impact on mortgage-related assets and commitments. We also have exposure to LIBOR and
commercial paper interest rates due to their impact on variable-rate borrowings, other interest rate sensitive
liabilities and net investment in variable-rate lease assets. We manage and reduce our interest rate risk through
various economic hedging strategies and financial instruments, including swap contracts, forward delivery
commitments, futures and options contracts.
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Credit Risk

While the majority of the mortgage loans serviced by us were sold without recourse, we are exposed to
consumer credit risk related to loans sold with recourse. The majority of the loans sold with recourse represent sales
under a program where we retain the credit risk for a limited period of time and only for a specific default event, The
retained credit risk represents the unpaid principal balance of mortgage loans. For these loans, we record a recourse
liability, which is determined based upon our history of actual loss experience under the program. This liability and
the related activity are not significant to our results of operations or financial position. We are also exposed to credit
risk for our clients under the lease and service agreements for PHH Arval.

We are exposed to counterparty credit risk in the event of non-performance by counterparties to various
agreements and sales transactions. We manage such risk by evaluating the financial position and creditworthiness of
such counterparties and/or requiring collateral, typically cash, in instances in which financing is provided. We
mitigate counterparty credit risk assoctated with our derivative contracts by monitoring the amount for which we are
at risk with each counterparty to such contracts, requiring collateral posting, typically cash, above established credit
limits, pericdicaily evaluating counterparty creditworthiness and financial position, and where possible, dispersing
the risk among multiple counterparties.

REeSULTS OF OPERATIONS—2007 vs. 2006
Consolidated Results

Qur consolidated resuits of operations for 2007 and 2006 were comprised of the following:

Year Ended
December 3,
2007 2006 Change
(In millions)

NEE FEVENUES | e $ 2240 3§ 2288 % (48
Total @XPEMSES . . . . ot e e e 2,285 2.292 )]
Loss before income taxes and minority interest . . .. ................. (45} ey “n
(Benefit from) provision for income taxes. ... ........ ... .. 00 (34) 10 {44)
Loss before minority interest . .......... .. .. . .. i 3 (1) (14) 3 3

During 2007, our Net revenues decreased by $48 million (2%) compared to 2006, due to a decrease of
$124 million'in our Mortgage Production segment that was partially offset by increases of $45 million and
$31 million in our Mortgage Servicing and Fleet Management Services segments, respectively. Our Loss before
income taxes and minority interest increased by $41 million during 2007 compared to 2006 due to a $74 miltion
unfavorable change in our Mortgage Production segment and a $12 million increase in other expenses related to the
terminated Merger not allocated to our reportable segments that were partially offset by favorable changes of
$31 million and $14 million in our Mortgage Servicing and Fleet Management Services segments, respectively.

During the preparation of the Condensed Consolidated Financial Statements as of and for the three months
ended March 31, 2006, we identified and corrected errors related to prior periods. The effect of correcting these
errors on the Consolidated Statement of Operations for the year ended December 31, 2006 was to reduce Net loss by
$3 million (nét of income taxes of $2 million). The corrections included an adjustment for franchise tax accruals
previously recorded during the years ended December 31, 2002 and 2003 and certain other miscellaneous
adjustments related 1o the year ended December 31, 2005. We evaluated the impact of the adjustments and
determined that they were not material, individually or in the aggregate to any of the periods affected, specifically
the years ended December 31, 20086, 2005, 2003 or 2002.

Our eftective income tax rates were (76.1)% and 249.1% for 2007 and 2006, respectively. The (Benefit from)
provision for income taxes changed favorably by $44 million to a Benefit from income taxes of $34 million in 2007
from a Provision for income taxes of $10 mitlion in 2006 primarily due to the following: (i) 2 $10 million decrease in
expense relzted to income tax contingency reserves in 2007 as compared to 2006; (i) a $15 million increase in
federal income tax benefit due to the unfavorable change in Loss before income taxes and minority interest, (i) a

60




$20 million decrease in the valuation allowance for deferred tax assets {primarily due to the utilization of loss
carryforwards as a result of taxable income generated during 2007) as compared to a $1 million increase in the
valuation allowance during 2006 and (iv} due to cur mix of income and loss from our operations by entity and state
income tax jurisdictions, there was a significant difference between the state income tax effective rates during 2007
and 2006.

Segment Results

Discussed below are the results of operations for each of our reportable segments. Certain income and
expenses not allocated to our reportable segments and intersegment eliminations are reported under the heading
Other. Our management evaluates the operating results of each of our reportable segments based upon Net revenues
and segment profit or loss, which is presented as the income or loss before income tax provision or benefit and after
Minority interest in income or loss of consolidated entities, net of income taxes. The Mortgage Production segment i
profit or loss excludes Realogy’s minority interest in the profits and losses of the Mortgage Venture. |

Our segment results were as follows:

Net Revenues Segment (Loss) Profit'" _

Year Ended Year Ended ts

December 31, December 31, =

2007 2006 Change 2007 2006 Change ‘:""

{In millions} =

Mortgage Production segment . .. ........... $ 205 § 329 §$(24) F(225 {52 $(7H é

Mortgage Servicing segment . . ... .......... 176 131 45 75 44 31 ;

Total Mortgage Services . ................. 381 460 (79) (150) (108) (42) %

Fleet Management Services segment . . ....... 1,861 1,830 31 116 102 14 -i

Total reportable segments . ................ 2,242 2,290 (48) 34) (6) (28) ‘

Other™®. .. .. . . 2) (2) — (12) — (12)
Total Company .. ............ccovvivn.n. $ 2240 $2288 % (48) % (46) % (6) 3 (40)

™ The following is a reconciliation of Loss before income taxes and minority interest to segment loss:

Year Ended
December 31,
2007 2006
(In millions)
Loss before income taxes and minority interest .. ... ... . L e $ 45 5 @
Minority interest in income of consolidated entities, net of income taxes. . . ............... 1
S ImIEnl JO8S « . . . L e e e $ @6 § (&

@ Amounts included in Other represent intersegment eliminations and amounts not allocated to our reportable segments. Segment loss of
$12 million reported under the heading Other for 2007 represents expenses related to the terminated Merger.
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Mortgage Production Segment

Net revenues decreased by $124 million (38%) during 2007 compared to 2006. As discussed in greater detail
below, the decrease in Net revenues was due to a $104 million decrease in Gain on sale of mortgage loans, net, a
$19 million increase in Mortgage net finance expense and a $2 million decrease in Mortgage fees that were partially
offset by a $1 million increase in Other income.

Segment loss increased by $73 million (48%) during 2007 compared to 2006 as the $124 million decrease in
Net revenues was partially offset by a $50 million (10%) decrease in Total expenses and a $1 million (50%) decrease
in Minority interest in income of consolidated entities, net of income taxes. The $50 million reduction in Total
expenses was primarily due to decreases of $31 million in Other operating expenses, $12 million in Salaries and
related expenses and $6 million in Other depreciation and amortization.




The following tables present a summary of our financial results and key related drivers for the Mortgage
Preduction segment, and are followed by a discussion of each of the key components of Net revenues and Toial

€xXpenses:

Loans closedtobesold. . .......................
Fee-based closings . .......... ... ... ... ... ...

Total closings .. ... ... .. i
Purchase closings .. .......... ... ... .. ... ......
Refinance closings ......... ... . ... ... ... ...,

Total closings . ... ... ... ... L.

Number of loans closed {units) ...................
Average [0an AMOUNT. .. .o\t e e e ee e e

Loanssold . ........ . ..

Mortgage fees. ... ...... ... .. ... ...
Gain on sale of mortgage loans, net. . ... ...........

Mortgage interest income .. ... ... ... ...
Mortgage interest €xXpense. . . ........... v

Mortgage net finance expense . .................
Otherincome . .......... o .
Netrevenues. . .. ...ttt e

Salaries and related expenses. ... .................
Occupancy and other office expenses. .. ............
Other depreciation and amortization . ..............
Other operating expenses . ................... e

Total expenses . ......... .. ... ... ...

Loss before income taxes ... ....................

Minority interest in income of consolidated entities, net
ofincometaxes. ......... ... ... ...

Segment 10ss . ... ... ... ... e

M n/m—Not meaningful.
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Year Ended December 31,

2007 2006 Change % Change
{Dollars in millions, except
average loan amount)
29207 § 32390 §$ (3,183) {10)%
10,338 8,872 1,466 17%
39545 § 41,262 % (1,717) (4)%
25692 3 28,509 § (2.817) (1%
13,853 12,753 1,100 9%
39,545  § 41262 § (1,717 4%
25525 % 23336 $ 2,189 9%
14,020 17,926 (3,906) (22)%
39545 % 41,262 § (1,717 (4)%
182,885 206,063 (23,178) (11)%
$ 216,228 § 200,238 % 15990 8%
$ 30,346 $ 31598 § (1,252) (4%
Year Ended December 31,
2007 2006 " Change % Change
{In millions)

127 $ 129 % (2) ()%
94 198 (104) (53)%
171 184 (13) (7Y%
(190) (184) (6) (3)%
{19) — (19) n/m"
3 2 i 50%
205 329 (124) (38)%
195 207 (12) (6)%
49 56 (1) (2%
15 21 (6) (29)Y%
170 201 31 (15)%
429 479 ,(50) (10)%
(224) (150) (74) (49%
] 2 (1) {(50)%
(225) 3 (152) § (73) (48)%
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Mortgage Fees

Mortgage fees consist primarily of fees collected on loans originated for others (including brokered loans and
loans originated through our financial institutions channel), fees on cancelled loans and appraisal and other income
generated by our appraisal services business. Mortgage fees collected on loans originated through our financial
institutions channel are recorded in Mortgage fees when the financial institution retains the underlying loan. Loans
purchased [rom financial institutions are included in loans closed to be sold while loans originated by us and
retained by financial institutions are included in fee-based closings.

Fee income on loans closed 1o be sold is deferred until the loans are sold and is recognized in Gain on sale of
mortgage loans, net in accordance with SFAS No. 91, “Accounting for Nonrefundable Fees and Costs Associated
with Originating or Acquiring Loans and Initial Direct Costs of Leases” (“SFAS No. 917). Fee income on fee-based
closings is recorded in Mortgage fees and is recognized at the time of closing.

l.oans closed to be sold and fee-based closings are the key drivers of Mortgage fees. Fees generated by our
appraisal services business are recorded when the services are performed, regardless of whether the loan closes and
are associated with both toans closed to be sold and fee-based closings.

Mortgage fees decreased by $2 million (2%) as the effect of a 10% decrease in loans closed to be sold (fee
income is deferred until the loans are sold in accordance with SFAS No. 91) that was partially offset by a 17%
increase in fee-based closings. The change in mix between fee-based closings and loans closed to be sold was
primarily due to an increase in fee-based closings from our financial institution clients during 2007 compared to
2006. The $1.7 billion decrease in total closings from 20086 to 2007 was attributable to a $2.8 billion (10%) decrease
in purchase closings that was partially offset by a $1.1 billion (9%) increase in refinance closings. The decline in
purchase closings was due to the decline in overall housing purchases during 2007 compared to 2006. Refinancing
activity is sensitive to interest rate changes relative to borrowers’ current interest rates, and typically increases when
interest rates fall and decreases when interest rates rise. {See “Item |A. Risk Factors—Risks Related to our
Business—Recent developments in the secondary mortgage market could have a material adverse effect on our
business, financial position, results of operations or cash flows.” in this Form 10-K for more information.)

Gain on Sale of Mortgage Loans, Net
Gain on sale of mortgage loans, net consists of the following:

» (Loss) gain on loans sold, including the changes in the fair value of all loan-related derivatives including our
IRLCs, freestanding loan-related derivatives and loan derivatives designated in a hedge relationship. See
Note 10, “Derivatives and Risk Management Activities” in the Notes to Consolidated Financial Statements
included in this Form 10-K. To the extent the derivatives are considered effective hedges under
SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS No. 1337),
changes in the fair value of the mortgage loans would be recorded;

« The initial value of capitalized servicing, which represents a non-cash increase to our MSRs. Subsequent
changes in the fair value of MSRs are recorded in Net loan servicing income in the Mortgage Servicing
segment and

» Recognition of net loan origination fees and expenses previously deferred under SFAS No. 91.

The components of Gain on sale of mortgage loans, net were as follows:
Year Ended December 31,

2007 2006 Change % Change

{In millions)
(Loss) gainon loans sold. . .................... $ U7y % 4 $  (175) n/m‘"
Initial value of capitalized servicing. .. ........... 433 410 23 6%
Recognition of deferred fees and costs, net. .. .... .. {168} (216) 48 22%

Gain on sale of mortgage loans, net. . ............ $ 94 $ 198 $  (104) (53%

(1) nfme—Not n{caningful.




Gain on sale of mortgage loans, net decreased by $104 million (53%) from 2006 to 2007 due to a $175 million
unfavorable change in (loss) gain on loans sold that was partially offset by a $48 miltion decrease in the recognition
of deferred fees and costs and a $23 million increase in the initial value of capitalized servicing. The decrease in
Gain on sale of mortgage loans, net during 2007 compared to 2006 was primarily the result of adverse secondary
mortgage market conditions.

The $175 million unfavorablé change in (loss) gain on loans sold during 2007 compared to 2006 was the result
of a $65 million decline in the markét value of Scratch and Dent Loans that were sold or are expected tobe sold at a
discount, a $51 million decline in margins on non-conforming and Alt-A loans, a $32 million unfavorable variance
from economic hedge ineffectiveness resulting from our risk management activities related to IRLCs and mortgage
loans and a $27 million decline in margins on other loans sold. The lower margins recognized during 2007
compared to 2006 were primarily attributable to competitive pricing pressures. Typically, when industry loan
volumes decline due to a rising interest rate environment or other factors, competitive pricing pressures occur as
mortgage companies compete for fewer customers, which results in lower margins. The $32 million unfavorable
variance from economic hedge ineffectiveness resulting from our risk management activities related to IRLCs and
mortgage loans was due to an increase in losses recognized from $6 million during 2006 1o $38 million during 2007.

The $48 million decrease in the recognition of deferred fees and costs was primarily due to lower deferred
costs as a result of a lower volume of loans closed to be sold and the impact of cost-reduction tnitiatives. The
$23 million increase in the initial value of capitalized servicing was caused by an increase of 13 basis points (“bps™)
in the initial capitalized servicing rate during 2007 compared to 2006 that was partially offset by a decrease in the
volume of loans sold. The increase in the initial capitalized servicing rate from 2006 to 2007 was primarily related
to the capitatization of a higher blend of fixed-rate loans compared to adjustable-rate loans, as fixed-rate loans have
a higher initial servicing value than adjustable-rate loans.

Mortgage Net Finance Expense

Mortgage net finance expense allocable to the Mortgage Production segment consists of interest income on
MLHS and interest expense allocated on debt used to fund MLHS and is driven by the average volume of loans held
for sale, the average volume of outstanding borrowings, the note rate on loans held for sale and the cost of funds rate
of our outstanding borrowings. Mortgage net finance expense allocable to the Mortgage Production segment
increased by $19 million during 2007 compared to 2006 due to a $13 million (7%) decrease in Mortgage interest
income and a $6 million (3%} increase in Mortgage interest expense. The $13 million decrease in Mortgage interest
income was primarily due to a lower average volume of loans held for sale. The $6 million increase in Mortgage
interest expense was attributable to an increase of $13 million due to a higher cost of funds from our outstanding
borrowings that was partially offset by a decrease of $7 million due to lower average borrowings. The higher cost of
funds from our outstanding borrowings was primarily attributable to higher credit spreads on our short-term debt,
increased amortization of deferred financing costs and an increase in short-term interest rates. A significant portion
of our loan originations are funded with variable-rate short-term debt. The average one-month LIBOR, which is
used as a benchmark for short-term rates, increased by 15 bps during 2007 compared to 2006.

Salaries and Related Expenses

Salaries and related expenses allocable to the Mortgage Production segment are reflected net of loan
origination costs deferred under SFAS No. 91 and consist of commissions paid to employees involved in the
loan origination process, as well as compensation, payroll taxes and benefits paid to employees in our mortgage
production operations and allocations for overhead. Salaries and related expenses decreased by $12 million (6%)
during 2007 compared to 2006 as employee attrition, a reduction in incentive bonus expense and the realized benefit
of cost-reduction initiatives caused a $55 million decline that was partially offset by a $43 million decrease in
deferred expenses under SFAS No. 91. The decrease in deferred expenses under SFAS No. 91 during 2007 was
primarily due to a lower volume of loans closed to be sold and the impact of cost-reduction initiatives.
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Other Operating Expenses

Other operating expenses allocable to the Mortgage Production segment are reflected net of loan origination
costs deferred under SFAS No. 91 and consist of production-related direct expenses, appraisal expense and
allocations for overhead. Other operating expenses decreased by $31 million (15%) during 2007 compared to 2006
primarily due to a decrease in allocations for corporate overhead, the decrease in total closings and the impact of
cost-reduction initiatives. Allocations for corporate overhead during 2006 included a $6 million loss on the
extinguishment of debt, as well as higher professional services fees related to the completion of our 2005 Form 10-K
and related matters.

Mortgage Servicing Segment

Net revenues increased by $45 million (34%) during 2007 compared to 2006. As discussed in greater detail
below, the increase in Net revenues was due to a $66 million favorable change in Valuation adjustments related to
mortgage servicing rights, a $3 million increase in Other income and a $2 million increase in Mortgage net finance
income that were partially offset by a $26 million decrease in Loan servicing income.

Segment profit increased by $31 million (70%}) during 2007 compared to 2006 due to the $45 million increase
in Net revenues that was partially offset by a $14 million (16%) increase in Total expenses. The $14 million increase
in Total expenses was due to a $17 million increase in Other operating expenses that was partially offset by a
decrease of $3 million in Salaries and related expenses.

The following tables present a summary of our financial results and a key related driver for the Mortgage Servicing
segment, and are followed by a discussion of each of the key components of Net revenues and Total expenses:

Year Ended December 31,

' 2007 2006 Change % Change
(In millions)
Average loan servicing portfolio .. ............. $ 163,107 § 159269 % 3,838 2%

Year Ended December 31,

2007 2006 Change % Change
{In millions)
Mortgage interest income . .......... ... $ 182 % 181  § 1 1%
Mortgage interest expense. ... ............... (85) (86) 1 1%
Morgage net finance income. ... ........... 97 95 2 2%
Loan servicing income ... .................. 489 515 (26) (5)%
Change in fair value of mortgage servicing
rights .. ... (509) (334) (175) (52)%
Net derivative gain (loss) related to mortgage
SEFVICIngE Fghts . . ..ot 96 (145) 241 n/m‘"
Valuation adjustments related to mortgage
servicing rights ... ... ... .. .. ... (413) (479) 66 14%
Net lcan servicing income . . .. ........... 76 36 40 111%
Other iNCOME . . ...\t e e 3 — 3 n/m‘"
Netrevenues. .. ... ... .ot 176 131 45 34%
Salaries and related expenses . ............... 29 32 3 (9)%
Occupancy and other office expenses. . .. ... .. .. 10 10 e —
Other depreciation and amortization ........... 2 2 — —
Other operating expenses . .................. 60 43 17 40%
Total expenses . . ........cviiiiine... 10 87 14 16%
Segmentprofit .......... ... ... ... ... ... 3 75§ 4 3 31 70%

™ n/m—Not meaningful.
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Mortgage Net Finance Income

Mortgage net finance income allocable to the Mortgage Servicing segment consists of interest income credits
from escrow balances, interest income from investment balances (including investments held by our reinsurance
subsidiary) and interest expense allocated on debt used to fund our MSRs, and is driven by the average volume of
outstanding borrowings and the cost of funds rate of our outstanding borrowings. Mortgage net finance income
increased by $2 million (2%) during 2007 compared to 2006, primarily due to lower interest expense allocated on
debt used to fund our MSRs resulting from a lower balance of MSRs in 2007 compared to 2006.

Loan Servicing Income

Loan servicing income includes recurring servicing fees, other ancillary fees and net reinsurance income from
our wholly owned reinsurance subsidiary, Atrium, Recurring servicing fees are recognized upon receipt of the
coupon payment from the borrower and recorded net of guaranty fees. Net reinsurance income represents premiums
earmed on reinsurance contracts, net of ceding commission and adjustments to the allowance for reinsurance losses.
The primary driver for Loan servicing income is the average loan servicing portfolio.

The components of Loan servicing income were as follows:

Year Ended

December 31,
2007 2006 Change % Change

. {In millions)

Net service fee revenue. . .. ..o vt e e 3 494 $ 485 3 9 2%
Late fees and other ancillary servicing revenue . .......... 21 45 (24) (53)%
Curtailment interest paid to investors. . .. ............... 40) (45) 5 11%
Nel reinsuriance INCOME. . o . v vttt e et et e e e en e 14 30 (16) (53)%
Loan servicing InCome . . ... ... ... it A 489 8 515 § (26) {5)%

Loan servicing income decreased by $26 million (5%) from 2007 to 2006 due to decreases in late fees and
other ancillary servicing revenue and net reinsurance income that were partially offset by an increase in net service
fee revenue and a decrease in curtailment interest paid to investors. The $24 million decrease in late fees and other
ancillary servicing revenue was primarily related to the recognition of a $21 million realized loss, including direct
expenses, on the sale of $433 million of MSRs during 2007. The $16 million decrease in net reinsurance income
during 2007 compared to 2006 was primarily due to an increase in the liability for reinsurance losses. The increase
in net service fee revenue was primarily related to the 2% increase in the average loan servicing portfolio during
2007 compared to 2006.

As of December 31, 2007, we had $1.5 billion of MSRs associated with $126.5 billion of the unpaid principal
balance of the underlying mortgage loans. We periodically evaluate our risk exposure and capital requirements
related to our MSRs to determine the appropriate amount of MSRs to retain on our Balance Sheet. During 2007, we
sold approximately $433 million of MSRs associated with $29.2 billion of the unpaid principal balance of the
underlying mortgage loans. We expect that these sales of MSRs will result in a proportionate decrease in our Net
revenues for the Mortgage Servicing segment in 2008,

Valuation Adjustments Related to Morigage Servicing Rights

Valuation adjustments related to mortgage servicing rights includes Change in fair value of mortgage servicing
rights and Net derivative gain {loss) related to mortgage servicing rights. The components of Valuation adjustments
related to mortgage servicing rights are discussed separately below.

Change in Fair Value of Mortgage Servicing Rights: The fair value of our MSRs is estimated based upon
projections of expected future cash flows from our MSRs considering prepayment estimates, our historical
prepayment rates, portfolio characteristics, interest rates based on interest rate yield curves, implied volatility
and other economic factors. Generally, the value of our MSRs is expected to increase when interest rates rise and
decrease when interest rates decline due to the effect those changes in interest rates have on prepayment estimates.
Other factors noted above as well as the overall market demand for MSRs may also affect the MSRs valuation. The
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Change in fair value of mortgage servicing rights is attributable to the realization of expected cash flows and
market factors which impact the market inputs and assumptions used in our valuation model. The fair value of our
MSRs was reduced by $315 million and $373 million during 2007 and 2006, respectively, due to the realization of
expected cash flows. The change in fair value due to changes in market inputs or assumptions used in the valuation
mode! was an unfavorable change of $194 million during 2007 and a favorable change of $39 million during 2006.
The unfavorable change during 2007 was primarily due to the impact of a decrease in the spread between mortgage
coupon rates and the underlying risk-free interest rate and a decrease in mortgage interest rates leading to higher
expected prepayments. The favorable change during 2006 was primarily attributable to an increase in mortgage
interest rates leading to lower expected prepayments. The 10-year Treasury rate, which is widely regarded as a
benchmark for mortgage rates decreased by 68 bps during 2007 compared to an increase of 32 bps during 2006.

Net Derivative Gain (Loss) Related to Mortgage Servicing Rights: We use a combination of derivatives to
protect against potential adverse changes in the value of our MSRs resuiting from a decline in interest rates. See
Note 10, “Derivatives and Risk Management Activities” in the Notes to Consolidated Financial Statements included
in this Form 10-K. The amount and composition of derivatives used will depend on the exposure to loss of value on
our MSRs, the expected cost of the derivatives and the increased earnings generated by origination of new loans
resulting from the decline in interest rates (the natural business hedge). The natural business hedge provides a
benefit when increased borrower refinancing activity results in higher production volumes which would partially
offset declines in the value of our MSRs thereby reducing the need to use derivatives. The benefit of the natural
business hedge depends on the decline in interest rates required to create an incentive for borrowers to refinance
their mortgage loans and lower their interest rates. (See “Item lA. Risk Factors—Risks Related to our
Business—Certain hedging strategies that we use to manage interest rate risk associated with our MSRs and
other mortgage-related assets and commitments may not be effective in mitigating those risks.” in this Form 10-K
for more information.)

The value of derivatives related to our MSRs increased by $96 million during 2007 and decreased by
$145 million during 2006. As described below, our net results from MSRs risk management activities were losses of
$98 million and $106 million during 2007 and 2006, respectively. Refer to “Item 7A. Quantitative and Qualitative
Disclosures About Market Risk™ for an analysis of the impact of 25 bps, 50 bps and 100 bps changes in interest rates
on the valuation of our MSRs and related derivatives at December 31, 2007.

The following table outlines Net loss on MSRs risk management activities:

Year Ended
December 31,
. 2007 2006
{In millions)
Net derivative gain (loss) related to mortgage servicing rights . ... ......... $ 96 § (145
Change in fair value of mortgage servicing rights due to changes in market
inputs or assumptions used in the valuation model . .................. (194) 39
Net loss on MSRs risk management activities. . ........... ... ... ... 398 § (106)

Salaries and Related Expenses

Salaries: and related expenses allocable to the Mortgage Servicing segment consist of compensation, payroll
taxes and benefits paid to employees in our mortgage loan servicing operations and allocations for overhead.
Salaries and related expenses decreased by $3 million (9%) during 2007 compared to 2006 primarily due to a
reduction in incentive bonus expense and the realized benefit of cost-reduction initiatives.

Other Operating Expenses

Other operatmg expenses allocable to the Mortgage Servicing segment include servicing-related direct
expenses, costs associated with foreclosure and real estate owned and allocations for overhead. Other operating
expenses mcreased by $17 million (40%) during 2007 compared to 2006. This increase was primarily aitributable to
a $14 million increase in foreclosure losses and reserves associated with loans sold with recourse primatily due to an

68




increase in loss severity due to a decline in housing prices in 2007 compared to 2006 and increased foreclosure
frequency due to higher mortgage loan delinquencies.

Fleet Management Services Segment

Net revenues increased by $31 million (2%) during 2007 compared to 2006, As discussed in greater detail
below, the increase in Net revenues was due to increases of $14 million in Other income, $11 million in Fleet lease
income and $6 million in Fleet management fees,

Segment profit increased by $14 million (14%) during 2007 compared to 2006 as the $31 million increase in
Net revenues was partially offset by a $17 million (1%) increase in Total expenses. The $17 million increase in Total
expenses was primarily due to increases of $36 million in Depreciation on operating leases, $18 million in Fleet
interest expense and $7 million in Salaries and related expenses that were partially offset by a $43 million decrease
in Other operating expenses.

The following tables present a summary of our financial results and related drivers for the Fleet Management
Services segment, and are followed by a discussion of each of the key components of our Net revenues and Total
expenses:

" Average for the

Year Ended

December 31,
. 2007 2006 Change % Change

(In thousands of units)

Leased vehicles ....... ... ... . ... ... . ... .. ... ... 342 334 8 2%
Maintenance Service cards. . ... ....ouirir ... 326 339 (13) (H%
Fuelcards. .. ... ..o o i s 330 325 5 2%
Accident management vehicles ... ..... ... ... ... ..., 334 331 3 1 %

Year Ended

December 31,
2007 2006 Change % Change

(In millions)
Fleet management fees . ... ......................... $ 164 S 158 § 6 4%
Fleet lease income . ....... e 1,598 1,587 11 1%
Otherincome . ........... . ... . . i 99 ] 14 16 %
Netrevenues. ... ... .. i i 1,861 1,830 31 2 %
Salaries and related expenses. . . ... ...... ... ... . 92 85 - 7 8 %
Occupancy and other office expenses. . ................. 18 18 — —

Depreciation on operating leases . .. ................... 1,264 1,228 36 3%
Fleet interest €Xpense . ... ... ...t iininn e 215 197 18 0 %
Other depreciation and amortization ................... 12 13 (1 (8)%
Other operating €xpenses . ..............c.cvouevunnas 144 187 (43) (23)%
Total @XPenses . ... i e 1,745 1,728 17 1 %
Segment profit ... ... ... . $ 116 $ 102 % 14 14 %

Fleet Management Fees

Fleet management fees consist primarily of the revenues of our principal fee-based products: fuel cards,
maintenance services, accident management services and monthly management fees for leased vehicles. Fleet
management fees increased by $6 million (4%) during 2007 compared to 2006, due to a $4 million increase in
revenue from our principal fee-based products and a $2 million increase in revenue from other fee-based products.
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Fleet Lease Income

Fleet lease income increased by $11 million (1%) during 2007 compared to 2006, primarily due to higher total
lease billings resulting from higher interest rates on variable-interest rate leases and new leases and a 2% increase in
leased vehicles that were partially offset by a $40 million decrease in lease syndication volume. The decrease in
lease syndication volume during 2007 compared to 2006 was due to a decrease in heavy truck lease originations
driven by lower industry-wide customer demand.

Other Income

Other income consists principally of the revenue generated by our dealerships and other miscellaneous
revenues. Other income increased by $14 million (16%) during 2007 compared to 2006, primarily due to increased
interest income.

Salaries and Related Expenses

Salaries and related expenses increased by $7 million (8%) during 2007 compared to 2006, primarily due to
increases in'base and variable compensation. ’

Depreciation on Operating Leases

Depreciation on operating leases is the depreciation expense associated with our leased asset portfolio.
Depreciation on operating leases during 2007 increased by $36 million (3%) compared to 2006, primarily due to the
2% increase in leased vehicles.

Fleet Interest Expense

Fleet interest expense increased by $18 million (9%) during 2007 compared to 2006, primarily due to rising
short-term interest rates and increased borrowings associated with the 2% increase in leased vehicles.

Other Operating Expenses

Other operating expenses decreased by $43 million (23%) during 2007 compared to 2006, primarily due to a

decrease in cost of goods sold as a result of the decrease in lease syndication volume. Other operating expenses in
2007 were also impacted by a $10 million reduction in accruals due to the resolution of foreign non-income based
tax contingencies. .

ResuLts oF OperaTioNsS—2006 vs. 2005

Consolidated Results

Our consolidated results of continuing operations for 2006 and 2005 were comprised of the following:

Year Ended Decemnber 31,
2006 2005 Change
(In millions)
L TBVEIUES . .« .« o o e ittt ettt e, $ 2,28 % 2471 % (183)
Expenses: l
Spin-Off 'relaled EXPEMSES . o vt vttt — 41 41
Other eXPENSES . . . .o e e e e 2,292 2,271 21
I
TOtal EXPENSES & o oo v v et i e e e 2,292 2,312 (20)
(Loss) incotne from continuing operations before income taxes and
MHNOMLY IAIETEST . . o o ettt i i e e e aa 4) 159 (163)
Provision fOr iNCOME tAXES . . . .o v vttt et i it aa i e e e 10 87 (77
{Loss) income from continuing operations before minority interest . . . . .. $ (14 % 72 % (86)
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During 2006, our Net revenues decreased by $183 million (7%) compared to 2005, primarily due to decreases
of $195 million and $105 million in our Mortgage Production and Mortgage Servicing segments, respectively, that
were partially offset by a $119 million increase in our Fleet Management Services segment. In addition, Net
revenues during 2006 included the elimination of $2 million in intersegment revenues recorded by the Mortgage
Servicing segment, Our Income from continuing operations before income taxes and minority interest during 2005
included $41 million of Spin-Off related expenses, which were excluded from the results of our reportable
segments. Our (Loss) income from continuing operations before income taxes and minority interest unfavorably
changed by $163 million during 2006 compared to 2005 due to unfavorable changes of $132 million and $96 million
in our Mortgage Production and Mortgage Servicing segments, respectively, that were partially offset by the Spin-
Off related expenses recorded in 2005, a favorable change of $22 million in our Fleet Management Services
segment and a $2 million decrease in other expenses not allocated to our reportable segments.

During the preparation of the Condensed Consolidated Financial Statements as of and for the three months
ended March 31, 2006, we identified and corrected errors related to prior periods. The effect of correcting these
errors on the Consolidated Statement of Operations for the year ended December 31, 2006 was to reduce Net loss by
$3 million (net of income taxes of $2 million). The corrections included an adjustment for franchise tax accruals
previously recorded during the years ended December 31, 2002 and 2003 and certain other miscellaneous
adjustments related to the year ended December 31, 2005. We evaluated the impact of the adjustments and
determined that they were not material, individually or in the aggregate to any of the years affected, specifically the
years ended December 31, 2006, 2005, 2003 or 2002,

Our effective income tax rates were 249.1% and 54.7% for 2006 and 2003, respectively. The Provision for
income taxes decreased $77 million to $10 million in 2006 from $87 million in 2005 primarily due to the following:
(i) a decrease of $64 million due to the unfavorable change in (Loss) income from continuing operations before
income taxes and minoerity interest from 2003 to 2006; (ii) a $5 million decrease due to our mix of income and loss
from our operaticns by entity and state income tax jurisdiction in 2006, which created a significant change in the
2006 state income tax effective rate (losses in jurisdictions with higher income tax rates, income in jurisdictions
with lower income tax rates and near breakeven pre-tax results on a consolidated basis) in comparison to 2005; (iii) a
decrease of $6 million related to net deferred income tax charges representing the change in estimated deferred state
income taxes for state apportionment factors in 2006 as compared to 2005 and (iv) a $3 million decrease in income
lax contingency reserves expensed in 2006 as compared to 2005.

Segment Results

Discussed below are the results of operations for each of our reportable segments. Certain income and
expenses not allocated to our reportable segments and intersegment eliminations are reported under the heading
Other. Due to the commencement of operations of the Mortgage Venure in the fourth quarter of 2005, our
management began evaluating the operating results of each of our reportable segments based upon Net revenues and
segment profit or loss, which is presented as the income or loss from continuing operations before income tax
provision or benefit and after Minority interest in income or loss of consolidated entities, net of income taxes. The
Mortgage Production segment profit or loss excludes Realogy’s minority interest in the profits and losses of the
Mortgage Venture. Prior to the commencement of the Mortgage Venture operations, PHH Mortgage was party to
interim marketing agreements with NRT and Cartus, wherein PHH Mortgage paid fees for services provided. These
interim marketing agreements terminated when the Morigage Venture commenced operations. The provisions of
the Strategic Retationship Agreement and the Marketing Agreement thereafter govern the manner in which the
Mortgage Venture and PHH Mortgage are recommended by Realogy. (See “ltem 1. Business—Asrangements with
Realogy—Strategic Relationship Agreement” and “—Marketing Agreements” for a discusston of the terms on
which the Mortgage Venture and PHH Mortgage are recommended by Realogy.)
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Our segment results were as follows:

Net Revenues Segment (Loss) Profit'V
Year Ended Year Ended
December 31, December 31,
2006 2005 Change 2006 2005 Change
. (In millions)

Mortgage Production segment. .. ......... § 329 % 524 $(195 $(152y $ (17 % (135)
Mortgage Servicing segment............. 131 236 (105) 44 140 (96)
Total Morigage Services . . ... ........... 460 760 (300) (108) 123 230
Fleet Management Services segment . . ... .. 1,830 1,711 119 102 80 22
Total reportable segments . ... ........... 2,290 2,471 (181) (6) 203 (209)
Other™ ... .. .. 2 — (2) — (43) 43
Total Company .. ..........ovtiuenn.n. $2288 $2471 S$(83) $§ (6 § 160 § (166)

(M The following is a reconciliation of (Loss) income from continuing operations before income taxes and minority interest to
segment {loss) profit:

Year Ended
December 31,

2006 2005
(In millions)

(Loss) income from continving operatiens before income taxes and minority interest . ... ................ $ 4 5159
Minority interest in income (loss) of consolidated entities, net of income taxes ... ..................... 2 (1)

Segment (J0S8) PrOfil . . o oot v e e $ (6) %160

@ Amounts included in Ouher represent intersegment eliminations and amounts not allocated to our reportable segments. Segment loss
reported under the heading Other for 2005 was primariiy $41 million of Spin-Off related expenses.
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Mortgage Production Segment

Net revenues decreased by $195 million (37%) in 2006 compared to 2005. As discussed in greater detail below,
Net revenues were impacted by decreases of $102 million in Gain on sale of mortgage loans, net, $56 million in
Mortgage fees, $36 million in Mortgage net finance income and $1 million in Other income.

Segment loss increased by $135 million (794%) in 2006 compared to 2005 driven by the $195 million decrease
in Net revenues and a $3 million unfavorable change in Minority interest in income (loss) of consolidated entities,
net of income taxes, which were partially offset by a $63 million (12%) decrease in Total expenses. The $63 million
decrease in Total expenses was primarily due to decreases of $56 million and $10 million in Salaries and related
expenses and Other operating expenses, respectively, that were partially offset by a $4 million increase in Other
depreciation and amortization,
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~The following tables present a summary of our financial results and key related drivers for the Mortgage
Production segment, and are followed by a discussion of each of the key components of Net revenues and Total
expenses:

Year Ended December 31,
2006 2005 Change % Change

| ’ (Dollars in millions, except
average loan amount)

Loans closed to be sold . .. oo veeee e $ 32390 $ 36219 $ (3829 © (11)%
Fee-based closings. .. ... ... it 8,872 11,966 (3,094) (26)%
Total cloSiNgs .. ...\ vune i $ 41262 $ 48185 § (6,923) (14)%
Purchase closings. . . ..., $ 28509 $§ 32098 % (3,589 (11)%
Refinance closings . . ... ... ... .o 12,753 16,087 (3,334) (21)%
Total COSIES « -+« v oo e $ 41262 $ 48,185 $ (6923) _ (14)%
FIXed FAtE - - . o ot e et et $ 2333 § 22681 $ 655 3%
Adjustable TAIE L. 17,926 25,504 (7,578) (30)%
Total closings . ........ ..o $ 41,262 $ 48,185 § (6,923) (14)%
Number of Iloans closed (units). .. ................. 206,063 233,810 (27,747) {(12)%
Average 1080 AMOUNL . . .. ..o\ ivee e $ 200,238 $ 206,086 $ (5.848) (3%
Loans sold. . .. ...t $ 31,598 $§ 35541 § (3,943) (11)%
Year Ended December 31,
2006 2005 Change % Change
(In millions}
Mortgage fees ... ... .. $ 129 § 185 % (56) (30)%
Gain on saie of mortgage loans, net . ............... 198 300 (102) (34)Y%
Mortgage interest income . .. ..., e 184 182 2 1 %
Mortgage interest €Xpense . .. .. ... ..o, (184) {146) (38) (26)%
Mortgagé net finance INCOME . . ... . oviiene ... — 36 (36) (100)%
Other inCOME. + . v o v vttt e e e e eanns AU 2 3 18] (33)%
NEtTEVENUBS . . .o v v o e e e e et e et ee s 329 524 (195) (37)%
Salaries anlcl related expenses . . .......... . . 207 263 (56) (21)%
Occupancy, and other office expenses . ... ........... 50 51 n {2)%
Other depreciation and amortization . . .............. 21 17 4 24 %
Other operating eXpenses . .. ..o vvevuvorrrenn. 201 211 (10) (5%
Total €Xpenses . . « . . . . .. . 479 542 63)  (12)%
Loss before income taxes. . ... ... e (150) (18) (132) (133)%
Minority interest in income {loss) of consolidated
entities, net of income taxes .. ........ ... ... ... 2 {1} 3 300 %
Segment 10SS . .. ... e $ (152y § (17 $ (133 (7940)%

Morfg;age Fees

Mortgage fees consist primarily of fees collected on loans originated for others (including brokered loans and
loans originated through our financial institutions channel), fees on cancelled loans and appraisal and other income
generated by our appraisal services business. Mortgage fees collected on loans originated through our financial
institutions channel are recorded in Mortgage fees when the financial institution retains the underlying loan. Loans
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purchased from financial institutions are included in leans closed to be sold while loans originated by us and
retained by financial institutions are included in fee-based closings.

Fee income on loans closed to be sold is deferred until the loans are sold and is recognized in Gain on sale of
mortgage loans, net in accordance with SFAS No. 91. Fee income on fee-based closings is recorded in Mortgage
fees and is recognized at the time of closing.

Loans closed to be sold and fee-based closings are the key drivers of Mortgage fees. Fees generated by our
appraisal services bisiness are recorded when the services are performed, regardless of whether the loan closes and
are associated with both loans closed to be sold and fee-based closings.

Mortgage fees decreased by $56 million (30%) from 2005 to 2006. This decrease was primarily attributable to
the decline in loans closed to be sold of $3.8 billion {11%), coupled with a $3.1 billion (26%) decrease in fee-based
closings. The decline in total closings was primarily attributable to the impact of fower industry origination volumes
due to the impact of the slowing housing market as well as higher interest rates which caused a decline in
refinancing activity. The change in mix between fee-based closings and loans closed to be sold was primarily due to
a decrease in fee-based closings from our financial institutions clients during 2006 compared to 2005. The
$6.9 billion (14%) decline in total closings from 2003 to 2006 was attributable to a $3.6 billion (1 19%) decrease in
purchase closings and a $3.3 billion (21%) decrease in refinance closings. The decline in purchase closings was due
to the decline in overall housing purchases in 2006 compared to 2005. Refinancing activity is sensitive to interest
rate changes relative to borrowers’ current interest rates, and typically increases when interest rates fall and
decreases when interest rates rise.

Gain on Sale of Morigage Loans, Net

Gain on sale of mortgage loans, net consists of the following:

* Gain on loans sold, including the changes in the fair value of all loan-related derivalives including our
IRLCs, freestanding loan-related derivatives and loan derivatives designated in a hedge relationship. See
Note 10, “Derivatives and Risk Management Activities™ in the Notes to Consolidated Financial Statements
included in this Form 10-K. To the extent the derivatives are considered effective hedges under SFAS No.
133, changes in the fair value of the mortgage loans would be recorded;

* The initial value of capitalized servicing, which represents a non-cash increase to our MSRs. Subsequent
changes in the fair value of MSRs are recorded in Net loan servicing income in the Mortgage Servicing
segment and :

* Recognition of net loan origination fees and expenses previously deferred under SFAS No. 91.

The components of Gain on sale of mortgage loans, net were as follows:

Year Ended
December 31,
2006 2005 Change % Change
{In millions)

Gamonloans sold. . ... ... ... . $ 4 $ 70 § (66) (94)%
Initial value of capitalized servicing . . . ..................... 410 425 (15) (4%
Recognition of deferred fees and costs, net. . ................. (216) {195) (21) (1Y%
Gain on sale of mortgage loans, net .. ...................... $ 198 $300 3 (102) (34)%

Gain on sale of mortgage loans, net decreased by $102 million (34%) in 2006 compared to 20035. Gain on loans
sold net of the recognition of deferred fees and costs (the effects of SFAS No. 91) declined by $87 million from 2005
to 2006 driven by a $116 million decline due to lower margins on loans sold that was partially offset by a $29 million
favorable variance from economic hedge ineffectiveness resulting from our risk management activities related to
IRL.Cs and mortgage loans. Typically, when industry loan volumes decline due 10 a rising interest rate environment
or other factors, competitive pricing pressures occur as mortgage companies compete for fewer customers, which
results in lower margins. The $29 million favorable variance from economic hedge ineffectiveness resulting from
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our risk management activities related to IRLCs and mortgage loans was due to a decrease in losses recognized from
$35 million in 2005 to $6 million in 2006. A $15 million decrease in the initial value of capitalized servicing was
caused by a decrease in the volume of loans sold, partially offset by an increase of 10 bps in the initial capitalized
servicing rate in 2006 compared to 2005. The increase in the initial capitalized servicing rate during 2006 is
primarily related to the increase in interest rates in 2006 as compared to 2003,

Mortgage Net Finance Income

Mortgage net finance income altocable to the Mortgage Production segment consists of interest income on
MLHS and interest expense allocated on debt used to fund MLHS and is driven by the average volume of loans held
for sale, the average volume of outstanding borrowings, the note rate on loans held for sale and the cost of funds rate
of our outstanding borrowings. Mortgage net finance income allocable to the Mortgage Production segment
declined by $36 million (100%) in 2006 compared to 2005, due to a $38 million (26%) increase in Mortgage interest
expense that was partially offset by a $2 million (1%) increase in Mortgage interest income. The $38 million
increase in Mortgage interest expense was attributable to increases of $30 million due to a higher cost of funds from
our outstanding borrowings and $8 million due to higher average borrowings. A significant portion of our loan
originations are funded with variable-rate short-term debt. At December 31, 2006 and 2005, one-month LIBOR,
which is used as a benchmark for short-term rates, was 5.46% and 4.48%, respectively, an increase of 98 bps. The
$2 million increase in Mortgage interest income was primarily due to higher note rates associated with loans held
for sale partially offset by lower average loans held for sale.

Salaries and Related Expenses

Salaries and related expenses allocable to the Mortgage Production segment are reflected net of loan
origination 'costs deferred under SFAS No. 91 and consist of commissions paid to employees involved in the
loan origination process, as well as compensation, payroll taxes and benefits paid to employees in our mortgage
production operations and allocations for overhead. Salaries and related expenses decreased by $56 million (21%)
in 2006 compared to 2005 primarily due to a decrease in average staffing levels due to employee attrition and lower
origination 'volumes.

Other Operating Expenses

Other operating expenses allocable to the Mortgage Production segment are reflected net of loan origination
costs deferred under SFAS No. 91 and consist of production-related direct expenses, appraisal expense and
allocations for overhead. Other operating expenses decreased by $10 million (5%) during 2006 compared to 2005,
primarily attributable to a 14% decrease in total closings during 2006 compared to 2005. This decrease was partially
offset by $14 million in allocated costs primarily resulting from incremental fees and expenses for additional
auditor services, financial and other consulting services, legal services and liquidity waivers, including a $6 million
loss on extinguishment of debt, as well as a decrease in deferred expense under SFAS No. 91 primarily associated

with a lower volume of loans closed to be sold during 2006 compared to 2005.
|

Mortgage Servicing Segment

Net revenues decreased by $105 million (44%) in 2006 compared to 2005. As discussed in greater detail below,
a $180 million unfavorable change in Amortization and valuation adjustments related to mortgage servicing rights,
net was partially offset by increases of $38 million, $36 million and $1 miltion in Mortgage net finance income,
Loan servicing income and Other income, respectively.

Segment profit decreased by $96 million (69%) in 2006 compared to 2005 due to the $105 million decrease in
Net revenues that was partially offset by a $9 million (9%) decrease in Total expenses. The $9 million reduction in
Total expenses was primarily due to a $7 million decrease in Other depreciation and amortization and a $2 million
decrease in Other operating expenses.
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The following tables present a symmary of our financial results and a key related driver for the Mortgage
Servicing segment, and are followed by a discussion of each of the key components of Net revenues and Total
expenses:

Year Ended December 31,

2006 2005 Change % Change
{In millions)
Average loan servicing portfolio . . .. ............. $ 159269 § 147304 % 11,965 8%
Year Ended December 31,
2006 2005 Change % Change
(In millions)
Mortgage interest income . . .. ...... ..., $ 181 % 120 61 51 %
Mortgage interest expense .................. ... (806) {63) (23 (3%
Mortgage net finance income . ................. 95 57 38 67 %
Loan serviéing income . ...... .. ... oL 515 479 36 8 %
Amortization and recovery of impairment of mortgage
servicing Aights. .. ... ... .. o i — (217) 217 100 %
Change in fair value of mortgage servicing rights . . . . . (334) . — (334) n/m
Net derivative loss related to mortgage servicing
aghts . ... e (145) (82) (63) (1%
Amortization and valuation adjustments related to _
mortgage servicing rights, net ... ............. (479) (299) (180) (6%
Net loan servicing income. ... ... e 36 180 (144) (80)%
Otherincome. ......... ... ... . .. cc.oouoni... — (1) 1 100 %
NetrevenUes . . ..o u ittt it i e e e eeanann 131 236 (105) 44)%
Salaries and related expenses . ... . ............... 32 33 N (3%
Occupancy and other office expenses .. ............ 1 S ] 11 %
Other depreciation and amortization . .............. 2 9 )] (78)%
Other operating expenses ... .......covuienen.... 43 45 (2) (4)%
Total EXPENSES . . . ..o\ o e e et 87 96 9 (9%
Segmentprofit . . ... ... ot e 3 4 % 140 % (96) (69)%

) n/m—Not meaningful.

Morigage Net Finance Income

Mortgage net finance income allocable to the Mortgage Servicing segment consists of interest income credits
from escrow balances, interest income from investment balances (including investments held by our reinsurance
subsidiary) and interest expense allocated on debt used to fund our MSRs, and is driven by the average volume of
outstanding borrowings and the cost of funds rate of our outstanding borrowings. Mortgage net finance income

increased by $38 million (67%) in 2006 compared to 2005, primarily due to higher interest income from escrow .

balances, partially offset by higher interest expense on debt allocated to the funding of MSRs. These increases were
primarily due to higher short-term interest rates in 2006 compared to 2003 since the escrow balances earn income
based upon one-month LIBOR.

Loar Servicing Income

1

Loan servicing income includes recurring servicing fees, other ancitlary fees and net reinsurance income from
our wholly owned reinsurance subsidiary, Atrinm. Recurring servicing fees are recognized upon receipt of the
coupon payment from the borrower and recorded net of guaranty fees. Net reinsurance income represents premiums
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earned on reinsurance contracts, net of ceding commission and adjustments to the allowance for reinsurance losses.
The primary driver for Loan servicing income is the average loan servicing portfolio.
The components of Loan servicing income were as follows:

Year Ended
December 31,

2006 2005 Change % Change
{In millions)

Net service feerevenue . .............iiiiinenniunn.. $ 485 $ 467 $ I8 4%

Late fees and other ancillary servicing revenue . ............ 45 30 15 50%

Curtailment interest paid to investors .................... (45) éGn 6 12%

Net reinSurance iNCOME . ... ... v et vttt aeranrnens 30 33 (3) (N%

Loan servicing income . .. ... ..., $ 515 § 479 § 36 8%

Loan servicing income increased by $36 million (8%) from 2005 to 2006. This increase is primarily related to
higher net service fee revenue and late fees and other ancillary servicing revenue associated with the 8% increase in
the average loan servicing portfolio. Additionally, a decrease in curtailment interest paid to investors due to a
decrease in loan payoffs during 2006 in comparison to 2005 contributed to this increase. These increases were
partially offset by a $3 million decrease in net reinsurance income during 2006 compared to 2005.

Amortization and Valuation Adjustments Related to Mortgage Servicing Rights, Net

Amortjzation and valuation adjustments related to mortgage servicing rights, net includes Amortization and
recovery of impairment of mortgage servicing rights, Change in fair value of mortgage servicing rights and Net
derivative loss related to mortgage servicing rights. We adopted the provisions of SFAS No. 156 on January 1, 2006
and elected the fair value measurement method for valuing our MSRs. The unfavorable change of $180 million
(60%) from 2003 to 2006 was attributable to a $334 million decrease in the fair value of mortgage servicing rights
recorded during 2006 and a $63 million increase in net derivative losses during 2006 in comparison to 2005, that
were partially offset by $217 million of Amortization and recovery of impairment of mortgage servicing rights
recorded during 2005. The components of Amortization and valuvation adjustments related to mortgage servicing
rights, net are discussed separately below.

Amortization and Recovery of Impairment of Mortgage Servicing Rights: Prior to our adoption of
SFAS No. 156 on January 1, 2006, MSRs were carried at the lower of cost or fair value based on defined strata
and were amortized based upon the ratio of the current month net servicing income (estimated at the beginning of
the month) to the expected net servicing income over the life of the servicing portfolio. In addition, MSRs were
evaluated for impairment by strata and a valuation allowance was recognized when the fair value of the strata was
less than the amortized basis of the strata. During 2005, we recorded $433 million of amortization of MSRs and a
$216 million recovery of impairment of MSRs.

Change in Fair Value of Mortgage Servicing Rights:  The fair value of our MSRs is estimated based upon
projections of expected future cash flows from our MSRs considering prepayment estimates, our historical
prepayment rates, portfolio characteristics, interest rates based on interest rate yield curves, implied volatility
and other economic factors. Generally, the value of our MSRs is expected to increase when interest rates rise and
‘decrease when interest rates decline due to the effect those changes in interest rates have on prepayment estimates.
Other factors noted above as well as the overall market demand for MSRs may also affect the MSRs valuation.

The Change in fair value of mortgage servicing rights is attributable to the realization of expected cash flows
and market factors which impact the market inputs and assumptions used in our valuation model. The change in
vilue of MSRs due to the realization of expected cash flows is comparable to the amortization expense recorded for
periods prior to January 1, 2006. During 2006, the fair value of cur MSRs was reduced by $373 million due to the
realization of expected cash flows. The change in fair value due to changes in market inputs or assumptions used in
the valuation mode! was a favorable change of $39 million. This favorable change was primarily due to the increase
in mortgage interest rates during 2006 leading to lower expected prepayments. The 10-year Treasury rate, which is

78




widély regarded as a benchmark for mortgage rates, increased by 32 bps during 2006. During 2005, the 10-year
Treasury rate increased by 18 bps.

Net Derivative Loss Related to Mortgage Servicing Rights:  We use a combination of derivatives to protect
against potential adverse changes in the value of our MSRs resulting from a decline in interest rates. See Note 10,
“Derivatives and Risk Management Activities” in the Notes to Consolidated Financial Statements included in this
Form 10-K. The amount and composition of derivatives used will depend on the exposure to loss of value on our
MSRs, the expected cost of the derivatives and the increased earnings generated by origination of new loans
resulting from the decline in interest rates (the natural business hedge). The natural business hedge provides a
benefit when increased borrower refinancing activity results in higher production volumes which would partially
offset declines in the value of our MSRs thereby reducing the need to use derivatives. The benefit of the natural
business hedge depends on the decline in interest rates required to creale an incentive for borrowers to refinance
their mortgage loans and lower their interest rates. (See “Item 1A. Risk Factors—Risks Related to our
Business—Certain hedging strategies that we use to manage interest rate risk associated with our MSRs and
other mortgage-related assets and commitments may not be effective in mitigating those risks.” for more
information.) '

During 2006, the value of derivatives related to our MSRs decreased by $145 million. During 2005, the value of
derivatives related to our MSRs decreased by $82 million. As described below, our net results from MSRs risk
management activities were a loss of $106 million and a gain of $40 million during 2006 and 2003, respectively.

The following table outlines Net (loss) gain on MSRs risk management activities:
Year Ended December 31,

2006 2005
(In millions)

Net derivative loss related to mortgage servicing rights ... ................... 3 (145 % (82)
Change in fair value of mortgage servicing rights due to changes in market inputs

or assumptions used in the valuation model . ... ... . e e 39 —
Recovery of impairment of mortgage servicing rights. . ........... [, — 216
Application of amortization rate to the valuation allowance .. ................. — 94)
Net (loss) gain on MSRs risk management activities . ... .................... $ (106) % 40

Other Income

Other income allocable to the Mortgage Servicing segment consists primarily of net gains or losses on
investment securities.

Fleet Management Services Segment

Net revenues increased by $119 million (7%) in 2006 compared to 2005. As discussed in greater detail below,
the increase in Net revenues was due to increases of $119 million and $8 million in Fleet lease income and Fleet
management fees, respectively, that were partially offset by an $8 million decrease in Other income.

Segment profit increased by $22 million (28%) in 2006 compared to 2005 due to the $119 million increase in
Net revenues, partially offset by a $97 million (6%) increase in Total expenses. The $97 million increase in Total
expenses was primarily due to increases of $58 million and $48 million in Fleet interest expense and Depreciation
on operating leases, respectively, that were partially offset by a $7 million decrease in Other operating expenses.
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The following tables present a summary of our financial results and related drivers for the Fleet Managei‘nent
Services segment, and are followed by a discussion of each of the key components of our Net revenues and Total
expenses:

Average for the

Year Ended
December 31,
. 2006 2005 Change % Change
(In thousands of units)

Leased vehicles . ...... e 334 325 9 3%
Maintenance service cards . ............ e 339 338 1 —
Fuel cards P R PR E PR PR PR 325 321 4 1%
Accident management vehicles . . .. ......... ... . ..... 331 332 1 —

i Year Ended

. December 31,

2006 2005 Change % Change

| (In millions)
Fleet management fees .. ......... ... . v, A 158 % 150 § 8 5%
Fleetleaseincome .. ... ... .. i, 1,587 1,468 119 8%
Other inCome . ... ..ttt et e e e ca e 85 93 (8) {(N%
NEt TEVEIMUES. & v v vt v s it et ettt ittt e st enanenns 1,830 1,711 119 7 %
Salaries and related expenses .. ......... ... ... . 85 86 (D ()%
Occupancy and other office expenses. . ................. 18 18 — —
Depreciation on operating leases . .. ................... 1,228 1,180 48 4 %
Fleet interest expense . . ... ... ... i 197 139 58 42 %
Other depreciation and amortization .......... T 13 14 (1) (NH%
Other operating eXpenses ... .....coeoueoeoeeeens.n, 187 194 (7) (H%
Total eXPRASES . . ..o e 1,728 1,631 97 6 %
SegMment PIOfIt . . ..o vv vt et e et e $ 102 % B0 $ 22 28 %

Fleet Management Fees

Fleet management fees consist primarily of the revenues of our principal fee-based products: fuel cards,
maintenance services, accident management services and monthly management fees for leased vehicles. Fleet
management fees increased by $8 million (5%) in 2006 compared to 2005, primarily due to increases in revenue
from our principal fee-based products, which accounted for approximately $5 million of this increase. Additionally,
Ficet maragement fees were enhanced by incremental revenue of $3 million from other fee-based products.

Fleet Lease Income

Fleet lease income increased by $119 million (8%) during 2006 compared to 2005, primarily due to higher
total lease billings resulting from the 3% increase in leased vehicles. Additionally, Fleet lease income increased due
to higher ir:lterest rates on variable-interest rate leases and new leases.

Other\Income

Other income consists principally of the revenue generated by our dealerships and other miscellaneous
revenues. Other income decreased by $8 million (9%) during 2006 compared to 2005, primarily due to a 14%
decline iri new and vsed vehicle sales at our dealerships.
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Salaries and Related Expenses

Salaries and related expenses decreased by $1 million (1%) during 2006 compared to 2005, primarily due to a
decrease in variable compensation expense that was partially offset by increases in base compensation and staffing
levels.

Depreciation on Operating Leases

Depreciation on operating leases is the depreciation expense associated with our leased asset portfolio.
Depreciation on operating leases during 2006 increased by $48 million (4%) compared to 2005, primarily due to the
3% increase in leased units and higher average depreciation expense on replaced vehicles in the existing vehicle
portfolio. These increases were partially offset by an increase in motor company monies retained by the business
and recognized during 2006, which are accounted for as adjustments to the basis of the leased units.

Fleet Interest Expense

Fleet interest expense increased by $58 million (42%) during 2006 compared te 2003, primarily due to higher
short-term interest rates and increased borrowings associated with the 3% increase in leased vehicles.

Other Operating Expenses

Other operating expenses decreased by $7 million (4%) during 2006 compared to 2005, primarily due to a
decrease in cost of goods sold associated with the 14% decrease in new and used vehicle sales at our dealerships.

LiQuipity AND CAPITAL RESOURCES
General

Our liquidity is dependent upon our ability to fund maturities of indebtedness, to fund growth in assets under
management and business operations and to meet contractual obligations. We estimate how these liquidity needs
may be impacted by a number of factors including fluctuations in asset and liability levels due to changes in our
business operations, levels of interest rates and unanticipated events. The primary operating funding needs arise
from the origination and warehousing of mortgage loans, the purchase and funding of vehicles under management
and the retention of MSRs. Sources of liquidity include equity capital including retained earnings, the unsecured
debt markets, bank lines of credit, secured borrowings including the asset-backed debt markets and the liquidity
provided by the sale or securitization of assets. The recent disruption in certain asset-backed security market
segments and the resulting impact on the availability of funding generally for financial services companies may
limit our access to one or more of the funding sources discussed above. In addition, we expect that the costs
associated with our borrowings, including relative spreads and conduit fees, will be adversely impacted in 2008
compared to such costs prior to the disruption in the credit markets. {(See “Item 1. Business—Recent Developments
for a discussion of recent developments in the credit markets.)

In order to ensure adequate liquidity throughout a broad array of operating environments, our funding plan
relies upon multiple sources of liquidity. We maintain liquidity at the parent company level through access to the
unsecured debt markets and through unsecured contractually committed bank facilities. Unsecured debt markets
include commercial paper issued by the parent company which we fully support with committed bank facilities.
These various unsecured sources of funds are utilized to provide for a portion of the operating needs of our mortgage
and fleet management businesses. In addition, secured borrowings, including asset-backed debt, asset sales and
securitization of assets, are utilized to fund both vehicles under management and mortgages held for resale.

Given our expectation for business volumes, we believe that our sources of liquidity are adequate to fund our
operations for the next 12 months. We expect aggregate capital expenditures for 2008 to be between $20 million and
$28 million.
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Cash Flows

At December 31, 2007, we had $149 million of Cash and cash equivalents, an increase of $26 million from
3123 million at December 31, 2006. The following table summarizes the changes in Cash and cash equivalents
during the years ended December 31, 2007 and 2006:

Year Ended
December 31,
2007 2006 Change
(In millions}

Cash provided by (used in):

Operating activities . ........ ... ... i $ 2663 $ 748 $ 1915
[nvesting activities . . .. ... .. .t i (1,206)  (1,574) 368
FInancing activities . . . ..o oo e e (1,432) 841 (2,273)
Effect of :changes in exchange rates on Cash and cash equivalents . . . .. 1 1 —
Net increase in Cash and cash equivalents . ....................... $ 26 § 16 § 10

i

Operating Activities

During 2007, we generated $1.9 billion more cash from operating activities than during 2006 primarily due toa
$1.3 billion net cash inflow related to the origination and sale of mortgage loans that occurred during 2007, During
2006, net cash outflows related to the origination and sale of mortgage loans were $545 million. Cash flows related
to the origination and sale of mortgage loans may fluctuate significantly from period to period due to the timing of
the underlying transactions.

Investing Activities
i

During 2007, we used $368 million less cash in investing activities than during 2006. The decrease in cashused
in investing activities was primarily attributable to a $284 million decrease in cash used by our Fleet Management
Services segment to acquire vehicles, a $214 million increase in proceeds from the sale of MSRs due to partial
receipts from the sale of MSRs during 2007 (as described in “— Resuits of Operations—2007 vs. 2006—Segment
Results—Mortgage Servicing Segment—Loan Servicing [ncome™) and a $203 million increase in net settlement
proceeds from derivatives related to MSRs that were partially offset by a $266 million decrease in proceeds from the
sale of investment vehicles by our Fleet Management Services Segment and a $74 million increase in cash paid for
the purchase of derivatives related to MSRs.

I

Financing Activities

During 2007, we used $1.4 billion of cash in our financing activities compared to generating $841 miilion
during 2006. This change in cash flows was primarily due to a $1.4 billion increase in principal payments on
borrowings and a $992 million net decrease in short-term borrowings in 2007 compared to a $384 million increase
during 2006 that were partially offset by a $500 million increase in proceeds from borrowings.

Cash used in financing activities during 2007 was impacted by a decrease in the financing requirements
necessary to fund loans closed to be sold during 2007 compared to 2006. Additionally, principal payments on
borrowings and proceeds from borrowings increased by $2.7 billion and $2.5 billion, respectively, due to changes in
the utilization levels of asset-backed debt arrangements used by the Mortgage Venture during 2007 compared to
2006. Durinig 2007, the Mortgage Venture increased its utilization of a facility that requires it to borrow and repay
balances upon the origination and sale of each underlying loan funded by the facility and decreased its utilization of
a line of credit agreement that is drawn upon and repaid solely when there are changes in the Mortgage Venture’s
overall financing needs. For more information about the Mortgage Venture's asset-backed debt arrangements, see
“— Indebtedness—Asset-Backed Debt—Mortgage Warehouse Asset-Backed Debt.” During 2006, we incurred
$3.2 billion 'of debt to redeem the outstanding term notes, variable funding notes and subordinated notes issued by
Chesapeake Finance Holdings LL.C and Terrapin Funding LLC.
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Secondary Mortgage Market

We rely on the secondary mortgage market for a substantial amount of liquidity to support our operations,
Nearly all mortgage loans that we originate are sold in the secondary mortgage market, primarily in the form of
MBS, asset-backed securities and whole-loan transactions. A large component of the MBS we sell is guaranteed by
Fannie Mae, Freddie Mac or Ginnie Mae (collectively, “Agency MBS”). We also issue non-agency (or non-
conforming) MBS and asset-backed securities. We publicly issue both non-conforming MBS and asset-backed
securities that are registered with the SEC, and we also issue private non-conforming MBS and asset-backed
securities. Generally, these types of securities have their own credit ratings and require, some form of credit
enhancement, such as over-collateralization, senior-subordinated structures, primary mortgage insurance, and/or
private surety guarantees.

The Agency MBS, whole-loan and non-conforming markets for mortgage loans provide substantial liquidity
for our mortgage loan production operations. We focus our business process on consistently producing quality
mortgages that meet investor requirements to continue to access these markets.

See “— Overview—Mortgage Production and Mortgage Servicing Segments—Mortgage Industry Trends”
and “lItem |A. Risk Factors—Risks Related to our Business—We might be prevented from selling and/or
securitizing our mortgage loans at opportune times and prices, if at all, which could have a material adverse
effect on our business, financial position, results of operations or cash flows.” and “— Recent devetlopments in the
secondary mortgage market could have a material adverse effect on our business, financial position, results of
operations or cash flows.” included in this Form 10-K for more information regarding the secondary mortgage
market.

Indebtedness

We utilize both secured and unsecured debt as key components of our financing strategy. Our primary
financing needs arise from our assets under management programs which are summarized in the table below:

December 31,

2007 2006
{In millions}
Restricted cash. .. ... ... .. .. .. L $ 5719 $ 559
Mortgage loans held forsale, net ... ... .. ... ... . 1,564 2,936
Net investment in fleet 1ases . . . ... .o vetneren i eeie e et 4,224 4,147
Mortgage servicing rights. . . ... ... . L e e 1,502 1,971
[nvestment SECUrItEs . .. ... ... ot 34 35
Assets under management Programs . . ... ...ttt i $ 7903 § 9,648

The following tables summarize the components of our indebtedness as of December 31, 2007 and 2006:
December 31, 2007

Vehicle Mortgage
Management Warehouse
Asset-Backed  Asset-Backed Unsecured
Debt Debt Debt Total
{In millions)
Termnotes ......ovvt e $ — 3 — 633 §$ 633
Variable funding notes . . .. .................... 3,548 555 — 4,103
Commercial paper . .. ... ... .. ... ... ... ... — — 132 132
Borrowings under credit facilities. . ... ........... — 53