
 

749452_1 

SUPREME COURT OF THE STATE OF NEW YORK 
COUNTY OF NEW YORK 

 X  
CHINA DEVELOPMENT INDUSTRIAL 
BANK, 

Plaintiff, 

vs. 

MORGAN STANLEY & CO. 
INCORPORATED, et al., 

Defendants. 
 
 

: 
: 
: 
: 
: 
: 
: 
: 
: 
: 
: 
X 

Index No. 650957/2010 

The Honorable Melvin L. Schweitzer 

Individual Assignment Part 45 

EXPERT REPORT OF MARK N. FROEBA, 
PF2 SECURITIES EVALUATIONS, DATED 
AUGUST 13, 2012 

 

FILED: NEW YORK COUNTY CLERK 09/28/2012 INDEX NO. 650957/2010

NYSCEF DOC. NO. 171 RECEIVED NYSCEF: 09/28/2012



PF2 Securities Evaluations, Inc.
11 Hanover Square, Floor 6
New York, NY 10005
T 2127970215 F 2127970213

www.pf2se.com

August 13, 2012

EXPERT REPORT OF MARK N. FROEBA

Re: China Development Industrial Bank v. Morgon Stanley & Co. Inc., et 01.
Supreme Court, County of New York, Index No.: 650957/2010

I. SUMMARY

My name is Mark N. Froeba. I have academic and industry-related experience in analyzing structured
products that are similar to the STACK COO 2006-1 ("STACK COO"), which is a collateralized debt obligation
("COO") supported mostly by residential mortgage backed securities ("RMBS").

Specifically, I have over 1S years of experience working in the structured finance business. Since
December of 1997, my work has focused on all forms of COOs. I am currently a consultant with PF2 Securities
Evaluations, Inc. ("PF2"), which provides consulting and evaluation services relating to various types of COOs.
Prior to joining PF2 in 2008, I was a Senior Vice President in the Derivatives Group at Moody's Investors
Service, Inc. ("Moody's") where I worked for ten years. I was eventually appointed both Team Leader and Co
Chair of Rating Committees for Collateralized Loan Obligations ("CLOs") with joint responsibility for assigning
ratings to CLOs and for evaluating and developing Moody's CLO rating criteria. Throughout this time, I co
chaired virtually every CLO Rating Committee convened at Moody's.

I have substantial experience conducting credit analysis of COOs. During my ten years as an analyst at
Moody's, I participated in assigning ratings to more than 2S0 COOs, including COOs of emerging market bonds,
Collateralized Bond Obligations ("CBOs"), CLOs and various other types of COOs. As the COO market continued
to develop, I was often selected to be part of the team that assigned ratings to new types of COOs, including
the first CLO of project finance loans, the first COO of REIT bonds and the first COO of COOs and the first COO
of ABS.

I have made many public presentations on COOs and related topics. I was frequently invited on behalf
of Moody's to speak at (or moderate speaker panels at) securitization conferences. I also made presentations
at Moody's annual COO briefings on topics relating to Moody's CDO/CLO rating guidelines. In 2007, Moody's
corporate group invited me to participate in a national tour of investor briefings to describe how changes to
Moody's loan rating methodology would affect both existing CLOs and Moody's CLO rating methodology.

Since joining PF2, I have continued to speak publicly and write about COOs, CLOs, the rating process
and credit rating agencies. In August 2008, I was invited to make a presentation about COOs to the annual
training seminar sponsored by the Federal Financial Institutions Examination Council ("FFIEC").

I have written an investor's gUide on the impact to CLO structures of excess concentrations of low
rated securities. I have also testified before the Senate Banking Committee on rating agency reform (August
2009) and the Financial Crisis Inquiry Commission on the role of rating agencies in the recent financial crisis
(June 2010).
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I earned my JD cum laude from Harvard Law School in 1990. After graduation, I practiced federal
income tax law at Kirkland & Ellis LLP in Chicago. In 1994, I joined the Tax Department at Skadden, Arps, Slate,
Meagher & Flom, LLP in New York where my tax practice expanded to include tax issues of structured finance
transactions.

I have been asked by plaintiffs counsel in this matter to analyze the importance of information
communicated in several documents to the inputs made when structuring STACK COO.

The five Morgan Stanley documents are, in chronological order:

• Exhibit A hereto is an October 21, 2005 e-mail, containing the subject line "NCEN Update";

• Exhibit B hereto is a March 17, 2006 e-mail, containing the subject line "FW: FYI on Increasing
Value Issues";

• Exhibit C hereto is a March 23, 2007 document, entitled "Clayton" and "Morgan / Top Five
Sellers";

• Exhibit 0 hereto is a June 2007 document, entitled "Clayton" and "Morgan Stanley, Trending
Reports Executive Summary"; and,

• Exhibit E hereto is a November 11, 2011 document, consisting of portions of deposition
testimony by Mr. Anton Peterson.

I refer to these documents as the "MS Documents" for ease of reference.

The MS Documents do have practical and commercial relevance to STACK COO and to the pool of
assets held by STACK COO, which consist primarily of RMBS backed by mortgage loans originated by
Countrywide, New Century, Fremont, and other U.S. subprime loan originators.

The MS Documents are directly related to at least two inputs critical to the risk analysis and structuring
of STACK COO. Here I explain the commercial relevance of information known about, among other things, the
appraisal quality and the due diligence processes discussed in the MS Documents in relation to (1) the
correlation among the mortgages within the RMBS and among the RMBS within STACK COO ("STACK
Correlation Metrics") and (2) the default probability ("STACK Default Metrics").

I conclude that the MS Documents in question are relevant to the STACK Correlation Metrics and the
STACK Default Metrics. These metrics would directly affect STACK COO's credit ratings. I discuss these two
points in turn.

II. STACK CORRELATION METRICS

In the credit analysis of a COO, the "correlation" of assets within the COO's collateral pool is one of the
key metrics used to analyze the behavior of the collateral pool over time and to evaluate the credit quality of
the COO's notes. Correlation analysis seeks to determine how similar the assets within a pool are to one
another and how this will affect the performance of the pool over time.

According to the STACK COO Offering Memorandum, the maximum STACK Correlation Metric that
Morgan Stanley was supposed to use in modeling 5TACK COO was 18.5%. This metric is also described in the
STACK COO pitchbook. What this 18.5% number means, in layman's terms, is that 5TACK COO's Collateral
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Assets were not so similar in nature that if one asset in the collateral pool suffered deterioration and default
the same thing would happen to many or all of the other assets in the collateral pool for the same reasons.

To appreciate the relationship between the MS Documents and STACK COO Correlation Metrics, I
explain what STACK COO's Collateral Assets were. The vast majority of STACK COO's Collateral Assets consisted
of RMBS, whose cashflows and economic success depended upon the quality of U.S. residential mortgages
supporting those securities. Each RMBS is itself supported by a pool of thousands, and sometimes tens of
thousands, of residential mortgages. In layman's terms, then, the benefit afforded to STACK COO by investing
in a large, diverse pool of mortgages securitized into RMBS - or a pool exhibiting low correlation - is to buffer
against the effect of idiosyncratic risks associated with any individual mortgage. The lower the correlation,
either between the mortgages or between the RMBS, the more protection is afforded against idiosyncratic
risks, to an investor in senior notes of a COO backed by RMBS, such as STACK COO.

Idiosyncratic risks can be contrasted with common or systemic risks. As risks become more
commonplace, or systemic, the benefits of investing in the pool (as opposed to in a single asset) are minimized,
as the assets, all prone to the same risks, tend to act in tandem. For example, let us consider one idiosyncratic
risk: the risk of a house being damaged by a hurricane. All else equal, a pool of mortgages all concentrated in
close vicinity to one another will be more susceptible to this idiosyncratic risk occurring on a large scale, than if
the pool were to be more geographically diverse.

I now turn to the relationship between the particular MS Documents in question here and STACK COO
Correlation Metric.

• Exhibit A shows that Morgan Stanley observed "a lot of this type of [mortgage] profile" where
borrowers represented they earned substantial income while actually working at "knock off' golf club
stores and a "tarot house." (Emphasis added.) The fact that Morgan Stanley saw "a lot" of these types
of loans tends to show Morgan Stanley was observing a systemic pattern of inaccurate income
representations in mortgage loans. This kind of information could clearly impact correlation
assumptions.

• Exhibit B shows that Morgan Stanley was noticing "deteriorating appraisal quality ... with all of the
sellers" and that they were experiencing "the same issues across the board." (Emphasis added.) In
other words, these were not one-off idiosyncratic issues that could be expected to affect only a small
portion of the loans in the subprime loan market, but were the "same issues" and they proliferated
(were "very flagrant") across "all of the sellers." A situation in which one or more specific risks
proliferates across a broad range of assets tends to decrease the diversification benefits afforded to
the rated noteholders, such as STACK COO and the plaintiff in this case. Evidence of a market-wide
deterioration in appraisal quality could also clearly impact correlation assumptions.

• Exhibit C appears to be a report by Clayton Holdings, a well-known mortgage loan due diligence
company that investment banks like Morgan Stanley used to analyze U.S. residential mortgage loan
pools that they planned to securitize into RMBS, like those backing STACK COO. The report shows a
high level of "rejects" and a high level of "waivers" of loans. The high levels of problematic loans,
across a number of different originators, tends to show the potential for correlation in the subprime
mortgage loan industry. The commonality of these issues could also clearly impact correlation
assumptions.

• Exhibit 0 is similar to Exhibit C, and appears to be a summary report by Clayton Holdings. In it, Clayton
states that the entire industry waived 10.3% (the "Clayton Industry Average") of loans into RMBS that
had some credit issues. This type of information could also clearly impact correlation assumptions.
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When viewed in combination, the MS Documents tend to show that the 18.5% correlation number
referenced in STACK COO as the maximum permitted could have been, in fact, distorted. The MS Documents
tend to show that the actual correlation risk in the STACK COO was materially higher. If the true correlation
risk in STACK COO was higher than reported, then the ratings on STACK COO might have been worse than
those assigned at closing.

III. STACK DEFAULT METRICS

Default metrics are important to the credit analysis and structuring of structured products like STACK
COO. One widely-used metric of pool-wide COO default probability is the weighted average rating factor (the
"WARF") of the collateral pool. The governing documents of many COOs specify a maximum "WARF" allowed
for the collateral pool. For example, the STACK COO pitchbook indicates that the maximum WARF allowed for
the STACK COO was 550. The WARF of a COO collateral pool is a function of the default probability of each
underlying asset. To calculate WARF, the rating of each underlying asset is first translated into a number. The
weighted average of these numbers is the WARF value of the collateral pool. The number reflects the
likelihood of default over a ten-year period. STACK COO's WARF score of 550 indicates that the STACK COO
collateral pool was supposed to have a maximum probability of default over a ten-year period of 5.5%. (A
WARF of 2200 would indicated a pool with a 22% probability of default over a ten-year period.)

In an RMBS-heavy COO such as STACK COO, the accuracy of the mortgage loan characteristics plays a
critical role in determining the reliability of the maximum WARF, which is based of the rating factor of each
RMBS. As discussed above, to assist it with this type of analysis, Morgan Stanley, as underwriter of RMBS or
purchaser of mortgage loan portfolios, hired an independent third-party, Clayton, to conduct pre-securitization
mortgage loan file reviews. See Exhibits C-D.

The purpose of the independent mortgage loan file review was to identify (and potentially eliminate)
loans that did not meet the originator's underwriting gUidelines as represented to investors. This review, if
adequately performed, would serve to ensure that the credit quality of the collateral pool securing the RMBS
conformed to specified guidelines. Exhibit B shows that Clayton underwrote or verified individual mortgage
loans and generated Credit Event 3 reports for Morgan Stanley to review. Credit Event 3 loans were loans that
fell outside of underwriting guidelines. As I understand it, in most cases an underwriter, like Morgan Stanley,
had the power to waive these loans into a securitization, which would have resulted in the changing of a loan's
grade to Credit Event 2 (See Exhibit E128:15-130:14).

Exhibit C (page 8) shows that Morgan Stanley often overrode the independent review results and
waived in 21-23% of Credit Event 3 loans. These loans suffered from appraisal deficiencies ("value used by
lender not supported"), inadequate assets ("cash reserves iess than reqUired"), non-conforming terms and
guidelines ("loan characteristics do not match any available program"), insufficient credit histories ("credit
history insufficient for program/grade"), and myriad of other problems (See Exhibit C, pg. 29).

These waived-in loans could have caused significant inaccuracies both in the probability of default
metrics for the related RMBS and in their expected stability over time. For example, appraisal deficiencies
caused by unrealistically high valuation that was generated by using superior quality comparables to appraise
the property supporting loan (see Exhibit B) may have the effect of underestimating the original loan-to-value
ratio of the mortgage. A low originalloan-to-value ratio could affect default probability, as a homeowner with
positive equity in his property might be more likely to sell his property, rather than default on the mortgage, to
avoid losing his equity. Likewise, insufficient borrower credit history could lead to an unreliable assessment of
the borrower's credit and his likelihood of defaulting on the mortgage.

More importantly, the magnitude and scale of the rejects and waivers tends to show that U.5.
subprime originators were creating defective loans, and that this was occurring "across the board," as Exhibit B
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further indicates. This information brings attention to the possibility that STACK COO's 550 WARF may not
have adequately described the collateral pool's true default probability. STACK COO's true default probability,
if adjusted for this type of information, may have resulted in a much higher WARF. More evidence is necessary
to conduct a more thorough analysis of this point, however.

IV. CONClUSION

I conclude that the MS Documents in question are directly related to the STACK Default Metrics and
the STACK Correlation Metrics from mathematical and commercial points of view. They MS Documents tend
to show that both sets of metrics were wrong but more evidence - similar to the five documents discussed
herein - is necessary to reach this conclusion in this case with greater certainty.

V. DECLARATION

J declare under penalty of perjury of the law of the United States of America and New York State that
the foregoing is true and correct to the best of my information.

W1~ fWi1rn----
Mark N. Froeba
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, ·' 

from: 
To: 

Cc: 
Sent 
Subject: 

"Kaplan, Eric (FlO)" <EK.Kaplan@morganstanley.com> 
• "Telesca, Frank (FIDr <Frank.Telesoa@morganstanley.com>; "Shapiro, steven (FlO}" 
<Steven.Shapiro@morganstanley.com>; "Groesbeck, Jonathan (FlO)" 
<JQnathan.Groesbeck@morgan&tanley.com>; "Vanacker, VaneS&a (FlO)" 
<Vanessa.Vanacker@morganstanley.com>; "Riopel, Gabriel (FlO}" 
<Gabri ei.Rlopel@morgansta nley .com> 
"Kaplan, Eric (FlO)" <EK.Kaplan@morganstanley.com> 
Friday, March 17,2006 2:26PM 
FW: FYI on Increasing Value IS&ues 

Please see Brad's message below. I will try to get a sense of the magnitude of the issue so that we can be 
prepared for any discussions that may arise from tllis. Given the focus on pull-through, 1 donl want to take one 
step up and two steps back without understanding and communicating the reasons to our 11ccounts. 

We are also focusing ·especially for New Century -on evaluating and possibly revising our valuation process. 
New Century complained that our process leads to too many loans on the table for tie-out, and Tony, Brad, 
Michael and I are looking at alternatives. We wil keep you posted on this point so you know it we can or If we do 
change anything (without adversely affecting our risk profile, of course). 

Eric 

From: Davis, Brad (fJD) 
Sent: Friday, March 17, 2006 8:35AM 
To: Kaplan, Eric (FlO) 
Cc: Barrow, Pamela (FID); Peterson, Anton (FlO); Jewell, Mary (FlO) 
Subjec:t: FW: FYI on Increasing Value Issues 
Importance: High 

Eric, 

I have been receiving feedback from Mary Jewell and her team when it comes to the mitigation process of 
evaluating the BPO's and appraisals for the subprime trades. Across the board, Mary and her team have 
informed me that due to the deteriorating appraisal quality they ara finding with al of the sellers, they are not able 
to mitigate as many loans Into the trade as t~ use to be able to duri119 this process. This will result In larger tie 
out populations with our clients and a higher kick out rate. This feedback has directly surrounded this months 
Accredita d, Decision One, WMC, and New Century trades, but we are seeing the same Issues across the board 
with the majority of all sellers • 

The deteriorating appraisal quality that is very flagrant are the use of superior qually comparable sales, al comps 
taken from a higher market outside the subject neighborhood, use of all datild sales in declning markets, etc. In 
the past year, these issues have been there, but not to the magnitude we are startlng to see. 

I don't want to send this as an alarm, but more as an FYI. If you see the kick out rate start to increase, this is . 
common with the market trends we are moving Into. We will keep you posted on what we are seeing and give 
you a heads up to what sellers will be most impacted. rf you have any questions, please Jet me know. 

Thanks, 
Brad 

Brad Davis 
Vice Pre:sident • Valuations 
Morgan Stanley 
5002 T-Rex Avenue, Suite 300 
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A B c D E 
1 AlllBear reviews 
2 YEAR QUARTER TOTAL LOANS TOTALEV3 TOTAL2W/2T 
3 2006 2 13 015 1890 2663 
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7 I I 
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~ ' I I 
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~ COMP.LIANCE, 
( 

New u anrury uec son u na 
63 Column1 MORGAN (t1 sallar) (12 seller) 

2nd Qtr 
64 2006 5.16% 9.66% 3.46% 

3rd Q1r 
65 2006 8.64% 14.73% 2.76% 

:>.Of'7o 0 .00.,. .ru.,. 

~ 68 OVERAll'ZN 
New ueniUry uec:1s on une 

69 Column1 MORGAN ,., •• Iter} ~ seHerJ 
2nd Qtr 

70 2006 20.61% 20.13% 10.99% 
3rd Otr 

71 2006 20.37% 26.0Wo 12.82'11. 
4th Qtr 

~ 
2006 23.38% 23.72'11. 13.02% 

74 CREDIT 

75 Column1 IIORGAN ";=.::,IY -:::: 
76 

2nd_QCr 
200tl 21.31% 21.47% 11.28% 

3rduw 
77 2006 21.44% 27.Be'Jr. 13.00% 

4thQtr 

~ ~ 22.18% - 22.55%_ 13.14% 
79 r--

8o COMeLtANC'I:. 
New o..entury uec a on ure 

81 Column! MORGAN (f1 seller) 1•2 seller) 
2nd 0 tr 

82 2006 0.31% 1.18% 0.00% 
JrdOtr 

83 2006 1.03% 2.32% 0.00% 
41h01r 

84 2006 2.16% 4.41% 0.06% 
85 

E F G 

Fll'lt NLC (14 Acc:rwdltMI .._ 
wuc:: 113 ....., Miler! ltiSMIIetl 

22.32% nle 11.48% 

13.81% 8.118'11. 18.211% 

20.81% 14.12'11. 8 .32% 

~ 

FlrstNlC(N Acc:rwdltMI .._ 

WMC lt3 selllfL ~ ~ fftsel'-' 

20.65% nla 10.93'Yo 

10.81% 4.61% 13.76% 

18.26% 12.21% 6.97% 

FlrstNLC(M ACcredited Home 
WMC [13 salter) .. uerl (IS seller) 

4.13% nla 3.28% 

4.32% 3.48% 5.73% 

"·"""'" : . .<,.,., 
I 

FlrstNLC(M Accredited Home 
WMCia:Jsetlerl Miler\ (15 sellar) 

30.78% nla 50.27% 

3!5.91% 11.23% 37.16% 

29.55% 21.56% 38.94% 

WIICIIAMIIetl 
,.,,...={Wit 

ltiSMI:=,-

31.53% nla 50.82'11. 

37.52'11. 11.75% 38.07% 

30.32% 22.3!% 37.57% 

FlntNLC(M Accredited Home 
WMC (13 seller) sellar) (IS Milar) 

0.00% nla 0.00% 

0.00'!'. 0.00% 0.69% 

0.00% 0.57% 0.42% 

H ! I 

ellothef' 

10.14% 

14.114% 

11.24% 

... ~ 
I 

9.94'1'. ! 

8.59% 

8.21% 

all other 

1.22'Yo 

8.03% 

_1'-----

all other I 
18.05% 

9.91% 

18.20% L 

ellothef' 

17.85% 

1.81% 

17.2So/o 

-

all other 

0.20% 

0.36% 

1.67% 

l J 

I 
+ 

--t-J~--

-

I 

f 

-

I K 

I 

---f-

·-
---. 

-

-

~ 

-
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CLAYTON 
MORGAN' I Top 5 
312812007 

I MORGAN' I Top 5· Reject Trending • YTD 2006 

Reject Trending: Overall Level 

35.00% -----------------

30.00%-
'C 
~ 25.00%-

~ 20.00% -----------===----------l 
~ 15.00%- -
10 
0 
-;; 10.00%-
~ 

5.00% 

0.00% _ _.__ 

2nd orr 
2008 

3rd Otr 
2006 

4th orr 
2006 

(MORGAN' I Top 5 ·Waiver Trending • YTD 2006 

Waiver Trending: Overall Level 

35.00% --------------------, 

30.00% 

~ 25.00%
.I!: 
~ 20.00% - -r.--
VI 
~ 15.00% -

~ 10.00%-

5.00% 

0.00% _......__ 

2nd Qlr 
2006 

3rd Otr 
2006 

4th Otr 
2006 

.MORGAN' 

•rop5 

Reject Trending: Credit Level 

35.00% ~-----------------

30.00% L ---------
~ 25.00% J - - - - -- - --
'f 20.00% +----------
~ 15.00% +----------==;-----==:--
~ 
~ 10.00% 

.... 5.00% 

0.00% 1---"--

2nd Qtr 
2006 

3rd Olr 
2006 

Waiver Trending: Credit Level 

41h Otr 
2006 

35.00%------------------

30.00% 

i 25.00% ------.c: 
~ 20.00% 
ell 

~ 15.00% 

:1!. 10.00% t 
L 

5.00% 

0.00% -r-_J_---' 

2ndQtr 
2006 

3rd Otr 
2006 

4111 Qtr 
2006 

Reject Trending: Compliance Level 

35.00% .,....------------- -------., 

~ 30.00% t 
125.00% . 

·~ 20.00% +----- -------------i .... 
~ 15.00% +----
~ 
~ 10.00% 1 

5.00% 

0.00% _.....__ 

2nd Qtr 
2006 

3rd Qtr 
2006 

Waiver Trending: Compliance Level 

4th Otr 
2006 

35.00%.-------------------, 

30.00% 

J 25.00% -~--------------------! 
~ 20.00% 
ell 
~ 15.00% +------------------l 
.2 
~ 10.00% 

5.00% +------------------l 
0.00% ~-------.--------~_1==--~ 

2nd Otr 
2006 

3rd Qlr 
2006 

4th Qtr 
2006 
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Case 1:08-cv-07508-SAS-DCF   Document 437-11    Filed 07/02/12   Page 6 of 32

A 8 c D , baae 
2 lyy lqq total evtt3 
3 2006 2 13015 1890 
4 2006 3 17 713 3288 
5 2006 4 11 622 1849 
6 I 
7 umple 
6 IJY qq total evtt3 
g 20061 2 12 522 1840 

10 2006 3 15 746 3000 
11 2006, 4 9 941 1660 

~ OVERALLJ 
l 

13 t ..l 

14 Column1 MORGAN' TopS Column1 
2ndQt 2nd Ott 

15 200EI 14.52% 14.69% ~ 
3rd0\ 3rd Ott 

16 2006 18.56% 19.05% 2006 
4th Otr 4th Ott 

17 2008 15.91% 16.70% 2006 

~ 19 O'iiERALL2W 

20 Column1 MORGAN' TopS Column1 
2nd Otr 2nd Otr 

21 2006 20.61% 20.72% 20Q~ 
3rd Otl 3rd Ott 

22 2006 20.37% 21.68% 2006 
4th au 4th Ott 

23 2008 23.38% 24.25% 2006 
24 
25 

--T 
I I 

I E F 

evtt2w-t evcr3 
2683 1476 
3608 2419 
2717 1507 

evtt2w-t evcr3 
2594 1427 
3413 2250 
2411 1369 

CREDIT 

Client Credit Sample 
Event Level 3 Event Level 3 

1134% 11.40% 

13.66% 14.29% 

12.97% 13.77% 
I 
CREDIT"' 
CIJent I Sample 
Event Level 2W Event Level 2W 

21.31% 21.44% 

21.44% 22.89% 

22.98% 23.95% 
I 
I I 

G H l I 

e·..cr2w-t evcm3 evcm2w-t 
2773 672 40 
3797 1531 183 
2671 682 251 

evcr2w-t evcm3 evcm2w-t 
2685 666 39 . 
3604 1373 176 , 
2381 61 3 223 , 

COMPUANCE 

Client Compl. Sample 
Column1 Event Level 3 Event Level 3 

2nd Otr 
2006 5.16% 5.32% 

~: 8.64% 8.72% 
4th Otr 

2004!1 5.87% 6.17% 

COMPLIANCE 
I Client Compt. 15ample 

Column1 Event Level 2W Event Level 2W 

2nd Qtl 
2006 0.31% 0.31% 

3rdQtr 
2006 1.03% 112% 

4thOU 
2006 2.16% 2.24% 

I I 

CLA Y-ABUDHABI-00004.0002 
CONFIDENTIAL 
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0 E F 

MORGAN'/ New Century (Seller #1) 
J/28/2007 

G 

I MORGAN'/ New Centu!)' jSeller #1)- Reject Trending - YTD 2006 

35.00% 

30.00% 

'0 
.!! 2500"/o 
u 
CD 20.00% ·~ 

"' 1500"/o c 

"' .2 

~ 500'to 

0.00% 

2nd Otr 
201» 

Reject Trending: Overall level 

3rd Ott 
2006 

4th Otr 
i!Q)IJ 

• MORGAN" 

• New Century {Seller •1) 

30.00~. 

~ 25.DO'fo 
t:i ! 20.0CW. .. 15 00"1o c 
~ IOOO"'o 

~ 
5.00% 

D DO'fo 

!MORGAN'/ New Centu_!Y (Seller#1 ) ~Waiver Trending YTD.2006 

Waiver Trending: Overall level 

3500% --- 3500% 

3000% 30.00% 

'0 25.00% ., 
~ .. 20.00% 
~ • MORGAN' 

'0 2500'to .. 
.2: 
~ 20 oo• .. .. 15.00% c .. 

.2 IO.DD'to 
~ 

500% 

• New Century {Sel ler •11 
.. 15.00% c 

"' .Q 10.00% 
~ 

5 DD'to 

O.DO'to 0.00% 

2nd Ott 
2006 

L M N 0 p 

Reject Trending: Cred it Level 

Wa lvcrTrend5ng: Credit Level 

a 

35.DO'fo 

"' .: 15.DD'to .. 
.Q 10 DD'to 

~ 
5 DD'to 

O.DO'fo 

3500% 

3000'11 

y 2500 

·; 2000% 

~ 1500,. • 

~ 
~ IO.DD'to 

R s T u v w X 

Roj <>ct Tre nding: Co mpliance Level 

---- _ __, 

Waiver Trending: Compliance l evel 

---- ---------
500% ,__-

~~ 0.00% 

2n<IQ!r 
2006 

JrdOI' 
2006 

.CU'IQir 
2006 
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Case 1:08-cv-07508-SAS-DCF   Document 437-11    Filed 07/02/12   Page 8 of 32

A 8 c 0 
1 base 
2 yy qq total evtt3 
3 2006 2 13,015 1890 
4 2006 3 17,713 3288 
5 2006 4 11 ,622 1849 
6 
7 sampfe -·-

8 IYY lg_g_ total evtt3 
9 2006 2 3,303 607 
10 2006 3 7,473 2376 
11 2006 4 4,873 1026 
12 

T3 OVERAll3 

New Century 
14 Column1 MORGAN' (Seller #1) Column1 

2nd Qtr 2nd Qtr 
15 2006 14.52% 18.38% 2006 

3rd Qlr 3rd Qlr 
16 2006 18.56% 31.79% 2006 

4th Qtr 4th Qtr 
17 2006 15.91% 21.05% 2006 

~ 
19 OVERALL.2W. -

New Century 
20 Column1 MORGAN' (Seller #1) Column1 

2nd Qtr 2nd Qtr 
21 2006 20.61% 20.13% 2006 

3rd Qtr 3rd Qtr 
22 2006 20.37% 26.01% 2006 

4th Qtr 4th Qtr 
23 2006 23.38% 23.72% 2006 
24 

I 25 

E F G 

evtt2w-t evcr3 evcr2w-t 
2683 1476 2773 
3608 2419 3797 
2717 1507 2671 

evtt2w-t evcr3 evcr2w-t 
665 416 709 

1944 1825 2082 
1156 833 1099 

CREDIT 

Client Credit Sample 
Event level 3 Event level 3 Column1 

2nd Qtr 
11 .34% 12.59% 2006 

3rd Otr 
13.66% 24.42% 2006 

4th Qtr 
12.97% 17.09% 2006 

C.REOIT 
Client I Sample 
Event Level 2W Event Level 2W Column1 

2nd Qtr 
21 .31% 21.47% 2006 

3rd Qtr 
21 .44% 27.86% 2006 

4th Qtr 
22.98% 22.55% 2006 

H 

evcm3 
672 

1531 
682 

evcm3 
319 

1101 
423 

GQMeJ-I~CI;_ 

Client Compl. 
Event level 3 

5.16% 

8.64% 

5.87% 

COMPLIANCE 
Client Compl. 
Event Level 2W 

0.31% 

1.03% 

2.16% 

I 

evcm2w-t 
40 

183 
251 

evcm2w-t 
39 

173 
215 

Sample 
Event level 3 

9.66% 

14.73% 

8.68% 
I 

Sample 
Event Level 2W 

1.18% 

2.32% 

4.41% 

CLAY -ABUDHABI-00005.0002 
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Case 1:08-cv-07508-SAS-DCF   Document 437-11    Filed 07/02/12   Page 9 of 32

CLAYTON 
MORGAN' I Decision One (Seller #2) 
3/2812007 

j MORGAN' I Decision One (SeUer #2)- Reject Trending • YTD 2006 

35.00% 

30.00% 

j 25.00%-
0 
Q) 

Reject Trending: Overall Level 

-~~.00% -------~----------------~ EJMORGAN' 
~ 15.00% 
~ 
~ 10.00% 

- 5.00% -. 

0.00% - ........ -

2ndQtr 
200f\ 

3rd Qtr 
2006 

4th Qtr 
2006 

• Decision One (Seller #2) 

35.00% 

30.00~ 

'0 .s 25.00~ 
0 
Cl) 

Reject Trending: Credit Level 

-------------------------1 
·e- 2000~ !----------------------------
~ 15.00~ 
~ 
~ 10.00~ 
~ 

5.00~ 

0.00~ 

2ndQtr 
2006 

3rd Qtr 
2006 

4th Qtr 
2006 

j MORGAN' I Decision One (Seller #2) - Waiver Trending - YTD 2006 

Waiver Trending: Overall Level 

35.00% -------------------

30.00% 

~ 25.00%

·~ 20.00~ 
en 
fij 15.00% 
.2 
~ 1o.oo% T 

5.00% 

0.00% - ...L....,-
2nd Qtr 
2006 

3rt! Qtr 
2006 

4th Qtr 
2006 

II MORGAN' 
• Decision One (Seller #2) 

Waiver Trending: Credit Level 

35.00% ~-----------------------

'0 30.00% l 
-~ 25.00% 

~ 20.00% 
en 
; 15.00% 
0 * 10.00% 

5.00% 

0.00~ - -L--
2ndQtr 

2006 
3rd Qtr 
2006 

4th Qtr 
2006 

Reject Trending: Compliance Level 

35.00% ~-------------------------------, 

30.00% +---------------------------------i 
'0 
~ 25.00% 

·~ 20.00% +----------------------------i 
~ 15.00% +-------------------------i 
~ 

0 10.00% 
~ 

5.00% t--r----,~----1 

0.00~ +--L--

35.00% 

30.00% 

al 25.00% 
> 
·; ~.00% 
en 
; 15.00% 
0 
~ 10.00~ 
~ 

5.00% 

0.00% 

2ndQtr 
2006 

3rd Qtr 
2006 

Waiver Trending: Compliance Level 

2nd Qtr 
2006 

-
3rd Qtr 

2006 

411'1 Qtr 
2006 

---

r-"l 
4th Qtr 

2006 

-· -
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Case 1:08-cv-07508-SAS-DCF   Document 437-11    Filed 07/02/12   Page 10 of 32

A I 8 c D I E 
1 buD 
2 IYY lqq total evtt3 evtt2w-t 
3 2006 2 13 015 1890 2683 
4 2006 3 17 713 3288 3608 
5 2006 4 11 622 1849 2717 
6 I 

I' 7 p.mple 
8 ·w ;qq total evtt3 evtt2w-t 
9 2006 2 4 779 260 524 

10 2006 3 5254 276 663 
11 2006 4 1 644 75 214 
12 J ~ 
13 - OVERALL3 , CR.EDll 

Decision One Client Credit 
14 Column1 MORGAN' !_(Seller #2) Column1 Event Level 3 

2nd Qlr 2nd Qtr 
15 2006 14.52% 5.45% 2006 11.34% 

3rd Qtr 3rd Otr 
16 . 2000 18.56% 5.25% 2006 13.66% 

41h atr 4tn 0tr 
17 2006. 15.91% 4.56% 2006 12.97% 
16 I 

! CREDIT ~ OVERALL2W -
!Decision one :Client 

20 Column1 MORGAN' lcseJJer#2) Column1 Event Level 2W 

2nd QI:r 2nd Otr 
21 2006 20.61% 10.99% 2006 21.31% 

3rd Qtr 3rd Otr 
22 2006 20.37% 12.62% 2006 21.44% 

4th au 4th Otr 
23 2006 23.38% 13.02% 2006 22.98% 
24 
25 

F 

evcr3 
1476 
2419 
1507 

evcr3 
110 
157 

51 

Sample 
Event Level 3 

2.31% 

2.99% 

3.10% 

Sample 
Event Level 2W 

11.28% 

13.00% 

13.14% 

I 

I G I H I 

evcr2w-t evcm3 evcm2w-t 
2773 672 40 . 
3797 1531 183 
2671 682 251 

I 

evcr2w-t evcm3 evcm2w-t 
538 165 0 
683 145 0 
216 28 1 

"CoP.IIPUANCE 

Client Com pl. Sample 
Column1 Event Level 3 Event Level 3 

2nd QtJ 

2000 5.16% 3.46% 
3rd Qb 

2006 8.64% 2.76% 
4th Ott 

2006 5.87% 1.70% 

COMPLIAHCE ' 
~~~ent compJ. 1samp1e 

Column1 vent Level 2W Event Level 2W 

2nd~ 
2006 · 0.31 o/o 0.00% 

3rd Qtr 
2006 1.03% 0.00% 

4th Cll 
2006 2.16% 0.06% 

I I 

CLAY -ABUDHABI-00006.0002 
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Case 1:08-cv-07508-SAS-DCF   Document 437-11    Filed 07/02/12   Page 11 of 32

MORGAN' I WMC (Seller #3) 
3128/2007 

IMORG~N' I Wl'fl{: tS~IIer #3)- Reject Trending - YTD 2006 

35.00% 

30.00% 

i5' 
G> 25.00'4 u 
G> 

20.00~· ·~ 

"' 15.00°/o c 
<1) 

.Q 10.00% 
~ 
~ 5.00'/o 

0 .00°/o 

2ndQtr 
200G 

Reject Trending : Overall Level 

3rd0tr 
2000 

4th0tr 
2001! 

fMORGAN' I WMC (Self.e( #3)- Waivgr Tr:ending - YTD 2006 

Waiver Trending: Overall Level 

35.00% 

30.00'/o 

i5' 
G> 25.00o/o 
> 
iii 20.00% •MORGAN' 3: 
II) 15.00'4 •WMC (Seller #3) c 

"' .!2 10.00% 
~ e.. 
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o.oo~• 

2nd 0tr 3td 0\' 41h0tr 
2006 2006 2006 

Reject Trending: Credit Level 
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~ 
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<1) 

.Q 10.00'4 

~ 
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35.00% 
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~ 2500% 
2: 
<1) 20.00% 
3: 
II) 
c: 15.00% 

"' .!2 10.00% 
~ e.. 

5.00% 

0.00% 

2nd Otr 
2006 

3rd0tr 
200ti 

Waiver Trending: C redit Level 

2nd0tr 3rd Otr 
2006 2006 

4th ott 
:rouo 

4th0tr 
2006 

35.00% 

30.00'/o i 25.00'A. 

·~ 20.00% 

II) 15.00% c 

"' .Q 10.00% 
~ 
~ 

5.00% 

0.00% 

35.00% 

30.00% 

i5' 25.00% 
G> 
.i! 
<1) 20.00% 
3: 

"' 15.00'/o c 

~ 10.00'/o 
~ 

5.00% 

0.00% 

Reject Trending: Compliance Level 

2nd Otr 
2006 

• :::pz!L2llll 

3rd0tr 
2006 

Waiver Trending: Compliance Level 

4th0tr 
2006 

---------------------·----
---

2nd Ott 
2006 

-3td Otr 
2006 

4th0tr 
2006 

-

X 
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Case 1:08-cv-07508-SAS-DCF   Document 437-11    Filed 07/02/12   Page 12 of 32

A B c 0 E 
1 base 
2 'YY lqq total evtt3 evtt2w-t 
3 2006 2 13,015 1890 2683 
• .. 2006 3 17,713 3288 3608 
5 2006 4 11,622 1849 2717 
6 
7 ' $aiTIPIO 
e !yy lqq total evtt3 evtt2w-t 
9 2006 2 4266 952 1313 
10 2006 3 1 434 198 515 
11 2006 4 1,939 405 573 

~ 13 OVERALL3 CREDIT 

Client Credit 
14 Column1 MORGAN' WMC (Seller 13) Column1 Event Level 3 

2nd Qtr 2ndatr 
15 2006 14.52% 22.32% 2006 1134% 

3rd Qtr 3rd Qtr 
16 2006 18.56% 13.81% 2006 13.66% 

4th Qtr 4th Qtr 
17 2006 15.91% 20.89% 2006 · 12.97% 
18 

f-:J9 OVERALL2W CREDIT 
ICilent 

20 Column1 MORGAN' WMC{Seller tl} ' Column1 Event Level 2W 
2nd Qtr 2nd Qtr 

21 2006 20.61% 30.78% 2006 21.31% 
3rd Qtr 3rd Qtr 

22 2006 20.37% 35.91% 2006 21.44% 
4th Qtr 4th Qlr 

' 23 2006 23.38% 29.55% 2006 . 22.98% 

~~ 
25 

I F I G I 

evcr3 evcr2w-t 
1476' 2773 
2419 3797 
1507 2671 

'evcr3 evcr2w-t 
881 1345 ! 
155 538 
354 588 

Sample 
Event Level 3 Column1 

2nd Qtr 
20.65% 2006 

3rd Qtr 
10.81% 2006 

4th Qtr 

18.26% 2006 

15amPie 
Event Level 2W Column1 

2nd Otr 
31.53% 2006 

3rd Qtr 

37.52% 2006 
4th Qtr 

30.32% 2006 

H I I 

evcm3 evcm2w-t 
672 40, 

1531 183 
682 ~51 

evcm3 evcm2w-t 
176 0 
62 0 

122 0 

COMPliANCE 

Client Compl. Sample 
Event Level 3 Event Level 3 

5.16% 4.13% 

8.64% 4.32% 

5.87% 6.29% 

COMPLIANCE -
cnent compl. I Sample 
Event Level 2W Event Level 2W 

0.31% 0.00% 

1.03% 0.00% 

2.16% 0.00% 

CLAY -ABUDHABI-00007 .0002 
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MORGAN' I First NLC (Seller #4) 
312812007 

·ect Tren.din 

35.00"~ 

30.00% 

'0 
25.00'4 "' ~ 20.00% ·~ 

Ill 15.00% c 
"' .Q 10.00"/o 
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Rej ect Trending: Overall Level 

r--

2nd Otr 3rd0tr 41h0tr 
2000 2006 2006 

EIMORGAN' i 
li Ftrst NLC (Seller~ 

IM:oRG"N' (first NLC {Seller #4j;::Waiver Trending - YTD 2006 

Waiver Trending : Overall Level 
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Waiver Tre nding : C redit Le ve l 
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35.00% 

30.00'.4 

'0 
"' 25.00% 
u 
Q) 20.00% 
~ 

"' 15.00% c 

"' .Q 10.00'.4 
;,!! e... 

5.oo·~ 

0.00% 

1-
30.00% 

~ 25.00% 
.2!: 

"' 20.00% 
~ 
VI 
c 15.00% 

"' .Q 10.00% 
;,!! e... 

5.00% 

0.00% 

Reject Trending: Compliance Level 

_________________ ____, 

2nd Otr 
2006 

3rd0tr 
2006 

Waiver Trending: Complianc e Level 

-----

~--
2ndQtr 3rd Qtr 

2006 2006 

4th0tr 
2006 

.... 3$ 

4thQtr 
2006 

] 
J 

X 
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A B c 0 E 
1 base 
2 IYY qq total evtt3 evtt2w-t 
3 2006 2 13,015 1890 2683 
4 2006 3 17,713 3288 3608 
5 2006 4 11,622 1849 2717 
6 
7 sampre 
8 IW lqq total evtt3 evtt2w-t 
9 2006 2 0 0 0 
10 2006 3 1,149 79 129 
11 2006 4 524 74 113 
12 

f-:jJ OVERALL3 CREDIT 

First NLC (Seller Client Credit 
14 Column1 MORGAN' #4) Column1 Event Level 3 

2nd Qtr 2nd Otr 
15 2006 14.52% #DIV/0! 2006 11.34% 

3rd Qtr 3rd Otr 
16 2006 18.56% 6.88% 2006 13.66% -4th Qtr 4th Qtr 
17 2006 15.91% 14.12% 2006 12.97% 
18 

r-;g OVERALL2W CREDIT 
1 First NLC (Seller I Client 

20 Column1 MORGAN' #4) Column1 Event Level 2W 

2nd Otr 2nd Qtr 
21 2006 20.61% #DIV/0! 2006 21 .31% 

3rd Qtr 3rd Qtr 
22 2006 20.37% 11 .23% 2006 21.44% 

4th Qtr 4th Otr 
23 2006 23.38% 21.56% 2006 22.98% 
24 

I 25 

F G 

evcr3 evcr2w-t 
1476 2773 
2419 3797 
1507 2671 

evcr3 evcr2w-t 
0 0 

53 135 
64 117 

Sample 
Event Level 3 Column1 

2nd Qtr 
#DIV/0! 2006 

3rd Qtr 
4.61% 2006 

4th Qtr 
12.21% 2006 

Sample 
Event Level 2W Column1 

2nd Qtr 
#DIV/0! 2006 

3rd Qtr 
11.75% 2006 

4th Qtr 
22.33% 2006 

H 

evcm3 
672 

1531 
682 

evcm3 
0 

40 
18 

COMPLIANCE 

Client Compl. 
Event Level 3 

5.16% 

8.64% 

5.87% 

COMPLIANCE 
Client Compt. 
Event Level 2W 

0.31% 

1.03% 

2.16% 

I 

evcm2w-t 
40 

183 
251 

evcm2w-t 
0 
0 
3 

Sample 
Event Level 3 

#DIV/0! 

3.48% 

3.44% 

'Sample 
Event Level 2W 

#DlV/0! 

0.00% 

0.57% 

CLAY -ABUDHABI-00008.0002 
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MORGAN' I Accredited Home (Seller #5) 
312812007 

IIVIQRG..Ati' I Ac.cre.dited Home {Seller #.5)- Rejec.t lrendil'\9 - YTD ]'0.06. 

35.00% 

30.00% 

'0 
Q) 25.00% 
u 
Q) 

20.00% -~ 

1/) 15.00% c 
0) 

.2 10.00% 
>!! 2.... 5.00% 

0.00% 

Reject Trending: Overall Level 

-;-------- ------- ~ 

2nd Otr 
2006 

3rd0tr 
2006 

4th Qtr 
2006 

35.00% 

30.00% 

'0 
2 25.00% 
'-' Q) 

2000% ·e 
1/) 15.00% c 

"' .2 10.00% 

~ 
5.00% 

0.00% 

[M_OR~AN' I Accredited Home (S~IIer #.5t - Waiver.Tr;~nding - YTD 2.00.6
3 

35.00% 

30.00% 

'0 25.00% Q) 

> ·a; 
~ 

20.00% 

1/) 
15.00% c 

"' .2 10.00''%, 
~ 2.... 

5.00% 

0.00% 

2nd Qtr 
2006 

Waiver Trending: Overall Level 

3rd Otr 
2006 

4lh0tr 
2006 

Iii MORGAN' 

Iii Accredited Home (Seller #5) 

35.00% 

30.00% 

'0 25.00% 
Q) 

> ·a; 
~ 

20.00% 

1/) 
15.00% c: 

0) 

.2 

~ 
10.00% 

5.00% 

0.00% 

Reject Trending : Credit Level 

2nd Otr Jrd Otr 
2ooe 2006 

Waiver Trending: Credit Level 

2ndQtr 
2006 

JrdQtr 
2006 

4th0tr 
2006 

4th Qtr 
2006 

'0 
Q) 

u 
Q) 

-~ 

"' c: 

"' .2 

~ 

'0 
C1J 
> ·a; 
~ 
1/) 

c: 

"' .2 
>!! 2.... 

35.00% 

30.00% 

25.00% 

20.00% 

15.00% 

10.00% 

5.00% 

0.00% 

-
35.00% 

30.00% 

25.00% 

20.00% 

15.00% 

10.00% 

5.00% 

0.00% 

X 

= 

Reject Trending: Compliance Level 

2nd Qtr 
2006 

JrdQtr 
2006 

4th Qtr 
2000 

Waiver Trending: Compliance Level 

2nd Qlr Jrd Qtr 
2006 2006 

~ 

4ll1Qtr 
2006 
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A B c D 
1 base -

2 lYY qq total evtt3 
3 2006 2 13,015 1890 
4 2006 3 17,713 3288 
5 2006 4 11,622 1849 
6 
7 sample 
8 l'yy lqq total evtt3 
9 2006 2 183 21 
10 2006 3 436 71 
11 2006 4 961 80 

~-
13 QVERALL.3 -

Accredited 
14 Column1 MORGAN' Home (Seller #5) Column1 

2nd Qtr 2nd Qtr 
15 2006 14.52% 11.48% 2006 

3rd Qtr 3rd Qtr 
16 2006 18.56% 16.28% 2006 -4th Qtr 4th Qtr 
17 2006 15.91% 8.32% 2006 
18 

f-:;9 OVE-RALL2W 

Accredited 
20 Column1 MORGAN' Home (Seller #51 Column1 

2nd Qtr 2nd Qtr 
21 2006 20.61% 50.27% 2006 

3rd Qtr 3rd Otr 
22 2006 20.37% 37.16% 2006 

4th Qtr 4th Otr 
23 2006 23.38% 36.94% 2006 
24 

Ts 

E F G 

evtt2w-t evcr3 evcr2w-t 
2683 1476 2773 
3608 2419 3797 
2717 1507 2671 

evtt2w-t evcr3 evcr2w-t 
92 20 93 

162r 60 166 
355 67 361 

.CREDIT 

Client Credit Sample 
Event Level 3 Event Level 3 Column1 

2nd Qtr 
11.34% 10.93% 2006 

3rd Qtr 
13.66% 13.76% 2006 1 

4th Qtr 
12.97% 6.97% 2006 

CREDIT 

Client Sample 
Event level 2W Event level 2W Column1 

2nd Qtr 
21.31% 50.82% 2006 

3rd Qtr 
21.44% 38.07% 2006 

4th Otr 
22.98% 37.57% 2006 

H 
-

evcm3 
672 

1531 
682 

. 

evcm3 
6 

25 
22 

COMP_UANCE 

Client Compl. 
Event Level 3 

5.16% 

8.64% 

5.87% 

COMPLIANCE 

Client Compl. 
Event level 2W 

0.31% 

1.03% 

2.16% 

I 

evcm2w-t 
40 

183 
251 

-

evcm2w-t 
0 
3 
4 

Sample 
Event Level 3 

3.28% 

5.73% 

2.29% 

Sample 
Event level 2W 

0.00% 

0.69% 

0.42% 

CLAY -ABUDHABI-00009.0002 
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MORGAN' I All Others 
312812007 

[iv10RG~'"/ AU Others- Reject Trending - YTD 2006 

Reject Trending: Overall Level 

35.00% 

30.00% 

'C 
25.00% <ll 

ti 
Cl) 

20.00% I •MORGAN' -~ 

"' 15.00% ~!Others J c 

"' _Q 10.00% 
>!!. ::!.... 

5.00% 

0.00% 

2nd Ql)- 3rd0tr 41h0tr 
2006 2006 2006 

[«<ORGAN~ I All Qtb~rs -Waiver TrenctinQ - YtD 20.06 

Waiver Trending: Overall Level 
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'0 
Cl) 25.00% 
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"iii 20.00% •MORGAN' ~ ., 
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I'll 
_Q 

10.00% 
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0.00% 
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25.00% 
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"iii 
3: 

20.00% 

(/) 
15.00% c 

"' _Q 
10.00% 

>!!. ::!.... 
5.00% 

0.00% 

=- '"' : 
Reject Trending: Credit Level 

'C 
~ 
Ill 

"F 
"' c 

"' _Q 

e:. 

2nd Otr 3rd Qtr 4lh0lr 
2006 2006 2006 

Waiver Trending: Credit Level 

'C 
Ill 
> 
"(ij 
~ 

"' c 
"' _Q 

~ 

2nd Olr 3rd Otr 41h0tr 
2006 2006 2006 

35.00% 

30.00% 

25.00% 

20.00% 

15.00'k 

10.00% 

5.00% 

O.OO'k 

35.00% 

30.00% 

25.00% 

20.00% 

15.00% 

10.00% 

5.00% 

0.00% 

Reject Trending: Compliance Level 

2nd Otr 
2006 

: 

3rd0tr 
2006 

Waiver Trending: Compliance Level 

L 

------

2nd Qlr 3rd0tr 
2006 2006 

4th Qtr 
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41h0tr 
2006 

X 
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A B c D E 
1 base 
2 yy QQ total evtt3 evtt2w-t 
3 2006 2 13,015 1890 2683 
4 2006 3 17,713 3288 3608 
5 2006 4 11,622 1849 2717 
6 
7 !sample 
8 IVY jqq total evtt3 evtt2w-t 
9 20061 2 493 50 89 

10 20061 3 1,967 288 195 
11 2006 4 1,681 189 306 
12 
~ OVERALL3 CREDIT 

Client Credit 
14 Column1 MORGAN' All Others Column1 Event Level 3 

2nd Qtr 2nd atr 
15 2006 14.52% 10.14% 2006 11.34% 

3rd Qtr 3rd Qtr 
16 2006 18.56% 14.64% 2006 13.66% 

4th Qtr 4th Qtr 
17 2006 15.91% 11.24% 2006 12.97% 

~ 19 OVERALL2W CREDIT 
I Client 

20 Column1 MORGAN' All Others Column1 Event Level 2W 

2nd Qtr 2nd Qtr 
21 2006 20.61% 18.05% 2006 21.31% 

3rd utr 3rd atr 
22 2006 20.37% 9.91% 2006 21 .44% 

4th atr 4th Qtr 

23 2006 23.38% 18.20% 2006 22.98% 

~ 25 

F G l H 

evcr3 evcr2w-t evcm3 
1476 2773 672 
2419 3797 1531 
1507 2671 682 

evcr3 evcr2w-t evcm3 
48 88 6 

169 193 158 
138 290' 69 

COMPLIANCE 

Sample Client Compl. 
Event Level 3 Column1 Event Level 3 

2nd Qtr 
9.94% 2006 5.16% 

3rd Qtr 
8.59% 2006 8.64% 

I 4th atr 
I 

8.21% 2006 5.87% 

COMPLIANCE 
!Sample Client Compl. 
Event Level 2W Column1 Event Level 2W 

2nd Qtr 
17.85% 2006 0.31% 

3rd atr 
9.81% 2006 1.03% 

4th atr 
17.25% 2006 2.16% 

I 

evcm2w-t 
40 

183 
251 

evcm2w-t 
1 
7 

28 

Sample 
Event Level 3 

1.22% 

8.03% 

4.10% 

:sample 
Event Level 2W 

0.20% 

0.36% 

1.67% 

CLAY -ABUDHABI-000 10.0002 
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D E F 

MORGAN I 2006 WAIVER Trending Report by Category 
CREDIT Exceptions 
All loans reviewed In 2006 for ET CLAS sywtems setup In 2006 
3/28/20()7 

CREDIT Exception Categories 
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Assets Cash reserves less than required 
Terms I Guidelines Loan characteristics do not match any available program 
Credit History Credit history insufficient for program/grade 
Appraisal Missing review appraisal 
Terms I Guidelines Ownership seasoning does not meet minimum per guidelines 
Assets Assets are not sufficient to close 
Income I Employmenllncome docs do not meet guidelines for grade/doc type 
Debt to Income Debt Ratio > 55% 
Credit History Less than 12 months mortgage/rental history 
Terms I Guidelines Cash Out Amount Exceeds Guidelines 
Terms I Guidelines Loan amount exceeds guideline maximum 
LTV I CLTV LTV Exception 5% or Less 
Debt to Income Debt Ratio Exception 5% or Less 
Credit Score Credit score below minimum required for program/grade 
Terms I Guidelines Lender to Lender Refinance 
Income I Employmenl Stated income not reasonable 
Property Property Type unacceptable under guidelines 
Credit History VOM or VOR missing/required 
Credit History MortgageiRentallates exceed grade limits 
Property Property Issues indicated 
Assets Asset docs do not meet guidelines for grade/doc type 
LTV ICLTV LTV Exception =>10% 
Credit History Missing credit report 
Terms I Guidelines Seller contributions exceed guideline limit 
Property Business use of subject property 
Property Property Shows Significant Deferred Maint. or Repairs Needed 
Legal Docs Modification: Terms of Note changed 
Credit History Bail out: Mortgage >90-days delinquenl at close 
LTV /CLTV CL TV exceeds grade limit 
Property Marketability Issues: decl. values 
Title Unresolved title issue 
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75 210 
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187 130 
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111 69 
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101 
219 
182 
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124 
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68 
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8 c 
Income I Employmenl Length of EmpiJSelf-Empl. Does Not Meet Grade Guidelines 
Appraisal Appraisal incomplete (missing map 
Income I Employmenl Disposable/Residual income is insufficient 
Property Natural Disaster Area 
Income I Employmenl Payment shock exceeds lender/investor guidelines 
Credit History Collections 
Credit History Bankruptcy History Not within Grade Guidelines 
Credit History Missing support docs for VOMNOR (e.g. cancelled checks} 
Legal Docs Legal document incorrect or incomplete 
LTV ICLTV LTV Exception >5% and <10% 
Terms I Guidelines Loan did not improve borrowe~s situation 
Credit History Foreclosure History Not within Grade Guidelines 
Property Site > 1 0 acres 
Appraisal Quality of Appraisal Report Unacceptable 
Application Application is incomplete 
Terms I Guidelines Fixed income borrower on an ARM. 
Income I Employmenl Missing verbal VOE required by guidelines 
Appraisal Appraisal photos missing or inadequate for review 
Property Missing HOA Certificate/Questionnaire 
Terms I Guidelines Loan amount is below guideline minimum 
Debt to Income Debt Ratio Exception >5% and <10% 
Appraisal Completed "Subject T o• w/o Compltn Cert in File 
Appraisal Appraisal is stale dated without recertification in file 
Appraisal Completion certificate form used is outdated 
Fraud Potential Fraud Indicated 
State Provisions Prepayment penalty prohibited by state 
Appraisal Appraisal dated after closing 
Application Occupancy status not supported by file documentation 
Property Property is legal non-conforming use w/o rebuild letter 
Credit History Consumer lates exceed grade limits 
Appraisal Appraisal form does not match property type 
Income I Employmenl No Income Documentation 
Terms I Guidelines Ability to repay not demonstrated 
Credit History Credit report incomplete 
Application FNMA Application form is outdated version 
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8 c E G H 
Client Specific Client Credit Reject 10 0 10 
Credit History Credit report was stale dated at closing 2 4 10 
Appraisal Appraisal form version used is outdated 5 2 8 
Credit History No evidence of required debt payoff 4 1 7 
LTV/CLTV CLTV > 100% 5 3 8 
Application Missing Permanent Resident card req'd by guidelines 1 5 7 
LTV I CLTV LTV> 100% 4 1 1 6 
Legal Docs Missing legal docs or HUD-1 for senior or subordinate loan 6 0 0 6 
State Provisions Late Charge exceeds state maximum 0 5 0 5 
Application Borrower 2 SSN not disclosed in file 0 4 0 4 
Assets Occupying borrower contribution to down payment insufficient 0 2 2 4 
Legal Docs Missing copy of 1st lien Note (subject is 2nd lien) 0 3 1 4 
Local Anti-Predatory Potential Fraud Indicated 4 0 0 4 
Property Condition of Subject below average 1 2 1 4 
State High Cost NJ Home Loan 0 0 3 3 
Appraisal Reduced appraisal form does not meet guidelines 0 2 1 3 
Property Property Is Non-Conforming ILLEGAL use 1 2 0 3 
State High Cost Counseling Disclosure missing or not executed 0 2 0 2 
State High Cost High Cost Home Loan Disclosure lacks required informaoon 0 2 0 2 
State High Cost IN High Cost 0 2 0 2 
State High Cost IN High-Cost Loan- Excluded by Client 0 2 0 2 
State Provisions Missing soft PPP language for L to L exclusion 0 0 2 2 
State Provisions Soft prepay penalty language for insurance exclusion missing 0 0 2 2 
Texas Equity TX 12-day disclosure not signed by borrower/owners [TX) 0 0 2 2 
Application Borrower 1 SSN invalid - possible TIN 0 0 2 2 
Debt to Income Debt Ratio Exception =>10% 1 1 0 2 
Legal Docs Missing copy of 2nd lien Note (subject is 1st lien) 0 1 1 2 
Legal Docs Missing subordination agreement for existing junior lien 0 1 1 2 
Property Property value is Jess than minimum required by guidelines 0 2 0 2 
Property Subject Property Has Subsidized Rental Income 1 0 1 2 
Terms I Guidelines Missing lender's loan approval/underwriting form 0 1 1 2 
Title No title evidence in file 1 0 1 2 
Local Anti-Predatory Cleveland Threshold Loan - Excluded by Client 0 1 0 1 
Local Anti-Predatory More than 4% of loan amount Points and Fees financed 0 1 0 1 
State Anti-Predatory Borrowers Bill of Rights not in file 0 1 0 1 
State Anti-Predato Borrowers Bill of Ri hts not rovided 3 da s a lication 0 1 0 1 
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A I B I c 
109 CMPl State Anti-Predatory Consumer Caution/Homeownership Counseling Notice not timely 
110 CMPL State Provisions KS Consumer 
~ CMPL TILA Funding Date on/before required rescission period [226.23c1] 
1

112 CMPl TILA Regular pmt loan; underdisclosed APR> 0.125% [226.18d1] 
1

113 CRED Application Application Missing 
1

114 CRED Appraisal Appraisal not dated 
115 CRED Appraisal Appraisal not signed 
m CRED Credit Score Credit score not available 
m CRED legal Docs Balloon ARM • Payment calculation verbiage not correct 
118 CRED legal Docs Missing Mortgage m CRED legal Docs Missing copy of 1st lien HUD-1 (subject is 2nd lien) 
tro CRED legal Docs Missing modification 
121 CRED legal Docs Unexecuted modification 
122 CRED TiUe Commitment/Preliminary tide evidence missing 
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Morgan Stanley 

Trending Reports Executive Summary 

Introduction: 
Clayton's Trending Reports comprise data and analysis on pools of loans we review on behalf of a client. In 
Morgan's case, these reports represent pools of loans Morgan asked us to review during 2006. This analysis 
covers 02-04 of 2006 for Morgan Subprime transactions (MOR). 01 2006 is not represented due to the fact . 
that Morgan migrated to ET in that quarter and only a partial quarter of data is available. Trending can only 
be provided on ET deals. 

Rejects 

Morgan's overall reject rate in 2006 was 17%. This is slightly 
higher than the Clayton average of 14.5%. Of Morgan's top 5 
clients*, New Century has the highest overall reject rate at 
26%, while Decision One has the lowest reject rate at 5%. 

The largest single exception driving New Century rejects 
over this period is "Loan characteristics do not match any 
available program" which represented 2% of all exceptions in 
02, 4% of all exceptions in 03, and 3% of all exceptions in 
04. 

In Morgan reviews, loans rejected for credit outweighed 
those rejected for compliance by almost 2 to 1. 

Reject Categories 

Clayton aggregates exceptions into categories, to provide clients with higher level views of individual 
exceptions. 

Credit rejects 

The 5 most frequent credit category exceptions in Morgan reviews indicate a sharp increase in two 
categories: Credit History, which increased from 4.19% in 02 to 5.95% in 04, and Terms and Guidelines, 
again, increasing from 3.57% in 02 to 5.95% in 04. Many of these exceptions are driven by the guideline 
rejections in New Century reviews mentioned above. Other credit categories show a steady or downward 
trend. 

Compliance rejects 

Overall, compliance rejects peaked sharply in 03, then declined sharply in 04. This is driven by a spike in 
missing HUD-1 'sin 03 as well as issues related to MA Borrower Interest; Insufficient benefit calculated. 
These were primarily found in the New Century 0606 review. 

Waivers 

Morgan waived. on average, 31% of the loans 
reviewed. This compares to the Clayton average of 
10.3%. This could be due to the following factors: 
• Morgan's Scope of review for Credit 

Requirements (i.e., Lender to Lender Refi's, Non
Arms Length Transactions, Layered Risk etc.) 

• Morgan may elevate additional loans during the 
initial underwrite. (Clayton to look into Rate of 
Initial 3s for Morgan vs. Industry Average. i.e. 
value issues) 

0% 10% 20% 30% 40% 
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Morgan Stanley 
Trending Reports Executive Summary 

During this period, 64% of the exceptions Clayton identified as "material" were overturned by Morgan. 
Overall, Morgan waivers show a slight increasing trend through the end of 2006. 

Accredited loans were approved by waiver in 39% 
of the loans reviewed, followed closely by WMC at 
31% and New Century at 24%. 

Most frequent credit exceptions waived are 
below in chart. 

Note: Of Morgan's top 5 clients•, Decision One 
received the lowest waivers at 12%. 

Credit waivers vastly outnumber compliance 
waivers. 

Credit waivers categories and exceptions 

45% 

40% 

Jl<:crodltod 

Top 3 Waiving Loans 

< '.2 

.•.·.····· 

i.lli ······••···•· WMC 

D 
NowConwry 

Waivers for Terms and Guideline category issues rose sharply throughout the period. Issues related to 
credit history fell sharply between Q2 and Q3, and then remained steady. 

The most consistently waived exception was Value used by lender not supported which was waived in about 
8% of the loans reviewed. Loan characteristics do not match any available program was waived in about 7% 
of the loans. 

Two exceptions, Cash reserves less than required and Credit history insufficient for program/grade, show 
significant decreases in waivers, moving from 14% and 12% respectively to 4% and 2%. 

Compliance waiver categories and exceptions 

Compliance issue waivers represent only a tiny portion of Morgan's waivers. The spike in 04 is driven by 
waivers of Prepayment penalty prohibited by state, which all came from the Fremont 0611 deal. 

This was due to Fremont claiming the use of Federal Preemption (i.e. exporting of late fees) 

Exceptions with high waiver rates 

Certain exceptions have an exceptionally high waiver rate. Refining these exceptions or changing the default 
grade may streamline your reviews and reduce the worl<load of your transaction managers. 

Ownership seasoning does not meet minimum per 
guidelines 

Loan characteristics do not match any available 
program 

"based on number of loans reviewed in Q2-4 of 2006. 

797 

1954 

203 594 75% 

869 1085 56% 
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EXHIBIT E 



1             UNITED STATES DISTRICT COURT

2            SOUTHERN DISTRICT OF NEW YORK

3

4  -------------------------------------

5  ABU DHABI COMMERCIAL BANK, et al.,   )

6  Individually and On Behalf of All    )

7  Others Similarly Situated,           )

8                     Plaintiffs,       )

9       vs.                             ) CIVIL ACTION

10  MORGAN STANLEY & CO. INCORPORATED,   ) NO. 1:08-CV-07508

11  ET AL.,                              )

12                     Defendants.       )

13  -------------------------------------

14

15

16       Videotaped Deposition of ANTON PETERSON,

17       taken at 450 Lexington Avenue, New York,

18       New York, commencing at 9:26 a.m., Tuesday,

19       November 22, 2011, before Eileen Mulvenna,

20       CSR, RMR, Notary Public

21

22

23

24

25  PAGES 1 - 235
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Veritext National Deposition & Litigation Services

866 299-5127
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1  mortgage loans, to my knowledge.                      09:52:08

2        Q.     What does that mean, the trading         09:52:12

3  desk?                                                 09:52:13

4        A.     They were the folks responsible for      09:52:14

5  making the decisions about purchase and exit of       09:52:16

6  subprime mortgage loans.                              09:52:20

7        Q.     Who did Mr. Telesca and Mr. Shapiro      09:52:24

8  report to during that time frame?                     09:52:27

9        A.     I don't know.                            09:52:29

10        Q.     What group was the trading desk in       09:52:36

11  at Morgan Stanley?                                    09:52:38

12        A.     I don't recall.                          09:52:40

13        Q.     Was it in the same business unit as      09:52:47

14  the due diligence function?                           09:52:48

15        A.     I believe so.                            09:52:51

16        Q.     What was the name of the business        09:52:55

17  unit that you were in?                                09:52:57

18        A.     I believe we're part of securitized      09:53:01

19  products group, but I haven't looked at an org        09:53:03

20  chart in a long time.                                 09:53:06

21        Q.     Was the valuation group also a part      09:53:11

22  of the securitized product group?                     09:53:13

23        A.     I believe so.                            09:53:16

24        Q.     Did the trading desk have a formal       09:53:20

25  name other than trading desk?                         09:53:22
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1               MR. BROOKS:  Sure.                       09:55:51

2               MR. RINGEL:  Thank you.                  09:55:51

3        A.     I'm not familiar with the content of     09:55:52

4  the information they received as part of the          09:56:00

5  transaction process.                                  09:56:02

6        Q.     Did you have regular communications      09:56:15

7  with Mr. Telesca and Mr. Shapiro?                     09:56:16

8        A.     Occasional communication, but            09:56:20

9  nothing that was on a regular schedule.               09:56:22

10        Q.     You didn't have regular meetings         09:56:28

11  with Mr. Telesca or Mr. Shapiro?                      09:56:30

12        A.     No, I did not.                           09:56:33

13        Q.     Did you participate in regular           09:56:34

14  meetings with Mr. Telesca and Mr. Shapiro?            09:56:36

15        A.     No.                                      09:56:38

16        Q.     What was the contract finance team       09:57:20

17  at Morgan Stanley?                                    09:57:22

18        A.     My understanding, it was a group of      09:57:25

19  employees who managed negotiation of the contract     09:57:27

20  terms between the companies that we were buying       09:57:32

21  pools of mortgage loans from.  And they also          09:57:36

22  served a transaction management role,                 09:57:38

23  coordinating all the parts of the transaction         09:57:40

24  that were taking place concurrently.                  09:57:42

25        Q.     Where were they located?                 09:57:46
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1        Q.     Pan over, if you would, to Column        13:18:34

2  FQ.  And this column is "Credit Comments."            13:18:37

3               And if you need to pan up in order       13:18:46

4  to confirm that, go ahead.  I'll represent to you     13:18:48

5  that it's "Credit Comments."  Tell me if you          13:18:52

6  think differently.  Okay?                             13:18:54

7        A.     I don't think differently based on       13:18:56

8  where it is in the report next to the grades.         13:18:57

9        Q.     And the credit comments are              13:18:59

10  Clayton's comments; correct?                          13:19:01

11        A.     I believe that's correct, yes.           13:19:05

12        Q.     And the comments are explaining why      13:19:06

13  they graded the loan a 3; correct?                    13:19:11

14               MR. ROUHANDEH:  Objection to form.       13:19:14

15        A.     These comments would explain             13:19:17

16  guideline exceptions or potential risk issues         13:19:21

17  that Clayton had identified or had documented per     13:19:23

18  our instructions and would be the basis for why       13:19:27

19  they then applied the grade of 3.                     13:19:30

20        Q.     The comment here starts out -- it        13:19:36

21  says, "Bailout exception."                            13:19:39

22               Do you see that?                         13:19:42

23        A.     Yes.                                     13:19:42

24        Q.     What does that mean?                     13:19:42

25        A.     This would indicate that this loan       13:19:43

Page 128

Veritext National Deposition & Litigation Services

866 299-5127

Case 1:08-cv-07508-SAS-DCF   Document 437-12    Filed 07/02/12   Page 5 of 8



1  was categorized as a bailout loan, which we           13:19:47

2  talked about in the prior session.  The               13:19:51

3  additional comment that goes with that explains       13:19:52

4  that the prior loan was 132 days past due when        13:19:54

5  this loan was closed; that the notice of default      13:19:57

6  had been filed and that the loan was in a             13:20:01

7  Chapter 13 bankruptcy that was being paid off by      13:20:04

8  this loan.  The comment goes on to explain the        13:20:06

9  borrowers had made the bankruptcy payments on         13:20:11

10  time.                                                 13:20:13

11        Q.     And there are two other issues           13:20:13

12  identified; correct?                                  13:20:15

13        A.     There's a comment regarding a title      13:20:15

14  issue from 1977 that was part of the Chapter 13.      13:20:18

15  And then there's a comment regarding payment          13:20:21

16  calculation verbiage in the balloon ARM section       13:20:24

17  of the note.                                          13:20:28

18        Q.     And if you pan over to FR, these are     13:20:29

19  the compensating factors that Clayton identified      13:20:37

20  on the loan; correct?                                 13:20:39

21        A.     I believe so, based on what's            13:20:43

22  described here.                                       13:20:44

23        Q.     And the first is that both had been      13:20:45

24  employed by the County for 15 years; right?           13:20:49

25        A.     Yes.                                     13:20:53
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1        Q.     They had lived in the home for six       13:20:54

2  years.  That's the second one; right?                 13:20:55

3        A.     Correct.                                 13:20:58

4        Q.     And the LTV was 58.39 percent?           13:20:58

5        A.     Correct.                                 13:21:03

6        Q.     And then pan over to FX.  These are      13:21:04

7  Morgan Stanley's comments; right?                     13:21:10

8        A.     Yes.                                     13:21:11

9        Q.     And these comments indicate why          13:21:12

10  Morgan Stanley changed the grade to a 2; correct?     13:21:14

11               MR. ROUHANDEH:  Objection to form.       13:21:21

12        A.     This explains why we decided to go       13:21:22

13  ahead and accept this loan and apply a final          13:21:24

14  grade of 2, yes.                                      13:21:26

15        Q.     The second-to-last sentence in that      13:21:36

16  comment box reads, "Verbiage regarding balloon        13:21:40

17  ARM payment calculation is incorrect.  Credit 3."     13:21:43

18               Do you see that?                         13:21:46

19        A.     I do.                                    13:21:47

20        Q.     What does that mean?                     13:21:47

21        A.     As I recall, when the 40-due-in-30       13:21:49

22  product came on the market, lenders who were          13:21:58

23  originating those loans did not make an               13:22:03

24  adjustment to some of the ARM language on the ARM     13:22:05

25  loans that discussed how the payment would be         13:22:08
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1 ss: 

2 COUNTY OF NEW YORK 

3 

4 I, Eilee n Mulvenna, Notary Public 

5 within and for the State of New York, do hereby 

6 certif y : 

7 

8 That I reported the proceedings in 

9 the within entitled matter, and that the within 

10 transcript is a true record of said proceedings . 

11 

12 I further certify that I am not 

13 related to any of the parties to the action by 

14 blood or marriage, and that I am i n no way 

15 interested in the outcome of this matter. 

16 

17 IN WITNESS WHEREOF, I have hereunto 

18 set my hand this 9th day of December, 2011 . 

19 

20 

21 

22 

23 

24 

25 

Eileen Mulvenna, CSR/RMR 

Veritext National Deposition & Litigation Services 
866 299-5127 
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