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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

þ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2009
OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from       to
Commission File No. 1-7797

PHH CORPORATION
(Exact name of registrant as specified in its charter)

MARYLAND
(State or other jurisdiction of

incorporation or organization)

52-0551284
(I.R.S. Employer

Identification Number)

3000 LEADENHALL ROAD
MT. LAUREL, NEW JERSEY

(Address of principal executive offices)

08054
(Zip Code)

856-917-1744
(Registrant�s telephone number, including area code)

     Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days: Yes þ No o
      Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated
filer, or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller
reporting company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer þ Accelerated filer o Non-accelerated filer o
(Do not check if a smaller reporting company)

Smaller reporting company o 

     Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes o No o
     Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act):
Yes o No þ
     As of July 17, 2009, 54,520,710 shares of PHH Common stock were outstanding.
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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.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
     Statements in this Quarterly Report on Form 10-Q for the quarter ended June 30, 2009 (this �Form 10-Q�) that are
not historical facts are forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934, as amended. 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 forward-looking statements.
     Statements 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-Q include, but are not limited to, statements concerning the following:
(i) our expectations regarding the future impact of the adoption of recently issued accounting pronouncements on our
financial statements; (ii) 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; (iii) our
expectations regarding origination volumes and loan margins in the mortgage industry; (iv) our expectations regarding
recent government initiatives, including, but not limited to, the American Recovery and Reinvestment Act of 2009,
the Homeowner Affordability Stability Plan (�HASP�) and the Public-Private Investment Program and the impact that
these initiatives may have on our Mortgage Production and Mortgage Servicing segments; (v) our belief that we will
begin closing loan modifications under HASP�s loan modification programs during the third quarter of 2009; (vi) our
belief that the amount of securities held in trust related to our potential obligation from our reinsurance agreements
will be significantly higher than claims expected to be paid; (vii) our expectations regarding access to and spreads on
future securities that may be issued by our wholly owned subsidiary, Chesapeake Funding LLC; (viii) our belief that
our assets may be considered eligible collateral under the Canadian Secured Credit Facility (�CSCF�) and that, if
implemented, the CSCF may stimulate the private and public demand for asset-backed commercial paper in Canada;
(ix) our expectation that the United States (�U.S.�) and Canadian asset-backed securities markets will continue to
improve during the remainder of 2009 and that we will be able to take advantage of this improvement; (x) our
expectation that the recently reorganized General Motors and Chrysler may be more financially viable suppliers and
our belief that any disruption in vehicle production by the North American automobile manufacturers would have
little impact on our ability to provide our clients with vehicle leases as we would have the alternative to rely on
foreign suppliers; (xi) our belief that trends in the North American automobile industry have been reflected in our
Fleet Management Services segment; (xii) our expectation that as the fleets of our Fleet Management Services
segment�s clients age, they may require greater levels of maintenance services and other fee-based products; (xiii) our
intention to pursue alternative sources of potential funding, including the possible issuance of additional securities
eligible under the Term Asset-Backed Securities Loan Facility to private investors during the remainder of 2009;
(xiv) our belief that the modifications in our lease pricing are reflective of revised pricing throughout the industry;
(xv) our expected savings during the remainder of 2009 from cost-reduction initiatives; (xvi) our belief that our
sources of liquidity are adequate to fund operations for the next 12 months; (xvii) our expected capital expenditures
for 2009; (xviii) our expectation that the London Interbank Offered Rate and commercial paper, long-term U.S.
Department of the Treasury (�Treasury�) and mortgage interest rates will remain our primary benchmark for market risk
for the foreseeable future; (xix) our expectation that increased reliance on the natural business hedge could result in
greater volatility in the results of our Mortgage Servicing segment and (xx) our expectation that we will continue to
modify the types of mortgage loans that we originate in accordance with secondary market liquidity.
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     The factors and assumptions discussed below and the risks factors in �Part I�Item 1A. Risk Factors� in our Annual
Report on Form 10-K for the year ended December 31, 2008, as amended by the risk factors in �Part II�Item 1A. Risk
Factors� in our Quarterly Report on Form 10-Q for the quarter ended March 31, 2009 could cause actual results to
differ materially from those expressed in any 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 continued market volatility or continued economic decline on the availability and cost of our
financing arrangements, the value of our assets and the price of our Common stock;

§ the effects of a continued decline in the volume or value of U.S. home sales and home prices, 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 business and our financing costs;

§ our decisions regarding the levels, if any, of our derivatives related to mortgage servicing rights and the
resulting potential volatility of the results of operations of our Mortgage Servicing segment;

§ the effects of increases in our actual and projected repurchases of, indemnification given in respect of, or
related losses associated with, sold mortgage loans for which we have provided representations and warranties
or other contractual recourse to purchasers and insurers of such loans, including increases in our loss severity
and reserves associated with such loans;

§ the effects of reinsurance claims in excess of projected levels and in excess of reinsurance premiums we are
entitled to receive or amounts currently held in trust to pay such claims;

§ the effects of any significant adverse changes in the underwriting criteria of government-sponsored entities,
including the Federal National Mortgage Association and the Federal Home Loan Mortgage Corporation;

§ the effects of the insolvency of any of the counterparties to our significant customer contracts or financing
arrangements or the inability or unwillingness of such counterparties to perform their respective obligations
under such contracts;

§ the ability to develop and implement operational, technological and financial systems to manage our 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
consolidation within the industries in which we operate and competitors with greater financial resources and
broader product lines;

§ the effects of the decline in the results of operations or financial condition of automobile manufacturers and/or
their willingness or ability to make new vehicles available to us on commercially favorable terms, if at all;

§ the ability to quickly reduce overhead and infrastructure costs in response to a reduction in revenue;

§ the ability to implement fully integrated disaster recovery technology solutions in the event of a disaster;

§ the ability to obtain financing on acceptable terms, if at all, to finance our operations or growth strategy, to
operate within the limitations imposed by our financing arrangements and to maintain the amount of cash
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§ the ability to maintain our relationships with our existing clients;

§ a deterioration in the performance of assets held as collateral for secured borrowings;

§ the impact of the failure to maintain our credit ratings;

§ any failure to comply with certain financial covenants under our financing arrangements;

§ the effects of the declining health of the U.S. and global banking systems, the consolidation of financial
institutions and the related impact on the availability of credit;

§ the impact of the Emergency Economic Stabilization Act of 2008 enacted by the U.S. government on the
securities markets and valuations of mortgage-backed securities;

§ the impact of actions taken or to be taken by the Treasury and the Federal Reserve Bank on the credit markets
and the U.S. economy;

§ the impact of the adverse conditions in the North American automotive industry; 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
results to differ materially from those projected. Most of these factors are difficult to predict accurately and are
generally beyond our control. In addition, we operate in a rapidly changing and competitive environment. New risk
factors may emerge from time-to-time, and it is not possible to predict all such risk factors.
     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-looking
statements contained in the Private Securities Litigation Reform Act of 1995.

4
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PART I � FINANCIAL INFORMATION
Item 1. Financial Statements

PHH CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
(In millions, except per share data)

Three Months Six Months
Ended June 30, Ended June 30,

2009 2008 2009 2008
Revenues
Mortgage fees $ 86 $ 67 $ 147 $ 122
Fleet management fees 38 41 75 83

Net fee income 124 108 222 205

Fleet lease income 360 406 724 790

Gain on mortgage loans, net 147 56 335 128

Mortgage interest income 25 47 50 100
Mortgage interest expense (37) (42) (73) (84)

Mortgage net finance (expense) income (12) 5 (23) 16

Loan servicing income 100 107 200 219

Change in fair value of mortgage servicing rights 55 104 (108) (32)
Net derivative loss related to mortgage servicing rights � (143) � (117)

Valuation adjustments related to mortgage servicing rights 55 (39) (108) (149)

Net loan servicing income 155 68 92 70

Other (expense) income (6) 20 5 96

Net revenues 768 663 1,355 1,305

Expenses
Salaries and related expenses 128 117 243 233
Occupancy and other office expenses 12 17 27 36
Depreciation on operating leases 322 324 647 646
Fleet interest expense 21 38 51 82
Other depreciation and amortization 7 5 13 12
Other operating expenses 92 130 183 220

Total expenses 582 631 1,164 1,229

Income before income taxes 186 32 191 76
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Provision for income taxes 75 17 75 27

Net income 111 15 116 49
Less: net income (loss) attributable to noncontrolling interest 5 (1) 8 3

Net income attributable to PHH Corporation $ 106 $ 16 $ 108 $ 46

Basic earnings per share attributable to PHH
Corporation $ 1.93 $ 0.31 $ 1.98 $ 0.85

Diluted earnings per share attributable to PHH
Corporation $ 1.91 $ 0.30 $ 1.96 $ 0.85

See Notes to Condensed Consolidated Financial Statements.
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PHH CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
(In millions, except share data)

June 30,
December

31,
2009 2008

ASSETS
Cash and cash equivalents $ 146 $ 109
Restricted cash 734 614
Mortgage loans held for sale 1,682 1,006
Accounts receivable, net 486 468
Net investment in fleet leases 3,858 4,204
Mortgage servicing rights 1,436 1,282
Investment securities 12 37
Property, plant and equipment, net 54 63
Goodwill 25 25
Other assets 502 465

Total assets $ 8,935 $ 8,273

LIABILITIES AND EQUITY
Accounts payable and accrued expenses $ 460 $ 451
Debt 6,210 5,764
Deferred income taxes 651 579
Other liabilities 223 212

Total liabilities 7,544 7,006

Commitments and contingencies (Note 10) � �

EQUITY
Preferred stock, $0.01 par value; 1,090,000 shares authorized at June 30, 2009
and December 31, 2008; none issued or outstanding at June 30, 2009 or
December 31, 2008 � �
Common stock, $0.01 par value; 273,910,000 and 108,910,000 shares authorized
at June 30, 2009 and December 31, 2008, respectively; 54,447,356 shares issued
and outstanding at June 30, 2009; 54,256,294 shares issued and outstanding at
December 31, 2008 1 1
Additional paid-in capital 1,011 1,005
Retained earnings 371 263
Accumulated other comprehensive income (loss) 3 (3)

Total PHH Corporation stockholders� equity 1,386 1,266
Noncontrolling interest 5 1

Total equity 1,391 1,267
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Total liabilities and equity $ 8,935 $ 8,273

See Notes to Condensed Consolidated Financial Statements.
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PHH CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Six Months Ended June 30, 2009
(Unaudited)

(In millions, except share data)

PHH Corporation Shareholders
Accumulated

Additional Other
Common Stock Paid-In Retained ComprehensiveNoncontrolling Total

Shares Amount Capital Earnings
(Loss)

Income Interest Equity
Balance at
December 31, 2008 54,256,294 $ 1 $ 1,005 $ 263 $ (3) $ 1 $ 1,267
Net income � � � 108 � 8 116
Distributions to
noncontrolling interest � � � � � (4) (4)
Other comprehensive
income, net of income
taxes of $0 � � � � 6 � 6
Stock compensation
expense � � 7 � � � 7
Stock options
exercised, including
excess tax benefit of $0 6,294 � � � � � �
Restricted stock award
vesting, net of excess
tax benefit of $0 184,768 � (1) � � � (1)

Balance at June 30,
2009 54,447,356 $ 1 $ 1,011 $ 371 $ 3 $ 5 $ 1,391

See Notes to Condensed Consolidated Financial Statements.
7
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PHH CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In millions)

Six Months
Ended June 30,

2009 2008
Cash flows from operating activities:
Net income $ 116 $ 49
Adjustments to reconcile Net income to net cash provided by operating activities:
Capitalization of originated mortgage servicing rights (267) (197)
Net unrealized loss on mortgage servicing rights and related derivatives 108 149
Vehicle depreciation 647 646
Other depreciation and amortization 13 12
Origination of mortgage loans held for sale (15,920) (12,830)
Proceeds on sale of and payments from mortgage loans held for sale 15,415 12,634
Net gain on interest rate lock commitments, mortgage loans held for sale and related
derivatives (219) (135)
Deferred income tax provision 71 36
Other adjustments and changes in other assets and liabilities, net 118 (52)

Net cash provided by operating activities 82 312

Cash flows from investing activities:
Investment in vehicles (524) (1,076)
Proceeds on sale of investment vehicles 220 296
Purchase of mortgage servicing rights (1) (6)
Proceeds on sale of mortgage servicing rights 1 166
Cash paid on derivatives related to mortgage servicing rights � (258)
Net settlement proceeds from derivatives related to mortgage servicing rights � 258
Purchases of property, plant and equipment (5) (11)
Increase in Restricted cash (120) (97)
Other, net 6 3

Net cash used in investing activities (423) (725)

Cash flows from financing activities:
Net decrease in short-term borrowings � (71)
Proceeds from borrowings 24,172 18,154
Principal payments on borrowings (23,737) (17,632)
Issuances of Company Common stock � 1
Proceeds from the sale of Sold Warrants � 24
Cash paid for Purchased Options � (51)
Cash paid for debt issuance costs (42) (51)
Other, net (4) (5)

Net cash provided by financing activities 389 369

Edgar Filing: PHH CORP - Form 10-Q

Table of Contents 13



Effect of changes in exchange rates on Cash and cash equivalents (11) 2

Net increase (decrease) in Cash and cash equivalents 37 (42)
Cash and cash equivalents at beginning of period 109 149

Cash and cash equivalents at end of period $ 146 $ 107

See Notes to Condensed Consolidated Financial Statements.
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PHH CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
1. Summary of Significant Accounting Policies
Basis of Presentation
     PHH Corporation and subsidiaries (collectively, �PHH� or the �Company�) is a leading outsource provider of mortgage
and fleet management services operating in the following business segments:

§ Mortgage Production � provides mortgage loan origination services and sells mortgage loans.

§ Mortgage Servicing � performs servicing activities for originated and purchased loans.

§ Fleet Management Services � provides commercial fleet management services.
     The Condensed Consolidated Financial Statements include the accounts and transactions of PHH and its
subsidiaries, as well as entities in which the Company directly or indirectly has a controlling interest and variable
interest entities of which the Company is the primary beneficiary. PHH Home Loans, LLC and its subsidiaries
(collectively, �PHH Home Loans� or the �Mortgage Venture�) are consolidated within PHH�s Condensed Consolidated
Financial Statements, and Realogy Corporation�s ownership interest is presented as a noncontrolling interest in our
Condensed Consolidated Financial Statements.
     The Condensed Consolidated Financial Statements have been prepared in conformity with accounting principles
generally accepted in the United States (�GAAP�) for interim financial information and pursuant to the rules and
regulations of the Securities and Exchange Commission (the �SEC�). Accordingly, they do not include all of the
information and disclosures required by GAAP for complete financial statements. In management�s opinion, the
unaudited Condensed Consolidated Financial Statements contain all adjustments, which include normal and recurring
adjustments necessary for a fair presentation of the financial position and results of operations for the interim periods
presented. The results of operations reported for interim periods are not necessarily indicative of the results of
operations for the entire year or any subsequent interim period. These unaudited Condensed Consolidated Financial
Statements should be read in conjunction with the Company�s Annual Report on Form 10-K for the year ended
December 31, 2008.
     The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the reporting period. These
estimates and assumptions include, but are not limited to, those related to the valuation of mortgage servicing rights
(�MSRs�), mortgage loans held for sale (�MLHS�), other financial instruments and goodwill and the determination of
certain income tax assets and liabilities and associated valuation allowances. Actual results could differ from those
estimates.
Changes in Accounting Policies

Fair Value Measurements. In February 2008, the Financial Accounting Standards Board (the �FASB�) issued FASB
Staff Position (�FSP�) FAS 157-2, �Effective Date of FASB Statement No. 157� (�FSP FAS 157-2�), which delayed the
effective date of Statement of Financial Accounting Standards (�SFAS�) No. 157, �Fair Value Measurements� (�SFAS
No. 157�) for one year for nonfinancial assets and nonfinancial liabilities, except for those that are recognized or
disclosed at fair value on a recurring basis. The Company elected the deferral provided by FSP FAS 157-2 and
adopted the provisions of SFAS No. 157 for its assessment of impairment of its

9
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PHH CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

(Unaudited)
Goodwill, other intangible assets, net investment in operating leases, net investment in off-lease vehicles, real estate
owned (�REO�) and Property, plant and equipment, net effective January 1, 2009. The Company�s measurement of fair
value for these nonfinancial assets, when applicable, will incorporate the assumptions market participants would use
in pricing the asset, where available, which may differ from the Company�s own intended use of such assets and
related assumptions and therefore may result in a different fair value than the fair value measured on a basis prior to
the application of SFAS No. 157. There were no events or circumstances resulting in the measurement of fair value
for any nonfinancial asset other than REO during the three or six months ended June 30, 2009. See Note 13, �Fair
Value Measurements� for additional information.

Business Combinations. In December 2007, the FASB issued SFAS No. 141(R), �Business Combinations� (�SFAS
No. 141(R)�), which replaces SFAS No. 141. SFAS No. 141(R) applies the acquisition method to all transactions and
other events in which one entity obtains control over one or more other businesses and establishes principles and
requirements for how the acquirer recognizes and measures identifiable assets acquired and liabilities assumed,
including assets and liabilities arising from contingencies, any noncontrolling interest in the acquiree and goodwill
acquired or gain realized from a bargain purchase. In April 2009, the FASB issued FSP FAS 141(R)-1, �Accounting for
Assets Acquired and Liabilities Assumed in a Business Combination That Arise from Contingencies� (�FSP FAS
141(R)-1�). FSP FAS 141(R)-1 amends the provisions of SFAS No. 141(R) for the initial recognition and measurement
of assets and liabilities arising from contingencies in a business combination to generally carry forward the
requirements of SFAS No. 141, �Business Combinations.� Subsequent measurement of assets and liabilities arising from
contingencies is determined on a systematic and rationale basis depending on their nature. FSP FAS 141(R)-1 requires
that contingent consideration arrangements of an acquiree assumed by the acquirer in a business combination be
initially recognized at fair value and subsequently measured in accordance with the guidance for contingent
consideration arrangements specified in SFAS No. 141(R). The Company adopted the provisions of SFAS No. 141(R)
and FSP FAS 141(R)-1 effective January 1, 2009. The adoption of SFAS No. 141(R) and FSP FAS 141(R)-1 will
impact the Company�s Consolidated Financial Statements prospectively in the event of any business combinations
entered into by the Company after December 31, 2008 in which the Company is the acquirer.

Noncontrolling Interests. In December 2007, the FASB issued SFAS No. 160, �Noncontrolling Interests in
Consolidated Financial Statements� (�SFAS No. 160�), which amends Accounting Research Bulletin No. 51,
�Consolidated Financial Statements.� SFAS No. 160 establishes accounting and reporting standards for the
noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. Specifically, SFAS No. 160
requires a noncontrolling interest in a subsidiary to be reported as equity, separate from the parent�s equity, in the
consolidated statement of financial position and the amount of net income or loss and comprehensive income or loss
attributable to the parent and noncontrolling interest to be presented separately on the face of the consolidated
financial statements. Changes in a parent�s ownership interest in its subsidiary in which a controlling financial interest
is retained are accounted for as equity transactions. If a controlling financial interest in the subsidiary is not retained,
the subsidiary is deconsolidated and any retained noncontrolling equity interest is initially measured at fair value. The
Company adopted the provisions of SFAS No. 160 effective January 1, 2009, including retrospective application for
the presentation of periods prior to January 1, 2009. The adoption of SFAS No. 160 did not have a significant impact
on the Company�s Consolidated Financial Statements.

Transfers of Financial Assets and Repurchase Financing Transactions. In February 2008, the FASB issued FSP
FAS 140-3, �Accounting for Transfers of Financial Assets and Repurchase Financing Transactions� (�FSP FAS 140-3�).
The objective of FSP FAS 140-3 is to provide guidance on accounting for the transfer of a financial asset and
repurchase financing. An initial transfer of a financial asset and a repurchase financing are considered part of the same
arrangement for purposes of evaluation under SFAS No. 140, �Accounting for Transfers and Servicing of Financial
Assets and Extinguishment of Liabilities� (�SFAS No. 140�) unless the criteria of FSP FAS 140-3 are met at the
inception of the transaction. If the criteria are met, the initial transfer of the financial asset and repurchase financing
transaction shall be evaluated separately under SFAS No. 140. The Company
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PHH CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

(Unaudited)
adopted the provisions of FSP FAS 140-3 effective January 1, 2009. The adoption of FSP FAS 140-3 did not impact
the Company�s Consolidated Financial Statements.

Disclosures about Derivative Instruments and Hedging Activities. In March 2008, the FASB issued SFAS
No. 161, �Disclosures about Derivative Instruments and Hedging Activities� (�SFAS No. 161�). SFAS No. 161 enhances
disclosure requirements for derivative instruments and hedging activities regarding how and why derivative
instruments are used, how derivative instruments and related hedged items are accounted for under SFAS No. 133,
�Accounting for Derivative Instruments and Hedging Activities� (�SFAS No. 133�) and its related interpretations and how
they affect financial position, financial performance and cash flows. SFAS No. 161 requires qualitative disclosures
about objectives and strategies for using derivatives, quantitative disclosures about fair value amounts of gains and
losses on derivative instruments and disclosures about credit-risk-related contingent features in derivative agreements.
The Company adopted the disclosure provisions of SFAS No. 161 effective January 1, 2009. The additional
disclosures resulting from the adoption of SFAS No. 161 are included in Note 6, �Derivatives and Risk Management
Activities� in the Company�s Notes to Condensed Consolidated Financial Statements.

Financial Guarantee Insurance Contracts. In May 2008, the FASB issued SFAS No. 163, �Accounting for
Financial Guarantee Insurance Contracts� (�SFAS No. 163�). SFAS No. 163 clarifies how SFAS No. 60, �Accounting and
Reporting by Insurance Enterprises� applies to financial guarantee insurance and reinsurance contracts issued by
insurance enterprises, including the recognition and measurement of premium revenue and claim liabilities. SFAS
No. 163 requires insurance enterprises to recognize a liability for the unearned premium revenue at inception of the
financial guarantee insurance contract and recognize revenue over the period of the contract in proportion to the
amount of insurance protection provided. SFAS No. 163 also requires an insurance enterprise to recognize a claim
liability prior to an event of default when there is evidence that credit deterioration has occurred in an insured
financial obligation. Additional disclosures about financial guarantee contracts are also required. The Company
adopted the provisions of SFAS No. 163 effective January 1, 2009. The adoption of SFAS No. 163 did not impact the
Company�s Consolidated Financial Statements.

Intangible Assets. In April 2008, the FASB issued FSP FAS 142-3, �Determination of the Useful Life of Intangible
Assets� (�FSP FAS 142-3�). FSP FAS 142-3 amends the factors that should be considered in developing renewal or
extension assumptions used to determine the useful life of a recognized intangible asset under SFAS No. 142,
�Goodwill and Other Intangible Assets� (�SFAS No. 142�) in order to improve the consistency between the useful life of a
recognized intangible asset under SFAS No. 142 and the period of expected cash flows used to measure the fair value
of the asset under SFAS No. 141(R) and other GAAP. The Company adopted the provisions of FSP FAS 142-3
effective January 1, 2009 for application to intangible assets acquired after the effective date. The Company�s
accounting policy is to expense the costs to renew or extend recognized intangible assets as the costs are incurred.

Convertible Debt Instruments. In May 2008, the FASB issued FSP Accounting Principles Board Opinion (�APB�)
14-1, �Accounting for Convertible Debt Instruments That May Be Settled in Cash upon Conversion� (�FSP APB 14-1�).
FSP APB 14-1 requires the issuer of certain convertible debt instruments that may be settled in cash or other assets
upon conversion to separately account for the liability and equity components of the instrument in a manner that
reflects the issuer�s nonconvertible debt borrowing rate. The Company adopted the provisions of FSP APB 14-1
effective January 1, 2009. The adoption of FSP APB 14-1 did not impact the Company�s Consolidated Financial
Statements as its application of Emerging Issues Task Force (�EITF�) 06-7, �Issuer�s Accounting for a Previously
Bifurcated Conversion Option in a Convertible Debt Instrument When the Conversion Option No Longer Meets the
Bifurcation Criteria in FASB Statement No. 133� for its 4.0% Convertible Senior Notes due 2012 (the �Convertible
Notes�) results in separate accounting for the liability and equity components of the Convertible Notes and continued
amortization of the original issue discount.
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Participating Securities. In June 2008, the FASB issued FSP EITF 03-6-1, �Determining Whether Instruments

Granted in Share-Based Payment Transactions Are Participating Securities� (�FSP EITF 03-6-1�). FSP EITF 03-6-1
addresses whether instruments granted in share-based payment transactions are participating securities prior to vesting
and, therefore, need to be included in the earnings allocation in computing earnings per share under the two class
method described in SFAS No. 128, �Earnings per Share.� The Company adopted the provisions of FSP EITF 03-6-1
effective January 1, 2009. The adoption of FSP EITF 03-6-1 did not impact the Company�s Consolidated Financial
Statements.

Instruments Indexed to Stock. In June 2008, the FASB ratified the consensus reached by the EITF on three issues
discussed at its June 12, 2008 meeting pertaining to EITF 07-5, �Determining Whether an Instrument (or Embedded
Feature) is Indexed to an Entity�s Own Stock� (�EITF 07-5�). The issues include how an entity should evaluate whether
an instrument, or embedded feature, is indexed to its own stock, how the currency in which the strike price of an
equity-linked financial instrument, or embedded equity-linked feature, is denominated affects the determination of
whether the instrument is indexed to an entity�s own stock and how the issuer should account for market-based
employee stock option valuation instruments. The Company adopted the provisions of EITF 07-5 effective January 1,
2009. The adoption of EITF 07-5 did not impact the Company�s Consolidated Financial Statements.

Fair Value Measurements. In April 2009, the FASB issued FSP FAS 157-4, �Determining Fair Value When the
Volume and Level of Activity for the Asset or Liability Have Significantly Decreased and Identifying Transactions
That Are Not Orderly� (�FSP FAS 157-4�). FSP FAS 157-4 provides additional guidance for determining fair value in
accordance with SFAS No. 157 when the volume and level of activity for an asset or liability has significantly
decreased and on identifying circumstances that indicate a transaction is not orderly. FSP FAS 157-4 supersedes FSP
FAS 157-3, �Determining the Fair Value of a Financial Asset When the Market for That Asset Is Not Active.� The
Company adopted the provisions of FSP FAS 157-4 effective June 30, 2009. The adoption of FSP FAS 157-4 did not
impact the Company�s Consolidated Financial Statements.

Disclosures about Fair Value of Financial Instruments. In April 2009, the FASB issued FSP FAS 107-1 and
APB 28-1, �Interim Disclosures about Fair Value of Financial Instruments� (�FSP FAS 107-1� and �FSP APB 28-1�). FSP
FAS 107-1 and FSP APB 28-1 require the disclosure of fair value for interim and annual reporting periods for all
financial instruments for which it is practicable to estimate the value, whether recognized or not recognized in the
statement of financial position. The Company adopted the provisions of FSP FAS 107-1 and FSP APB 28-1 effective
June 30, 2009. FSP FAS 107-1 and FSP APB 28-1 did not impact the Company�s financial position, results of
operations or cash flows. Disclosures of the fair value of the Company�s financial instruments are included in Note 8,
�Debt and Borrowing Arrangements� and Note 13, �Fair Value Measurements� in these Notes to Condensed Consolidated
Financial Statements.

Subsequent Events. In May 2009, the FASB issued SFAS No. 165, �Subsequent Events� (�SFAS No. 165�). SFAS
No. 165 establishes the period after the balance sheet date during which management of a reporting entity shall
evaluate events or transactions that may occur for potential recognition or disclosure in the financial statements, the
circumstances under which an entity shall recognize events or transactions occurring after the balance sheet date in its
financial statements and the disclosures that an entity shall make about events or transactions that occurred after the
balance sheet date. The Company adopted the provisions of SFAS No. 165 effective June 30, 2009. SFAS No. 165 did
not impact the Company�s financial position, results of operations or cash flows. The Company evaluated subsequent
events with respect to the Condensed Consolidated Financial Statements as of and for the three and six months ended
June 30, 2009 through August 4, 2009, the date of issuance of its financial statements.
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Recently Issued Accounting Pronouncements

Transfers of Financial Assets. In June 2009, the FASB issued SFAS No. 166, �Accounting for Transfers of
Financial Assets� (�SFAS No. 166�), which amends SFAS No. 140. SFAS No. 166 eliminates the concept of a qualifying
special-purpose entity (�QSPE�), modifies the criteria for applying sale accounting to transfers of financial assets or
portions of financial assets, differentiates between the initial measurement of an interest held in connection with the
transfer of an entire financial asset recognized as a sale and participating interests recognized as a sale and removes
the provision allowing classification of interests received in a guaranteed mortgage securitization transaction that does
not qualify as a sale as available-for-sale or trading securities. SFAS No. 166 clarifies (i) that an entity must consider
all arrangements or agreements made contemporaneously or in contemplation of a transfer, (ii) the isolation analysis
related to the transferor and its consolidated subsidiaries and (iii) the principle of effective control over the transferred
financial asset. SFAS No. 166 also enhances financial statement disclosures. SFAS No. 166 is effective for fiscal
years beginning after November 15, 2009 with earlier application prohibited. SFAS No. 166 recognition and
measurement provisions are to be applied to transfers occurring on or after the effective date and the disclosure
provisions are to be applied to transfers that occurred both before and after the effective date. The Company is
currently evaluating the impact of adopting SFAS No. 166 on its Consolidated Financial Statements.

Consolidation of Variable Interest Entities. In June 2009, the FASB issued SFAS No. 167, �Amendments to FASB
Interpretation No. 46(R)� (�SFAS No. 167�). SFAS No. 167 amends FASB Interpretation No. (�FIN�) 46(R),
�Consolidation of Variable Interest Entities� (�FIN 46(R)�) by modifying certain characteristics that identify a variable
interest entity (�VIE�), revising the criteria for determining the primary beneficiary of a VIE, adding an additional
reconsideration event to determining whether an entity is a VIE, eliminating troubled debt restructurings as an
excluded reconsideration event and enhances disclosures regarding involvement with a VIE. Additionally, with the
elimination of the concept of QSPEs in SFAS No. 166, entities previously considered QSPEs are now within the
scope of FIN 46(R). Entities required to consolidate or deconsolidate a variable interest entity will recognize a
cumulative effect in retained earnings for any difference in the carrying amount of the interest recognized. SFAS
No. 167 is effective for fiscal years beginning after November 15, 2009 with earlier application prohibited. The
Company is currently evaluating the impact of adopting SFAS No. 167 on its Consolidated Financial Statements.

Accounting Standards Codification. In June 2009, the FASB issued SFAS No. 168, �The FASB Accounting
Standards Codification and the Hierarchy of Generally Accepted Accounting Principles� (�SFAS No. 168�). SFAS
No. 168 replaces SFAS No. 162, �The Hierarchy of Generally Accepted Accounting Principles� and establishes the
FASB Accounting Standards Codification (the �Codification�) as the single source of authoritative non-governmental
GAAP. The Codification reorganizes U.S. GAAP pronouncements into accounting topics and displays all topics using
a consistent structure. It also includes relevant SEC guidance that follows the same topical structure in separate
sections in the Codification. SFAS No. 168 is effective for interim and annual periods ending after September 15,
2009. The Codification will impact the reference to accounting pronouncements within the Company�s Notes to
Consolidated Financial Statements, but will have no impact on its financial position, results of operations or cash
flows.
2. Earnings Per Share
     Basic earnings per share attributable to PHH Corporation was computed by dividing Net income attributable to
PHH Corporation during the period by the weighted-average number of shares outstanding during the period. Diluted
earnings per share attributable to PHH Corporation was computed by dividing Net income attributable to PHH
Corporation by the weighted-average number of shares outstanding, assuming all potentially dilutive common shares
were issued. The weighted-average computation of the dilutive effect of potentially issuable shares of Common stock
under the treasury stock method for both the three and six months ended June 30, 2009 excludes approximately
2.8 million outstanding stock-based compensation awards, as well as the assumed
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(Unaudited)
conversion of the Company�s Convertible Notes and the related purchased options and sold warrants, as their inclusion
would be anti-dilutive. The weighted-average computation of the dilutive effect of potentially issuable shares of
Common stock under the treasury stock method for both the three and six months ended June 30, 2008 excludes
approximately 1.6 million outstanding stock-based compensation awards, as well as the assumed conversion of the
Company�s outstanding Convertible Notes and the related purchased options and sold warrants, as their inclusion
would be anti-dilutive.
     The following table summarizes the basic and diluted earnings per share attributable to PHH Corporation
calculations for the periods indicated:

Three Months Six Months
Ended June 30, Ended June 30,

2009 2008 2009 2008
(In millions, except share and per share data)

Net income attributable to PHH Corporation $ 106 $ 16 $ 108 $ 46

Weighted-average common shares
outstanding � basic 54,502,265 54,271,286 54,441,028 54,231,894
Effect of potentially dilutive securities:
Stock options 20,857 91,665 10,605 95,014
Restricted stock units 550,772 417,207 356,522 371,881

Weighted-average common shares
outstanding � diluted 55,073,894 54,780,158 54,808,155 54,698,789

Basic earnings per share attributable to PHH
Corporation $ 1.93 $ 0.31 $ 1.98 $ 0.85

Diluted earnings per share attributable to
PHH Corporation $ 1.91 $ 0.30 $ 1.96 $ 0.85

3. Mortgage Servicing Rights
     The activity in the Company�s loan servicing portfolio associated with its capitalized MSRs consisted of:

Six Months
Ended June 30,

2009 2008
(In millions)

Balance, beginning of period $ 129,078 $ 126,540
Additions 14,050 12,530
Payoffs, sales and curtailments (17,141) (10,427)

Balance, end of period $ 125,987 $ 128,643
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     The activity in the Company�s capitalized MSRs consisted of:

Six Months
Ended June 30,

2009 2008
(In millions)

Mortgage Servicing Rights:
Balance, beginning of period $ 1,282 $ 1,502
Additions 268 203
Changes in fair value due to:
Realization of expected cash flows (212) (136)
Changes in market inputs or assumptions used in the valuation model 104 104
Sales (6) �

Balance, end of period $ 1,436 $ 1,673

     The significant assumptions used in estimating the fair value of MSRs were as follows (in annual rates):

June 30,
2009 2008

Prepayment speed (CPR) 17% 17%
Option adjusted spread (in basis points) 554 481
Volatility 31% 21%
     The value of the Company�s MSRs is driven by the net positive cash flows associated with the Company�s servicing
activities. These cash flows include contractually specified servicing fees, late fees and other ancillary servicing
revenue. The Company recorded contractually specified servicing fees, late fees and other ancillary servicing revenue
within Loan servicing income in the Condensed Consolidated Statements of Operations as follows:

Three Months Six Months
Ended June 30, Ended June 30,

2009 2008 2009 2008
(In millions)

Net service fee revenue $105 $108 $212 $215
Late fees 4 4 9 11
Other ancillary servicing revenue 11 8 16 13
     As of June 30, 2009, the Company�s MSRs had a weighted-average life of approximately 4.8 years. Approximately
70% of the MSRs associated with the loan servicing portfolio as of June 30, 2009 were restricted from sale without
prior approval from the Company�s private-label clients or investors.
     The following summarizes certain information regarding the initial and ending capitalization rates of the
Company�s MSRs:

Six Months
Ended June 30,

2009 2008
Initial capitalization rate of additions to MSRs 1.91% 1.62%
Weighted-average servicing fee of additions to MSRs (in basis points) 37 34
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June 30,
2009 2008

Capitalized servicing rate 1.14% 1.30%
Capitalized servicing multiple 3.5 4.0
Weighted-average servicing fee (in basis points) 33 33
4. Loan Servicing Portfolio
     The following tables summarize certain information regarding the Company�s mortgage loan servicing portfolio for
the periods indicated. Unless otherwise noted, the information presented includes both loans held for sale and loans
subserviced for others.
Portfolio Activity

Six Months
Ended June 30,

2009 2008
(In millions)

Balance, beginning of period $ 149,750 $ 159,183
Additions 17,606 16,908
Payoffs, sales and curtailments(1) (18,173) (30,917)

Balance, end of period $ 149,183 $ 145,174

Portfolio Composition

June 30,
2009 2008

(In millions)
Owned servicing portfolio $ 128,670 $ 132,494
Subserviced portfolio 20,513 12,680

Total servicing portfolio $ 149,183 $ 145,174

Fixed rate $ 97,846 $ 92,283
Adjustable rate 51,337 52,891

Total servicing portfolio $ 149,183 $ 145,174

Conventional loans $ 130,378 $ 130,993
Government loans 11,936 9,319
Home equity lines of credit 6,869 4,862

Total servicing portfolio $ 149,183 $ 145,174

Weighted-average interest rate 5.5% 5.9%
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Portfolio Delinquency (2)

June 30,
2009 2008

Number Unpaid Number Unpaid
of Loans Balance of Loans Balance

30 days 2.50% 2.22% 2.15% 1.87%
60 days 0.72% 0.68% 0.47% 0.43%
90 or more days 0.89% 0.93% 0.48% 0.42%

Total delinquency 4.11% 3.83% 3.10% 2.72%

Foreclosure/real estate owned/bankruptcies 2.62% 2.72% 1.52% 1.40%

(1) Payoffs, sales
and curtailments
for the six
months ended
June 30, 2008
includes
$18.3 billion of
the unpaid
principal
balance of the
underlying
mortgage loans
for which the
associated
MSRs were sold
during the year
ended
December 31,
2007, but the
Company
subserviced
these loans until
the MSRs were
transferred from
the Company�s
systems to the
purchasers�
systems during
the three months
ended June 30,
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(2) Represents the
loan servicing
portfolio
delinquencies as
a percentage of
the total number
of loans and the
total unpaid
balance of the
portfolio.

     As of June 30, 2009 and December 31, 2008, the Company had outstanding servicing advance receivables of
$105 million and $117 million, respectively, which were included in Accounts receivable, net in the Condensed
Consolidated Balance Sheets.
5. Mortgage Loan Sales
     The Company sells its residential mortgage loans through one of the following methods: (i) sales to the Federal
National Mortgage Association (�Fannie Mae�) and the Federal Home Loan Mortgage Corporation and loan sales to
other investors guaranteed by the Government National Mortgage Association (collectively, �Government Sponsored
entities� or �GSEs�), or (ii) sales to private investors, or sponsored securitizations through the Company�s wholly owned
subsidiary, PHH Mortgage Capital, LLC (�PHHMC�), which maintains securities issuing capacity through a public
registration statement. During the six months ended June 30, 2009, 92% of the Company�s mortgage loan sales were to
the GSEs and the remaining 8% were sold to private investors. The Company did not execute any sales or
securitizations through PHHMC during the six months ended June 30, 2009. During the six months ended June 30,
2009, the Company retained MSRs on approximately 93% of mortgage loans sold. The Company did not retain any
interests from sales or securitizations other than MSRs during the six months ended June 30, 2009.
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     Key economic assumptions used in measuring the fair value of the Company�s retained interests in sold or
securitized mortgage loans at June 30, 2009 and the effect on the fair value of those interests from adverse changes in
those assumptions were as follows:

Investment
Securities MSRs

(Dollars in millions)
Fair value of retained interests $ 12 $1,436
Weighted-average life (in years) 9.2 4.8
Annual servicing fee (in basis points) N/A 33
Prepayment speed (annual rate) 7-26% 17%
Impact on fair value of 10% adverse change $ � $ (87)
Impact on fair value of 20% adverse change � (167)
Discount rate/Option adjusted spread (annual rate and basis points, respectively) 4-30% 554
Impact on fair value of 10% adverse change $ (1) $ (53)
Impact on fair value of 20% adverse change (2) (103)
Volatility (annual rate) N/A 31%
Impact on fair value of 10% adverse change N/A $ (29)
Impact on fair value of 20% adverse change N/A (58)
Credit losses (cumulative rate) 7-9% N/A
Impact on fair value of 10% adverse change $ (1) N/A
Impact on fair value of 20% adverse change (2) N/A
     These sensitivities are hypothetical and presented for illustrative purposes only. Changes in fair value based on a
10% variation in assumptions generally cannot be extrapolated because the relationship of the change in assumption to
the change in fair value may not be linear. Also, the effect of a variation in a particular assumption is calculated
without changing any other assumption; in reality, changes in one assumption may result in changes in another, which
may magnify or counteract the sensitivities. Further, this analysis does not assume any impact resulting from
management�s intervention to attempt to mitigate these variations.
     The following table presents information about delinquencies and components of sold or securitized residential
mortgage loans for which the Company has retained interests (except for MSRs) as of and for the six months ended
June 30, 2009:

Principal
Total Amount 60

Principal
Days or
More

Net
Credit

Amount Past Due(1) Losses
(In millions)

Residential mortgage loans (2) $965 $ 219 $ 12

(1) Amounts are
based on total
sold or
securitized
assets at
June 30, 2009
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for which the
Company has a
retained interest
as of June 30,
2009.

(2) Excludes sold or
securitized
mortgage loans
that the
Company
continues to
service but to
which it has no
other continuing
involvement.
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     The following table sets forth information regarding cash flows relating to the Company�s loan sales in which it has
continuing involvement.

Six Months
Ended

June 30,
2009

(In millions)
Proceeds from new loan sales or securitizations $ 14,139
Servicing fees received (1) 212
Other cash flows received on retained interests (2) 4
Purchases of delinquent or foreclosed loans (52)
Servicing advances (483)
Repayment of servicing advances 489

(1) Excludes late
fees and other
ancillary
servicing
revenue.

(2) Represents cash
flows received
on retained
interests other
than servicing
fees.

     During the three and six months ended June 30, 2009, the Company recognized pre-tax gains of $235 million and
$353 million, respectively, related to the sale or securitization of residential mortgage loans which are recorded in
Gain on mortgage loans, net in the Condensed Consolidated Statements of Operations.
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6. Derivatives and Risk Management Activities
     The Company did not have any derivative instruments designated as hedging instruments under SFAS No. 133 as
of or during the six months ended June 30, 2009. The following table summarizes the amounts recorded in the
Company�s Condensed Consolidated Balance Sheet for derivative instruments not designated as hedging instruments
under SFAS No. 133 as of June 30, 2009:

Asset Derivatives Liability Derivatives
Balance Balance

Sheet Fair Notional Sheet Fair Notional
Presentation Value Amount Presentation Value Amount

(In millions)
Interest rate lock
commitments (�IRLCs�) Other assets $ 69 $ 5,041 Other liabilities $ 2 $ 296
Forward delivery
commitments not subject to
master netting
arrangements:
Related to interest rate and
price risk for MLHS and
IRLCs Other assets 22 1,751 Other liabilities 16 1,762
Forward delivery
commitments subject to
master netting
arrangements:
Related to interest rate and
price risk for MLHS and
IRLCs(1) Other liabilities 32 2,388 Other liabilities 41 2,979
Related to interest rate and
price risk for MLHS and
IRLCs(1) Other assets 1 66 Other assets 1 37
Contracts related to interest
rate risk for debt
arrangements and
variable-rate leases Other assets 9 867 N/A � �

Foreign exchange contracts Other assets 9 245 N/A � �

Total derivative instruments 142 $ 10,358 60 $ 5,074

Impact of master netting
arrangements(1) (33) (33)

Net fair value of derivative
instruments $ 109 $ 27

Edgar Filing: PHH CORP - Form 10-Q

Table of Contents 31



(1) Represents
derivative
instruments that
are executed
with the same
counterparties
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master netting
arrangements
between the
Company and
its
counterparties.
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     The following table summarizes the amounts recorded in the Company�s Condensed Consolidated Statements of
Operations for derivative instruments not designated as hedging instruments under SFAS No. 133:

Three Months Six Months
Ended June 30, 2009 Ended June 30, 2009

Statement of Statement of
Operations Operations Gain

Presentation Gain Presentation (Loss)
(In millions)

Interest rate lock commitments

Gain on
mortgage
loans, net $ 108

Gain on
mortgage
loans, net $ 277

Forward delivery commitments related to interest rate
and price risk for MLHS and IRLCs

Gain on
mortgage
loans, net 9

Gain on
mortgage
loans, net (37)

Contracts related to interest rate risk for debt
arrangements and variable-rate leases

Fleet interest
expense �

Fleet interest
expense (1)

Foreign exchange contracts
Fleet interest
expense 19

Fleet interest
expense 15

Total derivative instruments $ 136 $ 254

     The Company�s principal market exposure is to interest rate risk, specifically long-term United States Department
of the Treasury and mortgage interest rates due to their impact on mortgage-related assets and commitments. The
Company also has exposure to the London Interbank Offered Rates (�LIBOR�) due to their impact on variable-rate
borrowings, other interest rate sensitive liabilities and net investment in variable-rate lease assets. From time-to-time,
the Company uses various financial instruments, including swap contracts, forward delivery commitments on
mortgage-backed securities (�MBS�) or whole loans, futures and options contracts to manage and reduce this risk.
     The following is a description of the Company�s risk management policies related to IRLCs, MLHS, MSRs and
debt:

Interest Rate Lock Commitments. IRLCs represent an agreement to extend credit to a mortgage loan applicant
whereby the interest rate on the loan is set prior to funding. The loan commitment binds the Company (subject to the
loan approval process) to lend funds to a potential borrower at the specified rate, regardless of whether interest rates
have changed between the commitment date and the loan funding date. As such, the Company�s outstanding IRLCs are
subject to interest rate risk and related price risk during the period from the date of the IRLC through the loan funding
date or expiration date. The Company�s loan commitments generally range between 30 and 90 days; however, the
borrower is not obligated to obtain the loan. The Company is subject to fallout risk related to IRLCs, which is realized
if approved borrowers choose not to close on the loans within the terms of the IRLCs. The Company uses forward
delivery commitments on MBS or whole loans to attempt to manage the interest rate and price risk. The Company
considers historical commitment-to-closing ratios to estimate the quantity of mortgage loans that will fund within the
terms of the IRLCs. (See Note 13, �Fair Value Measurements� for additional information regarding IRLCs.)

Mortgage Loans Held for Sale. The Company is subject to interest rate and price risk on its MLHS from the loan
funding date until the date the loan is sold into the secondary market. The Company primarily uses mortgage forward
delivery commitments on MBS or whole loans to fix the forward sales price that will be realized upon the sale of
mortgage loans into the secondary market. Forward delivery commitments on MBS or whole loans may not be

Edgar Filing: PHH CORP - Form 10-Q

Table of Contents 33



available for all products that the Company originates; therefore, the Company may use a combination of derivative
instruments, including forward delivery commitments for similar products or treasury futures, to

21

Edgar Filing: PHH CORP - Form 10-Q

Table of Contents 34



Table of Contents

PHH CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

(Unaudited)
minimize the interest rate and price risk. (See Note 13, �Fair Value Measurements� for additional information regarding
MLHS and related forward delivery commitments.)

Mortgage Servicing Rights. The Company�s MSRs are subject to substantial interest rate risk as the mortgage notes
underlying the MSRs permit the borrowers to prepay the loans. Therefore, the value of the MSRs generally tends to
diminish in periods of declining interest rates (as prepayments increase) and increase in periods of rising interest rates
(as prepayments decrease). Although the level of interest rates is a key driver of prepayment activity, there are other
factors that influence prepayments, including home prices, underwriting standards and product characteristics. The
amount and composition of derivatives, if any, that the Company may use will depend on the exposure to loss of value
on the Company�s MSRs, the expected cost of the derivatives, the Company�s expected liquidity needs and the expected
increased earnings generated by the origination of new loans resulting from the decline in interest rates. This serves as
an economic hedge of the Company�s MSRs, which provides a benefit when increased borrower refinancing activity
results in higher production volumes which would partially offset declines in the value of the Company�s MSRs
thereby reducing the need to use derivatives. The benefit of this economic 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;
however, this benefit may not be realized under certain circumstances regardless of the change in interest rates.
     During the year ended December 31, 2008, the Company assessed the composition of its capitalized mortgage loan
servicing portfolio and its relative sensitivity to refinance if interest rates decline, the cost of hedging and the
anticipated effectiveness of the hedge given the economic environment. Based on that assessment, the Company made
the decision to close out substantially all of its derivatives related to MSRs during the three months ended
September 30, 2008. As of June 30, 2009, the Company does not have any outstanding derivatives used to offset
potential adverse changes in the fair value of MSRs that could affect reported earnings.
     During the three and six months ended June 30, 2008, the Company used a combination of derivative instruments
to offset potential adverse changes in the fair value of its MSRs. The change in fair value of derivatives is intended to
react in the opposite direction of the change in the fair value of MSRs. The MSRs derivatives generally increase in
value as interest rates decline and decrease in value as interest rates rise. The effectiveness of derivatives related to
MSRs is dependent upon the level at which the change in fair value of the derivatives, which is primarily driven by
changes in interest rates, correlates to the change in fair value of the MSRs, which is influenced by changes in interest
rates as well as other factors, including home prices, underwriting standards and product characteristics. These
derivatives included interest rate swap contracts, interest rate futures contracts, interest rate forward contracts,
mortgage forward contracts, options on forward contracts, options on futures contracts, options on swap contracts and
principal-only swaps. During the three and six months ended June 30, 2008, all of the derivatives associated with the
MSRs were freestanding derivatives and were not designated in a hedge relationship pursuant to SFAS No. 133. These
derivatives were classified as Other assets or Other liabilities in the Condensed Consolidated Balance Sheet with
changes in their fair values recorded in Net derivative loss related to mortgage servicing rights in the Condensed
Consolidated Statements of Operations.

Debt. The Company uses various hedging strategies and derivative financial instruments to create a desired mix of
fixed- and variable-rate assets and liabilities. Derivative instruments used in these hedging strategies include swaps,
interest rate caps and instruments with purchased option features. To more closely match the characteristics of the
related assets, including the Company�s net investment in variable-rate lease assets, the Company either issues
variable-rate debt or fixed-rate debt, which may be swapped to variable LIBOR-based rates. From time-to-time, the
Company uses derivatives that convert variable cash flows to fixed cash flows to manage the risk associated with its
variable-rate debt and net investment in variable-rate lease assets. Such derivatives may include freestanding
derivatives and derivatives designated as cash flow hedges.
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Foreign Exchange. Due to disruptions in the credit markets, the Company has been unable to utilize certain direct

financing lease funding structures, which include the receipt of substantial lease prepayments, for new lease
originations by its Canadian fleet management operations. Alternatively, approximately $245 million of additional
leases are being funded by the Company�s unsecured borrowings as of June 30, 2009 in comparison to before the
disruptions in the credit markets. As such, the Company is subject to foreign exchange risk associated with the use of
domestic borrowings to fund Canadian leases, and has entered into foreign exchange forward contracts to manage
such risk. During the three and six months ended June 30, 2009, the Company recorded net foreign exchange
transaction losses of $19 million and $15 million, respectively, and net gains of $19 million and $15 million,
respectively, related to the foreign exchange forward contracts, both of which were included in Fleet interest expense
in the Condensed Consolidated Statements of Operations, and as such the net foreign exchange impact related to the
use of domestic borrowings to fund additional Canadian leases was not significant.
7. Vehicle Leasing Activities
     The components of Net investment in fleet leases were as follows:

June
30,

December
31,

2009 2008
(In millions)

Operating Leases:
Vehicles under open-end operating leases $ 7,531 $ 7,542
Vehicles under closed-end operating leases 279 266

Vehicles under operating leases 7,810 7,808
Less: Accumulated depreciation (4,165) (3,999)

Net investment in operating leases 3,645 3,809

Direct Financing Leases:
Lease payments receivable 123 141
Less: Unearned income (6) (7)

Net investment in direct financing leases 117 134

Off-Lease Vehicles:
Vehicles not yet subject to a lease 94 254
Vehicles held for sale 5 18
Less: Accumulated depreciation (3) (11)

Net investment in off-lease vehicles 96 261

Net investment in fleet leases $ 3,858 $ 4,204
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June 30,
December

31,
2009 2008

Vehicles under open-end leases 94% 94%
Vehicles under closed-end leases 6% 6%

Vehicles under variable-rate leases 74% 73%
Vehicles under fixed-rate leases 26% 27%
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8. Debt and Borrowing Arrangements
     The following tables summarize the components of the Company�s indebtedness as of June 30, 2009 and
December 31, 2008:

June 30, 2009
Assets Held as Collateral(1)

Mortgage Net
Maturity/ Loans Investment

Interest Expiry AccountsRestricted
Held
for in Fleet

Balance Capacity(2) Rate(3) Date Receivable Cash Sale Leases(4)

(Dollars in millions)
Chesapeake
Series 2006-1
Variable Funding
Notes $ 1,262 $ 1,262 3/27/2009(5)

Chesapeake
Series 2006-2
Variable Funding
Notes 879 879 2/26/2009(5)

Chesapeake
Series 2009-1
Term Notes 1,000 1,000 5/20/2010
Other 35 35 3/2010�6/2016

Total Vehicle
Management
Asset-Backed
Debt 3,176 3,176 2.4%(6) $ 27 $ 457 $ � $ 3,313

RBS Repurchase
Facility(7) 709 1,500 4.0% 6/24/2010 � � 785 �
Fannie Mae
Repurchase
Facilities(8) 623 623 1.0% N/A � � 646 �
Other 8 8 3.2% 10/29/2009 � � 8 �

Total Mortgage
Warehouse
Asset-Backed
Debt 1,340 2,131 � � 1,439 �

Term Notes(9) 440 440 6.5%-7.9%(10) 4/2010-4/2018 � � � �
1,039 1,305 1.0%(12) 1/6/2011 � � � �
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Credit
Facilities(11)

Convertible
Notes(13) 215 215 4.0% 4/15/2012 � � � �

Total Unsecured
Debt 1,694 1,960 � � � �

Total Debt $ 6,210 $ 7,267 $ 27 $ 457 $ 1,439 $ 3,313
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December 31, 2008
Assets Held as Collateral(1)

Mortgage Net
Maturity/ Loans Investment

Interest Expiry AccountsRestricted
Held
for in Fleet

Balance Capacity(2) Rate(3) Date Receivable Cash Sale Leases(4)

(Dollars in millions)
Chesapeake
Series 2006-1
Variable Funding
Notes $ 2,371 $ 2,500 2/26/2009
Chesapeake
Series 2006-2
Variable Funding
Notes 1,000 1,000 2/26/2009
Other 5 5 3/2010�5/2014

Total Vehicle
Management
Asset-Backed
Debt 3,376 3,505 3.6%(6) $ 22 $ 320 $ � $ 3,692

RBS Repurchase
Facility(7) 411 1,500 4.0% 6/24/2010 � � 456 �
Citigroup
Repurchase
Facility(14) 10 500 1.7% 2/26/2009 � � 12 �
Fannie Mae
Repurchase
Facilities(8) 149 149 1.0% N/A � � 149 �
Mortgage
Venture
Repurchase
Facility(15) 115 225 1.7% 5/28/2009 � 25 128 �
Other 7 7 5.3% 10/29/2009 � � 7 �

Total Mortgage
Warehouse
Asset-Backed
Debt 692 2,381 � 25 752 �

Term Notes(9) 441 441 6.5%-7.9%(10) 4/2010-4/2018 � � � �

Edgar Filing: PHH CORP - Form 10-Q

Table of Contents 40



Credit
Facilities(11) 1,035 1,303 1.3%(12) 1/6/2011 � � � �
Convertible
Notes(13) 208 208 4.0% 4/15/2012 � � � �
Other 12 12 � � � �

Total Unsecured
Debt 1,696 1,964 � � � �

Total Debt $ 5,764 $ 7,850 $ 22 $ 345 $ 752 $ 3,692

(1) Assets held as
collateral are not
available to pay
the Company�s
general
obligations.

(2) Capacity is
dependent upon
maintaining
compliance with,
or obtaining
waivers of, the
terms, conditions
and covenants of
the respective
agreements. With
respect to
asset-backed
funding
arrangements,
capacity may be
further limited by
the asset
eligibility
requirements
under the
respective
agreements.

(3) Represents the
variable interest
rate as of the
respective date,
with the exception
of total vehicle
management
asset-backed debt,
term notes and the
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Convertible
Notes.

(4) The titles to all
the vehicles
collateralizing the
debt issued by
Chesapeake
Funding LLC
(�Chesapeake�) are
held in a
bankruptcy
remote trust and
the Company acts
as a servicer of all
such leases. The
bankruptcy
remote trust also
acts as a lessor
under both
operating and
direct financing
lease agreements.

(5) The Company
elected to allow
the Series 2006-2
notes and
Series 2006-1
notes to amortize
in accordance
with their terms
on their respective
Scheduled Expiry
Date (as defined
below). During
the Amortization
Periods (as
defined below),
the Company is
unable to borrow
additional
amounts under
these notes. See
�Asset-Backed
Debt�Vehicle
Management
Asset-Backed
Debt� for
additional
information.
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(6) Represents the
weighted-average
interest rate of the
Company�s vehicle
management
asset-backed debt
arrangements as
of June 30, 2009
and December 31,
2008,
respectively.

(7) The Company
maintains a
variable-rate
committed
mortgage
repurchase facility
(the �RBS
Repurchase
Facility�) with The
Royal Bank of
Scotland plc
(�RBS�). At the
Company�s
election, subject
to compliance
with the terms of
the Amended
Repurchase
Agreement and
payment of
renewal fees, the
RBS Repurchase
Facility was
renewed for an
additional
364-day term on
June 25, 2009.
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(8) The balance and
capacity
represents
amounts
outstanding
under the
Company�s
variable-rate
uncommitted
mortgage
repurchase
facilities (the
�Fannie Mae
Repurchase
Facilities�) with
Fannie Mae.
Total
uncommitted
capacity was
approximately
$2.9 billion and
$1.5 billion as of
June 30, 2009
and
December 31,
2008,
respectively.

(9) Represents
medium-term
notes (the
�MTNs�) publicly
issued under the
indenture, dated
as of
November 6,
2000 (as
amended and
supplemented,
the �MTN
Indenture�) by
and between
PHH and The
Bank of New
York, as

Edgar Filing: PHH CORP - Form 10-Q

Table of Contents 44



successor trustee
for Bank One
Trust Company,
N.A.

(10) Represents the
range of stated
interest rates of
the MTNs
outstanding as of
June 30, 2009
and
December 31,
2008,
respectively. The
effective rate of
interest of the
Company�s
outstanding
MTNs was 7.2%
as of both
June 30, 2009
and
December 31,
2008.

(11) Credit facilities
primarily
represents a
$1.3 billion
Amended and
Restated
Competitive
Advance and
Revolving Credit
Agreement (the
�Amended Credit
Facility�), dated
as of January 6,
2006, among
PHH, a group of
lenders and
JPMorgan Chase
Bank, N.A., as
administrative
agent.

(12) Represents the
interest rate on
the Amended
Credit Facility as
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of June 30, 2009
and
December 31,
2008,
respectively,
excluding per
annum
utilization and
facility fees. The
outstanding
balance as of
June 30, 2009
and
December 31,
2008 also
includes
$73 million and
$78 million,
respectively,
outstanding
under another
variable-rate
credit facility
that bore interest
at 1.3% and
2.8%,
respectively. See
�Unsecured
Debt�Credit
Facilities� below
for additional
information.

(13) On April 2,
2008, the
Company
completed a
private offering
of the 4.0%
Convertible
Notes with an
aggregate
principal amount
of $250 million
and a maturity
date of April 15,
2012 to certain
qualified
institutional
buyers. The
carrying amount

Edgar Filing: PHH CORP - Form 10-Q

Table of Contents 46



as of June 30,
2009 and
December 31,
2008 is net of an
unamortized
discount of
$35 million and
$42 million,
respectively. The
effective rate of
interest of the
Convertible
Notes was 12.4%
as of June 30,
2009 and
December 31,
2008. There
were no
conversions of
the Convertible
Notes during the
six months ended
June 30, 2009.

(14) The Company
maintained a
364-day
$500 million
variable-rate
committed
mortgage
repurchase
facility with
Citigroup Global
Markets Realty
Corp. (the
�Citigroup
Repurchase
Facility�). The
Company repaid
all outstanding
obligations under
the Citigroup
Repurchase
Facility as of
February 26,
2009.

(15) The Mortgage
Venture
maintained a
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variable-rate
committed
repurchase
facility (the
�Mortgage
Venture
Repurchase
Facility�) with
Bank of
Montreal and
Barclays Bank
PLC as Bank
Principals and
Fairway Finance
Company, LLC
and Sheffield
Receivables
Corporation as
Conduit
Principals. The
balance as of
December 31,
2008 represents
variable-funding
notes
outstanding
under the
facility. See
�Asset-Backed
Debt�Mortgage
Warehouse
Asset-Backed
Debt� below for
additional
information.

     The fair value of the Company�s debt was $5.8 billion and $4.8 billion as of June 30, 2009 and December 31, 2008,
respectively.
Asset-Backed Debt

Vehicle Management Asset-Backed Debt
     Vehicle management asset-backed debt primarily represents variable-rate debt issued by the Company�s wholly
owned subsidiary, Chesapeake, to support the acquisition of vehicles used by the Fleet Management Services
segment�s U.S. leasing operations. On February 27, 2009, the Company amended the agreement governing the
Series 2006-1 notes to extend the scheduled expiry date to March 27, 2009 in order to provide additional time for the
Company and the lenders of the Chesapeake notes to evaluate the long-term funding arrangements for its Fleet
Management Services segment. The amendment also included a reduction in the total capacity of the Series 2006-1
notes from $2.5 billion to $2.3 billion and the payment of certain extension fees. Additionally, on February 26, 2009
and March 27, 2009 (the �Scheduled Expiry Dates�) the Company elected to allow the Series 2006-2 and Series 2006-1
notes, respectively, to amortize in accordance with their terms, as further discussed below.
     On June 9, 2009, Chesapeake issued $1.0 billion of Term Asset-Backed Loan Facility eligible term notes under
Series 2009-1 to repay a portion of the Series 2006-1 notes and provide additional committed funding for the
Company�s Fleet Management Services operations. The Series 2009-1 notes have a revolving period, after which, the
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Series 2009-1 notes shall amortize in accordance with their terms beginning on May 20, 2010, as further discussed
below. During the revolving period, the Series 2009-1 note�s pro-rata share of lease cash flows pledged to Chesapeake
will create availability to purchase eligible vehicles.
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     During the amortization periods, the Company will be unable to borrow additional amounts under the variable
funding notes or use the pro-rata share of lease cash flows to purchase eligible vehicles under the term notes, and
monthly repayments will be made on the notes through the earlier of 125 months following the Scheduled Expiry
Dates, or when the respective series of notes are paid in full based on an allocable share of the collection of cash
receipts of lease payments from its clients relating to the collateralized vehicle leases and related assets (the
�Amortization Period�). The allocable share is based upon the outstanding balance of those notes relative to all other
outstanding series notes issued by Chesapeake as of the commencement of the Amortization Period. After the
payment of interest, servicing fees, administrator fees and servicer advance reimbursements, any monthly lease
collections during the Amortization Period of a particular series would be applied to reduce the principal balance of
the series notes.
     As of June 30, 2009, 85% of the Company�s fleet leases collateralize the debt issued by Chesapeake. These leases
include certain eligible assets representing the borrowing base of the variable funding and term notes (the �Chesapeake
Lease Portfolio�). Approximately 98% of the Chesapeake Lease Portfolio as of June 30, 2009 consisted of open-end
leases, in which substantially all of the residual risk on the value of the vehicles at the end of the lease term remains
with the lessee. As of June 30, 2009, the Chesapeake Lease Portfolio consisted of 23% and 77% fixed-rate and
variable-rate leases, respectively. As of June 30, 2009, the top 25 client lessees represented approximately 50% of the
Chesapeake Lease Portfolio, with no client exceeding 5%.

Mortgage Warehouse Asset-Backed Debt
     On December 15, 2008, the parties agreed to amend the Mortgage Venture Repurchase Facility to, among other
things, reduce the total committed capacity to $125 million by March 31, 2009 through a series of commitment
reductions. Additionally, the parties elected not to renew the Mortgage Venture Repurchase Facility beyond its
maturity date and the Company repaid all outstanding obligations under the Mortgage Venture Repurchase Facility on
May 28, 2009. During the six months ended June 30, 2009, the Mortgage Venture undertook a variety of actions in
order to shift its mortgage loan production primarily to mortgage loans that are brokered through third party investors,
including PHH Mortgage Corporation (�PHH Mortgage�), in order to decrease its reliance on committed mortgage
warehouse asset-backed debt unless and until an alternative source of funding is obtained.
Unsecured Debt

Credit Facilities
     Pricing under the Amended Credit Facility is based upon the Company�s senior unsecured long-term debt ratings. If
the ratings on the Company�s senior unsecured long-term debt assigned by Moody�s Investors Service, Standard &
Poor�s and Fitch Ratings are not equivalent to each other, the second highest credit rating assigned by them determines
pricing under the Amended Credit Facility. On February 11, 2009, Standard & Poor�s downgraded its rating of the
Company�s senior unsecured long-term debt from BBB- to BB+, and Fitch Ratings� rating of the Company�s senior
unsecured long-term debt was lowered to BB+ on February 26, 2009. In addition, on March 2, 2009, Moody�s
Investors Service downgraded its rating of the Company�s senior unsecured long-term debt from Ba1 to Ba2. As of
June 30, 2009 and December 31, 2008, borrowings under the Amended Credit Facility bore interest at a margin of
70.0 basis points (�bps�) and 47.5 bps, respectively, over a benchmark index of either LIBOR or the federal funds rate.
The Amended Credit Facility also requires the Company to pay utilization fees if its usage exceeds 50% of the
aggregate commitments under the Amended Credit Facility and per annum facility fees. As of both June 30, 2009 and
December 31, 2008, the per annum utilization fees were 12.5 bps. Facility fees were 17.5 bps and 12.5 bps as of
June 30, 2009 and December 31, 2008, respectively.
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Debt Maturities
     The following table provides the contractual maturities of the Company�s indebtedness at June 30, 2009. The
maturities of the Company�s vehicle management asset-backed notes, a portion of which are amortizing in accordance
with their terms, represent estimated payments based on the expected cash inflows related to the securitized vehicle
leases and related assets:

Asset-Backed Unsecured Total
(In

millions)
Within one year $ 2,209 $ 5 $ 2,214
Between one and two years 947 1,039 1,986
Between two and three years 639 250 889
Between three and four years 386 421 807
Between four and five years 233 � 233
Thereafter 102 8 110

$ 4,516 $ 1,723 $ 6,239

     As of June 30, 2009, available funding under the Company�s asset-backed debt arrangements and unsecured
committed credit facilities consisted of:

Utilized Available
Capacity(1) Capacity Capacity

(In
millions)

Asset-Backed Funding Arrangements
Vehicle management(2) $3,176 $ 3,176 $ �
Mortgage warehouse(3) 2,131 1,340 791
Unsecured Committed Credit Facilities(4) 1,305 1,053 252

(1) Capacity is
dependent upon
maintaining
compliance
with, or
obtaining
waivers of, the
terms,
conditions and
covenants of the
respective
agreements.
With respect to
asset-backed
funding
arrangements,
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capacity may be
further limited
by the asset
eligibility
requirements
under the
respective
agreements.

(2) On February 27,
2009 and
March 30, 2009,
the
Amortization
Period of the
Series 2006-2
and
Series 2006-1
notes,
respectively,
began, during
which time the
Company is
unable to
borrow
additional
amounts under
these notes.
Amounts
outstanding
under the Series
2006-2 and
Series 2006-1
notes were
$879 million
and $1.3 billion,
respectively, as
of June 30,
2009. See
��Asset-Backed
Debt�Vehicle
Management
Asset-Backed
Debt� above for
discussion
regarding the
amortization of
the Chesapeake
Series 2006-2
and
Series 2006-1
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notes.

(3) Capacity does
not reflect
$2.3 billion
undrawn under
the $2.9 billion
Fannie Mae
Facilities, as this
amount is
uncommitted.

(4) Utilized
capacity reflects
$14 million of
letters of credit
issued under the
Amended Credit
Facility, which
are not included
in Debt in the
Company�s
Condensed
Consolidated
Balance Sheet.

Debt Covenants
     Certain of the Company�s debt arrangements require the maintenance of certain financial ratios and contain
restrictive covenants, including, but not limited to, material adverse change, liquidity maintenance, restrictions on
indebtedness of material subsidiaries, mergers, liens, liquidations and sale and leaseback transactions. The Amended
Credit Facility and the RBS Repurchase Facility require that the Company maintain: (i) on the last day of each fiscal
quarter, net worth of $1.0 billion 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. The
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MTN Indenture requires that the Company maintain a debt to tangible equity ratio of not more than 10:1. The MTN
Indenture also restricts the Company from paying dividends if, after giving effect to the dividend payment, the debt to
equity ratio exceeds 6.5:1. In addition, the RBS Repurchase Facility requires PHH Mortgage to maintain a minimum
of $3.0 billion in mortgage repurchase or warehouse facilities, comprised of any uncommitted facilities provided by
Fannie Mae and any committed mortgage repurchase or warehouse facility, including the RBS Repurchase Facility.
At June 30, 2009, the Company was in compliance with all of its financial covenants related to its debt arrangements.
     Under certain of the Company�s financing, servicing, hedging and related agreements and instruments (collectively,
the �Financing Agreements�), the lenders or trustees have the right to notify the Company if they believe it has breached
a covenant under the operative documents and may declare an event of default. If one or more notices of default were
to be given, the Company believes it would have various periods in which to cure such events of default. If it does not
cure the events of default or obtain necessary waivers within the required time periods, the maturity of some of its
debt could be accelerated and its ability to incur additional indebtedness could be restricted. In addition, events of
default or acceleration under certain of the Company�s Financing Agreements would trigger cross-default provisions
under certain of its other Financing Agreements.
9. Income Taxes
     The Company records its interim income tax provisions or benefits by applying a projected full-year effective
income tax rate to its quarterly Income before income taxes for results that it deems to be reliably estimable in
accordance with FIN 18, �Accounting for Income Taxes in Interim Periods.� Certain results dependent on fair value
adjustments of the Company�s Mortgage Production and Mortgage Servicing segments are considered not to be
reliably estimable and therefore the Company records discrete year-to-date income tax provisions on those results.
     During the three months ended June 30, 2009, the Provision for income taxes was $75 million, and was impacted
by a $1 million net increase in valuation allowances for deferred tax assets (primarily due to loss carryforwards
generated during the three months ended June 30, 2009 for which the Company believes it is more likely than not that
the loss carryforwards will not be realized). Due to the Company�s mix of income and loss from its operations by entity
and state income tax jurisdiction, there was a significant difference between the state effective income tax rates during
the three months ended June 30, 2009 and 2008.
     During the three months ended June 30, 2008, the Provision for income taxes was $17 million and was
significantly impacted by a $6 million net increase in valuation allowances for deferred tax assets (primarily due to
loss carryforwards of $15 million generated during the three months ended June 30, 2008 for which the Company
believed it was more likely than not that the loss carryforwards would not be realized, which were partially offset by a
$9 million reduction in loss carryforwards as a result of the receipt of approval from the Internal Revenue Service (the
�IRS�) regarding an accounting method change (the �IRS Method Change�)) partially offset by a $2 million decrease in
liabilities for income tax contingencies primarily as a result of the IRS Method Change.
     During the six months ended June 30, 2009, the Provision for income taxes was $75 million, and was impacted by
a $1 million net decrease in valuation allowances for deferred tax assets (primarily due to the reduction of loss
carryforwards as a result of taxable income generated during the six months ended June 30, 2009). Due to the
Company�s mix of income and loss from its operations by entity and state income tax jurisdiction, there was a
significant difference between the state effective income tax rates during the six months ended June 30, 2009 and
2008.
     During the six months ended June 30, 2008, the Provision for income taxes was $27 million and was impacted by a
$1 million decrease in liabilities for income tax contingencies primarily as a result of the IRS Method Change and a
$1 million net decrease in valuation allowances for deferred tax assets (primarily due to a $9 million
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reduction in loss carryforwards as a result of the IRS Method Change that were partially offset by loss carryforwards
of $8 million generated during the six months ended June 30, 2008 for which the Company believed it was more
likely than not that the loss carryforwards would not be realized).
10. Commitments and Contingencies

Tax Contingencies
     On February 1, 2005, the Company began operating as an independent, publicly traded company pursuant to its
spin-off from Cendant Corporation (the �Spin-Off�). In connection with the Spin-Off, the Company and Cendant
Corporation (now known as Avis Budget Group, Inc., but referred to as �Cendant� within these Notes to Condensed
Consolidated Financial Statements) entered into a tax sharing agreement dated January 31, 2005, which was amended
on December 21, 2005 (the �Amended Tax Sharing Agreement�). The Amended Tax Sharing Agreement governs the
allocation of liabilities for taxes between Cendant and the Company, 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. The
Company�s tax basis in certain assets may be adjusted in the future, and the Company may be required to remit tax
benefits ultimately realized by the Company to Cendant in certain circumstances. Certain of the effects of future
adjustments relating to years the Company was 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.
     Also, pursuant to the Amended Tax Sharing Agreement, the Company and Cendant have agreed to indemnify each
other for certain liabilities and obligations. The Company�s indemnification obligations could be significant in certain
circumstances. For example, the Company is required to indemnify Cendant for any taxes incurred by it and its
affiliates as a result of any action, misrepresentation or omission by the Company or its affiliates that causes the
distribution of the Company�s Common stock by Cendant or the internal reorganization transactions relating thereto to
fail to qualify as tax-free. In the event that the Spin-Off or the internal reorganization transactions relating thereto do
not qualify as tax-free for any reason other than the actions, misrepresentations or omissions of Cendant or the
Company or its respective subsidiaries, then the Company would be responsible for 13.7% of any taxes resulting from
such a determination. This percentage was based on the relative pro forma net book values of Cendant and the
Company 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. The Company cannot determine
whether it will have to indemnify Cendant or its affiliates for any substantial obligations in the future. The Company
also has no assurance that if Cendant or any of its affiliates is required to indemnify the Company for any substantial
obligations, they will be able to satisfy those obligations.
     Cendant disclosed in its Annual Report on Form 10-K for the year ended December 31, 2008 (the �Cendant 2008
Form 10-K�) (filed on February 26, 2009 under Avis Budget Group, Inc.) that it and its subsidiaries are the subject of
an IRS audit for the tax years ended December 31, 2003 through 2006. The Company, since it was a subsidiary of
Cendant through January 31, 2005, is included in this IRS audit of Cendant. Under certain provisions of the IRS
regulations, the Company and its subsidiaries are subject to several liability to the IRS (together with Cendant and
certain of its affiliates (the �Cendant Group�) prior to the Spin-Off) for any consolidated federal income tax liability of
the Cendant Group arising in a taxable year during any part of which they were members of the Cendant Group.
Cendant also disclosed in the Cendant 2008 Form 10-K that it settled the IRS audit for the taxable years 1998 through
2002 that included the Company. As provided in the Amended Tax Sharing Agreement, Cendant is responsible for
and required to pay to the IRS all taxes required to be reported on the consolidated federal returns for taxable periods
ended on or before January 31, 2005. Pursuant to the Amended Tax Sharing Agreement, Cendant is solely responsible
for separate state taxes on a significant number of the Company�s income tax returns for years 2003 and prior. In
addition, Cendant is solely responsible for
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paying tax deficiencies arising from adjustments to the Company�s federal income tax returns and for the Company�s
state and local income tax returns filed on a consolidated, combined or unitary basis with Cendant for taxable periods
ended on or before the Spin-Off, except for those taxes which might be attributable to the Spin-Off or internal
reorganization transactions relating thereto, as more fully discussed above. The Company will be solely responsible
for any tax deficiencies arising from adjustments to separate state and local income tax returns for taxable periods
ending after 2003 and for adjustments to federal and all state and local income tax returns for periods after the
Spin-Off.

Loan Recourse
     The Company sells a majority of its loans on a non-recourse basis. The Company also provides representations and
warranties to purchasers and insurers of the loans sold. In the event of a breach of these representations and
warranties, the Company may be required to repurchase a mortgage loan or indemnify the purchaser, and any
subsequent loss on the mortgage loan may be borne by the Company. If there is no breach of a representation and
warranty provision, the Company has no obligation to repurchase the loan or indemnify the investor against loss. The
unpaid principal balance of the loans sold by the Company represents the maximum potential exposure related to
representations and warranty provisions; however, the Company cannot estimate its maximum exposure because it
does not service all of the loans for which it has provided a representation or warranty.
     The Company had a program that provided credit enhancement for a limited period of time to the purchasers of
mortgage loans by retaining a portion of the credit risk. The Company is no longer selling loans into this program. The
retained credit risk related to this program, which represents the unpaid principal balance of the loans, was $16 million
as of June 30, 2009, 33.00% of which were at least 90 days delinquent (calculated based upon the unpaid principal
balance of the loans). In addition, the outstanding balance of other loans sold with specific recourse by the Company
and those for which a breach of representation or warranty provision was identified subsequent to sale was
$298 million as of June 30, 2009, 11.87% of which were at least 90 days delinquent (calculated based upon the unpaid
principal balance of the loans).
     As of June 30, 2009, the Company had a liability of $37 million, included in Other liabilities in the Condensed
Consolidated Balance Sheet, for probable losses related to the Company�s recourse exposure.

Mortgage Reinsurance
     Through the Company�s wholly owned mortgage reinsurance subsidiary, Atrium Insurance Corporation, the
Company has entered into contracts with four primary mortgage insurance companies to provide mortgage
reinsurance on certain mortgage loans, consisting of one active and three inactive contracts. Through these contracts,
the Company is exposed to losses on mortgage loans pooled by year of origination. As of March 31, 2009, the
contractual reinsurance period for each pool was 10 years and the weighted-average reinsurance period was 5.6 years.
Loss rates on these pools are determined based on the unpaid principal balance of the underlying loans. The Company
indemnifies the primary mortgage insurers for losses that fall between a stated minimum and maximum loss rate on
each annual pool. In return for absorbing this loss exposure, the Company is contractually entitled to a portion of the
insurance premium from the primary mortgage insurers. The Company is required to hold securities in trust related to
this potential obligation, which were $275 million and were included in Restricted cash in the Condensed
Consolidated Balance Sheet as of June 30, 2009. The Company did not have any significant contractual reinsurance
payments outstanding as of June 30, 2009. As of June 30, 2009, a liability of $108 million was included in Other
liabilities in the Condensed Consolidated Balance Sheet for incurred and incurred but not reported losses associated
with the Company�s mortgage reinsurance activities, which was determined on an undiscounted basis.
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     A summary of the activity in reinsurance-related reserves is as follows:

Three Months
Ended June 30,

2009 2008
(In millions)

Reinsurance-related reserves, March 31, $ 97 $ 39
Realized reinsurance losses (1) �
Increase in reinsurance reserves 12 11

Reinsurance-related reserves, June 30, $ 108 $ 50

Six Months
Ended June 30,

2009
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