
 
 

FINANCIAL CRISIS (2007 -     ) 
 

 

 

Financial Industry Financial Crisis E-Mails 

 

 

 

 

 

 

 

BACM RESEARCH 
WWW.PAPERLESSARCHIVES.COM 

http://www.paperlessarchives.com


 

 

 

 

 

          

 

 

 

 



About BACM Research – PaperlessArchives.com 
BACM Research/PaperlessArchives.com publishes documentary historical research collections. 

Materials cover Presidencies, Historical Figures, Historical Events, Celebrities, Organized Crime, Politics, 
Military Operations, Famous Crimes, Intelligence Gathering, Espionage, Civil Rights, World War I, World 
War II, Korean War, Vietnam War, and more. 
 
Source material from Federal Bureau of Investigation (FBI), Central Intelligence Agency (CIA), National 
Security Agency (NSA), Defense Intelligence Agency (DIA), Secret Service, National Security Council, 
Department of Defense, Joint Chiefs of Staff, Department of Justice, National Archive Records and 
Administration, and Presidential Libraries. 

http://www.paperlessarchives.com 

http://www.paperlessarchives.com


 

 

Financial Industry Financial Crisis E-Mails 

A collection of E-Mails collected by the Financial Crisis Inquiry Commission related to its 
investigation of the financial crisis of circa 2007. The E-Mails date from 2001 to 2011. 

In the wake of the most significant financial crisis since the Great Depression, President Barack Obama 
signed into law the Fraud Enforcement and Recovery Act (Public Law 111-21) that established the 
Financial Crisis Inquiry Commission to “examine the causes, domestic and global, of the current financial 
and economic crisis in the United States.”  

The Commission used the authority it was given to issue subpoenas to compel the production of 
documents, but in the vast majority of instances, companies and individuals voluntarily cooperated with 
the inquiry. 

These documents were part of its inquiry into institutions that included American International Group 
(AIG), Bear Stearns, Citigroup, Countrywide Financial, Fannie Mae, Goldman Sachs, Lehman Brothers, 
Merrill Lynch, Moody’s, and Wachovia.  Public institutions covered include the Federal Deposit 
Insurance Corporation, the Federal Reserve Board, the Federal Reserve Bank of New York, the 
Department of Housing and Urban Development, the Office of the Comptroller of the Currency, the 
Office of Federal Housing Enterprise Oversight (and its successor, the Federal Housing Finance Agency), 
the Office of Thrift Supervision, the Securities and Exchange Commission, and the Treasury Department. 

 

 

 



HIGHLIGHTS FROM THIS COLLECTION 
September 9, 2004 - E-mail from Countrywide Financial chairman of the board and chief executive 
officer Angelo Mozilo to Stan Kurland and Keith McLaughlin, subject: Subprime Residuals 

 

August 2, 2005 - E-mail from Countrywide Financial chairman of the board and chief executive officer 
Angelo Mozilo to senior management 

Mozilo emailed senior management that a section of their loans could bring “financial and reputational 
catastrophe.” Countrywide should not market them to investors, he insisted. “Pay option loans being 
used by investors is a pure commercial spec[ulation] loan and not the traditional home loan that we 
have successfully managed throughout our history,” Mozilo wrote to Carlos Garcia, CEO of Countrywide 
Bank. Speculative investors “should go to Chase or Wells not us. It is also important for you and your 
team to understand from my point of view that there is nothing intrinsically wrong with pay options 
loans themselves, the problem is the quality of borrowers who are being offered the product and the 
abuse by third party originators. . . . [I]f you are unable to find sufficient product then slow down the 
growth of the Bank for the time being.” 

 

February 28, 2006 - E-Mail from AIG Managing Director of Financial Products Gene Park to AIG 
Financial Products officer Joe Cassano, Subject: CDO of ABS Approach Going Forward - Message to the 
Dealer Community 

This e-mail marks AIG decision to stop writing credit default swaps on super-senior tranches of CDO'S. 

 

April 17, 2006 - Angelo Mozilo, email to David Sambol, April 17, 2006, subject: sub-prime seconds. 

Countrywide’s Mozilo to Countrywide’s President and COO David Sambol describes one of the loan 
products his firm was originating.“In all my years in the business I have never seen a more toxic 
[product],” he wrote in an internal email. 

 

March 30, 2007 - E-mail from Bear Stearns Senior Managing Director Matthew Tannin to Bear Stearns 
credit analyst Steven Van Solkema. 

 

April 22, 2007 - E-mail from Bear Stearns Senior Managing Director Matthew Tannin to Bear Stearns 
hedge fund manager Ralph Cioffi. 



On April 22, 2007 Tannin sent the email below from his personal Gmail account to Ralph Cioffi's personal 
hotmail e-mail account in which he presented the argument for closing two of Bear Stearns hedge funds. 
Tannin wrote, "Looks pretty damn ugly.... If we believe the runs [the analyst] has been doing are 
ANYWHERE CLOSE to accurate, I think we should close the Funds now. ... If [the runs] are correct then 
the entire sub-prime market is toast." Mr. Tannin wrote at length about various courses of action. In the 
e-mail, Tannin also wrote that he was feeling “pretty damn good” about what was happening at the 
funds and that “I’ve done the best possible job that I could have done.”  

 

May 11, 2007 - E-mail Goldman Sachs Chief Risk Officer Craig Broderick to members of Goldman's 
mortgage group, concerning CDO's. 

 

August, 1, 2007 - E-mail Countrywide Financial's Angelo Mozilo, former Fed governor and a former 
Countrywide director Lyle E Gramley, and Dave Sambol Countrywide managing director. 

In an August 1, 2007, email from Angelo Mozilo to Lyle Gramley, Mozilo wrote, “Fear in the credit 
markets is now tending towards panic. There is little to no liquidity in the mortgage market with the 
exception of Fannie and Freddie... Any mortgage product that is not deemed to be conforming either 
cannot be sold into the secondary markets or are subject to egregious discounts.” 

 

November 3, 2007 - E-mail from Dick Bowen to Citigroup Chairman Robert Rubin, and other top 
Citigroup executives, concerning unrecognized financial loses. 

Richard Bowen was chief business underwriter at Citigroup.  He oversaw loan quality for over $90 billion 
a year of mortgages underwritten and purchased by CitiFinancial. Bowen says that in June 2006 he came 
to see that up to sixty-percent of the loans that were being purchased by CitiFinancial had seriously fell 
short of Citi’s guidelines. Citi could be forced to buy back loans it sold to other institutions if the 
borrowers defaulted. 

In an interview with staff members of the Financial Crisis Inquiry Commission, Bowen said that he 
attempted to inform his superiors of the danger through email, weekly reports, committee 
presentations, and discussions. Unsatisfied with the actions taken, he went to the highest level at 
Citigroup with the e-mail below. In an e-mail sent to Robert Rubin with the subject “URGENT—READ 
IMMEDIATELY,” Bowen spelled out the trouble he discovered. 

 

March 7, 2008 - E-mail exchanges from Fannie Mae CEO Daniel Mudd, Fannie Mae chief business 
officer Robert Levin, and Treasury Undersecretary Robert Steel 
 



In the days leading up to the Bear Stearns meltdown, Treasury undersecretary Robert Steel informed 
Fannie Mae CEO Daniel Mudd that he had "encouraging" conversations with Senator Richard Shelby, the 
ranking member of the Senate Committee on Banking, Housing, and Urban Affairs, and Representative 
Barney Frank, chairman of the House Financial Services Committee, about the possibility of government-
sponsored enterprise (GSE) reform legislation and capital relief for the GSEs. Steel intended to speak 
with Senate Banking Committee Chairman Christopher Dodd. Mudd was confident that the government 
desperately needed the GSEs to back up the mortgage market, so Mudd proposed an "easier trade." 
Mudd proposed that if regulators would eliminate the surcharge, Fannie Mae would agree to raise new 
capital. Also in this March 7, 2008 email to Fannie chief business officer Robert Levin, Mudd suggested 
that the 30% capital surplus requirement might be reduced without any trade: "It's a time game.. 
whether they need us more... or if we hit the capital wall first. Be cool." 

 

June 12, 2008 - E-mail from Thomas Fontana, head of risk management in Citigroup’s global financial 
institutions group, to Citigroup's Christopher M. Foskett, concerning Lehman. 

 

September 9, 2008 - E-mail from Treasury Chief of Staff Jim Wilkinson to Michelle Davis, assistant 
secretary for public affairs at Treasury, expressing his distaste for government assistance to Lehman. 

By September 8th, 2008 the fact that Lehman was moribund became even clearer. The New Federal 
Reserve Bank was informed that Lehman’s tri-party repo exposure was at roughly $200 billion. Before its 
collapse Bear Stearns’s exposure had been at most $80 billion. Lehman was working on an investment 
by Korea Development Bank to raise capital.  

On September 9th news broke that there would be no investment from Korea Development Bank. 
Lehman shares fell by 55 percent. 

Treasury Department Chief of Staff Jim Wilkinson at 5:20 p.m emailed Michelle Davis, the assistant 
secretary for public affairs at Treasury, to express his distaste for government assistance: "We need to 
talk… I just can't stomach us bailing out lehman… Will be horrible in the press don't u think." 

 

September 11, 2008 - Federal Reserve Bank E-mail from Susan McCabe to William Dudley, Gustavo 
Suarez and Chris Burke, "this is shaping up as going to be a rough day." 

September 11, 2008 is marked as the day by many that the Lehman Brothers bankruptcy was set in 
stone. 

On Thursday September 11, an email time-stamped 8:26 a.m. from Susan Mc-Cabe, a Goldman Sachs 
executive, to William Dudley, Gustavo Suarez and Chris Burke at the Federal Reserve Board set the tone 
for the day: "It is not pretty, This is getting pretty scary and ugly again.... They [Lehman] have much 



bigger counter-party risk than Bear did, especially in Derivatives market, so [t]he market is getting very 
spooked, nervous. Also have Aig, Wamu concerns. This is just spinning out of control again. Just fyi, this 
is shaping up as going to be a rough day." 





Angelo Mozilo/Managing 
Directors/CF/CCI 

To Stan Kurland/Managing 
Directors/CF/CCI@COUNTRYWIDE 

cc Keith McLaughlin/Managing 
Directors/CF/CCI@COUNTRYWIDE 

09/01/200408: 17:50 PM bcc 

Subject Sub-Prime Residuals 

As I look at production trends, not only at Countrywide but also with other lenders, there is a clear 
deterioration in the credit quality of loans being originated over the past several years. In addition, from my 
point of view, the trend is getting worse as the competition for sub prime, Alt-A and nonconforming in general 
continues to accelerate. GE, Ameriquest and others, excluding Wells, Chase and BofA, have not only 
become more price competitive but have substantially lowered credit, down payment and income 
requirements. This trend could cause borrowers to be more vulnerable to adverse changes in interest rates, 
the economy or both. It appears that home buyers, driven by a strong desire to own a home combined with 
rapidly increasing values, are stretching themselves beyond any historical standards to get into the home of 
their dreams. The bottom line of my perspective on this trend is that we should seriously consider securitizing 
and selling (NIMS) a substantial portion of our current and future sub prime residuals even though the value in 
retaining such residuals "appears" to be a better economic execution than a NIMS execution. 

I fully understand that our residuals have been modeled on a conservative basis but it is only conservative 
based upon historical performances. But the type of loans currently being originated combined with the 
unprecedented stretching of all aspects of credit standards could cause a bump in the road that could bring 
with it catastrophic consequences. If that were to happen then the .50 basis points additional cost of a NIM 
versus retention on our balance sheet would look like a bargain. 

I must admit that the upcoming election has exacerbated my concerns in that a Kerry win could cause a 
serious disruption in the economy if he is successful in rolling back a substantial portion of the tax breaks 
initiated by Bush. It is the wage earners $200,000 and over that are the drivers of the economy and that is 
the group that Kerry has stated that he will attack. This could clearly cause a major bump in the road. 

As you know I have no political bias but I would be concerned about any candidate that proposes a massive 
wealth transfer from the people to the federal government. 

I would like you to consider my concerns and let me know your thoughts. 
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John McMurry/Managing
Directors/CF/CCI

09/07/200710:45 AM

To Jess Lederman/Managing Directors/CF/CCI

cc

bcc

Subject Fw: Your Speech / Exceptions /SLDs

----- Forwarded by John McMurray/Managing Directors/CF/CCt on 09/07/2007 10:45 AM ____

~ John McMurry/Managing
Direcors/CFfCCI To Nick KrsnichlManaging Directors/CF/CCI
OS/25/2005 02:38 PM

cc
~

Subject Fw: Your Speech f Exceptions'/SLDs

FYI, here's the email Dave referenced at the beginning of Monday's meeting. I would like to have a follow
up conversation withyou about this: Thanks.

"
........'\.~.-..,,

"

---- Forwarded by John McMurray/Managing Direclors/CF/CCI on OS/23/200507:48 AM ____

John McMurrylManaging
Direcors/CFfCCI

OS/22/2005 08:50 PM
To Dave SamboVManaging Directors/CFfCCJ(QCOUNTRYWIDE

cc

Subject Your Speech / Exceptions /SLDs

I reany enjoyed the excellent speech you gave on Friday morning in'Santa Barbara. Moreover, I
want to seek your direction and guidance on several topics which relate to issues you talked
about in your speech. One of the topics is outlined here in this email to facilitate a discussion.

In your speech, you described how guidelines and credit standards have become increasingly
more aggressive across the industry and .here at CW. Since exceptions. are generally done at
terms even more aggressive than our guidelines, I want to make sure all of the various groups
(Production Divisions, Bank, Credit, etc.) are aligned on key SLD/exception issues.

CW's approach to exceptions has been lucrative over the past several years. Given the
expansion in guidelines and growing likelihood that the real e:state market will cool, this seems
like an appropriate juncture to revisit our approach to exceptions and reconfirm where we're
comfortable and change where we're not. I would like to supplement my
opinions/recommendations on these issues with your guidance.

1. Purpose of SLDs. To ensure that exception policies and processes are properly designed, J
wanted to reconfirm the purpose of the SLDs. Here's my current understanding: The purpose of
the SLDs is to evaluate credit risk and price "off-menu" transactions.

2. Comfort with Credit Risk. A key alignment issue 

'is our comfort with the where and how of
credit risk, especially with respect to exceptions.

a. Use of 2nds Liens as Credit Enhancement. Many of the exce:Qtion transactions we do are

JPM000393
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structured as a piggy-back transaction where we're providing a second lien. One advantage
of this approach is that it makes the i st easier to sell. A disadvantage lS tliat we're taking
much of the credit risk through our second. Are we comfortable with the current approach
where CW takes much of the credit risk on exceptions? Or, should we encourage exceptio~s
to be done as a single 1 st lien where we can more effectively sell the credit !isk away?

b. R&W Exposure. We've sold much of the credit risk associated with high risk
transactions away to third parties. Nevertheless, we will see higher rates of default on the
riskier transactions and third parties coming back to us seeking a repurchase or
indemnification based on an anegedR& W breach as the rationale. While Credit has taken
steps to prepare for this situation, lm not sure various pars ofthe.cQmpany are sufficiently
aware or aligned.

c. Security Performance. To the extent our securities contain a greater concentration of
higher risk trJnsactions than th~se !ssued by our competitors, our security performance may
be adversely impacted. Theissue here is the extent our concern over security performance
drives what we" wil or won't do on ~n exception.

d. Optics. Irrespective of whether the credit risk was sold away or appropriately priced for
the underlying risk, higher default rates will be controversial and may also lead to "Monday
morning" criticism of both guidelines and exceptions. Here the main issue to make sure
everyone's aware that we win see higher default rates, especially if the economic
environment deteriorates. Your Friday speech was the first time 1 've heard this topic clearly
stated to a large audience.

3. Approval Standard. Exceptions can generally be approved using one of three approaches:

(l) offset exception items with compensating factors, (2) offset exception items with risk-based
pricing, or (3) offset exception items with a combination of both compensating factors and
risk-based pricing. The answers to the preceding questions wil influence the approval standard
we want tlie SLDs to.use. The general ~ançlard we use for all loans (that we expect the loan to
be paid in a timely manner based on our underwriting) should also apply to exceptions.

4. Policy and Process Uniformity. Should we have more than one policy and process for

exceptions? Or, should we adopt one uniform methodology to be used across Divisions and
Companies (e.g., the same methodology would be used for Bank and non-Bank loans)?

5. Exception Pricing. Our pricing models have some inherent limitations which are amplified

when used to price exceptions.

a. Distrbution of Outcomes. Our pricing generally reflects the mean average outcome.
Prices wil therefore be inadequate for outcomes worse than the mean. There are at least two
alignent issues or questions germane here. One, everyone should be aware of the outcome
we're priced to. Two, are there any instances whei:e we should be pricing to a different
outcome?

b. Data Limitations. There are at least two key limitations in our data: (I) While we have
one of the best data sets in the industry, our data do not include high-stress economic
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l

environments; and (2) Models are often used to price transactions (e.g., exceptions) beyond
the scope of the data used to estimate the models. ~

Although the topics i have outlined above are relevant to the scheduled SLD summit, the summit
may not be the best setting to discuss these issues. I'll stop by to ask see what ýou think. Thank
you.

/

JPM000395
Conftdential T ,eatmenl

SEC_ENF_FCIC_009597



Angelo Mozilo/Managing 
Directors/CF/CCI 

To Dave Sambo/lManaging Directors/CF/CCI;Stan 
Kurland/Managing Directors/CF/CCI 

cc 
06/13/2005 03: 08: 38 PM bcc 

Subject Fw: Friend of Moe Muscatel and Bob Neill 

This is the third deal in the last 10 days that BoA has offered that is impossible to beat. In fact the other 
two were substantially worse than this one. It appears to me that BofA is making an aggressive move 
into mortgages once again. We will have to wait until their balance sheet gets overloaded with 
underwater mortgages. 
----- Forwarded by Angelo Mozilo/Managing Directors/CF/CCI on 06/13/2005 03:04 PM -----

Mr. Mozilo, 

David 
Kovnesky/Consumer/CF/CCI 
06/13/2005 10: 12 AM 

To Angelo Mozilo/Managing 
Directors/CF/CCI@COUNTRYWIDE 

cc Kay 
Gerfen/Administration/CF/CCI@COUNTRYWIDE, 
Doug Perry/Consumer/CF/CCI@COUNTRYWIDE, 
Maritza Cruz/Consumer/CF/CCI@COUNTRYWIDE 

bcc 
Subject Re: Fw: Friend of Moe Muscatel and Bob Neill 

Dr. Yoshida informed me that he has applied with Bank of America for a 7/1 ARM at 5.625 with 1 pt. 
(100% financing). 

We can get him this rate for .25 pts, however, we cannot make 100% financing under this program. 
have him locked in at an 80/20. Apparently, the program B of A is using targets new Doctors who just 
finished their internships. 

He asked me to contact you in regards to matching this offer. 

Please let me know how you would like me to proceed. 

Thanks. 

Angelo Mozilo/Managing 
Directors/CF/CCI 
06/08/200507:34 AM 

To David Kovnesky/Consumer/CF/CCI@Countrywide 
cc 

bcc 
Subject Re: Fw: Friend of Moe Muscatel and Bob Neill 

Again, based upon the Fico the loan is approved and close as soon as you possibly can. 

David 
Kovnesky/Consumer/CF/CCI 

Confidential Treatment Requested 

To Angelo Mozilo/Managing 
Directors/CF/CCI@COUNTRYWIDE 
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06/07/200505:36 PM 

Mr. Mozilo, 

cc Kay 
Gerfen/Administration/CF/CCI@COUNTRYWIDE, 
Doug Perry/Consumer/CF/CCI@COUNTRYWIDE, 
Maritza Cruz/Consumer/CF/CCI@COUNTRYWIDE 

bcc 
Subject Re: Fw: Friend of Moe Muscatel and Bob Neill 

I locked in Dr. Yoshida's loan today. Please review the details below: 

Purchase Price: 
Loan Amount: 
HELOC: 
LTV ICLTV: 
Loan Type: 
FICO: 
DTI: 
Reserves: 

$760,000 
$608,000 

$152,000 
80 1100 

NC 1011 ARM 1/0 
781 
20 I 23 

$20,000 

Dr. Yoshida's parents may gift him a 10% down payment, but he is unsure of this at the moment. For 
now, he has decided on the 80/20 program. 

Please let me know if you have any questions. Thank you again for the referral. 

Angelo Mozilo/Managing 
Directors/CF/CCI 
06/06/2005 09: 52 AM 

To David Kovnesky/Consumer/CF/CCI@Countrywide 
cc 

bcc 
Subject Fw: Friend of Moe Muscatel and Bob Neill 

Please call Dr. Yoshida and get the process started. Take 1/2 point off and no extra fees. Based upon 
his background, fico score and that he is recommended by Moe Muscatel I have no problem in approving 
this loan. 
----- Forwarded by Angelo Mozilo/Managing Directors/CF/CCI on 06/06/2005 09:50 AM -----

Angelo: 

TelMoe@aol.com 
06/06/2005 08: 08 AM 

To Angelo_Mozilo@countrywide.com 
cc 

bcc 
Subject Friend of Moe Muscatel and Bob Neill 

Bob Neill and I will personally youch for Dr. Yoshida. Jeff is a real gem and is going places. You can reach me at 
760-32-1--0687 or 760-902-6267. We appreciate your assistance. 
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LO\e you. Moe 
----- Message from "Jeff Yoshida" <jeffyosh@yahoo.com> on Sun, 5 Jun 2005 23:45:12 -0700 (PDT) -----

To: 
Subject: friend of bob 

Hi Moe, My name is Jeff Yoshida. I am a friend of Bob 
Neill and he asked that I send you some information 
about myself regarding a home loan from Countrywide. 
The house that I bid on is located in Huntington Beach 
and the amount of my bid was $750,000. I am assuming 
that if there is a counteroffer it will likely be 
around $760,000. Nonetheless, it is a 1700 sq ft home, 
3bd, 2 bth with a lot of potential for appreciation. 
My financial situation is such that I don't have any 
debt (recently paid off my school loans) but I also 
don't have a lot of liquid cash or equity. This is 
because I have never owned a home and my salary in the 
past was quite low. My current base salary is roughly 
$260,000 with the possibility for another 
$50000-100000 in bonus money depending on my 
productivity. I should also say that I have decent 
credit(FICO score near or around 740). 

As Bob might have told you, I completed my 
Urology residency, as well as medical school training, 
at Lorna Linda University. I then completed a 
fellowship in Laparoscopic Oncology at the City of 
Hope Medical Center. My total number of years of 
training after medical school was eight years. After 
fellowship, the City of Hope asked me to join their 
staff and I have been there now for approx. 6 months. 
I am one of 3 fellowship trained urologic oncologists 
there. Our emphasis has been on minimally invasive 
surgical treatments for various cancers with a 
particular emphasis on prostate cancer. We perform the 
robotic assisted laparoscopic prostatectomy and get 
hundreds of patients from around the country. In fact, 
we have the second largest series in the country with 
regard to this procedure. Currently we perform roughly 
600 of these cases per year. In addition, I am also 
the surgeon solely responsible for kidney and advanced 
testicular cancers. I hope this information is useful 
to you and would be happy to provide you with more. 
Please call or email me . My contact information is: 
cell# 310-227-6127, pager # 626 423-5123, office 626 
359-8111 ext 63140. Thankyou very much for your help. 
Sincerely, Jeff Yoshida 

Confidential Treatment Requested BAC-FCIC-E-0000753907 





Angelo Mozilo/Managing 
Directors/CF/CCI 

To Dave Sambol/Managing Directors/CF/CCI 
cc Stan Kurland/Managing Directors/CF/CCI;Carlos 

Garcia/Managing Directors/CF/CCI 
08/02/200501:08:44 PM bcc 

Subject Re: Fw: Bank Assets 
I absolutely understand your position however there is a price we will pay no matter what we do. The 
difference being that by placing less attractive loans in the secondary market we will know exactly the 
economic price we will pay when the sales settle. By placing, even at 50%, into the Bank we have no 
idea what economic and reputationallosses we will suffer not to say anything about restrictions placed 
upon us by the regulators. 

Dave Sambol/Managing 
Directors/CF/CCI 
08/02/2005 08:46 AM 

To Carlos Garcia/Managing 
Directors/CF/CCI@COUNTRYWIDE 

cc Angelo Mozilo/Managing 
Directors/CF/CCI@COUNTRYWIDE, 
stan_kurland@countrywide.com 

bcc 
Subject Re: Fw: Bank Assets 

While it makes sense for us to be selective as to the loans which the Bank retains, we need to analyze 
the securitization implications on what remains if the bank is only cherry picking and what remains to be 
securitized/sold is overly concentrated with higher risk loans. This concern and issue gets magnified as 
we put a bigger percentage of our pay option production into the Bank because the remaining production 
then increasingly looks like an adversly selected pool. 

Carlos Garcia/Managing 
Directors/CF/CCI 
08/02/200507:31 AM 

To Angelo Mozilo/Managing 
Directors/CF/CCI@COUNTRYWIDE 

cc Stan Kurland, Dave Sambol 
bcc 

Subject Re: Fw: Bank Assets 

No lending to investors in any market is the direction we are following/implementing immediately without 
waiting on analyses or deliberation. When we complete analyses if it supports any diifferent action we will 
share and get concurrence for any adjustment to your guidance. I do agree with your cocern particularly 
given the fact that credit availability is going to tighten or atleast get a lot more expensive due to the 
growing concerns over payoption and io loans, rising rates, housing bubbles and ensuing regulatory and 
lender actions. 

From: Angelo Mozilo 
Sent: 08/02/2005 06:48 AM 
To: Carlos Garcia 
Cc: Stan Kurland 
Subject: Re: Fw: Bank Assets 

I appreciate your response however we should not be making any pay options to investors anywhere. 
This is not the business that a fledgeling bank of our size should be involved with. Pay option loans being 
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used by investors is a pure commercial spec loan and not the traditional home loan that we have 
successfully managed throughout our history. When investors want to arbitrage with a loan of this nature 
they should go to Chase or Wells not to us. 

It is also important for you and your team to understand from my point of view that there is nothing 
intrinsically wrong with pay option loans themselves, the problem is the quality of borrowers who are 
being offered the product and the abuse by third party originators. There are other more traditional 
products in the marketplace that you can fund to meet your needs and as I said in my previous memo, if 
you are unable to find sufficient product then slow down the growth of the Bank for the time being .. 

Carlos Garcia/Managing 
Directors/CF/CCI 
08/02/200501:00 AM 

To Mike Muir, Clifford Rossi, Dave Walker, Timothy 
Wennes, Marito Domingo 

cc Jim Furash, Stan Kurland, Angelo Mozilo 
bcc 

Subject Fw: Bank Assets 

Pursuant to Angelos direction, please make every effort to further accelerate the assessment of low fico 
borrowers and appropriate action on payoptions. Also are there additional markets besides south florida 
and vegas that merit discontinuation of lending to investors or condo borrowers? We still have south 
florida and vegas lending shut down for all products, right? I want to get with stan and back to angelo this 
week. In the meantime pending the completion of analyses and deliberations we should now stop 
investing in payoption loans less than 660 fico unless the cltv is 70 percent or lower or they have mi. 
Likewise stop lending on helocs with underlying payoptions unless the cltv is under 70 and the fico is over 
660 unless we can buy mi economically. Also discontinue investor properties in all markets pending 
completion of analysis. Also please take steps to sell high risk payoption loans in the portfolio such as 80 
ltv loans with ficos less than 660. Please also propose any additional steps you deem appropriate. Again 
we need to move fast to cut risk and not be paralyzed by analyses that can follow. 

From: Angelo Mozilo 
Sent: 08/01/2005 10:13 PM 
To: Carlos Garcia 
Cc: Stan Kurland 
Subject: Bank Assets 

I am becoming increasingly concerned about the environment surrounding the borrowers who are utilizing 
the pay option loan and the price level of real estate in general but particularly relative to condos and 
specifically condos being purchased by speculators (non owner occupants). I have been in contact with 
developers who have told me that they are anticipating a collapse in the condo market very shortly simply 
related to the fact that in Dade County alone 70% of the condos being sold are being purchased by 
speculators. This situation is being repeated in Broward County, Las Vegas as well as other so called 
"hot" areas of the Country. 

We must therefore re-think what assets should be putting into the bank. For example you should never 
put a non owner occupied pay option ARM on the balance sheet. I know you have already done this but 
it is unacceptable. Secondly only 660 fico's and above, owner occupied pay options should be accepted 
and only on a limited basis. The focus should be 700 and above (owner occupied) for this product. The 
simple reason is that when the loan resets in five years there will be an enormous payment shock and if 
the borrower is not sufficiently sophisticated to truly understand this consequence then the bank will be 
dealing with foreclosure in potentially a deflated real estate market. This would be both a financial and 
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reputational catastrophe. 

Frankly I am no longer concerned about the pace of growth of the bank. In fact if there was little to no 
growth over the next six months until we can assure ourselves of high quality performing assets I would 
be the supporter of little to no growth. Since we own the assets of the bank and responsible for the long 
term performance of those assets we must focus on quality and not quantity if that's the choice we have 
to make. I feel strongly that over the next twelve months we are going to be facing one ot the most 
difficult and challenging real estate and mortgage markets in decades and I want to take steps now to 
mitigate and hopefully avoid any damage to our Bank. 

On Sunday I met a mortgage broker from a town near Troy, Michigan who told me that he does all of his 
business with Countrywide. First I was pleased with the news until he told me why. He said that the area 
he serves is severely economically depressed and that the only way he can qualify his borrowers is the 
via the pay option ARM. I have heard this story many times over from mortgage brokers who utilize the 
pay option for very marginal borrowers for the sole purpose of creating volumes and commissions. We 
simply cannot and will not allow our Company to be victimized by this pervasive behavior and since we 
can't control the behavior of others it is essential that we control our own actions. 

I therefore want you to meet with Stan and I to review the actions that you are putting in place to secure 
the financial integrity of the Bank. 
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Angelo Mozilo/Managing 
Directors/CF/CCI 

To Dan Tarman/Managing 
Directors/CF/CCI@Countrywide 

cc "Andy Bielanski Pager" 
<3815762@Skyreply>@Countrywide 

08/03/200508:47:23 AM bcc 

Subject Re: Today's American Banker: Pay Options 
You should know that we have made major changes in the Bank this week relative to placing substantial 
restrictions for pay option loans. For example we will not accept pay option loans for speculators or on 
second homes. Pay option loans will be offered at the Bank only on owner occupied properties where the 
borrowers Fico is 660 or above. 

You should speak to Carlos Garcia to fully understand all of the major changes that we have made this 
week. In my opinion there is nothing intrinsically wrong with pay option loans however there is something 
very wrong as to whom the product is being sold. Third party originators such as mortgage brokers are 
utilizing the loan to squeeze borrowers into homes without regard to the future consequences to that 
borrower, and speculators are using it as an arbitrage product. These events could lead to catastrophic 
consequences which would be exacerbated if real estate values begin to decline. The moves we have 
made should substantially mitigate any damage to the bank irrespective of future events. More 
importantly this change in policy is positive for your shareholders as well as to borrowers who, most likely, 
are being set up for foreclosure. 

Dan Tarman/Managing 
Directors/CF/CCI 
08/03/200507:59 AM 

To Angelo Mozilo/Managing 
Directors/CF/CCI@COUNTRYWIDE, Stan 
Kurland/Managing 
Directors/CF/CCI@COUNTRYWIDE, Dave 
Sambol/Managing 
Directors/CF/CCI@COUNTRYWIDE, Eric 
Sieracki/Managing 
Directors/CF/CCI@COUNTRYWIDE, Sandy 
Samuels/Managing 
Directors/CF/CCI@COUNTRYWIDE 

cc 
bcc 

Subject 

A quick note to bring to your attention a piece in today's American Banker regarding the pay option issue. 
The article focuses on the emerging trend toward greater transaparency around this issue and references 
both CFC as well as some of our competitors. I believe we are positioned relatively well in terms of our 
posture vis a vis disclosure. Three particular things in the piece to note: 1) once again, Herb Sandler is 
out there reinforcing similar messaging to what we saw from him in the WSJ piece; 2) a reference to 
some concerns among ratings agencies around this issue; 3) our discussion of this topic during the Q&A 
on the earnings call is positioned in a relatively positive light in the article. 

This article is yet another example of how the media herd is moving on this issue. It also states as fact the 
notion that pay option products are inherently risky. 

Our cross-functional team is developing a recommended strategy, messaging and set of actions that we 
expect to be able to present to you shortly for your review and consideration. 

Dan 
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Executiyes Giying More Details on Option ARMs 

From: American Banker 

Wednesday. August 3. 2005 

By Iody Shellll 

Swirling questions sparked by the growth in adjustable-rate mortgages that allow for negative 
amortization met with much more detailed responses from lenders during their second-quarter 
earnings discussions. 
Washington Mutual Inc., Golden West Financial Corp., IndyMac Bancorp Inc., and FirstFed 
Financial Corp. all volunteered details on aspects of their originations and portfolios of "option" or 
"MTA" ARMs that they had never before disclosed, previously tucked into securities filings, or 
revealed only sporadically. 
In Wamu's case, last month's disclosures included completely new data on the level of its option 
ARM activity in the supplementary information with its quarterly earnings press releases. 
The Seattle thrift company, not exactly a newcomer to the product, explicitly broke out the exact 
amount of option ARMs among its mortgage originations (37%) and in its loan portfolio (35%). It 
had previously only hinted at such details in securities filings, or given them out occasionally during 
presentation Q&A sessions. 
During the second-quarter call chief executive officer Kerry Killinger indicated that concerns about 
housing prices motivated its sales of about three-quarters of its option ARM originations - another 
increase in the percentage. Chief financial officer Thomas Casey followed up by talking about its 
portfolio. He said only 8% of its option ARMs started with loan-to-value ratios above 80%, and he 
stressed that none were made to subprime borrowers. 
For Golden West, IndyMac, and FirstFed, the new level of candidness also included the amount of 
negative amortization their borrowers are actually using. 
Whether the round of disclosures will satisfy calls for more information, or last beyond the quarter, 
is uncertain. What's clear is that more and tougher questions about option ARMs are being lobbed at 
lenders, even those on the West Coast that have regularly made the loans as far back as the early 
1980s. 
Many of the traditional players find the new interest somewhat perplexing, but some have clearly 
decided they cannot ignore it. 
"It seems to us if everybody is talking about something, you ought to be giving them the information 
they need," said Herb Sandler, the co-chief executive at Golden West, an option ARM pioneer that 
began to disclose the negative amortization in its portfolio only this year. 
A main reason for the attention to such loans is the danger posed by the combination of growing loan 
balances and frothy home prices in some markets, as well as what is widely seen as generally looser 
mortgage underwriting. Another reason is the increased recent use of the negative amortization 
feature by borrowers. 
Still another reason has to do with the increased pessimism by Standard & Poor's Corp. and Fitch 
Inc., which has cut into the profitability of securitizations. There is also competitive pressure, which 
until recently was not impacting the loans' sales margins as much as those for other loan types. 

Confidential Treatment Requested BAC-FCIC-E-00007S7820 



On their conference calls, executives at both IndyMac and Wamu talked about the product in their 
prepared statements. Even so, they then spent a good deal of time answering questions about it. 
"No closing remarks - I'm worn out here," Michael W. Perry, IndyMac's chairman and CEO, said at 
the end of his call, after he had discussed its option-ARM origination metrics, insurance and 
underwriting policies, and borrowers' payment choices, among other things. 
"As you can see, we are trying our very best to be fully transparent and address the key issues," he 
said. "We came a long way toward addressing people's concerns, so they can understand this option 
ARM product a little better." 
In their quarterly releases, Golden West and FirstFed included information on what some analysts 
call one of the loans' key data points: the amount of deferred interest created by borrowers' use of 
negative amortization. This number shows both how much of a lender's interest income was noncash 
and how much of its loan growth came from partial payments, not new loans. 
FirstFed, of Santa Monica, Calif., previously offered the information in its annual reports, but not in 
other releases or filings. Golden West, the Oakland parent of World Savings Bank, began disclosing 
the figure in the 10-K it filed in March for last year. In an interview, Mr. Sandler said it was 
responding to questions stemming from what he agrees is the lax underwriting of some new entrants, 
and their extremely low teaser rates. 
TndyMac also provided a glimpse into the issue by describing the deferred interest on the loans it 
services. (A spokeswoman said its own loan portfolio has behaved similarly. Considering the level 
of questioning, it expects to break out extra details on the ARMs "for a while," she said.) 
Wamu, on the other hand, offered no details on its deferred interest during the quarter, though Mr. 
Casey did say only 4 basis points of its option ARM balances was above the principal amount of the 
loans when they were made. 
Responding to a question, he defended the decision not to disclose deferred interest. Wamu would 
"continue to look at that and see if it's relevant, but we think the more appropriate assessment of the 
risk is the amount above the original loan value," he said. 
A spokesman said last week that it received no follow-up questions and presented a "fair and 
meaningful picture" of its book. 
Paul Miller, an analyst with Friedman, Billings, Ramsey & Co., said he cares less about seeing the 
amount of negative amortization than he does about making sure the loans' underwriting is sound, 
and that they can be sold. Where such disclosures are lacking, "we'll just keep on asking," he said. 
The earnings call for Countrywide Financial Corp. of Calabasas, Calif., whose entry into the market 
a few years ago helped make the option ARM a standard product, was a case in point. Countrywide, 
the nation's top home lender, again disclosed no specific information on the loans in its release or 
any other prepared remarks, but executives were peppered with questions, and they were obviously 
ready with quantitative answers. 
Among other things, they talked about the amount of the loans it holds in its bank, the use of 
negative amortization, and how much of the demand for the loans came from California. Angelo 
Mozilo, Countrywide's CEO, volunteered that the average FICO score of its option ARM borrowers 
was above 700. Stanford Kurland, its president, said the delinquency rate on the option ARMs in its 
pOlifolio was just over 1 %. 
For years Downey Financial Corp. of Newport Beach, Calif., has provided more details in its filings 
than others: the amount of its ARMs with the negative amortization option, the percentage of loans 
that cap negative amortization at 110% or 125% of the original principal, and the net amount of 
deferred interest. 
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Thomas E. Prince, its chief operating officer and CFO, said he is definitely getting more questions 
about the loans, which he attributed to a widespread lack of understanding of them - in particular 
among analysts and investors based on the East Coast. 
Downey mayor may not say anything more in future quarters, Mr. Prince said in an interview. "We 
haven't hidden it or anything, but whether we do it in the earnings release remains to be seen." 
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DATE: 01/12/2006 
TIME: 04:35:00 GMT 
AUTHOR: May, William 
RECEIPIENT: Harris, Gus 
CC: 
SUBJECT: RE: BES and PEs 

Top Achievements in '05: 

Permanent Subcommittee on Investigations 

. Do~ument or~ginally produced in unformatted text; reformatted 
(tncludtng ex~l~s\On of meta data). for readability by the Subcommittee. 

Ongtnal document retatned in Subcommittee files. 

1. Protected our market share in the COO corporate cash-flow sector (CLOs, CBOs [there was only one but we rated 
it] and SME CLOs). To my knowledge we missed only one CLO from BofA and that CLO was unratable by us 
because of it's bizarre structure. 

2. Managed the group to minimize tumover. The only senior analysts who left in '05 were Kathy Lu and Phil Mack, 
both of whom were about to receive very negative PE's. I considered putting this as my #1 accomplishment. In fact, I 
believe it should quite possibly be the #1 achievement for all four MDs for 2005. It seems to me that one of the 
greatest challenges for a Derivatives MD at Moody's is simply to create a working atmosphere that will encourage 
talented people to stay despite the fact that we pay 1/3 to 1/2 market rate. We do this by creating a workplace where 
(i) the analysts know that they are valued, (ii) they have real input into the work product, (iii) they have the time to 
function as at least quasi-spouses and quasi-parents, (iv) they receive public and private praise for their 
accomplishments and (v) backstabbing and incivility are not tolerated. In short, the MDs worked hard to compensate 
the staff with intangible, non-cash emoluments. 

3. Brought a minimum of cohesion to the lawyers in the group (Le. more or less herded cats). This last year was the 
first year where we had regular lawyers' lunches. The lawyers actually showed up to the lunches which is something 
they did not do in previous years (we often included William Ma and Marlow in London, btw). The lawyers thoroughly 
haShed out difficult legal issues that face the group without ripping one another to shreds--also something not 
accomplished in prior years. To some this may seem a minor achievement. Believe me, it wasn't. 

4. Managed CLO deal flow successfully. I view this as related but different from goal # 1. The number of CLOs that 
we rated increased by approximately 61% last year. The number of amendments that we had to process and 
committee increased more than that, though I do not have hard numbers. At the end of the year, when the deal flow 
was reaching its crescendo, we lost three experienced CLO analysts (Elena, Stephanie, Phil). Despite these 
formidable challenges, we managed to get all the deals rated with no loss of market share, minimal turnover and 
almost no complaining from clients. 
We also managed to quell a near uprising from the leading bankers in the SME CLO market (Wachovia and Merrill) 
over the level of our credit estimates for their managers' collateral. We now have, as best I can tell, 100% market 
share in the SME CLO market and a promise from one of our major clients in that space (Fortress) to do a Moody's
only deal because of their happiness with our overall level of service to them. 
We also finished and promulgated a comprehensive CLO Rating Guide and a "beta" version of the CLO Committee 
Template which we expect to make mandatory by 1/31. 

5. Outreach to the market/lntemal outreach. I spent a great deal of time making sure that I got to spend some time 
with the major investment banks in the CLO space. I tried to do this in a relaxed, non-deal pressured environment
lunch, dinner, drinks, chatting people up at conferences, unscheduled phone calls, etc. I also co-chaired the IMN 
conference in New York last March where I got much more face time than either of the reps from S&P or Fitch and I 
spoke on two other conference panels. 
Intemal outreach: You told me last year that you wanted me to identify key people in our group and work with them to 
protect and grow our business. You also said the BES survey should get positive results. 

Permanent Subcommittee on Investigations 
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Angelo Mozilo/Managing 
Directors/CF/CCI 

To Stan Kurland/Managing 
Directors/CF/CCI@COUNTRYWIDE;Dave 
Sambol/Managing 
Directors/CF/CCI@COUNTRYWIDE;Eric 
Sieracki/Managing 
Directors/CF/CCI@COUNTRYWIDE;David 
Spector/Managing 
Directors/CF/CCI@COUNTRYWIDE;John 
McMurray/Managing Directors/CF/CCI@Countrywide 

cc 
03/27/200608:53:31 PM bcc 

Subject HSBC 

Based upon our meeting of today we agreed to the following: 

1. Stan will oversee all of the corrective processes that will be put into effect to permanently avoid the errors 
of both judgement and protocol that have led to the issues that we face today caused by the buybacks 
mandated by HSBC. 

2. Sambol will make certain that the people responsible for the origination process understand the necessity 
for adhering to the guidelines for 1 00% LTV sub-prime product. This is the most dangerous product in 
existence and there can be nothing more toxic and therefore requires that no deviation from guidelines be 
permitted irrespective of the circumstances. 

3. In addition Sambol, Spector and McMurray will coordinate with Bailey to assure that the loans originated 
are immediately put in the hands of our best sub prime collectors in order to avoid the EPD issue that we are 
currently facing. 

4. Spector is to review the buybacks and to take every step possible to correct the deficiencies and look for 
another secondary sale opportunity in order to reduce the loans of this type on our balance sheet. 

5. McMurray is to assure that the process of assessing risk is re-examined to make certain that there are 
absolutely no holes in the assembly line of risk assessment and contractual obligations which could cause 
this situation to repeat itself. 

6. Spector is to take a fresh look at all of our contractual obligations relative to secondary market 
requirements to assure that we don't commit ourselves to subordinate the balance sheet of the Company to a 
third party. That is what we have done relative to our commitments to HSBC. We simply cannot tolerate 
trailing indemnifications which are infinite in time and nature. Again, this was a juvenile mistake that can 
never be repeated. 

7. Sieracki is to keep me apprised of the ultimate financial impact on the Company including reserves, write 
offs, etc. relative to the HSBC project. 

Again it is important that we take all of the corrective measures to resolve the outstanding issues with this 
product but more important is establish all of the necessary protocols to assure that we are originating these 
loans in a manner which takes us out of harms way and that the loans are sold in a manner to avoid further 
and unnecessary exposure to the Company. 

Let me know if you have any questions concerning any aspect of this e-mail. 
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Angelo Mozilo/Managing 
Directors/CF/CCI 

To Stan Kurland/Managing 
Directors/CF/CCI@COUNTRYWIDE;Dave 
Sambol/Managing 
Directors/CF/CCI@COUNTRYWIDE 

cc Steve Bailey/Managing 
Directors/CF/CCI@Countrywide 

04/03/2006 09: 13: 57 PM bcc 
Subject Fw: PayOption Arm Information You Requested 

This is important data that could portend serious problems with this product. Since over 70% have opted 
to make the lower payment it appears that it is just a matter of time that we will be faced with a substantial 
amount of resets and therefore much higher delinquencies. We must limit this product to high ficos 
otherwise we could face both financial and regulatory consequences. 
----- Forwarded by Angelo Mozilo/Managing Directors/CF/CCI on 04/03/2006 09: 11 PM -----

Angelo, 

Steve Bailey/Managing 
Directors/CF/CCI 
04/03/2006 05:27 PM 

To Angelo Mozilo/Managing 
Directors/CF/CCI@COUNTRYWIDE 

cc 
bcc 

Subject Fw: PayOption Arm Information You Requested 

Here is the information on PayOption Arms as we discussed. Please let me know if you have any 
questions. 

----- Forwarded by Steve Bailey/Managing Directors/CF/CCI on 04/03/200605:24 PM -----

Bill Endicott/Loan 
Admin/CF/CCI 
04/03/2006 05:20 PM 

To Steve Bailey/Managing 
Directors/CF/CCI@Countrywide 

cc Craig Baingo/Loan 
Admin/CF/CCI@COUNTRYWIDE, Kevin 
Meyers/Loan Admin/CF/CCI@Countrywide, Lisa 
Afsharian/Loan Admin/CF/CCI@COUNTRYWIDE, 
Svetlana Keslin/Loan Admin/CF/CCI@Countrywide 

bcc 
Subject PayOption Arm Delinquencies 

The following is a quick re-cap on the PayOption ARM portfolio as of February 06: 

PayOption ARMs make up 341,841 loans or $118 billion UPS representing 4.5% and 10.4% in total 
CHL volume and dollars respectively. 

Concentration of loans with negative amortization is currently at 62%. The negative amortized 
balances are in the early stage of ramping up and are still relatively low. Please note that once a 
balance reaches 115%, the loan resets to a full amortization term. See the stratification of balances 
below. 
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Loan Sal. 62% Portion Mix 
101 146,209 68.97% 
102 62,899 29.67% 
103 2,857 1.35% 
104 12 0.01% 
105 4 0.00% 

105-109 12 0.01% 
11 0-115 1 0.00% 

72% of customers chose Minimum Payment selection in February 06, up from 60% in August '05. 

The delinquency rate has increased in the last six months from 1.19% in August '05 to 2.21 % in 
February '06. The rise in delinquency is mostly attributed natural seasoning of the portfolio. The 
PayOption ARM delinquency is relatively low when comparing to Conventional, Government, and 
Subprime portfolios with 2.75%,14.04% and 16.45% delinquency rates respectively. 

CLD and WLD origination channels account for 39% and 38% of the PayOption ARM portfolio 
volume, respectively; California represents 45%. 

When comparing PayOption Arm performance to Interest Only, 3/1 and 5/1 ARM products, it 
consistently outperformed 3/1 product. Over the past 6 months, PayOption ARMs under-performed 
both 5/1 and Interest Only loans with the exception of February when PayOption ARMs outperformed 
the Interest Only product. 
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Angelo Mozilo/Managing 
Directors/CF/CCI 

To eric sieracki 
cc stan kurland;dave sambol;David Spector/Managing 

Directors/CF/CCI;John McMurray/Managing 
Directors/CF/CCI@Countrywide 

04/13/2006 07:42: 35 PM bcc 

Subject Re: 1 Q2006 Earnings 
As per our conversation of this morning it appears to me that there are several important issues which 
must be addressed relative to our 100% sub prime seconds business. In that regard I would like you to 
analyze the losses incurred to date specifically from the HSBC transaction and equally important what are 
our future expectations as to losses. 

Not necessarily in the order of importance here are my key concerns about the product itself and about 
how we conducted ourselves in the origination and delivery of the product to HSBC: 

1. The negotiations with HSBC was very flawed and as I stated in my memo several weeks ago 
extraordinarily juvenile. Specifically we gave every option possible to HSBC to kick back to us all losses 
while they maintained all of the gains. At this stage of our corporate lives we should know better. 
2. The loans were originated through our channels with serious disregard for process, compliance with 
guidelines and irresponsible behavior relative to meeting timelines. As a result we delivered loans with 
deficient documentation, did not respond timely in correcting those deficiencies which resulted in extreme 
time delays thereby permitting loans to have a greater chance for early payment default. 
3. The field people and everyone involved in the origination chain received substantial compensation for 
the origination of this product but have yet to suffer the consequences of unnacceptable conduct relative 
to every aspect of originating, documenting and delivering the product to HSBC. 

Frankly I don't want to hear how much we made on the premium that we were paid by HSBC because I 
believe (Sieracki is doing the analysis) that the net of this transaction when you consider all of the 
executive, managerial and administrative time that we have expended in putting out the fires, is negative 
to the Company. This quarter alone we have had to take a .19 write down because of the hits we have 
taken to date. 

Bottom line, from the negotiation of the deal with HSBC through the delivery of the product we have 
compounded one error after another. Therefore I want Sambol to take all steps necessary to assure that 
our origination operation "follows guidelines" for every product that we originate. I have personally 
observed a serious lack of compliance within our origination system as it relates to documentation and 
generally a deteriation in the quality of loans originated versus the pricing of those loan. In my 
conversations with Sambol he calls the 100% sub prime seconds as the "milk" of the business. Frankly I 
consider that product line to be the poison of ours. Obviously as CEO I cannot continue the sanctioning 
of the origination of this product until such time I can get concrete assurances that we are not facing a 
continuous catastrophe. Therefore I want a plan of action not only from Sambol but equally from 
McMurray as to how we can manage this risk going forward. 

Eric Sieracki/Managing 
Directors/CF/CCI 
04/13/2006 03:26 PM 
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To Angelo Mozilo/Managing 
Directors/CF/CCI@COUNTRYWIDE, 
stan_kurland@countrywide.com, Dave 
Sambol/Managing 
Directors/CF/CCI@COUNTRYWIDE 

cc 
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bcc 
Subject 1 Q2006 Earnings 

This note is primarily for the benefit of Angelo and Dave since you're both out of town. Stan, you already 
know most of this. The 102006 forecast on April 3 indicated $1.08. The final earnings number will be 
$1.10. 

Significant differences were observed from the April 3 forecast to the preliminary flash. March prime 
margins came in $0.16 better than expected. The $0.16 was comprised of $0.08 from final servicing 
values being higher than secondary marketing original values, $0.06 from a hedge gain (pipe hedge was 
a net short during a selloff), and $0.02 from secondary executions better than expected on late March 
deals. While the April 3 forecast already included $0.08 of provision for loss reserves, an additional $0.08 
was charged to earnings after the preliminary flash. More on reserves later. CCM came in $0.03 higher 
than expected, Insurance was $0.01 better than expected and there were $0.02 of other. That math all 
comes out to $1.22 for the preliminary flash. 

ALCO met Tuesday and concluded that certain OAS and discount rate changes were required for MSRs 
and other retained interests based on pertinent data. Identical to last quarter, ALCO repeated the 
elimination of the "muter" technique in determining OAS (cuts indicated OAS changes in half to reduce 
volatility). The elimination of the muter increased MSR OAS in 102006, the opposite of 402005. 
Discount rates on nonprime, NIMs and fixed rate seconds were also adjusted. The net effect of these 
changes was to decrease EPS by $0.09. 

Further review of credit loss reserves also indicated an additional provision of $0.03 was required. The 
preliminary flash of $1.22 was reduced by the $0.09 and $0.03 to $1.10, which is the final number. 

The bottom line is that prime margins for the month of March far outperformed expectations by $0.16. 
Major offsets were additional loss provisions of $0.11 and ~AS/discount rate adjustments of $0.09. 

On the topic of reserves, the total credit loss provision for 102006 was $0.19, which compares to $0.02 in 
102005. The dollar amount is $192MM. According to John McMurry, $95MM was from a mark to market 
of HSBC loans and loans acquired through clean-up calls, $37MM was from loans never sold that 
became further delinquent, $27MM was from the bank, $21 MM was for reps & warrants loss provision 
(new whole loan reserve & overall port growth) and $12MM was for servicing advances in the ordinary 
course of business. 

Confidential Treatment Re uested BAC-FCIC-E-0000673428 



Angelo Mozilo/Managing To dave sambol 
Directors/CF/CCI cc stan kurland;John Mcmurray 
04/17/2006 05: 55:49 PM bcc 

Subject Sub-prime seconds 
I have asked Stan to conduct a thorough review of our sub-prime second business. I have asked him to look 
at the following: 

1. On a cumulative basis have we made any money in this business and if we did, were the rewards related to 
both the financial and reputational risks that we have taken. 

2. On a going forward basis what are we facing relative to margins, reserves and overall financial 
performance of this business. 

3. Where were the breakdowns in our system that caused the HSBC debacle including the creation of the 
contract all the way through the massive disregard for guidelines set forth by both the contract and corporate. 

4. To review the compensation to the sales force in light of the overwhelmig hits taken by the Company on 
this product. 

In all of my years in the business I have never seen a more toxic prduct. It's not only suboordinated to the 
first but the first is sub-prime. In addition the fico's are below 600, below 500 and some below 400 
compounded by the fact these are 100% loans which must always be written off in the event of foreclosure .. 

With real estate values coming down and interest rates rising this product will become increasingly worse. 

There has to be major changes in the program including substantial increases in the minimum fico. No 
margin, no matter how high, could ever cover the inevitable losses on loans with ficos uner 600. 

Whether you consider this business milk or not I am prepared to go without milk irrespective of the 
consequences to our production. Our financial and reputational integrity is too important to me and should be 
to all of us .. 

Please feel free to participate with Stan on his efforts to get to the truth on this matter. 
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Angelo Mozilo/Managing 
Directors/CF/CCI 

04/17/2006 08: 14:43 PM 

To 
cc 

bcc 

Subject 

Dave Sambol/Managing Directors/CF/CCI 
stan kurland;john mcmurray; kevin bartlett 

Re: Sub-prime seconds 

There was a time when Sayings and Loans ere doing things because their competitors were doing it. They all went 
broke. We should not be imohed in programs or products simply because our competitors hme them: we should only 
conduct actiyities that are in the best interest of our Company and it's shareolders. Dave 5,'amhollManaging 
DirectorslCFICLY wrote: 
Date: 04117/200606:45:47 PM 
From: 
To: 
cc: 

Subject: 

Dave Sambol/Managing Directors/CFICCI 
Angelo Mozilo/Managing Directors/CF ICCI@COUNTRYWIDE 
"Stan Kurland" <stanJmrland@countrywide.com>, "John McMurray" 
<john _mcmurray@countrywide.com>, Kevin Bartlett 
Re: Sub-prime seconds 

I hme also requested the analysis you reference and Bmilett and Mcmurry are in the process of putting it together for us. 
Like yourself. I would not support or apprme of any actiyity that it is not suppOliable or adYisable from a financial and 
reputational standpoint to the Company. I do howeyer belieye that we should defer arriying at conclusions as to whether 
and when it might be adYisable to pull back our guidlelines on this product untill we analyze the underlying facts here 
and the impact on the Company of our yarious options. What I do know at this point ( based on what has been com eyed 
to me by our product people) is that our current guidlines for this product are not more aggressiYe than those offered in 
the general market. and these loans are penasiYely offered in the marketplace by yirtually eyery releyant competitor of 
ours. I hme asked Keyin to yerify and update this competethe analysis as well. From: Angelo MoziloSent: 0-1-/17 /200G 
05:55 PMTo: Dme SambolCc: Stan Kurland: John McMurraySubject: Sub-prime secondsI hme asked Stan to conduct a 
thorough reyiew of our sub-prime second business. I hme asked him to look at the following: 1. On a cumulatiye basis 
hme we made any money in this business and if we did. were the rewards related to both the financial and reputational 
risks that we hme taken.2. On a going forward basis what are we facing relatiye to margins. resenes and oyerall 
financial pelfonnance of this business.3. Where were the breakdowns in our system that caused the HSBC debacle 
including the creation of the contract all the way through the massiye disregard for guidelines set forth by both the 
contract and corporate.-l-. To reyiew the compensation to the sales force in light of the oyerwhelmig lilts taken by the 
Company on tlils product.In all of my years in the business I hme neyer seen a more toxic prduct. It's not only 
suboordinated to the first but the first is sub-prime. In addition the fico's are below GOO. below 500 and some below -1-00 
compounded by the fact these are 100% loans which must always be written off in the eyent of foreclosure .. With real 
estate yallles coming down and interest rates rising tlils product will become increasingly worse. There has to be major 
changes in the program including substantial increases in the minimum fico. No margin. no matter how lilgh. could eyer 
coyer the ineyitable losses on loans with ficos uner GOO. Whether you consider tlils business milk or not I am prepared to 
go without milk irrespectiYe of the consequences to our production. Our financial and reputational integrity is too 
impOliant to me and should be to all ofus .. Please feel free to pmiicipate with Stan on lils efforts to get to the tmth on tlils 
matter. 
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DATE: 05/01/2006 
TIME: 20:43:50 GMT 
AUTHOR: Michalek, Richard 
RECEIPIENT: Yoshizawa, Yuri 
CC: Xu, Min; Zhu, Qian 
SUBJECT: RE: Magnolia 2006-5 Class Ds 

Permanent Subcommittee on Investigations 
Document originally produced in unformatted text· reformatted 

(including ex~l~sion of met ad at a) .for r~adability by th~ Subcommittee. 
On mal document retamed m Subcommittee files. 

I am worried that we are not able to give these complicated deals the attention they really deserve, 
and that they (CS) are taking advantage ofthe "light" review and the growing sense of "precedent". 

As for the precedential effects, we had indicated that some of the "fixes" we agreed to in Qian's deal 
were "for this deal only" (e.g., Administrative Expense cap and indemnity payments to Trustee). 
When I asked Roland if they had given further thought to a more robust approach, he said 
(unsurprisingly) that they had no success and could we please accept the same [stopgap] measure for 
this deal. 

Not that the chosen stopgap measure was not good enough, just that the weight of "this is what we 
have done in the past and you had gotten comfortable" is growing with every deal and the incentive 
to unravel the documents and try to understand just how the complicated pieces fit together is 
growing ever smaller. 

When you add a "reduced fee" to the scale, it definitely tips it over to "light review". As for the light 
review, the blacklines won't pick up the changes that, upon closer review, we wish we had made in 
the first transaction. And, as would I should the role be reversed, any attorney stepping in for me on 
this trade will focus only on the blacklined changes. 

Min and I are working through some ofthe "old" complications (not blacklined) in the new deal's 
documentation, but we don't want to reinvent a wheel already on a roll, even if, as we discovered 
w hen we tried to make sense of the already present definitions of "Expected Interest Amount" and 
"Delivered Obligation Interest Make-Whole Amount", the roll is not particularly smooth. (When 
confronted with our questions, CS and counsel said "we'll have to look at this, I think you're right, 
there seems to be something that doesn't work here".) 

We'll do what we can with the time we have, and with the principle of "workllife balance" firmly in 
our minds. Nevertheless, I think all effort should be made to resist the idea that this is worthy of 
reduced fees, or "light" reviews. (If headlines are going to be made, this structure may be just the 
source of error that in hindsight we really will wish we had given more time.) 

Rick 

-----Original Message----
From: Yoshizawa, Yuri 
Sent: Monday, May 01, 2006 10:41 AM 

Permanent Subcommittee on Investigations 
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To: Michalek, Richard; Zhu, Qian 
Subject: FW: Magnolia 2006-5 Class Os 

Rick, Qian, 

I asked Roland and Fiachra to send over the docs for the new trades blacklined against the one that you 
closed (not the new ones that Rick is working on with Min). I looked through the black lines and it looks 
like the changes are minimal - e.g., names, pricing, dates, etc. - except for the swap which has more 
changes due to the removal of funding language. 

Rick, If you're jammed until the end of the month, I can see if someone else can pick this up. It shouldn't 
be too difficult given the minimal changes. Regarding any new changes you and Min are asking for, we 
can ask for the same changes here if you let me or Qian know what those changes are. 

Qian, There are a few portfolio changes and I have already told Fiachra that we will be charges each new 
portfolio as a new deal. He seems to understand that from his email below. The changes to the model 
shouldn't be difficult to run quickly. We can have Roland send us the portfolios. 

-----Original Message-----
From: Jawurek, Roland [mailto:roland.jawurek@credit-suisse.com] 
Sent: Friday, April 28, 2006 9:33 AM 
To: Yoshizawa, Yuri 
Cc: O'Oriscoll, Fiachra 
Subject: RE: Magnolia 2006-5 Class Os 

Hello Yuri: 

Please find attached the following documents: 

1) Draft Pricing Supplement for Series 01 
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2) Draft Pricing Supplement for Series D2 

3) Draft CDS Confim for Series D3 

4) Blackline PS Series D1 vs Final PS Series A through C (A through C closed on March 31) 

5) Blackline PS Series D2 vs Series D1 

6) Blackline CDS Confirm Series D3 vs PS Series D2 (confirm section only) 

The black lines attached are "changed pages only". I would like to direct your attention to the blacklines. 
You will see that the changes are generally limited to required form and data changes. 

Many thanks, 

Roland 

212 __ " 

_ = Redacted by the Permanent 

Subcommittee on Investigations 

This material has been prepared by individual sales and/or trading personnel and does not constitute investment 
research. Please follow the attached hyperlink to an important disclaimer: 
<www.credit-suisse.com/americas/legal/salestrading <outbind:l/5/www.credit
suisse.com/americas/legal/salestrading» 

-----Original Message----
From: O'Driscoll, Fiachra 
Sent: Thursday, April 27, 20064:55 PM 
To: 'Yoshizawa, Yuri' 
Cc: Jawurek, Roland 
Subject: RE: Magnolia 2006-5 Class Ds 

That agrees with my understanding on the fees etc. The unfunded has a portfolio identical to one of 
the two notes, so I should clarify my original email by saying there are only two "new" portfolios. 

The constituting instruments and the swap confirms will be identical to each other and to those for the 
existing Class A notes except with respect obvious economic points where they must differ (e.g. 
dates, principal amounts, coupons, attachment points, name schedules etc.) and the unfunded swap 
confirm will be identical to the note swap confirm except that it's counterparty will be Credit Suisse as 
opposed to Magnolia. 
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The trade is a static, nonmanaged transaction as before. 

Roland will get you the blacklines first thing in the morning. And thanks for your help! (Any thoughts 
as to a date we can set for a team dinner, as we discussed?) 

-----Original Message-----
From: Yoshizawa, Yuri [mailto:Yuri.Yoshizawa@moodys.com] 
Sent: Thursday, April 27, 20064:05 PM 
To: fiachra.o'driscoll@credit-suisse.com 
Subject: Re: Magnolia 2006-5 Class Ds 

Fiachra, 
I also just realized that there are actually three ratings that are being required for 2 notes and 1 swap. Are 
the note documents identical to each other? And is the swap confirm identical to the confirms underlying 
the notes? If everything is identical, I can stick to the pricing below. Please send me the blackline for one 
of the note documents against the older deal and the other note against the first note. 

Thank you. 

-----Original Message----
From: Yoshizawa, Yuri 
To: 'fiachra.o'driscoll@credit-suisse.com' <fiachra.o'driscol1@credit-suisse.com> 
Sent: Thu Apr 27 15:54:43 2006 
Subject: Re: Magnolia 2006-5 Class Ds 

Fiachra, 

Can you please send over the documents blacklined against the other 2006-5 documents to me? I believe 
Rick's concern is that despite what you say regarding them coming from the same issuer, the constituting 
documents may be very different. Please send over the blackline so that I can see them and so that any 
other analyst that I assign can use them for review. I expect that compared to the documents for the class 
rated single A, they will be identical except for the attachment points and pricing and schedule of names. If 
so, I can ask Qian to run the numbers and give the documents to someone else to review. 

Also, the terms of my fee arrangement are very clear on the fact that the portfolios must be identical. One 
of the key reasons why the fees are much lower compared to the full waterfall deals is because they are 
usually very much similar from deal to deal in terms of structure and documents. Also, the 2nd + tranches 
are priced lower (- $40k lower) because we only have to monitor one reference portfolio. This trade, 
because it has the different CUSIPs would be considered a different deal under my pricing - i.e., $85k for a 
static deal. Please let me know if this deal is not static. I can't remember from the name alone. 

Yuri 

Yuri Y oshizawa 
Moody's Investors Service 
(212) 553-1939 

Sent From My Blackberry 

-----Original Message-----
From: O'Driscoll, Fiachra <fiachra.o'driscoll@credit-suisse.com> 
To: Yoshizawa, Yuri 
Sent: Thu Apr 27 13:43:442006 
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Subject: Magnolia 2006-5 Class Ds 

Yuri, we have traded the Magnolia 2006-5 Class D securities (that is, the Baa tranches BELOW the Aaa to 
A classes that traded a few weeks ago). The 3 investors each required a SMALL number of CUSIP 
changes to the original pool, but there are no new asset classes and the essential character of the trades 
remains the same. There are also no changes proposed to the ref. obs., the collateral assets or anything else. 

Rick has said that he won't be able to focus on it any time soon and that we should expect a closing date in 
LATE May. 

(a) Unless Moody's is unhappy with the documents that we closed the last transaction on, we don't think the 
documents need any changes. 

(b) I'm going to have a major political problem if we can't make this short and sweet because, even though I 
always explain to investors that closing is subject to Moody's timelines, they often choose not to hear it. 

Can you make someone else available to us? 

Fiachra O'Driscoll 
Credit Suisse 
Managing Director 
Synthetic CDO Trading 
Tel: (212) 538-6680 
Fax: (212) 743-1090 
Cellphone: (917)._. 
Please note my new email address 
Email: fiachra.o.driscoll@credit-suisse.com 

_ = Redacted by the Permanent 
Subcommittee on lnvesti ations 

This material has been prepared by individual sales and/or trading personnel and does not constitute 
investment research. Please follow the attached hyper/ink to an important disclaimer: <<http://www.credit
suisse.com/americas/legalfsalest:rading» 

========--=--===============================================--================= 

Please access the attached hyperlink for an important electronic communications disclaimer: 

<http://www.credit-suisse.com/legal/en/disc\aimer email ib.html> 
============================================================================ 

The information contained in this e-mail message, and any 
attachment thereto, is confidential and may not be disclosed 
without our express permission. If you are not the intended 
recipient or an employee or agent responsible for delivering this 
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Angelo Mozilo/Managing 
Directors/CF/CCI 

To Dave Sambol/Managing 
Directors/CF/CCI@COUNTRYWIDE 

cc Kevin Bartlett/Managing 
Directors/CF/CCI@Countrywide;Eric 
Sieracki/Managing 
Directors/CF/CCI@COUNTRYWIDE 

05/19/2006 07:45:27 AM bcc 
Subject Re: Reducing Risk, Reducing Costs 

This market is unbelievable with rates coming down sharply today. Irrespective of the volitiliy I believe 
that the payoptions continue to present a longer term problem unless rates are reduced dramatically from 
this level and there are no indications, absent another terrorist attack, that this will happen. Your 
continued feedback to me would be most helpful. 

Dave Sambol/Managing 
Directors/CF/CCI 
05/18/2006 08: 39 PM 

I'll keep you informed of steps taken. 

From: Angelo Mozilo 
Sent: 05/18/2006 08:29 PM 

To Angelo Mozilo/Managing 
Directors/CF/CCI@COUNTRYWIDE 

cc 
bcc 

Subject Re: Reducing Risk, Reducing Costs 

To: Dave Sambol; Kevin Bartlett; Eric Sieracki 
Cc: Stan Kurland 
Subject: Reducing Risk, Reducing Costs 

As we are all aware Stan has begun a major undertaking to assure that we reduce midline expenses as 
rapidly as possible and to be reduced at least in concert with expected revenue reductions from our 
production divisions. 

In addition, per our conversations of this week, I want you to examine our risk profile as it relates to the 
assets of the balance sheets of both CFC and the Bank. Although all asset should be reviewed including 
exposure on our residuals and excess servicing we must pay special attention to helocs and pay options. 
With interest rates continuing to rise unabated helocs will become increasingly toxic in that mortgagors 
will be and are facing substantially higher payments then when the loan was originated. We should 
attempt to efficiently off loan this product even if it means a much slower growth for the Bank. From many 
perspective this might be an opportune time to take a breather and slow down the Bank. As for pay 
options the Bank faces potential unexpected losses because higher rates will cause these loans to reset 
much earlier than anticipated and as result causing mortgagors to default due to the substantial increase 
in their payments: 

Per some of the suggestions offered during our meeting we should take every step possible to reduce 
balance sheet risk by: 

1. Taking steps to encourage pay option mortgagors to refinance into 10's. 
2. Where deemed appropriate the Bank should forgive the prepayment penalty if it appears obvious that 
the borrower will potentially default upon reset. 
3. Through our payment coupon we should alert all payoption borrowers what could happen upon reset. 
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Obviously there is much more that we can do to manage risk much more carefully during this period of 
uncertainty both as to the rate environment and untested behavior of payoptions. Work closely with 
Carlos and Stan on the execution of the strategies that we pursue. 

The combination of effectively managing our expenses finessing off potential risks should keep us in good 
shape until the storm clears. 

By the way we must continue to grow our sales force and all other businesses that keep the top line 
increasing particularly in the origination channels. 

Keep me apprised of actions that you take or any other suggestions that you might have. 
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From: CN=Angelo Mozilo/OU=Managing Directors/OU=CF/O=CCI 
Date: 05/26/200605:08:12 PM 
To: CN=David Bigelow/OU=Managing Directors/OU=CF/O=CCI@COUNTRYWIDE 
Subject: Re: Updates regarding your Sanford Bernstein presentation next week 

O.k. 

From: David Bigelow 
Sent: OS/26/2006 11:56 AM 
To: Angelo Mozilo 
Cc: Eric Sieracki; Lisa Riordan 
Subject: Updates regarding your Sanford Bernstein presentation next week 

Angelo, some brief updates to matters we discussed previously: 

1) You requested various information on CFC's PayOption porftolio and production. Lisa will be sending all 
of this to you in a separate email later today. 
2) Everything is in place for you to do the earnings re-affirmation during your presentation. The Audit 
Committee signed off on it this morning. I'll send you the final language this afternoon, along with a brief 
press release that will go out the same morning. 
3) We are proposing to add some language regarding PayOption loans. This "PayOption Position" was 
developed with input from Dave Sambol, Eric Sieracki, Carlos Garcia, John McMurray, Mary Jane Seebach 
and others. There will be some minor edits, but it will look something like this: 

Despite recent scrutiny of PayOption loans, Countrywide views the product as a sound investment for our 
Bank and a sound financial management tool for consumers. 

PayOption loans represent the best whole loan type available for portfolio investment. The product carries 
more credit risk than other loans because of the potential for higher leverage and payment shock, but the 
margin on this product more than compensates for the additional credit risk. Furthermore, PayOption loans 
carry the lowest interest rate risk of any other loan product, because the accrual rate adjusts monthly. The 
performance profile of this product is well-understood because of its 20-year history, which includes "stress 
tests" in difficult environments. 

Moreover, Countrywide actively manages credit risk through prudent program guidelines (including 
negative amortization limits) and sound underwriting. As a result, our pay option portfolio averages a 721 
FICO score and a 78% combined loan-to-value ratio. While we expect delinquency rates to rise as our 
young portfolio seasons, current delinquencies are running at just 0.13%. 

For the consumer, PayOption loans provide greater flexibility than other loan types. The flexible payment 
structure allows borrowers the choice of making a fully-amortizing payment or deploying cash for other uses, 
such as paying down more expensive credit card debt. Our guidelines and underwriting actually make the 
PayOption loan safer for the consumer than other types of loans. For example, a 78% CL TV loan can only 
negatively amortize to 90%, while the same borrower could qualify for an "80/20" combination of first and 
second mortgages and push his CL TV to 100% 

The PayOption loan isn't right for everyone, but Countrywide markets it to sophisticated borrowers: only 5% 
of our first-time homebuyers use this product; 50% of PayOption buyers use it to refinance; and just 16% of 
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Pay Option loans produced for our Bank have FICO scores below 680. 
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From: Kolchinsky, Eric 
Sent: Tuesday, May 30, 2006 2:51 PM 
To: Fu, Yvonne; Yoshizawa, Yuri 
Subject: FW: Merrill Lynch - Late Documentation 
Importance: Low 
Yvonne/Yuri, 
This email is for the purposes of keeping a record of transactions which have egregiously pushed our time limits (and 
analysts). The deal in question is GSC ASS COO 2006-2m, a hybrid deal with short exposure. 
Thank you 
Eric 

---.--Original Message----
From: Chen, Karie 
Sent: Tuesday, May 30,20062:41 PM 
To: Kolchinsky, Eric 
Cc: Wyszomierskl, Teresa 
Subject: Merrill Lynch - Late Documentation 
Eric, as a follow up to the discuss we had on Merrill's timing on sending us documentations and updates on pricing. 
- We were not informed by ML that the deal priced. We found out about Pricing from the collateral manager during the ops 
review. 
- They told us that they will be issuing a PPN, but we did not receive documents until today, 5/30106 and we are closing 
5/31/06. 
- The Short Synthetic Confirmation was sent the night before our scheduled committee, 5/25/06 (committee was on 
5/26/06) . 
- We received other hedge documents on Tuesday, 5/23/06. 
Thanks, 
Karie 

1 



From: Angelo_Mozilo@Countrywide.com 
Date: 06/01/2006 10:38:21 PM 
To: Carlos_Garcia@countrywide.com; Jim_Furash@Countrywide.Com 
CC: Stan_Kurland@countrywide.com; Dave_Sambol@countrywide.com 
Subject: Bank assets 

In a discussion with both Stan and Dave it came to my attention that the majority of pay options being 
originated by us, both wholesale and retail, are based upon stated income. There is also some evidence 
that the information that the borrower is providing us relative to their income does not match up with IRS 
records. 

As rates continue to climb it is evident that two things are going to happen relative to the loans on the Bank's 
balance sheet: 

1. That the time of reset is going to accelerate because the 115% of the original loan amount will be 
reached must sooner that scheduled. 

2. That the reset payments are going to be substantially higher than the buyer expects and what was used 
in the initial qualification. 

We have at least 20% or more of the Bank's pay option loans at a fico of 700 or less. It is clear that the lower 
fico borrowers are going to experience a payment shock which is going to be difficult if not impossible for 
them to manage. 

Since we know or can reliably predict what's going to happen in the next couple of years it is imperative that 
we address the issue now. First and foremost the Bank should not be accumulating any loans below 680 
unless the LTV is 75% or lower. Secondly we should comb the assets to assess the risks that we face on 
Fico's under 700 and determine if we can sell them out of the Bank and replace them with higher quality 
paper. Thirdly we should take a careful look at our reserves and begin to assume the worst. 

Please let me know how you intend to handle this matter. 
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John MeMurrylManaglng
Direct/OF/CCI .
07/17/200604:22 PM

To Greg Hendry/Managing DirectorslCFfCCI(gCountlyide, Jie
L1nglAccountinglCF/CCI(§Countryide

ee Clifford RossilLendinglBanklCCI(§Countryide, Rod
WillamslManaging DirectorslCF/CCI(§Countryide

bec

Subject Re: Disclosures of Credit Risk Management Policlesll

I'm a huge advocate of expanding our disclosures in this area, including adding information to the Qs
ahead of the K. I'll check on doing something like Wells. In the meantime, can we please "beef up" our
disclosures in the following areas? . .
Environmental Factors. Our credit disclosures need more information oil the environmental factors that
wil affect performance. I've listed the major factors below and briefly explained why aiiàre likely to
increase our delinquencies, defaults and credit losses going forward.

House Prices. House price performance over the past few years has been a tremendous positive for
creditrisk. As we æturn to a more normal environment, or worse, we can expect to see delinquencies

and defaults increase. Because conditions have been so favorable, the "reversion to the mean" may
be especially abrupt causing delinquencies and defaults to increase dramatically.. .
Credit Guidelines. The industry has expanded credit guidelines very aggressively over the past
several years, Some transaction combine risk factors or risk levels that were not seen in previous
cycles. The delinquencies and defaults from these transactions wil be higher.

Interest Rates. This is another environmental trend thats bad for credit. Until recently, interest rates
have mostly declined. There's not much room for rates to decline further. I see this having an.
adverse effect on credit performance in at least two separate dimensions. One, borrowers with
adjustable rate mortgages wil see higher rates and higher payments. Two, we won't see as many
prepayments (prepayments and defaults are inverselycorrelatèd).

Economv. The general economy, particularly employment, has. been favorable in recent years. Here
too, the probabilities seem skewed towards a worsening environment Our statistical studies show a
strong relationship between unemployment and serious delinquencies.

Commercial Exposure. We're incrasing our exppsure to commercial credit, which is much "lumpier"
than residential. We should identify the major commercial creditS (CRE, CWL, Reverse Repo,. Builder
Finance). We should also .point out that, because each credit is large, the consequences of a default may
be materiaL. Some of theli:rgest CWL accounts reach $18 in line size. .

Operatlonaiissues. There are operational considerations which affect our credit exposure. Following aretwo broad examples: .
Loan Manufacturing. There are many steps in the loan manufacturing processes. To the extent any
of these is not performed correctly, we wil be exposed to une~pected losses.

Executions. The company participates in a variety of executions to sell ancVorcredit enhance loans.
There are steps subsequent to loan manufacturing, which ifoot perforred correctly, could create
unexpected losses.

I'll have additional input later, but wanted to get this to you now. Let me know if you wantto discuss any
of this. Thank you.

Clif & Rod, please feel free to add to or elaborate. Thanks.

Greg Hendry/Managing Directors/CF/CCI I~~.c~!~Q ,~~ -, ~~
U~_1~%~~

JPM001039
Confintial Treatment

Requested by John McMurray
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Gre Hendry/Managing
Directrs/CF/CCI

0715/200602:14 PM

To John McMurray/Managing DlrectorslCF/CCI(§Countride

eo

Subject Diselosures of Credit Risk Management Policies

As we discussed last month, I am in the process of drafting more robust disclosures surrounding credit
r.isk management and theallowancelprovision for loan losses. An item disclosed by a competitor that we .

. may be asked to include in our disClosure documents, relates to the sensitivity of theaUowance to
changes in estimates we make. Our good friends Wells Fargo show a range and discuss the changes in
assumptions that can cause the allowance to move in that range. I suspect that there wil be some push,
for us to provide such disclosure in our year-end disclosÜres. With that in mind: (1) does credit
management perform any kind 9f sensitivity analysis in its valuations; and (2) if not; can this be done?

I would like to avoid a fire dril for all of us in Fèbruary if we decide to disclose this number and would like
to know whi:t we would be able to provide so we can shape the disclosures proactively as opposed to
having to fit into somebody else's model early next year. I would appreciate your feedback.

JPM001040
Confiential Treatment .1, .

Requested by John McMurry
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From: CN=Angelo Mozilo/OU=Managing Directors/OU=CF/O=CCI 
Date: 08/10/200602:16:18 PM 
To: "cclark" <cclark@chapelmortgage.com> 
Subject: Re: Po Arms 

We have to continuously educate those mortgagors who already have this type ofloan and those who are applying 
for one as to the potential consequences. This product should only be offered to high fico sophisticated borrowers. 
We cannot control or be accountable for buyer behavior. ----- Original Message ----- From: "Clayton Clark" 
[cclark@chapelmortgage.com] Sent: 08/10/2006 11:00 AM To: Angelo Mozilo Subject: Po ArmsI was 
reading your comments on the performance of the Pay Option Arms and couldn't agree more. As 
one of your Mortgage Correspondents for many years I discouraged many of my brokers from 
selling this product. Brokers are selling this product to borrowers that are not financially savvy 
and do not understand the repercussions of going into a negative amortization situation. I am 
glad to see that even at the top level of management this is being witnessed. What can we do is 
the question. Clayton M. ClarkVPChapel Mortgage Corporation593 Rancocas Road,PO Box 
550Rancocas, NJ08073-0550Phone: 800-242-7351 ext. 168Fax: 609-265-0750E-Fax 866-257-
1021Cell 609-220-6324 
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Angelo Mozilo/Managing 
Directors/CF/CCI 
08/11/200603:54:11 PM 

To 
cc 

bcc 

Subject 

john mcmurray 
dave sambol;kevin bartlett;eric sieracki 

Pay Options 

Members of the CFC Board are raising questions about how we intend to manage the issues surrounding our pay option 
loans in the Bank and in our Sen icing Port as well as new originations. As a result of these and other inquiries relatiye 
to this product I want you to prepare a memo. under my name. to the Board. coYering the following: 1. The steps we are 
taking in informing pay option Bank customers of the potential consequences of the reset and encouraging them to either 
refi out of the product or make principal curtailments to reduce or eliminate neg am. I had instmcted both Steye Bailey 
and Carlos to send these notices out with the monthly coupons to continuously remind all of our pay option customers of 
the consequences of their behmior. Please check this out to make certain that my mandate in this regard is being carried 
out.2. That we hme a policy in effect to prmide a clear and bold notice upon the origination of a payoption loan of the 
consequences of negatiye amOli and reset. Again I instructed Sambol to put this in effect in CMD and on third party 
transactions that a notice with the first payment coupon contain the issues surrounding negatiye amort. and reset. Please 
make certain that this mandate is being executed.3. That you prepare a write up included in this notice to the Board 
incorporating eyerything that you. Carlos and Keyin are doing to mitigate the potential risks to the Bank and to our 
reputation relatiye to surrounding our credit risk. I would like you to get this done by the middle of next week so that I 
will hme a working document to discuss with the Board.Please send a copy of this e-mail to Carlos Garcia because we 
hme another Carlos Garcia in the Company and CWinsider cannot distinguish whose who and therefore I cannot send it 
to him directly.Let me know if you hme any questions relathe to this request. 
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Angelo Mozilo/Managing To John McMurray/Managing Directors/CF/CCI 
Directors/CF/CCI cc 

08/13/200601:30:31 PM bcc 

Subject Re: Pay Options 

Please get the memo to me as soon as you can covering those specific areas noted in my e-mail to you. 
It's important that the CFC Board be brought up to date on these matters in a timely manner. 

John McMurray/Managing 
Directors/CF/CCI 
08/13/2006 11 :21 AM 

To Angelo Mozilo/Managing Directors/CF/CCI 
cc Kevin Bartlett/Managing Directors/CF/CCI, Carlos 

Garcia/Managing Directors/CF/CCI, Dave 
Sambol/Managing Directors/CF/CCI 

bcc 
Subject Re: Pay Options 

I won't send anything out until you\e seen the draft and hme a chance to prmide additional input. In the most 
recent meeting we had with the OTS. Finn did share one concern with respect to Option ARMS in the current 
market: the difference between the minimum pay rates and the the accrual rate is larger now than it's eyer been 
historically. Neyertheless. based on my meetings with the FRB and OTS. the OTS appears to be both more familiar 
and more comfortable with Option ARMs. 

Angelo MozilolManaging DirectorslCFICLY wrote: 

Date: 
From: 
To: 
cc: 
Subject: 

0811212006 03 :09:22 PM 
Angelo Mozilo/Managing Directors/CFICCI 

dave sambol, Carlos Garcia/Managing Directors/CFICCI 
Re: Pay Options 

Let me see the memo to the Board before you send it out. 

It appears that the Fed is now troubled by pay options while the OTS is not. Since pay options are a major 
component of both our yolumes and profitability the Fed may force us into a decision faster than we would like. 

----- Original Message -----

From: John McMurray 

Sent: 08/121200609:15 AM 

To: Angelo Mozilo 

Cc: Dme Sambol: Keyin Bmilett: Eric Sieracki: Carlos Garcia 

Confidential Treatment Requested BAC-FCIC-E-0000717406 



Subject: Re: Pay Options 

I'll put together a draft memo for your review. We had a meeting with FRB Governor Bies 
yesterday where she raised questions about affordability products (interest-only and Option 
ARMs). With Governor Olson's recent departure to the SEC, Bies has now picked up 
additional responsibility for consumer issues. In response to her questions, we: (1) shared some 
of our reporting for PayOption loans; (2) discussed our changes in servicing Pay Option loans, 
including statement enhancements and customized letters; and (3) described our new Pay 
Option brochure which includes additional warnings and an understanding your risks section. 
The servicing changes apply to all Pay Option borrowers, not just Bank loans. The Pay Option 
brochure will go out with the opening package for Pay Option loans. 

At the conclusion of our presentation on reduced servicing, Governor Bies asked us to contact 
James Lockhart (new director of OF REO) to make our case directly with OFREO. Bies said 
she will call Lockhart to encourage him to meet with Countrywide on this issue. 

Angelo MozilolManaging DirectorslCFICLY wrote: 

Date: 081111200603:54:11 PM 
From: Angelo Mozilo/Managing Directors/CFICCI 

john mcmurray To: 
cc: 
Subject: 

dave sambol, kevin bartlett, eric sieracki 
Pay Options 

Members of the CFC Board are raising questions about how we intend to manage the issues surrounding our pay 
option loans in the Bank and in our Sen icing Port as well as new originations. As a result of these and other 
inquiries relatiye to this product I want you to prepare a memo. under my name. to the Board. coYering the 
following: 

1. The steps we are taking in informing pay option Bank customers of the potential consequences of the reset and 
encouraging them to either refi out of the product or make principal curtailments to reduce or eliminate neg am. I 
had instmcted both Steye Bailey and Carlos to send these notices out with the monthly coupons to continuously 
remind all of our pay option customers of the consequences of their behmior. Please check this out to make certain 
that my mandate in this regard is being carried out. 

2. That we hme a policy in effect to prmide a clear and bold notice upon the origination of a payoption loan of the 
consequences of negatiye amOli and reset. Again I instructed Sambol to put this in effect in CMD and on third 
party transactions that a notice with the first payment coupon contain the issues surrounding negatiye amOli. and 
reset. Please make celiain that this mandate is being executed. 

3. That you prepare a "rite up included in this notice to the Board incorporating eyerything that you. Carlos and 
Keyin are doing to mitigate the potential risks to the Bank and to our reputation relatiye to surrounding our credit 
risk. I would like you to get this done by the middle of next week so that I will hme a working document to 
discuss with the Board. 

Please send a copy of this e-mail to Carlos Garcia because we hme another Carlos Garcia in the Company and 
CWinsider cannot distinguish whose who and therefore I cannot send it to him directly. 

Let me know if you hme any questions relatiye to this request. 
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From: Angelo_Mozilo@countrywide.com 
Date: 09/26/200602:15:45 PM 
To: CN=Dave Sambol/OU=Managing Directors/OU=CF/O=CCI@COUNTRYWIDE; CN=Carlos Garcia/OU=Managing 
Directors/OU=CF/O=CCI@COUNTRYWIDE; CN=Kevin BartlettlOU=Managing Directors/OU=CF/O=CCI@Countrywide; jim furash 
CC: Walter_Smiechewicz@Countrywide.Com 
Subject: Fw: Bank Option ARM Bidding & Purchasing 

--- Forwarded by Angelo Mozilo/lvlanaging Directors/CF/CCI on 09/26/2006 11: 14 Alvi ----

John IvIcMurray/Managing Direciors/CF/CCI 

09/26/2006 11: 08 Alvi 
To 

Angelo Mozilo/Managing Directors/CF/CCI@COUNTRYWIDE 
cc 

Subject 
Fw: Bank Option ARM Bidding & Purchasing 

Here's another recent email I sent to the Bank on Pay Option 

--- Forwarded by John McMurray/Managing Directors/CF/CCI on 09/26/2006 11 :05 AM -----

John McMurray/Managing Directors/CF/CCI 

08/31/200611:04 AM 
To 

Jim Furash/Executive/BankiCCI, Mike Muir/Executlve/BankiCCI 
cc 

Subject 
Bank Option ARM Bidding & Purchasing 

Jim & Mike, a couple questions/concerns with respect to the Bank's continued aggressive bidding/buying of Option ARMs: 

1. Strategic Consistency & Integration. At least on the surface, this investment strategy seems inconsistent with broader strategic initiatives. 

a. Pay Option Summit. Is this aggressive bidding/purchasing of Option ARMs consistent with the recent Pay Option Summit? My understanding coming 
out of the Summit was reduced emphasis on Pay Option 

b. Corporate Messaging. There's been lots of external attention, almost universally negative, on Option ARMs. We're already the largest originator of 
these loans. If someone (an investor, the business press, etc.) asks why we're further loading up on Option ARMs, have we worked out a response that 
explains the rationale? 

c. Channel Conflict. It seems like we're potentially enabling a competitor with these purchases. I suspect you've already visited with Drew on this issue, 
but have the channel conflicts been discussed and resolved? 

2. Accounting & Return Implications. Have you resolved the concerns raised around the accounting and return implications of the high premiums 
associated with these purchases? 

Thanks. 
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Junfeng Bai/Bank/CF/CCI 

08/31/200609:47 AM 
To 

cc 

Subject 

Clifford Rossi/Lending/BanklCCI@Countrywide, Craig 
Naselow/ALManagementiBanklCCI@Countrywide, Jim 
Furash/Executive/BanklCCI@Countrywide, John McMurray/Managing 
Directors/CF/CCI@Countrywide, Kathleen 
Conte/ALManagementiBanklCCI@COUNTRYWIDE, Larry Wu/BanklCF/CCI@Countrywide, 
Marito Domingo/BanklCF/CCI@Countrywide, Mike 
MUlr/Executlve/BanklCCI@COUNTRYWIDE, Raymond 
Hawkins/BanklCF/CCI@Countrywide, Robert Adipietro/BanklCF/CCI@Countrywide, Susan 
Wililams/ALManagementiBanklCCI@Countrywide, Tim 
WennesfAdmlnistration/Bank/CCI@Countrywide 

Larry Wu/BanklCF/CCI@Countrywide 

$1.5B PayOptlon Trade Ticket with RFC 

An ALCa committee quorum having voted via email in the affirmative, ALCa approves the $1.58 limit request to bid on the Payaplion portfolio from RFC and 
trade signing authorization as indicated below 

Jack 

Clifford Rossi/Lending/Bank/CCI 

08/31/200609'26 AM 
To 

cc 

Subject 

Junfeng Bai/BanklCF/CCI@Countrywide, Raymond Hawkins/BanklCF/CCI, Craig 
Naselow/ALManagementiBankiCCI, Jim Furash/Executive/BankiCCI, Kathleen 
Conte/ALManagementiBankiCCI, Marito Domingo/BanklCF/CCI, Mike 
Muir/Executive/BankiCCI, Robert Adipietro/BanklCF/CCI, Susan 
Williams/ALManagementiBankiCCI, Tim Wennes/Administration/BankiCCI 

Larry Wu/BanklCF/CCI, john mcmurray 

Re: $1.5B PayOption Trade Ticket with RFC 

Approve. These seem to occur with some frequency. Should we revisit our limit process at some point in the future? 

Cliff Rossi 

From: Junfeng Bai 
Sent: 08/31/2006 09: 16 AM 

To: Raymond Hawkins; Clifford Rossi; Craig Naselow; Jim Furash; Kathleen Conte; Marito Domingo; Mike Muir; Raymond 
Hawkins; Robert Adipietro; Susan \1'Jilliams; Tim t"Jennes 

Cc: Lar ry ~'Ju 

Subject: $1.5B PayOption Trade Ticket with RFC 

To the ALCa members, 

This is a time-critical request: please communicate your agreement/disagreement at your earliest convenience. 

Due to current $1.0 billion trade limit and this bid is up to $1.5 billion. The cia requests a $1.5 8 signing authority for a Payaption trade ticket with RFC 

Yours, 

Jack (representing Ray) 
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From: Angelo_Mozilo@countrywide.com 
Date: 09/26/2006 02:14:18 PM 
To: dave sambol; CN=Carlos Garcia/OU=Managing Directors/OU=CF/O=CCI@COUNTRYWIDE; CN=Kevin BartlettlOU=Managing 
Directors/OU=CF/O=CCI@Countrywide; CN=Jeff Speakes/OU=Portfolio MgmtlOU=CF/O=CCI@COUNTRYWIDE; jim furash 
Subject: Fw: The Bank 

In addition, with respect to this matter, I want the bank to stop all third party bidding for this product by the Bank to cease effective immediately. 
---- Forwarded by Angelo Mozilo/Managing Directors/CF/CCI on 09/26/2006 11: 12 AM ---

John McMurray/Managing Directors/CF/CCI 

09/26/200610:45 AM 
To 

Angelo Mozllo/Managmg Direclors/CF/CCI@COUNTRYWIDE 
cc 

Subject 
Re: The Bank 

I was very happy to see your email because I personally share the same sentiment (that we should be shedding rather than adding Pay Option credit risk to the 
portfolio). Here is a verbatim excerpt from an email I sent last week on this topic (in blue italics) where I argue against adding more Pay Option risk (either from 
retaining loans we originate or buying closed loans from other institutions). 

1. Tight Credit Spreads. Despite deteriorating fundamentals, credit spreads remain very tight. We're not getting paid as much to take on the escalating risk 
associated with the deteriorating credit environment. 

2. Financial Constraints. We forgo earnings to divert loans to the Bank portfolio. Given the difficult production environment, it seems likely that the near-tenn 
ability to forgo earnings will be limited. 

~r;;~'!:;~~~~~~~~ ~T~he extremely favorable environment we've had for credit seems to have peaked and is now deteriorating. It's plausible 
it more severe than previous downturns. 

A. The industry has expanded credit guidelines aggressively during the favorable environment. There are a lot more loans with very high CL TVs, stated 
or reduced documentation, ARMs, interest-only or payment option features, high levels of investor properties, etc., etc. 

B. The recent housing environment has been extraordinarily favorable -- it's been "long, strong and wide." An adjustment back to the "mean" could 
suggest a fairly adverse housing market. 

C. The recent weakening we've seen in housing was not triggered by adverse economic conditions. Interest rates, unemployment and other relevant 
economic factors are still favorable by historical standards. 

Would it make more sense to follow a balance sheet strategy where we're taking advantage of market conditions (both spreads and environment)? We appear to 
be following a strategy that's exactly opposite of this approach. 

Angelo Mozilo/Managing Directors/CF/CCI 

09/26/2006 10: 15 AM 
To 

dave sambol 
cc 

Carlos Garcia/Managing Direclors/CF/CCI@COUNTRYWIDE, eric sieracki 
Subject 

The Bank 

As per our discussion yesterday morning I would like you, Carlos and Eric to seriously consider the following: 

1. Pay Options have become the lightening rod in the arena of "exotic loans". It is getting the attention of rating agencies, regulators and the press. 

2. We have no way, with any reasonable certainty, to assess the real risk of holding these loans on our balance sheet. The only history we can look to is that of 
World Savings however their portfolio was fundamentally different than ours in that their focus was equity and our focus is fico. In my judgement, as a long time 
lender, I would always trade off fico for equity. The bottom line is that we are flying blind on how these loans will perform in a stressed environment of higher 
unemployment, reduced values and slowing home sales. 

3. It appears to me that pay options are currently mispriced in the secondary market and that spread could disappear quickly if there is an foreseen headline event 
such as another lender getting into deep trouble with this product or because of a negative investor occurance. 

It therefore I believe the timing is right for us to sell all newly originated pay options and begin rolling off the bank balance sheet, in an orderly manner, pay options 
currently in their port. This move will send a message to the world that we are listening to the concerns of regulators and others about this product, that we are a 
responsive and diligent manager of credit risk, will ease the angst currently expressed by the regulators, will make it easier to transition from the Fed to the OTS 
and more importantly will capture gains on sale that might not be available to us in the near future. 
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I would appreciate your thoughts. 
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From: Egol, Jonathan 
Sent: Tuesday, October 24, 200610:06 AM 

Williams, Geoffrey; ficc-mtgcorr-desk To: 
Subject, RE: Structured Product New Issue Pipeline (Internal Only I Verbal Only) 

LDL 

From: 
Sen. 
To: 
Subject: 

Williams, Geoffrey 
Tuesday, Octcber 24, 2006 9:40 AM 
ficc-!TJt9COrT-<lesk 
PH: 5tnJcbxed Product New Issue Pipeline (Internal Only I Verbal Only) 

Thinking we need to betler leverage syndicate to move open risk from our bespoke trades given that most of them 
did not go through the initial syndication process; guessing sales people view the syndicate ~a)(e~ email we have 
used in the past as a way to distribute junk that nobody was dumb enough to take first time around. We should have 
a distinct email that distinguishes our open risk. that we have not broadly shown out versus cash transactions that did 
not clear. Thoughts? 

From: 
Sent 
To: .... - GS Syndicate 

Tuesday, October 24, 2006 9:05 AM 
ncc-nasales 
StnJctured Product New Issue Pipeline (Internal only I Vertlal Only) 

NEW ISSUE UPDATE 

Deals in the Market 

Res.!. ASS 

GSAMP 2006-HE7 
$854 .3mm floating-rate residential Subprime deal 
GS Lead-Manager & Sole Bookrunner 
Debt Termsheet and Price Guidance available 
Expected Pricing - early wlo Oct 23 

E"HLT 2006-0 
$950 . 4mm fl oating-rate residential Subprime deal for Fremont 
GS Co-Manager (all pot) 
Debt Termsheet and Price Guidance available 
Expected Pricing - wlo Oct 23 

coo 

Hudson Mezzanine Funding 2006-1 
$2bn floating-rate Static Mezzanine SP COO 
GS Lead Manager & Sale Bookrunner 
Debt Termsheet, Ware house Portfolio, Debt Marketing Book, Red and Price Guidance 

available 
Expected Pricing - wlo Oct 23 

ABACUS 2006-HGSI 
$900mm floating-rate Synthetic CDO~2 for Bea r Stearns Asset Management Inc . 
GS Lead Manager & Sole Bookrunner 
Debt Termsheet, Reference Portfolio, Marketing Materials, Red and Price Guidance 

1 
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available 
Expected Pricing - wl o Oct 23 

Ballyrock 2006-2 
$600mm floating-rate US Cashflow CLO for Fidelity Management Research 
GS Lead Manager & Sole Bookrunner 
Debt lermsheet, Warehouse Port folio, Marketing Materials and Red available 
Expect ed Price Guidance - wlo Oct 23 
Expected Pricing - wlo Oct 30 

Davis Square VII 
$2bn floating-rate Managed High Grade SP COO for lCW 
GS Lead Manager & Sole Bookrunner 
Debt Termsheet, Warehouse Portfolio, Marketing Materials, Red and Price Guidance 

available 
Expected Pricing - w/o Oct 30 

Aladdin Synthetic. COO II (OS ONLY) 
S{ ]mm floating-rate Managed IG Synthetic COO for Aladdin 
Marketing Book and Price Guidance available 
Expected First Tab - late Oct 

Upcoming Deals 

coo 

Fortius II 
SSOOmm floating-rate Defensive Mezzanine SP COO for Aladdin 
GS Le ad Manager & Sole Bookrunner 
Expected Announcement- wlo Oct 23 

Highlander II 
€SOOmm BUro-denominated floating-rate CtO for Highland Capital Management 
GS Lead Manager and Sole Bookrunner 
Expected Announcement - late Oct 

AMMC VII 
$500mm floating-rate cashflow C10 f or American Money Management Corp. 
GS Lead Manager & Sole Bookrunner 
Expected Announcement - late Oct I early Nov 

GSC ,ASS COO 2006-3 
$1.6bn floating-rate Managed High Grade SP coO for GSC 
GS Lead Manager & Sole Bookrunner 
Expected Announcement - Nov 

Cambe r VII 
$600mm floating-rate Managed Mezzanine SP COO for Cambridge Place 
GS Lead Manager & Sole Bookrunner 
Expected Announcement - Nov 

Prime Residentia l updat e 

AGENCY CMO 

FHR 2942 ZN 
$26+mm Support Z off of 30yr Gold 5.S 's 
15.2yr av1; 5.5\ coupon 
Offered @ 95-03 
$3.00 Gross Credits 

FNR 05-108 QZ 

2 
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S65+mm Support Z off of 30yr fanni e 5 ' s 
12.ayr avl; 5 . 5\ coupon 
Offered ~ 97-02+ vs FN5 @ 95-16+ 
$3.00 Gross Credits 

Prime Jumbo CMO 

GSR 06-5F 2A1 
S67+mm 3.5yr PAC of! of 6.31qw 6's , wide 104-301 bands 
Good piCkup vs Agency 3yr PACs 
Offered @ 99/c/300 
$3.50 Gross Credits 

Disclaimer: 
This memorandum is solely for internal use in the offices of Goldman, Sachs, and 
copies of this memorandum or any portion thereof may not be made available to 
customers o r otherwise distributed outside the offices of Goldman, Sachs . If 
applicable, the information contained herein should be considered in conjunction 
with the prospectus or other official offering document relating to these securities 
which may be subject to complet ion or amendment . 

, 
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Dave Sambol/Managing
Directors/CF/CCt

To Kevin BartlettManaging
Directors/CF /CCI(§Countrywde

11/02/200609:35:55 PM
cc

bcc
Subject Re: Product Summit

Agreed. Let's discuss tommorow.

From: Kevin Bartlett
Sent: 11/02/2006 09:17 PM
To: Dave Sambol
Subject: Fw: Product Summit

I'm a little worried about John. He's been withholding sign offs on certain issues that should be priced for. The
latest was on extreme alt a where Drew and crowd needed me to sign off when John was out after John
dragged his feet for over 30 days. Of course they pick the day he's out to tell me they need a decision.

We should discuss a few of these together with john and make sure we have a policy that we're stil
comfortable with. I don't want to lose john because he feels powerless.

If you look at the below list, we're really down to some fringes (and some pricing scams).

From: John McMurray
Sent: 11/02/200603:37 PM
To: Kevin Bartlett
Subject: Product Summit

Drew held a product summit for four or five hours yesterday afternoon. There are two issues from the summit
i wanted to bring to your attention:

1. Requests. Here's a quick summary of requests that came up dunng the meeting:

FSL 0: 500 FICO Subpnme Portfolio. This is the request i mentioned last night.

Hard Monev Lendino. Under this program, loans would be solely made on the basis of the borrower's
equity position. I think there are legal, regulatory and reputational considerations to resolve before we
move forward with this type of lending.

80/20 w/580 FICO. This has resurfaced again. Most competitors that offer 80/20s down to 580 have a
series of other requirements (e.g., no 30 day lates, 24 months income, etc.) thatwe don't have.

Usinq Cash-Out as Reserves. Reserves are measured as assets the borrower has before the loan closes
less anything required for closing. This request would redefine reserves to allow cash from a cash-out
loan to be counted as reserves.

PavOptions. They want to make both the Hybnd Pay Option and the traditional Pay Option more
aggressive. Among other changes, they want to have the start rates on the Hybrid moved from fully
indexed minus 1.5 to 4% to fully indexed minus 4% to 5%. Since the Hybnd is already more conservative
than the traditional Pay Option, there may be room to make this adjustment. Forthe traditional Pay
Option, they proposed removing the 7.5% annual payment adjustment and allowing the borrower to
remain at the same minimum pay rate until recast; which would obviously happen sooner. The second
item is controversial even without the new Interagency Guidance.

Confidential treatment requested by Countride Financial Corporation CFC2007B062313
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2. Approach. As I responded to the vanous requests, Drew and others reminded me that the company's
policy is: "we match whatever anyone else has out in the market." I've obviously heard this many times
before. Following are some of the concerns I've raised in the past with respect to this approach:

Composite Guidelines. When this approach is done across lenders, across products and across
guidelines, the composite set of guidelines wil be the most aggressive credit in the market.

Cedinq Credit Policy. With this approach, our credit policy is ceded, on both a product-by-product as well
as a item-by-item basis, to the most aggressive lenders in the market. Do we want to effectively cede our
policy and is this approach "saleable" from a risk perspective to those constituents who may worry about
our risk profile?

Please let me know if you would like to discuss. i would appreciate any input you may have. Thanks.
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John McMurry/Managing
Directors/CF/CCI

09/07/200702:16 PM

To Jess Lederman/Managing DirectorslCF/CCI

cc

bcc

Subject Fw: Exireme Alt-A Follow Up

----- Forwarded by John McMurray/Managing DirectorslCF/CCI on 09/07/2007 02:16 PM ____

JohnMc!l.~!.rray /Managing
Directors/CF /CCI

11/16/2006 10:36 PM

To Dave SambollManaging DirectorslCF/CCi

cc Kevin BartletUManaging DirectorslCF/CCI

Subject Extreme Ali-A Follow Up

Thank you for the meeting today; your direction was very helpfuL. The purpose of this email is to follow
up on our brief Extreme AIt-A discussion. The situation with this product is symptomatic of two larger and
fundamental deficiencies we need to resolve around risk. This situation also ilustrates why' have been
frustrated and nervous prior to the recent conversations I had with you and Kevin. Following are two
fundamental deficiencies that need to be remedied.

First, we need to agree on a risk vision and guiding principles that the entire enterprise wil follow. I
previously created a set of guiding principles, but there hasnt been acceptance from some of the key
business units. The most widely held belief is that our guiding principle is simply doing what anyone else
in the market is doing: if its in the market, we have to do it.

Second, we should require everyone to follow established risk guidance and policies a product cannot be
rolled out or transactions closed without the required approvals. There are several recent examples
where products or transactions proceeded without the required risk approvals or in contradiction of
established policy.

Extreme Alt-A is one of these examples. Extreme Alt-A was never offcially been approved. i for one
have refused to sign-off for several reasons, the key reason being exactly the issue we discussed today.
I was very-unsupportive of retaining this risk and no one convinced me that we had an execution to
successfully distribute the risk. I believe there are other required signatures, beyond mine, are also
missing from the approval.

Our planned meeting to discuss the risk vision and principles wil address the first deficiency. Since the
second issue (requiring approvals and operating within policy) influences the effectiveness of the vision
and principles, i recommend that we address both at the upcoming meeting. Thanks again.

JPM000231
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Re: thoughts 1

Lhe SUIT@2r, LO Canada - which I also didnTt like - and where I was
2.150 depressed

Let we try and describe my mental state: I was incredibly stressed~

IL is c sLange ~n~ng ~o be sitting here now and
r-efelct back about the stress. Wh~l !dcS I stressed? I becaIne very
very worried very quickly. I was worried about not haVing done as
good a job as possible on the set up of the Barclays thing. I was

for the mistake - because in hindsight it seems so obvious that Lhis
is something we should have been doing better. I was also very
nervous about the state of the market and how we were going to
coiDtinue to perform and about what the overall strategy Has going to
ceo Soread ar tight and credit is only deteriorating. I was
worried tha th 5 would all end badly and that I ~iould have to look
for work. oak ng for work means

I'll continue later

I~ is now ~a~er, Thanksgiving 2006. So here I'm replying to the

~v maCDS are pr9t~y geed. 3u~ le~ me reVlSW.

SEC_ENF_FCIC_019573



From: 
Sent: 
To: 
Subject: 

Attachments: 

Pis print thanks 

From: 
Sent: 
To: 
Cc: 
Subject: 

David & Craig 

Viniar, David 
Wednesday, December 13, 20068:59 AM 
Sperto, Savina 
FW: Subprime Mortgage Risk 

mortgage drilldown.pdf 

Dinias, Michael 
Wednesday, December 13, 20068:58 AM 
Vinlar, David; Broderick, Craig 
Berry, Robert 
Subprtme Mortgage Risk 

Given the recent volatility in subprime mortgage market we put together the attached analysis of the major risks in 
the Mortgage business. The report follows the format we use in the Credit Widening Scenario and includes details 
on our long positions and how they are being hedged. The specific desks that are long subprime risk are "Residential 
Credit", "ABX & Single Name CDS", and "COO". We have reviewed this risk analysis with Dan, Bill, and Armen and 
we would be happy to walk you through the details. 

Regards 
Mike 

mortgage 
drliidown.pdf 

Confidential Treatment Requested by Go 

Permanent Subcommittee on Investigations 

EXHIBIT #2 
GS MBS-E-00972411' 



AB of cob 17/07/06 

Non-Agcy Prime & ARM3 

Non-Resi Origination 

Acquisition commitment 

am Loan Trading 

AIlS Loans & Finance 

CDO/CLO 

Credit 
Widening 
Scenario 

(85) 

(313) 

(287) 

(19) 

(7) 

(60) 

Positional Detalls 

Long $7.5bn securities ($1.6bn prirre fill. $1.9bn prime hybrid, $3.5bn ARMs & $O.5bnSubs) - slr",s 
limp,,,,,t $64nll'n. 

nn,~ 5~"lO.-nm inventory ($155mm MfA negarn ""iduals and $158mm option ARM [0) - str...s 

• Commitment: Long $8.9bn debt (str...s test $89mm) and $1.17bn bridge equity commitment (stress $198mm) 

• Loans: Long $5.Obn commerc:ial m:>rtgage 100tt'IS ($2.3bn Axed and $2. 7bn floating rate loans) - str...s impact 
$70mrn. 
• ~ Short$2.Obn1RORswaps (credit$42mm) and long $O.5bn CMEIS protection (credit$8mm) 

• Loans: Long $O.7bnconsunler and auto loe.ns· s~. impact$7mm. 

• ~ Long $6UOmmCOO bonds (.~s $60101) 

• COO Equity: Long $7Ommstructured product COO equity (s~s $35mm) 
• ~ Long $200mmCLO bonds (.~. $3mm) 

• CLO Equity: Long $4Omm structured product COO equity (s~s $200101) 
• Hedges: Long $210mm single name CDS protection on COO (credit $4mm) 

Confidential Treatment Requested by Goldman Sachs GS MBS-E-009724112 



From: Gasvoda, Kevin 
Sent: Thursday, December 14, 20064:26 PM 
To: Nestor, Genevieve; Nichols, Matthew; Mahoney, Justin; Cawthon, Michael; Erbst, Jared R.; 

Wicker, Devin; Pouraghabagher, Dariush; Heagle, Jonathan; DeGiacinto, Clayton; Vargas, 
Jessica J. 

Cc: Sparks, Daniel L 
Subject: Retained bonds 

Although liquidity will be light the nextfew weeks pis refocus on retained new issue bond positions and move them out. 
There will be big opportunities the next several months and we don't want to be hamstrung based on old inventory. 
Refocus efforts and move stuff out even if you have to take a small loss. Talk to me if you have concerns or questions 
but we need to be turning risk over aggressively to stay well positioned. 

Thanks 

Goldman, Sachs & Co. 
85 Broad Street, 26th Floor I New York, New York 10004 
Tel: 212-902-87681 Fax: 212-902-1691 
email: kevin.gasvoda@gs.com 

Kevin S. Gasvoda· 
Managing Director 
Fixed Income Currency & Commodities 

G~}ld.ml:m 

S~\d~S 

Permanent Subcommittee on Investigations 

EXHIBIT #72 
Confidential Treatment Requested by Goldn GS MBS-E-010935323 



From: Viniar, David 
Sent: Friday, December 15, 20068:57 AM 

Montag, Tom To: 
Subject: RE: Subprime risk meeting with Viniar/McMahon Summary 

Yes. We spent about two hours together. Dan and team did a very good job going through the risks. On ABX, the position 
is reasonably sensible but is just too big. Might have to spend a little to size it appropriately. On everything else my basic 
message was let's be aggressive distributing things because there will be very good opportunities as the markets goes 
into what is likely to be even greater distress and we want to be in position to take advantage of them. 
Let me know if you want to catch up live. 

From: Montag, Tom 
Sent: Friday, December 15, 2006 1:00 AM 

Viniar, David To: 
Subject: fIN: Subprime risk meeting with Viniar/McMahon Summary 

is this fair summary? 

From: 
Sent: 
To: 
Subject: 

Sparks, Daniel l 
Thursday, December 14, 2006 11:04 PM 
Montag, Tom; Ruzika, Richard 
Subprime risk meeting with Viniar/McMahon Summary 

Mortgage team - Gasvoda, Rosenblum, Swenson and me. 
Viniar, Bill, Brian Lee (controllers) and some risk guys. 
Ruzika on phone. 

Reviewed in detail 6 areas of risk related to subprime: 
ABXlCDS 
Loans 
Residuals 
COO warehouse 
Early Payment Defaults (EPDs) 
Loan warehouse 

Follow-ups: 
1. Reduce exposure, sell more ABX index outright, basis trade of index vs CDS too large 
2. Distribute as much as possible on bonds created from new loan securitizations and clean previous positions 
3. Sell some more res ids 
4. Mark the COO warehouse more regularly (had been policy to true-up quarterly) - will likely be weekly or more 
if necessary 
5. Stay focused on the credit of the originators we buy loans from and lend to 
6. Stay focused and aggressive on MLN (warehouse customer and originator we have EPDs to that is likely to 
fail) 
7. Be ready for the good opportunities that are coming (keep powder dry and look around the market hard) 

Permanent Subcommittee on Investi2ations 

EXHIBIT #3 
Confidential Treatment Requested by Goldman! GS MBS-E-009726498 



From: Lehman, David A. 
Sent: Wednesday, December 20, 20061 :37 PM 
To; Gasvoda, Kevin; Bash-Polley, Stacy; Swenson, Michael; Birnbaum, Josh; Ostrem, Peter L; 

Rosenblum, David J. 
Sparks. Daniel L; Schwartz. Harvey: Pinkos. Steve; Radtke. Lorin; Martin, Nicole; 
Cornacchia, Thomas 

Subject: RE: Mez? Risk 

We have selectively been showing tranche pricing out on the ABX1 BBB- + ABX2 BBB- (500/0/S0%) portfolio. 

Below is where we are bidding protection in tranched format: 

• 40-100% T rancha .-
• 25-40% Tranche 
• 20-25% T rancha 
• 15-20% T rancha 
• 10-15% Tranche 
• 5- 10% Tranche 
• 0-5% T raocha 

- Non-Callable 
- Sequential pay-down 

30bps running 
aObps running 
110bps running 
250bps running 
SOObps running, 600bps upfront (-650 running) 
SOObps running. 17S0bps upfront (-950 running) 
SOObps running, SOOObps upfront (-2050 running) 

- Credit events: Writedown and FTP prin (I.e. realized losses) 

We will continue to coordinate with the COO group on the above pricing as well as the below accounts so our tranche 
efforts do not impede the marketing of Hudson Mezz II . 

Hudson Mezz below .... 

Hudson Mezzan i ne Funding, 2006-2, Ltd. -- Price Guidance(144a/RegS) 
Lead Manager & Sole Bookrunner : Goldman, Sachs & Co. 
Liquidation Agent : Goldman, Sachs & Co . 
~ 4 00mm Static Mezzanine Structured Product COO 

Class Sue (.$mm) \Dea l Mdy/S&P WALly) Init OC Px Guidance 
S [7.9 } N/A Aaa/1!Ju'l. 2.9 NfA Not Offered 
A-I 240 . 0 60 . 0\ Aaa/A..:..A <1 • I 166 .7\ Call Desk 
.z>'-2 4£ . 0 11 . 5\ Aaa/A.1l,P. 4 .5 139 .9\ l rnL+60a 
B 56 .0 14 . 0\ Aa 2/ .lill.+ , . 9 117.0% ImL+75a 
C 20 . 0 5 . 0\: A.2/A+ 5. 1 110 .5 \ 1mL+250a 
D 18 . 0 4 . 5\ Baal/BBB+ 0.' 105.3% ImL+low 500s 
E 4.0 1.0\ Baa3/BBB- 5. , 104 .2\ ImL+800a 
Inc . Notes 1 6 . 0 4 . 0\ NR NfA N/A N/A 

From: Gasvoda, Kevin 
Sent: Wednesday, December 20,2006 10:08 AM 
To: 
Coo, 
Subject: 

Bash-Polley, Stacy; Swenson, Michael; Lehman, David A.; Birnbaum, Josh; Ostrem, Peter L; Rosenblum, David J. 
Sparks, Daniell; Sctrwartz, Harvey; Pinkos, Steve; Radtke, Lorin; Martin, Nicole; ComacchIa, Thomas 
RE: Men Risk. 

Makes sense to me 

From: 
Sent: 
To: 
Ce, 
Subject: 

Bash-Polley, Stacy 
Wednesday, December 20, 2006 9:0 1 AM 
Swenson, Michael; Lehman, David A.; Bimbaum, Josh; Ostrem, Petel-l; Rosenblum, David J.; Gasvoda, Kevin 
Sparlcs, DanIell; Schwartz, Harvey; PinkOs, Steve; Radtke, LorIn; Martin, Nicole; Cornacchia, 1homas 
Mezz Risk 

Permanent Subcllmmittee on Investigations 

EXHIBIT #151 
Confidential Treatment Requested by Gol GS MBS-E-017068573 



_ " Redactcd by the Permanent 

Subcommiuec on Invcstigations 

We have been thinking collectively as a group about how to help move some of the risk. 
While we have made great progress moving the tnil Jisks-ssr and equity -we think it is critical 
to focus on the mezz risk that has been built up over the past few months. Both through 
sequential abacus ssr/equ trades and lhe hudson deals (current and prior). We atso recognize 
the pipeline coming in 07 and want to make sure we have a game plan before the focus shifts 
to moving the new issues. 

While many slspte have talked to their clients abt mezz risk it is not clear that they have 
current pricing in hand-to make the newer case on break evens etc .. There is a lot of price 
points in the market. tranche indications, Hudson, other dealers' sequential ABX 
u·anches) .. So we need to make SUIe we arm slc;people with our pridng-and have them focus 
on the more difficult positions-- clearly given where plicing has moved-we should be able to 
tell a different story. Given some of the feedback we have received so far-it seems that cdo's 
maybe the best target for moving some of thie; risk but clearly in li mited size (and timing right 
now not ideal). We would like to appeal to clients that can possibly do larger size at a level 
that would be attractive when you take into consideration the size of risk we could move. 
Clearly the ideal trade is to buy protection on ABX . .. and the obvious targets at these levels 
are those who are currently short and could take some risk off. (ie _ ) 

Here are a few clients in the US we think make sense to target- We would like to ann the 
salespp\e with the pricing malrLx--a few breakevens- and make sure they come back with 
specific feedback.-at a miniumum we will learn a bit more abt appetite and best case--pdnt 
some trades. We are sure some of these conversations have happened-but we should make 
sme the light price was presented in the disucssion - feel free to comment. if it is ok we want 
to start making the targeted calls 

Redacted By The 
Permanent Subcommittee 

on Investigations 

2 
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From: 
Sent: 
To: 

Egol. Jonathan 
Friday. December 29. 2006 4:04 PM 
Tourre. Fabrice; ficc-mtgcorr-desk 

_ = Redacted by the Permanent 

Subcommittee on Investi ations 

Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer list? 

I am going to send around the 20 names shortly. Will take out ...... ~ 
.. entirely. 

Also we forgot ~ .-. 

-----Original Message----
From: Tourre, Fabrice 
Sent: Friday, December 29, 2006 3:45 AM 
To: Egol, Jonathan; ficc-mtgcorr-desk 

going to take out 

Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

Maybe you just ke~ the lis~ou had initially and take 
we include both ...... and ... 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----
From: Egol, Jonathan 
To: Tourre, Fabrice; ficc-mtgcorr-desk 
Sent: Thu Dec 28 18:18:06 2006 

•••• out. Also, under _ maybe 

Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

Look, given we are exceeding 20 names anyway if you include the "umbrella" names like., 
perhaps the elegant way to resolve this is to just cut back. I'll recirculate a proposed 
list tomorrow with 20 distinct accounts. 

-----Original Message----
From: Tourre, Fabrice 
Sent: Thursday, December 28, 2006 4:16 PM 
To: Egol, Jonathan; ficc-mtgcorr-desk 
Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

Forget,...., it was just the fact that this list might be a little skewed towards 
sophisticated hedge funds with which we should not expect to make too much money since (a) 
most of the time they will be on the same side of the trade as we will, and (b) they know 
exactly how things work and will not let us work for too much $$$, vs. buy-and-hold 
rating-based buyers who we should be focused on a lot more to make incremental $$$ next 
year ... 

Sent from my BlackBerry Wireless Handheld 

Permanent Subcommittee on Investigations 

EXHIBIT #61 

GS M BS-E-002527843 



----- Original Message ----
From: Egol, Jonathan 
To: Egol, Jonathan; Tourre, Fabrice;ficc-mtgcorr-desk 
Sent: Thu Dec 28 15:55:05 2006 

- = Redacted by the p 
S b ennanent 

U com· mlttee on Investi 

Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

I will take out •• ., if you think ......... will be your CPPI ticket. 

-----Original Message----
From: Egol, Jonathan 
Sent: Thursday, December 28, 2006 3:54 PM 
To: Tourre, Fabrice; ficc-mtgcorr-desk 
Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

First, to be precise, here are the HG deals on the visible pipeline: 

Hout Bay II 
Altius IV 
Hudson HG II 
JPMIM 
Providence 
Davis Square VIII 
West Coast II 

They also did not sell super senior on Davis Square VII. 

Which one are you axed on? 

To respond to your point, the point of the exercise is to select top 20 accts by $$$, not 
where trading desk thinks sales can do better (if I read your point correctly). I expect 
we can make more $$$ with large US hedge funds than the real money guys you mentioned. 

-----Original Message----
From: Tourre, Fabrice 
Sent: Thursday, December 28, 2006 3:49 PM 
To: Egol, Jonathan; ficc-mtgcorr-desk 
Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

Fair enough, but if the goal is to make sure sales management allocates the right 
resources to accounts we think have high $$$ potential with our desk, why are we 
mentioning certain obvious accounts that are very well covered and with which we expect to 
do little buzz in 07 (am thinking , covered by for example) 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----
From: Egol, Jonathan 
To: Tourre, Fabrice; ficc-mtgcorr-desk 
Sent: Thu Dec 28 15:41:40 2006 
Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

There will be very few HG deals in 1H 07 (see their pipeline) . 
Agree on the european stuff but I think that is even more speculative than the correlation 
trades from the -'III/P' types. 

2 
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Not saying they are not important but the goal of this exercise is to inform sales 
management. How is sales going to do anything to align resources to better cover those 
accounts vs the hedge funds I mentioned? 

-----Original Mess age----- - = Redacted by the Permanent 
From: Tourre, Fabrice 
Sent: Thursday, December 28, 2006 3:29 PM 
To: Egol, Jonathan; ficc-mtgcorr-desk 
Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

If we can produce (a) levered supersenior on highgade portfolios we are taking from 
Ostrem, (b) mezz trade with 50pct euro underlyers, (c) euro-only hi-grade trades (per my 
convo with , starting with CMBS), we could deliver some interesting trades to these 
acounts 

Sent from'my BlackBerry Wireless Handheld 

----- Original Message --~-
From: Egol, Jonathan 
To: Tourre, Fabrice; ficc-mtgcorr-desk 
Sent: Thu Dec 28 15:23:28 2006 
Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

I put much higher $$$ delta on 
I hope you can prove me wrong. 

-----Original Message----
From: Tourre, Fabrice 
Sent: Thursday, December 28, 2006 3:22 PM 
To: Egol, Jonathan; ficc-mtgcorr-desk 

in '07 than the other guys you mention, but 

Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

I think d and are highly spec, I would remove them from this list ... And we 
don't have some of the potential buy-and-hold investors we have traded with in the past or 
who we know could be active going fwd, such as etc. 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----
From: Egol, Jonathan 
To: Tourre, Fabrice; ficc-mtgcorr-desk 
Sent: Thu Dec 28 15:15:52 2006 
Subject: RE: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

Currently stands at 21, and this is grouping several together under one roof (ie III and 
_). I think we need to cull a couple. Maybe pull 2 ' then •. 

---__ 7-- 3 
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-----Original Message----
From: Tourre, Fabrice 
Sent: Thursday, December 28, 20·06 3:08 PM 
To: Egol, Jonathan; ficc-mtgcorr-desk 

_ =0 Redacted by the Permanent 

Subcommittee on Investi ations 

Subject: Re: Last call -- any other comments on the proposed top 20 correlation customer 
list? 

Can you recirculate the list by email ? 

Sent from my BlackBerry Wireless Handheld 

----- Original Message 
From: Egol, Jonathan 
To: ficc-mtgcorr-desk 
Sent: Thu Dec 28 15:06:26 2006 
Subject: Last call -- any other comments on the proposed top 20 correlation customer list? 

Goldman, Sachs & Co. 
85 Broad Street I New York, NY 10004 
tel: +1 212 357 3349 mobile: +1 917.2 .... 1111 
e-mail: jonathan.egol@gs.com 

Jonathan M. Egol 
Structured Products Trading 

Goldman 
Sachs 

fax: +1 212 428 1247 

This material has been prepared specifically for you by the Fixed Income Trading 
Department and is not the product of Fixed Income Research. We are not soliciting any 
action based upon this material. Opinions expressed are our present opinions only. The 
material is based upon information which we consider reliable, but we do not represent 
that it is accurate or complete, and it should not be relied upon as such. Certain 
transactions, including those involving futures, options and high yield securities, give 
rise to substantial risk and are not suitable for all investors. We, or persons involved 
in the preparation or issuance of this material, may from time to time, have long or short 
positions in, and buy or sell, the securities, futures, options or other instruments and 
investments identical with or related to those mentioned herein. Goldman Sachs does not 
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From: 
Sent: 
To: 
Subject: 

Tourre, Fabrice 
Tuesday, January 23,200711 :34 PM 
Serres, Marine 
Fw: ft--friday 

- = Redacted by the Permanent 

Subcommittee on Investi ations 

....... e. you should take a look at this article ... Very insightful ... More and more 
leverage in the system, l'edifice entier risque de s'effondrer a tout moment ... Seul 
survivant potentiel, the fabulous Fab (as Mitch would kindly call me, even though there is 
nothing fabulous abt me, just kindness, altruism and ........ i· •••• I1!1 ••••••• 
.................................... ), standing in the middle of all these complex, highly 
levered, exotic trades he created without necessarily understanding all the implications 
of those monstruosities !!! Anyway, not feeling too guilty about this, the real purpose of 
my job is to make capital markets more efficient and ultimately provide the US consumer 
with more efficient ways to leverage and finance himself, so there is a humble, noble and 
ethical reason for my job ;) amazing how good I am in convincing myself!!! 

I am now going to try to get away from ABX and other ethical questions, and 
e into Freakonomics ... 

Sent from my BlackBerry Wireless Handheld 

----- Original Message 
From: Chin, Edwin 
To: ficc-mtgcd-traders 
Sent: Mon Jan 22 19:36:04 2007 
Subject: ft--friday 

The unease bubbling in today's brave new financial world 

By Gillian Tett 

Published: January 19 2007 02:00 I Last updated: January 19 2007 02:00 

Last week I received an e-mail that made chilling reading. The author claimed to be a 
senior banker with strong feelings about a column I wrote last week, suggesting that the 
explosion in structured finance could be exacerbating the current exuberance of the credit 
markets, by creating additional leverage. 

"Hi Gillian," the message went. "I have been working in the leveraged credit and 
distressed debt sector for 20 years . . . and I have never seen anything quite like what 
is currently going on. Market participants have lost all memory of what risk is and are 
behaving as if the so-called wall of liquidity will last indefinitely and that volatility 
is a thing of the past. 

"I don't think there has ever been a time in history when such a large proportion of the 
riskiest credit assets have been owned by such financially weak institutions. . with 
very limited capacity to withstand adverse credit events and market downturns. 
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"I am not sure what is worse, talking to market players who generally believe that 'this 
time it's different', or to more seasoned players who. . privately acknowledge that 
there is a bubble waiting to burst but . . . hope problems will not arise until after the 
next bonus round." 

He then relates the case of a typical hedge fund, two times levered. That looks modest 
until you realise it is partly backed by fund of funds' money (which is three times 
levered) and investing in deeply subordinated tranches of collateralised debt obligations, 
which are nine times levered. "Thus every €lm of CDO bonds [acquired] is effectively 
supported by less than €20,000 of end investors' capital - a 2% price decline in the CDO 
paper wipes out the capital supporting it. 

"The degree of leverage at work ... is quite frankly frightening," he concludes. "Very 
few hedge funds I talk to have got a prayer in the next downturn. Even more worryingly, 
most of them don't even expect one." 

Since this message arrived via an anonymous e-mail account, it might be a prank. But I 
doubt it. For, while I would not normally write an article about responses to an article 
(it is the journalist's equivalent of creating derivatives of derivatives) I am breaking 
this rule, since I have recently had numerous e-mails echoing the above points. And most 
of these come from named individuals, albeit ones who need to stay anonymous, since they 
work for institutions reaping profits from modern finance. 

There is, for example, a credit analyst at a bulge-bracket bank who worries that rating 
agencies are stoking up the structured credit boom, with dangerously little oversight. 
"[If you] take away the three anointed interpreters of 'investment grade', that market 
folds up shop. I wonder if your readers understand that . . . and the non-trivial conflict 
of interest that these agencies sit on top of as publicly listed, for-profit companies?" 

Then there is the (senior) asset manager who thinks leverage is proliferating because 
investors believe risk has been dispersed so well there will never be a crisis, though 
this proposition remains far from proven. "I have been involved in [these] markets since 
the early days," he writes. "[But] I wonder if those who are newer to the game truly 
understand the impact of a down cycle?" 

Another Wall Street banker fears that leverage is proliferating so fast, via new 
instruments, that it leaves policy officials powerless. "I hope that rational investors 
and asset prices cool off instead of collapse, like they did in Japan in the 1990s," he 
writes. "But if they do, monetary policy will be useless." 

To be fair, amid this wave of anxiety I also received a couple of "soothing" comments. An 
analyst at JPMorgan, for example, kindly explained at length the benefits of the CDO boom: 
namely that these instruments help investors diversify portfolios; provide long-term 
financing for asset managers and reallocate risk. 

"Longer term, there may well be a re-pricing of assets as the economy slows and credit 
risk increases," he concludes. "But. there is a very strong case to be made that the CDO 
market has played a major role in driving down economic and market volatility over the 
past 10 years." Let us hope so. And certainly investors are behaving as if volatility is 
disappearing: just look at yesterday's remarkable movements in credit default swaps. But 
if there is any moral from my inbox, it is how much unease - and leverage - is bubbling, 
largely unseen, in today's Brave New financial world. That is definitely worth shouting 
about, even amid the records now being set in the derivatives sector. 

This email is being sent to you for your information pursuant to your request. This 
information is not warranted as to completeness or accuracy. The views expressed in the 
message are those of the individual sender, except where the message states'otherwise and 
the sender is authorized to state them to be the views of George Weiss Associates, Inc. or 
any of its affiliated entities. This message is for the named person's use only. It may 
contain sensitive and private proprietary or legally privileged information. No 
confidentiality or privilege is waived or lost by any mistransmission. You must not, 
directly or indirectly, use, disclose, distribute, print or copy any part of this message 
if you are not the intended recipient. 
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. ,

John McMurry/Managing
Direors/CF /CCI

09/07/200711:34 AM

To Jess Lederman/Managing Directors/CF/CCI

cc

bcc

Subject Fw: Guideline Process Concerns

..

--- Forwarded by John McMurray/Managing Directors/CF/CCI on 09/07/200711:34 AM -__

John McMurry/Managing
DireorsCF/CCI

01/24/200710:53 AM.i
To Andrew Gissinger/Managing Directors/CF/CCI

cc Mark E Eibaum/Corporate Admin/CFlCCt(QCountryide

Subject Fw: Guideline Procss Concerns

A quick addition to my list of concerns:

5. Objecive. PL typically presses for "whatever we can get." They seek the broadest and most
aggressive terms possible for any guideline under consideration. Guidelines should be no different
than other corporate initiatives in that the objective should be to maximize risk-adjusted returns for
CWo So instead of seeking the most aggressive possible guidelines, the objective should be the most
profiable guidelines. The current approach gives us the riskiest, but not the most profitable,
guidelines.

Thanks.

..

-- Forwarded by John McMurray/Managing Directors/CF/CCt on 01/24/2007 10:42 AM --_

John McMurry/Managing
Direors/CF/CCI

01/23/200710:32 AM..
To Andrew Gissinger/Managing Directors/CF/CCt

cc Mark E Elbaum/Corporate Admin/CF/CCI(QCountryide

Subject Guideline Process Concerns

The purpose of this em ail is to summarize some of my long-standing concerns that arè germane to both
the discussion in the last Product BRM ~s weil as your upcoming meeting on subprime guidelines.

1; Accracy & Completeness of Competitor Guideline Evaluations. One struggle has been getting
accurate and complete competitor guideliíì6 evaluations. The evaluations we receive are often
inaccurate and/or incomplete. The WF hotel-condo (the exclusion being counted as an inclusion) is
one recent example. If it's helpful, we can provide additional examples. It's absolutely crucial that the
competitor guideline evaluations be thorough and accurate given our "matching" strategy.

2. Recognizing & Addressing Composite Effect. If we separately match the most aggressive terms
offered by more than one lender, our guidelines are a "composite" that ends up being more
aggressive than anyone else in the market I don't think we want to be the mos~ ~;;gle5sive lender in
the market, but if we don't explicitly consider this composite effect, then that's exactly where we end
up.

3. Attention to Critical Details. Many competitor offerings are accompanied by offsets, which fPrhir.e
risk. These details can take on many forms such as requiring a more conservative FICO-selection
methodology, not allowing low-doc and/or 10 in combination with oth6ï :-igh-risk attributes, etc. If
we're truly looking to match what other lenders are doing, we should match also match (or at least
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4.-~ ~

address) the risk offsets.

4. Comprehension. There have bes~ occasions where PL has been unable and/or unwiling to
cümprehend key risk issues. One recent example is two partcular aspects on the recent
(unapproved) subprime loan amount changes. One issue was the appraisal process. A second, and
separate issue, was the distribution of propert prices in each market PL keep collapsing these two
distinct issues into one despite my repeated emails and conversations with them

Aside from issues around the guideline process, we stil need to discuss the risk vision l sent to you to
determine where we're not aligned. Thanks very much.

JPM000184
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From: 
Sent: 
To: 
Subject: 

Sparks, Daniel L 
Wednesday, January 31, 2007 8:31 AM 
Montag, Tom 
FW: MTModel 

_ = Redacted by the Permanent 

Subcommittee on lnvesti ations 

In response to you question on residuals from deal, I'm guessing you meant .g ....... 
COO. Not much change from Friday's message below, but COO deal team is in Vegas and I'll 
get you an update as to whether any progress was made in last few days (doubtful). If you 
were asking about a different deal (subprime, CLO, I 2&, other) let me know. 

-----Original Message----
From: Sparks, Daniel L 
Sent: Friday, January 26, 2007 2:55 AM 
To: Montag, Tom 
Subject: Re: MTModel 

• 

Not all done. Roughly retained stuff below - I just landed in london so doing from memory. 
We showed positive 10ish mm on deal, but half was recoapture of reserve against warehouse. 
Trying to be conservative on retained marks. Still more accounts looking so deal team will 
continue for a week or 2 -then move to secondary traders. 

Need you to send message to peter ostrem and darryl herrick telling them what a great job 
they did. They structured like mad and travelled the world, and worked their tails off to 
make some lemonade from some big old lemons. 

365mm Super senior terms done - just finalizing docs. 
5mm bbb 
9mm bb 
15mm equity - will go into orca fund when closed 11mm equity 

Team holding back 6ish mm against positions 

Please send great job on cambe message to ostrem and herrick 

----- Original Message 
From: Montag, Tom 
To: Sparks, Daniel L 
Sent: Thu Jan 25 20:32:40 2007 
Subject: RE: MTModel 

is it done--all risk gone or do we own some still--will that risk now move to traders? 

From: Sparks, Daniel L 
Sent: Thursday, January 25, 2007 2:07 PM 
To: Montag, Tom 
Subject: FW: MTModel 

SP COOs 
Go to the quick summary page in spreadsheet. 
Cambridge Place will likely be worth around $lOmm today 

Permanent Subcommittee on Investigations 
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From: Ostrem, Peter L 
Sent: Thursday, January 25, 2007 1:08 PM 
To: Fortunato, Salvatore; Fredman, Sheara 
Cc: Sparks, Daniel L; Rosenblum, David J.; Lehman, David A.; Swenson, Michael 
Subject: MTModel 

We are pricing Camber 7 today. We will remove Camber 7 from the MTModel 
analysis and therefore, we are taking a positive P&L of $5.643rnm relating to the removal 
of Camber 7 from the MTModel. In addition, we will have P&L from the Camber 7 deal which 
will be an additional P&L which will be reported at the end of today. I have enclosed the 
updated MTModel for review. 
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John McMurry/Managing
Directors/CF /CCI

09/07/200702:12 PM

To Jess lederman/Managing Directors'CF/CCI

cc

bcc

Subject Fw: World Class Risk Organization

There has been some progress on a few of toese items. Some of what I propose is anathema tic to the
imbedded culture (and thus the slow progress).

---- Forwarded by John McMurray/Managing Directors'CF/CCI on 09/07/200702:06 PM ____

John McMurry/Managing
Directors/CF/CCI

0211112007 02:02 PM

To Dave SamboVManaging Directors'CF/CCI, Kevin
BartlettManaging Directors'CF/CCI

,~.;~~::~.
cc

Subject World Class Risk Organization

/

This email is a preliminary response to a qu~stion you recently posed to me asking what it would take for
us to become world class with respect to risk management At a very high level, I think vie need to do the
following:

Clarity. We need clarity around several key risK issues, especially:

Risk Vision. We need a clear risk vision as well as guiding principles for managing and retaining
risk.

Roles & Responsibilties. We need more precisely defined rores and responsibilties for managing
and retaining risk.

Infrastructure. The infrastructure for managing risk needs to be enhanced in three key dimensions,
namely: people, processes and systems. The enhancements need to occur both within and outside of my
areas.

Allow me to.elaborate from this very basic summary.

RISK VISION

After Stan's departure and based on conversations with both of you, I put together a new risk vision. Both
of you reacted favorably to the document when I shared it with you. I include a reference copy of this
vision at the end of this email under "epilogue."

Matching. Perhaps the biggest lack of clar!'=¡ contention is around matching. While the risk vision I
proposed incorporates matching, it is tempered by our abilty to transfer risk. Instead of my risk vision, a
key operating unit proposes an approach based ön matching alone: "if a product, guideline, or transaction
is in the market, than we can (and mostly likely wil) offer the same thing."

Global versus Local Optimization. Another area where clarity is lacking is glob::! versus local
optimization. Do we want to manage risks such that consolidated results are optimized? Or, do we
manage risk and optimize results "locally" for each operating'. unit separately as a priority over the
consolidated picture?

Irrespective of what vision we adopt, we do need a clear risk vision and guiding principles to provide
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context and direction around the day-to-ay risk decisions we confront Based on conversations with you
(Kevin) late last week, I wil move forward with advancing the matching approach that incorporates both a
g0\'emOr and a pricing methodology udsed on economic capitaL.

ROLES & RESPONSIBILITIES

We ïìeed more clarity around risk roles and responsibilties to avoid duplication, confusion, inconsistency
and "holes." More clarity would also allow us to more effectively measure and manage our consolidated
risk position. Here's how I propose we sum up my role in one sentence:

The Chief Risk Officer (CRO) is responsible for managing Countiyide's enterprise risks, whiçh
inciude market, credit, operational and compliance risks.

The rational underlying my proposal is threefold. First, it is the same approach used by large, world-class
organizations. Second, it recognizes the multidimensional nature. of the risks we face (most risks are
some combination of market, credit, operational and/or compliance). Third, it provides clarity.

Primary Functions. The primary functions of the CRO organization would be:/ . .
Risk Framework. Establish and maintain an integrated risk framework, including economic
capitaL. "Framework" includes a number of separate elements; some key elements of the
framework include:

- a consistent view of risk across the firm

- relevant boundaries, tolerances and limits for measuring and controlling risk

- governance structur~s across the various operating units that roll up to the CRO (see
organizational implications below) and the

Risk Poiicv. Develop and maintain risk polices, including:

- setting company-wide risk definitions and standards

- determining and enforcing our risk appetite (subject to appeal and overrule by either of
you)

Risk Monitorinq & Surveilance. Provide, analyze and consolidate the information needed to

- measure, monitor and control risks

- identify firm-wide impacts of diversification and concentration

- facilitate risk-reward choices

Contact. Serve as the central poir.t oI contact for external parties on risk related issues.

Risk Systems. Provide leadership for risk related systems.

Organizational ImpliCations. From an organizational perspective, financial offcer~ in operating units or
other functions report to the Corporate CFO group on eitht1r a hard or dotted line basis. Risk offcers in
the various units should report in to the Corporate CRO gröup in a similar fashion Here's a brief
summary of the organizatinrial approach across the main risk areas:

Market Risk. The day-ta-day hedging and market risr. iTanagement would continue to be done
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outside of the CRO organization. My group would be responsible for "enterprise" market risk
functions, including consolidating all of the market risk positions managed by others around the
firm (MSR, broker/dealer, bank, etc.) so we have a total picture of our maí'er risk exposure.

Credit Risk. While my group would manage the "enterprise" risk functions, there would also b,e
some day-ta-day credit functions managed centrally by my group rather than delegated to the
operating units or other corporate areas. Examples of central/y managed functions retained by
the CRO include: (1) Asset Quaiity & Risk Transference (this includes Loan Review and Quality
Control), (2) Surveilance and (3) Credit Models & Scorecards, (4) Credit Enhancement Strategy
and (5) Mortgage Reinsurance.

Opei;:tkmal Risk. The day-to-day operationai risk management would continue to be done
outside of the CRO organization. My group would be responsible for "enterprise" operational risk
functions, including consolidating all of the operational risk positions .managed by others around
the firm (MSR, broker/dealer, bank, etc.) so we have a total picture of our operational risk
exposure.

Central Compliance. Here again, the day-to-day operational risk management would continue to
be done oyilside of the CRO and Chief Compliance Offcer organization The Chief Compliance
Offcer responsibilties would include creating policy, assessing operating unit performance and
reporting consolidated results to senior management NOTE: Central Compliance could be either
inside or outside of the CRO .otganization.

INFRASTRUCTURE

/0 achieve world class status we need to make improvements in people, processes and systems. i plan
to outlne what we need here in a subsequent emai~s). Having clarity around risk vision as well as risk
roles and responsibilties wil optimize the return on our infrastructure investments.

In closing, I am very anxious to get your thoughts to what I've proposed and move forward. Thanks.

EPILOGUE

Although the basic theme of this email is achieving more clarity, i wanted to provide my recommendations
with respect to ttie risk vision. I recommend that we use a global rather than local optimization approach
simply because the local approach wil almost never optimize consolidated results. i also recommend that
we temper the matching approach with a risk transfer and/or capital al/ocation governor. My concerns
with an untempered matching include:

Composite Match. Since we match numerous competitors over an extended time frame, our
menu ends up being a composite of the most aggress!\!e offerings in the market

OPtics. I doubtthis approach would piay wel/ with regulators,investors, rating agencies, etc. To
some, this approach lTight seem like we've simply ceded our r¡5:- standards àrid balance sheet to
whoever has the most liberal guidelines.

Pricinq. We normally employ risk-based pricing to mitigate the effects of higher risk. There are at
least two aspects of risk-based pricing we should consider:

RBP Limits. Risk-based pricing works only if borrowers "pay anrlQon't prepay." 8y "pay and
don't prepay," I meöïi th3t a suffcient number of borrowers need to pay without defaulting or
prepaying prematurely so that adequate risk compensation is collected Saiò òifferently,
there are transactions which cannot be risk-based priced successfully, especially if the risk

I

JPM000239
Confidential T tealment

Requested by John McMurray

SEC_ENF_FCIC_009681



premium is collected in rate rather than price.

Síope, Precísion & Amplitude. We should always worry whether ourpriçing is "steep"

enough, granular enough or in suffcient numbers to achieve acceptable results. Pricing
which is not suffciently steep or granular wil discourage low-risk and encourage (and
underprice) high-risk transactions. Insuffcient numbers wil create "lumpiness."

Balance Sheet Capacity. Since no provision is made for risk transfer, we risk using up our'capital
and/or our ability to fund assets over time as high-risk assets accumulate on the balance sheet.

MatchinQ Ability. Our abílty to thoroughly understand and/or precisely match what competitors
are offer~~g has often been less than penect.

The economic capital approach may be a good compromise between untempered matching and what I
proposed (a reference copy of what l proposed appears below).

-----""----------------------
Reference Copy oJ Risk Vision. My proposed risk vision and guiding principles appear below. You have
seen this before, but I wanted to provide a copy here for reference. I am revising this to include a
provision for economic capital based matching.

RISK VISION

Returns above the risk-free rate are earned only through exposure to one or more-risks. We seek risk
exposures that we can: (1) understand, (2) manage and which (3) provide adequate compensation.

GUIDING PRINCIPLES for TAKING RISK

Compatibilty with Risk Vision. Our first risk principle is to take only those risks that are compatible with
our risk vision; viz:

Understand. "Understand" means that we have the capability and tools to estimate both
expected returns, costs 2nd losses as well as the distribution of these items.

ManaQe. "Manage" means that we can employ measures and controls to limit and/or transform
risk- to fit within 9ur financial and ope..ational capacities.

Compensation. Adequate "compensation" means that we are earning an acceptable
risk-adjústed return.

Distributed Risk. We often engage in transaction where most (but never all) of the risk can ultimately be
transferred to other parties throughhedginglderivatives, sales/securitizations, and/or insurance.
Requirements for transactions and products where risk is being distributed include: .

Market Reference. The transaction or product creating the risk exposure must be offered in the
market by a "legitimate" institution.

Reputational Risk. The transaction or product creating the risk exposure should not pose
unacceptable levels of reputational risk.

Operational Risk. The transaction or proôuct creating the risk exposure should not pose
unacceptable levels of operational risk. Operational controls must be sufficient to reduce
operational risks to a tolerable leveL d '

,i

Governnce. The transaction or product creating the risk exposure must be formally approveå through
the firm's offcial governance process.
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Retained Risk. Requirements for transactions and oroducts where risk is being retained include the
requirements for distributed risk (as applicable) plus: -

CapitaL. We allocate current and future capital to all known risks. Individual nsk positions wil be
limited. by the amount of capital (regulatory, rating agency and economic) they consume in the

. context of
our aggregate capitaL.

Return. Individual and aggregate risk positions should generate and acceptable RORAC (return
on risk adjusted capital) and should be marked and base-pnced accordingly.

Risk-Based Pncino. To the extent risk compensation is provided through risk-based pricing
(especially a high coupon in lieu of a lower price), a reasonable basis must exist for concluding
that the compensation wil actually be realized (not lost through early prepayments and/or
defaultsì.

/

¡
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From: 
Sent: 
To: 
Subject: 

Montag, Tom 
Sunday, February 11, 2007 2:09 PM 
81ankfein, Lloyd (EO 85830) 
Re: Mortgage Risk - Credit residential 

Should we have done before? Most likely but we did mark them up last year and the 
strategy seemed to be to do the deals and keep the cheap equity piece-not sure but think 
doing for years 

One of first things I did do is push them to move residuals out of origination and into 
traders. That had started well before this As for other books thinking about bill young 
deals or clo looking into it 

original Message 
From: Blankfein, Lloyd (EO 85B30) 
To: Montag, Torn 
Sent: Sun Feb 11 06:47:00 2007 
Subject: Re: Mortgage Risk - Credit residential 

Torn, you refer to losses stemming from residual positions in old deals. Could/should we 
have cleaned up these books before and are we doing enough right now to sell off cats and 
dogs in other books throughout the division. 

----- Original Message 
From: Montag, Torn 
To: Blankfein, Lloyd 
Sent: Sun Feb 11 06:04:55 2007 
Subject: Re: Mortgage Risk - Credit residential 

Try to be brief 

Riskiest in terms of likelihood not amount is still 2nd liens-stopped buying in the summer 
but still down 40 already. Another 20-30 possible 

Subprime-could lose 30i-50 over next 6 months all res ids and old bonds 

Alt-A - nothing has happened here yet, better credits if gets here 30-40. All in residual 
altho balance sheet here is over 4 billion 

Scratxh and dent just wrote down 30. Loan book could lose this again, residuals and 
retained bonds could lose 20-30 

Most of the risk is in old residual positions from deals done over the last few years. The 
majority of warehouse seems fine and has hedges with basis risk of course 

If looked at by category residuals and retained bonds are 100-150 of potential losses -
and again these are aged items by and large. For ezamp1e our subprime residuals are 204 
million and over half is pre 2005. 

Loans are only 25-40 but here is where the basis risk is 

Hope that was helpful if not clear let me know 

If things got no worse the desk,perhaps in wishful mode, feels they have gains we haven't 
shown-they did make 21 on friday outside of write down 

Torn 

Permanent Subcommittee on Investigations 
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----- Original Message ----
From: Blankfein, Lloyd (EO 85B30) 
To: Montag, Tom; Winkelried, Jon (EO 85B30) 
Sent: Sun Feb 11 01:40:31 2007 
Subject: Re: Mortgage Risk - Credit residential 

Tom, what is the short summary of our risk and the further writedowns that are lilkely. 

----- Original Message ----
From: Montag, Tom 
To: Winkelried, Jon; Blankfein, Lloyd 
Sent: Sun Feb 11 01:26:26 2007 
Subject: Fw: Mortgage Risk - Credit residential 

Very good writeup of our positions in each sector hedges we have on and potential for 
further write-down over next six months. Need to view on regular email to see tables. 

We are moving residuals to traders which has been a focus before the latest problems 

Tom 

Original Message 
From: Gasvoda, Kevin 
To: Montag, Tom 
Cc: Sparks, Daniel L; Ruzika, Richard 
Sent: Thu Feb 08 23:40:34 2007 
Subject: Mortgage Risk - Credit residential 

Tom, 

For clarity, none of the below includes cash bonds in the ABS 2ndry book (Swenson) or CDO 
retained positions (FYI - the stress case in CDO positions looks like down $25mm, although 
bonds have been trading at our marks) Below pertains strictly to risk in the whole loan 
trading businesses: 

OVERVIEW 

These 
* 
* 
* 

are our primary reidiential mortgage businesses w/ credit risk: 
Subprime (Matt Nichols) 
Scratch & Dent (Michael Cawthon) 
Alt-A (Genevieve Nestor) 

* 
* 

Prime Hybrids/Option Arms (Clay DeGiacinto) => I'll send details on this tmrw 
2nd liens (Dariush Pouraghabagher) 

Each of these desks buy resi whole loans, securitize them and generally keep some or all 
of the levered equity (residuals). They have 3 primary positions with the following 
risks: 
* Loans (held pre-securitization on average 4-8 weeks) 
* Bond spreads widen pre-securitization, hedged with ABX/CDS and eurodollars/swaps 
* Duration or rates, hedged w/ swaps, mortgages, UST and ED's 
* Liquidity - no bids for bonds 
* Residuals or equity (created in securitization, levered first loss risk held at 
after-loss yields of 12-30%) 
* Actual losses hedged w/ CDS/ABX since there is some correlation 
* Duration (ED's, swaps) 

(Note, a lot of the performance is dependent on loss timing rather than loss 
magnitude - big late losses may be less painful than small early losses) 
* Retained bonds and NIMs (bonds not sold at securitization time) 
* Spreads (ABX/CDS) 
* Duration (ED's, swaps, UST) 

(Note, NIM's are rated bonds we create w/ residual cashflows that are very short 
duration and lever our residual returns) 
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At your and Dan's urging, we are moving all retained bonds to 2ndry trading hands next 
week (mostly Mike Swenson). Also, we are moving all residual positions to a central 
residual trading desk next week (Cyrus Pouraghabagher). 

****************************************************************************************** 
******* 
SUMMARY OF LOSSES 

Where we have gotten hurt this year: 
* 2nd lien residual - took $20-2Srnm write-downs over last 3 months (could lose 
$S-lSrnm more) 
* 2nd lien retained bonds - took $18rnm write-down this week (could lose $S-lSrnm more) 
* Subperforming loan book - taking $28rnm write-down this week (could lose $20-40rnm 
more) 

What do these areas have in cornmon? - most HPA sensitive sectors. They've crumbled under 
HPA slowdown as these are the most levered borrowers. 

What have we done to mitigate? - we stopped buying subprime 2nd liens in the summer of '06 
and have focused on alt-a and prime 

- more emphasis at moving new issue bonds at any clearing levels 
- moving retained bonds out of primary desk hands to 2ndry desk 

Next shoe to drop? - 'OS vintage subprime residuals, possible creep in bad performance up 
into alt-a 

****************************************************************************************** 
*********** 

SUMMARY OF POSITIONS 
(Note loss ranges below are not predictions. Overall feel good alb our marks at this 
point but trying to show possible nearer term downsides.) 

SUBPRIME 
* Loans - net short spreads significantly «Picture (Metafile»> (mostly ABX) and long 
$3B loans. Don't see a lot of near term P&L risk in this position. 

«Picture (Metafile»> 

* Residuals - $204rnm (60% is pre-200S vintage and less risky). Actively marketing 
$21rnm resid trust position (aggregation of a bunch of old deals). OK wi overall 
valuation, if loss performance de «Picture (Metafile»> teriorates rather substantially 
over next 3-9 months, we could lose $20-40rnm in these positions (mostly '06 vintage). 

«Picture (Metafile»> 

* BondslNIMs - much larger than usual as a byproduct of jamming out a lot of deals in 
Dec and Jan (some of the ABX short intentionally covers us here). Long $115rnm bonds and 
$81rnm NIMS. Downside on «Picture (Metafile»> bo «Picture (Metafile»> nds is probably 
$5rnm and NIMs could be $10-lSrnm (we've seen some stronger 2ndry prints last 2 days but 
haven't sold any NIMs, have sold $40rnm bonds) . 

«Picture (Metafile»> «Picture (Metafile»> 

ALT-A 
Sector has not been effected yet by lower credit contagion but we expect it to corne so 
we've upped due dilg and are turning the book fast 
* Loans - Long $5.2B loans (on the high side of normal). Higher quality loans so t 
«Picture (Metafile»> hey produce far less lower rated bonds. Hedging wi AAA and BBB ABX 
but net long spreads above BBB's (flat BBB's). Priced $660rnm deal today so this drops to 
$4.4B. Feel good alb executing out of loans here. 

«Picture (Metafile»> 
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* «Picture (Metafile»> Residuals - Importantly, we plan to bring our first Alt-A 
resid trust in March wi a goal of selling $50-100mm of this risk (we'll sell all we get 
demand for). If defaults spiked up in Alt-a over next 6-9 months we cou «Picture 
(Metafile»> ld «Picture (Metafile»> drop $20-30mm here. 

«Picture (Metafile»> 

* BondslNIMS - Good shape here wi $182mm bonds but $132mm of them AAA and new, working 
on a large BB trade ($44mm owned) and $21mm NIMs (mostly single A). Risk is in the BB's, 
could lose $5mm in big spread widening. 

«Picture (Metafile»> «Picture (Metafile»> 

2nd LIENS 
* Loans - $550mm of this is seasoned 2nd lien subprime ('OS vi «Picture (Metafile»> 
ntage) that is performing well and will be securitized next month. $250mm is Alt-A 2nds 
(again performing well) and $250mm is prime HELOCs. Overall slightly long spreads above 
BBB and short below. Execution looks OK still on these but we could lose $5mm in this 
space if spreads had to widen more dramatically to place all the bonds. 
«Picture (Metafile»> 

* Residuals - $48mm but $38mm of this is Alt-A 2nds (performing well) and $10mm 
subprime (has been written down $20-25m «Picture (Metafile»> m over last 3 months). The 
$10mm is mostly prepay penalty value, no value in the credit IO's. Could lose $5-15mm if 
performance problems creeps up into Alt-A 2nd liens in next 3-6 months. 

* BondslNIMs - Took $18mm write down this week. Could drop another $5-15mm if 
performance falls further. Big focus t «Picture (Metafile»> 0 reduce these positions 
but bids are hard to come by. 

«Picture (Metafile»> 

S&D 
* Loans - Net long top of the capital structure and short the bottom for the 
securitizable portion of this loan book ($380mm). Remaining subperforming book ($854mm) 
was written down $28mm this week do to poorer cashflows. Very credit sensitive, could 
lose another $20-40mm if performance falls further . 

«Picture (Metafile»> 

* Residuals - $55mm total value, these are cashflowing and less levered struct 
«Picture (Metafile»> ures than Alt-a, subprime, etc. (but lower credit quality). Could 
lose $5-15mm in this book if losses increased more than expected. 

* Retained bonds - The BBB-BB bonds are retained for investment generally and the 
higher rated are marketed. Tougher bond sales since the sizes are small, the deals are 
private and credit work is extensive. We could lose $5-15mm here if losses stepped up and 
bond spreads widened materially. 

«Picture (Metafile»> 

Goldman, Sachs & Co. 
85 Broad Street, 26th Floor I New York, New York 10004 
Tel: 212-902-8768 I Fax: 212-902-1691 
email: kevin.gasvoda@gs.com 

Kevin S. Gasvoda Goldman 
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From: Angelo_Mozilo@countrywide.com 
Date: 02/27/2007 10:49:24 AM 
To: Dan_ Tarman@Countrywide.Com 
Subject: Re: 2 WSJ stories today and Press Release RE: Freddie 

Remember what I said almost six months ago. "In my 53 years in the business I have never seen a soft landing". This one is going to be as hard as they come. 

Dan Tarman/Managing Directors/CF/CCI 

02/27/2007 07:16AM 
To 

Angelo Mozilo/Managing Directors/CF/CCI@COUNTRYWIDE, Dave Sambol/Managing 
Directors/CF/CCI@COUNTRYWIDE, Andrew Gissinger/Managing 
Directors/CF/CCI@Countrywide, Kevin Bartlett/Managing Directors/CF/CCI@Countrywide, 
Eric Sieracki/Managing Directors/CF/CCI@COUNTRYWIDE, Ron Kripalani/Managing 
Directors/CCM/CCI@Countrywide, Jack Schakelt/Managing 
Directors/CFfCCI@Countrywide, Carlos Garcia/Managing 
Directors/CF/CCI@COUNTRYWIDE, Sandy Samuels/Managing 
Directors/CF/CCI@COUNTRYWIDE, John McMurray/Managing 
Directors/CF/CCI@Countrywide, Mark E Elbaum/Corporate Admin/CF/CCI@Countrywide, 
David Bigelow/Managing Directors/CF/CCI@COUNTRYWIDE, Andy Bielanski/Managing 
Directors/CF/CCI@COUNTRYWIDE 

cc 

Subject 
2 WSJ stones today and Press Release RE: Freddie 

Heard on the Street: Subprime Game's Reckoning Day --- Risky Lending Fallout Threatens to Spread; Uncertain ARM Strength 
Deals & Deal Makers: Does Sub prime Index Amplify Risk? --- ABX Bond Tracker, Depending on View, Is On Mark, Off Base 

Heard on the Street: Subprime Game's Reckoning Day --- Risky Lending Fallout 

Threatens to Spread; Uncertain ARM Strength ---- By Karen Richardson and Gregory 

Zuckerman 

The worst may be yet to come for mortgage lenders. And that could add to 

investor nervousness 

Shares of companies that specialize in lending to riskier borrowers or offer 

unconventional loans have tumbled because of concems over how rapidly these 

mortgages are going sour. 

Ifthese so-called subprime borrowers continue to have problems paying their 

debts, the lenders that target them likely will have to boost how much money 

they set aside for bad loans, cutting into their bottom lines. That could mean 

even lower stock prices 

There also is a concern that if the real-estate market remains cool, some 

borrowers with better credit histories might also begin struggling to make 

payments on certain popular, but unorthodox, mortgages. These types of loans 

allow borrowers to skip monthly payments, carry low short-term teaser rates or 

don't require detailed financial documentation. If that happens, companies such 

as BankUnited Financial Corp. and Countrywide Financial Corp. could suffer. 

When a company keeps its reserve low, it makes its earnings look better 

because it continues to increase its assets from loans it originates and sells 

off. That holds down expenses. 

But when a company beefs up those reserves and the change hits its earnings, 
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that can impair its ability to borrow the short-term funds needed to write new 

mortgages. Lenders need to set aside reserves to cover any possible losses when 

borrowers fail to make payments. 

Subprime-mortgage lenders generally sell most of their loans to investors, but 

many keep some loans as investments. These portfolios have grown as the number 

of new mortgages has risen. 

New Century Financial Corp. and NovaStar Financial Inc. hold billions of 

dollars of loans for investment. While they have been increasing their loan-loss 

provisions, delinquencies have been coming faster than anticipated. 

NovaStar's reserves were 1.05% of its $2.1 billion in loans held for 

investment in the fourth quarter, up from 0.75% in the third quarter, but still 

ranked among the lowest in the industry, according to Zach Gast, an analyst at 

the Center for Financial Research and Analysis. New Century's ratio was 1.4% as 

of the third quarter. CFRA doesn't assign ratings on stocks 

Scott Hartman. chief executive of NovaStar, says the lender made a 

"substantial increase to our loan-loss reserve" in the past quarter, and that 

about half of those loans "tend to be of higher quality and generally performing 

very well." 

New Century, which has said it will restate earnings for the first three 

quarters of 2006 to correct accounting errors regarding repurchased loans, 

declined to comment 

Subprime-mortgage lenders are likely to start reporting significant shortfalls 

in their loss reserves "as soon as the next several quarters," predicts David 

Honold, an analyst at Turner Investment Partners, which manages $23 billion and 

has avoided shares of subprime lenders. That is partly because some of the 

lenders could place into their investment-loan portfolio some poorly performing 

mortgages that they have bought back under terms of their sale agreement That 

would required them to boost loan-loss reserves. 

Subprime lenders already have seen their shares tumble -- NovaStar is off 50% 

and New Century is down 12% in the past 10 days -- and they could fall further 

if their credit-lines dry up because of poor loan-loss provisioning. NovaStar 

shares are trading at about 12 times estimated per-share earnings, but that 

valuation is likely to change as analysts adjust their projections to account 

for the company's steep fourth-quarter loss and poor earnings outlook. New 

Century shares also are trading at about 12 times estimated earnings for 2007 

Some investors urge caution about lenders that cater to borrowers with better 

credit but focus on mortgages that may suffer if weakness in housing continues, 

such as option adjustable-rate mortgages, or ARMs. These loans give borrowers 

multiple payment options, including a minimum payment that might not cover all 

of the monthly interest cost. The remainder of the interest payment is tacked 

onto the outstanding balance, causing it to rise. 

About 59% of BankUnited's approximately $11.5 billion loan portfolio is made 

up of these loans and the bank is making more of them as it expands. 

Countrywide has been cutting back on pay-option mortgages, funding just $2.7 

billion in January out of a total $37 billion in new mortgages. Still, it has 
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"significant exposure" to these risky loans, CFRA's Mr. Gast says. Countrywide 

declined to comment. 

BankUnited acknowledges that borrowers are paying less of their monthly 

interest payments as interest rates have moved higher, and about 50% of the 

bank's loans have been made to residents of Florida, a weak real-estate market. 

And since BankUnited keeps about 70% of these loans in its own portfolio, if the 

borrowers run into problems it could hurt the company's earnings. 

BankUnited shares, which fell 83 cents, or 3.2%, to $25.06 in 4 p.m composite 

trading yesterday on the Nasdaq Stock Market, are trading at almost nine times 

its expected per-share earnings over the next year. 

Under accounting rules, BankUnited counts the unpaid interest payments as 

revenue, however. So if a borrower pays the contractual minimum of $500 a month, 

rather than the $1,000 interest-only amount, the bank can count the remaining 

$500 as revenue. That is because it is assumed it will be repaid down the road. 

This revenue is a rising slice of its earnings, according to an analysis by 

Keefe, Bruyette & Woods. 

Humberto Lopez, BankUnited's chief financial officer, says the bank focuses on 

borrowers with high credit scores who generally put down at least 20% of the 

purchase price on a home. "Our borrowers have the financial wherewithal, and 

they've earned the right to have options of payments," Mr Lopez says. "We 

haven't seen any weakness in their ability to pay." 

Deals & Deal Makers: Does Subprime Index Amplify Risk? --- ABX Bond Tracker, 

Depending on View, Is On Mark, Off Base ---- By Serena Ng and James R. Hagerty 

The cost of insuring risky mortgage bonds as measured by a closely watched 

index has soared in recent weeks on fears of increasing defaults, rattling some 

investors while prompting a debate on whether the index is exaggerating the 

market's woes. 

At issue is an index that tracks how much it costs to insure a group of 

BBB-minus-rated bonds backed by mortgages to borrowers with weak credit 

histories, the so-called subprime market. The index, part of the ABX family of 

bond indexes, is a derivative that falls in value when the cost of insurance 

rises, so it is seen as a proxy for the value of the underlying bonds. 

The index has sunk nearly 30% since the start of this year, with most of the 

decline in February. That drop suggests the market believes riskier mortgage 

bonds stand to lose a large chunk of their value as defaults rise in the loans 

backing them. 

"It reftects a disaster in the making in subprime, and I think it's just going 

to get worse," says Nouriel Roubini, chaimnan of economics research Web site 

Roubini Global Economics and a professor at New York University. 

More than 20 subprime lenders have closed shop after repurchasing bad loans, 

as required by the terms under which they sold them. Some large lenders, 

including HSBC Holdings PLC and New Century Financial Corp., have reported big 

losses on their subprime mortgages. 
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"The risk the ABX is implying is way too pessimistic," argues Mark Adelson, a 

managing director at Nomura Securities International in New York, "There's a 

huge difference between the slow hissing that deflates a bubble and a bubble 

bursting," 

The index, administered by Markit Group of London, was launched a little more 

than a year ago to give investors a way to bet on default trends and to hedge 

their risks by buying protection against a decline in the value of the 

underlying mortgage-backed bonds. Investors in the index can profit when they 

buy such protection cheaply and sell it at a higher rate. The index is one of 

only a few visible indicators of market sentiment for subprime mortgages, and 

Wall Street has become fixated with it. 

The problem: "It's very, very widely followed, but more people look at the ABX 

than trade in it," says Peter Nolan, a bond-investment manager at Smith Breeden 

Associates, a fixed-income asset-management firm in Chapel Hill, N.C. When there 

are few buyers and sellers in a market, prices can jump around a lot, as has 

happened with this month's fall. 

The ABX index reflects the cost of credit-default swaps -- essentially 

insurance policies that payoff when bonds drop in value -- on 20 subprime bonds 

that are selected by a group of Wall Street dealers. 

In dollar terms, Wall Street firms charge investors approximately $1.6 million 

annually to insure the value of $1 0 million in BBB-minus-rated subprime bonds 

issued in 2006, up from $240,000 six months ago. 

Critics say the ABX's 20 bond issues have performed more weakly than the 

overall market for subprime-mortgage securities. 

Chris Flanagan, a mortgage researcher at J.P. Morgan Chase & Co., says the 

measure isn't perfect but is "a good reflection of long-overdue repricing of 

risk" of defaults. 

Moody's Investors Service, a subsidiary of Moody's Corp., has lowered ratings 

on nine bonds from two subprime residential-mortgage-backed securities deals 

that were issued in 2006. It is reviewing 30 ratings on another 10 deals for 

possible downgrades. Together, these comprise less than 1 % of the total number 

of subprime bonds Moody's rated last year. Fitch Ratings, a unit of Fimalac SA 

of Paris, and Standard & Poor's Ratings Services, a unit of McGraw-Hili Cos., 

have downgraded a small number of bonds 

The ABX's decline means that investors willing to sell protection against 

defaults can potentially reap gains if the problems in the subprime-mortgage 

market don't escalate. 

For those with a bullish view on the housing market and U.S. borrowers' 

ability to payoff their mortgages, selling insurance at the current level is 

"probably a good bet but not necessarily a slam dunk," says Daniellvascyn, a 

portfolio manager at Pacific Investment Management Co., or Pimco, in Newport 

Beach, Calif Making that bet at this time would take guts, though, he says, 

because lately the ABX index has been moving like "a one-way train." 

Christian Stracke, an analyst at debt-research firm CreditSights in New York, 

says, "I think the ABX is accurately reflecting the panic being felt by some of 
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the big mortgage players, and the hedge funds shorting it have increased the 

panic. But investors in the broader financial markets shouldn't be overly 

concerned," 

Freddie Mac Announces Tougher Subprime Lending Standards to Help Reduce the Risk 

of Future Borrower Default 

Company Also to Develop Model Sub prime Mortgages 

MCLEAN, Va., Feb. 27 IPRNewswire-FirstCalil -- Freddie Mac (NYSE: FRE) 

today announced that it will cease buying subprime mortgages that have a high 

likelihood of excessive payment shock and possible foreclosure. First, 

Freddie Mac will only buy subprime adjustable-rate mortgages (ARMs) -- and 

mortgage-related securities backed by these subprime loans -- that qualify 

borrowers at the fully-indexed and fully-amortizing rate. The goal is to 

protect future borrowers from the payment shock that could occur when their 

adjustable rate mortgages increase. 

Second, the company will limit the use of low-documentation underwriting 

for these types of mortgages to help ensure that future borrowers have the 

income necessary to afford their homes. In addition, Freddie Mac will 

strongly recommend that mortgage lenders collect escrow accounts for 

borrowers' taxes and insurance payments. 

In keeping with its statutory responsibility to provide stability to the 

mortgage market, Freddie Mac will implement the new investment requirements 

for mortgages originated on or after September 1,2007, to avoid market 

disruptions. 

To help lenders better serve borrowers with impaired credit, Freddie Mac 

is also developing fixed-rate and hybrid ARM products that will provide 

lenders with more choices to offer subprime borrowers. For example, in 

contrast to the payment structures of many of today's "2/28" ARMs, Freddie 

Mac's new hybrid ARMs will limit payment shock by offering reduced adjustable 

rate margins; longer fixed-rate terms; and longer reset periods. Freddie Mac 

will require originators to underwrite these products at the fully indexed and 

amortizing rate. The company plans to commit significant capital to 

purchasing these loans into its retained portfolio 

"Freddie Mac has long played a leading role in combating predatory lending 

and putting families into homes they can afford and keep," said Richard F. 

Syron, chainnan and CEO of Freddie Mac. "The steps we are taking today will 

provide more protection to consumers and enhance the level of underwriting 

standards in the markel." 

Freddie Mac's new requirements cover what are commonly referred to as 2/28 

and 3/27 hybrid ARMs, which currently comprise roughly three-quarters of the 

subprime markel. Specifically, the company is requiring that borrowers 

applying for these products be underwritten at the fully-indexed and 

amortizing rate, as opposed to the initial 'leaser" rate. The company also 

will limit the use of low-documentation products in combination with these 

loans. For example, the company will no longer purchase "No Income, No Asset" 
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documentation loans and will limit "Stated Income, Stated Assets" products to 

borrowers whose incomes derive from hard-to-verify sources, such as the self

employed and those in the "cash economy." There will be a reasonableness 

standard for stated incomes. 

In addition, Freddie Mac will require that loans be underwritten to 

include taxes and insurance and will strongly recommend that the subprime 

industry collect escrows for taxes and insurance. as is the norm in the prime 

sector. Because the maintenance of escrow accounts requires significant 

infrastructure and is not widely used in the subprime sector, Freddie Mac does 

not believe it is practical to unilaterally mandate it as a purchase 

requirement at this time. 

"Escrowing for taxes and insurance clearly provides an added layer of 

consumer protection," Syron said. "It is our hope that this universal 

practice in prime lending today becomes the universal practice in subprime 

lending tomorrow." 

As a secondary morlgage market investor, Freddie Mac works closely with 

its customers in the primary market to combat predatory lending and promote 

foreclosure prevention. The higher underwriting standards and model subprime 

products announced today build on Freddie Mac's long-tenm leadership in this 

arena. The company's previously implemented anti-predatory lending practices 

include: 

-- refusing to do business with institutions that engage in predatory 

lending practices; 

-- not investing in mortgages that require mandatory arbitration; 

-- refusing to invest in high-rate or high-fee mortgages as defined by the 

Home Ownership and Equity Protection Act of 1994 (HOEPA), as well as 

mortgages with single-premium credit insurance or subprime mortgages 

with prepayment penalty terms of more than three years; and, 

-- requiring that lenders provide complete credit information about 

borrowers to all the credit bureaus and reporting agencies. 

Freddie Mac also promotes consumer education through programs such as 

CreditSmart(R), its award-winning financial education curriculum, Don't Borrow 

Trouble, an anti-predatory lending campaign, as well as its many foreclosure 

prevention initiatives. These programs help borrowers understand the mortgage 

origination process, their housing finance options, and how to avoid abusive 

lending practices. 

Freddie Mac is a stockholder-owned company established by Congress in 1970 

to support homeownership and rental housing. Freddie Mac fulfills its mission 

by purchasing residential mortgages and mortgage-related securities, which it 

finances primarily by issuing mortgage-related securities and debt instruments 

in the capital markets. Over the years, Freddie Mac has made home possible for 

more than 50 million families. http://www.FreddieMac.com 

SOURCE Freddie Mac 

CONTACT: Sharon McHale of Freddie Mac, +1-703-903-2438 
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From: Tannin, Matthew (Exchange)
Sent: Wednesday, March 07, 2007 4:49 PM
To: 'Chavanne Klaus - NewYork-MEAG-NY'
Subject: RE: Return estimate for February for BSHGSCS

Ok, looking forward.

~----Original Message-----
From: Chavanne Klaus - NewYork~MEAG~NY [maiJlO:kchm anne;c/"meat?·nv .com1

Sent: Wednesday, March 07, 2007 4:27 PM
To: Tannin, Matthew (Exchange)
Subject: RE: Return estimate for February for BSHGSCS

Thanks. I think that's what we'll do: listen in to the call, ask some questions, and follow up later ifneeded or to get more
specifics about opportunities going forward.

Klaus Chavanne
Managing Director
MEAG New York Corporation
Telephone: (212) 583-4833
Fax: (646) 521-7933
E·mail: kchavanne@meag-ny.com

This e-mail and any files transmitted with it are confidential and arc
intended solely for the: addressee. It may contain legally privileged
information. If you are not the intended recipient, you are hereby
notified that any use, disclosure, copying, printing, forwarding or
dissemination of this e~l1lail is strictly prohibited. If you have
received this e·mall in error, please notify the sender by reply e-mail,
collect telephone, or facsimile and immediately delete it from your
system.

----Original Message----
From: Tannin, Matthew (Exchange) [nu:liltl):mtlnnin;ii:bcar.com1

Sent: Wednesday, March 07, 200711:52 AM
To: Chavanne Klaus - NewYork-MEAG-NY
Subject: RE: Return estimate for February for BSHGSCS

We are happy to do whatever you would like. My first suggestion would be
to listen to the call and then follow~up with additional questions.

We are quite content with what has happened ~ a bit nervewracking - but
solid performance by the hedge book. We see opportunity here - not crazy
opportunity - but prudent opportunity ~ I am puuting in additional
capital ~ I think you guys should us well.

-----Original Message-R
---

From: Chavanne Klaus· NewYork-MEAG·NY rmailto:b.:hl;]\'<mnc(il'mcat?~llv.com]

Sent: Wednesday, March 07, 2007 10:15 AM Eastern Standard Time

184092 BS-SEC0547999
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To: Tannin, Matthew (Exchange)
Cc: Ricci David - NewYork-MEAG-NY; Rieger Arndt- NewYork-MEAG-NY;
Bernstein Jeff - NewYork-MEAG-NY
SUbject: RE: Return estimate for February for BSHGSCS

Thanks. David Ricci (our structured product PM, I believe you have met
him or at least talked to him) would like to have a conference call with
you (or Ralph, or Ray, whoever you think might be appropriate) to
discuss the state of the market and in particular how you managed to
stay above water with the spread widening we've seen recently. Do you
think that is something that will be addressed in the conference call
you've scheduled for March 12th, and would there be an opportunity to
ask questions then? Or maybe we could first attend that call and then,
if we have further things we'd like to discuss, we could schedule
something further? What do you think? And we certainly would like to
touch .also on the opportunities you see.

Thanks,

Klaus

Klaus Chavanne
Managing Director
MEAG New York Corporation
Telephone: (212) 583-4833
Fax: (646) 521-7933
E-mail: kchavanne@meag-ny.com

This e-mail and any files transmitted with it are confidential and are
intended solely for the addressee. It may contain legally privileged
information. If you are not the intended recipient, you are hereby
notified that any use, disclosure, copying, printing, forwarding or
dissemination of this e-mail is strictly prohibited. Ifyou have
received this e-mail in error, please notify the sender by reply e-mail,
collect telephone, or facsimile and immediately delete it from your
system.

From: Tannin, Matthew (Exchange) [mo.ilto:mlannint(7,bear.com]

Sent: Tuesday, March 06, 2007 10:09 AM
To: Chavanne Klaus - NewYork-MEAG-NY
Subject: RE: Return estimate for February for BSHGSCS

I did send it to them.

The estimate I sent them was 1.86 net.

As of more updated marks I would adjust this down to 1%

BS-SEC054800D
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As you can imagine - the month end marks from the dealers have been
sloppy.

We are very excited and comfortable with our performance. There was a
lot of volatility in February. Our hedges and funding relationships
worked as we had planned.

We are in a great position. I think you guys should add some money here
for April 1st. We arc seeing a lot of very good opportunities.

From: Chavanne Klaus ~ NewYork~MEAG-NY [mailto:kchavannerahnca!l-nv.coml

Sent: Tuesday, MaceD 06, 2007 9:34 AM
To: Tannin, Matthew (Exchange)
Subject~ Return estimate for February for BSHGSCS

Hi Matthew,

Jeffery Bernstein is currently out, which explains why he didn't ask you
for the preliminary return estimate for BSHGSCS for February. Could you
provide me with an estimate? I assume you have already sent the info to
MRAm since they need it on the second business day.

Thanks,

Klaus

Klaus Chavanne
Managing Director
MEAG New York Corporation
Telephone: (212) 583-4833
Fax: (646) 521-7933
E-mail: kchavanne@meag-ny.com

This e-mail and any files lransmitted with it are confidential and are
intended solely for the addressee. It may contain legally privileged
information. If you are not the intended recipient, you are hereby
notified that any use, disclosure, copying, printing, fonvarding or
dissemination of this e-mail is slrictly prohibited. If you have
received this e~mail in error, please notify the sender by reply e~mail,

collect telephone, or facsimile and immediately delete it from your
system.

Bear Stearns is not responsible for any recommendation, solicitation,

offer or agreement or any information about any lransaction, customer

...---.-~

BS-SEC0548001
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Dave Sambol/Managing 
Directors/CF/CCI 

03/10/200703:15:54 PM 

Some answers to your questions: 

Pay Options: 

To Angelo Mozilo/Managing Directors/CF/CCI 
cc Carlos Garcia/Managing 

Directors/CF/CCI@COUNTRYWIDE;Kevin 
Bartlett/Managing 
Directors/CF/CCI@COUNTRYWIDE 

bcc 
Subject Re: Fw: PayOption ARM Key Statistics Flash Report -

February 2007 

Our pay option origination volume was essentially flat in Feb. vs Jan (the increase was less than 1 %). 
However, the volume is down materially from peak levels. In Feb, pay option arms represented less than 
5% of total production versus 20% of volume in Feb 06'. Having said that, this product is still one of our 
most profitable products in terms of gain on sale margins, and represents one of the few products which 
the Bank can purchase in the secondary markets which meets its investment criteria and return hurdles. 
For these reasons, we would actually be pleased to see pay option volumes grow. 

Our current strategy is to sell all of chi's pay option production ( as well as the rest of CHL production for 
that matter) for current period earnings reasons. The Bank however is continuing to bid on bulk pay 
option packages which come up for sale in the secondary market for its investment portfolio ( along with 
heloc and fixed rate second lien packages). Both the Bank and our Corporate Investment and Credit Risk 
people have signed off on the investment criteria and the models the Bank is using to price new pay 
option acquisitions. 

As it relates to the idea that we keep rather than securitize more of our heloc production and offset the 
current period earnings hit from this strategy by selling pay option loans out of the Bank, we agreed to 
further explore this strategy but we had never made any final decision. We did thereafter discuss this 
potential strategy and weighed the pros and cons and we decided to hold off for a number of reasons 
which included the following: 

---The opportunity to sell a portion of the Banks pay option port without jeopordizing the HFI status of the 
remaining port and the HFI designation on future pay option acquisitions was viewed to be a one time 
opportunity, and we felt that the amount of loans that we could sell into the market at one time without 
adversely impacting spreads and our execution on current production was not material. 

--At the same time, the Bank's strategy was and is to continue buying pay option loans for the portfolio 

-We were concerned that a big pay option sale out of the bank could have had uncertain and adverse 
consequences. In particular, we were concerned that it would signal that Cwide was losing confidence in 
this product which we felt would not be in our interest given it's continued importance and material 
earnings contributions for us. 

-We reflected that the credit profile of high ltv heloc loans for the Bank might not necessarily be superior 
to lower ltv pay option loans during a falling HPA environment. 

-The risk based capital requirement for helocs is double what it is for pay options such that the strategy 
would have required more capital in the Bank. 

-We were concerned that effecting a material shift in the mix of the Banks port with an overweighting of 
second mortgages during the ots transition might have raised questions or alarm with the ots which we 
preferred to avoid at the time. 
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-And as you know, we have decided to commence holding all heloc production in the Bank beginning in 
2008. 

I do want to emphasize that our debate on the advisability of this strategy was inconclusive and we simply 
decided to defer and revisit this decision again later. We believe that the pay option port in the bank still 
has gains in it today. In fact, spreads on this product have remained very tight ( which explains the high 
gain on sale margins and the fact that the Bank is under budget in their pay option acquisitions). I will 
however revisit this potential strategy again with Kevin, Carlos and team. 

Subprime 

While new subprime applications over the last two weeks are down from Jan/Feb levels, they are not off 
as much as we thought they would be. The big reason is that volume is coming to us from the firms going 
under. Our strategy has been to stay in the business in all channels but to materially carve back our 
guidelines on the higher risk loans (especially on high ltv and investor loans where we've had most of the 
performance issues) and to further tighten our origination and underwriting controls in our fulfillment 
centers so that we are less exposed to the fraud we've seen in the sector and more comfortable with the 
credit risk being taken. Furthermore, we have increased rates and are pricing to the very wide spreads we 
are observing in the secondary markets. Unless spreads continue to deteriorate which is of course 
possible, our current pricing is such that new volumes coming in now should generate positive current 
period earnings contribution for FSL and CLD while we see WLD's volume coming in at or around break
even levels at the moment. As it relates to pricing strategy in WLD, we have them on a very short leash 
and will not stay in the market very long with our current rate sheets if we don't move into the black 
quickly. 

As it relates to balance sheet implications, while we perceived last week that it might be necessary or 
advisable to hold new subprime production as HFI temporarily, over the last couple of days our view has 
changed. We think now that given the tighter guidelines and the pricing changes we made, that 
designating the production as HFS and securitizing it will actually be more accretive to current period 
earnings. We do however believe that we will need to retain the BBB and A rated bonds from our 
securitization in addition to residuals until liquidity comes back for these bonds and spreads rationalize. 
This coming week we will have a forecast as to the balance sheet implications of this strategy which I will 
go over with you as soon as I have something to review with you. 

Angelo, with the shake-out occurring in the subprime market and the rationalization of credit and pricing in 
the sector, I think we might have an opportunity to make a lot of money in this space when things stabilize 
and to pick up new customers, sales talent and market share if we stay in the game as our larger, well 
capitalized competitors are. Naturally, things are very fluid and we need to adjust strategy as market 
conditions change and we are prepared to cut back or exit part or all of this business quickly if conditions 
warrant. 

I'll call you to further discuss these matters and get your thoughts. 

Angelo Mozilo/Managing 
Directors/CF/CCI 
03/09/2007 05:49 PM 

Confidential Treatment Requested 

To Dave Sambol/Managing 
Directors/CF/CCI@COUNTRYWIDE 

cc Kevin Bartlett/Managing 
Directors/CF/CCI@Countrywide, Carlos 
Garcia/Managing 
Directors/CF/CCI@COUNTRYWIDE 
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bcc 
Subject Fw: PayOption ARM Key Statistics Flash Report -

February 2007 

Our production of Pay Options is increasing. How is this happening when the underwriting guidelines 
have been so severely restricted? I also see that we continue to have a substantial inflow of subprime. 
In light of the fact that we are taking substantial losses on subprime and it's attendant residuals how do 
we justify the continuing intake of such substantial volumes? I do not want to continue to have to hold 
subprime for investments on our balance sheet because of the lack of liquidity and the adverse pricing 
environment. Have we sold the PayOptions in the Bank as we had discussed about a month ago? 
----- Forwarded by Angelo Mozilo/Managing Directors/CF/CCI on 03/09/2007 05:42 PM -----

Christine Olson/Loan 
Admin/CF/CCI 
03/07/200712:21 PM 

Executive Highlights: 

To Angelo Mozilo/Managing 
Directors/CF/CCI@COUNTRYWIDE, Dave 
Sambol/Managing 
Directors/CF/CCI@COUNTRYWIDE, Steve 
Bailey/Customer ContactlCF/CCI@Countrywide, 
Kevin Meyers/Loan Admin/CF/CCI@Countrywide, 
Brian White/Loan Admin/CF/CCI@Countrywide, 
Craig Baingo/IT/CF/CCI@Countrywide, Dorianne 
Cotter-Lockard/Managing 
Directors/CF/CCI@Countrywide, Michael Gross/Loan 
Admin/CF/CCI@Countrywide, Matthew 
Skoglund/Customer ContactlCF/CCI@Countrywide, 
Vincent Gangi/Loan Admin/CF/CCI@Countrywide, 
Rick Wilson/Managing 
Directors/CF/CCI@COUNTRYWIDE, Angela 
Hess/Loan Admin/CF/CCI@COUNTRYWIDE, Rick 
Hildebrand/Loan Admin/CF/CCI@COUNTRYWIDE, 
Michael Burak/Secondary 
Marketing/CF/CCI@Countrywide, Koen 
Vermoesen/Loan Admin/CF/CCI@Countrywide, 
Nancy Eastman/Loan 
Admin/CF/CCI@COUNTRYWIDE, Karl 
Horne/Portfolio Products/CF/CCI@COUNTRYWIDE, 
Ruben Lucero/HELOC/CF/CCI@Countrywide, Peter 
Presland-Byrne/IT/CF/CCI@Countrywide, Tania 
Frey/Loan Admin/CF/CCI@COUNTRYWIDE, Mark 
Acosta/Loan Admin/CF/CCI@COUNTRYWIDE, John 
Tone/HELOC/CF/CCI@Countrywide, Gary 
Douglas/Bank/CF/CCI@Countrywide 

cc Ben Gross/Administration/CF/CCI@Countrywide, 
Manfred Lam/Loan Admin/CF/CCI@Countrywide, 
Jimmy Soni/HELOC/CF/CCI@Countrywide, Clara 
Freeman/Bank/CF/CCI@Countrywide, Barbara 
Impellizzeri/Loan Admin/CF/CCI@Countrywide, 
DPM@Countrywide, Stefan OstiLoan 
Admin/CF/CCI@Countrywide, Irene 
Brinkley/PT/CF/CCI@Countrywide, 
DPM@Countrywide 

bcc 
Subject PayOption ARM Key Statistics Flash Report -

February 2007 

Origination Volume - PayOption ARM Origination volume increased slightly by .41 % from 6,131 in 
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January to 6,156 in February while Total Originations experienced a 9.99% decrease for the same 
period. 
Delinquency - There was an increase in overall delinquencies to 4.82% in February versus 4.24% in 
January which continues to be less than the overall ARM portfolio which is 5.60%. Loans that are 
negatively amortizing also reflected a delinquency increase over last month to 5.28%. 
Negative Amortization - The number of loans Negatively Amortizing decreased by .56% due to 
Payoffs exceeding new Originations, but we continue to see the number of loans that are 
experiencing greater negative amortization ( 104% - 109%) significantly increasing. This is supported 
by the continued Minimum Payment Selection which is at 78.68%. To continue improving customer 
communication, a new letter was implemented this month targeting customers at a 106% threshold. 
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AVP, Product Implementation 

DPM Admin (SV) 

805-955-1086 Office 
92-582-1086 Internal 

2900 Madera Rd 
Simi Valley, CA 93065 
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From: Cioffi, Ralph (Exchange) 
Sent: Thursday, March 15, 2007 11:22 PM 
To: Mobasheri, Ardavan (Exchange) 
Subject: fear 

I'm fearful of these markets. Matt said it's either a melt down or the greatest buying opportunity ever, I'm 
leaning more towards the former. As we discussed it may not be a melt down for the general economy but in 
our world it will be. Wall Street will be hammered with law suits dealers will lose millions and the cdo business 
will not be the same for years. 

Mr. Ralph Cioffi 

Senior Managing Director 

Bear Stearns Asset Management 

383 Madison Ave. NYC 10167 

2122723498 

rcioffi@bear.com 
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From: Tannin, Matthew (Exchange)

Semt: Friday, March 16,20076:25 PM
To: 'Bella Borg-Brenner'

C,,: Marrone, lames (Exchange)

Subject: RE: quick questions
1. The assets for the B of A trade go into the Klio at their market price on the day of pricing. The term facility
for this trade lasts as long as the assets and the reinvestment period - although I think we will have a call option
at the end of three or five years.

2. We have not yet finalized the structure - and I do not believe ONLY sub-prime assets will go into the
structure - we will keep you posted. We will craft the investment guidelines so they maximize our ability to
finance assets.

3. The COO will be. "issued" in late April or May (allhough we are at the mercl' of the rating agencies).

I \....'anted. to make sure you were aware of the variance between the January estimates for HG and for
Enhanced.

The final numbers came in lower than our estimates.

HG - was +1.09
Enhanced \vas +.70

1. We apologizE for this. We know it is frustrating to be expecting one thing 2nd then to see that things did not
come in as E>:pecled.

2.. This W2S my fault I should llave focused on the way the 2ctual January returns were coming in after we
gave an estimate of l.8 and 1.6. The reason for m}' lack of focus Vv'2S the fact that I W2S on the phone virtually
2.4 hours c day with dealers, repo lenders and credit departments discussing vvhat was· and what was not
happening in the credit markets. This is not an excuse but an explanation. Had! been just a bit more focused
on this issue we certainly would have addressed this on the call.

2.. In each and every month prior to this - our conservative estimate ended up being between 5 and 15 basis
points LESS than the actual return.

3. The magnitude of the OVERESTIMATE was the result of the fact that dealers in FEBRUARY as they were
sending us mart<s for JANUARY were taking the February turmoil into account when they were rUnning their
scenarios. This inaccuracy required us to take additional time to try and get them to be marking as of January
31st. This was difficult. At the end of the day - this "fuzziness" of mart<s is understandable - and we have
always been prepared for it - it goes with the territory of a large OTC market like ours. On the opposite side of
the equation - our hedges which continued to go down in earty February and would have off-set the "late"
deterioration in the bonds were I~OT adjusted. This is life in our markets.

The problem here was ONLY that we had sent out an estimate lila! was reftective of reality on January 31 st
when the actual marks reflected the situation 2. weeks later. We believe we were correct in our marks - but this
is more of a long term issue than a short term issue.

203177 BS-SEC0558187
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4. What is critical for us· and what remains the case IN ALL SITUATIONS· was that dealers where we had
REPOS on were not uncomfortable with OUR marks as of the end of January. We had no margin calls at the
end of January· so we were in no way at risk of any exposure that we were not already hedged for.

5. While no one likes a negative month, I know we and all of our investors are prepared for this. More to the
point - given our performance in the midst of the market dislocation that has occurred we are qUite comfortable
with the fund from a structural point of view.

6. Enhanced has "underperiormed" High Grade because Enhanced is more leveraged. Yet whila Enhanced is
"more" leveraged than High Grade, Enhanced is SUBSTANTIALLY LESS levered than it could have been - and
therefore has capital to put to work now. We intend to put this capital to work over the next few months. We see
value in the market now. We do not see Sub~Prime credit as trading at the proper levels. Thus we see an
opportunity.

7. As faras I'm concerned, my professional opinion is that this is a time for us to be committing capital. If
someone were to ask me - I would tell them that this is a very good time to add money to our Funds. My
opinion is that this is a good time to invest. I am investing myself. I could, of course, be wrong and we could
underperform. Full disclosure clearly requires that everyone always understand that we are in a risl~ taking
business here. Spreads are wider because lots of people are worried. They may turn out to be right. I don't
think so . but I don't know the future. I only make calculated bets.

My calculated bet is to NOT be on the sidelines now.

Please feel free to call me with any additional questions.

Matt

From: Bella Borg-Brenner [mailto:bbb@stiliwatercapital.com]
Sent: Tuesday, March 13, 2007 8:36 AM
To: Tannin, Matthew (Exchange)
Cc: 'Jack Doueck'; 'Jonathan Kanterman'; Marrone, James (Exchange)
Subject: quick questions

Hi Matt· Thanks for all your time on Thursday. We sat down and reviewed what you told us and came up with
the following questions:

1. At what price do the assets go into the KLlO, i.e., the B of A facility or the Dresner facility - do you use Feb
28 marlls or do you remark them as of a cerlain date? How long is the term facility? Is tehre any profit realized
by moving the assets into these term facilities?
2. Why are the sUbprime ABS COOs the only assets going into the KLlO?

BS-SEC0558188
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From: Cioffi, Ralph (Exchange)
Sent: Thursday, March 22, 20076:12 PM
To: Marin, Rich (Exchange)
Subject: FW: REVISED SRP Estimate Feb 2007

Importance: High

at least this one keeps getting better.

From: Crystal, Jim (Exchange)
Sent: Thursday, March 22, 2007 5:32 PM
To: Slater, Jane (Exchange)
Cc: Farcasiu, Simina (Exchange); Cioffi, Ralph (Exchange); Sharkey, Kevin (Exchange); Tannin, Matthew
(Exchange)
Subject: FW: REVISED SRP Estimate Feb 2007
Importance: High

Jane:

-
Per my message of a minute ago, our revised estimated net return for February is
10.09% (see below). Accordingly, our revised estimated net return for January 
February is '15.58%. Please ensure that Absolute Return gets and prints these numbers,
so as to show us in the best possible light. If you have any further questions, please call
either me or Simina Farcasiu. Thanks.

JBC

From: Sharkey, Kevin (Exchange)
Sent: Thursday, March 22, 2007 5:28 PM
To: Malloy, Heather (Exchange); Mak, Ken (Exchange)
Cc: Farcasiu, Simina (Exchange); Crystal, Jim (Exchange); Cioffi, Ralph (Exchange);
Cummins, Gerald (Exchange); Waxman, Andrew (Exchange); Esterson, Brett (Exchange)
Subject: REVISED SRP Estimate Feb 2007

The revised ESTIMATED NET return for SRP for February was +10.09%.

Thanks_

Kevin M. Sharkey
Associate Director

279604 BS·SEC0493248
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Angelo Mozilo/Managing To dave sambol 
Directors/CF/CCI cc 

03/22/200709:05:24 AM bcc 

Subject Fw: Board Agenda 3,122/07 

This is the background info that I will be sharing with the Board this morning as well as dealing with your 
contract. It is of utmost importance that you mobilize Schakett, Gissinger, Bailey, Sieracki, Sandefur, 
Kripalani, Bartlett, Hale and all other senior executives to assure that they leave no stone unturned in 
minimizing losses and maximizing returns to our shareholders. 
----- Forwarded by Angelo Mozilo/Managing Directors/CF/CCI on 03/22/2007 10:01 AM -----

Angelo Mozilo/Managing 
Directors/CF/CCI 
03/22/200706:39 AM 

To Angelo Mozilo/Managing 
Directors/CF/CCI@COUNTRYWIDE 

cc 
bcc 

Subject Board Agenda 3,122/07 

Page 1. 

1. Current events such as sub prime, liquidity, profitability, etc. that are impacting our Company. 

2. Issues surrounding Countrywide Bank 

3. David's proposed contract 

4. Any questions that you might have relative to any of the issues discussed. 

1. Current situations faced by the Company-

a. Assault by the media has been relentless and for whatever reason we have been lumped in with 
the monoline subprime lenders but also have been linked with GE and HSBC. In this regard we are 
appearing before Senator Dodd's committee (Sandy and Lloyd Seargant) to testify. We have a great 
story to tell but my guess is that this will be mean spirited political theater in which we will be painted as 
the bad guy. In fact one of the advocates is bringing in a 77 year old woman who is claiming the she has 
been duped and abused by Countrywide. We will attempt to bring our the fact that his woman was in 
foreclosure with another lender and we saved her from foreclosure, consolidated her massive delinquent 
credit card debt and lowered her overall debt payment by approximately $300 per month. She went 
ahead and defaulted on our loan and is claiming foul. This is a loan we would make today under the 
tightest of guidelines and we will do everything possible to get that story out. We will continue to tell our 
entire story which demonstrates Countrywide's desire to always do the right thing represented by our 40 
year commitment to lower the barriers to homeownership to African Americans, Hispanics and lower 
income families. We have mountains of evidence to support our long history relative to this commitment. 

b. The genesis of this next subject is the irrational exuberance that existed over the past five 
years relative to the seemingly unending housing bubble- Basically three segments of our population 
entered the arena to seek homeownership during the bubble and that was families who felt that they had 
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to do everything possible to qualify for a home of their choice because the affordablility index was falling 
rapidly or speculators looking for a quick buck or individual or syndicated crooks who looked for holes in 
the system. This all worked o.k. as long as values were rising and the appreciation in real estate covered 
all the sins of those who were gaming the system. As values began to recede then all the sins of the past 
were exposed and then some. What has clearly exacerbated the problems that we face today but is not 
totally responsible for all of the consequences are: 

1. The 17 consecutive increases in the fed funds rate which materially impacted ARM loan. 
2. The actions by the Fed to virtually cut off the use of pay option and interest only loans by laying out 

draconian guidelines 
3. The proposed action of the Congress to cut off traditional liquidity to first time home buyers. 

All of these factors and others have lead to a substantial slowdown in homebuying and refinance activity 
(liquidity), increase in delinquencies and potential substantial increases in foreclosures and REO's. 
Delinquencies,foreclosures and REO's are currently not at unprecedented levels but a case can be made 
that absent some positive event that we will reach historic highs. 

In this regard we have taken several important steps: 

1. Substantially tightened underwriting guidelines in order to stop the flow of additional problematic 
loans. 
2. During the past five years there has been a substantial amount of fraud of various types that was 
undetectable under our present protocols and this fraud was perpetrated upon the entire industry. 
The primary reason for the fraud staying under the radar screen was because of the ever increasing real 
estate values which permitted the perpetrators to dump the property at a profit and payoff the loan. Once 
values began to recede the fraud became clearly evident. In this regard we have now employed state of 
the art fraud detection methodology's which will substantially limit the flow of fraud loans into the 
Company. You will never completely eliminated fraud because, unfortunately, some crooks are smarter 
than the smartest lenders. In addition fraud will be reduced by the natural forces of the market because 
there is no longer the pot to gold at the end of the rainbow to steal. 

3. In addition we have substantially beefed up loan administration in all of their functional 
responsibilities such as delinquency call centers, loss mitigation in order to modify loans, where 
possible, in order to make payments more affordable as well as making certain that our foreclosure and 
REO departments are operating under both best practices and best of class methodology's .. 

4. There are substantial problems in modifying loans in today's environment because most of the loans 
originated in the past decade are contained in mortgage backed securities which for the most part are 
immutable under current law and regulation. We could obviously reduce mortgagor's payments but the 
cash difference between the deficient payment and what we owe the security holder would eventually eat 
up our cash reserves. Lew Renieri, Dave and I are working on ideas that could potentially cause 
legislative changes to render it possible to modify loans within securitizations. I will keep you apprised of 
any progress but don't hold out much hope. 

5. Residuals and liquidity-

a. There appears to be no liquidity issues for prime product in the secondary market nor is there 
spread widening at this time. There is also sufficient liquidity for AL T-A but spreads are widening slightly 
because of the perceived risk of contagion from sub prime. 

b. BBB including the residuals that we hold on the balance sheet have always experience a 
narrow and shallow market and that liquidity has worsened as a result of the real and perceived problems 
with sub prime. So the market for sub prime residuals is now both shallow and heavily discounted .. 
Therefore under the most extreme of circumstances, which is possible in this environment, which totals 
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approximately $400 million could be wiped out. If this happens it most likely would take place over a 
protracted period of time such as a year or more. 

6. As for general corporate liquidity there appears to be no issues at this time. We have deep 
markets for our commercial paper as well as for our MTN's. In fact Moody has not only recently upgraded 
the Bank but has put the Company on watch for an upgrade. 

6. Competition- There is massive consolidation taking place resulting in a substantial increase in our 
application flow of both purchase and refinance business, dominated by refinances. The current 
application flow would indicate monthly funding volumes of $40 to $45 billion per month for at least the 
next several months. These loans, for the reasons noted above are of higher quality and at healthier 
margins than in the past couple of years. 

Bottom line: 

1. We have much work to do, which we are currently doing, to defend ourselves against the bad guys, 
particularly mortgage brokers. 

2. We have to continue to refine, which we are doing, all of our servicing activities to deal with the force 
majeure of delinquencies, foreclosures and REO's 

3. We must explore every means possible, which we are doing, to keep legitimate mortgagors and their 
families in their homes. 

4. We must work diligently on the PR side of our business to protect and preserve our reputation. 

5. We must stay on our course of carrying out our mission of lowering the barriers of entry towards 
homeownership for African Americans, Hispanics and lower income borrowers. and 

6. We must employ every loss mitigation technique known or yet to be invented in the industry. These 
are the essence of our mandates in this current environment. 

7. The Bank 

a. Jim Furash, Mike Muir replaced by Tim Winnes, Alan Boyce and Paul Deitz. 
b. Reserves are being aggressively set aside within the restrictions of GAAP and regulatory guidelines. 
c. Delinquencies are increasing but overall delinquencies remain low based upon historical standards. 
d. Reorganization is taking place relative to the recent departures and because of the merging of the 
bank and the mortgage bank as well as the merging of the investment regime. 

Situation-

I must alert you that the situation remains very fluid and everything that we have discussed could change 
minimally or materially. I will keep you apprised of any material changes if and when the occur however 
Dave Sambol will be making a complete report at our next Board meeting because at that time we will 
have financial results from the first quarter as well as the other issues I have mentioned will be further 
developed. 

Confidential Treatment Re uested BAC-FCIC-E-0000675545 
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From: Cioffi, Ralph (Exchange)
Senl: Friday, March 23, 2007 2:38 PM
To: Mak, Ken (Exchange)
Subject: RE: BNP Paribas Arbitrage SNC (UNFC, LLC)
thanks

Mr, Ralph Cioffi
Senior Managing Director
Bear Stearns Asset Management

383 Madison Ave, NYC 10167

2122723498

rcioffi@bear.com

-----Original Message----
from: Mal<, Ken (Exchange)
Senft: Friday, March 23, 2007 2:37 PM
To: Cioffi, Ralph (Exchange)
Subject: RE: BNP Paribas Arbitrage SNC (UNFC, LLC)

Ralph - Yes, I'll have the required documents to you shortly,

from: Cioffi, Ralph (Exchange)
Sent: Friday, March 23, 2007 2: 16 PM
To: Mal<, Ken (Exchange)
Subject: RE: BNP Paribas Arbitrage SNC (UNFC, LLC)

Thanks, Ken I want to move $2,OM from EHGS to SRP for my own account. Can
you send me the subscription and redemption agreements thanks,

Mr, Ralph Cioffi
Senior Managing Director

Bear Stearns Asset Management

383 Madison Ave, NYC 10167

2122723498

rcioffi@bear,com

BS·SEC0495071
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-----Original Message----
from: Mak, Ken (Exchange)
Sent: Friday, March 23, 2007 2: 14 PM
To: Cioffi, Ralph (Exchange)
Subject: RE: BNP Paribas Arbitrage SNC (UNFC, LLC)

Yes, I have instructed AFS to do so.

. from: Cioffi, Ralph (Exchange)
Sent: Friday, March 23, 2007 2:09 PM
To: Mak, Ken (Exchange)
Subject: RE: BNP Paribas Arbitrage SNC (UNFC, LLC)

Make sure we accrue for the sales guy. I guess its 20% for PCS and inst. BSC
sales.

Mr. Ralph Cioffi
Senior Managing Director
Bear Stearns Asset Management

383 Madison Ave. NYC 10167

212272 3498

rcioffi@bear.com

-----Original Message----
from: Mak, Ken (Exchange)
Sent: Friday, March 23, 2007 2:07 PM
To: Cioffi, Ralph (Exchange)
Subject: RE: BNP Paribas Arbitrage SNC (UNFC, LLC)

My misunderstanding - I thoug ht that you were looking for an April 1st
investment.

.-.._,_.------_._-----_._._-_._--_.._.•._--~.- ---_._---. ------_ .._._._------_._- ---,'--'--'

from: Cioffi, Ralph (Exchange)
Sent: Friday, March 23, 2007 1:05 PM

BS-SEC0495072

SEC_ENF_FCIC_019275



281446

To: Mak, Ken (Exchange)
Subject: FW: BNP Paribas Arbitrage SNC (UNFC, LLC)

This is the account I was asking about yesterday

Mr. Ralph Cioffi
Senior Managing Director

Bear Stearns Asset Management

383 Madison Ave. NYC 10167

212272 3498

rcioffi@bear.com

-----Original Message-----
From: Livney, Roland (Exchange)
Sent: Friday, March 2.3, 2.007 11:55 AM
To: Cioffi, Ralph (Exchange)
Subject: FW: BNP Paribas Arbitrage SNC (UNFC, LLC)

From: Ahmed, Omer (Exchange)
Sent: Friday, March 2.3, 2.007 10:45 AM
To: Livney, Roland (Exchange)
Subject: FW: BNP Paribas Arbitrage SNC (UNFC, LLC)

Roland:
This is what I had received directly from operations at
BSAM confirming that the funds had arrived. I also got a
call from Steven Wolfe at BSAM that the hmds had arrived
and included in the March 01 trading.

Let me know if you need a.nything else.
Thanks

BS-SEC0495073
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Omer

From: Semic, Iris (Exchange)
Sent: Monday, March 19,2007 5:04 PM
To: Ahmed, Omer (Exchange)
cc: Wolfe, Steven (Exchange)
Subject: BNP Paribas Arbitrage SNC (UNFC, LLC)

Omer,

This is to confirm that BNP Paribas Arbitrage SNC (UNFC, LLC)
subscribe for $11.35 mm in High Grade Structured Credit Strategies Offshore
Fund Ltd for 3-1-07.

Thanks
Iris

BS-SEC0495074
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From: McDaniel, Raymond 
Sent: 
To: 
Cc: 

Wednesday, March 28, 2007 8:55 PM 
Yoshizawa, Yuri; Kimon, Noel 
Kolchinsky, Eric; Huber, Linda 

Subject: Re: CSFB Pipeline information 

Yuri, thank you for the added insight. Very helpful. 

-----Original Message----
From: Yoshizawa, Yuri 
To: Kirnon, Noel; McDaniel, Raymond 
CC: Kolchinsky, Eric 
Sent: Wed Mar 28 20:34:08 2007 
Subject: CSFB Pipeline information 

I spoke with Fiachra O'Driscoll, who is an MD in the US structured credit group as CSFB. 

As with other banks on the street, CSFB is still in the process of clearing out their current 
warehouse. Unlike banks like Merrill, Citi, and UBS; however, they don't have too much left 
in the warehouse - about 3 deals worth - 1 of which they mayor may not ultimately unwind. 
That said, they were never one of the big dealers in this area to begin with. They did a few 
synthetic resecuritizations with us last year and less than a handful of cash flow/hybrid 
deals. 

He sees banks like Merrill, Citi and UBS still furiousl doin transaction to clear ut 
their warehouses - which will take another mont -to-mon a s per the informa on 

'we've gotten previously. He doesn't believe that they are selling much of the CDO paper, 
however. He believes that they are creating and pricing the CDOs in order to remove the 
assets from the warehouses, but that they are holding on to the CDOs (i.e., transferring the 
risk from warehouse to security) in hopes that they will be able to sell them later. We've 
also heard this from other sources that feel that the mark-to-market is less volatile in CDO 
paper than in warehoused assets. 

CSFB doesn't anticipate doing many "standard" mezz abs CDOs in the near future. They are a 
looking to new, creative products such as ABS leveraged superseniors and long-short syntheti 
trades. He says that the investors are not interested in standard mezz abs deals, but are 
willing to look at "intelligent" transactions. 

CSFB, like others, is taking a wait and see approach for the 2nd half of 2007. He agrees 
that once the warehoused assets are cleared out, the arbitrage will be much better for newer 
assets (higher spreads supporting higher CDO liability spreads). However, he believes that 
future prospects for the market in the 2nd half depend on how gun shy investors are. 

Yuri Yoshizawa 
Moody's Investors Service 
99 Church Street, 8th Fl 
New York, NY 10007 
Tel: (212) 553-1939 
Fax: (212) 298-7356 

1 



From: Tannin, Matthew (Exchange)
Sent: Friday, March 30, 2007 11 :19 AM
To: Van Solkema, Steven (Exchange)
Subject: Thanks

I hope I don't disturb with you with all of my ranting and raving. Believe it or not - I've been able to convince
peopie to add more money - which I am doing as well - No one has redeemed - as far as I've seen. Please
please please tell me if you think I'm not saying anything clearly - or if you think there are things to say that I'm
not saying. I apologize for the fact that you have to hear all of this - if it tal(es away from your concentration.

But what would be VERY helpful is if you could continually feed me the "marl(et intelligence" you see and hear.
Ardavan just blasts out mostly bullshit so it is really not that helpful to me. If you could stream me emails with
thoughts and observations and factoids I would be most grateful.

Matthew Tannin
Senior Managing Director
Bear Stearns Asset Management

mtannin@bear.com

212-272-3113

31646 BS-SEC0705370

SEC_ENF_FCIC_019314
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From: ficc-ops-cdopricing [ficc-ops-cdopricing@ny.email.gs.com]
Sent: Monday, April 02, 2007 10:56 AM
To: 'rervin@bear.com'
Cc: ficc-ops-cdopricing
Subject: BSAM Marks from GS as of 03/30/07

Description Identifier Bid Price Size

ABAC 2006-8A A1  00255BAA5 97 10mm 

ABAC 2005-1A A1 00255TAA6 100 10mm 

ABAC 2006-HG1A A1 002561AA6 77 10mm 

ABAC 2006-HG1A A2 002561AB4 65 10mm 

ABAC 2006-HG1A B 002561AC2 To Follow 3mm 

ABAC 2006-HG1A AMSS 002561AF5 To Follow 10mm 

ABAC 2005-5A A1  00256FAA5 98 10mm 

BWIC 2006-1A A1A 11161RAB8 PAID OFF 10mm 

BWIC 2006-1A A2 11161RAD4 97.1185 10mm 

Disclaimer: The attached information regarding the valuation of instruments is being provided at your request 
for your consideration and internal use only and not for the purpose of soliciting or recommending any action 
by you. You should carefully review the explanations that are included with the attached information and ensure 
that you understand the information that is being provided. Any questions regarding the nature of this 
information should be raised promptly with your Goldman Sachs contact person. The valuation listed in the 
attached information represents the price at which Goldman, Sachs or one of its affiliates (“Goldman Sachs”) 
would have been prepared to purchase the amount of each instrument specified on the attached information as 
of the close of business in New York on the date of the information; such valuation is not applicable at any 
other time. The valuation listed in the attached information is expressed in terms of a position of a specified size 
and that valuation is applicable only with respect to that size. The valuation does not indicate a price at which 
Goldman Sachs would be willing to enter into a transaction with respect to any other size, nor does it reflect a 
valuation that relates to a position or transaction of any other size. In the future, Goldman Sachs may change the 
transaction size for which valuations are provided without notice. The valuations listed in the attached 
information do not necessarily reflect your entire portfolio. In determining the valuation of an instrument, 
Goldman Sachs might not take into account certain factors, including, without limitation, liquidity adjustments 
appropriate given the position size. The information presented in this document is based on assumptions, 
historical information and pricing data that Goldman Sachs in its discretion considers appropriate. Goldman 
Sachs does not represent that this information is accurate, complete or current, and Goldman Sachs has no 
liability with respect thereto. This information and the valuation methodology used are subject to change 
without notice and Goldman Sachs has no obligation to update you as to any such changes. This information 
may not reflect valuations you would receive from other dealers, or even from affiliates or other business units 
of Goldman Sachs, and does not necessarily reflect valuations you would obtain by using pricing models 
available from Goldman Sachs or valuations included in the books and records of Goldman Sachs. This 
information is intended only as a reference and should not be relied upon without further evaluation by you, in 
consultation with your professional advisors, for the maintenance of your books and records or for tax, 
accounting, financial reporting, disclosure or other purposes.  

Confidential Treatment  
Requested by Goldman Sachs

 
GS MBS 0000038055



From: Van Solkema, Steven (Exchange)
Sent: Thursday, April 19, 2007 9:59 AM
To: #IIGSCS
Subject: SUMMARY OF CDO ANALYSIS USING CREDIT MODEL.xls

Importance: lligh

Attachments: SUMiV1ARY OF CDO AJ.~ALYSIS USING CREDIT MODEL.xls

I ran as many of the ABS CDO portfolios we had in our database and added them to the ever-growing list of
work that Stu and Annie have been doing manually. Attached are the results. We now have credit model
analysis for 92 different ABS CDOs. I've sorted them two ways on two different tabs. First, sorting from best to
worst by implied writedown, and, then sorting from best to worst by the weighted avg fair value of the covered
portfolio. I've highlighted KLiO I and TALLSHlPS in green as you'll see for obvious reasons.

We're going to continue to add to this list and also have plenty more work to be done as far as creating a
principal writedown WAL (rather than start date), automating the whole process, etc... But, I think it's a great
start and thanks again to everyone who has been working very hard to get this done in short order.

«SUMMARY OF CDO ANALYSIS USING CREDIT MODEL.xls»

Confidential Treatment Requested by Wilmer Cutler Pickering Hale and Dorr LLP BS-SEC0606338
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GmaH- Things to Think about - Parts I and II

Things to Think about - Parts I and II
4 messages

Matt <matUannin@gmail.com>
To; pacioffi@hotmail.com, matltannln@gmaiLcom

Dear Ralph,

Part I

Page I of 4

Matt Tannin <matLtannin@gmail.com~

Sun, Apr 22, ·2007 at 8:19 AM

In January of 2003 I exciledly ao:epled your offer to bec:Jme your partner. ~iIe you may have had a fully fleshed aLII.
idea of where you thought we were going back then, I did not t k.new only Il1alI lrusled and respeded you and that I had
come to love to work with you over (a fCf:!ling :shared by just about e....eryone) - so I considered myself tremendousty
far-unate 10 have betm given the opportunity you gave me.

O\ler the past four years a lot has changed - and a lot has nol We have been very successful meas'Ured in
almost any ccnceivable way. We have raised a lot of money, we've made a lot of money, we'vff hired a lot of
good people - but, for me, most importantly - we have spent our time well - and time is the ONLY U1ing in
this life which one can't ever get back

I'm not sure how )'ou are feeling right nO'N - deep down. I guess I'm noL 100% sure how I'm feelir.g - deep
down - either, but I U1ink I'm feeling pretty damn good. I think that I'm feeling this way because I have
absolutely no doubt U1at I've done the best possible job that I could have done, Mistakes, yep, I've IT'.ade
them - but ltley do not bother m.e as much as they did yea~ ago. I have come to see that whatever
my ~inte!ligencenor "abililies· are - they are not substantially worse than ANY of Ihe people we speak 10, talk
to or read. So - fuck it - all one can do is their best - and I have done this.

From my point of view -I would say the same for )'ou. Every so often I worry a bit that because you have
been so spectaculariy succ:essful so far (in almost every way) you might be taking this opportunity to second
guess yourself. Well, just in case you are - don'l At the end of the day I think we will both be able to look at
aU that has happened and all that we have done and learn from what has gone well as well as from what that
hasn't. What a shame it ,WOUld be for us not to take all we have leamed and apply it going forward.

Perhaps I should save this next comment for the ~self help· book I now plan 10 write - but I really don't feel
that what we're going through right now is all that much different IN KIND from everyU1ing else we've
experienced over Ule last four (or fourteen) years. We've lived a full and exciting life in the midst of an
increasing NAV and 1see no reason Why the fullness and positive excitement we eXpi:.rience should be any
different if the trajectory of the NAV changes. It only the NAV. On EVERY level I do not think a mature
person - or a person who is at peace with themsel.... Es would allow NAV to be the determining faclor for
ANYTHING except their W-2 calculation {and Turbo Tax seems todo U1al efforilessly).

I became your panner in 2003. From where I sit I remain as excited a partner now as I was back then. On
Thursday night, when we Were out with Goldman 1heard )'ou say that you really had no interest in retiring.
Well. neither do 1- and I am as ~ful1y in~ as your partner now as I'.... e always hoped I would ever be.

Ok - put the Kleenex away. Pan Two is far less sentimental.

Panll

I think we ha.ve some important decisions to make, Some of these Mdedsions~will be guesses and some will

hnp://maiJ.googlc.cam/ma; II? ui~2&ik=71 a85 dbcc9&vieVFpl&q=Ray &search=query &lh... IOf] 1(2007
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Gmai! • Things to Think about - Parts I and II Page 2 of4

follow-dlrectly from these guesses. Others will be prudent and respcmsible decisions given the probability
factor of same of our guesses,

lime radors constrain and influence many af o~-r decisions and guesses.

Many of our decisions will be inter~related so I ani not sure, as I now write this, of the proper order of these
decisions. j'll just let loose here and we can !hen sort oUl the order later today (and tomorrow. C!f1d the next
day and the day after that).

Question #1: \foInat should we do now? (And by "now- I mean NOW).

. As I've said to you over the last few months -I think we have two basic options: Close the two HG funds
now - or get very very aggressive. (I will focus, for the moment, primarily on the HG Funds - but Rampart is
obliiollSly very dosely related. The ope is related - but less related - end SRP is related but least related.)

There are now a few reasons to close the Funds now.

The sUb-prime market looks pretty damn ugly. CPR/CDR tells us we are looking at major write-downs across
the board. If we believe the runs Steve has been doing are ANYWHERE CLOSE to aCOJrale I think we
should close the Funds now. The reason for this is that if CPR/CDR is correct then the entire sub-prime
market is toast. It is,toast in the way the HY COO market is toast. If A.AA bonds are systemically
dO'Nngraded then there is simply no way for us 10 make money - ever. (\'Vhile it may well be possible to
succeed with a ·distressed- fund -I do. not think we can do this with HG. We are just too long. (A distressed
fund may be in our future - but not HG's fUlure - and it is way loa ear1y for a distressed fund - the distress
hasn't even begun).

I think we need to GUESS about the accuracy of the CPR/CDR models NOW. It would be nice if we had the
luxury of wailing a bit {and maybe we do - this is another discussion point} - but I do not think we have any
lime luxuries here.

So - how will we guess? I'm not sure I know the answer. Here are the possibilities I see. You and Ray will
have to ad,d any other possibilities.

Guessing on the likelihood of a melt-down.

1. We should believe CPRlCDR is we believe the model.
2. We should believe the model if we think the inputs are reasonable.
3. The inputs are reasonable if there is a good probability thallhe historiC<J1 information the model uses is
useful.
4, The historical information is useful if today's world is similar enough to prior ·worlds·
5. Today's world IS similar to priorwor1ds UNLESS there is a very good reason lo think that it's not.
6. VV'hat are the reasons the world may be different now? (and We must acknowledge th2! the world is rarely
different from the way it's been - sOrflenmes yes - but this is the outlier situalion)?

VIlny is the world different?
a. All of these answers are taken largely from what Gyan has said {Gyan is a sell side anq.lyst - and

sell side analysts almost always give you good reasons for doing what is in their bank's best interest NOT
your best interest. AND we haye more and more reasons today for remembering that the banks will
ALWAYS do what is in their best interest over us - every fucking time (this is perhaps a very useful lesson for
us)). I was persu<:lded by Gyan when I last heard him - but I am now much less willing to accept
the Mobjectili'ity- of his assumptions. I now believe that Gyan. in his role as COO research person is simply
one of Scott Eichel's team. And I have no doubt at an about what Scott would say - and I have no doubt thaI
Scott is in it only for hImself (aUhough I do like him).

The key reason the world may be different this lime is that HPA will not be the predictor it once was.

I used to grve this a reasonable probability of being carrect - but I'm now not so sure. Caution would lead us
to believe the HPA. So - caulion would lead us to conclude the model is right - and we're in bad bad shape.

ANDREW LIPTON

hnp:llmaiLgoogle.comlrnaiV?ui=2&ik=7! a85dbcc9&vicw=pt&q=Ray&search9:juery&th... 1013 112007
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I sat him down all Friday and asked how serious he thought [he siluation was. He calmly told me lhat the
sl1:l.r.3:lion wasn't going to be as bad as people are saying.

Why should we believe Andrew? He's been a RMBS analyst for 20 years. That's good.

We should EXTRACT ellery piece of infolTT1Cltion from him because I'm not sure there is anyone who knows
mare than he does.

But 1do not have a high degree of confidence in him. He's been just loo calm during this whole period. How
C:Juld he have not been sitting on the edge of his chair with each release of Ste\le's stuff? \lYhen I asked him
about it he had not carefully analyzed il Haw is this possible? W'hat is he thinking? So - from
clfl:umst21llial e\lidence I am not made comfortable by Andrew.

Ray Mcgarrigal.

Ray has lost confidence in the structures. Not long ago Ray had canfkfence in the structures. Ray does nat
fuc:l< around. Ray has been paying attention. I (rust Ray.

I am going to sign off tor now. I'm going to Tsvi's game - where I will be able to continue.

Next topics will be:

1. Even if we go totally aggressive - what are the probabilities of success?
2. How {vog till we see success?
3. How many investors will NOT give us the time?
3. Is lhis number of ~impatienl· investors sufficiently large to force our hand anyway?
4. VVho do we talk to about Ulls?

Rich Marin?
Warren?
Outside counsel? (And here we have to be careful because our outside counsel is BSAM's counsel

NOT our cQunsel- This is anoUler very'big issue we at least need to think about
5. \lYhen do we say something?
6. Does this affect the Rampart filing?

Ok - this seems like enough to think about for one moming!!!!!!!!l

I'll be Qn lhe cell.

Let's plan on getting together this evening. I could take a car out to see you - or you could
come to the city. We can decide. I'd say we should go to the Racquet Club and have this
discussion in the sauna - but I think you've taken an oath against discussing business
there. Any other suggestions?

phyllis cioffi <paciofti@hQtmall.com>
TQ: matUannin@gmail.com

when you return from the Met's game give me a call I can drive inlo the
city and we can meet either at the Qffice or uptown near your apartmenL

>Fram: Matt <matl.tannin@gmail com>
>TQ: pacigffi@hQtmail.com. matt tannin@gmailcom
>SubjecL: Things 10 Think about ~ Parts I and II
>oale: Sun, 22 Apr 2007 08:19:10 -0400
{Quoted le::ll hidden!

Sun. Apr ZZ, Z007 at 10:11 AM

hnp://maiJ.google.com/mai!/?ui=2&ik=7! a85dbcc9&view=pt&q=Ray&search=query&th... t 0/3112007
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Gmail - Things to Think about - Parts I and II

Mart Tannin <mart.t:mnin@gmail.com>
To: rmcgarrigal@mac.com

here u go

--- Forwarded message---
From: Matt <roatUannin@gmail.com>
Date: Sun. 22 Apr 200708:19:10 -0400
SUbject Things to Think about - Parts I and II
To: padoffi@hQtrnail com, matUannin@gmail.com

Page 4 of4

Sun, Apr 22, 2007 at 3:36 PM

hnp:llmajl.googlc.comlmaill?ui=2&ik~7Ja85dbcc9&view=pt&q~Ray&search""query&th... 1013 tn.OO?
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From: Semic, Iris (Exchange) 
Sent: Tuesday, May 01,2007 5: 14 PM 
To: Tannin, Matthew (Exchange); Pusateri, Joan Marie (Exchange); Ervin, Robert (Exchange); Kapoor, 
Puneet(Exchange) 
Cc: Tepper, Eric (Exchange); Quental, Greg (Exchange); Wolfe, Steven (Exchange); Hong, Sandra 
(Exchange) 
Subject: May 1 High Grade Activity Report 

Attachments: MAY 1 - 2007.xls 

Please find attached the latest capital activity report. 
We just received an additional subscription document for HG Enhanced Leverage 
(Onshore) from Bear Steams Asset Management Inc. for $25mm. 

May 1, 2007 Subscription Totals: 

High-Grade Onshore: $ SOOK 

High-Grade Offshore: $21.460MM 

High-Grade EL Onshore: $2SMM 

High-Grade EL Offshore: $13MM +$1.907 (Fund Switch) = $14.907MM 

High-Grade Total: $ 21.960MM 

High-Grade Enhanced Lev Total: $ 39.907MM 

May 1, 2007 TOTAL SUBSCRIPTIONS: $ 61.867 

May 1, 2007 Redemption Totals (as of 12-31-06 NAVs): 

High-Grade Onshore: approx. $l.SMM 

High-Grade Offshore: approx. $ 2S.424MM +$1.907MM (Fund Switch) = 
$27.331MM 

Confidential Treatment Requested by JPMorgan BSAMFCIC 00001058 



High-Grade Total: approx. $ 28.831 

May 1st TOTAL REDEMPTIONS: approx. $ 28.831 

Confidential Treatment Requested by JPMorgan BSAMFCIC 00001059 



Subscrigtion I Redemgtion Details: .. . - .. -.. . . .. - . 
401396 High Grade Lev OFF MAY-2007 Subscnptlon 14,907,082,00 USD BSAM Kerr,Evan EKERR 

400644 High Grade Lev ON MAY-2007 Subscription 25,000,000,00 USD BSAM Not Available,Not Available 

401228 High Grade OFF MAY-2007 I Subscription 3,010,000,00 USD pes Buxton, George RTl 

402441 High Grade OFF MAY-2007 Subscription 1,000,000,00 USD pes Zahringer,George 502 

403402 High Grade OFF MAY-2007 Subscription 10,000,00000 USD BSAM Nilsson,stefan SNILS 

403411 High Grade OFF MAY-2007  Subscription 1,450,000,00 USD pes Assaf,Jeffrey 42G 

403059 High Grade OFF MAY-2007 Subscription 4,000,00000 USD pes Moghadam,Mazy 

403429 High Grade OFF MAY-2007 Redacted Subscription 2,000,000,00 USD BSAM Kerr,Evan 
403409 High Grade ON MAY 2007 Subscription 500,000,00 USD pes Sharon,Dou!; BD3 

401175 High Grade OFF MAY-2007 A Full Redemption (506,280,00) USD BSAM Kerr, Evan EKERR 

401234 High Grade OFF MAY-2007 Full Redemption (4,632,062,00) USD BSAM Kerr, Evan EKERR 
401244 High Grade OFF MAY-2007 Full Redemption (3,644,800,00) USD BSAM Kerr, Evan EKERR 

401273 High Grade OFF MAY-2007 (  Full Redemption (10,005,281,00) USD BSAM Marrone,Jim JMARR 

401396 High Grade OFF MAY-2007 Partial Redemption (918,500,00) USD BSAM Kerr, Evan EKERR 

401396 High Grade OFF MAY-2007 Partial Redemption (988,583,00) USD BSAM Kerr, Evan EKERR 

402437 High Grade OFF MAY-2007 Partial Redemption (5,000,000,00) USD pes Erkman,Cigdem V18 

402455 High Grade OFF MAY-2007 Full Redemption (1,635,589,00) USD BSAM Marrone,Jim JMARR 

400423 High Grade ON MAY-2007 Partial Redemption (1,000,000,00) USD BSAM Kerr, Evan EKERR 

401384 High Grade ON MAY-2007 Partial Redemption (500,000,00) USD BSAM Doroskl,Gerard GDORO 

Confidential Treatment Requested by JPMorgan BSAMFCIC 00001060 



From: Ervin, Robert (Exchange)
Sent: Tuesday, May 01,20078:05 PM
To: Cioffi, Ralph (Exchange); Mcgarrigal, Raymond (Exchange); Tannin, Matthew (Exchange)
Subject: FW: BSAM Marks from GS as of 04/30107
FYI

Fro m: ficc-ops-cdopricing [mailto: ficc-ops-cdopricing@ny.email.gs.com]
Sent: Tuesday, May 01,20077:36 PM
To: Ervin, Robert (Exchange)
Cc: ficc-ops-cdopricing
Subject: BSAM Marks from GS as of 04/30107

IDescription IIIdentifier IIBid Price IISize
~==

IABAC 2006-8A Al 1I00255BAA5 1195 II10mm

IABAC 2005-1A Al 1I00255TAA6 11100 II10mm

IABAC 2006-HG1A Al 1I002561AA6 1177 II10mm

IABAC 2006-HG1A A2 1I002561AB4 1165 II10mm

IABAC 2006-HG1A B 1I002561AC2 1155 3mm;::===
IABAC 2006-HG1A AMSS 1I002561AF5 liTo Follow lOmm

IABAC 2005-5A Al 1I00256FAA5 1198 lOmm

IBWIC 2006-1A A2 1I11161RAD4 1197.4 lOmm

ITWOLF 2007-1A AlB 1188714PACO 11100 lOmm

ITWOLF 2007-1A A1C 1188714PAD8 1199.7109375 lOmm

ITWOLF 2007-1A AID 1188714PAE6 1199.69921875 lOmm

Disclaimer: The attached information regarding the valuation of instruments is being provided at your
request for your consideration and internal use only and not for the purpose of soliciting or
recommending any action by you. You should carefully review the explanations that are included with
the attached information and ensure that you understand the information that is being provided. Any
questions regarding the nature of this information should be raised promptly with your Goldman Sachs
contact person. The valuation listed in the attached information represents the price at which Goldman,
Sachs or one of its affiliates ("Goldman Sachs") would have been prepared to purchase the amount of
each instrument specified on the attached information as of the close of business in New York on the date
of the information; such valuation is not applicable at any other time. The valuation listed in the attached
information is expressed in terms of a position of a specified size and that valuation is applicable only
with respect to that size. The valuation does not indicate a price at which Goldman Sachs would be
willing to enter into a transaction with respect to any other size, nor does it reflect a valuation that relates
to a position or transaction of any other size. In the future, Goldman Sachs may change the transaction
size for which valuations are provided without notice. The valuations listed in the attached information
do not necessarily reflect your entire portfolio. In determining the valuation of an instrument, Goldman
Sachs might not take into account certain factors, including, without limitation, liquidity adjustments

Confidential Treatment Requested by JPMorgan BSAMFCIC-e00000001



appropriate given the position size. The information presented in this document is based on assumptions,
historical information and pricing data that Goldman Sachs in its discretion considers appropriate.
Goldman Sachs does not represent that this information is accurate, complete or current, and Goldman
Sachs has no liability with respect thereto. This information and the valuation methodology used are
subject to change without notice and Goldman Sachs has no obligation to update you as to any such
changes. This information may not reflect valuations you would receive from other dealers, or even from
affiliates or other business units of Goldman Sachs, and does not necessarily reflect valuations you would
obtain by using pricing models available from Goldman Sachs or valuations included in the books and
records of Goldman Sachs. This information is intended only as a reference and should not be relied
upon without further evaluation by you, in consultation with your professional advisors, for the
maintenance of your books and records or for tax, accounting, financial reporting, disclosure or other
purposes.
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From: ficc-ops-cdopricing [ficc-ops-cdopricing@ny.email.gs.com]
Sent: Tuesday, May 01, 2007 7:36 PM
To: 'rervin@bear.com'
Cc: ficc-ops-cdopricing
Subject: BSAM Marks from GS as of 04/30/07

Description Identifier Bid Price Size

ABAC 2006-8A A1  00255BAA5 95 10mm 

ABAC 2005-1A A1 00255TAA6 100 10mm 

ABAC 2006-HG1A A1 002561AA6 77 10mm 

ABAC 2006-HG1A A2 002561AB4 65 10mm 

ABAC 2006-HG1A B 002561AC2 55 3mm 

ABAC 2006-HG1A AMSS 002561AF5 To Follow 10mm 

ABAC 2005-5A A1  00256FAA5 98 10mm 

BWIC 2006-1A A2 11161RAD4 97.4 10mm 

TWOLF 2007-1A A1B 88714PAC0 100 10mm 

TWOLF 2007-1A A1C 88714PAD8 99.7109375 10mm 

TWOLF 2007-1A A1D 88714PAE6 99.69921875 10mm 

Disclaimer: The attached information regarding the valuation of instruments is being provided at your request 
for your consideration and internal use only and not for the purpose of soliciting or recommending any action 
by you. You should carefully review the explanations that are included with the attached information and ensure 
that you understand the information that is being provided. Any questions regarding the nature of this 
information should be raised promptly with your Goldman Sachs contact person. The valuation listed in the 
attached information represents the price at which Goldman, Sachs or one of its affiliates (“Goldman Sachs”) 
would have been prepared to purchase the amount of each instrument specified on the attached information as 
of the close of business in New York on the date of the information; such valuation is not applicable at any 
other time. The valuation listed in the attached information is expressed in terms of a position of a specified size 
and that valuation is applicable only with respect to that size. The valuation does not indicate a price at which 
Goldman Sachs would be willing to enter into a transaction with respect to any other size, nor does it reflect a 
valuation that relates to a position or transaction of any other size. In the future, Goldman Sachs may change the 
transaction size for which valuations are provided without notice. The valuations listed in the attached 
information do not necessarily reflect your entire portfolio. In determining the valuation of an instrument, 
Goldman Sachs might not take into account certain factors, including, without limitation, liquidity adjustments 
appropriate given the position size. The information presented in this document is based on assumptions, 
historical information and pricing data that Goldman Sachs in its discretion considers appropriate. Goldman 
Sachs does not represent that this information is accurate, complete or current, and Goldman Sachs has no 
liability with respect thereto. This information and the valuation methodology used are subject to change 
without notice and Goldman Sachs has no obligation to update you as to any such changes. This information 
may not reflect valuations you would receive from other dealers, or even from affiliates or other business units 
of Goldman Sachs, and does not necessarily reflect valuations you would obtain by using pricing models 
available from Goldman Sachs or valuations included in the books and records of Goldman Sachs. This 
information is intended only as a reference and should not be relied upon without further evaluation by you, in 
consultation with your professional advisors, for the maintenance of your books and records or for tax, 
accounting, financial reporting, disclosure or other purposes.  
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From: Ervin, Robert (Exchange)
Sent: Wednesday, May 09,20072:28 PM
To: Cioffi, Ralph (Exchange)
Subject: RE: ABACUS MARKS
OK thanks - I'll let Charles and Jerry know to put it on the agenda for 4i30.

Fro m: Cioffi, Ralph (Exchange)
Sent: Wednesday, May 09, 2007 1:47 PM
To: Ervin, Robert (Exchange)
Subject: RE: ABACUS MARKS

No the pricing groups do not like to price other dealers deals trading desks and repo desks will but that's it We
can support FMV pricing if need be.

Ralph R. Cioffi

Senior Managing Director

Bear Stearns Asset Management

High Grade Structured Credit Strategies L.P.

383 Madison Ave. NY, NY. 10179

212-272-3498

rcioffi @bear.com

From: Ervin, Robert (Exchange)
Sent: Wednesday, May 09,2007 1:31 PM
To: Cioffi, Ralph (Exchange); Pusateri, Joan Marie (Exchange)
Subject: RE: ABACUS MARKS

Ralph,

I'll update the pricing file. Do you think we can get a direct mark from Lehman's pricing group for this?
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Thanks.

Fro m: Cioffi, Ralph (Exchange)
Sent: Friday, May 04, 2007 9:35 AM
To: Pusateri, Joan Marie (Exchange); Ervin, Robert (Exchange)
Subject: RE: ABACUS MARKS

thanks for now Rob just average the marks I've asked GS to come back to us with new marks and we may just
go with FMV.

Ralph R. Cioffi

Senior Managing Director

Bear Stearns Asset Management

High Grade Structured Credit Strategies L.P.

383 Madison Ave. NY, NY. 10179

212-272-3498

rcioffi @bear.com

From: Pusateri, Joan Marie (Exchange)
Sent: Thursday, May 03, 2007 12:27 PM
To: Ervin, Robert (Exchange)
Cc: Cioffi, Ralph (Exchange)
Subject: ABACUS MARKS

Rob,
Ralph wanted you to be aware of the following prices we received from Lehman
yesterday when we rolled our repos:

Cusip 002561 AA6 100
002561 AB4 100
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002561AC2 97.15

Joanmarie Pusateri
Managing Director
Bear Stearns Asset Management
212-272-6005
fax 973-463-5075
jpusateri@bear.com
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From: Ervin, Robert (Exchange)
Sent: Thursday, May 10,20077:58 PM
To: Quental, Greg (Exchange); Cohen, Barry (Exchange); Geissinger, John (Exchange); Galdi, Frank
(Exchange); Godin, Larry - Communication of Counsel (Exchange); Cummins, Gerald (Exchange)
Subject: 4/30 Pricing - High Grade
Based on the dealer prices I currently have, I estimate net returns of:

HG: (2.44%) - negative pricing impact of 17MM
HGEL: (7.02%) - negative pricing impact of 35MM

A couple of notes:

1. ABAC 2006-HG1 A deals - first, Ralph is disputing the marks from Goldman. My estimate includes averaging
marks from Lehman's repo desk for three Abacus deals with the marks we received from Goldman.
Without Lehman's marks, the returns would be:

HG: same
HGEL: (11.45%)

as Ralph is disputing the marks from Goldman, either Goldman will reprice the deals, or the HG team will
provide fair valuations for all of them. Using the Lehman repo desk marks or fair valuing these securities would
be subject to pricing committee approval, which has not happened yet.

2. Single-name and Index ABS hedges - we have observed that many of the single-name hedges are being
marked tighter while the index tranche hedges are being marked wider by the dealers. As the funds are long
single-name protection and short index tranche protection, this is having an adverse impact on the expected
return. The HG team sent a bid-wanted list out to the dealer community at month-end and the levels for the
single-name deals came back more favorable than the marks we have received. I have not quantified the
impact of these levels, but if the pricing committee approves using them, it would have a positive impact.

3. Rampart - I do not have a final for March or April yet. My estimate assumes a $0.22/share gain for Rampart
for 4/30 ($3.5MM). My understanding is that the valuation assumptions for 4/30 may change and may create a
negative impact on the share price for Rampart.

4. Marks received:

a. Cash Positions - I have currently received marks on 305 of the 524 cash positions in HG and HGEL
b. CDS - I have received marks on 736 of the 916 CDS positions.

Robert Ervin
Associate Director
Bear Stearns Asset Management
(212) 272-8231

Confidential Treatment Requested by JPMorgan BSAMFCIC-e00000006



From: 
Sent: 
To: 

Subject: 

Broderick, Craig 
Friday, May 11, 2007 1 :48 PM 
Rapfogel, Alan; Wildermuth, David; Schick, Sharon; Young, Greg; Welch, Patrick; Hemphill, 
Lee 
RE: COO's - Mortgages 

Sparks and the Mtg group are in the process of considering making significant downward adjustments to the marks on 
their mortgage portfolio esp COOs and COO squared. This will potentially have a big P&L impact on us, but also to our 
clients due to the marks and associated margin calls on repos, derivatives, and other products. We need to survey our 
clients and take a shot at determining the most vulnerable clients, knocl, on implications, etc. This is getting lots of 30th 
floor attention right now. 

From: 
Sent: 
To: 
Subject: 

Wildermuth, David 
Friday, May 11, 2007 1:40 PM 
Sedita, Amy; Broderick, Craig; Schick, Sharon; Young, Greg; Welch, Patrick; Hemphill, Lee; Rapfogel, Alan 
RE: COO's - Mortgages 

What is the topic/discussion here? I have a conflict but can probably attend tile first 1/2 hour. Depending on the 
topic, I can try to move my 2:30?? 

From: 
Sent: 
To: 
Subject: 
When: 
Where: 

Sedita, Amy 
Friday, May 11, 2007 1:00 PM 
Broderick, Craig; Schick, Sharon; Young, Greg; Welch, Patrick; Hemphill, Leei Rapfogel, Alani Wildermuth, David 
Updated: COO's - Mortgages 
Friday, May 11, 2007 2:00 PM-3:00 PM (GMT-OS:OO) Eastern 11 me (US & Canada). 
9B -- "'Dam: 800- 7 Mod PC:~ Part PC~Client 10_ 

*updated with dial in #. 
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From: Tannin, Matthew (Exchange)
Sent: Sunday, May 13, 2007 II :09 PM
To: Cioffi, Ralph (Exchange); 'Ray McOarrigal'
Subject: RE: OS and the tranches

Great idea.

-Original Message--
From: Cioffi, Ralph (Exchange)
Sent: Sunday, May 13.200709:36 PM Eastern Standard Time
To: 'Ray McGarrigal'; Tannin, Matthew (Exchange)
Subject: RE: GS and the tranches

As I think about all the CDO managers out there we probably have the best infrastructure systems and technology and with
our credit model in full gear certainly one of the best credit models in the market. 1 think if the EHGS fund has to be
liquidated which seems to be somewhat certain given the redemption activity we should try and make one of our
businesses a traditional cdc manager business.

JPM thinks that we should pro-actively market ourselves and they would love to Lake us global on that front. They feel that
so many cdo managers blew them selves up or are going to that, that we would be entering a market that would welcome
us as a manager. One of our weaknesses is that we have not marketed ourselves so most of the foreign cdo investors do not
know us.

It would be a shame not to leverage that aspect of our business.

What I would like to do is to demo our credit models and surveillance system to Greg Quental John Geissinger and the two
new heads of marketing.

III try and arrange that this week.

Mr. Ralph Cioffi
Senior Managing Director
Bear Steams Asset Management
383 Madison Ave. NYC 10167
212272 3498
rcioffi@bear.com

--Original Message-
From: Ray McGarrigal fmailto:rmcl!arrigal!@mac.com]

Sent: Sunday, May 13,2007 7:46 PM
To: Cioffi, Ralph (Exchange)
Subject: GS and the tranches

Ralph,
We did not execute on the tranches as the 06-1 BBB- moved and I was
not sure when you struck the prices on the 20-30 and the 25-30.
Obviously, those are up big on the move from Friday. They need to re
price the tranches and then we can execute. Do you remember the
price on 06-1 when you agreed to the trade?
Ray

BS-SEC0743973

GOVERNMENT
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From: BSAM Hedge Fund Product Management (Generic)
Sent: Wednesday, May 16, 2007 10:20 AM
Subject: Bear Stearns High-Grade Structured Credit Strategies and HGSCS Enhanced Leverage Funds 
April 2007 Month-End Estimates
Dear Investor:

For the month ended April 30, 2007, Bear Stearns High-Grade Structured Credit
Strategies has returned an estimated -1.78%.
For the month ended April 30, 2007, Bear Stearns High-Grade Structured Credit
Strategies Enhanced Leverage has returned an estimated -6.57%.

Please note that these are preliminary estimates and are subject to change. A more
detailed summary will follow.

Preliminary returns are net of accrued advisory fees, expenses and performance fees
and reflect reinvestment of interest income and other earnings. If applicable, returns
shown are for the Fund shares that are allowed to participate in "new issues." The Fund
is actively managed and therefore its holdings will change over time. Returns are for an
investor who has been in the Fund since its inception. Returns for other investors may
differ. Please be aware the performance estimates presented above are for the US
feeder funds, the returns for the offshore funds may differ. Past performance is no
guarantee of future results. Do not hesitate to contact us with any questions.

Thank you,

Heather Malloy
Bear Stearns Asset Management
237 Park Ave, 8th Floor
New York, NY 10017
212-272-3226
hmalloy@bear.com

Ken Mak
Bear Stearns Asset Management
383 Madison, 23rd Floor
New York, NY 10179
212-272-8375
kmak@bear.com

This communication is intended solely for investors and prospective investors who have
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been pre-qualified by their Bear Stearns account executive and should therefore not be
reproduced or redistributed. The information contained herein does not constitute an
offer to sell or a solicitation to buy private investment fund interests. These interests will
be offered and sold only to "eligible investors," defined as institutional investors,
individuals and other entities that satisfy certain minimum income and net-worth, and/or
other requirements. The information in this communication is qualified in its entirety by
reference to the more detailed discussion contained in the Fund's Confidential Private
Placement Memorandum, which should be read carefully before investing. The
information contained herein is as of the date referenced and BSAM does not undertake
an obligation to update such information.

Any person subscribing for an investment must be able to bear the risks associated with
the Fund and must meet the Fund's suitability requirements. The Fund is speculative
and involves a substantial degree of risk. Some or all alternative investment programs
may not be suitable for certain investors. No assurance can be given that the Fund's
investment objectives will be achieved. Any investment in a private investment fund
involves significant risks not associated with more conventional investment alternatives.
The Fund's risks include, but are not limited to, the following: The securities in which the
Fund invests are subject to prepayment and other risks more fully described in the
Fund's Confidential Private Placement Memorandum; the Fund may be leveraged and
engage in other speculative investment practices that may increase the risk of
investment loss; past results of the Fund and the investment manager are not
necessarily indicative of future performance of the Fund, and the Fund's performance
may be volatile; an investor could lose all or a substantial amount of his or her
investment; the investment manager has total trading authority over the Fund and the
Fund is dependent upon the services of the investment manager; the use of a single
advisor, which could mean lack of diversification and, consequentially, higher risk; the
Fund is subject to conflicts of interest; the Fund is highly illiquid; there is no secondary
market for the investors' interest in the Fund and none is expected to develop; there are
restrictions on transferring interests in the Fund; the Fund's fees and expenses may
offset the Fund's trading profits; the Fund is not subject to the same regulatory oversight
as mutual funds; the Fund is not required to provide periodic pricing or valuation
information to investors with respect to its individual investments; the instruments in
which the Fund invests may involve complex structures and there may be delays in
distributing important tax information; a limited portion of the trades executed for the
Fund may take place on foreign markets. BSAM and its affiliates may have positions,
effect transactions or make markets in securities or options on such securities referenced
herein. Bear, Stearns & Co., Inc. may have underwritten securities for, or otherwise have
an investment banking relationship with, issuers referenced herein. Please review the
"Risk Factors," "Conflicts of Interest," fee and expense information in the Fund's
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Confidential Private Placement Memorandum.

In addition to the general risks stated above, we would also like to bring to your attention
the following risks specific to the High Grade Structured Credit Strategies Funds:

-While the primary focus of the Fund will be on highly-rated debt securities (AA- or
higher), up to 10% of the investment portfolio (excluding Repackaging Vehicle Junior
Interests) may be invested in lower-rated investment grade, below investment grade or
unrated securities.

-The Fund invests on a highly leveraged basis. The cumulative effect of the use of
leverage with respect to any investments in a market that moves adversely to such
investments could result in a substantial loss which would be greater if the Fund were not
leveraged.

-Prospective investors must understand that securities otherwise outside of the Fund's
investments parameters may constitute all or significant portion of the underlying
securities held by COO, Synthetic Security or other investment of the Fund and that
COOs are therefore subject to risks particular to such securities.
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From: ficc-ops-cdopricing

Sent: Wednesday, May 23, 2007 10:29 AM

To: 'rervin@bear.com'; 'rcioffi@bear.com'

Cc: ficc-ops-cdopricing; Davilman, Andrew

Subject: BSAM Marks from GS as of 04/30/07

Disclaimer: The attached information regarding the valuation of instruments is being provided at your 
request for your consideration and internal use only and not for the purpose of soliciting or 
recommending any action by you. You should carefully review the explanations that are included with 
the attached information and ensure that you understand the information that is being provided. Any 
questions regarding the nature of this information should be raised promptly with your Goldman Sachs 
contact person. The valuation listed in the attached information represents the price at which Goldman, 
Sachs or one of its affiliates (“Goldman Sachs”) would have been prepared to purchase the amount of 
each instrument specified on the attached information as of the close of business in New York on the 
date of the information; such valuation is not applicable at any other time. The valuation listed in the 
attached information is expressed in terms of a position of a specified size and that valuation is 
applicable only with respect to that size. The valuation does not indicate a price at which Goldman 
Sachs would be willing to enter into a transaction with respect to any other size, nor does it reflect a 
valuation that relates to a position or transaction of any other size. In the future, Goldman Sachs may 
change the transaction size for which valuations are provided without notice. The valuations listed in the 
attached information do not necessarily reflect your entire portfolio. In determining the valuation of an 
instrument, Goldman Sachs might not take into account certain factors, including, without limitation, 
liquidity adjustments appropriate given the position size. The information presented in this document is 
based on assumptions, historical information and pricing data that Goldman Sachs in its discretion 
considers appropriate. Goldman Sachs does not represent that this information is accurate, complete or 
current, and Goldman Sachs has no liability with respect thereto. This information and the valuation 
methodology used are subject to change without notice and Goldman Sachs has no obligation to update 
you as to any such changes. This information may not reflect valuations you would receive from other 
dealers, or even from affiliates or other business units of Goldman Sachs, and does not necessarily 
reflect valuations you would obtain by using pricing models available from Goldman Sachs or 
valuations included in the books and records of Goldman Sachs. This information is intended only as a 
reference and should not be relied upon without further evaluation by you, in consultation with your 
professional advisors, for the maintenance of your books and records or for tax, accounting, financial 
reporting, disclosure or other purposes. 

Description Identifier Bid Price Size
ABAC 2006-HG1A JSS 002561AF5 87 10mm
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From: ficc-ops-cdopricing [ficc-ops-cdopricing@ny.email.gs.com]
Sent: Wednesday, May 23,2007 10:29 AM
To: Ervin, Robert (Exchange); Cioffi, Ralph (Exchange)
Cc: ficc-ops-cdopricing; Davilman, Andrew
Subject: BSAM Marks from GS as of 04/30107

IDescription IIIdentifier IIBid Price IISize
~===

IABAC 2006-HGIA JSS II002561AF5 1187 Ii10mm
Disclaimer: The attached information regarding the valuation of instruments is being provided at your
request for your consideration and internal use only and not for the purpose of soliciting or
recommending any action by you. You should carefully review the explanations that are included with
the attached information and ensure that you understand the information that is being provided. Any
questions regarding the nature of this information should be raised promptly with your Goldman Sachs
contact person. The valuation listed in the attached information represents the price at which Goldman,
Sachs or one of its affiliates ("Goldman Sachs") would have been prepared to purchase the amount of
each instrument specified on the attached information as of the close of business in New York on the date
of the information; such valuation is not applicable at any other time. The valuation listed in the attached
information is expressed in terms of a position of a specified size and that valuation is applicable only
with respect to that size. The valuation does not indicate a price at which Goldman Sachs would be
willing to enter into a transaction with respect to any other size, nor does it reflect a valuation that relates
to a position or transaction of any other size. In the future, Goldman Sachs may change the transaction
size for which valuations are provided without notice. The valuations listed in the attached information
do not necessarily reflect your entire portfolio. In determining the valuation of an instrument, Goldman
Sachs might not take into account certain factors, including, without limitation, liquidity adjustments
appropriate given the position size. The information presented in this document is based on assumptions,
historical information and pricing data that Goldman Sachs in its discretion considers appropriate.
Goldman Sachs does not represent that this information is accurate, complete or current, and Goldman
Sachs has no liability with respect thereto. This information and the valuation methodology used are
subject to change without notice and Goldman Sachs has no obligation to update you as to any such
changes. This information may not reflect valuations you would receive from other dealers, or even from
affiliates or other business units of Goldman Sachs, and does not necessarily reflect valuations you would
obtain by using pricing models available from Goldman Sachs or valuations included in the books and
records of Goldman Sachs. This information is intended only as a reference and should not be relied
upon without further evaluation by you, in consultation with your professional advisors, for the
maintenance of your books and records or for tax, accounting, financial reporting, disclosure or other
purposes.

Confidential Treatment Requested by JPMorgan BSAMFCIC-e00000011



From: Mohindra, Dhruv (Exchange)
Sent: Wednesday, May 30, 2007 9:34 AM
To: Cioffi, Ralph (Exchange); Ervin, Robert (Exchange)
Subject: RE: BSAM Marks

The marks are low but those are the levels where these tails would likely trade. They are definitely more realistic than the
$99 levels.

The ABSHE bond is at a 7% tranche factor (deal is at a 3% pool factor) and it is currently rated Ba1 (neg watch).

The CDCMC is a 25% tranche factor but pays off within 9 months. The tail is clearly worth more than $30, but I think we
have to live with the mark.

-----Original Message----
From: Cioffi, Ralph (Exchange)

Sent: Wednesday, May 30, 2007 9:20 AM

To: Ervin, Robert (Exchange); Mohindra, Dhruv (Exchange)

Subject: RE: BSAM Marks

Dhruv what do you think

Ralph R. Cioffi

Senior Managing Director

Bear Stearns Asset Management

Structured Credit Group

237 Park Ave. NY, NY. 10017

212-272-3498

rcioffi@bear.com

-----Original Message----
From: Ervin, Robert (Exchange)

Sent: Wednesday, May 30, 2007 9:15 AM

To: Mohindra, Dhruv (Exchange); Cioffi, Ralph (Exchange)

Subject: RE: BSAM Marks

Dhruv - these are positions in the portfolio, but the marks are pretty far off from the average prices we have received:
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cdcmc 2004-he2 b3

abshe 2001-he1 b

30-00

22-00

avg dealer mark is 95.77 (Citi had marked @ 99.599)

avg dealer mark is 65.59 (Citi had marked @ 99.358)

Ralph - do you agree with these revised marks from Citi?

Thanks,

Robert Ervin

Associate Director

Bear Stearns Asset Management
(212) 272-8231

-----Original Message-----

From: Mohindra, Dhruv (Exchange)

Sent: Wednesday, May 30, 2007 7:34 AM
To: Ervin, Robert (Exchange)

Subject: FW: BSAM Marks

Rob,

Are these marks we were waiting on? They don't look familiar to me. I'll also check wi citi to find out why they sent to
me.

Dhruv

-----Original Message-----

From: Laroche, Manon [mailto:manon.laroche@citi.com]

Sent: Tuesday, May 29,2007 8:01 PM

To: Mohindra, Dhruv (Exchange)

Subject: Fw: BSAM Marks

-----Original Message-----

From: Counihan, Ted [CMB-FICC]

To: Laroche, Manon [CMB-FICC]; Rubenzahl, Eliot I [CMB-FICC]

Sent: Tue May 29 17:00:572007

Subject: RE: BSAM Marks

cdcmc 2004-he2 b3 30-00
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abshe 2001-hel b 22-00

-----Original Message-----

From: Laroche, Manon [CMB-FICC]

Sent: Tuesday, May 29,20078:00 AM
To: Rubenzahl, Eliot I [CMB-FICC]; Counihan, Ted [CMB-FICC]

Subject: RE: BSAM Marks

??

-----Original Message-----

From: Mahini, Shahram [CMB-FICC]

Sent: Friday, May 25,2007 10:58 AM
To: Rubenzahl, Eliot I [CMB-FICC]; Counihan, Ted [CMB-FICC]

Cc: Laroche, Manon [CMB-FICC]

Subject: BSAM Marks

We marked these two bonds with 99 handles for BSAM. Can you please check the accuracy for them and re-send asap.

cdcmc 2004-he2 b3

abshe 2001-hel b

Shahram Mahini I Mortgage Sales

Citi I Global Securitized Markets

Tel.: +1 212723 6080

Fax: +12127238856

Mobile: +13475153030
Bberry: +1 646981 3917
shahram.mahini @citi.com

Although the information in this report has been obtained from sources which Salomon Smith Barney believe to be
reliable, we do not guarantee its accuracy and such information may be incomplete or condensed. All opinions and
estimates included in this report constitute our judgment as of this date and are subject to change without notice. This
report is for information purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of
any security. The material is furnished on the understanding that Salomon Smith Barney is not undertaking to manage
money or act as a fiduciary with respect to your account or any of your managed or fiduciary accounts and that our
services do not serve as a primary basis for any investment decision made with respect to such accounts. This material
provides information and/or alternatives we believe to be appropriate for consideration. The decision whether or not to
adopt any strategy or engage in any transaction is not our responsibility.
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From: Cioffi, Ralph (Exchange) 
Sent: Friday, June 01, 2007 7:33 AM 
To: 'ADAM KUGIER' 
Subject: RE: Update 
no its still for April, we are still hassling dealers, we have about 20 marks we are still 
trying to get. 

Ralph R. Cioffi 

Senior Managing Director 

Bear Stearns Asset Management 

Structured Credit Group 

237 Park Ave. NY, NY. 10017 

212-272-3498 

rcioffi @bear.com 

From: ADAM KUGIER [mailto:akugler@mtb.com] 
Sent: Friday, June 01, 2007 7:29 AM 
To: Cioffi, Ralph (Exchange) 
Subject: RE: Update 

played Hamilton Farms yesterday, it was very nice but not great like most people report. 
Very generous fairways but beauty rolling hills. 

in your email you talked about final marks for April, but it is scary to think that marks are 
taking a month to do or were you talking about May? 

> > > "Cioffi, Ralph (Exchange)" <rcioffi@bear.com> 06/01/07 7:23 AM> > > 
hard to do because we have $200M plus in cash and we can raise another $90M pretty 
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quickly by closing one of our funding vehicles which is pretty liquid right now, we could 
sell our CDO fees for another $20M and sell our Everquest shares for another $90M 

Ralph R. Cioffi 

Senior Managing Director 

Bear Stearns Asset Management 

Structured Credit Group 

237 Park Ave. NY, NY. 10017 

212-272-3498 

rcioffi @bear.com 

From: ADAM KUGIER [mailto:akugler@mtb.com] 
Sent: Friday, June 01, 2007 7:14 AM 
To: Cioffi, Ralph (Exchange) 
Subject: RE: Update 

on possible is it to eat up your liquidity in margin calls? 

»> "Cioffi, Ralph (Exchange)" <rcioffi@bear.com> 05/31/07 9:49 PM»> 
We are working 24-7 on this. 

Mr. Ralph Cioffi 
Senior l\1anaging Director 
Bear Stearns Asset l\1anagement 
383 l\1adison Ave. NYC 10167 
212 272 3498 
rcioffi@bear.com 

-----Original Message-----
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From: ADAM KUGIER [mailto:akugler@mtb.com] 
Sent: Thursday, May 31, 2007 9:47 PM 
To: Cioffi, Ralph (Exchange) 
Subject: Re: Update 

Hang in there 
Adam Kugler 

-----Original Message-----
From: "Cioffi, Ralph (Exchange)" < rcioffi@bear.com> 
To: KUGIER, ADAM < akugler@mtb.com> 
Creation Date: 5/31 9:38 pm 
Subject: RE: Update 

Ok enjoy. The April final number is going to be ugly still working on 
final numbers from dealers having hard time getting any real numbers. In 

some cases there are 10 points bid offer spreads on marks. Worst time in 

my professional career. I'll make it up to you. Promise. 

Mr. Ralph Cioffi 
Senior Managing Director 
Bear Stearns Asset Management 
383 Madison Ave. NYC 10167 
212 272 3498 
rcioffi@bear.com 

-----Original Message-----
From: ADAM KUGIER [mailto:akugler@mtb.coml 
Sent: Thursday, May 31, 2007 1: 17 PM 
To: Cioffi, Ralph (Exchange) 
Subject: RE: Update 

no golf this weekend too much soccer softball and field hockey 

Adam Kugler 
Treasurer, l\1&T Bank 
212-350-2486 or 201-838-5360 
»> "Cioffi, Ralph (Exchange)" <rcioffi@bear.com> 05/30/07 6:12 PM»> 
not this month so far we have talked any June redemptions of note (other 
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than about $5M) to pull their redemptions. So we are good for another 
month. The only surprise will be are CDO marks market still crappy as 
you know. III try and give you a better read on may returns next week. 
any golf this weekend? 

Ralph R. Cioffi 

Senior l\1anaging Director 

Bear Stearns Asset l\1anagement 

Structured Credit Group 

237 Park Ave. NY, NY. 10017 

212-272-3498 

rcioffi@bear.com 

From: ADAM KUGIER [mailto:akugIer@mtb.coml 

Sent: Wednesday, l\1ay 30, 2007 5:36 PM 
To: Cioffi, Ralph (Exchange) 
Subject: RE: Update 

any surprises to worry about? 

»> "Cioffi, Ralph (Exchange)" <rcioffi@bear.com> 05/29/07 8:47 AM»> 

we agree 100% and would not allow that to happen. III have an official 
response for you shortly but rest assured we would not allow that. 

Ralph R. Cioffi 
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Senior l\1anaging Director 

Bear Stearns Asset l\1anagement 

High Grade Structured Credit Strategies LP. 

383 l\1adison Ave. NY, NY. 10179 

212-272-3498 

rcioffi@bear.com 

From: ADAM KUGIER [mailto:akugler@mtb.com] 
Sent: Tuesday, l\1ay 29, 2007 8:45 AM 
To: Cioffi, Ralph (Exchange) 
Subject: RE: Update 

I spent the weekend thinking about this (as I am sure you did also) and 
I don't think you have a choice but to halt the redemptions because the 
losses could really escalate for the remainders (maybe even approach a 
complete loss for the last man standing with all the embedded leverage). 

If you were forced to liquidate spreads could really widen especially 
for anything rated below "~' and I have no idea how you unwind the 
funding trades? If you do a control liquidation it would be another 
story. Paying the first guy with your cash on hand would be a terrible 
thing for the remaining partners and you know they will redeem 
immediately especially since one guy holds so much capital. 

My two senses for what it is worth. Adam 

please keep me in the loop 

»> "Cioffi, Ralph (Exchange)" <rcioffi@bear.com> 05/25/07 3:50 PM»> 
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Well things have developed real fast. Just leaving the office now III 
call you from the car phone 

Ralph R. Cioffi 
Senior l\1anaging Director 
Bear Stearns Asset l\1anagement 
High Grade Structured Credit Strategies LP. 
383 l\1adison Ave. NY, NY. 10179 
212-272-3498 
rcioffi@bear.com 

-----Original Message-----
From: ADAM KUGIER [mailto:akugler(ih'ntb.com] 
Sent: Friday, l\1ay 25, 2007 1 :32 PM 
To: Cioffi, Ralph (Exchange) 
Subject: Re: Update 

Please do Bob surprised me with some info that I didn't know. 
Adam Kugler 

-----Original Message-----
From: "Cioffi, Ralph (Exchange)" < rcioffi@bear.com> 
To: KUGIER, ADAM < akugler@mtb.com> 
Creation Date: 5/25 12: 17 pm 
Subject: RE: Update 

III call you shortly 

Ralph R. Cioffi 
Senior l\1anaging Director 
Bear Stearns Asset l\1anagement 
High Grade Structured Credit Strategies LP. 
383 l\1adison Ave. NY, NY. 10179 
212-272-3498 
rcioffi@bear.com 

-----Original Message-----
From: ADAM KUGIER [mailto:akugler@mtb.com] 
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Sent: Friday, May 25, 2007 12:03 PM 
To: Cioffi, Ralph (Exchange) 
Subject: Update 

Are you freezing the fund 
Adam Kugler 

************************************ 
This email may contain privileged and/or confidential information that 
is intended solely for the use of the addressee. If you are not the 
intended recipient or entity, you are strictly prohibited from 
disclosing, copying, distributing or using any of the information 
contained in the transmission. If you received this communication in 
error, please contact the sender immediately and destroy the material in 

its entirety, whether electronic or hard copy. This communication may 
contain nonpublic personal information about consumers subject to the 
restrictions of the Gramm-Leach-Bliley Act and the Sarbanes-Oxley Act. 
You may not directly or indirectly reuse or disclose such information 
for any purpose other than to provide the services for which you are 
receiving the information. 
There are risks associated with the use of electronic transmission. The 

sender of this information does not control the method of transmittal or 

service providers and assumes no duty or obligation for the security, 
receipt, or third party interception of this transmission. 
************************************ 

*********************************************************************** 
Bear Stearns is not responsible for any recommendation, solicitation, 
offer or agreement or any information about any transaction, customer 
account or account activity contained in this communication. 

Bear Stearns does not provide tax, legal or accounting advice. You 
should consult your own tax, legal and accounting advisors before 
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engaging in any transaction. In order for Bear Stearns to comply with 
Internal Revenue Service Circular 230 (if applicable), you are notified 
that any discussion of U.S. federal tax issues contained or referred to 
herein is not intended or written to be used, and cannot be used, for 
the purpose of: (A) avoiding penalties that may be imposed under the 
Internal Revenue Code; nor (B) promoting, marketing or recommending to 
another party any transaction or matter addressed herein. 
*********************************************************************** 

************************************ 
This email may contain privileged and/or confidential information that 
is intended solely for the use of the addressee. If you are not the 
intended recipient or entity, you are strictly prohibited from 
disclosing, copying, distributing or using any of the information 
contained in the transmission. If you received this communication in 
error, please contact the sender immediately and destroy the material in 

its entirety, whether electronic or hard copy. This communication may 
contain nonpublic personal information about consumers subject to the 
restrictions of the Gramm-Leach-Bliley Act and the Sarbanes-Oxley Act. 
You may not directly or indirectly reuse or disclose such information 
for any purpose other than to provide the services for which you are 
receiving the information. 
There are risks associated with the use of electronic transmission. The 

sender of this information does not control the method of transmittal or 

service providers and assumes no duty or obligation for the security, 
receipt, or third party interception of this transmission. 
************************************ 

*********************************************************************** 
Bear Stearns is not responsible for any recommendation, solicitation, 
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offer or agreement or any information about any transaction, customer 
account or account activity contained in this communication. 

Bear Stearns does not provide tax, legal or accounting advice. You 
should consult your own tax, legal and accounting advisors before 
engaging in any transaction. In order for Bear Stearns to comply with 
Internal Revenue Service Circular 230 (if applicable), you are notified 
that any discussion of U.S. federal tax issues contained or referred to 
herein is not intended or written to be used, and cannot be used, for 
the purpose of: (A) avoiding penalties that may be imposed under the 
Internal Revenue Code; nor (B) promoting, marketing or recommending to 
another party any transaction or matter addressed herein. 
*********************************************************************** 

************************************ 
This email may contain privileged and/or confidential information that 
is intended solely for the use of the addressee. If you are not the 
intended recipient or entity, you are strictly prohibited from 
disclosing, copying, distributing or using any of the information 
contained in the transmission. If you received this communication in 
error, please contact the sender immediately and destroy the material in 

its entirety, whether electronic or hard copy. This communication may 
contain nonpublic personal information about consumers subject to the 
restrictions of the Gramm-Leach-Bliley Act and the Sarbanes-Oxley Act. 
You may not directly or indirectly reuse or disclose such information 
for any purpose other than to provide the services for which you are 
receiving the information. 
There are risks associated with the use of electronic transmission. The 
sender of this information does not control the method of transmittal or 

service providers and assumes no duty or obligation for the security, 
receipt, or third party interception of this transmission. 
************************************ 

************************************ 
This email may contain privileged and/or confidential information that 
is intended solely for the use of the addressee. If you are not the 
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intended recipient or entity, you are strictly prohibited from 
disclosing, copying, distributing or using any of the information 
contained in the transmission. If you received this communication in 
error, please contact the sender immediately and destroy the material in 

its entirety, whether electronic or hard copy. This communication may 
contain nonpublic personal information about consumers subject to the 
restrictions of the Gramm-Leach-Bliley Act and the Sarbanes-Oxley Act. 
You may not directly or indirectly reuse or disclose such information 
for any purpose other than to provide the services for which you are 
receiving the information. 
There are risks associated with the use of electronic transmission. The 
sender of this information does not control the method of transmittal or 

service providers and assumes no duty or obligation for the security, 
receipt, or third party interception of this transmission. 
************************************ 

************************************ 
This email may contain privileged and/or confidential information that 
is intended solely for the use of the addressee. If you are not the 
intended recipient or entity, you are strictly prohibited from 
disclosing, copying, distributing or using any of the information 
contained in the transmission. If you received this communication in 
error, please contact the sender immediately and destroy the material in 

its entirety, whether electronic or hard copy. This communication may 
contain nonpublic personal information about consumers subject to the 
restrictions of the Gramm-Leach-Bliley Act and the Sarbanes-Oxley Act. 
You may not directly or indirectly reuse or disclose such information 
for any purpose other than to provide the services for which you are 
receiving the information. 
There are risks associated with the use of electronic transmission. The 

sender of this information does not control the method of transmittal or 

service providers and assumes no duty or obligation for the security, 
receipt, or third party interception of this transmission. 
************************************ 
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*********************************************************************** 
Bear Stearns is not responsible for any recommendation, solicitation, 
offer or agreement or any information about any transaction, customer 
account or account activity contained in this communication. 

Bear Stearns does not provide tax, legal or accounting advice. You 
should consult your own tax, legal and accounting advisors before 
engaging in any transaction. In order for Bear Stearns to comply with 
Internal Revenue Service Circular 230 (if applicable), you are notified 
that any discussion of U.S. federal tax issues contained or referred to 
herein is not intended or written to be used, and cannot be used, for 
the purpose of: (A) avoiding penalties that may be imposed under the 
Internal Revenue Code; nor (B) promoting, marketing or recommending to 
another party any transaction or matter addressed herein. 
*********************************************************************** 

************************************ 
This email may contain privileged and/or confidential information that 
is intended solely for the use of the addressee. If you are not the 
intended recipient or entity, you are strictly prohibited from 
disclosing, copying, distributing or using any of the information 
contained in the transmission. If you received this communication in 
error, please contact the sender immediately and destroy the material in 
its entirety, whether electronic or hard copy. This communication may 
contain nonpublic personal information about consumers subject to the 
restrictions of the Gramm-Leach-Bliley Act and the Sarbanes-Oxley Act. 
You may not directly or indirectly reuse or disclose such information 
for any purpose other than to provide the services for which you are 
receiving the information. 
There are risks associated with the use of electronic transmission. The 
sender of this information does not control the method of transmittal or 
service providers and assumes no duty or obligation for the security, 
receipt, or third party interception of this transmission. 
************************************ 
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*********************************************************************** 
Bear Stearns is not responsible for any recommendation, solicitation, 
offer or agreement or any information about any transaction, customer 
account or account activity contained in this communication. 

Bear Stearns does not provide tax, legal or accounting advice. You 
should consult your own tax, legal and accounting advisors before 
engaging in any transaction. In order for Bear Stearns to comply with 
Internal Revenue Service Circular 230 (if applicable), you are notified 
that any discussion of U.S. federal tax issues contained or referred to 
herein is not intended or written to be used, and cannot be used, for 
the purpose of: (A) avoiding penalties that may be imposed under the 
Internal Revenue Code; nor (B) promoting, marketing or recommending to 
another party any transaction or matter addressed herein. 
*********************************************************************** 

************************************ 
This email may contain privileged and/or confidential information that is intended solely 
for the use of the addressee. If you are not the intended recipient or entity, you are 
strictly prohibited from disclosing, copying, distributing or using any of the information 
contained in the transmission. If you received this communication in error, please 
contact the sender immediately and destroy the material in its entirety, whether 
electronic or hard copy. This communication may contain nonpublic personal information 
about consumers subject to the restrictions of the Gramm-Leach-Bliley Act and the 
Sarbanes-Oxley Act. You may not directly or indirectly reuse or disclose such information 
for any purpose other than to provide the services for which you are receiving the 
information. 
There are risks associated with the use of electronic transmission. The sender of this 
information does not control the method of transmittal or service providers and assumes 
no duty or obligation for the security, receipt, or third party interception of this 
transmission. 
************************************ 

************************************ 
This email may contain privileged and/or confidential information that is intended solely 
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for the use of the addressee. If you are not the intended recipient or entity, you are 
strictly prohibited from disclosing, copying, distributing or using any of the information 
contained in the transmission. If you received this communication in error, please 
contact the sender immediately and destroy the material in its entirety, whether 
electronic or hard copy. This communication may contain nonpublic personal information 
about consumers subject to the restrictions of the Gramm-Leach-Bliley Act and the 
Sarbanes-Oxley Act. You may not directly or indirectly reuse or disclose such information 
for any purpose other than to provide the services for which you are receiving the 
information. 
There are risks associated with the use of electronic transmission. The sender of this 
information does not control the method of transmittal or service providers and assumes 
no duty or obligation for the security, receipt, or third party interception of this 
transmission. 
************************************ 
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From: Geissinger, John (Exchange)
Sent: Wednesday, June 06,20077:58 AM
To: Quental, Greg (Exchange)
Subject: FW: 4/30 returns

Frank sat down with Ray last night. There have been no sales in Enhanced or HG to date. No action with regards to CIRe.

Given the tone of the email below, I am concerned the team is frozen-either we make progress with the liquidity provider
or .

I am confirming the accuracy of the SRP statements, but on the face of it they appear accurate. Also, Frank and Guri are
reviewing marks, but again, there is nothing at this point that would indicate they are not appropriate nor indicative of the
market.

-----Original Message----
From: Cioffi, Ralph (Exchange)
Sent: Wednesday, June 06, 2007 7:27 AM

To: Geissinger, John (Exchange)

Subject: RE: 4/30 returns

Our word that is it for now. There is no market. Don't know what more to say about it at this time its all academic anyway 
19% is doomsday, -18% does not matter one way or another John. We can keep it at 65. Or 50 or 0

Ralph R. Cioffi

Senior Managing Director

Bear Stearns Asset Management

Structured Credit Group

237 Park Ave. NY, NY. 10017

212-272-3498

rcioffi@bear.com

-----Original Message-----
From: Geissinger, John (Exchange)

Sent: Wednesday, June 06, 2007 6:59 AM

To: Cioffi, Ralph (Exchange)

Subject: Re: 4/30 returns

What data can you provide us to validate a fair value on thorn equity?

-----Original Message----

From: Cioffi, Ralph (Exchange)
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To: Ervin, Robert (Exchange); Tannin, Matthew (Exchange); Mcgarrigal, Raymond (Exchange); Quental, Greg
(Exchange); Geissinger, John (Exchange); Cohen, Barry (Exchange); Godin, Larry - Communication of Counsel
(Exchange); Scucci, Mary Kay (Exchange); Cummins, Gerald (Exchange); D'Sidocky, James - Communication of Counsel
(Exchange); Galdi, Frank (Exchange); Turvey, Samuel- Communication of Counsel (Exchange); Goff, Charles
(Exchange)

Sent: Tue Jun 0519:15:002007

Subject: RE: 4/30 returns

The thorn equity is too low at 65. it should be 91

From: Ervin, Robert (Exchange)

Sent: Tuesday, June 05, 2007 7:12 PM
To: Cioffi, Ralph (Exchange); Tannin, Matthew (Exchange); Mcgarrigal, Raymond (Exchange); Quental, Greg
(Exchange); Geissinger, John (Exchange); Cohen, Barry (Exchange); Godin, Larry - Communication of Counsel
(Exchange); Scucci, Mary Kay (Exchange); Cummins, Gerald (Exchange); D'Sidocky, James - Communication of Counsel
(Exchange); Galdi, Frank (Exchange); Turvey, Samuel- Communication of Counsel (Exchange); Goff, Charles
(Exchange)

Subject: 4/30 returns

Importance: High

I currently estimate the following returns for April:

High Grade:

HGEnhLev:

down 5.08%

down 19%

These returns assume the following:

THOM 2006 1A - AAA rated positions - knocked the marks from JPM down 3.5%

THOM 2006 1A - AA rated position - knocked the mark from JPM down 7.5%

THOM 2007 3A equity - using JPM's mark of 65

ABX Tranches with Lehman - we did not receive a revised spread mark from Lehman, so we kept @ 850 bps (11-17%)
and 250 bps (17-25%). We did, however, revise the durations up to 5.20 (11-17%) and 4.5 (17-25%)

TABS 2007-7A A3 - we assumed a 5% decline in the previous mark.
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Please let me know if you have any questions.

Robert Ervin

Associate Director

Bear Stearns Asset Management

(212) 272-8231
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From: Shaw, Frederick (Exchange)
Sent: Wednesday, June 06, 2007 12:21 PM
To: Donnellan, Andrew - Communication of Counsel (Exchange)
Cc: Quental, Greg (Exchange); Cohen, Barry (Exchange)
Subject: RE: Cioffi Investments

Attachments: PM investment matrix.xls; PM Investment Transactions as of2007-06-0 I.xIs

Andy, See above.

I spoke to AFS and they have confirmed that Ralph's balance as of 3/31 does NOT take
into account the 2MM redeemed in April. Ralph's balance as of the end of April would
have been approx. $4MM in HGSCS-EL and $2MM in BSSRP.

FS

From: Donnellan, Andrew - Communication of Counsel (Exchange)
Sent: Wednesday, June 06, 2007 12: 15 PM
To: Shaw, Frederick (Exchange)
Cc: Quental, Greg (Exchange); Cohen, Barry (Exchange)
Subject: RE: Cioffi Investments

ered, please give me the detailed reports. Thanks. Andy

From: Quental, Greg (Exchange)
Sent: Wednesday, June 06, 2007 11:55 AM
To: Donnellan, Andrew - Communication of Counsel (Exchange); Cohen, Barry
(Exchange)
Cc: Shaw, Frederick (Exchange)
SUbject: Cioffi Investments

According to reports fred sent me, Ralph had 6.1 mm in enhanced as of 3/31 On 4/1 he
moved $2mm into SRP. It's not clear from the report if he has 6.1 or 4.1 (at 3/31 value)
but in discussion with fred we believe it is 4.1 mm. Fred, will clarify. The pertinent points
however are that he moved the money to SRP (we and investors encourage managers to
,nvest in all the funds they manage) and still has a significant investment in enhanced.
He has no remaining investment in HG as he moved all of that into Enhanced in August.
You can get the detailed reports from Fred if you would like.

Greg Quental
Bear Stearns Asset Management Inc.

GOVERNMENT
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From: 

Sent: 
To: 

Subject: 

Mudd, Dani el H <daniel_h_mudd@fanniemae.com> 

Tuesday, July 17, 20076:57 AM 
Dal lavecchia, Enrico <enrico_dallavecchia@fanni emae.com> 

RE: Budget 2008 and strategic investments 

My experience is that email is not a very good venue for conversation, \'enting, or negotiating. If you feel you have been dealt with in 
bad faith, address it man to man, unless you really want me to be the one to call)' mcssagcs for you to your peers-·· and they are peers. 
If you feel the process is not working, you know my door, telephone and house are open to you. I am not aware that you have wught 
to do 50 on this topic. 

If there is any data in the company, you as a senior person, who is supposed to be able to see the top risks and goals of the company , 
are not privy to, let me know, you wi ll have it---- to make decisions, but not to negotiate for your group or against any other. And of 
course, you may say anything you believe to be true, al any time, to anyone on the Board or anywhere else. And I believe it is 
innaccuate for you to suggest anyone expressed a view that there are enough resources for anyone to do e\'erything necessary for the 
plan. Resources are tight. Everyone has cuts. 

Please come and 5CC me today face to face. 

This e-mail and its attachments are confidential and wlely for the intended addressee() . Do not share or use them without Fannie 
Mae 's approval. If received in error, contact the sender and delete them. 

-----Original Message----
From: Dalla\'ccchia, Enrico 

Sent: Monday, July I G, 2007 10: 15 PM 

To: Mudd, Daniel H 

Subjcct: Budget 2008 and strategic investmenlS 

Dan, 5CC the email below to Mike. 

In a nutshell, I am vc!)' upset as I had to stand at the Board meeting today and hcar that wc havc the will and the money to changc OUf 

culture and supporl taking more credit risk. This is not evidenced in the proposal to cut my budget in 2008 by 16pet (sixteen) after in 
2007 with reorganizations and consolidation I cut headcount by 25pct (and budget probably over 20pel). 

My main concerns are: 

I. I am given a number from Steve without any consultation wi th me or my peoplc on what wc did th is year and what we need next 
year (indipendent from the new strategic p lan). I wasn't treated like this even when I was three level downs from the CEO. 

2. I have no visibility on the rest of the company, on the trends in the last 3 years (CRO is about 33mm additional budgets., who else is 
spending the other 470mm from three years ago when re\'enues have been growing single digit, and in some business they have been 
down for the past 3 yrs). if I am a member of the management team I should have a say (not only visibility, which I also don't ave) on 
how and where we cut, otherwise it is a travesty that I work for you, I may as well work for Rob or Mike. 

3. It was inappropriate what was said tooay to the Board as if I had all the necessary means and budget to acl on the strategic plan. I do 
not cven think that wi th what I was given for 2008 is adequate for thc current risk , considcring how far we alrcady arc from adequate 
market practices. I had no pari in wme Board members asking questions on having the means to execute, but I cannot let the 
impression stand, as my credibility and reputation with thcm will be at stake. 

4. I am more than any thing very upset because I thought I had joined a team and I realize I am in the usual place where people sm ile 
and act nicely but they keep running the company as they always did. I can only infer malice from some of your dirccts when we come 
from the control history we have as a company, and when they are fully aware that CRO is in full build up mode, that I took 
leadership not only in cutting expenses for CRO but for the whole risk discipline this year, and that I have been saying that we are not 
even close to have proper control processes for credit, market and operational risk. I get a 16pct budget cut. Do I look so stupid? And 
if they didn't act with malice, I would proposc that maybe they don't get how you nul budget custs_ 
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please tell your directs (Mike, and Rob) to spare me the story abom 'this is only the first cut, it is a proposal, tell us what you need by 
all means' . J went through many cost cuttin g and J did many too, J have been in some of the most politicized companies in banking, J 
did cutthroath merger, tell them to spare me the story, they already lost much of my respect, they don't want to lose all of it. 

For the two of us we need a hean to hean conversation when we meet on Thursday. I am sure you have not seen these figures o r 
approved them and that you would never hand me a budget cut, even minimal, without sitting down with me and discussing what [ 
think is necessal)' to run CRO and risk ingcneral for the company. 

In the meantime J ask that you make sure we stay way clear from the comments madc today about having the budget and the w ill to 
execute this stmtegic plan, because the last think I want is to be forced to say that I disagree and embarass you in front of the Board. 

Enrico Dallavecchia 

202-752-6804 

-----Original Messagc----

From: Dallavccchia, Enrico 

Sent: Monday , July 16, 200709:33 PM Eastern Standard Time 

To: Williams, Michacl (COO) 
Subject: RE: 

Mike. I got no say and no input in building of the budgct I was given. And I can on ly assume tha those that built it were 
knowledgeable of the build up state of CRO and of the fact that last year CRO took a 25pct headcowlt reduction. when the company 
avererage 1000t (and I am not even counting Andy Leonard reductions or those done in Single Family, all work that we took to 
increase efficiency). 

Doing the budget for nxt year ofT my forecast and with a 16pct further reduction in budget is at best being ill infonned or maybe I sdue 
to malicc. I find it offesive to my intelligence and that of my staff 

The company has onc of the weakest control processes I ever witness in my career. We have barely staned to work on it, we took 
significant costs out of the company while during our job and we still get a 16pct reduction this year? 

This tells me that people don't care about the fu nction or they don't get it. I sat tight today at the Board meeting when representations 
were made after some Board members asked about the fundi ng of the new strategy that we have it. This is inconsistent with the cuts I 
did last year and the cuts I am asked to make. And we have not even address taking more credit risk. 

I can't let the Board think that CRO is showered with money, not with what we spent this year and certainly not with what I ha\'e got 
as budget for next year. This is even before we consider what needs to be done to take more credit risk . What do you think it is going 
to be, adding 3 people in CRO and run up a fee billions of revenues? 

This company really doesn't get it. we are not even current and we arc already back to the old days of scraping on controls and people 
can can set up proper controls to reduce e:xpenscs. 

And giving me a number to ask for pushback it is treating me li ike a chi ld or a second class citizen. 

I cannot convey in writing my disappointment on this whole situation. I expected bener from this company . This is a very sad day_ 

Enrico Dallavecchia 

202-752-6804 

-----Original Message-----

From: Williams, Michael (COO) 

Sent- Monday , July 16. 200709:0) PM Eastern Standard Time 

Confidential Proprietary Business Information 



To: Dallavecchia, Enrico 
Subject · 

Enrico: 

You should assume that the team built the budget targets off of your current forecast. Given the importance of the CRO func tion, we 
would expect you to push back and tell us where you need to be next year. The team, absent your inputs, is (or can) only make 
assumptions about what makes sense to you given your current rate of spt.."Ild. Steve (and the team) shared your concerns with me and 
I have said that I would expect we will need to up the Dumber but Enrico should opine. 

Separately, th is does not include any ~ initiati,'e" money that you need for 2008. 

Mikc 

This e-mail and its allachments are confidential and solely for the intended addressee(s). Do not share or use them without Fannie 
Mae 's approval. If received in error, contact the sender and delete them. 

Confidential Proprietary Business Information 









• From: Kerr, Evan (Exchange)
St'nt: \\'cdn~::iJa).JUll<.: lJ. 20U7 5:49 Pi\.1
To: Dibari, Lynda (Exchange)
Subject: Fw: Emailing: High Grade - Enhanced Leverage Q&A June 13,2007 (watermark and Malloy
contact).pdf

Attach ments: High Grade - Enhanced Leverage Q&A June 13, 2007 (watermark and Malloy
comact).pdf

This must have taken 3 months to create.

Evan Kerr
Managing Director
Bear Steams Asset Man2gement
237 Park Avenue
New York, NY 10017
(211) 272 ~ 8225 phone
(917) 849 - 1647 fax

t"kerr',Tlll.'Olr.com

-----Urigin:..:i ;\k:'sJgc----
From: Best, Bill (Exchange)
To: #BSAM Sales
Sent: Wed Jun 13 17:45:5J 2007
Subject: FW: F.mailing: High Grade - Enhanced Leverage Q&A June! J. 2007 (watermark and Malloy contact),pdf

«High Gr'lJe - Enh,Jnc~J Leverage Q&i\ Jl.,mt:: 13, 2007 t~\;Jb.:nn;J,rk ;)'Ild '\I ..dloy i:Onl:.lct).pdC>:> «High Gr;.lJc

Enhanced Leverage Q&A June 1],2007 (watermark and Malloy conlact).pdC>:> Hi 211-

One of the questions that has arisen often over the last few days relatt;s to the SUb-prime exposure of Our High Grade
Enhanced Le\-erage Fund.

Please lind attached ail approved answer ta th2t question.

Best.

Bill

\Villiam A. Best III

Senior Mzmaging Director
Bear Steams Asset Management
237 Park Avenue
New York. New York 10017
bbesl@bear.com
offiee: 212-272-6794
Cell: 917-528-1969

-----Original Message--
From; Tepper, Eric (Exchange)

1645760

GOVERNMENT
EXHIBIT

446
08 CR 415 (FB)

BS-SEC2248163

SEC_ENF_FCIC_020995



1645760

SL"rlt: Wednesdny. June 13,10075: 13 PM
rl': lldL Bill l!·:.,...:n,lllgl:!
Subj ~C[: EmaiJi ng: High Gr;.ldc: .. r:n!l;.l.ncI.:J 1.l:\ c:r:Jg.e Q&..-\ Junl: 13. 2007 t\..-~termark ;J.lHJ l\lalloy L:unl:lclt.pdl"

BS-SEC224 8164

SEC_ENF_FCIC_020996



1645770

BEAR
STEARNS

High Gr.ad~ - Ennanced Leverage Q&A
June 13. 2007

Question: Kl thought I was invested in 2 "high grade fund" but it sounds now like Ihe fund (s)

may have invested:; fair amount orits assets in SUb-prime mortgages",

Enh.anc.ad Leveragad

Answer: A.s of May, 31, 2007, over 90% of the High Grade Structured Credil Strategies

Enhanced Leverage Fund's assets are invested in securltie.s rated AP...A.. and AA. M~ch of Ihe

underlying collateral supporting these AAA and AA seOJrities consists of sU~ride.;mortgage.s.
Hence. although over 90'%, of the seOJrities in the fund are APA and AA r~{§d_,"U;ese securities

are backed in pan by sub prime callateral, thus Ihe press has referred !ti'lht~""'~~rtfoli::J as a sub

prime fund. Based upon our poniqlio mani3gemenls' analysi5. the percentage of underlying

collateral in our investment grade sLr"Uctures collateralized by ·sub~prime~ mor1gages is

approxlmalely 60'%,

If you have any Queslions, ple2se call Heather Malloy 8-383-3225,

BS-SEC2248165

SEC_ENF_FCIC_020997



From: 
Sent: 
To: 
Subject: 

20bb of supersenior 

----- Original Message -----

Davilman, Andrew 
071261200705:48:06 PM 
Frost, Alan 
Re: Sorry to bother you on 

From: Alan. Frost@aigfpc.com <Alan .Frost@aigfpc.com> 
To: Davilman, Andrew 
Sent: Thu Jul 26 17:47:01 2007 
Subject: Re: Sorry to bother you on 

On what? 

----- Original Message -----
From: Davilman, Andrew <andrew.davilman@gs.com> 
To: Frost, Alan 
Sent: Thu Jul 26 17:29:35 2007 
Subject: Sorry to bother you on 

Vacation. Margin call coming your way. Want to give you a heads up. 

The information contained herein is being furnished for discussion purposes only and may be subject to 
completion or amendment through the delivery of additional documentation. This communication does not 
constitute an offer to sell or the solicitation of an offer to purchase any security, future or other financial 
instrument or product. The information contained herein (including historical prices or values) has been 
obtained from sources that we consider to be reliable; however, we make no representation as to, and 
accept no responsibility or liability for, the accuracy or completeness of the information contained herein. 
Such information is presented as of the date and, if applicable, time indicated. We do not accept any 
responsibility for updating any such information. Any projections, valuations and statistical analyses 
contained herein have been provided to assist the recipient in the evaluation of the matters described 
herein; such projections, valuations and analyses may be based on subjective assessments and 
assumptions and may utilize one among alternative methodologies that produce differing results; 
accordingly, such projections, valuations and statistical analyses are not to be viewed as facts and should 
not be relied upon as an accurate representation of future events. 
Any market views or opinions expressed herein are those of the individual sender, except where such 
views or opinions are expressly attributed to our company or a named individual. Market views and 
opinions are current opinions only; we and the individual sender accept no responsibility to update such 
views and opinions or to notify the recipient when they have changed. We and our affiliates, officers, 
directors and employees may from time to time have long or short positions in, buy or sell (on a principal 
basis or otherwise), or act as market maker in, the securities, futures or other financial instruments or 
products mentioned herein. Subject to applicable law and notwithstanding anything that may be 
construed to the contrary, the recipient hereof and its employees, representatives, and other agents may 
disclose the U.S. federal income tax treatment and structure of any transactions described herein. We are 
not an advisor as to legal, taxation, accounting, regulatory or financial matters in any jurisdiction, and are 
not providing any advice as to any such matter to the recipient. The recipient should discuss such matters 
with the recipient's advisors or counsel and make an independent evaluation and judgment with respect 
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Angelo Mozilo/Managing To dave Sambol/Managing Directors/CF/CCI 
Directors/CF/CCI cc 

08/01/200711:07:10 AM bcc 

Subject Fw: Fw: 
This is part of a series of discussions I have been having with Lyle Gramley, a former Director of ours and 
a former Fed Governor. 
----- Forwarded by Angelo Mozilo/Managing Directors/CF/CCI on 08/01/2007 11 :05 AM -----

Angelo: 

"Lyle E Gramley" 
<Igramley@verizon.net> 
08/01/2007 10:46 AM 

To <Angelo_Mozilo@countrywide.com> 
cc 

bcc 
Subject Re: Fw: 

The reason the Fed may not be fully aware is that conditions in the mortgage market hme been deteriorating yery 
rapidly in the past couple of weeks. Since they hme a policy meeting next Tuesday. the more they know. the better. 
Don't blame Bernanke for what Greenspan and Bill Poole said--it isn't his fault. What he needs to know is that what 
is happening in the mortgage market could seriously affect the economy in a negatiye way. 
By the way. I hme told my clients that I think the Fed will go to a neutral directiYe next week--giying equal weight 
to su par growth and inflation. 
----- Original Message -----
From: Angelo Mozilo@countrywide.com 
To: 19ramley@verizon.net 
Cc: michae1.perry@indymacbank.com 
Sent: Wednesday, August 01,2007 1:27 PM 
Subject: Re: Fw: 

I appreciate your concern and it is well founded. It is stunning to me that the Fed is not "completely" 
aware of the consequences of their actions and inactions. I am sure that you recall that about two years 
ago Greenspan, at a Congressional hearing, commented that he would advise homebuyers to take out 
variable rate loans rather than the traditional 30 year fixed rate product. He subsequently proceeded to 
increase the fed funds rate 17 consecutive times which has triggered the major concerns relative to the 
resets of the substantial number of hybrid loans currently outstanding. I strongly believe that the primary 
means of avoiding a serious depression in real estate causing increased foreclosures and a complete 
collapse of the secondary markets is for the Fed to show more concerns about the impact of current 
events on the American people rather than a myopic focus on inflation. 

Fear in the credit markets is now tending towards panic. There is little to no liquidity in the mortgage 
market with the exception of Fannie and Freddie and they are being constrained by OFEO. Any 
mortgage product that is not deemed to be conforming either cannot be sold into the secondary markets 
or are subject to egregious discounts. I look forward to the Fed contacting me. 

"Lyle E Gramley" 
<Igramley@verizon.net> 
08/01/200708:56 AM 

Confidential Treatment Re uested 

To "Mozilo, Angelo" 
<angelo_mozilo@countrywide.com> 

cc 
bcc 

Subject Fw: 
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----- Original Message ----
From: Lyle E Gramley 
To: Perry, Michael; Mozilo, Angelo 
Sent: Wednesday, August 01,2007 10:58 AM 

Angelo and Mike: 
I am sufficiently concerned about what is going on in the mortgage market and what it means for the economy, 

that I called Chairman Bernanke's office today and suggested that he or someone at the Fed giYe each of you a call 
and get a briefing on the current state of affairs. My hunch is that the Fed is not fully aware of the deterioration 
underway, and would greatly benefit from your guidance. Thanks. 
Lyle 

Confidentiality Notice: The information contained in and transmitted with this communication 
is strictly confidential, is intended only for the use of the intended recipient, and is the property 
of Countrywide Financial Corporation or its affiliates and subsidiaries. If you are not the 
intended recipient, you are hereby notified that any use of the information contained in or 
transmitted with the communication or dissemination, distribution, or copying of this 
communication is strictly prohibited by law. If you have received this communication in error, 
please immediately return this communication to the sender and delete the original message and 
any copy of it in your possession. 
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Angelo Mozilo/Managing To CapBob1225@aol.com@CWEXTERNAL 
Directors/CF/CCI cc 

08/11/200705:41 :58 AM bcc 

Subject Re: (no subject) 

We are now approaching our most difficult time in this liquidity crisis. This week will dictate the structure 
of the Company going forward. The team is in with Goldman and Citi all weekend. I have personal 
business today but will be in the office all day on Sunday. 

CapBob1225@aol.com 
08/11/200703:34 AM 

To angelo_mozilo@countrywide.com 
cc 

bcc 
Subject (no subject) 

We made front page of WSJ Online addition. You are alldoing a fantastic job! Call ~'ou later. 

Get a sneak peek of the all-new AOL.eom. 

Confidential Treatment Re uested BAC-FCIC-E-0000661479 



Angelo Mozilo/Managing To "Rubin Bill" <rubin.b@tbcam.com>@CWEXTERNAL 
Directors/CF/CCI cc 

08/15/200708:32:23 AM bcc 
Subject Re: Merrill's downgrade of CFC to Sell.. 

I am working on all of the issues that you laid out. Merrill Lynch "piling on", as you said, doesn't help. 

"Rubin Bill" 
<ru bi n. b@tbcam.com> 
08/15/2007 06: 1 0 AM 

Hello Angeh Lisa & David, 

To <angelo_mozilo@countrywide.com>, 
<David_Bigelow@countrywide.com>, 
<Lisa_Riordan@Countrywide.Com> 

cc 
bcc 

Subject Merrill's downgrade of CFC to Sell.. 

A fe\\ thoughts from a long-time shareholder .... 

I hope you all are hanging in there and staying focused. 
This CFC stock dO\\llgrade to Sell this morning by a former supportec Merrill Lynch, 

doesn't help, unfortunately. 
Seems like fears over CFCs liquidity/survival have joined charge-offs & rapidly rising credit 

costs as the key problem for the stock. 
I suppose some shareholders (and short-sellers) are focused on the "high reliability" 

description that CFC is calling its commercial papec that this liquidity resource is risky and not 
really as reliable as management believes. The reference/comparison is to Bear Stearns \\ho is 
trying to get secured funding for all \\arehouse lines - and trying to eliminate all needs for 
commercial paper as they vie\\ it as risky. 

You probably kno\\ this from all your external conversations, that investors and analysts are 
questioning if Countf)\\ide can survive - if it \\ill be able to get through this liquidity crisis in 
order to reap the benefits on the other side of it. I never thought I \\ould see this question arise. I 
personally am still a believec but feels like leaning into a gale force \\ind .... 

We thought the diversification of Countf)\\ide' s businesses \\ould soften the volatility of 
earnings and strengthen the balance sheet. I suppose if you had not diversified, CFC \\ould be in 
even \\orse shape. 

Hope you can provide something more positive/optimistic to say about Countf)\\ide's ability 
to \\ithstand the current/continuing credit and liquidity crisis. 

Also, just a thought. but perhaps you can highlight for shareholders just ho\\ much capacity 
has already come out of the industf) (# of firms, $ of volume, # of employees, other metrics) in the 
past year+, ... AND ... HOW Countf)\\ide \\ill benefit WHEN (not if) it emerges from this current 
industf)/market turmoil. Just an idea ... tf)ing to help. 

Best regards, 

Bill 

Confidential Treatment Re uested BAC-FCIC-E-0000661499 



From: Bruce. Kenneth (RSCH SF) [mailto:kenneth_bmce({/ml.com] 
Sent: Wednesday. August 15.20077:-1-7 AM 
To: Rubin Bill 
Subject: RE: CFC US: Countrywide Financial Corporation: Liquidity is the Achilles heel - SELL - United States -
lOpp 

This was a gut-wrenching call, but I don't like what I'm hearing and its the unknown liquidity 
variable that I cannot gauge. 

I think they'll survive, because its too attractive of franchise not to. Ijust think it has to work 
through a really tough period and I don't want to hang onto a Buy if the lending community 
losses confidence in CPC. 

Let's talk today. 

Ken 
-----Original Message-----
From: Rubin Bill [mailto:rubin.b({ltbcam.com] 
Sent: Wed 8/1512007 -1-:32 AM 
To: Bruce. Kenneth (RSCH SF) 
Cc: 
Subject: Fw: CFC US: Countrywide Financial Corporation: Liquidity is the Achilles heel - SELL - United 
States - lOpp 

Wow. Ken - throwing in the towel - I figured you had stuck with this one through the tough pmi and last it 
out - but it soundslike you think CFC might not suniye (your liquidity call here). I suppose we'll know in 
the next seyeralmonths. - Bill 

Sent from my BlackBerry Wireless Handheld. 

----- Original Message -----

From: ML-Kenneth Bruce <feedback:!i/mlresearch.ml.com> 

To: Rubin Bill 

Sent: Wed Aug 15 0-1-:08:-1-1 2007 

Subject: CFC US: Countrywide Financial Corporation: Liquidity is the Achilles heel - SELL - United 
States - lOpp 
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Reason for Report: Rating Change 

Link to full report including important disclosures* 

http://researchl.ml. com/CFCRlGetDoc.aspx')q=3 %2BP AMBx\ySkLltljEpgrEY A %3D%3D 

Downgrade to Sell: Liquidity issues accelerating 

Downgrade Countrywide Financial (CFC: C-3-8: $2-1..-1-6) from Buy to SelL based on concerns that 
liquidity in the mOligage sector could fmiher erode the yalue of CFC's franchise. We fear that the 
acceleration of margin calls and forced asset sales in the capital markets could lead to more problems for 
CFC to finance its mOligage operations. Should a liquidity eyent occur. for which the likelihood is 
increasing. CFC shares would probably witness fmiher selling pressure. 

Near-term downside risk in share to $18-$20. or roughly 0.7Sx GAAP BV of $2S. 

Our yiew has changed. materially 

The capital markets willingness to finance mortgage collateral has weakened. as financial difficulties weigh 
on the markets appetite for risk. Recent problems in the asset-backed commercial paper and non-GSE 
repurchase markets raise the risk that lenders reduce exposure to the mortgage sector. possibly causing 
CFC to de-Ieyer into a weak market. We had known this possibility existed. howeyer. it appears funding 
markets are deteriorating quickly. I-Month LIB OR is pricing in higher risk in bank credit at S.S8%. 
financing for MBS is yery harder to come by and there are talks of more difficulties at financial institutions. 

De-Ieyering and restructuring are expensiye 

We think CFC's BV would be at risk if it is forced to sell at discount prices with $23.00 as a near-term 
target. The markets are fluid and confidence is draining. making it more likely that CFC may hme to work 
through a period of uncertainty regarding the mailability and cost of credit. We think CFC has alternatiyes 
to finance operations. but the quick change in market temperament toward short-term borrowing will likely 
weigh on the shares fmiher. EPS downside is to roughly $2. which the market would yalue at $12-$20. 
Frankly. significant pressure could introduce a potential take-out. though prices are likely at or below 
current leyels. 

To reply to Kenneth Bruce directly. Click here mailto:kenneth bruce1iiml.com or call + 1 -I-lS 676 3S-I-S 

* Read the research repOli. mailable through the link abme. for complete information including important 
disclosures and analyst certification(s). Reports can be sayed to your local driye in .pdffonnat. Merrill 
Lynch URLs are actiYe for six months from the date that such report is published. There may be more 
recent information mailable. Please yisit one of the electronic yenues that carry Merrill Lynch research or 
contact your Merrill Lynch representatiYe for further information. 
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********************************************************************** 

Customers of Merrill Lynch in the US can receiYe independent. third-party research on companies coyered 
in this report. at no cost to them. if such research is mailable. Customers can access this independent 
research at http://\y\y\y .ml. comJindependentresearch or can call 1-800-637-7-1-55 to request a copy of this 
research. 

********************************************************************** 

iQanalyticsSM 

Merrill Lynch's iQanalyticsSM capabilities include a defined yaluation methodology. the iQdatabase(R). 
which draws on mer 2.650 company models prepared by our Fundamental Equity analysts globally. and a 
series of proprietary software tools. Information is presented in a consistent format as explained in our 
iQmethodSM report. Using the iQanalytics platform. Merrill Lynch analysts and clients can select and 
compare financialmetrics across sectors and regions under our coyerage on a consistent basis. with a focus 
on recent and forecast company pelfonnance and yaluation. 

The key features of iQmethodSM are: 

* A consistently structured. detailed and transparent methodology. with data sourced directly from our 
analysts' models. 

* Guidelines to maximize the effectiYeness of the comparathe yaluation process. and to identify some 
common pitfalls. 

Click here http://rschl.ml.com/l-l-OI6/2-1-592JigJigmethod.pdffor the iQmethod repOli 

iQdatabase(R) 

The iQdatabase(R) is Merrill Lynch Global Securities Research & Economics Group's globally integrated 
real time research database that is sourced directly from our Fundamental Equity analysts' earnings models. 
and includes forecast as well as historical data for income statements. balance sheets and cash flow 
statements for companies coyered by Merrill Lynch. 

For more information on what iQanalytics can do for you. contact your Merrill Lynch representatiYe. 

iQanalytics and iQmethod are sen ice marks of Merrill Lynch & Co .. Inc. iQdatabase(R) is a registered 
sen ice mark of Merrill Lynch & Co .. Inc. 

********************************************************************** 
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Click the following link to receiYe ML Research in RTML format: 
http://researcll.lul. com/optin.asp')a WQ9Njc3Nzc IJ nR5cGU9 WSZsZz IF 

If you would like to stop or modify the deliYery of Research yia EmaiL 

please reply to this message or contact Research Publications Rotlines: 

The Americas: 

+l 888 73-J. 13 91 or +l 212 -J.-J.9 9765 

Europe. Middle East & Africa: 

+-J.-J. 20 7996 -J.-J.-J.-J. 

Asia Pacific (ex-Japan) & Australasia: 

+8522536 3036 

Japan: 

+813 6225 7677 or +813 6225 626-J. 

Publication: 3-J.1629-106-J.35-J.2.pdf 

Recipient: Bill Rubin 

The information contained in this e-mail may be confidential and is intended solely 
for the use of the named addressee. 
Access, copying or re-use of the e-mail or any information contained therein by any 
other person is not authorized. 
If you are not the intended recipient please notify us immediately by returning the e
mail to the originator.(17b) 

Disclaimer Version ME.US.l 

This message w/attachments (message) may be privileged, confidential or proprietary, and if you 
are not an intended recipient, please notify the sender, do not use or share it and delete it. Unless 
specifically indicated, this message is not an offer to sell or a solicitation of any investment 
products or other financial product or service, an official confirmation of any transaction, or an 
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official statement of Merrill Lynch. Subject to applicable law, Merrill Lynch may monitor, 
review and retain e-communications (EC) traveling through its networks/systems. The laws of 
the country of each sender/recipient may impact the handling ofEC, and EC may be archived, 
supervised and produced in countries other than the country in which you are located. This 
message cannot be guaranteed to be secure or error-free. This message is subject to terms 
available at the following link: http://www.m1.com/e-communications terms!' By messaging 
with Merrill Lynch you consent to the foregoing. 
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Carlos Garcia/Managing 
Directors/CF/CCI 

To Tim Wennes/Administration/BanklCCI@Countrywide 
cc Dave Sambol/Managing 

Directors/CF/CCI@COUNTRYWIDE;Dan 
Tarman/Managing 
Directors/CF/CCI@Countrywide;angelo mozilo 

08/17/200701:17:09 AM bcc 

Subject Re: The Bank 
I agree with paying higher rates. We need to put out the deposit run that ignited the last few days with an 
all out assault and restart growth. Ideas that I feel will be helpful include the following: 

1. Pay higher rate. Implement carefully to avoid perception of desparation. 
2. Call customers to personally reassure them and to explain fdic rules related to coverage of deposit 
balances greater than $100K. 
3. Place newspaper ads like MATEL did to reassure customers and the public the Bank is strong. 
4. Launch a broad marketing campaign supported by a high/competitive deposit rate. The capaign should 
be multi dimensional to maximize awareness and reinforce our message. Use PR, ads, local area 
marketing, etc. We need national and regional focus. I feel we can tell a great story and inspire 
confidencce. My feeling is the first message is the size, safety and soundness of institution coupled with 
fdic insurance and clarifying that issues in the press about countrywide are exagerated, pertain to 
affiliates, not the bank, and are not applicable to the bank as it has its own source of liquidity thru the 
banking system. The second message is competitive rate. The third message is conveying the image of 
a unique, viiable and powerful value proposition evidenced by one of the most remarkable stories of 
successful bank. For example and prompt: countrywide, the bank that provides a high and safe return to 
depositors made possible by a unique low operating cost model on both the deposit and lending fronts. 
Accordinly the bank can afford to extend high yields to depositors while investing in high quality reliable 
return assets. I think angelo can tell a great unique success story that promises to to become even more 
sucessfull because our model is so efficient and meets the social need of providing retired seniors living 
on fixed income the highest safe return available. 

From: Angelo Mozilo 
Sent: 08/16/2007 09:40 PM PDT 
To: Tim Wennes; Carlos Garcia 
Cc: Dave Sambol; Dan Tarman 
Subject: Fw: The Bank 

The greatest advertisement is paying higher interest rates then your competition. Whatever promotions 
that you do you must incorporate extraordinarily high returns to depositors. Many years ago one of the 
federal government agencies asked me to serve on the Board of Beverly Hills Savins which was in 
receivership. We had no problem getting deposits because we were aggressive in our marketing of our 
higher rates on CD's and money markets. The combination of effective and comforting ads combined 
with very competitive rates will bring depositors back into the bank. Advertisements alone will not 
accomplish our objectives. We need a full court press. 
----- Forwarded by Angelo Mozilo/Managing Directors/CF/CCI on 08/16/2007 09:32 PM -----

Dan Tarman/Managing 
Directors/CF/CCI 
08/16/200706:54 PM 

To Angelo Mozilo/Managing Directors/CF/CCI 
cc dave sambol, Carlos Garcia/Managing 

Directors/CF/CCI 
bcc 

Subject Re: The Bank 

We should consider a multi-prong approach: PR is obviously one. The other, however, is the use of paid advertising 

Confidential Treatment Re uested BAC-FCIC-E-0000674492 



to help prompt new deposits. As a company, we have always shied away from this, particularly "brand" advertising. 
Given the challenges we are facing, perhaps the time has come to elevate the Countrywide Bank brand through this 
medium. 

Advertising is the best way to shout above the noise and control the message. A "campaign" that has the 
appropriately crafted message and execution can have, in my opinion, a very meaningful impact. 

While incurring costs for this type of activity is not optimal right now, the cost of seeing the deposit franchise is 
greater in my opinion. 

I'd welcome having sr management discussion on this topic. 

Angelo MozilolManaging DirectorslCFICCI wrote: 

Date: 
From: 
To: 
cc: 
Subject: 

081161200706:50:20 PM 
Angelo MozilolManaging Directors/CF ICCI 

dave sambol, Carlos GarcialManaging Directors/CF ICCI 
The Bank 

We have to put forth a full court press on turning the reputation of the Bank around. If you feel we should bring in 
world class outside help just go ahead and do it. I will have Tim Wennes and Carlos work on more attractive rates 
for depositors for a short period of time to stem the tide. 
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Angelo Mozilo/Managing 
Directors/CF/CCI 

To dave Sambol/Managing Directors/CF/CCI 
cc eric Sieracki/Managing Directors/CF/CCI; kevin 

Bartlett/Managing Directors/CF/CCI 
08/24/200712:46:21 PM bcc 

Subject Ceasing programs that are problematic for the Bank 
and/or are at high risk. 

1. I want you to take the necessary steps to wind down the builder program as soon as humanly possible. 
This is a business neither the Bank or the mortgage bank should be engage in during this crisis or at any 
time. I realize that we have some term commitments to builders and we will honor them as long as they 
perform however I don't want any new business under any circumstances because we would be digging a 
greater hole for the Company. 

2. I want to cease doing any subprime business that is not saleable or that cannot be securitized by Fannie 
and/or Freddie. 

Our balance sheet, liquidity and capital are under stress and therefore it is not prudent to take any further risk 
of originating assets which cannot be sold easily into the secondary market or would in any way cause 
regulators concern at the Bank level. 

Therefore as you go through the exercise of downsizing please keep these initiatives in mind. 

On another matter, I had a conversation with Russell Ried, the CIO at Calpers, and I included Kevin and Eric 
on the call. Calpers has an interest in buying existing and new production jumbos, AAA and potentially an 
equity infusion of some kind. Both Eric and Kevin will be contacting their counterparts at Calpers to continue 
the discussions. Calpers want to come out shortly to do a one day due diligence on our underwriting 
practices, which should be no problem, and then come back to us with their proposal. This could be a major 
breakthrough for us. Please stay close to Kevin and Eric so that you can coordinate the activities in the event 
that Calpers chooses to take a serious interest in us. Let me know if you have any questions. 

Confidential Treatment Re uested BAC-FCIC-E-0000661710 



Angelo Mozilo/Managing To Cap80b1225@aol.eom@CWEXTERNAL 
Directors/CF/CCI cc 

08/30/2007 11 :31 :53 AM bcc dave Sambol/Managing Directors/CF/CCI 
Subject Re: (no subject) 

Thanks for your expression of concern for my well-being. I very much appreciate it. We are working on a 
backup facility for our $5 billion in AAA's to avoid the dangers of daily rolls. That facility is going to cost 
$25 million for a 6 month commitment from Lehman. It's clearly a flagrant exploitation by Lehman but we 
have few if any other options at this time. As far as Citigroup's deal is concerned we simply could not 
accept the proposal because it required a payment of $100 million for a $5 billion repo facility. The 
problems with this proposal is that if we accepted it we would signal to Moody's and the other rating 
agencies that we are being treated as a junk credit and that we are willing to trade as a non investment 
grade borrower. We believe that this would lead to an immediate downgrade by Moody's which means 
that we would have to close down our operations. We have to be careful as to how we negotiate these 
transactions because we must remain transparent to the rating agencies and at the same time not put 
ourselves in a position of being the architect of our own demise. Hopefully this explains our position in 
the matter that you raised. 

Dear Ange: 

Cap80b1225@aol.eom 
08/30/2007 03:48 AM 

To angelo_mozilo@eountrywide.eom 
ee 

bee 
Subject (no subject) 

It is very important that you don't let these attacks by the press and the politicians affect your ability to focus 
on the critical issues. I realize these vicious attacks are aimed at you and your integrity ..... and therefore very 
hurtful and debilitative . 

Your ability to lead the "baby" through this difficult time will be determined by you maintaining your 
stamina and termination. Having said that you MUST force your self to get some REST and nourishment! 
You are not super human and if you don't pace yourself you will not achieve your goals. You and your team 
need to remain healthy and clear minded. You have performed at an extraordinary level and I am proud of 
you! Even Derek Jeter has to take a rest during this pennant race! 

I think you should reconsider whether or not we should pay the fee's to the banks to assure the day to day 
liquidity we need. It may be worth it to give you and your team the respite you need to get through these next 
two months. I believe the terms could be structured properly so as not to cause more problems. Think about 
the cost as an insurance policy as well as the positive impact on the regulators ,employees and the markets. 
After all at the end of the day, the cost will be justified by the calming affect it will have on everyone. Just 
might be the bst money we spend. 

In light of the potential write downs we ,the industry and the investment banks et al will have to take in the 
3rd quarter, the banks fee for a repo line will just be another cost to absorb. 

Never for a moment doubt your ability to get through this crisis and come out stronger. But you must pace 
yourself and your team! 

Whatever the future is I am with you all the way! 
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PLEASE TAKE CARE OF YOURSLF! 

Love you! 

Bob 

Bob 

Get a sneak peek of the all-new AOL.eom. 
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John McMurry/Managing
Directors/CF/CCI

09/07/200710:43 AM

To Jess Lederman/Managing Directors/CF/CCI

cc

bee

Subject Fw: Credit Risk

---- Forwarded by John McMurray/Managing DirectorslCF/CCI on 09/07/2007 10:43 AM ----

~ John McMurry/Managing
Dirers/CF/Cel To Nick Krsnich/Managing DirectorsCF/CCI

07/26/2005 10:59 AM ce Stan Kurland/Managing DirectorslCF/CCI(gCQUNTRYWIDE

Subject Fw: Credit Risk

As a follow up to this morning's discussion, I wanted to forward a copy of an emaill put together late last
year for Keith.

Keith told me that Angelo had asked him whether our credit risk was increasing or decreasing. I told Keith
that I thought our credit risk was increasing and prepared this email to provide further explanation This
email was also shared with Bank management (Carlos, Jim, etc.) at the same time I provided it to Keith
since the Bank is one of the key areas where we're growing credit risk. I don't know whether Keith shared
my email directly with Angelo or just had a discussion. Some of the more relevant passages are
highlighted below.

~

----- Forwarded by John McMurray/Managing Directors/CF/CCI on 07/26/2005 îO:37 AM u___

John McMurry/Managing
Dirers/CF/CCI
09/09/2004 02:49 PM

To Keith McLaughlin/Managing Directors/CF/CCI

cc

Subject Credit Risk

As a follow up to our recent conversation, where I briefly explained why I think our credit risk is increasing,
I wanted to send this em ail to provide additional informatiorl This email contains two summaries outlining
why I think credit risk is increasing; the first is very basic and the second has additional details. Please let
me know if you want to discuss further. Thank you.

BASIC SUMMARY

Our credit risk is increasing for the reasons outlined below.

i. While I do think credit risk is increasing both here at Countryide and in the industry in general, please
consider my opinion in the following context:

A. We generally earn an expected return for retaining credit risk.

B. We realize diversification benefits since this return is not well correlated with other risks we face
(primarily interest rate risk).

C. Many of the factors driving the increase in credit risk are the result of economic forces. In addition,
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the trends we're seeing are evident throughout the market -- they're not unique to Countryide.

D. Increasing our credit risk position may be the most attractive opoortunitv in the current market to
sustain and qrow earninqs.

II. The economic environment for credit risk is deteriorating because:

A. The house price appreciation we've seen in recent years is unlikely to continue.

B. The long term decline in interest rates is unlikely to continue.

C. The market's compensation (i.e. credit spreads) for credit risk has declined.

III. Loan quality throughout the primary market is deteriorating due to competitive factors and an excellent
housing market coupled with very favorable credit performance over the past several years. Areas where
loan quality is deteriorating include:

A. Underwritinq standards for collateral and borrowers have become more aggressive.

B. More loans are being originated under riskier loan proqrams (e.g., ARMs), with riskier features
(e.g., low/no doc, 10) and at higher CL TV/L TVs.

IV. Our loan and execution mix is deteriorating along with the rest of the market

A. Our production of HELOC and subprime loans is increasing in both dollar and percentage terms.

B. We're doing more executions where we retain most (e.g., HELOCs) or a substantive (e.g.,
subprime) credit risk position.

V. With respect to the increasing credit risk I see, here are my conclusions and recommendations:

A. While we still sell much of our credit risk away, this picture is changing with increased production
of HELOC and subprime loans as well as growth in the Bank's WL portolio.

B. While the credit risk we retain is priced to provide an expected return, there are additional
measures we should consider in light of the changing credit environment and our retention of more
credit risk.

C. We should confirm that the relevant parties understand where we are in the eredit cvcle.

D. We should confirm where we're comfortable and uncomfortable taking on additional credit risk.

E. We should judiciously choose the opportunities to take additional credit risk (see IA in the detail
outline below).

F. We should continue pursuing current credit initiatives and consider supplementinq these efforts.

G. We should look for ways to further enhance the progress made on credit reserves over the past
year.

H. We should look for additional ways to further leveraqe resident talent and avoid duplication that
increases expenses and weakens internal controls.

MORE DETAILED SUMMARY
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i. CONTEXT. While I do think credit risk is increasing both at Countryide and in the industry in general
please consider my opinion in the following context

A. Expected Return. The market provides an expected return for taking credit risk in most, but not
all, instances.

1. Opportunities to Consider. We should consider those opportunities to take credit risk which
provide an adequate risk-adjusted return. For example, the two factors driving most of our growth
in credit risk (increased production of HELOCs and subprime) are also where we earn the biggest
production margins.

2. Opportunities to Avoid. We should avoid those "opportunities" to take credit risk which do not
provide an adequate return. For example, most of our Fast & Easy production is done with no
risk-based pricing adjustment even though we now know it performs worse than comparable
loans without this feature. We plan to continue selling this particular, uncompensated risk, away.

3. Probability Distribution. We should always remember that "expected return" aggregates the
entire probability distribution of possible returns. There are instances where we could do much
better or much worse.

B. Diversification. We realize diversification benefits since the return from taking credit risk is not
always well correlated with other risks we face (primarily interest rate risk).

C. Economic Forces & Market Synch. Many of the factors driving the increase in credit risk are the
result of economic forces. In addition, the trends we're seeing are evident throughout the primary
market - they're not unique to Countryide.

D. Opportunity Set. Increasing our credit risk position may be the most attractive opportunity in the
current market to sustain and grow earnings.

II. ECONOMIC ENVIRONMENT. The economic environment affects both house prices and borrower
viability.

A. House Prices. Countryide data confirms what I have observed elsewhere: borrower equity is the
major driver of default behavior. House prices have performed very well over the past several years.

1. Timino in Cycle. Historical data suggest that house prices follow a cyclical process. House
price increases in the near future seem likely to moderate given the length and breadth of house
price increases over the past several years.

2. Imoortance or National Diversification. Over the past 30 years, national home prices have
never declined even though we have observed signifcant declines in individual MSAs.

B. Interest Rates. There are several credit issues tied to interest rates. The first is how much
correlation exists between interest rates and house prices. Some fear that a rise in rates could have
an adverse influence on house prices. Historical correlation between interest rates and house prices
is very mixed and has been positive or negative depending on time period

1. Timino in Cycle. Historical data suggest that interest rates follow a cyclical process. The level
and history of interest rates along with the current yield curve suggests we're more likely to be at
the bottom rather than the top of a wave in the cycle.

2. ARM/DTllssues. Increasing interest rates could create incremental DTI pressures when
ARMs encounter an adjustment date.

3. House Price Correlation. Despite the history of mixed correlations, an increase in near term
interest rates seems likely to put pressure on housing prices for at least several reasons this time
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First, low interest rates helped convert many previous renters into owners. Second. other
consumers used low rates as an opportunity to buy more expensive homes. Third, recent home
price appreciation has exceeded income growth.

C. Creit Spreads. In virtually all market sectors, including mortgages. credit spreads have
continued to narrow for the past several years.

1. Risk Compensation. The consequence of this narrowing is that we generally get paid less for
any credit risk positions we retain.

2, Effect on House Prices. Narrowing credit spreads have resulted in lower mortgage rates
further fueling house price increases,

D. Labor Market. Because most borrowers depend on employment income, labor market conditions
can influence loan performance. There does not seem to be a major issue on the horizon here.

III. LOAN QUALITY. Loan quality is a significant credit risk factor. Developments in this vein, particularly
the market's move to more aggressive underwriting guidelines. have increased credit risk.

A. CL NIL Ns. High CL NIL N programs have a long history. The key difference in this credit cycle
is the combination of high CL TV/L TVs with other risk factors such as low documentation and/or
borrowers with weak credit. Borrowers are increasingly using Piggyback seconds to avoid MI (similar
return but higher risk than our captives).

HELOCs

BC 2nds

B. ARMs. Adjustable rate mortgages represent not only a larger portion of the industrys production, but
also a much larger percentage of our production. The key credit concern with ARMs is potential payment
shock when the ARMs adjust.
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C. Interest Only. ¡Os (interest only loans) have emerged as a major product feature. Previously not
part of our product line, IOs now represent most of the ARMs we now originate and a significant
percentage of.ê loans:

Conventional
Subprlme

D. Low & No Documentation. An increasing portion of our loans are originated with some type of low
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documentation feature.

Full/Alt
F&E
Fastrack
Reduced
Other EC

JUI"Í4 . ;jui~03 -Jul-02 .
Conventional

54% 65% 64%
26% 23% 26%
101 6% 3%'0

16% 3% 2%
4% 2% 6°'fo

Jul-04' Jul-Q3 Juf,.Z",

Full/Alt
Reduced

42%
28%

65%
7%

Full/Alt
Stated

E. OTI Ratios. We've seen deterioration in OTis in two dimensions.

1. Hiqher OTis. The industry has moved to accepting higher OTIs on individuals loans. We are
now seeing loans with OTis in excess of 50%.

2. Mix. The percentage of high OTis has iñcreased.

3. Data. There are OTI data related issues to be aware of. One, the reliability of this data is
generally poor across the industry (applicants tend to report just what they need to qualify). Two,
data here and elsewhere indicate that OTI is not a reliable variable for predicting default(perhaps
because of the poor data). Three, we have data issues over and above the industry problems.

F. AVMs. An increasing portion of our loans are originated using AVMs in lieu of a standard
appraisaL. While not bad per se, current practice often allows the potential for adverse selection
because it inherently allows the borrower (or broker) to pick the higher of AVM or appraisaL.

AVM Usage !

G. Manufactured Housing. With the demise of the lenders that traditionally served this segment MH
loans have migrated into the lending mainstream. Not only do these loans have higher frequencîes
and higher severities, but the CE provider (usually Fannie or Freddie) is also very aggressive about
putting these loans back to the lender. Another issue is coding; many MH loans are coded and
delivered as SFR, which provides the CE provider with a reason to put back defaulted (miscoded) MH
loans.

H. Origination Process. Several developments in the loan manufacturing process could increase
credit risk.

1. Loan Offcers. With the advent of EHLCs in CMO, much of our production is now originated by
a commissioned loan offcer or broker.

2. Exceptions. We're doing more exceptions than in the past

3. Volume Pressure. As volume cools, loan originators both internally (EHLCs) and externally
(brokers, loan offcers at correspondents) will strive to maintain previous income levels. This
pressure may increase the temptation to engage in fraudulent practices.

i. Risk Layering. We're seeing more loans with layered risk factors (e.g., high CL TV + low
documentation + weak FICO + ...)

iv. LOAN MIX. An increasing portion of our production are HELOC and subprime loans which require us
to retain at least some significant portion of the credit risk in addition to being riskier because of lien
position, CL TV and/or borrower credit.
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A. Government. The percentage of our loans originated as an FHA or VA has been declining over
the past several years.

1. Execution. Credit risk with this execution is generally very low with our key risks arising from
uninsured loans and VA no-bids.

2. Loan Quality. There have been few changes to these programs in recent years.
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B. Conforming Conventional. Much of volume continues to be originated as a conforming
conventional for sale using one of the GSE executions.

1. Execution. Credit risk is generally low with our key risk being repurchase/indemnifications
requested by Fannie Mae or Freddie Mac. Because of our size and prominence, we now have
more leverage in repurchase discussions. Freddie Mac recently provided creditworthiness R&W
relief for CLUES and DU further strengthening our position.

2. Loan Quality. While our conforming guidelines have become more aggressive over time, the
GSEs bear the brunt of this incremental risk.
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C. Nonconforming. An increasing portion of our production is nonconforming.

1. Execution. Credit risk is generally low with our key risk being repurchase or a make-whole on
an MI claim deniaL.

2. Loan Qualitv. Guidelines have become more aggressive in all of the dimensions described in
"loan quality" above. Furthermore, the portion of our nonconforming loans that are expanded
criteria has increased. Because the sub holders bear most of the credit risk we are not directly
exposed to the expansion of guidelines or change in mix. We do have reputational exposure to
how well the rating agencies have done in sizing credit enhancements. If the credit
enhancements (subs, MI, etc.) are too small, the investment grade bonds have heightened risk of
being downgraded.
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D. Subpnme. An increasing portion of our production is subprime.

1. Execution. Because we provide a substantive credit enhancement (residual, corporate
guarantees, etc.) in most executions, we retain more credit risk on subprime loans.

2. Loan Qualitv. We are doing less and less mainstream product and more products with one or

more incremental risk features. A significant portion of our recent subprime production is now
80/20, 10, stated doc, etc. Many of these loans have layered risks (e.g., high CL TV + 10 +
stated).
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E. HELOCs. An increasing portion of our production are HELOCs.

1. Severity. HELOC severities are much more severe, generally around 100%, compared to first
liens.

2. Execution. We have a significant HELOC whole loan position at CHL and the Bank where we
take virtually all of the credit risk (the Bank does have mortgage insurance on a portion of their
portolio ).

3. Loan Quality. Loan Quality has generally been stable except for an increase in reduced
documentation loans.
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V, CONCLUSION & RECOMMENDATIONS. Following are my conclusions and recommendations with
respect to the increasing credit risk outlined above:

A. Sale of Credit Risk. While we still sell much of our credit risk away, this picture is changing with
increased production of HELOCs and subprime as well as growth in the Banl(s WL portolio. We
should continue to seek any opportunity to sell away credit risk we're not comfortable with.

B. Risk-Based Pricing. While the credit risk we retain is priced to provide an expected return, there
are additional measures we should consider in light of the changing credit environment and our
retention of more credit risk. We should continue to refine and supplement our pricing and cash-flow
models.

C. Credit Cycle. We should confirm that the relevant parties understand where we are in the credit
cycle.

D. Comfort. We should confirm where we're comfortable and uncomfortable taking on additional
credit risk. Are we, for instance, more comfortable with HELOCs (either WLs or residuals) or
subprime residuals?

E, Choices. We should judiciously choose the opportunities to take additional credit risk

What Risk. As mentioned in I.A. above, we should focus on those credit risk opportunities that
provide a sufficient expected return along with a probability distribution were comfortable with.

How. We should consider how we take credit risk. By how, I mean what execution (structure,
layer) and what entity (Bank, CHL, Balboa, etc.).

F, Credit Initiatives. We should continue pursuing, and consider supplementing, current credit
initiatives; these include:

1. Stochastic Credit ModeL. We already use a stochastic approach for interest rate risk
evaluation and should for credit risk too. The work and meetings to establish the concept and
approach are complete. We now need to decide priorities and assignments (Le. who is going to
build which pieces).

2. Exception Processinq. This project is underway.

3. Credit Scorinq Models. Several scoring model related projects are underway, including:

a. AcqUÎsítíon. The existing CLUES scorecard is very old and has a number of shortcomings.
We now have three new scorecards ready to be implemented.

b. Servicing. We are beginning work on credit scorecards to improve how we manage loans,
particularly HELOCs.

4, Shore Up R&W Defenses. We are working with Legal to shore up our defenses against
repurchase, indemnification and claim denial requests as a result of alleged R&W (representation
and warranty) breaches.

5. Mark-to-Markets. We should continue and expand the credit mark-to-markets projects already
initiated.

G. Credit Reserves. We should look for ways to extend the progress made on credit reserves over
the past year.

H. Leverage, Don't Duplicate. We should look for additional ways to further leverage resident talent
and avoid duplication that increases expenses and weakens internal controls.
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From: 
Sent: 
To: 
Subject: 

Budnick, Adam 

09111/2007 07 5104 PM 
Athan, Tom; Forster, Andrew 

RE: Collateral summary 

Just a couple of minor additions: 

1. Your ML # is too high. It was a shade under $IOB as of inception, so probably closer to $9B now. 
2. For the -$1 B Rabo, we don1 have to post unless we are downgraded to Al/A+ 

From: 
Sent: 
To: 
Ce: 
Subject: 

Athan, Tom 
Tuesday, September 11, 2007 7:08 PM 
Forster, Andrew 
Budnick, Adam 
Collateral summary 

Skybox- We sold protection to CIBC, CIBC sold protection to JP in 12105. JP has the same CSA 
agreement with CIBC as CIBC has with us. JP had Deen pricing the deal for the CSA using a model and 
came up with something close to 91. We said sharpen your pencil and come back to us because we think 
it is too low. Our hope was to get it above 92 and they would go away as we have an 8% threshld. They 
decided that the model pricing was not accurate and they went to the trader and he quoted a 
replacement value in his opinion of 75px. His 75 price likely means we pay 25pts upfront to assign the 
pposition to another countarparty. This is about $600mm deal and $1 OOmm collateral call. 

Goldman- You have the srtuation correct as far as I know. We have not received any new call but 
supposedly they are now asking for $1.5bn ($300mm more than last $1.2bn call). The deals are on the 
attached spreadsheet with a brief descriptiOn on each. I think I may be missing a few but this list is $15 
We have a 4% threshold on most of these (a few are 0%). They are putting language together to go out 
to dealers for dispute. Alan just sent it to you. 
« File: GS CDS deals.xls » 

SG London- asked for $40mm on a $422mm mezz deal (Camber 3). This is based on an 82.5 bid price 
from GS. GS was a 92.5 synthetiC indicative equivalent offer. I disputed with a 96.5px. We have an 8% 
theshold. I suggested we'd settle at 87.5 mid price for a call of $20mm but we don't accept this as the 
value of the position. This is the only trade we have on with them 

SG NY- Not sure of exact amount of CDS but I think it is -$1500. They have called and said they 
recevived marks from GS on positions that would result in big collateral calls but SG disputed them with 
GS. The issue was not resolved. We have an 8% cushion with them. Most of the deals they have are 
with GS and a few ML and a few UBS. 

UBS- asking for $67mm on a "few billion" of CDS. The details are still sketchy as rt seems a few have 
thresholds and a few don't but we raised the global CSA threshold with them when we did it or 
something. Its still unclear as well what prices they are using as we just received the $ amounts with no 
info 

These are rough and adam can put together more exact summary of outstanding deals from his files 
but....We have about -$12-15bn trades on with ML, $2-3bn wrth Rabo" -$lbn BN with BMO, <$lbn w 
HSBC and Wachovia,and few Bn w Barclays that were done in UK 

Adam if I forgot anything or I am way off on these let me know. 

Good luck. Don't give an inch, even if they offer a compromise. 
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Tom Athan 
AIG Financial Products Corp. 
203-222-4714 phone 
athan@aigfpc.com 

From: 
Sent: 
To: 
Subject: 

Forster, Andrevv 
Tuesday, September 11, 2007 1:58 PM 
Athan, Tom 
Couple of things 

How come jpm moved the price so much in such a short period of time? I thought the last call was for 
Smm? 

Can you summarise for me what collat calls we have had? I need to go through them with the 
accountants tomorrow and its first thing in the moming. As far as I recall we have had the following: 

Goldman - currently we post 450 and they think its 1.200. We are still waiting on the new collat call? Do 
you know what the unde~ying deals are and can you send me the list? 

Socgen called for a small amount based on havong gs give them a bid on their bond holding as they 
hedged part with gs? Can you remind me on the bond and amounst etc? 

Jpm on skybox. 

Any others? thanks 
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From: Kimball, Andrew 
Sent: Friday, September 21,20077:58 AM 

Kolchinsky, Eric To: 
Subject: RE: Servicer Survey and new grid for COOs of ABS 

Just wanted to thank you again for your views the other day. Good to get this agreed to and published .. . . 

-----Origlnal Message-----
From: Weill, Nicolas 
Sent: Thursday, September 20,200711:43 PM 
To: Moody's - Subprime Working Group 
Cc: Kolchinsky, Eric 
Subject: Servlcer Survey and new grid for COOS of ASS 

Please find enclosed a special report summarizing the servicer survey. We are clearly stating in this report as we did 
in the Early Payment Default that more rating actions are coming. 

Also enclosed is a press release by the COO team providing guidance on rating inputs for the COO models. This is 
meant to be used as in put in the models until the rating actions in RMBS are completed .. This has been discussed 
and vetted by the SCC this morning. 

There will also be a short press release for the special report on the servicer survey. 

The rating actions on RMBS should be completed early October. 

Please let me know if you have any questions. 

« File: COO Rating Input Criteria PR v5.doc» «File: SF110445.pdf» 
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Giles, James

From:
Sent:
To:
Cc:
Subject:

Hi Jim,

Seabolt, Robert E.
Monday, October 01, 2007 3:26 PM
Giles, James; Spurry, Steven
Eichner, Matthew.
RE: bs risk identification points

These look good. My only comment would be maybe to add something regarding Treasury's continuing to build-out its
European equity repo platform.

Bob

From: Giles, James
sent: Monday, October 01,20072:16 PM
To: Spurry, Steven; Seabolt, Robert E.
Subject: bs risk identification points

How do these look?

• Beginning in November 2006, Bear Stearns' Treasury Department embarked on a plan to increase its use of
secured funding and thereby reduce its reliance on the unsecured commercial paper market and on uncominitted
bank lines. There Were two cornerstonesofthis plan. First, the firm's New Product Approval Committee
approved the use of tri-party equity repo transactions as an additional source of secured funding. The firm
quickly signed up counterparties torepo corporate securities, both corporate equities and corporate and .
municipal bonds, on a term basis. Secondly, Treasury began negotiating asset-specific committed secured term

. facilities for certain asset-backed and mortgage backed inventory that the· business hadn't traditionally self
funded, such as foreign whole loans (both commercial and residential), auto loans, tax liens, etc.

By early summer 2007, the firm had made substantial progress on its initiatives reducing commercial paper
substantially and increasing the liquidity pool. This progress proved to be very fortuitous, as concerns about
Bear Steams' business, after the collapse of two of its sponsored hedge funds, prompted S&P to change its
outlook on Bear Ste.arns' debt to ''Negative'' on August 3rd• This rating agency action and a poorly received
investor call that followed led to a significant amount of anxiety around the Bear Stearns' name. This
idiosyncratic news, along with the general stress in the funding markets in August, led us to begin monitoring
Bear Stearns' liquidity on a daily basis, starting with a visit to the firm on Sunday August 5th•

.By the time of its third quarter earnings call, the firm had been able to raise its liquidity pool to a record level
and dramatically reduce its short term unsecured debt. The firm was able to achieve this result with aggressive
~alance sheet management and the sourcing ofadditional secured funding. Despite the success ofmanaging
through this difficult time, the firm still has a significant amount of secured funding on an overnight basis. This
level of overnight secured funding coupled with the short-term unsecured debt is too large relative to the

. liquidity pool for the business to be able to turn back on the offensive. We will continue to closely monitor the
firm's ability to increase the term on its secured funding to help it operate at a more optimal level.

• Over the past year, we have highlighted the lack of sufficient resources in the Model Validation Group at Bear
Stearns. It started in 2006 with the departure ofa couple ofexperienced personnel responsible for model
.reviews in the credit and equity derivatives. Then, in the spring of this year, the Head ofthe Model Validation
Group resigned. In the interim, the Chair ofthe Model Review Committee, to whoni the Head ofModel
Validation reported, took over.much of the responsibility for the group. However, as a result ofthe lack of

1
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capacity, the group temporarily reduced its mandate and relied more heavily on the product-line risk managers
within the Risk Management Department for model control work. However, at our monthly risk meeting in
September, we were informed that the firm had hired a new Head ofModel Validation who would start on
September 28th and will be located in London. At our meeting in November, the new Head ofModel Validation
with provide an update on personnel, focus of the group, and the key model validation work performed over the
previous quarter.
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To: Yoshilaw,. Yuri ; Po\anzlry Jooatha" ; Kold'lnslcy Eric: MiN Wi llia m 
Cc, 

Subject: 
O.te: 

Lam Wi; Hac Ow); SurMa SunO 

RE: 3Q Market COVerage-CDO 
Friday. October 05, 2007 12:39;55 PM 

no story from my side. but I noticed that there are three Fitch only deals with less than $100m notional 
per deal· they obviously would not contribute much to the $ based market share, but they contributed 
to about 3% in deal # market share. 

From: Yoshizawa, Yurl 
Sent: Fri 10/5/200712:13 PM 
To: Polansky, Jonathan; Kolchinsky, Eric; Fu, Yvonne; May, William 
Cc: Lam, Wai Har (Ivy); Surana, Sunil 
Subject: Re: 3Q Market Coverage-COO 

Can you please tak.e a look at the deals that we didn't rate from the spreadsheet that Ivy sent out last 
night to double dleek the infonnation and to let me know any of the "stories"? Thank you. 

YuM Yoshizawa 
Moody's Investors Service 
(212) 553-1939 

Sent from My Blackberry 

----Original Message---
From: Surana, Sunil 
To: Yoshizawa, Yun; Polansky, Jonathan; Koldlinsky, Eric; Fu, Yvonne; May, William 
CC: Lam, Wal Har (Ivy) 
Sent: Fri Oct 05 11:59:21 2007 
Subject: RE; 3Q Market Coverage-COO 

Yuri, 

Market share by deal count dropped to 94%, though by volume it's 97%. It's lower than the 98+% in 
prior Quarters. Any reason for concern, are issuers being more selective to control costs (is Frtch 
cheaper? ) or is it an aberration. 

Sunil 

·-·-Original Message-··· 
From: Lam, Wal Har (Ivy) 
Sent: Thursday, October 04, 20076:15 PM 
To: Yoshizawa, Yuri; Polansky, Jonathan; Kolchinsky, Eric; Fu, Yvonne; May, William 
Cc; Surana, Sunil 
Subject; 3Q Market Coverage-COO 

Hello all, 

Attached please find 3Q Market Coverage-COO. Please let me know jf you have any questions. 

Ivy Lam 
Moody's Investors Service 
99 Church Street, 8th FL 
New Yori<, NY 10007 
Tel: 212 ·553-1068 Fax: 212· 553·4170 

Permanent Subcommittee 00 InvestiE.ations 

EXHIBIT #24a PSJ-MOODYS-MS-OOOOOI 



----- Original Message -----

From: Cassano, Joseph

To: Forster, Andrew; Micottis, Pierre; Bridgwater, James; Robinson,

Peter

Sent: Mon Oct 08 07:10:33 2007

Subject: Fw: SS CDS Valuation

More love notes from elias.

Please go through the same drill of drafting answers and having bruce

finalise the draft for my review.

How are we coming with the presentation of the results from the bet

model using the morgan spreads? We should incorporate the presentation

into the resposnes.

Since we are going to be in the general vicinity I am going to suggest

we have another session next week we all interested on thursday or

friday. Jimmy b and peter you can attend by telephone.

I am not going to be in today but am reachable by blackberry I will be

at my home around 4 pm

thanks

Sent from

Joe Cassano

Banque AIG London Branch



Angelo Mozilo/Managing To Carlos Garcia/Managing 
Directors/CF/CCI Directors/CF/CCI@COUNTRYWIDE 

cc dave sambol 
10/31/200703:35:19 PM bcc 

Subject Pay-Options 
In reviewing our servicing port with Steve Bailey the issue of pay-options was discussed. Steve informed me 
that we have 350,000 pay option loans on the books. He also pointed out that in his opinion the pay option 
loans were the ones most vulnerable to foreclosure because of the neg am component and because the 
borrower has been paying at an interest rate on average of 3%. Obviously these loans cannot stay at this 
rate once the 15% threshold has been reached because the average rate is far below the cost of funds. 

Here are my questions relative to the Bank's portfolio: 

1. How many pay option loans do we have on the balance sheet? 
2. How many have a heloc behind them? 
3. What is the delinquency rate? 
4. How many are in foreclosure? 
5. What is the rate of prepayment on these loans? 
6. What are the prospects for future delinquencies and foreclosures? 
7. Are we still putting these loans on our balance sheet, and if so, why? 

Confidential Treatment Re uested BAC-FCIC-E-0000668218 
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From: 
Sent: 
To: 
Subject: 
Attachments: 

Elias 

Cassano@aigfpc.com 
11/011200705:18:28 AM 
Habayeb, Elias 
RE: gs can material 
(001) Margin Can Report GSI VS. AIG FINANCIAL PRODUCTS 
CORP.msg; Margin Call Report GSI vs. AIG FINANCIAL 
PRODUCTS CORP.msg; RE Margin Call Report GSI VS. AlG 
FINANCIAL PRODUCTS CORP.msg~ sidel.pdf 

I attach a pdf version of the letter agreement we signed with Goldman related to collateral in respect of 
the CDS in question. 

I also attach two of the e-mail requests for Collateral that our collateral group received from Goldman: 
(1) Initial request reflecting a Goldman valuation for the CDS (2) Most recent request 
(yesterday's) reflecting a Goldman valuation for the CDS. 

Requests of this sort have been received daily. At the time we negotiated the letter agreement, we asked 
Goldman to stop sending the requests pending resolution of the dispute over valuation. They indicated 
that their automated internal processes generated the requests in a manner that could not be stopped 
without significant effort. As a result, we added a provision to the letter agreement confirming that we 
would be deemed to dispute each request for collateral related to the CDS in question -- without the need 
to dispute each individually, which is what we had been doing up until that point. In this regard, I attach 
the e-mail that we sent to dispute the initial request attached above: 

There may also have been ad hoc e-mail correspondence on the subject between the our front office 
(e.g., Andrew, AI, Tom) and theirs, but I haven't tried to track this down. 

I think it is clear from the countersigned letter agreement that we have a bona fide dispute with GS . It is 
not unusual even in the best of times with normal liquidity to dispute the calls. One other thing to note 
that I did not mention on yesterday's call with PWC is that we have ,I believe only one other collateral 
call from one counterpart SocGen which was spurred by GS calling them . In that case we also disputed 
the call and have not heard from SocGen again on that specific call. 

I am available to discuss let me know what time and I will call in when you meet with Henry and Tim. 
This is all so Bob Sullivan he really loves the last minute dramatics . 

We are pulling together details of the trades but I am not sure what additional color that will add . I will 
forward that to you in a separate note . 

Finally I heard last night briefly about some questions from PWC regarding marks on the cmbs synthetiC 
portfolio I will track down the uissue with the wilton guys in the morning . 

Joe 

Page: 1 of 3 

CONFIDENTIAL TREATMENT REQUESTED BY AMERICAN INTERNATIONAL GROUP. INC. AIG-SEC'''''R''1' 



.. ' . . 

From: Habayeb, Elias [mailto:Elias.Habayeb@aig.com] 
Sent: Thursday, November 01, 2007 3:19 AM 
To: Cassano, Joseph 
Subject: RE: 

thanks 

From: Cassano@aigfpc.com [mailto:Cassano@aigfpc.com] 
Sent: Wednesday, October 31,20072:58 PM 
To: elias.habayeb@aig.com 
Subject: Re: 

Hi 

All of the guys involved have gone for the day. I will see what we can put together for the morning. 

Joe 

Sent from 
Joe Cassano 
Banque AIG London Branch 

--Original Message--
From: Habayeb, Elias <Elias.Habayeb@aig.com> 
To: Cassano, Joseph 
Sent: Wed Oct 3118:41:38 2007 
Subject: 

Joe, 

Just got off the phone with PwC as a follow up to the call with had a couple of hours ago. 

They want to know how much of the total collateral relates to each individual transaction. Effectively, $x million 

Page: 2 of 3 
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to transaction A. $y million to transaction B . .. .. 

Also. t1ley want to see copies of tIle written correspondence between AlGFP and GS. 

Do you know who I can reach out to help me collect this information? 

Thanks 

Elias 

~ONFlor;NTIAL TREATMENT REQUESTED BY AMERICAN INTERNATIONAL GROUP, INC. 

... 
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Angelo Mozilo/Managing
Direcors/CF/CCI

To Carlos Garcia/Managing
Directors/CF/CCI(§COUNTRYWIDE

cc Dave Sambol/Managing
Directors/CF/CCI(§COUNTRYWIDE

11/04/200708:25:52 AM bcc
Subject Re: Questions on POAs

Pay options have hurt the Company and the Bank badly despite your belief that it is a viable product.
World Savings culture permits them to make these loans in a sound manner and our culture does not.
You and Dave should sit down with Steve Bailey to fully understand the problems with pay options and
the fact that fico scores are no indication of how these loans wil perform. The only way these loans can
work out is with stable to ever increasing real estate values. I do not like this product because they are
not fixable in the event of serious default and also because they promote the worst behavior from the
mortgagors who opt for this product irrespective of the fact that they are prime and super prime
borrowers.

Carlos Garcia/Managing
Directors/CF/CCI
11/04/200706:05 AM

To Angelo Mozilo/Managing

Directors/CF/CCI(§COUNTRYWIDE
cc Dave Sambol/Managing

Directors/CF/CCI(§COUNTRYWIDE
bcc

Subject Re: Questions on POAs

In August we implemented deep guideline cuts that eliminated close to 90% of POA production (Le. 90%
of the portfolio became ineligible under the new guides). In 04 CHL expects to originate appx $25 millon
per month of POAs. CHL also expects to originate appx $110 milion per month in Payment Advantage
loans (a fixed rate loan for 5 years similar to a hybrid but with payment options similar to a POA). We wil
send you a comparison of the delinquency performance of POAs in general, POAs meeting the new
guidelines and POAs meeting your delineation of sound loans. This comparison wil show you that the
delinquency performance of POAs meeting the new guides has been very acceptable.

If we cut out the remaining POA guides from the Bank, CHL wil need to stop offering the product. This
wil hurt the mortgage franchise and the Bank.

Keep in mind the Bank has generated over $3 bilion pretax income since inception, while giving back
only $400 milion this OTR, and that was after recording a provision for losses of nearly $800 millon and
btlilding reserves over $1 Bilion, most of which covers performing loans. This reserve was calculated
assumming delinquency keeps increasing at a faster pace than we saw in 03 for six more OTRs. In
addition, 71 % of the POA portfolio is covered by MI.

From: Angelo Mozilo
Sent: .11/03/2007 05:33 PM PDT
To: Carlos Garcia
Cc: Dave Sambol
Subject: Fw: Questions on POAs

I don't want any more Pay Options originated for the Bank. I also question whether we should touch this
product going forward because of our inabilty to properly underwrite these combined with the fact that
these loans are inherently unsound unless they are full doc, no more than 75% L TV and no piggys.
-- Forwarded by Angelo Moziio/Managing Directors/CF/CCI on 11/03/200705:32 PM-

Confidential treatment requested by Countride Financial Corporation CFC2007B039050
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Jess Lederman/Managing
Direetors/CF/CCI
11/021200704:51 PM

To Angelo Mozilo/Managing

Direetors/CF/CCI(§COUNTRYWIDE
ec Carlos Garcia/Managing

Direetors/CF/CCI(§COUNTRYWIDE, Adan
Farinas/BanklCF/CCI(§Countrywide, Mark
Fireman/BanklCF/CCI(§Countrywide, Brian
Kuelbs/Managing Direetors/CF/CC I(§Countrywide,
Dave Sambol/Managing
Direetors/CF/CCI(§COUNTRYWIDE, Amit
Munjal/BanklCF/CC I(§Countrywde

bee
Subject Questions on POAs

iL.~~
M emo_Ängelo_Q ueslions_for_ Carlos. doc

(I- C t -d (8ti oun rye
MEMORANDUM

TO: Angelo Mozilo
FROM: Jess Lederman

SUBJECT: To address POA questions posed to Carlos

DATE: November 2, 2007

CC: Carlos Garcia, Brian Kuelbs, Adan Farinas, Amit Munjal,
Mark Fireman, Dave Sambol

In response to the questions you posed to Carlos, I've provided a summar followed by more
detailed answers to each question.

Summary
Loans 90+ delinquent as a percentage of the Bank's $28 billon portfolio of POAs increased
nearly ten-fold over the past year, from .3% to 2.91 %. Since significant recast activity wil not
begin until 2009, payment shock has not been the issue. The primary drivers of the increase were
loans in areas that experienced the greatest declines in home values since origination, as well as
low-doc loans with CL TV's in excess of 80% (typically involving a piggyback HELOC rather
than mortgage insurance). For example, 90+ delinquencies in California increased 12-fold over
the past year, 14-fold in Florida (which accounts for 9% of the POA portfolio), and 12-fold for
all low-doc high-CLTV. On the surface, delinquencies on non-owner-occupied properties appear
to be substantially lower than on owner-occupied loans. However, it is my opinion that would-be

Confidential treatment requested by Countryde Financial Corporation CFC2007B039051
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flppers misrepresented occupancy and income in order to obtain maximum leverage on
speculative transactions, and that their defaults are a meaningful component of the delinquency
spike during the past year.

While defaults are far higher than originally predicted, the decision to acquire mortgage pool
insurance on nearly two-thirds of the POA portfolio has substantially reduced the Bank's
exposure to loss. The recent rally in rates wil result in meaningful declines in the MTA index
and slow the rate of negative amortization, and has in fact pushed the majority of recasts out to
2010 and beyond. While the timing of recognition of credit losses has had a volatile impact on
the income statement, the high margins priced into the product suggest that the lifetime return on
the 2004-2007 POA book wil stil come in above 15% pre-tax. Guidelines have been cut back to
increase minimum FICOs and eliminate high-CLTV low-doc lending. New originations (almost
entirely hybrid POAs), though modest in volume, are projected to generate a 25% return on
capitaL.

1. How many POA (PayOption) loans do we have Oil the balance sheet?

Since the inception, the bank has invested in $51 bilion of PO A loans including the $2.06 bilion

transfer from HFS to HFI as of Sept-07.

The Bank HFI portfolio has a total UPB of $28.2 billon in PO As as of Sept-2007; this represents
a 22.5% YOY decline from $36.4 billon as of Sept-2006.

California loans comprise 56% or $15.8 bilion of the $28.2 billion portfolio.

2. How many have HELOCs behind them?

10% ($2.6 bilion) of the $28.2 billon POA portfolio has a Bank owned 2nd lien behind it. 12%

($3.5 bilion) of the $28.2 billon POA portfolio has a CHL 2nd lien behind it. So, in total 22%
or $6.1 bilion of the $28.2 billon POA portfolio has a Countryide 2nd lien behind it.

The total drawn amount on the 2nd liens is $605 millon as of Sept-2007 (Line amount totals
$852 Milion).

3. What is the delinqueiicy rate?

As of Sept. 30th 2007, 90+ day delinquencies total 2.91 %, or $821 millon. This represents a 261

basis point increase in the 90+ day delinquency rate from Sept. 30th 2006, and 123 basis points
increase from June- 07. As the portfolio balance declines, the effects of seasoning and the
housing market have amplified the impact of deteriorating portfolio performance on the
delinquency rate.

California 90+ day delinquencies total 3.10% or $492 millon as of Sept. 30th 2007. This is
approximately 1.5 times the non-California 90+ day delinquency rate of approximately 2.67%.

Confidential treatment requested by Countrde Financial Corporation CFC2007B039052
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All Bank vintages are performing better than similar vintage CHL-serviced PayOption ARs.
Bank Ever 60 DLQ rates have nm at approximately half of CHL' s leveL.

4. How many are in foreclosure?

0.19% ($52 millon) ofthe $28.2 bilion POA portolio is in foreclosure as of Sept. 30th 2007.
(182 loans). Bank POA lifetime charge offs total $52 milion (Includes Charge-offs on Loans
that were put-back from Bank to CHL). Bank POA lifetime net charge offs excluding the ones
on putback loans total $40.7 Millon.

5. \Vhat is the rate of prepayment on these loans?

The September 2007 prepayment rate for Bank PayOptions was a 24% CPR, down from a 34%
CPR in 2Q07. Bank 3-year prepayment penalty POA have prepaid at 25% CPR from Sept 2006
to April 2007. They have declined to 12% CPR in Sept. 2007. The reduction in prepayment
speed is attributable to a decline in HP A, increased cost of non-agency refinancing, and a market
contraction of underwriting guidelines.

6. What are the prospects for future delinquencies and foreclosures?

Current forecasts call for the rate of new 90-day delinquencies on the Bank POA portfolio to
continue to increase for the next four quarters, and to stay above the Q3 rate until the second half
of 2009. This forecast for worsening delinquencies is consistent with Moody's HP A projections,
which call for home prices to continue to decline during that time period.

Estimates of potential future delinquencies and foreclosures do not consider the firm's resources
focused on loss mitigation in the form of loan modifications and refinances. Loss mitigation
efforts may partially mute expected delinquency and foreclosure estimates.

Although we have not factored this possibility into the Bank's POA loss reserve projections,
there is a possibility that the current spike in delinquencies could be related to a "flame out" in
would-be flip transactions. Approximately 30% of the 2005/2006 POA book consists of90%
CL TV low-doc loans, with a 90+ delinquency rate of about 5%. Many of these delinquent loans
may be speculators who misrepresented occupancy to obtain maximum leverage and likely mis-
represented income as welL. When it became apparent that no quick flip would be possible,
default ensued.

7. How are we mitigating the risks posed by housing market and POA performance?

63% of the portfolio has first loss or mezzanine credit support in the form of mortgage insurance.
38% or $10.7 billion has first loss coverage to a 3% cap. 13% or $3.8 billion has mezzanine
coverage from 1.75% to 4.75%. 12% or $3.3 bilion has mezzanine coverage from 1.00% to
4.00%.

8. Relative contribution of delinquency growth due to HP A and other factors.

Confidential treatment requested by Countrde Financial Corporation CFC2007B039053
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Declining house price~ have had a significant impact on the pedormance of the most recent POA
Vintages. The projected lifetime ever-90 delinquency rate for 2004 vintage is 2.85% versus
31.88% for the 2006 vintage ( 11x multiple). After adjusting for the greater seasoning of the
2004 vintage and less favorable borrower attributes in the 2006 vintage, the ever-90 rate for 2006
vintage is still 9.5 times that of the 2004 vintage. This variance is attributable to declining HP A
and deteriorating credit environment.

9. Are we stil putting these loans on our balance sheet, and if so, why?

Yes, the bank continues to retain POA loans for investment on balance sheet. The risk-return
profile of these loans has been materially improved due to underwiting changes made in Q3
2007. Production of PO As has substantially declined due to borrower preference for hybrid
negative amortization loan programs. The bank projection for Q4 originations of Payment
Advantage loans for portfolio totals $427 Milion compared with $71 Million in POA. The
Payment Advantage portfolio is $1.4 Bilion as ofSept-07.

10. Relative credit penormance of PO A versus Hybrid ARMs?

For 2004 POA Vintage, Ban Ever-90 delinquency rate is 0.85%.
For 2004 Hybrid Vintage, Bank Ever-90 delinquency rate is 0.74%.

For 2006 POA Vintage, Ban Ever-90 delinquency rate is 3.94%.
For 2006 Hybrid Vintage, Ban Ever-90 delinquency rate is 5.25%.

For the 2006 vintage, Hybrid ARs layered risk is greater than POA's resulting in greater Ever-
90 rates. (One Borrower % is 70% for Hybrids compared to 66% for POA; the combination of
CLTV::95 and LOW Doc % is 12% for Hybrids compared to 1% for POAs). POA delinquency
rates ru lower early in the life of the loan due to the minimum payment option (80% of PO A
customers currently choose the minimum payment option).

11. Bank POA Cumulative Loss Assumptions and Resulting Returns

Cumulative losses assumed in pricing POAs from 2004 through 2007 vintages average 0.64%.
The 0.64% cumulative loss estimate produced an expected return on capital of21 %.
Retrospective cumulative loss estimates for the same POA vintages average 2.66%. These
estimates produce a 15.8% retrn on capital expectation. The 2004-2007 book is anticipated to
generate approximately $1.98 bilion in pre-tax earnings net of losses from its inception through
the remaining life of the portfolio.

Current guidelines produce a cumulative loss estimate of 0.90%, which is used to price new
production. Current guidelines cumulative loss estimates generate a 25% return on capital.
expectation.

Jess Lederman

SMD & Chief Risk Offcer
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See Mktg - Credit Risk Mgmt

818-225-3038 Offce
92-594-3038 Internal

940-367-1427 Cell

4500 Park Granada
Mail Stop: CH20C
Calabasas, CA 91302
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AIG07 SSOO PwC 3Q07 Critical Matter - Syper Senior CDS FINAL.doc 

pmCEW!\lERHOUSE(trJPERS I 
Memo 

To: I Location: 

From: I Location: 

Date: 

AIG work paper files I New York - 300 Madison Avenue 

PwC audit team I New York - 300 Madison Avenue 

November 7,2007 

CONFIDENTIAL 

Subject: AIG07 SSOO PwC 3Q07 Critical Matter - Super Senior CDS 

Background 

AIGFP as a core part of its business writes credit default swaps on portfolios of reference 
obligations to a variety of market counterparties on a second loss basis. These transactions have 
levels of subordination as noted by management that are designed to never suffer economic loss 
even under recessionary scenarios. The rationale for these transactions from the perspective of 
the counterparty to the transaction may be for two distinct reasons as discussed in management's 
analysis - to achieve regulatory capital relief under Basel for European banks, or other reasons 
which may include US regulatory treatment on money funds, or other reasons. As noted by 
management, the pricing on these is typically considered to be a negotiated level to reflect 
sharing of economic benefits obtained by the counterparty and the time and effort involved by 
AIGFP to determine a reasonable return to AIGFP, rather than a reflection of the economic risk in 
the portfolios. 

Such transactions are derivatives under FAS 133 and recorded at fair value on the balance sheet 
with changes recorded in the income statement. At inception, in accordance with EITF 02-3, no 
Day 1 P&L is recorded on these transactions, given there is no "observable market" for these 
transactions which are one-way in nature with few participants. On an ongoing basis these 
transactions have historically continued to be recorded at a fair value of zero given their relative 
insensitivity to factors such as credit spreads (where relevant) or interest rates. 

During the 3rd quarter of 2007, however, the wider capital markets experienced severe 
dislocations initiated by the adverse developments in MBS securities with subprime collateral 
underlying these transactions, which then impacted the capital markets as a whole, with 
significant adverse impacts on the markets as a whole as shown by the movements in the 
industry standard ABX and CDX indices, ultimately resulting in a very significant liquidity crunch. 

Under these extreme scenarios, the Super Senior portfolio of transactions was re-evaluated to 
determine whether in the current market conditions there was a need to mark the positions for an 
adverse change in fair value given the dislocation in the markets and the size of the AIGFP 
portfolio of $513bn notional at risk as of September 30, 2007 ($467bn as of June 30, 2007). 

Response: 

Notes: 
footnote references through this document refer to the relevant appendix attached below 
"we" or "our" refers to the engagement' team and their views, primarily including Henry Daubeney, Ptnr, and Justin 
Keane, SMgr with consultation with other PwC personnel noted in Section B unless specifically stated 

This document should also be read in conjunction with the client's summary "Memorandum 
Concerning the Valuations of Super Senior Credit Derivatives" and the key assumptions 
discussed in the PwC memo "AIG07 SS20 PwC notes on key assumptions", as well as the other 
supporting documents noted in the appendix 

PWC-FCIC 000224 
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A. Management's approach 
For the structuring of the transactions at inception, AIGFP uses an actuarial model (the Gorton 
model) to determine the attachment point required on each structure such that even under 
stressed recessionary scenarios, the risk of loss is considered to be insignificant. Based on the 
discussions with management\ this is set such that the mean distribution is stressed to be set at 
the worst post World War II recessionary scenario, and then the subordination required to give a 
99.85% confidence level that there will be no economic losses in the portfolio is determined. 

On this basis, the risk of default on such a portfolio has effectively been removed and as a result 
from a risk management perspective, there are no substantive economic risks in the portfolio and 
as a result the fair value of the liability stream on these positions from a risk management 
perspective (Le. based on the expected cost or risk managing the market risk on such positions, 
an approach which can be applied in the market to determine an approximation of fair value for 
complex derivative positions) could reasonably be considered to be zero. 

Management has historically reviewed the existing portfolios under the Gorton model to ensure 
that for periodic financial reporting purposes these positions continue to be considered to be 
"super senior" as that term is used by AIGFP, and that if that was the case then for financial 
reporting purposes these positions would continue to be held at a fair value of zero, given the 
conditions under EITF 02-3 such that the Day 1 NPV of the premium stream cannot be 
recognized. This periodic analysis continued to be applied during the quarter, and indeed was 
refreshed monthly and these positions were considered to remain "super senior". 

Given the dislocations in the market, management sought to identify an approach to determine 
the fair value of the existing transactions for reporting purposes. After discussions with market 
participants in related products and review of public information provided by the monoline 
insurers, the determination was made that an adaptation of a rating agency model, the Moody's 
Binomial Expansion Technique (the "BET" model) could be considered to be one approach to 
determine an estimate of fair value. 

As a result, AIGFP management under took an exercise to adapt the BET model to calibrate the 
model using market spreads rather than ratings to reflect the current market information available, 
and to determine a discount expected loss model, as well as the discounted value of the expected 
premium stream, to determine and NPV based approximation of fair value. This is discussed 
further in section C below. 

In evaluating these transactions, it is also worth considering them as deep out of the money put 
options - essentially under these contracts, economically the protection buyer has bought the right 
to sell the underlying reference obligations to AIGFP in the event that a severe threshold due to 
cumulative losses on the portfolio (initially absorbed by the subordination in these transactions) is 
breached. This conceptual approach would also be consistent with the data that is seen in terms 
of pricing - as is the case in other derivative products, and based on our experience with other 
clients as well as AIGFP, even in situations where the option is considered to be so out of the 
money that the chance of exercise is remote, there is a premium required by the writer of the 
option that in such cases that will be driven by a negotiation between the counterparties, rather 
than by the model determined value of the market risk. 

B. Oversight & Review by AIG 
The methodology applied and discussions held were reviewed and subject to oversight by a wide 
range of individuals from AIGFP, AIG Corporate and PwC. The interaction and involvement of 
these individuals with the key meetings and the primary distribution lists on key e-mails is noted in 
the table below. 
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A1G Internal Audit 

Notes to table: 
1. Former CFO, currently managing FAS 157 project 
2. Subsequently resigned 
3. Moved from internal audit to FS Division 
4. By telephone 
5. Forwarded, indirect recipients 
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In addition to the table noted above, we understand the matter has been discussed with a number 
of other parties including but not limited to: 
• The Audit Committee at the October meeting as part of the presentation2 by PwC 

"Accounting and Valuation Considerations Relating to AIG's Investments" and as part of the 
quarterly report1 to the Audit Committee at the November meeting 

• Tim Ryan and Henry Daubeney with Martin Sullivan and Steve Bensinger on 11/5/07 
• Tim Ryan with Mike Sutton and Mike Roemer on 4111/07 and with Mike Sutton Bob 

Willumstad and Mike Roemer on 11/6/07 prior to the audit committee meeting. 
• Elias Habayeb and Joe Cassano with Steve Bensinger, CFO AIG Group on October 12, 2007 
as well as other internal conversations. 

c. Model & Input approach and limitations 
As described in the client's modeling documentation 11, the approach taken by the client has been 
to take the Moody's BET model, which has been well known in the industry as being a key model 
used for determining ratings for securitized assets and tranches of such assets, and adapt it to 
calibrate to spreads. Under the normal ratings approach, the rating gives a default function - the 
spread calibration is used to imply a default function given the current market levels of spreads, 
which are typically more reactive and current than ratings. In addition, these functions are then 
used to model the behavior of the reference portfolios over time and determine the expected 
default function and severity, which can then be discounted back, compared to the discounted 
premium stream, and the net of the two taken as a proxy for the fair value of the positions. 

Whilst the approach noted above is appropriate and supportable, and based on our discussions 
with other engagement teams and industry specialists is similar to the way that some other 
market participants in related credit products are evaluating their portfolios (see section G below), 
there are certain limitations which are discussed here. 

Model relevance 
The model in its current form, due to time constraints, has been built off a standard BET 
framework and adapted for spreads. However, within the structure of the transactions 
executed by AIGFP, there are certain provisions that are designed to help AIGFP mitigate its 
risk in the event that adverse events should start to affect the portfolio. These include factors 
such as waterfall provisions with respect to the underlying reference portfolios such that as 
assets pay down, the notional amount AIGFP is protecting is reduced first, rather than being 
pro-rata between the AIGFP and subordinated tranches. These are considered by 
management to be an important element of their transactions as discussed in the 
assumptions and judgments document section 14 but have not yet been built into the models. 
Accordingly, in this respect management believe the model is expected to produce a greater 
present value of the expected loss stream. 

Model validation 
The model has been subject to review by an independent group, and a sample of 
transactions has been validated against a simplified Monte Carlo model as an alternative. 
Across AIGFP's derivative portfolios, the approach adopted has consistently been to build two 
independent models out of the New Products Group (AIGFP's internal quant group) and 
compare the results of these models against each other under a range of scenarios to 
determine if they can be considered to give reasonable estimates of fair value and risk 
management outputs. Typically, the one that is most appropriate, or if no significant 
difference the one that will operate most effectively in the JAVAH environment is used. 

Due to the time constraints this quarter, this approach has not yet been fully completed, and 
the model validation will continue into the 4th quarter of 2007 at the least. AIGFP is currently 
evaluating another alternative approach such as a Monte Carlo or numeric closed form based 
model in addition to the BET model, including the waterfall and other credit mitigant features. 

PWC-FCIC 000228 

Confidential Treatment Requested 
Page 5 of 17 



AIG07 SSOO PwC 3Q07 Critical Matter - Super Senior CDS FINAL.doc CONFIDENTIAL 

This development time is not considered by the engagement team to be unreasonable given 
the complexity of the models involved, and based on experience in evaluating other model 
developments over the years. 

Accordingly the model has been subject to an internal validation at AIGFP by Jean-Michel 
Fayolle in the New Products Group, and has also been reviewed at a high level by Paul 
Narayanan (AIG Credit Risk Management). 

AIGFP management will continue to extend the model validation to the internal standards 
they would typically apply to their own "trading models" including validating the results under 
a number of scenarios against another independently built model. This work will continue 
during 4Q07. 

Input validation 
The area that arguably provides the most significant challenges relates to the inputs required 
to the model. In order to apply the BET model with spreads instead of ratings, spread 
information on each of the underlying assets is required. However, this would be difficult for 
the 18-20 thousand individual underlying reference obligations in a normal market 
environment, and in the current market environment it was not possible to obtain a sufficient 
coverage and objective set of data for these transactions. 

In order to apply an objective set of data, AIGFP leveraged market information obtained from 
JP Morgan Chase ("JPMC") that based on discussions with JPMC the pricing information 
reflects "best estimates of generic new issue pricing in the various asset classes". Whilst not 
specific to each of the individual names, this was considered a reasonable approximation 
given the lack of observability in the market to obtain asset specific data, and reduce the level 
of management intervention in these transactions. 

The spreads used are the reference spreads for funded assets, which will result increase the 
fair value of the loss stream under the BET approach. As confirmed with management, given 
the impact of liquidity drivers in current market prices, synthetic positions could be expected 
to be trading tighter than the implied spreads on the funded or cash positions since they are 
theoretically less affected by liquidity requirements as derivatives. This is consistent with the 
market information we have been aware of, and the arbitrage widening between funded and 
unfunded positions during the quarter, and which had partially tightened back by September. 
Accordingly, the liquidity impact on the funded positions will depress their price, and since the 
impact of liquidity and credit cannot be reliably estimated, AIGFP has allocated the entire 
basis to credit, resulting in a potentially more severe expected loss profile in the BET model 
than for the individual assets. 

The data applied was initially adjusted by management for the vintages of the underlying 
collateral. This was done based on the belief that the market recognized that there were 
structural differences in the underlying collateral and that these were priced accordingly, with 
the 05 and earlier vintages not being as heavily penalized for the impact of the subprime 
issues. The calibration was done based on the differentials between the ABX 06-1 
(predominantly late 05 and early 06 vintages) as a proxy for the earlier collateral compared to 
the ABX 07-2 (06 and 07 vintages) as a proxy for the generic collateral. 

However, with the benefit of additional information available as of the end of October 2007, 
management determined that whilst there was some differentiation in the market for the 
collateral vintages as of September 2007, it did not truly materialize until mid to late October 
2007. The graph below shows the level and timing of the differentiation effect. 
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ASS AAA Tranche Indexed Performance, 6/29/07-Present 
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Accordingly, for the September 2007 valuation, management elected to revise their 
assumptions on collateral vintages and marked the book using the unadjusted collateral 
spreads from JPMC. 

97.0% 
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82.7% 

81.9% 

This is relevant from an AIG FP perspective as they stopped issuing SS CDS on pools with 
sub prime loans in early 2006 and hence their exposure is to the new vintages is less 
significant and the significant majority of their exposure is to 2005 and before which currently 
are not as severely impacted by current market events. 

Another assumption required to be made is in respect of the weighted average life ("WAL") of 
these underlying assets since again this information is not available on a specific reference 
obligation basis. WAL is relevant on these assets since the reference obligations pay down 
over time as underlying collateral is repaid through the trustee/servicer, such that the portfolio 
notional decreases over time. Where WAL information was not available, the WAL at 
inception and the WAL on those securities where information was available was assessed, 
and when applied against the portfolio a WAL of 5 years was used. This was considered to 
be consistent with the AIGFP portfolio when adjusted for the passage of time. 

For the COO portfolio (portfolio "A"), spread data was more readily available on the underlying 
reference obligations, and where available, this was used. The WAL input is typically not 
relevant, or at least significantly less relevant, for the corporate portfolio since the underlying 
obligations are considered to behave as bullet debt. 

Based on the above factors, the inputs and model approaches used were considered to represent 
a reasonable basis to determine data supporting management's best estimate. These ; 
assumptions are discussed more fully in the document "AIG07 SS20 PwC notes on key 
assumptions". As at the date of the 1 O-Q filing, these represent management's best estimate at 
this time. Management believe these are reasonable assumptions based upon there knowledge 
to date and we agree. 

Management will continue to update these assumptions where additional information is obtained. 

D. Portfolio results 
Although not a "fair value" model, the results of the Gorton model re-ran on the existing portfolio 
indicated that the transactions continued to remain to be Super Senior in nature as that term is 
used by AIGFP and accordingly the impact on the fair value as noted in (A) above would be 
expected to be zero. 
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B&C - Regulatory Capital portfolios 
For the B&C portfolios, comprising the regulatory capital transactions, no assessment using 
the BET approach was applied. The nature of these transactions is the regulatory capital 
transactions entered into by the European and Asian banks to achieve regulatory capital relief 
under the current Basel rules. This is reflected in the nature of the counterparties, who are 
European and Asian banks, whereas in the A, D & E portfolios the major US investment 
banks are predominant. 

The underlying collateral on these transactions is bespoke and unobservable - for example an 
ABN Amro transaction based on -14,000 Dutch mortgages, or transactions with 
counterparties such as Barclays and Deutsche bank reference SME (small & medium 
enterprises) loans. As a result, the JPMC data is not relevant for these transactions, and no 
comparable data exists. 

These types of transactions are well known in that market, and the pricing and structuring on 
these has been, and continues to be, driven by the benefits obtained by the counterparty 
under regulatory capital. There is little challenge on the attachment structuring of these 
trades, and the economic risks are retained by the counterparty. 

The pricing on recent transactions has also been represented by management to have been 
affected by a perceived need for the capital benefit, rather than any inference that the 
underlying economic risk in the portfolio has been changed. Furthermore, transactions 
undertaken in the 3rd quarter are predominantly within the regulatory capital arena and the 
banks typically looking for such transactions have been those most exposed to regulatory 
capital risk from having to bring SIVs etc. back onto their balance sheets. 

The pricing on these newer transactions also reflects the time to the first call and the 
expectation that these regulatory benefits will start to end in 2008 under the new Basel 
treatment, and accordingly AIGFP seeks to make its profit in the shortened expected life for 
the transaction. 

D&E - Multisector CDO portfoliOS 
The D&E Multisector CDO portfolios or ABS portfolios were valued as at the end of June and 
September under the BET model approach. The key inputs into this model include: 

• credit spreads (obtained from JP Morgan Chase for generic new issue funded assets 
• weighted average lives based on the current quoted WAL (or inception data if not 

available, or average of the portfolio if neither was available) 
• diversity score (based on quoted data if available, portfolio average if not) 
• ratings (based on quoted data or conservative average for the portfolio if not) 

As a result of the valuation procedures performed, the change in fair value for the quarter was 
determined as a decline in fair value of $352mn derived as (in millions): 

Value at June 30, 2007 
Value at September 30, 2007 
Change in value 
Adjust for accruals in 3Q 

Mark to market in 3Q 

$ 
$ 
$ 
$ 
$ 

214.3 
(160.3) 
(374.6) 

22.5 

(352.1 ) 

Note that based on the work performed by management in updating the results through the 
end of October 2007, it appears that the initial estimates for the month of October show a 
further deterioration of an incremental $550mn. 

A - Corporate portfolio 
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The A portfolio represents transactions on CDOs with corporate underlyers that are rated or 
have a shadow rating. The value of this portfolio was also run as of June 30 and September 
30 under the BET model, with information based on credit spreads as available. The 
corporate names market has not in general been as severely affected as the ABS market, 
although names with significant exposure to the ABS sector such as financials and mortgage 
lenders have been affected. 

The results of the valuation work performed indicated that after adjusting for the impact of the 
accruals earned during the 3rd quarter, there was no change in fair value for the quarter on 
this portfolio. 

E. Other Factors 
There certain other factors that were considered in evaluating these portfolios. 

Collateral 
As with many derivatives, the provisions of the contract allow for the exchange of collateral as 
the fair value of the transactions move. The provision in respect of the super senior 
transactions may refer to the collateral provisions being based on the market value of the 
underlying reference obligations with a threshold for the minimum collateral call to reflect the 
subordination in the contracts. This reflects the difficulty in getting the CDS values and uses 
the cash collateral as a proxy as in normal market conditions these are likely to trade close 
together. 

As such, where collateral calls are agreed and collateral exchanged, these provide 
information as to the value of the transactions agreed between the two counterparties. 

As of June 30, 2007, no collateral calls had been made. As of September 30, 2007, 2 
counterparties had made initial collateral calls, but had not then followed up once AIGFP 
disputed the claim. One counterparty (Goldman Sachs) had made a collateral call during 
August 2007, initially of $1.8bn which was amended on dispute to $1.6bn, $1.2bn and $0.6bn. 
AIGFP did not agree with the collateral call and continued to reject the call. 

At the end of August 2007, cash of $450mn was posted by AIGFP to GS, along with a letter 
signed by both parties indicating that neither party considered this to be a collateral amount 
agreed between the two parties, and that the ongoing dispute should continue to seek to be 
resolved. 

As of September 30, the GS collateral call was the only one outstanding. Management 
assessed the call based on the information available including the structural questions 
regarding the basis of determining the call amount under discussion, and the range of pricing 
being shown by GS versus other dealers. Based on that information, management's best 
estimate of fair value was determined to continue to be the BET model. 

As of the end of October, the market had deteriorated further (as noted above resulting in 
approximately $550mn of additional charge) and additional collateral calls were received. 
Based on the initial calls received AIGFP appears to be marking the book closer to par than 
some other dealers, however the differential is tighter than versus Goldman Sachs. The 
information obtained from GS continues to imply GS has marked its values down more 
severely, and the model values driving their calls have increased to $3bn. FP management 
have told us that GS management noted they knew they were not getting the collateral call 
paid until the dispute was resolved. 

AIGFP and AIG management reviewed the additional information available as of the end of 
October and early November, and continue to believe that the BET model provides 
management's best estimate of fair value, and will continue to seek to resolve the collateral 
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disputes. Management also determined that it would be appropriate to make reference in the 
MD&A of the 10-Q filing to the disputes on collateral and the inference one might draw 
regarding differences in fair value estimates on these highly complex illiquid structures. 

Boundary conditions 
Management continues to believe that these transactions are structured to meet AIGFP's 
definition of Super Senior i.e. that they are modeled on an actuarial basis such that there is a 
99.85% confidence level that even if the transaction life occurs during the worst recession 
since World War II that the transactions will never payout. 

As an assessment of a boundary condition, on that basis the value of all 5 portfolios can be 
considered to be equal to the present value of the premium streams, discounted over the 
expected life of the transactions. 

Note that this amount should not be considered equivalent to the GAAP fair value, since all 
such P&L is derived from the Day 1 value since it is the inception spread being present 
valued and accordingly none of the unearned portion should be recognized, pursuant to EITF 
02-3. 

As at the end of September 2007, the fair value of the income stream through to 1st call date 
was in excess of $900mn 

History of losses 
Based on the portfolio to date, AIGFP has never paid out on any Super Senior transactions. 
Over the life of the portfolios, the experienced losses on the underlying collateral have varied 
from approximately 2-5bps of notional, versus subordination levels of 12%-15% on average 
for the Super Senior tranche. 

Even in the early 2000s when corporate defaults were at their highest, the totaled incurred 
loss on the underlying collateral reached approximately 80bps, versus a subordination level of 
on average 15%-16%. 

F. Accounting considerations 
The engagement team and management evaluated whether the change in fair value applied to 
the super senior portfolio and the use of the BET model should be considered to be reflective of 
an error in the prior period, or a change in estimate of fair value and hence a current period 
charge. 

The transactions have always been accounted for under FAS 133 and EITF 02-3. These illiquid 
complex one way transactions are clearly unobservable and hence not recognizing P&L on day 1 
was and continues to be the correct accounting approach. 

The transactions are structurally designed to be insensitive to factors such as credit risk. 
Management have continued to review the transactions on a periodic basis, including for quarterly 
reporting, and based on the Gorton model the transactions have continued to attach at the super 
senior level, as defined by AIGFP. Management has stated that this continues to be the case as 
at the end of October 2007. Furthermore, these transactions have been executed during a period 
where the general credit environment has been benign. Accordingly, the prior period decision to 
continue to record these transactions at zero as a proxy for fair value is considered to have been 
appropriate. 

The nature of the market is such that it has remained one-way, bespoke, and highly illiquid. As a 
result, the transaction inputs remain unobservable and hence it continues to be appropriate not to 
crystallize any Day 1 gains other than those that accrue in over time. 
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Finally, the change in fair value calculated under the models is considered to have arisen from 
and be reflective of the distressed market conditions that have occurred during the latter half of 
2007. As such, these represent changes in value as a result of events that occurred during the 
period, and consequently the charge recorded in 3Q07 in relation to the Super Senior portfolio is 
considered to be an appropriate 3rd quarter charge. 

G. Evaluation of other counterparties portfolios 
As noted in "AIG07 SS20 PwC notes on key assumptions" management had stated they had 
sought, based on the publicly available information, to evaluate other counterparties and other 
models to determine the approach AIGFP would use to determine fair value. 

Based on their work, they concluded that the BET model would be appropriate for their portfolio, 
given structure, attachment points and the availability of data. In addition, management noted 
that MBIA had reported in their disclosures that they were using it, and they are a counterparty 
who AIGFP consider to be most similar to themselves in relation to this business, out of the 
counterparties for which some level of information was available or could be inferred. 

In addition, Elias Habayeb, CFO of the FS Division, advised Henry Daubeney by phone that on 
11/06107 AIG had met with 3 of the rating agencies AM Best, Moody's and S&P. The approach 
being adopted by AIG in relation to the super senior portfolio was discussed and EH inquired as 
to whether the approach being taken was considered by the rating agencies to be inline with 
monoline insurers in similar portfolios (Le. use of the BET approach and JPMC spread data) and 
was informed that other were applying similar models. 

In addition, the engagement team consulted with firm specialists including Doug Summa, PWC 
Advisory Risk & Regulatory Partner and valuation specialists, as well as inquiring of other key 
engagement teams that were believed to have similar or related exposures of high level 
characteristics of the nature of their book, and the models being applied. 

Entity specific information was not shared with the client, however key points of these inquiries 
were shared with the client including: 

• There is a range of products traded in the market that various different organizations 
define as super senior 

• Many counterparties rely on the rating agencies to determine attachment points for the 
super senior, although some will adjust these 

• There are a range of valuation models and approaches being applied in the market, 
dependent on the capabilities of the firm, the nature of their portfolio, and the similarity of 
their book to industry standard indices. 

• There are a number of key assumptions that needed to be addressed but AIGFP were in 
an acceptable range on these (see separate assumption memo). 

Based on the information obtained, there is range of approaches in the market. We note that 
management's assertion that there are other organizations using the BET model and the JPMC 
generic spread data appears to be borne out. Accordingly, based on the current market 
information the approach adopted by AIGFP does not appear inconsistent with the range of 
approaches in the market. It is noted that the market continues to evolve and respond to this 
issue and the range of approaches will likely need to be re-confirmed at year end. 

H. Evaluation of additional portfolio - Horizon 
During the course of the evaluation of the Super Senior portfolio, it was noted by management 
that the Horizon portfolio should also be considered. Previously this portfolio had not been valued 
by management as it was believed to have de-minimis impact, and management did not have a 
model in place that would value this portfolio. 
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Horizon is a program where AIGFP effectively buys protection on ABS mezzanine tranches either 
through the issuance of credit linked notes referencing a pool of reference obligations, or through 
bought credit default swaps. As a result, with the widening of spreads in the market, the value of 
the bought protection would be expected to increase. 

Certain assumptions were required to be applied in the application of the BET model to the 
portfolio, including treating the value of the positions as the net value of the portfolio less the 
super senior tranche since that senior tranche is what the BET model was appropriate for, and 
that the equity tranche was considered to have de-minimis value. 

In addition, one Horizon portfolio, Horizon VII was excluded from the calculation since this was 
believed offset by the sold senior Combs transactions. See "AIG07 SS20 PwC notes on key 
assumptions" for further details on the assumptions. 

As a result of the procedures performed, management booked a life to date gain on this portfolio 
of $130mn due primarily to the widening of spreads, including a $22mn immaterial out of period 
adjustment that should have been recorded as of June 30,2007. 

J. Work performed by PwC 
The work performed by PwC can be broken down into a number of areas 

Understand the approach adopted by the client 
• Extensive involvement in the discussions and presentations with AIGFP and AIG 

Validation of the model and approach 
• Review of the documents prepared by management and discussions in respect of those 

items to assess if reasonable 
• Internal PwC validation with specialists and through informal discussions with other 

engagement teams of the use of the BET adapted model in the market, and the 
limitations of this 

• Internal PwC discussions of the limitations and assumptions in the model, and evaluation 
of management's judgments in this respect 

• High level discussion by Doug Summa and Witold Gesing from PWC Risk and Regulatory 
group of the work performed by AIG Credit Risk management (Paul Narayanan) to review 
the model 

• Review by Doug Summa of supporting documentation related to the model, inputs and 
valuation approach 

Validation of the inputs into the model 
• Review of the documents prepared by management and discussions in respect of those 

items to assess if reasonable 
• Review of the inputs used in respect of spreads against the JPMC data 
• Review of the inputs used in respect of recoveries against the Moody's data 

Validation of the transaction data 
• Reconciliation of the BET model output for portfolios D&E to summary schedule 
• Review of Top Deals transactions conducted by AIGFP audit team during quarterly 

reviews in relation to significant new transactions and terminations, tying back to 
contracts (these procedures are performed each quarter for new SS trades). 

• Review of work performed in 2006 audit to tie back details on a sample of items feeding 
into commitments footnote versus system Bibles, (all new trades and unwinds are 
reviewed during the year via the top deals quarterly work). 

• Review of summary report and BET model output versus original executed documents for 
reasonableness 
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• Comparison of transaction information on summary report versus GS collateral call 
details 

Validation of the journal posting 
• Tied out post closing journal to supporting schedules in relation to the Super Senior 

valuation adjustment 
• Tied out post closing journal to supporting schedules in relation to the Horizon valuation 

adjustment, including allocation between CDS and CLNs 
• Tied out SA8 99 entry to supporting schedules in relation to the Horizon valuation 

adjustment for June 30,2007, including allocation between CDS and CLNs (note SA8 99 
is does not split 8S lines) 

Appropriateness of communication and disclosure 
• Participated in conference calls including senior AIG management as documented in 

supporting information 
• Communicated directly with AIG CEO and CFO to ensure they were aware of and 

sufficiently understood the issues through meetings as noted in section (8) above 
• Communicated directly with Audit Committee to ensure they were aware of and 

sufficiently understood the issues through meetings as noted in section (8) above and in 
presentations to the committee 

• Reviewed 10-0 disclosure and MD&A for appropriate communication of these matters 
specifically it covers: 

o The complexity and subjective nature of valuing these derivatives 
o The fact that FP has collateral calls that are disputed 
o The fact that the impact of the fair value movements do not impact FP's bonus 

pool 
o The market is very dynamiC and additional charges may well occur. 
o The fact that the valuations are a mark to model use market observable inputs 

where these exist. 
o The reliance on management's estimates and judgments is a key element of 

arriving at the fair value of the SS CDS. 
o Different people could arrive at different valuations using the same data". 
o There are some benefits from credit mitigants but nothing has been booked. 

The engagement team has ensured that appropriate consultations and communication with PwC 
personnel has been executed in relation to this matter. 

• Key consultations and calls have been documented in the supporting data; this does not 
reflect informal meetings and calls. 

• PwC speCialists (Doug Summa, Witold Gesing, John Lawton, Alan Lee) have been 
involved and consulted 

• Issue has been discussed with ORPs for AIG and AIGFP (James Scanlan and Robert 
Sullivan, respectively) 

• AIG GRP Tim Ryan has been extensively involved in the resolution and presentation of 
this issue. 

K. Conclusion 
As stated previously, this document should also be read in conjunction with the client's summary 
"Memorandum Concerning The Valuations Of Super Senior Credit Derivatives" and the key 
assumptions discussed in the PwC memo "AIG07 SS20 PWC notes on key assumptions". 

The information shown in the appendices, listed below also provide further information on the 
process undertaken by management, the internal validation and review process, the 
communication to AIG senior management and the audit committee, and the disclosure in the AIG 
10-0 filing. 
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Based on the work performed by management, and the review procedures performed by PwC: 
• the assumptions made and conclusions reached by management appear reasonable 
• they provide a basis for the entries booked in 3007 comprising the $352mn negative 

change in fair value on the super senior portfolio 
• they also provide a basis for the $130mn positive change in fair value on the Horizon 

portfolio, of which $22mn relates to prior periods and has been reported as such on the 
SAB 99. 

• Appropriate disclosure has been made in the 10-0 filing and the matters have been 
appropriately communicated to and discussed with both senior AIG management and 
with the AIG Audit Committee. 

Management will continue to refine the model, review key assumptions and reassess the inputs 
during the fourth quarter as new information becomes available. 
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Listing of Appendices 
CONFIDENTIAL 

Ref: Type Notes 

Appx 01 

Appx02 

Appx03 

Appx04 

Appx05 

Appx06 

Appx07 

Appx08 

Appx09 

Appx 10 

Appx 11 

Appx 12 

Appx 13 

Appx 14 

Appx 15 

Appx 16 

Appx 17 

Appx 18 

Appx 19 

Appx20 

Appx 21 

PwC 
Pres'n 

PwC 
Pres'n 

PBC 
Data 

PBC 
Data 

PBC 
O&A 

PBC 
Q&A 

PBC 
Q&A 

PBC 
Q&A 

PBC 
Method 

PBC 
OLD 

PBC 
OLD 

PBC 
Data 

PBC 
Pres'n 

PwC 
Minutes 

PwC 
Minutes 

PwC 
Minutes 

PwC 
Minutes 

Extract from quarterly AC report made to Audit Committee November 2007. 
Document outlines the Super Senior portfolio and some of the valuation issues, and 
the work performed by management to determine the required mark. Note this 
document was prepared prior to the decision to adjust the mark to $352mn based on 
the information obtained at the end of October (i.e. subsequent to the AC mailing 
date) 

Extract from valuation presentation made to Audit Committee October 2007. 
Document outlines the Super Senior portfolio and some of the valuation issues. 

Summary of portfolio as of June 2007, broken down by categories 

See tab "LewisExh1" for summary of portfolio as of September 2007, broken down 
by categories 

Internal AIG dicussions on SS - first round of Q&As 

Internal AIG dicussions on SS - second round of Q&As 

Internal AIG dicussions on SS - third round of Q&As 

AIGFP responses to PwC questions after conference calls on valuation 

Discussion of credit spread input approach and validation. Use of JPMC spread 
information. Docl,lment reflects the initial intention to flex the spreads used for the 
vintage differentiation implied from the ABX indices 

SUPERSEDED 

Results of initial valuation on portfolios D&E under the BET model 

SUPERSEDED 

Methodology paper on BET model 

JPMC raw spread data for BET model 

Presentation by AIGFP on September 26th, 2007 regarding the Super Senior 
portfolio and approach 

Notes of internal PwC call on September 10th regarding accounting model 

Notes of meeting at AIGFP on September 26th, 2007 regarding the Super Senior 
portfolio and approach 

Notes of meeting at AIGFP on October 11th, 2007 regarding the Super Senior 
portfolio and approach 

Minutes of call between Bob Sullivan, Henry Daubeney, Joe Cassano and Elias 
Habayeb 

PwC 
Summary of internal consultations within PwC 

Minutes 

PwC 
Minutes 

PWC 
MEMO 

PwC 

Minutes of conference call between AIG, AIGFP and PwC on November 1, 2007 

KEY 

PWC documentation on key assumptions used by management in the valuation 
approaches 

Comparison of GS data to AIGFP data for accuracy of underlying information - no 
exceptions noted. Testing provides assurance over the existence of the transactions 
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Testing and the approximate current notionals and maturity dates for the transactions. 

Appx22 
PwC 

Testing 

Appx22a 
PwC 
OLD 

Appx23 
PBC 
Data 

Appx24 
PBC 
Data 

Appx25 
PwC 

Testing 

Appx26 
PBC 
Data 

Appx 26a 
PwC 

Testing 

Appx 27· 
PWC 

Minutes 

Appx28 
PwC 

Minutes 
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Testing 
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Appx38 
PBC 
Q&A 

Appx39 
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Data 

Confidential Treatment Requested 

Comprises 20 transactions (sample selected all items >$10mn call per GS) 

Comparison of Lewis and BET data to original contracts obtained from FP systems. 
Note that this is intended to be only a reasonableness check since these transactions 
will amortise over time. 18 items tested and noted to be reasonable. Exceptions 
noted in comparing BET current subordination levels to those on the Lewis report -
confirmed with EH this was due to an error in data. See 26a for revised tie out. 

SUPERSEDED 

Errors noted in tie out of contract subordination between Lewis and BET models. 
See 26a for revsied tie out. 

Valuation results for Horizon portfolio including resulting joumal for split of CDS and 
CLN elements. Joumal testing support derived from this data set 

Final valuation output for D&E portfolios, including summary information prepared by 
JK to support joumal number of $352mn 

Tie out of the current period journal entry in relation to the Super Senior and Horizon 
adjustments. See Appx 23 and 24 for data support rolling into this. $45mn prior 
adjustment also reversed. Confirmed with Gayle Kraden and Don Farnan tax rate 
should be booked at 35% and is then adjusted by corporate tax on consolidaion. 

Duplicate attachment of Appx 24, with revised subordination levels for the purposes 
of testing back to Lewis sheet. 

Comparison on subordination levels between Lewis data and BET output. See Appx 
38 for explanation. 

Minutes of conference call between AIG, AIGFP and PwC on November 2, 2007 

Minutes of conference call between AIG, AIGFP and PwC on November 5, 2007 

Support for 2Q07 SAB 99 noted as the end of 3Q07 in relation to the Horizon 
transactions 

Journal entries booked by corporate in relation to Super Senior and Horizon. See 
Appx 25 for tie out. 

Key judgments and assumptions questions cross referenced into the previously 
supplied supporting information, with additional information. 

Summary prepared by client of GS call information and status 

Side letter between GS and AIGFP recognising the $450mn posted does not 
represent collateral 

Sensitivity analysis·prepared by James Bridgwater 

Moody's CDOROM User guide - cover pages supporting Recovery data in Appx 36 

Moody's recovery rates - see Appx 50 for tie out to AIGFP levels 

AIGFP responses to EH and JK questions on Horizon transactions and other related 
documents 

AIGFP responses to EH and JK questions on BET model exclusions and on Lewis 
vs. BET mapping questions 

Supporting information from AIGFP in relation to the revisions to the BET model 
values from $90mn to $352mn 
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Confidential Treatment Requested 

PBC 
Method 

PBC 
Method 

PBC 
DUP 

PBC 
OLD 

Final methodology document on BET model approach 

Updated to credit spread calibration discussion in Appx 09 

DUPLICATE 
Duplicate of item #24 

SUPERSEDED 

Original Horizon valuation prior to the exclusion of Horizon VII as the offset to Combs 

PBC 
Method Summary of the Horizon program 

PBC 
Pres'n 

PBC 
Data 

PBC 
Data 

PBC 
Data 

PBC 
Method 

PwC 
Testing 

PBC 
Testing 

PBC 
Method 

PwC 
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Presentation made by AIG to the Audit Committee on 11/6 with information in relation 
to the change in fair value from $45mn to $352mn. Note in particular the graph on 
slide 4 showing divergence 

Information update relating to GS deals under collateral call 

Information update relating to GS deals under collateral call - detailed asset collateral 
data 

Summary of the Horizon program - information by tranche 

Proposed approach to be applied in relation to the treatment of the Horizon notes 
under FAS 155 as CDS or CLN 

Tie out of Moody's recovery rate data to policy document 

Review of AIGFP model by Paul Narayanan, AIG Credit Risk Management 

AIG memorandum on the treatment of the Horizon program 

Testing of spread data from raw information in #12 to the information in the policy 
document contained in #40, based on the rules noted in #9. Sample basis tested 
CDO, Subprime and RMBS collateral types. No exceptions noted. 
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5:1                     P R O C E E D I N G S

2           MS. DEAN:  We are on the record at 9:30 on November

3 9th.

4 Whereupon,

5                         ANGELO MOZILO

6 was called as a witness and, having first been duly sworn,

7 was examined and testified as follows:

8           MS. DEAN:  Please state your name and spell it for

9 the record.

10           THE WITNESS:  Angelo R. Mozilo A-N-G-E-L-O  R.

11 M-O-Z-I-L-O.

12           MS. DEAN:  Mr. Mozilo, my name is Lynn Dean. I'm a

13 staff attorney here with the Securities and Exchange

14 Commission.  To my right is Lorraine Echavarria. She is an

15 assistant regional director with the Commission.  We are here

16 today to take your testimony in an informal investigation in

17 the matter of Countrywide Financial Corporation which is our

18 Los Angeles file number 3370 to determine whether there have

19 been any violations of certain provisions of the federal

20 securities laws.  However, the facts developed in this

21 investigation might constitute violations of other federal or

22 state, civil or criminal laws.

23           Before we went on the record, I asked you if you

24 had ever been deposed before and you said you had but I would

25 like to go over a couple of ground rules.  The situation is a
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6:1 little bit unique because we are using the tape recording

2 device instead of a certified shorthand reporter.  If you

3 don't understand any of my questions please tell me and I

4 will make my best effort to rephrase it so it is

5 intelligible.

6           If you need to take a break for any reason let me

7 know and I will instruct the Court reporter to go off the

8 record.  Even though we are taking your testimony in our

9 offices today, you should consider yourself to be testifying

10 as if you were testifying in a Court of law.  The oath you

11 took to tell the truth is the same as the one used in Court,

12 and the Commission may submit today's testimony as evidence

13 to a Court in a later proceeding.

14           For this reason, you should make every effort to

15 give the best, most complete and honest answers that you can

16 to our questions here today.  With respect to the reporter,

17 I'd ask that you give complete oral responses to my

18 questions. It's tempting, I know, to nod or gesture, but the

19 reporter can't take any of that down.  Since we're being

20 recorded on a tape machine, there's just no way for us to

21 correct the record if you don't respond audibly.

22           Also to that end, if you think you know where I'm

23 going with a question, I'd ask that you just wait and let me

24 finish it anyway for two reasons.  One, we get a better

25 record if only one of us is talking at a time and, also, you
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7:1 may think you know where I'm heading and I may throw in a

2 curve ball at the end.  So it's best for everybody if you

3 just wait for me to finish.  It also gives your counsel a

4 chance to think about whether or not he has any objection.

5 Do you understand those ground rules?

6           THE WITNESS:  I do.

7           MS. DEAN:  Before we went on the record today, I

8 gave you a copy of the Commission form 1662 which at this

9 time I will ask the Court reporter to mark as Exhibit 1.

10 Have you had an opportunity to review Exhibit 1?

11                          (SEC Exhibit 1 was marked for

12                          identification.)

13           THE WITNESS:  I have.

14           MS. DEAN:  Do you have any questions about Exhibit

15 1?

16           THE WITNESS:  I don't.

17           MS. DEAN:  Is there anything that would impair your

18 ability to provide truthful and accurate testimony today?

19           THE WITNESS:  No.

20           MS. DEAN:  Mr. Mozilo, are you represented by

21 counsel here today?

22           THE WITNESS:  I am.

23           MS. DEAN:  Would counsel please identify themselves

24 for the record and state in what capacity you represent Mr.

25 Mozilo here today?
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8:1      MR. MCLUCAS:  Bill McLucas from WilmerHale in

2 Washington, D.C. representing Mr. Mozilo personally.

3           MR. PASTUSZENSKI:  Brian Pastuszenski from Goodwin

4 Procter, Boston, Massachusetts representing Mr. Mozilo in his

5 official capacity.

6           MS. ROYCE:  Inez Friedman-Royce also from Goodwin

7 Procter representing Mr. Mozilo in his official capacity.

8           MR. GREEN:  Joel Green from WilmerHale representing

9 Mr. Mozilo in his personal capacity.

10           MS. DEAN:  Thank you.  Mr. Mozilo, have you

11 reviewed any documents or records in preparation for your

12 testimony today?

13           THE WITNESS:  I have.

14           MS. DEAN:  What documents have you reviewed?

15           THE WITNESS:  One was the list of the years that I

16 started the Tempe Five One program.  I did review some e-

17 mails that were presented to me by counsel.

18           MS. DEAN:  Can you just tell me generally what the

19 subject matter those e-mails was?

20           THE WITNESS:  They varied.  E-mails relative to

21 some business direction that I gave to the people who worked

22 for me. I think it's important relative to that question

23 understand how I operate. I traveled extensively.  This is a

24 company that started out with two people and now it's 55,000

25 and we have offices on three continents.
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9:1           So I have to travel extensively.  The only way that

2 I can with the time differences is to make sure I'm doing

3 things in a timely manner is through e-mails.  So I do an

4 extensive amount of e-mailing. It was primarily looking at

5 what did I mean by a certain direction I gave and it was

6 press releases that we had issued to the public, monthly

7 operational reports that we sent to the public.

8           We were a company that I would deem more

9 transparent than any public company, certainly financial

10 services company, in that we sent out a monthly operation

11 report telling them where we are and what our view is, plus

12 some financial numbers.  So I reviewed those extensively as

13 well as the press releases.  It was e-mails, various press

14 releases, some speeches I may have given.  I think primarily

15 the dialogue was in the investor and scripts.  Every quarter

16 we give our financials but I also do commentary on the

17 company, environment.

18           MS. DEAN:  You said that you were looking at e-mail

19 regarding business direction that you had given to some

20 people at Countrywide.  Was this on a particular subject

21 area?

22           THE WITNESS:  No, these are extensive. As I said

23 ever since e-mail has been in existence I've used that as a

24 form of just making sure there was clarity of communication.

25 Dealing with people all over the world, at least I try to

Countrywide - Testimony Taken in Investigation
MOZILO ANGELO - November 9, 2007 00:00:00 a.m. 

Page 9May 24, 2010 5:13 pm
SEC_ENF_FCIC_000982



10:1 make sure that I'm clear in what I want done rather than

2 relying on other people interpreting for me.

3           They range from thanking employees for their

4 support during good times and bad times, to specific

5 directions on departmental issues, production issues.  I look

6 at production reports on a regular basis.  So it ranges.  All

7 aspects.  Any aspect of the business that is 40 years old it

8 ranges.

9           MS. DEAN:  Can you tell me what a production report

10 it?

11           THE WITNESS:  A production report is -- our primary

12 business, two primary businesses. One is originating loans.

13 Countrywide is the largest lender in single family houses in

14 the country, in the world.  It would be how many loans did we

15 close in a particular month of all types, FHA, VA,

16 conventional and what channel it comes from.  So we deal

17 directly with the consumer and then we have a wholesale

18 channel.

19           We deal with mortgage brokers.  We have a

20 correspondent channel where we deal with banks and other

21 lending institutions that sell us loans.  So it's a report

22 that would tell me how many loans, what the dollar amount of

23 those loans were for each of those channels.

24           MS. DEAN:  I didn't actually hear what you said. I

25 think you said consumer, wholesale and correspondent?
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11:1           THE WITNESS:  Correspondent, yeah.  Correspondent

2 would be a bank or thrift or other mortgage banker that has

3 no desire to service the loans. The originate them but they

4 don't service them.  That's the second part of our business

5 is servicing loans.  We service about 9,000,000 mortgagors

6 and that means collecting their payments, paying their taxes,

7 paying their insurance, handling delinquencies, foreclosures,

8 bankruptcies.

9           MS. DEAN:  You also said you looked at some press

10 releases.  Were they on a particular topic?

11           THE WITNESS:  No, the press releases are general in

12 nature but the counsel wanted a clarification of what a word

13 may have meant or what a phrase may have meant.

14           MS. DEAN:  Were they press releases related to

15 earnings releases?

16           THE WITNESS:  Yeah, earnings releases.

17           MS. DEAN:  You indicated that you had reviewed some

18 monthly operation reports.  Can you tell me do those have a

19 name internally at Countrywide?

20           THE WITNESS:  It's an operational release that goes

21 out to the public.

22           MS. DEAN:  Operation release?

23           THE WITNESS:  Yeah.

24           MS. DEAN:  Who drafts those?

25           THE WITNESS:  It's generated from primarily the
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12:1 financial part of the company, CFO and his group.  Then

2 reviewed by investor relations as well.  Then through the

3 head of operations, COO and then filters up to me for review.

4 That comes out every single month.  It gives them some basic

5 information about trying to give the investors basic

6 information where we're going, trends, and then has a 13

7 month flowing trend so they can see what's happened in the

8 last 13 months.  That goes out every single month and then

9 the quarterly.

10           MS. DEAN:  Is there earnings guidance in that

11 operation report?

12           THE WITNESS:  No.

13           MS. DEAN:  So it's a backward look as opposed to a

14 forward look?

15           THE WITNESS:  It's a backward look, yes.

16           MS. DEAN:  You indicated --

17           THE WITNESS:  Sorry, so I can just point out to

18 you.  We've done hundreds of these things.  We may use an

19 occasional one if there is an event or series of events that

20 we think the investors should know about and we think they

21 should know it before we put out the quarterly.

22           We may put a comment in there, the president may

23 put a comment in there about interest rates going up may have

24 done something or interest rates going down may have done

25 something, but not specific as to the earnings guidance. It
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13:1 may make a subjective comment about a trend.

2           MS. DEAN:  You indicated that those were generated

3 by the CFO and people in his group and also reviewed by

4 investor relations.  Who's the individual relations?

5           THE WITNESS:  David Bigelow B-I-G-E-L-O-W.

6           MS. DEAN:  Just for the record, who's the CFO?

7           THE WITNESS:  CFO is Eric Sieracki S-I-E-R-A-C-K-I.

8           MS. DEAN:  The president and CEO?

9           THE WITNESS:  David Sambol S-A-M-B-O-L.

10           MS. DEAN:  Thanks.  I think you also indicated that

11 you reviewed some speeches that you might have given.  Were

12 those speeches on any particular subject area?

13           THE WITNESS:  It was just press releases.  When I

14 say speech it was a commentary that was in the script.  When

15 I gave the quarterly I break it up and I do the initial part

16 of it and try to give them an environmental scan of some of

17 my thoughts.  It's just my thoughts at the time and subject

18 to change.  We run a very material business and it can change

19 in two days or three days.  Basically, what I try to portray

20 what I'm thinking at that time.

21           MR. MCLUCAS:  I think he's referring to the

22 analyst.

23           MS. DEAN:  I got that. I asked about speeches and

24 he said really what he was looking at was the scripts for the

25 analyst calls.  I think that was clear.
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14:1           THE WITNESS:  You understood that correctly.

2 Generally the speeches if you look at the speeches I give

3 that you'll see they tie into those commentaries.

4                          EXAMINATION

5           BY MS. DEAN:

6      Q    I'm just going to ask you some personal background

7 information. It may seem tedious but I just want to get it on

8 the record.  Have you ever been known by any other names?

9      A    No.

10      Q    Can you give me your date and place of birth?

11      A    

12      Q    What is your Social Security Number?

13      A    

14      Q    Can you identify your primary residence?

15      A    .

16      Q    Do you own any other homes?

17      A    I do.

18      Q    Where are they?

19      A    Homes and I have real estate investment properties.

20      Q    I'm specifically looking at places you might

21 reside.

22      A    Just two others. I have a home in Santa Barbara

23 which you need the address of that?

24      Q    Please.

25      A      A home in La Quinta.  I
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15:1 really can't tell you the address because I don't remember

2 the address. I have a had time finding this. 

4      Q    How much time do you spend at the house in Santa

5 Barbara?

6      A    About five days a year.

7      Q    Okay.  How much time do you spend at the house in

8 La Quinta?

9      A    About five days a year.

10      Q    So primarily you're living in Thousand Oaks. Is

11 that correct?

12      A    Yeah, I'm on the road all the time.

13      Q    Can you tell me your residence phone number at the

14 house in Thousand Oaks?

15      A    Yes, I can. 

16      Q    Your work phone number?

17      A    

18      Q    Do you have a cell phone?

19      A    I do.

20      Q    Can you tell me your cell phone number?

21      A    

22      Q    How long have you had that number?

23      A    Probably a couple of years I think.

24      Q    So at least since 2005?

25      A    I think so, yeah.
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16:1      Q    Okay.  Who else lives with you at the house in

2 Thousand Oaks?

3      A    My wife.

4      Q    What's her name?

5      A    Phyllis.

6      Q    Do you have children?

7      A    I have five children.

8      Q    They're not living with you though?

9      A    No.

10      Q    I'm presuming they're adults?

11      A    They're older than you are.

12      Q    Okay then I won't ask you about that.  Let's see

13 you said that you use e-mail a lot.

14      A    I do.

15      Q    I know you have a work e-mail at Countrywide,

16 correct?

17      A    Correct.

18      Q    Can you tell me what that is?

19      A    

20      Q    Do you have a private e-mail you sometimes use?

21      A    Rarely. I have a private e-mail. It's rarely used.

22 I mean, I haven't probably looked at it in a couple of years

23 but I think I remember the address. It's

24  I believe.

25      Q    Okay, I'm not going to ask you your handicap.
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17:1      A    It's my ethnic background.

2      Q    Very good.  Do you have any professional licenses?

3      A    No.

4      Q    Did you go to college?

5      A    Sorry, I do.  I have a real estate broker's license

6 which you have to have in the State of California.  It's the

7 only state you need a real estate broker's license to have a

8 mortgage banking company.

9      Q    How long have you had that?

10      A    1969.

11      Q    Have you ever been subject to any discipline with

12 respect to that?

13      A    No.

14      Q    Can you tell me where you went to college?

15      A    I went to Fordham University.

16      Q    What year did you graduate?

17      A    1960.

18      Q    Do you have a graduate degree?

19      A    I went to graduate school but never finished.

20      Q    What graduate school did you go to?

21      A    NYU.

22      Q    What were you studying there?

23      A    Real estate law.

24      Q    When were you at NYU?

25      A    1960 through part of 1961.
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18:1      Q    Let's see.  We know you've been employed at

2 Countrywide since 1969.  I don't want to spend a ton of time

3 on the background.  Can you just tell me what your current

4 job titles are at Countrywide?

5      A    Chairman and CEO.

6      Q    How long have you been chairman of Countrywide?

7      A    I think my partner was chairman. It was probably in

8 May of 2000, 1998.

9      Q    May of 1998?

10      A    I think so. That's when I became CEO. I'm assuming

11 that's when I became chairman.

12      Q    Prior to May of 1998, what was your job title at

13 Countrywide?

14      A    I believe I was president.

15      Q    Then in 1998 you became chairman and CEO?

16      A    Yeah, I basically ran the operations from 1969.  I

17 was the operational guy.  I ran the inside and outside of the

18 company.

19      Q    Can you just describe -- I know this is a big topic

20 area but just describe for me generally what your job

21 responsibilities are as the CEO of Countrywide?

22      A    Well, the primary responsibility is make sure the

23 company is okay, that it's maintained its financial integrity

24 and its reputational integrity.  In terms of understanding of

25 what's going on in each of its businesses. We have very
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19:1 distinct business.  The mortgage banking business which I

2 raised in since age 14 I understand quite well.  We also have

3 a fairly large insurance company called Balboa Insurance.

4 I'm in touch with that.

5           When you have the fires we had and the tragic

6 Katrina and that kind of thing I get more deeply involved.

7 Other than that, the CEO of that company runs it.  We have a

8 fairly large bank that has been with me for 25 years, Carlos

9 Garcia.  We have strategic meetings I attend, strategy

10 meetings and you'll see e-mails from me to them just getting

11 status reports.  Are there any issues I should know about?

12 In thinking about it in going through this process when you

13 take a company that started out with two people up to 55,000,

14 you really have to trust other people to run the operation.

15 So it's more of getting a status report just to let me know

16 if there are danger signs.  If there were problems ahead that

17 I should be aware of so that I can make the proper

18 adjustments.

19      Q    Okay so you say you get a lot of e-mail status

20 reports.  Can you list for me the reports that you get on a

21 routine basis?

22      A    Yes, I get the production report.  I get the

23 monthly operational review report.  I get and I don't know

24 the official name of it but the breach report.  This is

25 primarily dealing with identity theft.
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20:1      Q    Is that B-R-E-A-C-H?

2      A    Yes, where there's been a breach of our systems.  I

3 get that not specifically monthly but I get that when -- we

4 have a whole division that deals with that when they feel

5 there are things happening that I should be aware of or

6 comment on. I'll meet with them from time to time.

7 Initially, I met with them a lot because the whole issue of

8 identity theft was new to us.

9           Now we've developed systems and firewalls and that

10 kind of thing, and it becomes less. It is still an issue but

11 less of an issue.  I'll get a delinquency report, a flash

12 report, once a month which tells me delinquency trends,

13 foreclosure trends.  These reports have been given to me over

14 a series of a long period of time.  So with the base part of

15 our business in production and servicing, those were

16 important reports to me because it's the heart of the

17 business.

18           The key to everything is driven by that.  The other

19 report I get particularly since we had a situation with the

20 bank that I get a report each day on deposit flows in our

21 financial centers.  Those are the regular reports I get.

22      Q    How long have you been getting daily reports on the

23 deposit flows for the financial center?

24      A    Since it was -- we had a situation with the LA

25 Times printed an article that eluded to Countrywide going

Countrywide - Testimony Taken in Investigation
MOZILO ANGELO - November 9, 2007 00:00:00 a.m. 

Page 20May 24, 2010 5:13 pm
SEC_ENF_FCIC_000993



21:1 bankrupt, and then listed every bank branch that we had with

2 the phone numbers, and then went out with a photographer. It

3 was a shock to us. It happened on a Monday morning.  Since

4 that happened, we wanted to make sure we understood what was

5 happening at every branch in the country.  We have 200 now.

6 So I get that report because that's all been recovered but it

7 was very disturbing at the time.

8      Q    That would have been in August of this year,

9 correct?

10      A    It could have been.  It seemed longer ago but maybe

11 it was around that time.

12      Q    You said financial centers but what you're really

13 talking about is the banks, correct?

14      A    The reason I call them financial centers is for a

15 reason.  If you saw them it's not a typical branch. We do not

16 take deposits in the particular way.  There's no cash.  We do

17 not make change. If you brought in a deposit, you put it in a

18 canvas bag and we'd zip up the bag in your presence.

19           It would be sent to -- we just have two branches in

20 the country, one in Plano, Texas and one in Arlington,

21 Virginia because that's where I purchased this little

22 $65,000,000 bank years ago.  So they are embedded. There is a

23 little kiosk inside our mortgage branch.  He's a loan

24 processor doing mortgages we just push the desk back, create

25 about 300 square feet and put a little kiosk that looks like
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22:1 a little bank teller window with two people behind that and

2 that's it.

3           They just take -- the only two products we have is

4 a CD and a money market.  The average age of our depositors

5 is 70 and above.  It's really those people who live off of

6 CD's and are very concerned with each tick of an interest

7 rate.  What was very bad about that article was that these

8 poor people, 75 year old people, with their life savings

9 frightened to death that Countrywide was going bankrupt

10 taking their money out of insured accounts. That's how

11 frightened they were. It was very sad. Most of these people

12 have come back.

13           The CD market is primarily a holder senior market.

14 You would never walk into it and say this doesn't look like a

15 bank.

16      Q    Just so I can clean up the record a little bit.

17 You've identified five reports that you get. I just want to

18 talk about --

19      A    Five regular reports. I get lots at different

20 times.

21      Q    The production report is monthly, correct?

22      A    Yes.

23      Q    The operational report also monthly?

24      A    Weekly.  I'm sorry monthly you're right.

25      Q    The breach report I think you said periodic.
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23:1      A    Yeah, it's periodic.  As events dictate it because

2 we don't have continuous, thank God, breaches.  It's when

3 these things come up where it becomes something I should be

4 aware of.

5      Q    The flash report.  How frequently do you get that?

6      A    Every month.  Flash delinquency report.

7      Q    Who prepares that?

8      A    It is prepared by the loan administration

9 department headed by Steve Bailey and the breach report is

10 prepared by Steven Taw T-A-W.

11      Q    And he's part of a unit that deals with just

12 identity theft?

13      A    Correct.

14      Q    The production report I think you already told me.

15 The operation report you indicated who prepared that.  Who

16 prepares the production report?

17      A    Production report I believe comes out -- it's a

18 collection of efforts and I believe the issuer of that is

19 Mark Elbaum E-L-B-A-U-M.

20      Q    What's his job title?

21      A    Managing director.

22      Q    Of?

23      A    He really is the staff guy that works with the

24 president and COO.  So I don't know exactly what title he

25 has.
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24:1      Q    Okay but he's on the operation side?

2      A    Correct.

3      Q    You also said you attend some strategic meetings.

4      A    Yes.

5      Q    Can you elaborate on that a little bit?

6      A    We have a variety of -- the company have to have

7 the strategy -- it's basically a set direction for

8 management, everybody underneath management.  The strategic

9 meetings have a variety of objectives.  So a meeting may

10 strictly be devoted to expenses period.  Reduction of head

11 count particularly in this market we're in today, closing a

12 branch is timing or it could relate to the bank, strictly

13 bank activities, what our plans are for the bank.

14           We had many strategic meetings over the last couple

15 of years when we began migrating the mortgage bank company

16 which is the largest in the world into the bank.  At the same

17 time we were migrating from the fed and the OCC as our

18 regulator to the OTS. Those were tasks that required a lot of

19 coordination.  Also dealing with the regulators to this

20 transition.

21           It may involve production in terms of are we going

22 to expand or contract.  It may involve strategically relative

23 to products. Are we going to get out of pay option loans and

24 go into another product or what is our product distribution

25 going to be, what's happening in sub prime and why is it
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25:1 happening and what do we have to do in terms of our

2 guidelines to change those.

3           It runs the gamut of anything you see in the

4 business doesn't just happen by accident.  Every action was

5 preceded by some strategic meeting that had whoever was

6 involved.  Generally all the executive managing directors

7 which I think are six or seven of them are involved in every

8 meeting.  The managing directors involved would be those that

9 are operating that particular segment of the business.

10      Q    Okay.  Let me just unpack that a little bit.  That

11 was helpful.  Can you identify who the executive managing

12 directors are that attend every one of these strategic

13 meetings?

14      A    David Sambol, Carlos Garcia, Eric Sieracki, Kevin

15 Bartlett. I believe one is Jack Schakett.  I believe that's

16 it.

17      Q    And then yourself?

18      A    And then myself.

19      Q    Do you attend every one of these strategic

20 meetings?

21      A    If I'm traveling -- I may be interrupted by a

22 travel schedule but generally yes. They may have one when I'm

23 gone but I'm given in advance the agenda.

24      Q    I just want to try to understand. Is this a regular

25 meeting?  Is there sort of a standing committee that meets
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26:1 monthly and it addresses different topics --

2      A    No, not for the strategic meeting because strategy

3 doesn't change monthly.  You put a strategy into effect and

4 until there is need for a change.  What takes place every

5 single Monday morning and that's the meeting I generally do

6 not attend is -- David Sambol orchestrates that meeting with

7 Kevin Bartlett is the hedge meeting, that's the internal name

8 for it.

9           Because of the volatility of our business where

10 interest rates are moving in a minute by minute basis, our

11 responsibility is to make certain that we are hedging the

12 balance sheet of the company. I think an example I think

13 anyone would understand would be if you bought a house and

14 you and the realtor decide to use Countrywide and the first

15 question you ask is what is the interest rate and I want a

16 commitment that that will be my interest rate when I close.

17 So let's assume it's a 30 year fixed at six and a half

18 percent.  I've made that commitment to you.  You have no

19 obligation to close that loan but I have an obligation to

20 close that loan at that price.  By the time you close

21 interest rates could be seven percent but I've got to close

22 at six and a half. I have to hedge that whether you close

23 that or not.

24           Now I do calculate in that I'm going to have a

25 certain cancellation factor but that would be a classic
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27:1 example of the hedge on the origination side.  These are

2 called micro hedges and derivatives are used to do that,

3 various kinds of derivatives.  On the servicing side where we

4 have $1.5 trillion dollars in mortgages that we're servicing

5 and it's a $20 billion dollar item on our balance sheet, that

6 is also subject to gains and losses based on where interest

7 rates are going.

8           So we have to put a hedge on that position which is

9 a hedge that's financial diametrically opposed to the hedge

10 I'm putting off for originations.  If interest rates go up,

11 I've got a problem with originations but I'm great on

12 servicing.  If they go down, I'm okay on origination but not

13 so good on servicing and I won't go into the reasons why.

14 But they're diametrically opposed hedges using -- different

15 instruments used to hedge that and that's a very, very

16 important meeting that takes place every Monday.  I started

17 many, many years ago -- bless you.

18      Q    Thank you.

19      A    I was involved in those meetings early days.  My

20 partner was really the head of that.  When he passed away, I

21 got involved with it and then turned it over to Stan Curland

22 who took that role over for a number of years, and then when

23 Stan left then Dave took that over.  These are all CPA's.

24           In that meeting would be our chief economist, our

25 credit risk people, derivative people which are basically
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28:1 quants and they have a standing -- the terms of strategy is

2 set in stone.  This is where we want to be each time.  We

3 want to hedge both sides of it.  The only decision is

4 somewhat of a subjective decision is where we think rates may

5 be going.

6           So we'll have standard hedge we put on and then the

7 difference from one week to another -- a subjective judgment

8 is the rates appear to be going up or they appear to be going

9 down, and that will have some impact on how much we hedge.

10 That meeting is every single Monday.

11      Q    Do you get a report at the end of that meeting?

12      A    No, I don't.

13      Q    Is there any sort of written report generated out

14 of that?

15      A    There are written reports.  Oh, yes.  They're

16 extensive written reports.  They are basically eye charts.

17      Q    But they are not distributed to you.

18      A    No.

19      Q    Did you ever look at any of the hedge reports?

20      A    I have but it is what it is.  I have to really

21 depend on the skill set of my quants to do that and I don't

22 impose myself.  I'm not an economist by training and,

23 therefore, I would not impose myself on what direction I

24 believe interest rates are going to go for that purpose. I

25 mean I have my own opinion but I wouldn't impose my opinion
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29:1 on that process.

2      Q    Did you say the chief economist is someone named

3 Mike Quants?

4      A    No, I said the quants.  The quantitative people who

5 think about --

6      Q    Oh.  All right.

7      A    No, it's Jeff Speakes.  He comes out of Clairemont.

8      Q    So Mike Quants which I heard was actually my

9 quants.  My quantitative people?

10      A    Right.  Just like Mike Keys.  You think you're

11 saying Mikey.  That's why I use e-mails.

12      Q    I know from having looked at your trading plans

13 you've used JP Morgan and Bear Stearns to do trades under the

14 10(b)(5)(1) plan.  Do you have any other brokerage accounts

15 in which you trade Countrywide stock?

16      A    No, let me qualify that. I rarely have sold stock.

17 I did that in 1991 but I don't remember who I did it through.

18      Q    In 2004, 2005 or 2006?

19      A    No.

20      Q    No other --

21      A    I still have the original stock I bought in 1968.

22      Q    Okay.  I asked you this when we were off the

23 record.  Have you ever testified in an investigation by the

24 Securities and Exchange Commission or its staff?

25      A    Yes, I have.
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30:1      Q    What was the name of that investigation if you

2 recall?

3      A    The name of it?

4      Q    Yeah.

5      A    I didn't know it had a name.

6      Q    What company was involved?

7      A    Countrywide.

8      Q    Okay.  When was that?

9      A    I believe it was in 1991.

10      Q    Do you remember what the issue was?

11      A    The issue was -- I'll never forget it like I won't

12 forget this.  It was that I had made a decision -- I didn't

13 have any money at the time and I had some stock. I'll be very

14 frank with you.  Clinton had said that -- I'm not Republican.

15 Clinton had announced that he was going to increase taxes.

16 The only money I had -- the only potential money I had was

17 Countrywide stock.

18           So I sold -- made sure I was okay and I sold some

19 shares.  Didn't think much about it.  Bottom line was it

20 didn't make any difference because you're too young to

21 remember but Clinton proposed the tax retroactively anyway.

22 So I didn't avoid the tax.  I had to pay the tax.

23           Then I subsequently got a call. I remember it must

24 have been in the winter time from the SEC in Washington.

25 They said we have a question about your sale in stocks and I
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31:1 said okay.  They said we'd like to talk to you about it in

2 Washington.  I said fine.  I said I'll be there.  He said no,

3 no you've got to get an attorney. I said why do I need an

4 attorney?  He said you have to bring an attorney.

5           On my board I had a gentleman named Ed Heller who

6 was with Fried Frank at the time. I called him up and he said

7 okay we'll get you an attorney and I went to Washington.  The

8 issue was in the MD&A of our 10K or 10Q was a comment made --

9 it wasn't attributable to me. It was just a comment made by

10 the company -- and I wasn't chairman nor CEO at the time but

11 that it was believed that interest rates were going to go

12 down.

13           If you remember when Clinton got in interest rates

14 went up.  So that materially impacts the income of the

15 company.  That was like six months before I had sold.  They

16 said you said this yet this happened and you sold stock.  I

17 was just trying to get some money personally.  I've got five

18 kids.  It went nowhere. I went there and testified and this

19 is what 2008.  Have you heard from them?  Okay. I haven't

20 heard a word. That was it.

21      Q    You testified in D.C.?

22      A    Yes.

23      Q    Have you ever testified in any investigation by any

24 other federal agency other than the SEC?

25      A    No, not to my memory.
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32:1      Q    Have you ever testified in any investigation by any

2 state agency?

3      A    No.

4      Q    Have you ever testified in any investigation by any

5 stock exchange?

6      A    No.

7      Q    Have you ever testified in any investigation by the

8 National Association of Securities Dealers?

9      A    No.

10      Q    Have you ever been named as a Defendant or a

11 respondent in any action brought by the Securities and

12 Exchange Commission?

13      A    No.

14      Q    Have you ever been named as a defendant or

15 respondent in any action brought by any other federal agency?

16      A    No.

17      Q    Have you ever been named as a Defendant or

18 respondent in any action brought by any state agency?

19      A    No.

20      Q    Have you ever been named as a Defendant or

21 respondent by any action brought by any stock exchange?

22      A    No.

23      Q    Have you ever been named as a Defendant or

24 respondent in any action brought by the National Association

25 of Securities Dealers?
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33:1      A    No.

2      Q    Have you ever been named as a Defendant in any

3 lawsuit?

4      A    Yes.

5      Q    Can you identify for me which lawsuits? Let's limit

6 it to the next five years. Any lawsuit within the last five

7 years in which you have been identified as a Defendant?

8      A    Personally?

9      Q    Uh-huh.

10      A    Personally, I don't know if I was identified -- two

11 depositions.  One was this accident occurred in front of a

12 house I have that I rarely am there, where the person's child

13 that was hit by the car said that there was a plant in front

14 of my house that obstructed her view and therefore I had

15 culpability.  That was ultimately deemed not appropriate

16 because it wasn't my plant. It was City property and not my

17 property.  That was settled by the insurance company and I

18 never heard anything more about it.

19           The other was more recent. It was about two or

20 three years ago and it related to a small shopping center

21 that myself and my partner own in Laverne, California where

22 an air conditioner allegedly malfunctioned and gases emitted

23 where one employee said that they were severely harmed by

24 those gasses and sued me and my partner.  Again, I took a

25 deposition and the deposition lasted five minutes because I'm
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34:1 so passive and he runs it. It was settled by the insurance

2 company and that was the end of that. That was about two or

3 three years ago.  That's the only two I can recall.

4      Q    You've never testified in any share holder

5 derivative lawsuit against Countrywide?

6      A    No.

7      Q    You've never testified in any securities class

8 action involving Countrywide?

9      A    I don't believe so. I don't remember.

10      Q    Have you ever been indicted?

11      A    No.

12      Q    Have you ever been convicted of any crime other

13 than a traffic violation?

14      A    No.

15      Q    Have you ever filed for bankruptcy?

16      A    No.

17      Q    I asked you about your job duties as the CEO and

18 chairman of Countrywide.  I'd like to just get a sense of

19 what your typical day is like, and I know no day is typical,

20 but how many days a week do you actually spend out at

21 Countrywide in Calabassas on an average?

22      A    It really depends.  Now it's every day because I

23 cut back my travel schedule but I'd say average I try to

24 travel over the weekends and try to be in the office by the

25 end of the week.  I'd say over the 40 years, if you averaged
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35:1 all that out, three to four days a week.

2      Q    Let's talk about some specific time frames.  From

3 September to December last year, how many days a week on

4 average do you think you were in the office?

5      A    Three to four days. I worked weekends. In the

6 office I'd say three days.

7      Q    And then from January of this year to  March of

8 this year?

9      A    I'm on company business seven days a week but I

10 happen to be in the air.  You asked me physically in the

11 office and not doing business?

12      Q    Right. I'm not asking how much time you spend

13 working on Countrywide in general. I know being a CEO is a

14 full time job but physically present in Calabassas?

15      A    I'd probably say four days. Three to four days on

16 average.

17      Q    The record is not clear just so I was conversing.

18 So from September of '06 to December of '06, you'd say three

19 days or three to four days?

20      A    Three to four days would be my guess.

21      Q    Would that also be true for January to March of

22 this year?

23      A    Probably the same pattern.  Some days I could be in

24 there five to six days and some days I'm on the road. It

25 depends.

Countrywide - Testimony Taken in Investigation
MOZILO ANGELO - November 9, 2007 00:00:00 a.m. 

Page 35May 24, 2010 5:13 pm
SEC_ENF_FCIC_001008



36:1      Q    You said that now you're there every day.

2      A    Right.

3      Q    When did that start?

4      A    It started on August 2nd.  Pretty much on August

5 2nd when it became first apparent to us that the global

6 credit markets was shutting down.  We really had no real

7 indication of that until August 2nd when the treasurer made

8 me aware that we were having some issues with rolling our

9 commercial paper which we had never had.

10           We were an A rated company and had no issues with

11 liquidity and our basic forms of liquidity was commercial

12 paper, repurchased lines and medium term notes.  That was

13 sort of how we fund ourselves.  We didn't understand.  We

14 couldn't understand what was happening.  We didn't know if it

15 was an anomaly or something.  It just sort of -- it just

16 wasn't working normal.

17           Although we did complete our funding on August 2nd,

18 August 3rd became a little more difficult, August 4th and

19 then we just went into a mode of everybody was in. We worked

20 seven days a week trying to figure this thing out and trying

21 to work with the banks.  At the same time unfortunately our

22 repurchase lines were coming due billions and billions of

23 dollars. Those are our funding sources.

24      Q    Can you just say that last phrase again?

25      A    Repurchase.
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37:1      Q    No, you said your repurchase lines were coming due

2 and then you said something about your funding sources?

3      A    The three funding sources that we have because

4 remember at that point our bank was relatively small and our

5 funding sources did not come from deposits. If you're a bank,

6 they come from deposits.  If you're a mortgage bank as we

7 were for all these years, it comes from commercial paper,

8 repurchase lines which basically you're putting assets in

9 those lines until such time it is an opportune time to sell

10 them and then you ultimately sell them out and roll those

11 lines.

12           Medium term notes are financing you put out and

13 typically medium term notes are two years, three years, four

14 years, five years that are your operational sources.  That's

15 your opening up new branches and that sort of thing.  These

16 are multiple billions of dollars.  The commercial paper was

17 the first sign that something was wrong.  It wasn't rolling.

18           So David Sambol and myself and Eric Sieracki and

19 Carlos Garcia began coming together and Kevin Bartlett

20 working until 11:00 to 12:00 every night trying to figure out

21 what was happening and trying to get in touch with the banks.

22 We were told then the banks were having problems getting

23 their fundings.  So we had worked night and day to secure and

24 renew these repurchase lines which was very critical to us

25 once we realized the commercial paper market was shut down.

Countrywide - Testimony Taken in Investigation
MOZILO ANGELO - November 9, 2007 00:00:00 a.m. 

Page 37May 24, 2010 5:13 pm
SEC_ENF_FCIC_001010



38:1           We had every indication up until about August 15th.

2 So it's a very short period of time.  August 2nd meltdown

3 starts.  By eight, nine, 10 days later, 12 days later we get

4 assurances that we are going to be able to renew these lines.

5 We worked through the weekend with the bank, Citibank and JP

6 Morgan Chase and Monday morning it was apparent that the

7 banks were not going to come through for us.  The

8 negotiations we did were dead.

9           As you can see today what's happening with the

10 write down of assets.  We had lines with Merrill and Layman,

11 Bank of America, Chase and Wachovia and all these people.  So

12 their problems were real and our problems were real.  On

13 August 15th we made a decision to -- let me just back up for

14 a second.  These commercial paper lines, when we negotiated

15 them many, many years ago we created what they call back up

16 lines.

17           We paid for them that in the event that the

18 commercial paper could not be renewed that we could pull down

19 these back up credit lines.  They are rarely pulled down.

20 There is no expectation it would ever be done but this was a

21 force that we had never seen before.  August 15th we made a

22 major decision that we were going to pull down the credit

23 lines which we had never -- it's $11.4 billion dollars.

24           So that takes you through July 31st or August 1st

25 through the -- from August 15th it was just a matter of
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39:1 shrinking the company down.

2      Q    I have a lot of follow up questions to what you

3 just said.  Let me just make sure I understand how you're

4 defining the three funding sources.  You said the repurchase

5 line.  Can you explain to me what a repurchase line is?

6      A    We originate your loan Lynn, individual loan.  We

7 take that loan and put it in -- it use to be called warehouse

8 lines.  We'll put it in a line of credit which we have.  We

9 purchase lines. It's just a line of credit no different than

10 your credit cards.  Put it in and we'll start building up

11 these loans.  Until we decide this is the market we want to

12 hit, this is the amount of securities -- you put in

13 securities.

14           We take them out of that security.  We repurchase

15 the loans out of that line, securitize it and pay off the

16 line. It sort of rotates like that.  You're putting a loan in

17 and repurchase the loan back. It's a repo line.  Very

18 commonly used throughout the financial service industry.

19 Repurchase agreements.

20      Q    Can you just define for me what you mean by

21 commercial paper?

22      A    Commercial paper has been around for years and

23 years.  It's a security that is purchased by institutions,

24 some times individuals.  Generally very short term and it's a

25 note that somebody will buy -- institutions will typically
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40:1 buy commercial paper.  It could be a one day commercial

2 paper, 24 hours.  It could be one week.  It could be one

3 month.  It could be one year.  It's rarely longer than that.

4           It has a return that you get and it's a higher

5 return that you'll get on a government bond.  Depending on

6 your rating -- if your rating is very low by the rating

7 agencies, then you're going to pay a very high rate of

8 interest.  So the investors make their judgment as to whether

9 they want to -- it's just another form of investment.

10      Q    You said -- specifically what you said is that you

11 were having trouble rolling commercial paper.

12      A    Yeah, what you do is you have a commercial paper

13 coming do -- I'm sorry. I didn't let you finish.

14      Q    No, you knew exactly where I was going.

15      A    Commercial paper -- let's say it's the end of a

16 month and on the 30th it comes due.  What you generally do is

17 you then go out and sell again and put out another piece of

18 commercial paper that matches that for another month.  That's

19 called rolling.  You roll it from one month into the next

20 month.

21      Q    When you were unable to roll the commercial paper,

22 essentially what that means is you were unable to resell it

23 essentially for another --

24      A    We were unable to liquify it.

25      Q    Okay.  You also said you needed to secure and renew
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41:1 your repurchase lines.  How would you do that?

2      A    Well, they come due and you negotiate.  You call

3 and you can negotiate -- whether it be a year, two years,

4 three years, you know that commitment.  Some times a five

5 year commitment.  We just got one for five years and the

6 total dollar amount you could put in there.  So it's rate of

7 interest, the total amount of that repurchase line. It could

8 be five billion, 10 billion and the duration of it.  How long

9 is it going to be for.

10           Again, they all really come down to is we have one

11 asset and that's a mortgage.  We call it hypothecating and

12 what you're doing is you're really putting out a security

13 against borrowing.  No different than you put your house --

14 you're hypothecating your house to me when I make your

15 mortgage and your mortgage has a term and has an interest

16 rate.  Well, these are the same.

17           It just filters down and that's how -- so these

18 come due on a regular basis and then you begin negotiating to

19 renew them.  It was in that process in trying to negotiate to

20 renew them that the -- and not that there was a problem doing

21 it because it was a problem not with Countrywide.  There was

22 a problem with the world.  The world markets had shut down

23 from London to Germany.  Our lines of credit come from all

24 over the world, and nobody was willing to do anything because

25 they didn't know themselves where they would be.  As we kept
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42:1 on hearing the bank saying look, I have problems all over the

2 place here.  I can't commit to you now.

3      Q    Okay.

4      A    Which pretty must exists today.

5      Q    That situation is ongoing?

6      A    Ongoing.

7      Q    Do you anticipate that Countrywide is going to have

8 to take out any additional loans to meet its operational

9 obligations?

10      A    Well, let me put it this way. It always has to take

11 out loans and that's what we do.  As long as we're making

12 loans, we have to borrow constantly to do that.

13      Q    Let me -- you know that was a poorly worded

14 question. I do understand the basic business model and I know

15 you are taking loans in order to fund the loans that you're

16 making. I suppose what I really meant to say was do you

17 anticipate that you will have to take out any more

18 extraordinary loans along the lines of the $11.5 million

19 dollar --

20      A    That's an only one time deal.  Only that once.

21 You've got one shot at it.  We'll get no back up.  We don't

22 have any commercial paper anymore so there's no back up

23 lines.  That's a one time deal.  There's nothing

24 extraordinary that will be done or that can be done.

25 However, I think your question is appropriate because it's
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43:1 anticipated that as the bank grows, our fundings will come

2 from the bank deposits since our bank is now going to be the

3 main source rather than us go out and borrow from banks who

4 get their money from deposits.  We're bringing in deposits

5 today at the net rate of probably two and a half billion

6 dollars a month.

7           So you can see over a period of a year we'll have

8 $25 billion dollars if this continues and it's a much more

9 reliable source of funds for us.  So our borrowings from the

10 secondary market or from places where we traditionally did it

11 will diminish over time and our bank will replace it.

12      Q    Okay.

13      A    Does that help you?

14      Q    It does.  Are there any committees at Countrywide,

15 any standing committees that you're a member of?

16      A    We don't use that term standing committee.  I

17 attend every major meeting with the exception of that risk

18 meeting.  So we don't use that word standing. I attend every

19 strategic meeting.  For example, in this crisis, I probably

20 attended 60 or 70 meetings. I wasn't a standing member but

21 I'm CEO.  I have to do my best to stay apprised.  When there

22 are critical issues facing the company, I have to be at the

23 center of that.

24           MR. PASTUSZENSKI:  Are you talking about board

25 level committees or?
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44:1           MS. DEAN:  No, it would sort of identify -- there's

2 an operations group.  There's a production side. I mean he's

3 getting reports. I was just wondering if there were routine

4 meetings or committees.

5           THE WITNESS:  There are meetings and I will get the

6 notice of meetings. I will decide what meeting that's topical

7 for me to get involved with.  I think this company may be

8 different than my role as CEO. I mean I gave birth to this

9 company.  I've done everything. I was CFO.  I've done

10 everything. I pretty much know where I should be and where my

11 people can handle it.

12           BY MS. DEAN:

13      Q    How were those notices of meetings disseminated?

14      A    E-mail.

15      Q    Do you keep any sort of a calendar?  Either a

16 written calendar or a calendar in Outlook?

17      A    I personally don't keep it but my secretary keeps a

18 calendar.

19      Q    What's your secretary's name?

20      A    Kay Gerfen G-E-R-F-E-N.

21      Q    It's Kay K-A-Y?

22      A    Yes.

23      Q    Do you have more than one assistant?

24      A    In her absence, I have another assistant by the

25 name of Claire Bunnell.  However, she only fills in when Kay
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45:1 is on vacation or sick.

2      Q    So any appointment record or any record of any sort

3 of meetings you attended, to the extent that they were kept,

4 they'd be kept by Kay?

5      A    That's correct.

6      Q    Do you access your calendar?  Is it a written

7 calendar or is it electronic?

8      A    It's written.

9      Q    It's written.

10      A    Well, it's both.  I notice on her desk she has a

11 written calendar.  I have a calendar on Lotus notes.  In

12 there it's kept there and it's both current and it's -- I

13 have a speech I have to in December and one I have to do in

14 March. It's out there.  To trick me, they put a year in

15 advance.

16      Q    Okay.  I'll have the reporter mark this as Exhibit

17 2.  Counsel, I have sort of almost enough copies.  Mr.

18 Mozilo, I am now handing you what has been marked as Exhibit

19 2. For the record, it is a multiple page document headed on

20 the first page Countrywide Financial Corporation policy on

21 trading and securities effective as of June 24, 2005.  It's

22 been Bates stamped CFC2007-00066 through 00071.  Mr. Mozilo,

23 have you ever seen this document before?

24                          (SEC Exhibit 2 was marked for

25                          identification.)
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46:1      A    Yes.

2      Q    Did you receive a copy of this document in your

3 capacity as the CEO of Countrywide?

4      A    Yes.

5      Q    Did you have any role in the drafting of this

6 document?

7      A    No.

8      Q    Were you required to sign any acknowledgment that

9 you received this document?

10      A    I don't recall.  Is there a signature?

11      Q    Not on this document but I was wondering whether

12 there was a separate acknowledgment form.

13      A    I don't recall if there was.

14      Q    Did you read this policy when you received it?

15      A    Yes.

16      Q    Did you have any -- I know I asked you about

17 preparing.  Did you have any role in approving the document?

18      A    No.

19      Q    Do you know who did prepare it?

20      A    It was prepared by our legal department and I

21 assume it was a collaborative effort by Sandy Samuels who is

22 our general counsel and Susan Bow who is very much involved.

23 She handles all board issues and SEC issues. I think she

24 probably played a major role in it. It might have been

25 Michael Udovic who is also involved with Susan in these

Countrywide - Testimony Taken in Investigation
MOZILO ANGELO - November 9, 2007 00:00:00 a.m. 

Page 46May 24, 2010 5:13 pm
SEC_ENF_FCIC_001019



47:1 matters.

2      Q    Did you say -- I'm sorry I had a moment where I

3 just did not hear you.  Did you say Susan Bow is responsible

4 for board issues and SEC?

5      A    Yeah, she handles all the board meetings.  She

6 takes all the minutes.  She's the secretary.  She sets up the

7 committee meetings.  She disseminates a lot of issues such as

8 these, making sure everybody is apprised as to what their

9 responsibilities are.

10      Q    Okay.  You said it also could have been prepared or

11 contributed to by Michael Udovic.  Michael Udovic is also an

12 attorney in the legal department?

13      A    He is.

14      Q    Does he have a specific function within the legal

15 department?

16      A    I couldn't tell you specifically what his job

17 description is but he's a former SEC person. I'm sure that

18 he's deeply involved in SEC issues.  I couldn't lay out his

19 job description. He's Susan Bow's assistant.

20      Q    And you're assuming he might have had something to

21 do with it?

22      A    I'm assuming that.

23      Q    Because it's SEC related?

24      A    Yeah.

25      Q    But you don't have any specific knowledge one way
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48:1 or the other?

2      A    No.

3      Q    I'd just like to call your attention to a couple of

4 provisions in the document. If you look at the first page

5 under the heading one where it says background.  I'll just

6 read it for the record:  "The U.S. Federal Securities Laws

7 impose significant penalties for violations of insider

8 trading laws.  Generally, this means that directors,

9 officers, and employees are prohibited in trading in the

10 securities of Countrywide or in the securities in other

11 companies while in possession of material non-public

12 information."  Do you see that?

13      A    Yeah.

14      Q    Were you familiar with that provision of the

15 Countrywide Financial Corporation policy on trading and

16 securities?

17      A    Absolutely.

18      Q    Let me just give you a time frame.  Were you

19 familiar with that provision in September and October of

20 2006?

21      A    Yes.

22      Q    Okay.  What did you understand that to mean?

23      A    It meant that first of all we have an official

24 black out period which we put on notice.  Secondly, aside

25 from the black out period I have specific knowledge from time
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49:1 to time that nobody else might have. I have to make certain

2 that I am never trading on knowledge that I have that is

3 material and the public does not have.

4      Q    Okay.  Just to call your attention to one other

5 section on the first page.  Under number two, the heading is

6 policy regarding material non-public information. It reads:

7 "It is the policy of Countrywide that no covered person as

8 defined below who is aware of material non-public information

9 relating to Countrywide may buy or sell securities of

10 Countrywide or engage in any other action to take advantage

11 or pass on to others that information."  Were you familiar

12 with that provision?

13      A    Yes, I was.

14      Q    I think you just explained to us that you were

15 familiar generally with the notion of material non-public

16 information, correct?

17      A    Correct.

18      Q    If you look on the second page, Bates stamped

19 ending in 67, there's a definition of covered persons under

20 the number three.  It's at the top of the second page.

21 Covered persons is defined here as directors, officers,

22 employees, contractors, representatives and similarly

23 situated persons of Countrywide, its subsidiaries and

24 affiliates.  Do you see that?

25      A    Yes.
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50:1      Q    Did you understand that you were a covered person

2 under the terms of the Countrywide insider trading policy in

3 September of 2006?

4      A    Yes.

5      Q    On that same page, there's a second 3.2 which is

6 headed material information.  There is a definition there

7 that I won't read into the record just because it's long of

8 what constitutes material information.  Had you read this

9 section of the trading policy prior to September 2006?

10      A    I did.

11      Q    Were you familiar generally with the definition of

12 material information?

13      A    Yes.

14      Q    Did you understand that material information could

15 include things like earnings information, any significant

16 change in operation, any break down of assets or additions to

17 reserves for bad debt or liquidity problems?

18      A    Yes.

19      Q    Let's see.  On page three of this document, the

20 ones that's been Bates stamped ending in 68, there's a

21 section 4.1 relating to black out periods.  You mentioned

22 black out periods in an earlier answer. You were generally

23 familiar with this section of the Countrywide insider trading

24 policy in September 2006?

25      A    Yes.
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51:1      Q    You knew that there were periods of time

2 surrounding earnings releases in which it was not permissible

3 for you to trade in Countrywide securities, correct?

4      A    That's correct.

5      Q    Finally, on page that is Bates stamped 70, there's

6 a section 4.3 that refers to 10(b)(5)(1) trading

7 arrangements.  Were you familiar with the concept of a

8 10(b)(5)(1) trading arrangement in or around September 2006?

9      A    Yes.

10      Q    Had you in fact had 10(b)(5)(1) trading

11 arrangements at Countrywide prior to September 2006?

12      A    Started in March of 2002.

13      Q    Did you understand that it was not permissible to

14 enter into a 10(b)(5)(1) trading plan when you were in

15 possession of material non-public information?

16      A    Yes, I did.

17      Q    Did you also understand that it was not permissible

18 to enter into a trading plan when a black out period was in

19 effect?

20      A    Correct.

21      Q    Do you need a break?

22      A    No, I'm fine.

23      Q    Let me know . It's not meant to be torture.

24      A    Do you have another definition for this?

25      Q    Will you mark this as Exhibit 3 please?  Mr.
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52:1 Mozilo, I am now handing you what has been marked as Exhibit

2 3 which is a document entitled Countrywide's code of business

3 ethics.  It's been Bates stamped CFC2007-00072 through 00079.

4 Take as much time as you like but my first question to you is

5 going to be do you recognize this document?

6                          (SEC Exhibit 3 was marked for

7                          identification.)

8      A    I do.

9      Q    What do you recognize it to be?

10      A    It's a message relative to corporate ethics.

11      Q    Did you have any role in preparing this document?

12      A    No, other than just reviewing it to make sure it

13 reflected what I believe to be the culture of Countrywide I

14 didn't.  I didn't formulate it.

15      Q    So it was generated by someone in the legal

16 department and you had the opportunity to review it before it

17 was finalized, correct?

18      A    Uh-huh.

19      Q    I just have one question about this.  On page 74,

20 there's a section headed insider trading.  I just wanted to

21 know whether you were familiar generally with that section of

22 the document?

23      A    Yeah, I think it ties into the other memo that we

24 saw in terms of insider trading.  I'm familiar with the

25 concept. I don't know when I reviewed this.  When was this
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53:1 issued?

2      Q    I don't know.  That's a good question.

3      A    Okay.  What's a good answer?

4      Q    I --

5      A    There's no date on it.  Obviously I did review it

6 and I felt comfortable with the message going out to the

7 employees. When the company was growing so rapidly, a lot of

8 new people coming in not familiar with working with public

9 companies. I just felt it was important that we have strong

10 ethical standards in Countrywide. The problem with growing so

11 rapidly is there's -- you have preclusion of the culture and

12 that's always been a concern of mine.  Make sure your culture

13 is where we are today and just want to make sure they

14 understood where we were coming from.

15      Q    You said you remember reviewing this, although

16 neither of us really knows when it was generated.  Do you

17 have any idea was it within the last five years?  Was it

18 within the last three years?

19      A    This is strictly a guess on my part.  Certainly

20 within the last five years.

21      Q    Okay.  Let's mark that as Exhibit 4.  Mr. Mozilo, I

22 am now handing you what has been marked as Exhibit 4 which

23 for the record is an excerpt from the Countrywide employee

24 handbook. It's section F on insider trading. It's been Bates

25 stamped CFC2007-00080 through 00081.  Do you recognize this
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54:1 document?

2                          (SEC Exhibit 4 was marked for

3                          identification.)

4      A    This specific document, no but I see it comes from

5 the employee handbook.  I don't recognize the document but it

6 reflects what my beliefs are.

7      Q    Okay.  Did you have any role in preparing it?

8      A    No.

9      Q    Would you have had any role in reviewing it before

10 it was disseminated to employees?

11      A    No, it was just a reflection of what you saw

12 preceding.  We understood what our culture was.  For me to

13 keep on reading over and over what it is, no. I did not see

14 this.

15      Q    Okay. So somebody presumably in the legal

16 department.

17      A    Probably HR and legal combined.

18      Q    And you wouldn't have felt any need to review it

19 simply because you were already familiar generally with the

20 insider trading policy?

21      A    Yes, that's right.  I was and that my concern was

22 that everybody else be familiar with it.  I have asked that

23 these things be included, as well as other aspects of the

24 handbook, does have issues that I thought were important for

25 employees to understand.
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55:1           For example, one of the key elements of the

2 handbook, or at least has been, but that any employee that

3 comes to work for Countrywide understands they could be let

4 go tomorrow because of the volatility of our business, and

5 this is not an expectation you come in here and you're here

6 for life.  It was a major problem with Countrywide as we went

7 through these termination periods, constantly hiring and

8 terminating.

9           People made claims saying I was here for life. I

10 built my whole family life on this and this sort of thing. So

11 we had a big focus on that.  The handbook has -- it's a 40

12 year old company over the years.  Things that we run into

13 okay let's put this in the handbook and that in the handbook.

14 In terms of formulating the language, I had nothing to do

15 with it.

16      Q    Okay.  Let's mark this as Exhibit 5.  Mr. Mozilo,

17 I'm now handing you what has been marked as Exhibit 5.  For

18 the record, it's an April 24, 2006 memorandum from the

19 Countrywide benefits department.  It's been Bates stamped

20 CFC2007-00112 through 00113.  My first question to you is do

21 you recognize this document?

22                          (SEC Exhibit 5 was marked for

23                          identification.)

24      A    no.

25      Q    If you look on the second page -- actually, if you
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56:1 look on the first page, the two line there says it's to a

2 distribution list.  Do you see that?

3      A    Uh-huh.

4      Q    If you turn to the second page there is actually a

5 distribution list typed out.  About six from the bottom of

6 that distribution list is the name Angelo Mozilo.  Do you

7 recall receiving a copy of this document at any time?

8      A    I don't recall receiving it but I'm sure I did.

9      Q    Are you familiar generally with the mandatory pre-

10 clearance and reporting procedures for Section 16 officers at

11 Countrywide?

12      A    Absolutely.

13      Q    Can you tell me what that policy is?

14      A    One is you don't need material information, that

15 you're not within a black out period, that you don't have

16 material information and you have to check through the legal

17 department to make sure that any trade is approved by them,

18 that they don't have any knowledge -- in fact my question to

19 them always do you know something that I don't know because

20 it could be some legal issue pending that I don't know about.

21 If there is none and I met all these other requirements, am I

22 clear to trade?  Not trade. I don't trade.

23           Setting up the 10(b)(5)(1), that one day am I clear

24 to do it.  Going through all these check points they then

25 inform -- in this case Bear Stearns currently that
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57:1 10(b)(5)(1) is going to be put into effect.  Bear Stearns

2 then contacts counsel.  Has everything been cleared?  Are we

3 through a black out period?  Once that is cleared, then they

4 put it into effect.  That's my understanding of it.

5      Q    I just want to call your attention to one section

6 of this document.  On the first page the third full paragraph

7 which is underneath the list of names and phone numbers, it

8 reads for the record:  "Under our policy, you are also

9 subject to a black out period within which trading in

10 Countrywide securities, including trading on a limit order

11 that was established prior to the start of a black out

12 period, is prohibited.  You are permitted, however, to enter

13 into a 19(b)(5)(1) plan which is a formal written plan with

14 your broker that has been acknowledged by Countrywide and

15 pre-cleared by the EVP-HR benefits."  Do you see that

16 language?

17      A    I do.

18      Q    I think you just mentioned that you were aware that

19 there had to be some pre-clearance through I thought you said

20 legal.

21      A    That's correct.

22      Q    Was there also a need to pre-clear through the

23 human resources department?

24      A    I don't ever recall going through the benefits

25 department because I assumed the legal department did that,
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58:1 that they cleared it and I didn't go to a -- I don't even

2 know half these people in here. I just know Chuck Kwan and

3 Becky Bailey. I would only assume that they did that.

4      Q    So you dealt with the legal department and you, in

5 turn, assumed that they dealt with HR?

6      A    Right because HR was not -- could not give me a

7 legal opinion.  I didn't perceive them to be the authority on

8 whether or not I could rely upon to do a transaction.  If I

9 relied on the HR department, Becky Bailey.

10      Q    Have you ever made any trades in any Countrywide

11 securities that were not made pursuant to a rule 10(b)(5)(1)

12 plan?

13      A    Back in '91, '92 was that one trade.  Just to give

14 you a little background, I never paid much attention to the

15 stock.  This is how this whole thing came about.  Some time

16 the beginning of 2002, AYCO which is now owned by Goldman

17 Sacks was our financial advisor.  The company had hired them

18 to advise their executives.  They came to me and said you

19 have a substantial amount of options that are expiring.  10

20 years I did nothing and I didn't know they were expiring.

21 They said your choice is to sell them all at once which is an

22 extraordinary amount of shares.

23           By the way, the stock had gone up by that time

24 about 20,000 percent.  It never traded above eight times

25 multiple.  The company was a tremendously performing company.
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59:1 They say you can sell it all at once and because there's no

2 need for me to -- all my net worth was in Countrywide except

3 for a $40,000 house I lived in.  They said my advice to you

4 is you have a big family and start disbursing your assets

5 around.

6           They said how do you want to do it?  Do you want to

7 sell it all at once?  We have this plan called 10(b)(5)(1). I

8 said I don't want to sell it all at once because that leaves

9 a very bad message for the CEO to be selling this stock all

10 at once, hundreds of thousands of shares in one day and I

11 don't want to be stuck where I have to think every day I'm

12 going to sell it.  The 10(b)(5)(1) is the answer to that.

13 Whatever happens you have no control over it and it sells no

14 matter what's happening and I said that's the way I want to

15 go. I became familiar with the 10(b)(5)(1).

16           To my knowledge is the only way I've sold shares is

17 through 10(b)(5)(1) with the exception of another trade in

18 July of this year.  Around July 12th of this year, I

19 exercised and held 18,100 shares of Countrywide. It was

20 restricted stock.  Once it vests you have to do it. I paid

21 $315,000 in tax, exercised and held at $36.00 a share on July

22 12, 2007.  So clearly my view of it there was nothing but a

23 great future for Countrywide until two weeks later when the

24 world came apart.  Those are the only two that I can remember

25 outside of a 10(b)(5)(1) buy or sell.
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60:1      Q    You said that you were contacted by AYCO.  Was

2 there an individual at AYCO?

3      A    I was trying to remember this. The first contact I

4 had was Paul O'Neil who I found out later was the son of Paul

5 O'Neil, the treasury secretary.  He was a representative that

6 was assigned to me. I don't believe that he was the one that

7 entered into the 10(b)(5)(1). I don't believe he was the one.

8 I believe that when his dad retired from the government, he

9 went to work for his dad in Pittsburgh and was assigned to a

10 gentleman by the name of John Connors.  John Connors has been

11 the one individual who has sort of guided me through all my

12 financial planning ever since.

13      Q    Did you say when you were assigned to John Connor?

14      A    I think it had to be this first 10(b)(5)(1) I

15 believe because I don't remember Paul talking to me about

16 that. I think Paul was more involved with my taxes and that

17 sort of thing. I think it was John Connors.

18      Q    So your recollection of that would be it was in or

19 around 2002?

20      A    Yeah.

21      Q    Okay.

22      A    Six years ago.

23      Q    So you think the person who contacted you to advise

24 you that your options were expiring was John Connors?

25      A    Yeah, I think so.
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61:1      Q    And you had a conversation with John Connors.  Was

2 that by phone or e-mail?

3      A    My recollection is he came to the office with this

4 sheet of paper because I said I never paid attention to that

5 aspect of it because I was focusing on making sure the

6 company was okay. He came to me with a sheet of paper giving

7 me all of these options I had over the years.  This is 10

8 years later so I had not thought about it.

9           He said these are expiring now. These are expiring

10 then and you have to do something.  He came with a report

11 that listed out all my grants, the amount of those grants,

12 the strike price of those grants and the expiration date,

13 when they became vested and the expiration date of the

14 option.

15      Q    So you met with him face to face and he showed you

16 that report.  This would have been some time in 2002, right?

17      A    I believe so.

18      Q    Okay.  At that time did you have a discussion with

19 Mr. Connors about instituting a single 10(b)(5)(1) plan that

20 was just intended to take care of the options that were about

21 to expire?

22      A    That's correct.

23      Q    So you didn't have a more global --

24      A    No.

25      Q    Discussion about it regarding future --
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62:1      A    No, I was always sensitive to CEO selling shares.

2 Also since I gave birth to the company and felt that the

3 future was so great I wanted to hold onto these shares as

4 long as possible. The only other guiding factor here is I'm

5 going to be 70 years old and I've got a short time on this

6 planet.  I've got five children. I've got nine grandchildren.

7 That was another aspect to it because I came to the

8 realization that I'm not going to be around that long.  Plus

9 you have to remember the contract had me retiring in 2006.

10 So everything was geared toward that retirement. How many

11 shares did I want left over?  What was my interest in the

12 company at that time.  So we sort of set up a bogey about

13 7,000,000 shares that would be left over.  He said are you

14 comfortable with that? I said I'm comfortable with that.  As

15 time went on, that became our monitor, just get to that

16 7,000,000 shares left over after I'm out.

17      Q    Let me just make sure I understood all of that.

18 You had a discussion with him about these expiring options

19 and you also at the time were intending -- you thought you

20 were going to be retiring in 2006?

21      A    It was in my contract. I knew I was retiring in

22 2006.

23      Q    So the idea was to set up a 10(b)(5)(1) that would

24 liquidate all of your options except for 7,000,000 shares?

25      A    No, I apologize for that.  To answer your question,
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63:1 at the time we did that my only focus was on the expiring

2 options. It wasn't until subsequent meetings that this began

3 to evolve into a much more global planning process.

4      Q    Do you recall when you arrived at the decision that

5 what you wanted to do was get to that 7,000,000 shares left

6 over?

7      A    It was in February of '07.

8      Q    Okay.  Let me just back up just a second.  How do

9 you principally communicate with John Connors?  Face to face?

10 By phone?  By e-mail?

11      A    Primarily there has been some e-mail and some

12 telephonic but principally he sets up several meetings a year

13 with myself and then myself and my wife.  It's face to face

14 primarily.

15      Q    I think you said originally that AYCO had actually

16 been retained by Countrywide to --

17      A    That's correct.  They were trying to retain

18 employees and they got all kinds of benefits but that was

19 that era for looking for ways to retain -- not only retain

20 but make sure that the employees were not only getting

21 benefit from financial planning but that they didn't get

22 themselves in trouble.

23      Q    Did you have any role in selecting AYCO?

24      A    No.

25      Q    Who made that decision?
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64:1      A    I believe it was HR.

2      Q    Do you know who the person in HR would be who would

3 have been responsible for conducting the search and retaining

4 AYCO?

5      A    This would be strictly a guess.  The person that's

6 been there for some time is Leora Goren.

7      Q    L-E-O-R-A.  And then Goren.

8      A    G-O-R-E-N.

9      Q    Do you know when AYCO was retained?

10      A    This would be a guess but around 2000.

11      Q    Do you know when they were -- do we need to stop?

12           MS. DEAN:  Let's go off the record.

13             (Whereupon, a brief recess was taken.)

14           BY MS. DEAN:

15      Q    Mr. Mozilo, before we broke we were talking about

16 John Connors and AYCO and I was about to ask you if you know

17 when AYCO was acquired by Goldman Sacks?

18      A    I don't remember.  I would guess it was after our

19 involvement because Hank Paulson had come to an event and he

20 asked me about AYCO and asked me what I thought of them. I

21 said I thought they were terrific because they weren't trying

22 to sell you -- the only financial advisory firm that wasn't

23 trying to sell you anything because they had no sales arm.

24 Just pure advice.

25           If you purchased them Hank and were using them to
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65:1 sell Goldman product, then we're gone or I'm gone because I

2 don't think you can play both sides of that, giving advice

3 and selling something at the same time.  I think that makes

4 you exclusive.  He said I understand that.  That had to be

5 four years ago, three or four years ago something like that.

6      Q    Okay.  So they did ultimately end up acquiring them

7 but are they actually now on the selling side?

8      A    No, they stuck to their word.

9      Q    I think right before we broke too you were telling

10 me that you exercised some options on July 12th of this year?

11      A    Some time in July.  The 12th sits in my head but

12 I'm not sure that's the date.

13      Q    That was 18,100 shares that you held, correct?

14      A    Yes, I still hold them.

15      Q    So you still have those shares. That sale you

16 identified as -- strike that.  That transaction which was the

17 options exercise was one that you identified as being outside

18 a 10(b)(5)(1) plan.

19      A    Correct.

20      Q    Was there any other transactions?

21      A    Not to my recollection.

22      Q    Okay.  To your knowledge the July 2007 is the only

23 one that was outside the 10(b)(5)(1) plan?

24      A    And the one in 1991.

25      Q    The one that we talked about before that got you
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66:1 called into D.C.  Did you obtain pre-clearances from

2 Countrywide legal before entering into or modifying your

3 October 27, 2006 10(b)(5)(1) plan?

4      A    Yes.

5      Q    Please let me finish.

6      A    I'm sorry.

7      Q    Did you obtain pre-clearances from legal before

8 entering into your December 12, 2006 10(b)(5)(1) plan?

9      A    Yes.

10      Q    Did you obtain a pre-clearance from Countrywide

11 legal before modifying your December 12, 2006 on February 2,

12 2007?

13      A    The amendment, yes.

14      Q    We were talking about John Connor. I just wanted to

15 close that out.  You said that you meet with him several

16 times a year.  Is that right?

17      A    Correct.

18      Q    Are those meetings on any sort of regular basis?

19      A    The only meeting that is on a regular basis is the

20 meeting around November for tax purposes. That is every year.

21 Other than that, it is based on when he believes we should

22 get together.

23      Q    So you don't initiate the meetings, he does?

24      A    He initiates it.

25      Q    Did you speak to Mr. Connor -- strike that.  Let's
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67:1 mark as Exhibit 6 a copy of your December 29, 2004

2 10(b)(5)(1) sales plan.  Mr. Mozilo, I've now handed you what

3 has been marked as Exhibit 6.  The Bates numbers on this

4 document are CFC2007-00001 through 00015.  Mr. Mozilo, are

5 you familiar with this document?

6                          (SEC Exhibit 6 was marked for

7                          identification.)

8      A    I am.

9      Q    Is this, in fact, your December 29, 2004

10 10(b)(5)(1) sales plan?

11      A    I believe it is.  It looks like it.

12      Q    Now this is a plan that was set up for you in your

13 capacity as an individual, correct?

14      A    Correct.

15      Q    You do have some other sales plans that are

16 actually in the names of a trust or foundation, correct?

17      A    What's this in the name of?

18      Q    If you look at the top --

19      A    Yeah, because the -- it's based on the account.  I

20 have a Mozilo family trust is where all the assets are now in

21 Countrywide.  I believe that trust was in effect since 1988.

22 So I think what happened is when I opened the account at Bear

23 Stearns, I opened it up in my name. That's probably what it

24 was.  Then we put everything into the Mozilo family trust

25 account.  Let me give you some background here.
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68:1      Q    Sure

2      A    My account was at JP Morgan Chase. That's where I

3 did the first 10(b)(5)(1).  The individual who was handling

4 my account moved over to Bear Stearns and asked if he could

5 continue with this plan.  So we ultimately got everybody to

6 agree to move it over to Bear Stearns. I think when they

7 opened the account they just did it in a simple way and put

8 Angelo Mozilo. It had no legal meaning or anything else.

9 Eventually, everything -- this account was then merged into a

10 new account called Mozilo family trust May 12, 1988.

11      Q    Do you know when that happened, when the accounts

12 were merged?

13      A    I don't know.

14      Q    Would it have been some time after 2004?

15      A    Some time after December 2004.

16      Q    Okay.  Now this plan calls for selling a total of

17 5,428,964 shares of Countrywide stock, correct?

18      A    Of exercising, right, those options at that

19 exercised price and selling the shares.

20      Q    Did you have any role in drafting this plan?

21      A    No.

22      Q    Can you tell me why you entered into this

23 particular sales plan?

24      A    I think the document itself is explanatory.  If you

25 look at the expiration date of these options, they had to be
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69:1 sold before June 30, 2006 and 7/11/06 they expired and that

2 was the end of it.  Again, to try to create a sales plan

3 where a lot of stock is being dumped on the market at one

4 time that could create perceptions just weren't true, that it

5 was best that they do it over a period of time. That's why it

6 was done this way.

7      Q    Okay. So the purpose of this plan was just to sell

8 options that would have otherwise expired if they weren't

9 sold by July 11th?

10      A    Yeah, it would have expired and I would have been

11 forced to exercise and hold, pay the tax and hold.  Because

12 so many of my assets, the vast majority of my assets were in

13 Countrywide -- this was part of the planning process to

14 diversify into other assets.  The diversification was into

15 bonds.  I bought Federal Home Loan Bank and Federal Fund

16 Credit bonds.

17      Q    With the proceeds from the sales plan?

18      A    Correct.

19      Q    Did you have any role in drafting any part of this

20 document?

21      A    No.

22      Q    Do you know who did?

23      A    My recollection is this was a collaborative effort

24 between our legal department, John Connors and in this case

25 Bear Stearns. This is a Bear Stearns contract.  It's not a
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70:1 Countrywide contract or my contract. This is a contract that

2 is -- my understanding is created by a brokerage firm because

3 they're the ones that have to execute under the contract and

4 the contract has to be -- so it is their contract.

5      Q    So it's your understanding the terms of it, to the

6 extent they were -- let me back up and say do you know if any

7 of the terms of this were negotiated?

8      A    Of this contract I believe so because my

9 recollection was I was being told that there was a difference

10 in contract between what JP Morgan Chase had.  We used that

11 as the initial contracts.  We had no knowledge at that time

12 that Bear Stearns -- that elements of that JP Morgan contract

13 that were not acceptable to Bear Stearns, and that had to be

14 vetted out.  I had nothing to do with it.  They told me we

15 got it resolved and sign it.

16      Q    And that would have been resolved between the

17 representative from Bear Stearns, someone in the Countrywide

18 legal department and John Connor?

19      A    Correct.

20      Q    Do you know who in the Countrywide legal department

21 was negotiating on your behalf?

22      A    It would be Susan Bow and possibly Michael Udovic

23 possibly.

24      Q    As far back as 2004?

25      A    Do I think he was still here? Maybe he wasn't.

Countrywide - Testimony Taken in Investigation
MOZILO ANGELO - November 9, 2007 00:00:00 a.m. 

Page 70May 24, 2010 5:13 pm
SEC_ENF_FCIC_001043



71:1      Q    He may have actually been at the LA Times in 2004.

2      A    The LA Times?

3      Q    A long time ago.

4      A    He's a good guy.

5      Q    Let me just ask you a couple questions about the

6 document.  If you turn to the last three pages there are some

7 signatures, the page that has been Bates stamped ending in

8 13.

9      A    Yes, signature page.

10      Q    Is that your signature?

11      A    Yes, it is.

12      Q    Then if you turn to the very last page, the one

13 that's been Bates stamped ending in 15.  There's a signature

14 at the top of the page, employee signature.  Is that also

15 your signature?

16      A    That is my signature.

17      Q    Then there's an approval below that on behalf of

18 the company and I was wondering if you knew whose signature

19 that was?

20      A    No.

21      Q    It's not familiar to you as you sit here today?

22      A    No, I was going to say Sandy but it didn't look

23 like that. I don't know.

24      Q    When did you decide to enter into the December 29,

25 2004 10(b)(5)(1) plan?
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72:1      A    I don't know exactly.  It was a process between

2 John Connor and myself identifying which issues that I had to

3 address.  My guess is that process takes about 60 days from

4 the time discussing it to its produced.  30 to 60 days I

5 guess.

6      Q    Can you tell me in general how those discussions

7 go?  Does Mr. Connor just suggest to you some options that

8 are expiring and you give the go ahead to sell them or is it

9 more substantive than that?

10      A    Relative to this it's easy.  We have to do it.

11 Let's figure out how we want to spread it out so there's no

12 shocks to the market.  We have to file form fours.  Everybody

13 in the world knew this was under a plan because you have to

14 file that.  We're dealing with expiring options. Then the

15 conversation went more along the lines of financial planning

16 as to when I was retiring and what was our objectives when I

17 did retire and what cash flows would I need because my

18 compensation would change dramatically and what would my

19 savings throw off versus my SERP.  I have a SERP plan.  So it

20 was more of that.  All financial planning discussions.

21      Q    You said you had a SERP plan?

22      A    SERP.

23      Q    Can you spell that?

24      A    S-E-R-P.

25      Q    What does that stand for?
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73:1      A    It's a supplemental employee retirement plan that

2 came about as a result of the change in the tax law several

3 years ago where the retirement plans that companies had were

4 materially impacted by that tax law.  In order to bring

5 parity back to it, they created -- they call these

6 supplemental retirement plans which supplemented the initial

7 plan that got it back to where it's expected to perform under

8 the previous tax law. That's my recollection.  I'm not an

9 expert in it.  Basically for anybody's purposes of retirement

10 it's a pension plan.

11      Q    Let me just ask you a couple more questions about

12 the document specifically.  If you look at the first page of

13 Exhibit 6 there's a section V1 which reads for the record:

14 "As of the date on which seller executed this sales plan,

15 seller was not aware of any material non-public information

16 concerning the issuer or its securities.  Seller entered into

17 this sales plan in good faith and not as part of a plan or

18 scheme to evade compliance with the federal securities laws."

19 Do you see that?

20      A    I do.

21      Q    Did you read that when you entered into this plan?

22      A    I'd have to read it to know it.

23      Q    Was it in fact true that on December 29, 2004 you

24 were not in possession of any material non-public information

25 concerning Countrywide?
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74:1      A    No, I think as we go through this process, Lynn,

2 you'll find at all times I made sure that I knew of nothing

3 that was material the public didn't know and I followed the

4 procedure to the best of my knowledge, the black out periods

5 and all the required steps because the money was not

6 important to me.  My reputation is.

7           I started this company and my reputation was

8 paramount.  I didn't have to read this to know what my --

9 because all the preceding stuff, the black out periods you

10 had me go through. This was just a repeat of that. There's no

11 difference to me in establishing this plan, the rules I had

12 to comply with as if I was going to sell stock on that day.

13 I have the same rules apply.

14      Q    So in other words this language was true as of

15 December 29, 2004?

16      A    Correct.

17      Q    Okay.  There's another provision I just wanted --

18 there's actually two.  If you look at the bottom of the page

19 that's been marked 03 and the top of the page ending in 04,

20 there are some groups of shares identified there with a

21 strike price. It looks like on the page starting on 04 it

22 starts at group number two.  If you look at the page that's

23 identified at 02 there is no group number one.  I just was

24 wondering if you knew were aware of whether there was in fact

25 a group number one or whether this is just a typographical
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75:1 error?

2      A    Maybe there's a logic here that was put in here

3 that we don't understand. If you had -- they say group two is

4 a million shares.  Group three was a million. There's

5 4,248,964, right?  This is 4,000,000?

6      Q    You're missing a million shares.

7      A    I think it's either a typo or just an assumption.

8      Q    It's fine.  You just don't have an explanation for

9 it as you sit here today.  To your knowledge, this is the

10 actual plan that you entered into?

11      A    Yeah, it is.

12      Q    Okay.  Then one other thing on that page that ends

13 in 04, in the first full paragraph after the bullet points

14 there are some instructions with respect to how many shares

15 can be sold --

16      A    I just want to see because this kind of stuff

17 bothers me.  Let me see a second here.  Okay.  These are just

18 dates. I was just trying to see if something -- if there was

19 an assumption that one million was going to be exercised -- I

20 don't know.

21           MR. GREEN:  Lynn, I think it's a typo because we've

22 seen other copies that have group one.

23           THE WITNESS:  Other copies of the same.

24           MS. DEAN:  Let's go off the record for a second.

25           (Whereupon, a brief recess was taken.)
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76:1           MS. DEAN:  While we were off the record we had a

2 discussion about the document that was marked Exhibit 6 and

3 counsel represented that he may have seen other versions of

4 this, possibly unexecuted versions that did contain a group

5 one.  What I'd like to do is just ask counsel to take a look

6 at the files and just make sure that the version we have that

7 we think is the final executed version is in fact the final

8 executed version.  If we could just put in a request and

9 double check and make sure that this really is the final

10 version I'd appreciate it.

11           BY MS. DEAN:

12      Q    On the page that ends in 04, the first paragraph

13 after the bullet points there are some instructions with

14 respect to how many shares of stock that can be sold in a

15 particular day and how many can be sold in a particular

16 month.  Do you see that?

17      A    Yes.

18      Q    There's a limitation of 315,000 shares in any

19 particular calendar month.  Do you see that?

20      A    I do.

21      Q    What was the purpose of those limitations?

22      A    Again, my concern about spreading it out that I

23 didn't want anybody -- one of them was I didn't want to move

24 markets.  So it was related to the amount of shares, overall

25 shares of Countrywide traded on a given day, you know, I
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77:1 didn't have a particular bench mark of like five percent or

2 six percent, but I wanted to make sure it was not something

3 that would move a market and cause pain to some share

4 holders.

5           It was sort of trying to get those numbers and work

6 them out.  They'd suggest those guidelines in terms of we

7 don't think these would move markets.  They're within the

8 frame work of what could be sold in a given day based upon

9 the millions of shares that are traded.  I think that was

10 the -- I know that was the guiding light throughout all the

11 10(b)(5)(1)'s.  That was my reason for not selling it all at

12 once.

13           I could have sold it all at once.  I knew I was

14 going to be gone in 2006, or at least I thought I was, and so

15 I could have just go ahead and sold everything. I just didn't

16 think it was a prudent thing for a CEO to do.  In my own

17 personal opinion for what it's worth, I don't think a CEO

18 should sell them any other way but under a 10(b)(5)(1).

19      Q    Before you entered into this particular plan, I

20 know you talked about it with John Connors.  Did you talk to

21 anyone else about your decision to sell these shares?

22      A    No, I mean honestly I had conversations with legal

23 about the agreement and timing and that sort of thing but no,

24 in terms of this concept was fully developed by John. He's

25 really the font of all this information.  Again, I run
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78:1 Countrywide.  His responsibility is to make sure I'm okay.

2 Because of the comfort I had, I didn't pay any attention to

3 it.  He presented these things, sounded reasonable to me and

4 I did it.

5      Q    So in terms of process once you met with John and

6 decided you were going to exercise the options and sell,

7 would you then just instruct Susan Bow to undertake whatever

8 steps were necessary to get the plan put in order?

9      A    John and Susan together.  John was the one in

10 contact with Bear Stearns and JP Morgan. He just wanted to

11 make sure everything went okay.  I never had a conversation

12 with the brokerage house about it.

13      Q    Then one last question on this one.  Did you get

14 pre-clearance through Countrywide legal with respect to your

15 decision to enter into this plan?

16      A    Get their approval?

17      Q    Well, we talked earlier about the fact that there

18 was a pre-clearance policy that required you to vet your

19 decision through HR and you said you use to talk to legal

20 about it.

21      A    Yes, absolutely.

22      Q    So  you did follow that process?

23      A    In every single case I talked to Susan primarily.

24 Maybe in the early days it was Sandy.  I don't remember but

25 always with legal saying this is the plan.  Is there any
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79:1 reason why I cannot execute the plan. I know what I know but

2 I have to know what you know and I would get clearance with

3 them.  I'd say okay you have to clear that with John Connors

4 and make sure he understands it.  You'll get a call from the

5 brokerage firm who will ask you the same questions.  That's

6 the way it was done.  I might have or might not have got a

7 call from John Connors later on and say we're in motion. I

8 may have got a call.  I'm not sure.

9      Q    Okay thank you.  Let's mark this one as Exhibit 7.

10 Mr. Mozilo, I am now handing you what has been marked as

11 Exhibit 7.  It's a copy of a sales plan dated October 27,

12 2006 between Angelo Mozilo and Bear Stearns. It's been Bates

13 stamped CFC2007-00016 through 00030.  My first question is do

14 you recognize this document?

15                          (SEC Exhibit 7 was marked for

16                          identification.)

17      A    I do.

18      Q    What do you recognize it to be?

19      A    My 10(b)(5)(1) dated October 27, 2006 sales plan.

20      Q    Was this plan prepared for you in your capacity as

21 an individual?

22      A    Yes.

23      Q    Now this plan calls for a sale of a total 3,989,588

24 shares as identified on the first page.  Do you see that?

25      A    I do.
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80:1      Q    Why were you intending to exercise and sell these

2 particular shares in October 27, 2006?

3      A    Because I have a right to do that.  They're my

4 shares.

5      Q    Okay but was there some reason that you --

6      A    Yes, we began looking at -- I think at this time --

7 I had some inkling that I may be going beyond -- the contract

8 said I'd stay on as CEO to 2006 and as chairman 2009.  So in

9 trying to look at this thing and said okay how many options

10 do I have?  How many additional options are going to be

11 vesting?  Since my life is definitely over in 2009, what do I

12 want left over?  This is when I got into the $6,000,000,

13 $7,000,000 option stock.  That's when we began talking about

14 this.  Let's back up and say what would be reasonable now to

15 sell and he'd have this list.  He had these grants in 2001.

16 They're expiring.  10 year options.

17           Let's begin including those in there even though

18 they're not expiring because of this plan that we have

19 financial plan and diversify your assets.  I said great.  It

20 was okay how many shares.  There was nothing scientific about

21 this except try to do it in a manner which was not going to

22 disturb the markets. I could have sold everything.

23 Everything was vested. I could have sold it that day.  The

24 day I filed this I could have sold 20,000,000 shares and

25 chose not to.  One, I believe I had a responsibility to my
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81:1 share holders and secondly, I believe the future of the

2 company was fantastic.  I had to think about my family and

3 that was it.  There was nothing scientific about this.

4      Q    Okay.  So at some point prior to entering into this

5 particular savings -- sorry this particular sales plan, you

6 had a conversation with John Connor in which you made the

7 strategic decision that you wanted to divest yourself of any

8 shares in excess of 7,000,000 in Countrywide, correct?

9      A    Yeah, around six or seven million.

10      Q    The point of that is you were getting close to

11 retirement and you were just essentially trying to diversify,

12 correct?

13      A    I was going to die.  The preference is you never

14 exercise an option by the share holders and you die. That's

15 the preference.  Any time you do this, you know, the point

16 being look -- as I explained to counsel this morning and they

17 didn't like the story. The fact is if the company had not

18 performed, if I had not made any money, I would not be

19 sitting here.  That's about how much money the company made,

20 how much money I made. That's what this is about.

21           So the company had done extremely well.  I think

22 it's important that you understand this is Fortune did an

23 article Countrywide stock went up 25,000 percent in the first

24 25 years.  Just this year USA Today rated Countrywide the

25 11th best stock in the 25 years that USA has been in
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82:1 existence.  Better than Microsoft.  Better than Warren

2 Buffett.  Better than all these companies and eight times

3 earnings.  92 percent of my compensation all of this time was

4 based on performance.

5           I wasn't given anything. It was based on stock

6 options that had given me the strike price at the time,

7 whatever the value was at the time, and bonuses if I hit

8 certain thresholds. I happen to be fortunate to come where I

9 came from, to have a company that did so well, to surround

10 myself with some great young people and in a business that

11 did very well for a long period of time.  So that's the whole

12 framework here.

13           Against that back drop they're saying this is what

14 we believe.  Now, of course, this has changed because the

15 stock went from 46 to 12, right.  So this all has to be

16 looked at again.  These options are under water now today.  I

17 could have sold them at $45.00 a share.  I didn't because I

18 really believe in the company as I still do. I still believe

19 in the company and I think the company's fortunes will return

20 one day. That was my motivation of doing it. I tried to do it

21 in an orderly responsible way.  That's what drove all it.

22           By the way, I want to correct something. Do you see

23 this Angelo Mozilo, what this was was this, that what Bear

24 Stearns decided to do was to simplify the process. This was

25 them, not me, to open accounts simply in the name of Angelo
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83:1 Mozilo.  Immediately funds went into the account and they

2 swept it out into the Mozilo family trust account. So I think

3 it's too even today.

4      Q    So to the extent that you -- in terms of the

5 general operation of these plans, you would have to deposit

6 the shares from the trust account into an account for the

7 purposes of --

8      A    No, I think the way it worked was that the company

9 would take the options and -- the funds -- the company

10 would -- the sales would take place.  The company would

11 immediately extract.  The company extracted taxes, state and

12 federal taxes and the strike price, the $9.00 a share.  The

13 net of that was transferred into the Angelo Mozilo account.

14 Then those funds were swept into the Mozilo family trust

15 account. I think that's how it worked.

16      Q    Okay.  When did you -- prior to entering into this

17 October plan -- I'm sorry.  At some time between the sales

18 plan that was dated December 29, 2004 and this October 27,

19 2006 plan, you had the conversation that you discussed with

20 Mr. Connor where you talked about wanting to liquidate some

21 of your shares and get down to this $7,000,000 figure.  Do

22 you know when that conversation took place?

23      A    It was over a long period of time. It was a

24 constant conversation.  I kept on questioning in terms of

25 where am I going to be financially.  You've got to remember
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84:1 initially I was gone by 2006 and now I was at the point where

2 maybe I wasn't going to be gone by 2006.  So the whole

3 process began changing.  Then I don't know when we came up

4 with this six or seven million shares and that sort of became

5 our bogey.

6           In terms of actual shares it's way over that now

7 because with the contract that was entered into December in

8 '06.  When it came to light in February '07 as to what all

9 this meant in terms of the new shares I was getting.  It went

10 way above that.  We started thinking about what we were going

11 to do next.  That's how that February amendment came in

12 because the contract in December which was taking a while to

13 negotiate created 30,000 additional SARS and so that added to

14 that.

15           At that time the stock was $40.00 some odd dollars

16 a share.  So it was a huge amount of money.  We have to start

17 accelerating this because the December plan doesn't work now.

18 So the February amendment was to try to get that down.  It

19 didn't get it down to where -- it was still way above that.

20 That is sort of the process of the way it took place. I

21 wasn't paying attention to it.

22      Q    Let me just sort of unpack that a little bit. I

23 think I followed it but I want to make sure it's clear for

24 the record.  In summer of '06, your contract with Countrywide

25 was renegotiated or finalized in a sense, correct?

Countrywide - Testimony Taken in Investigation
MOZILO ANGELO - November 9, 2007 00:00:00 a.m. 

Page 84May 24, 2010 5:13 pm
SEC_ENF_FCIC_001057



85:1      A    Yeah, some time in December I believe.

2      Q    And that changed your expiration date, if you will,

3 from '06 to 2009, correct?

4      A    Correct.

5      Q    So you now have a contract with Countrywide that

6 runs through December 2009?

7      A    Correct.

8      Q    As part of that contract negotiation, you received

9 additional options?

10      A    Not options.  I think they got away from options.

11 Again it's not an area of focus but I believe this is my

12 memory that they no longer wanted options because they were

13 very concerned about this whole back dating issue and said we

14 don't want anymore options.  They gave me I believe their

15 SARS or restricted stock.

16           If I stayed the first year and have certain

17 performance -- half is performance and half is just staying.

18 For the first year I get 10,000 and next year if I stayed I'd

19 get 10,000.  I get half if I stay, 5,000 shares if I stay and

20 5,000 if I perform.  I think it's 30,000 if I stayed until

21 2009 and performed.

22      Q    When you entered into the option sales plan --

23 strike that.  When you entered into the 10(b)(5)(1) sales

24 plan dated October 27, '06 that's been marked as Exhibit 7,

25 did you know that you weren't going to receive additional --
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86:1      A    No.

2      Q    Rights to Countrywide stock in December of '06?

3      A    No.

4      Q    When did you know that?  When did you first know

5 that?

6      A    I think I knew it in December.  We were still

7 negotiating in December because I had substantially reduced

8 the whole package going in for the next three years. I felt I

9 just wanted to take the company through a transition.  I felt

10 that I was okay and that I wanted something very real.  So I

11 reduced my base salary by a million dollars.  I reduced the

12 whole compensation package in terms of bonuses and that sort

13 of thing significantly.  100 percent performance based.  High

14 hurdles.  My objective there was to really -- I had the board

15 prepared to have me out of there by December and it didn't

16 work. I felt responsible for it, at least for part of it.

17 Therefore, I negotiated a pretty easy contract for them.

18      Q    So at some point in December of '06 you know that

19 you're going to get some additional shares that you're going

20 to invest over time through the end of 2009. Is that what

21 prompted you to enter into the December 12, 2006 plan or was

22 that a function --

23      A    No.

24      Q    Of just options --

25      A    I didn't know December 12th.  It was just options
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87:1 expiring.

2      Q    Okay.

3      A    I think it was -- again, I'm not sure this took

4 place but it was some time in January I think that I got a

5 call from John Connor and said you know, we had this set up.

6 We had this other stuff now.

7           We should really take another look at it and try to

8 accelerate this thing because we're going to be way over what

9 you want to do and you're going to have a big stake in this

10 company long before you lose control, long after you lose

11 control and I said okay.  He came in with a suggestion and I

12 said fine.  Let's do it.

13      Q    I'm just trying to establish the chronology here.

14 So everything you've said has been very helpful.  You know at

15 some point in December that you're going to get some

16 additional shares and it wasn't until January that you had

17 the conversation with Mr. Connor --

18      A    I didn't know what I was going to get in December.

19 I was still negotiating.  This was a last minute deal.  I

20 don't believe I knew anything -- I can tell you at a certain

21 point in December -- I don't know when he signed the

22 contract. When did he sign it?  Do you know?

23           MR. PASTUSZENSKI:  The third week?

24           BY MS. DEAN:

25      Q    The third week of December?
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88:1      A    Yeah, so whenever I signed it that's when I knew

2 but I wasn't paying attention to the bogey part.  It was

3 right at the end of December.  So I didn't know.

4      Q    So now you do know.

5      A    The fact is I didn't even know I was going to sign.

6      Q    But you do in the third week of December.  So now

7 in January you have a conversation with Mr. Connor --

8      A    I believe it's in January.  These are just guesses.

9           THE REPORTER:  You need to let one another finish

10 please.

11           BY MS. DEAN:

12      Q    Yeah, I appreciate that you're trying to get the

13 story out.  At some point after you signed the new contract

14 in December of '06, Mr. Connor apparently realized, even if

15 you didn't, that you are now going to be in possession of

16 rights of a lot more shares of stock, correct?

17      A    Correct.

18      Q    At that point he contacts you you think in January

19 and that's when you decided to amend the December sales plan

20 and that amendment went effective February 2nd. Is that

21 correct?

22      A    That's correct to the best of my knowledge.

23      Q    At the point of that amendment -- strike that.

24           MS. DEAN:  Counsel, do you need to confer with the

25 witness?
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89:1           MR. MCLUCAS:  Yeah, I was just going to mention

2 talking for one moment.

3           MS. DEAN:  Okay.  Let's go off the record.

4           (Whereupon, a brief recess was taken.)

5           BY MS. DEAN:

6      Q    Before we went off the record, we were just talking

7 generally the sequence of events from October of '06 to

8 February with respect to your 10(b)(5)(1) plans. I think we

9 got the chronology out, that you signed a new contract in

10 December which is what prompted you to modify the December

11 plan in February, correct?

12      A    That's correct.

13      Q    I just want to sort of take you through some of

14 these documents now just to have you authenticate them which

15 I know is a tedious process but that's the only reason I'm

16 sticking them in front of you.

17      A    Lynn, can I just interrupt you for a minute and get

18 through this background.  There were two other factors. While

19 we were going through this knowing that this is sort of

20 through the year of 2006, knowing that my cash flow had

21 changed dramatically and also the fact that I was retiring.

22 My wife and I were planning on finding places to live.

23           We began a process of identifying three places

24 where we wanted to live. One is in Santa Barbara where she

25 wanted to retire and spend the rest of our lives and one was
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90:1 in the desert because Santa Barbara is not so great during

2 the winter, and the third was try to be close to our children

3 in Pasadena.

4           So cash flow became an issue as to what we were

5 doing.  So part of this planning process was also to make

6 certain that I had a supplement of income.  Now I have a lot

7 of money but that's my savings and it's cultural and I don't

8 ever want to touch my savings.  My wife will live to a 105

9 hopefully and I want her to have enough money and my kids to

10 have money.

11           So I don't want to touch it. Part of this process

12 was to make sure I had continuous cash flows because we did

13 buy three houses. The end result was a tremendous expense and

14 required enormous cash flow.  So cash flow was part of it.

15 The other part of it was one of the directors came to me one

16 day, Bob Donato, and said Angelo, you have too many shares in

17 this company.  You're over weighted in the company and you

18 have to start -- in my opinion he was a stock guy.  He ran

19 Paine Webber's operation here in Los Angeles.  He said I

20 recommend that you start accelerating because you're going to

21 be gone by 2009 and you should accelerate. I said okay I

22 appreciate that.

23           That had some influence on me as I went through the

24 process. So those were the -- cash flow and I just wanted to

25 get that out for the record.
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91:1      Q    Okay.  When did you have that conversation with Bob

2 Donato?

3      A    I believe it was in -- because he knows about the

4 SEC and he said Angelo I was the one who told you to

5 accelerate this. It was either around the negotiation with

6 the contract in December or right after the negotiations. I'm

7 not sure.  It was around that time frame.

8      Q    I just want to be clear.  Did you contact Mr.

9 Connor and suggest that you need to accelerate your sales or

10 did Mr. Connor contact you?

11      A    As I said before, he contacted me.

12      Q    But when he contacted you, you had already had this

13 conversation with Mr. Donato and that was a factor in your

14 decision making?

15      A    Yeah, I think it was in the back of my mind. It was

16 not that I would be guided particularly by him but this was

17 sort of a unique situation and validated what Connors was

18 telling me.

19      Q    Okay.  I think we covered this.  You didn't have

20 any role in drafting Exhibit 7, correct?

21      A    No.

22      Q    And it was drafted on your behalf.  To the extent

23 it was negotiated at all, it would have been done by the

24 Countrywide legal department, correct?

25      A    That's correct.
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92:1      Q    Is that your signature on the page that's Bates

2 stamped ending in 29?

3      A    Yes, it is.

4      Q    You know there's a gap between this sales plan

5 which started on October 27, 2006 and the prior sales plan

6 which actually ended in May of 2006.

7      A    Correct.

8      Q    Can you explain to me why that gap existed?

9      A    Yes.

10      Q    What happened there?

11      A    What happened there it was an indication.  I had a

12 succession plan in place.  A fellow that worked for me for 20

13 years was -- over the years I had not officially designated

14 him but I thought he was the person that succeeding me. He

15 was the former CFO and I had made him president COO. He came

16 to me as a very young man.  He was a CPA auditor.

17           Around that period of time or a month before, maybe

18 even a couple of months before, there was an indication that

19 there may be a problem.  Whether or not he really wanted to

20 succeed me was a shock to me so we tried to work through

21 that.  To me that was material.  It was not public because I

22 didn't know where it was going to end up.  It started with me

23 and then it was really to the board.  The board to make the

24 determination was that they really wanted him as my successor

25 based upon some of the things that he wanted as my successor.
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93:1           So all that negotiation was going on between the

2 board and him, but I knew there were issues.  I knew of some

3 of them but not all of them.  So I just felt it was not

4 appropriate time until such time as we made a decision that

5 that succession plan was going to work or not work.  So I

6 didn't enter into the plan until we went public with the fact

7 that he was terminated.

8      Q    Okay.

9      A    That was the gap or otherwise I would have just

10 continued on.

11      Q    When you decided to enter into this October 27,

12 2006 sales plan, did you discuss it with anyone other than

13 John Connor or the Countrywide legal department?

14      A    No.

15      Q    Did you pre clear this plan with Countrywide legal

16 department?

17      A    I did.

18      Q    Did you receive drafts of this sales plan?

19      A    I don't believe so. I mean it's possible but I

20 don't recall that.  It became quite perfunctory so I mean

21 they were all the same.  The only thing I may have said is I

22 may have had a conversation with John validating these are

23 the grants we want to include but that's about it.

24      Q    Who is Jerry Healy?

25      A    Jerry Healy was in the HR department in benefits. I
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94:1 think Becky Bailey replaced him.

2      Q    Who is Kristina Fink?

3      A    I have no idea.

4      Q    So you've never met her and you never discussed

5 your 10(b)(5)(1) plan with her?

6      A    No.

7      Q    The language that we talked about with respect to

8 the prior plan in section (b)(1) that the seller is not aware

9 of any material non-public information.  That language is

10 also present in Exhibit 7.  Was that language true as of the

11 date that you signed the document?

12      A    It was true that I had no knowledge.

13      Q    Okay.  At the time that you entered into your sales

14 plan on October 27, 2006, did you have any reason to believe

15 that Countrywide's share price would increase between October

16 27, 2006 and October 12, 2007?

17      A    No.

18      Q    At the time you entered into the sales plan, did

19 you have any reason to believe that Countrywide's share price

20 would decrease between October 26, 2006 and October 12, 2007?

21      A    No, that was never in my mind.  The purpose of

22 these plans was financial planning.

23      Q    So this particular plan, this October 27, 2006

24 plan, was simply the result of financial planning and not

25 based on any information that you might have had about
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95:1 Countrywide's future performance?

2      A    That's correct. That's the first opportunity we had

3 to start again to continue the plan.  We had to stop for a

4 long period of time.

5      Q    This plan like the other plan had a limitation on

6 the number of shares that can be sold in a particular month.

7 At the page that's been Bates stamped 19, there's an

8 indication that only 315,000 shares can be sold underneath

9 one calendar month.  Can you tell me what the reason for that

10 limitation was?

11      A    Again, our best guess is if you want to use a

12 monitor on it the monitor was the number of shares being

13 traded per day overall and this would not impact and move a

14 market.  It was within that frame work.  Could it have been

15 200,000 more?  Sure it could have been but I just try to keep

16 it within a --

17      Q    Keep it within a?

18      A    Within the frame work where it would not move

19 markets.

20      Q    Let's mark this as Exhibit 8.  Mr. Mozilo, I'm

21 handing you what has now been marked as Exhibit 8 which is an

22 e-mail string.  The e-mail at the top of the string, the most

23 recent e-mail is between Kristina Fink and Jerry Healy and

24 it's dated October 19, 2006 at 7:22 a.m.

25           There's several embedded e-mails and the last one
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96:1 in this string is dated October 18, 2006 at 12:11 p.m.

2 between Jerry Healy and Kristina Fink. The Bates stamp on

3 this are CFC2007-00309 through 00313.  Now Mr. Mozilo, I know

4 that you've never actually seen these documents before but I

5 just wanted to ask you a couple of questions about the

6 content.  On the top e-mail the one that's dated October 19,

7 2006 between Kristina Fink and Jerry Healy, there is a

8 reference in the first paragraph that reads: "Now we are

9 waiting to hear back from Angelo.  If it is okay with the

10 draft as is, I will contact you to conduct due diligence

11 prior to sending out a signature copy.  If he makes some

12 changes, I will send you another draft for your review."  Do

13 you see that?

14                               (SEC Exhibit 8 was marked for

15                               identification.)

16      A    Uh-huh. I see a misspelling.

17      Q    Yes, I think it was if he is okay.

18      A    No.

19      Q    What's the misspelling?

20      A    Form instead of from.  She may have been focused on

21 something else.

22      Q    Does this particular language refresh your

23 recollection in any way as to whether or not you may have

24 reviewed drafts of your October 27, 2006 10(b)(5)(1) plan?

25      A    No.
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97:1      Q    So as you sit here today, you just don't remember

2 that you actually did or didn't review it?

3      A    No, I would only assume that this went back to John

4 for his review. Again, I was guided by him. I don't even know

5 what changes they're talking about.

6      Q    Okay.  There's also -- just out of curiosity here

7 there's -- never mind.  Strike that.  On the page that --

8      A    If you look at Kink I think Kink works for Bear

9 Stearns.

10      Q    Right.  You mean Fink?

11      A    Fink rather.

12      Q    Yeah.  But you've never had any discussions with

13 Kristina Fink, correct?

14      A    Correct.

15      Q    And you've never received any e-mail from her to

16 your knowledge?

17      A    No.

18      Q    If you look at the two pages that are Bates stamped

19 ending 310 and 311, the e-mail that's on page 311 was

20 apparently sent on October 18th at 2:09 p.m.  The reference

21 is on the bottom of the prior page.  It looks like it's an e-

22 mail from Kristina Fink to Jerry Healy.  Do you see the one

23 I'm talking about?

24      A    This is 310?

25      Q    If you look at the very bottom of 310, there's an
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98:1 e-mail from Kristina Fink to Jerry Healy on October 18th at

2 2:09 p.m. and then the text of the e-mail is on 311.

3      A    It says I don't see it.  Adam has agreed?

4      Q    No, no, there's a header which is kind of cut off

5 from the e-mail and if you turn to the next page the body of

6 the e-mail is right there.  Is there language that states --

7 do you see that?

8      A    Is there language that states it will be filed

9 quarterly within the plan.

10      Q    Okay.  My apologies. I should really refer you to

11 one e-mail down, the one that's on that same page 311 on

12 October 18, 2006 at 4:49.  Do you see that e-mail?

13      A    Uh-huh.

14      Q    It reads: "This is fine.  I believe we had agreed

15 that form 144 would be filed with each exercise rather than

16 quarterly."  Do you see that?

17      A    Uh-huh.  Yes, I do.

18      Q    Then the e-mail above it reads: "Is there language

19 that states it will be filed quarterly within the plan?"  Do

20 you see that?

21      A    I see that.

22      Q    Then in the response to that e-mail which is from

23 Jerry Healy at Countrywide to Kristina Fink on October 18,

24 2006 at 5:23 p.m.  Do you see that?

25      A    Is that on 311?
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99:1      Q    It's on page 310.

2      A    Okay.

3      Q    It reads: "I don't see it.  Adam had agreed it was

4 better not to disclose at one time in one place the large

5 number of shares involved."  Do you see that?

6      A    I see that.

7      Q    So there's a discussion here about whether or not

8 the form 144 is going to be filed with each exercise of the

9 options or whether it's going to be filed quarterly.

10      A    Right.

11      Q    Then Jerry Healy's position is that Adam had agreed

12 that it was better not to disclose all the sales at one time.

13 Do you see that?

14      A    I do.

15      Q    Do you know why --

16      A    I have no idea. I never even knew this discussion

17 went on.

18      Q    Okay so you have no idea why this issue was being

19 discussed and you don't know why Adam would have agreed that

20 it was better not to disclose the --

21      A    I have no idea.

22      Q    Wait let me finish.

23      A    Okay.

24      Q    You have no idea why Adam would have suggested it

25 was better not to disclose all the sales at one time?
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100:1      A    No, I don't know what difference it would make.

2      Q    Who is Gilbert Szito?

3      A    I have no idea.

4      Q    Let's mark as Exhibit 9 a copy of another e-mail

5 string with an attached draft of the 10(b)(5)(1) plan.  Mr.

6 Mozilo, I am now handing you what's been marked as Exhibit 9.

7 For the record, it's an e-mail string between Kristina Fink,

8 Susan Bow, Adam Gelchich, Jerry Healy and Linda Lundquist

9 dated October 26, 2007 at 9:45 a.m. with an attached draft of

10 the 10(b)(5)(1) sales plan.

11           The Bates stamped numbers are CFC2007-00388 through

12 00403.  I know that you're not copied on this e-mail

13 exchange, but I wanted to ask you about the reference on the

14 first page.  Underneath the e-mail from Susan Bow to Kristina

15 Fink and Adam Gelcich.  Do you see that?

16                          (SEC Exhibit 9 was marked for

17                          identification.)

18      A    Mr. Mozilo would like to make a change?

19      Q    Yes, for the record I'll just read it into the

20 record. It reads: "Angelo Mozilo would like to make a change

21 for his proposed 10(b)(5)(1) plan.  He would like to increase

22 the daily sale amount from 52,500 shares to 70,000 shares."

23 Do you recall asking that your 10(b)(5)(1) plan be changed to

24 increase the number of shares that could be sold daily?

25      A    I don't recall doing it but if it says it here I
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101:1 did it and asked for it I guess.  Was this executed do you

2 know?  Was it done?

3      Q    Yes, actually.  If you look at the final version of

4 the 10(b)(5)(1) plan for October 27, 2006 at page 00019, the

5 limit order is for 70,000 shares.

6      A    So this was not for amending the plan.  As it was

7 going through the process -- again I would assume what was

8 happening here we were going through this cash flow issue and

9 what was going to happen when I left. It was all a bi product

10 of that. It was nothing else but a conversation piece with

11 John Connors as to where we should be.  This may be prompted

12 by him. I'm not sure.

13      Q    Just for the record you said cash flow issue.

14 You're not talking about a Countrywide cash flow issues,

15 you're talking about a cash flow you identified as to your

16 own retirement, correct?

17      A    Me personally. This doesn't effect Countrywide.

18 What this does is improve Countrywide's cash flow issues.

19      Q    How so?

20      A    Okay.  That's why I was always against getting

21 restricted stock and wanted options.  Here's the reason. I

22 exercised that option -- let's say $9.62.  That $9.62 goes

23 right to the company. That's new capital. That's retained

24 capital by them. That increases their capital. It's a tax

25 deduction because it's ordinary income to me. They get a tax
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102:1 deduction from compensation from me so it helps the

2 financials and then I get the balance.

3           So it's a great form of increasing cash flow and

4 increasing capital in the company. That's why options are so

5 valuable to the company. One it's an incentive because if you

6 don't get it up there nothing happens plus they get

7 tremendous financial benefits from this.

8      Q    This particular change I'll represent to you,

9 although you're welcome to look back at the actual plan, it

10 didn't increase the number of shares that were sold. It just

11 accelerated the sale.

12      A    I see.

13      Q    So the number of shares remain constant and the

14 daily volume went from 52,500 to 70,000.

15      A    The only thing I would say relative to that is that

16 Countrywide -- the number of Countrywide shares being traded

17 every day kept on increasing dramatically.  So the concern

18 about moving markets -- I think it was a conversation between

19 John and myself.  Say look Angelo, you shouldn't be worried

20 about this anymore because you can really sell more. It may

21 have been out of that. I'm not sure.

22      Q    Okay. So just so I understand. What you're saying

23 is you think that at the time you were contemplating entering

24 into this plan, 70,000 shares was not enough to move the

25 market in terms of daily volume of Countrywide at the time?
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103:1      A    No.

2      Q    There's one other thing in here that I wanted to

3 ask you about.  That same paragraph that starts Angelo

4 Mozilo, the last sentence reads: "If you could make the

5 changes today and get a revised draft to me I would

6 appreciate it as Angelo would like to be able to execute the

7 agreements tomorrow after our black out list."  Do you see

8 that?

9      A    Yes.

10      Q    Do you recall having a conversation with Susan Bow

11 about wanting to get this plan into place as soon as the

12 black out period lifted?

13      A    What I always wanted to do was right after the

14 black out because the next day something could happen that I

15 would know about and nobody else would know about.  So the

16 information out to the public.  Black out period lifts.  I

17 want to do it. I don't want any time to go by where something

18 of substance could happen where I can disturb this whole

19 process.  So that's basically -- I don't know if that was the

20 pattern in all of them but it was pretty soon after the black

21 out period.

22           MR. MCLUCAS:  When you say anything could happen,

23 that is something would happen that would amount to material

24 non-public information notwithstanding the black out lifted

25 you couldn't sell?
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104:1           THE WITNESS:  That's right. I couldn't sell.

2           BY MS. DEAN:

3      Q    That was the question I was going to ask.

4      A    I wouldn't sell. If I knew anything even if it was

5 two hours after the black out period was lifted and I knew

6 something, I wouldn't sell.

7      Q    So the idea was to get the plan in place, executed

8 before you came into possession of any information that would

9 make it impossible to execute?

10      A    Yes, that's the purpose of it.

11      Q    Okay.  Let's mark as Exhibit 10 a September 27,

12 2006 memorandum from Becky Bailey to a distribution list.

13 For the record it's Bates stamped number CFC2007-00102-00103.

14 Mr. Mozilo, have you ever seen what has now been marked as

15 Exhibit 10?

16                          (SEC Exhibit 10 was marked for

17                          identification.)

18      A    I'm sure it passed over my desk and I looked at it.

19      Q    If you look at the second page, you're the first

20 person identified on the distribution list, correct?

21      A    Yes.

22      Q    You don't specifically recall it but you have no

23 reason to believe you didn't see it?

24      A    That's correct.

25      Q    You were aware in October of 2006 that when you
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105:1 were negotiating your 10(b)(5)(1) plan that you were in a

2 black out period, correct?

3      A    That's correct.

4      Q    Okay.

5           MS. DEAN:  Let's go off the record.

6           (Whereupon, a brief recess was taken.)

7           MS. DEAN:  We are back on the record at 1:10 p.m.

8           BY MS. DEAN:

9      Q    I'd like to mark the next exhibit in order a copy

10 of another October 27, 2006 sales plan.  This one is Bate

11 stamped numbers CFC2007-00031 through 00038.  So Mr. Mozilo,

12 I've now handed you what has been marked as Exhibit 11 which

13 is the sales plan that I just identified for the record.

14 Have you ever seen this document before?

15                          (SEC Exhibit 11 was marked for

16                          identification.)

17      A    I'm sure I did.

18      Q    Okay.

19      A    This is foundation.

20      Q    Actually, that was going to be my question to you.

21 If you look at the very first paragraph here, the parties are

22 identified as:  the seller is the Mozilo family foundation

23 and the other party is JP Morgan Securities.  What is the

24 Mozilo family foundation?

25      A    It's a charitable foundation that I established a
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106:1 lot of years ago.  It's a vehicle by which my family gives

2 away money to charities.

3      Q    If you look on the first page of Exhibit 11

4 underneath the recitals, the second paragraph indicates that

5 the seller desires to sell 91,999 shares of stock. Do you see

6 that?

7      A    I do.

8      Q    How did the Mozilo family foundation come to be in

9 possession of 91,999 shares of stock?

10      A    I donated it.

11      Q    Okay.  Was there a particular purpose for which

12 this plan was set up on October 27th?

13      A    I think two reasons.  One is very clear.  I need

14 liquidity.  I don't give away stock to charities. I give away

15 cash. I wanted to liquify so I would have cash. I think out

16 of that account comes a couple million dollars a year to

17 various charities.  Second was I think the overall issue of

18 having such a concentration particularly in a foundation of a

19 single company.  It was thought that I should diversify the

20 investments in the foundation.

21      Q    Do you know what happened to the proceeds of the

22 stock sales under this particular plan?

23      A    It stayed in the foundation.

24      Q    It stayed in the foundation?

25      A    And was distributed over time.  It's probably all
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107:1 gone now in terms of cash.

2      Q    Okay.  So you liquidated the shares and left the

3 cash with the foundation and then disbursed the cash from the

4 foundation?

5      A    Yeah, I don't know if all the cash is gone but a

6 big portion of it is.

7      Q    Did you have any role in drafting what's been

8 marked as Exhibit 11?

9      A    No.

10      Q    Is the signature on the page that's been Bates

11 stamped 00027 your signature?

12      A    Yes.

13      Q    Did you pre-clear this plan through Countrywide

14 legal?

15      A    I did.

16      Q    Do you know who negotiated this plan to the extent

17 it was negotiated?

18      A    Negotiated?

19      Q    Let me ask the foundational question.  Do you know

20 if this plan was the product of negotiation between Mozilo

21 family foundation and JP Morgan Securities?

22      A    I would say it was a by product of John Connors,

23 me, JP Morgan and Susan Bow.  Those are the parties.

24      Q    So those would have been the parties to the

25 negotiation.  Do you know if you received drafts of this

Countrywide - Testimony Taken in Investigation
MOZILO ANGELO - November 9, 2007 00:00:00 a.m. 

Page 107May 24, 2010 5:13 pm
SEC_ENF_FCIC_001080



108:1 plan?

2      A    I'm not aware of it.  I don't remember if I did or

3 didn't.

4      Q    Did you discuss this plan with John Connors before

5 initiating it?

6      A    I did.

7      Q    What was the substance of that discussion?

8      A    I needed liquidity because I knew I was going to be

9 giving a substantial money away in December.  In December is

10 when I begin disbursing out of the commitments we've made to

11 the various institutions, hospitals and educational

12 facilities.  October was a good time to do it.  I couldn't do

13 it any time after that in that same year and the

14 diversification issue. That was my discussion with John.

15      Q    So basically the same reasons that you cited for

16 the other October 27th plan?

17      A    Yeah.

18      Q    Do you know John Connors' e-mail?

19      A    Yes.

20      Q    Is it jconnors@acco.com?

21      A    Correct.

22      Q    And AYCO is A-Y-C-O.

23      A    Correct.

24      Q    Has that changed since they were acquired by

25 Goldman Sacks?
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109:1      A    No, I use the same e-mail.

2      Q    AYCO use to be Arthur Young and Company?

3      A    It was one of those consulting things.  Arthur

4 Young and then they had to get rid of it.  They're based in

5 Albany.

6      Q    Once you decided to enter into this sales plan on

7 behalf of the foundation, did you discuss it with anyone

8 other than Susan Bow or John Connors?

9      A    No.

10      Q    I think I may have asked this.  I'm sorry.  Did you

11 pre-clear it through Countrywide legal?

12      A    I did.

13      Q    At the time that you entered into the sales plan

14 that's been marked as Exhibit 11, did you have any reason to

15 believe that Countrywide share price would increase between

16 October 27, 2006 and November 21, 2006?

17      A    No.

18      Q    At the time that you entered into this plan, did

19 you have any reason to believe that Countrywide share price

20 would decrease between October 27, 2006 and November 21,

21 2006?

22      A    No.

23      Q    Were you in possession of any material non-public

24 information at the time you initiated this plan?

25      A    No, I wasn't.
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110:1      Q    Let's mark as Exhibit 12 another sales plan.

2 Exhibit 12 is a sales plan dated November 13, 2006.  The

3 seller here is identified as the Mozilo living trust dated

4 May 12, 1988.  The Bate stamp numbers are CFC2007-00039

5 through 00046.  I've now handed you Exhibit 12.  Mr. Mozilo,

6 do you recognize this document?

7                          (SEC Exhibit 12 was marked for

8                          identification.)

9      A    I recognize the document itself but I'm confused by

10 this date.  Did we ever go over this one?  I don't remember

11 this one.  I didn't think I had anything more left in JP

12 Morgan.

13      Q    So --

14      A    Is this one we did?  I recognize it.  I don't

15 remember it.  100,000 shares?

16      Q    Right.  As you sit here today do you have any

17 reason to doubt that you did in fact sign a sales plan dated

18 November 13, 2006 on behalf of the Mozilo living trust?

19      A    Well, there's no signature page here.

20      Q    Right.  I'm just asking.

21      A    Can I just think a second?

22      Q    Sure.

23      A    This one I just don't recall. I just don't recall.

24      Q    Actually, you asked me about a signature. If you

25 look at the page that's Bates stamped ending in 45 which is
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111:1 the second to last page there is a signature block there for

2 Angelo Mozilo.  Is that your signature?

3      A    Yeah, that's my signature.  I did it.

4      Q    So you don't have any independent recollection of

5 this but you have no reason to believe --

6      A    Yeah, that's right.

7      Q    Let me finish the question.  You don't have any

8 independent recollection of Exhibit 12 but you have no reason

9 to believe that it's not in fact your November 13, 2006 sales

10 plan on behalf of the Mozilo living trust?

11      A    Correct.

12      Q    How did the Mozilo living trust come to own 100,000

13 shares of Countrywide stock?

14      A    I have no idea.

15      Q    Do you know why you entered into this particular

16 sales plan?

17      A    I don't remember.

18      Q    I think these are all going to be I don't know but

19 let's just run through them.  Did you have any role in

20 drafting Exhibit 12?

21      A    No.

22      Q    Do you recall when you decided to enter into this

23 plan?

24      A    No.

25      Q    Did you ever discuss this plan with anyone?
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112:1      A    This plan would not have been executed without me

2 discussing it with John Connors.

3      Q    To your knowledge, was this plan pre-cleared

4 through Countrywide legal?

5      A    Yes, I'm sure it was.  Every plan I did was cleared

6 through them.

7      Q    So you don't have any independent recollection of

8 it but you know that it was your practice do that, correct?

9      A    Correct.

10      Q    Okay.

11      A    Susan Bow signed it on 11/13 the same day.

12      Q    So you're referring there to Susan Bow's signature

13 on --

14      A    On 45.

15      Q    Let me just finish that.  You're referring to Susan

16 Bow's signature on the page that ends in Bates stamp number

17 45, correct?

18      A    Yes.

19      Q    And that leads you to believe that Countrywide

20 legal had in fact pre-cleared the plan, right?

21      A    That's correct.

22      Q    At the time that you entered into this November 13,

23 2006 sales plan, did you have any reason to believe that

24 Countrywide's share price would increase between October 27,

25 2006 and December 4, 2006?
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113:1      A    No.

2      Q    At the time that you entered into this sales plan,

3 did you have any reason to believe that Countrywide's share

4 price would decrease between November 13, 2006 and December

5 4, 2006?

6      A    No.

7      Q    Were you in possession of any material non-public

8 information at the time that you initiated the November 13,

9 2006 10(b)(5)(1) plan for the Mozilo living trust that's been

10 marked as Exhibit 12?

11      A    No, one thing I didn't anticipate that is I never

12 thought the market value of the stock would go up a billion

13 dollars.  Lynn, is this for me?

14           MS. DEAN:  Let's go off the record.

15           (Whereupon, a brief recess was taken.)

16           BY MS. DEAN:

17      Q    Mr. Mozilo, I've now handed you what's been marked

18 as Exhibit 13 which is a copy of a December 12, 2006 sales

19 plan between Angelo Mozilo and Bear Stearns and Co.  It's

20 Bates stamped CFC2007-00047 through 00061.  My first question

21 to you is have you ever seen Exhibit 13 before?

22                          (SEC Exhibit 13 was marked for

23                          identification.)

24      A    Yes.

25      Q    What do you recognize this document to be?

Countrywide - Testimony Taken in Investigation
MOZILO ANGELO - November 9, 2007 00:00:00 a.m. 

Page 113May 24, 2010 5:13 pm
SEC_ENF_FCIC_001086



114:1      A    10(b)(5)(1) sales plan.

2      Q    This plan is for yourself as an individual,

3 correct?

4      A    Correct.  Based upon the process I told you about

5 where it eventually it goes into the Mozilo family trust.

6      Q    Right.  You explained earlier today that the

7 options are actually owned by you but the proceeds of the

8 sales are swept into the trust?

9      A    Right.

10      Q    This particular plan calls for the sale of a total

11 of 1,389,580 shares which are identified on the cover page.

12 Do you see that?

13      A    Yes.

14      Q    I think -- my question is why initiate this plan on

15 December 12, 2006 when you had previously initiated a plan on

16 October 27, 2006?  What was the purpose of this plan?

17      A    The purpose of the plan -- well, the purpose again

18 was to -- this was a conversation between me and John

19 relative to making sure that we're on target to meet that

20 6,000,000 share bogey.  I'm trying to recall this. It was a

21 year ago. It was apparent at that time that I was staying on.

22 The exact amount of my options or additional compensation was

23 not known because it wasn't signed until December 26th but we

24 knew there was going to be additions.  It was just a matter

25 to continue to sell was the purpose of it.
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115:1      Q    So this was really an effort to take into account

2 the fact that you knew you'd be getting additional shares as

3 a result of the renegotiation of your contract in December of

4 2006?

5      A    That was part of it. I think it was just an overall

6 planning process.  Again, I have to point out that it could

7 have sold this all at once at any time. I owned it. It was

8 vested. I knew nothing material. I could have done it.  My

9 choice was to try to do it in a manner which would not

10 disturb the market. It was within that frame work and also

11 what was happening in my life in terms of what my future was

12 going to be at Countrywide.

13      Q    Let's mark this as Exhibit 14.  Mr. Mozilo, I'm

14 handing you now what's been marked as Exhibit 14 which is a

15 November 29, 2006 e-mail from Kristina Fink to Jerry Healy

16 and Susan Bow at Countrywide. It's Bates stamped CFC2007-

17 00435 and there's an attached draft sales plan that carries

18 the balance of the document through page 00450.  I really

19 have one question about this document.  Ms. Fink is

20 forwarding a new draft 10(b)(5)(1) plan and, in fact it

21 appears to be the draft of the plan that we just marked as

22 Exhibit 13.  It covers the same options.  If you look at the

23 second page, the options that have been identified on the

24 page that's been Bates stamped 436?

25                          (SEC Exhibit 14 was marked for
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116:1                          identification.)

2      A    Yes, I do.

3      Q    It looks like it's the same options that are

4 identified in the final plan.  So this appears to be a first

5 draft of that plan.  Would you agree?

6      A    Yes.

7      Q    Here's my question. I mean you just signed a plan

8 on October 27, 2006 and it appears to be you initiated

9 discussions to start a new plan on November 29, 2006.  So did

10 something change between October 27, 2006 and November 29,

11 2006?

12      A    Not that I'm aware of.

13      Q    So this is really just part of that process that

14 we've been talking about?

15      A    Yeah, there was no event that caused it.

16      Q    Okay.

17      A    There was an enormous amount of discussions between

18 John and I about what my finances were going to look like at

19 the end of certain periods and trying to orchestrate.  Again,

20 I had so much in Countrywide as to how I was going to get to

21 the goals we were trying to achieve, cash flow goals.  It was

22 just a constant process.  These decisions were made -- he may

23 call me and say look, I think we should do this and I said

24 okay let's go ahead and do it because I've got a company to

25 run.  I really relied heavily on his direction and advice.
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117:1      Q    Did you have a face to face meeting with Mr. Connor

2 between October 27, 2006 and November 29, 2006?

3      A    I don't know for sure. I would imagine so because

4 it's the same time we go through the tax issues.

5      Q    Okay.

6      A    And we do that in person.

7      Q    But it's your recollection that the reason for

8 initiating a new sales plan in December really was again not

9 based on any new information that you had.  It was just part

10 of this process attempting to get to this 7,000,000 --

11      A    Yeah, we may say we want more or less.  I'm not

12 sure.  This at the time -- these are nothing set in stone.

13 It's something that I think about from time to time where I

14 want to be and what I want to do and what expenses I'm

15 facing, what my family is facing and educational issues.

16 That's my reservoir.  That's what I work for. I worked 40

17 years in building this company for that so it could provide

18 me with a future.

19      Q    Okay.  Just some basic questions about the sales

20 plan again.  Did you have any role drafting it?

21      A    No.

22      Q    Is it your signature at page ending in 59?  At the

23 top of the page there's a signature?

24      A    What document are we looking at?

25      Q    I'm sorry we're looking at Exhibit 13.  I'm sorry.
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118:1      A    Okay.  Yes, it is.

2      Q    Is that your signature as well on the bottom of the

3 page that's Bates stamped 0060?

4      A    Yes, it is.  There is an e-mail.  These are life

5 events and so when we got planning -- when my wife and I got

6 planning for where we were going to retire, we had purchased

7 a home. It was right at that time that I got hit with an

8 $8,000,000 bill to repair this house.  I expected to move in

9 for free after I paid for it.  The house turned out to be a

10 money pit. The house fell apart.

11           As soon as I started to do any work, it began to

12 fall apart.  They hand me an $8,000,000 bill and frankly I

13 wanted to panic and there's a memo to that effect that I sent

14 to John. I said John I'm really concerned here. I have no way

15 out of this thing. I can't sell it.  I'm starting at

16 $8,000,000 just for the repairs without any other stuff and

17 I'm going to have some cash flow issues that we didn't

18 anticipate.  I think that was the basis of that conversation.

19      Q    So your counsel has reminded you that you actually

20 got an e-mail that indicated that you were going to have pay

21 an additional --

22      A    No, I showed up at the site unbeknownst to me and

23 they handed me an $8,000,000 bill.

24      Q    That would be a shock.  At that point you contacted

25 Mr. Connor and said that you needed to sell additional shares
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119:1 because you were going to have this unexpected cash flow?

2      A    Yes, well originally what I did was I fired

3 everybody and shut down the job. That was my first reaction.

4 I was in shock.  When sanity returned, I wrote to John and

5 said John I've got an issue here and I think we need to

6 rethink this cash flow issue because I didn't count on this

7 bill.

8      Q    Do you remember when you did this site visit?

9      A    At the time I wrote this e-mail.  Do you remember?

10 November 11th.

11      Q    So on or about November 11th you wrote an e-mail to

12 John Connor and that e-mail was a result of you having made a

13 site visit prior to November 11th in which you learned you

14 were going to have to expend additional funds on this house.

15 Which house are we talking about?

16      A    109 Rometo.

17      Q    I can't remember what city that was in?

18      A    That's in Santa Barbara. If you're interested, I'm

19 happy to make a site visit.

20      Q    So that's the Montecito house?

21      A    That's correct.

22      Q    I'm sure it's lovely.

23      A    It's not.  Not to me it isn't.

24      Q    So part of the process then with respect to this

25 December 12th plan was you were thinking that you did need to
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120:1 sell some additional shares because you had this additional

2 cash flow issue?

3      A    It was really complicated.  I had bought another

4 house that I thought I was going to retire to which  my wife

5 didn't like.  I was in the midst of repairing that house. So

6 I had two houses going at the same time.  I had cash flows

7 that we had anticipated for that first house but not for the

8 second one.

9      Q    Okay.

10      A    Also have that one if you're interested that you

11 could make a site visit.

12      Q    Do you want me to make an offer?

13      A    I can't even get a looker.

14      Q    Once you decided to enter into the trading plan

15 that's Exhibit 13, did you discuss it with anyone other than

16 Mr. Connor?

17      A    No.

18      Q    Did you pre-clear this plan through Countrywide

19 legal?

20      A    I did.

21      Q    I should have asked you this a while back.  When

22 you do these pre-clearances is that something that is in

23 writing or do you just have a conversation with somebody in

24 the legal department?

25      A    To my knowledge I contact Susan and ask her --
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121:1 either it was Sandy or Susan Bow. Is there anything here

2 before you sign it, before I sign it, is there anything here

3 that you know that I don't. I know what I know but I don't

4 know what you know.  The answer is no and I say okay let's

5 go.

6           MR. MCLUCAS:  For the record if I might. I don't

7 know for all of these plans but there is e-mail traffic that

8 would reflect the communications with Susan Bow on that issue

9 of the black out ending and the clearance being appropriate

10 for the 10(b)(5)plan to be implemented. I don't know if we

11 have it for every one of them but it's reflective of the

12 pattern of practice.

13           MS. DEAN:  As long as we're talking about document

14 production, I was actually going to reserve this to the end

15 but since you mentioned I'll mention it too.  We did receive

16 some e-mail with the 10(b)(5)(1) plans that were produced to

17 us but I'm pretty sure we don't have a complete set.

18           I'm not sure how the decision was made in terms of

19 what we got and what we didn't get. I have a lot of

20 transmittals back and forth between Bear Stearn and Susan

21 Bow.  For example, I don't have the documents that you're

22 referring to which have to do with pre-clearances and the

23 black out periods. One of the things I was going to suggest

24 at the end of the day is that we would like to see those

25 documents.
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122:1           In addition, we don't have any e-mail reflecting

2 communications from Mr. Mozilo.  We have a few e-mails that

3 were sent to him and nothing that came from him.

4           MR. PASTUSZENSKI:  We haven't been involved in that

5 production.  That's Munger but I don't think Munger

6 understood that's what you wanted.

7           MS. DEAN:  I understand that. I'm not suggesting

8 that there was any sort of misconduct. I'm just suggesting we

9 don't have them and we'd like to get them. I can take that up

10 with Munger.

11           MR. MCLUCAS:  We'll try to be involved in this side

12 with Munger collectively both Goodwin and Wilmer on the

13 production. There's two things we want to do.  Number one get

14 you everything that's relevant.  Number two we're going to

15 endeavor to put all of this together in a chronological

16 fashion for you to give you effectively as best we've been

17 able to determine from all the empirical data, the e-mails

18 and the hard copy for exactly what transpired chronologically

19 in this whole thing because I think it will lay this out in a

20 fashion that's a little more coherent and you'll be able to

21 see what transpired.

22           MS. DEAN:  Okay.  Obviously like I said I don't

23 think anyone deliberately withheld anything. I think there

24 was a miscommunication with what we wanted.  I just wanted to

25 get that out there that there obviously are documents that we
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123:1 haven't seen.  For example, this November e-mail that you

2 just referenced to Mr. Connor. That would be a helpful

3 document. I'm sure there are others along those lines.

4 Communications between Mr. Connor and Mr. Mozilo with respect

5 to these trading plans that we would obviously like to see.

6           THE WITNESS:  You don't have any -- most of the

7 communication was from John to me laying this out.  Here's

8 what you should do.  You don't have those?

9           MS. DEAN:  We don't.

10           MR. MCLUCAS:  I hear you and we will endeavor to do

11 that.

12           BY MS. DEAN:

13      Q    Okay.  Having settled that this is still fruitful.

14 I think I have a pretty good understanding of what Mr.

15 Mozilo's story is here. It just would be helpful to have the

16 back up documents as well.  With respect to Exhibit 13, were

17 you in possession of any material non-public information at

18 the time that you initiated the trading plan that's been

19 marked as Exhibit 13?

20      A    No.

21      Q    Did you have any reason to believe that

22 Countrywide's share price would increase between December 12,

23 2006 and December 21, 2007?

24      A    No.

25      Q    Did you have any reason to believe that
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124:1 Countrywide's share price would decrease between December 12,

2 2006 and December 21, 2007?

3      A    No.

4      Q    Did you participate in the drafting of the

5 10(b)(5)(1) plan that was marked as Exhibit 13?

6      A    No.

7      Q    Did you receive drafts of the plan to your

8 knowledge?

9      A    Not to my knowledge.

10      Q    I think earlier today you had indicated that you

11 believed that people in the legal department responsible for

12 dealing with these 10(b)(5)(1) plans were either Susan Bow or

13 Mike Udovic, right?

14      A    That's right.

15      Q    Let's mark as Exhibit 15 an e-mail string with an

16 attached draft sales plan dated December 11, 2006 at 12:58

17 p.m.  The top e-mail is between Kristina Fink, Gabrielle Ghio

18 and Mike Udovic at Countrywide.  The Bates numbers are

19 CFC2007-00467 through 00483.  Mr. Mozilo, I've only marked

20 this document for one reason which is that I know you weren't

21 sure when Mike Udovic might have become involved in the

22 drafting of the 10(b)(5)(1) plans.  If you look at this

23 particular e-mail, it appears that the embedded e-mail on the

24 first page, December 11, 2006 from Gabrielle Ghio, she is

25 giving contact information to Bear Stearns for herself and
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125:1 Mike Udovic.  Do you see that?  The e-mail starts Kristina

2 thank you for taking the time.

3                          (SEC Exhibit 15 was marked for

4                          identification.)

5      A    Yes.

6      Q    Below that there's some contact information.

7      A    Yes.

8      Q    Does this December 11, 2006 e-mail in any way

9 refresh your recollection about the time period in which Mike

10 Udovic may have taken over with respect to the 10(b)(5)(1)

11 plans?

12      A    No.

13      Q    To your knowledge, we he working on these issues

14 prior to December 11, 2006?

15      A    I think so.  My memory serves me that they went --

16 I believe.  This is very, very faint in my memory.  Susan had

17 a conversation with me that she was talking about the

18 10(b)(5)(1)'s with Mike Udovic because of his previous SEC

19 background to make sure we were okay and doing it right sort

20 of as a frame of reference. That's what I remember.

21      Q    Okay.  But you just can't remember the time frame

22 of that discussion one way or another?

23      A    No.

24      Q    Did Susan Bow continue to be involved in the

25 drafting of the 10(b)(5)(1) plans after Mike Udovic and
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126:1 Gabrielle Ghio became involved?

2      A    I think so. I never asked. I just assumed so. I

3 don't know who drafted it. I was just really too busy

4 worrying about the company and didn't get involved with how

5 this thing was created. I really left it up to Susan and John

6 Connors to deliver it.

7      Q    Okay.  I need the witness to look at 15 again. I do

8 have one additional question about Exhibit 15.  If you turn

9 to the page that's been Bates stamped 476.  It's actually

10 page eight of the document.  There's a paragraph that's

11 number four there.  For the record, it reads: "Seller agrees

12 to indemnify and hold harmless Bear Stearns and its officers,

13 directors, employees, agents and affiliates from and against

14 any losses, liabilities, claims, damages, and expenses

15 including but not limited to reasonable attorneys fees and

16 the cost of investigating or defending any matter arising out

17 of or incurred in connection with this sales plan."

18 The sentence does go on from there.  Do you recognize this to

19 be an indemnification provision?

20      A    I'm not an attorney.  I was going to ask my

21 attorney if this was enforceable.  It's the first time I've

22 seen it.

23      Q    So you've never actually focused on this provision

24 before?

25      A    No.
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127:1      Q    If you look at the bottom of that paragraph there's

2 a note in there that looks like part of a red line.

3      A    Yes.

4      Q    This particular draft was transmitted by Kristina

5 Fink. It looks like Ms. Fink has written: "I cannot make this

6 mutual.  This same provision is currently in his other

7 10(b)(5)(1) plan with us.  I can strike the whole section if

8 you prefer.  Please advise."  Do you see that?

9      A    Yes, is that to me?

10      Q    It looks like this draft was transmitted to Mike

11 Udovic and Gabrielle Ghio. It appears that she's

12 communicating with the two of them.  Did you at any time ask

13 that the indemnification provision in your 10(b)(5)(1) plan

14 be made mutual?

15      A    No, I didn't even know what it means.

16      Q    Okay.  Did you at any time ask that Bear Stearns

17 indemnify you for potential losses arising under the plan?

18      A    No.

19      Q    Do you have any reason why that request would have

20 been made by either Gabrielle Ghio or Mike Udovic?

21      A    I have no idea.

22      Q    Okay.

23      A    This is all news to me.

24           MR. MCLUCAS:  It doesn't make a lot of sense.

25           THE WITNESS:  I've never seen this before.
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128:1           BY MS. DEAN:

2      Q    Okay.

3      A    What does it mean? Do you know what it means?

4           MS. DEAN:  Let's go off the record.

5           (Whereupon, a brief recess was taken.)

6           BY MS. DEAN:

7      Q    Mr. Mozilo, with respect to the December 12, 2006

8 10(b)(5)(1) plan that we marked as Exhibit 13, do you know

9 what day you actually executed that plan?

10      A    There isn't a date on here?

11      Q    It has a date on the final plan but do you know if

12 you actually executed it on the 12th or do you think you

13 executed it on the 13th?

14      A    When you say execute, you mean sign it?

15      Q    Yes.

16      A    Because it doesn't have a date. Is that what you're

17 saying?

18      Q    Let me ask it this way.  Do you recall the

19 circumstances surrounding your signing of this particular

20 document?

21      A    No.

22      Q    Do you know if you signed it on the 12th or signed

23 it on the 13th?

24      A    I have no idea.

25      Q    Do you have any reason to believe you signed it any
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129:1 date other than the 12th?

2      A    I have no reason to believe I didn't but it's

3 possible. I don't know why there's no date on here. In fact,

4 Susan Bow doesn't have a date on hers either.  No, I don't

5 know.

6      Q    Let's mark this as Exhibit 16.  Wait I think I gave

7 you mine.

8      A    I wonder if there is a document that is dated.

9 There's got to be a document somewhere that's dated.

10           UNIDENTIFIED SPEAKER:  An e-mail.

11           THE WITNESS:  You have an e-mail?

12           UNIDENTIFIED SPEAKER:  I think there's an e-mail.

13           BY MS. DEAN:

14      Q    You can make this one 17.  Mr. Mozilo, I am handing

15 you two documents. One of which has been marked as Exhibit 16

16 and one of which has been marked as Exhibit 17.  This is 17.

17 This is 16.  For the record, Exhibit 16 is an e-mail dated

18 December 12, 2006 at the top from Gabrielle Ghio to Kristina

19 Fink. It's got a Bates stamp range of CFC2007-00545 through

20 00566.  Exhibit 17 is an e-mail dated December 13, 2006 from

21 Kristina Fink to Gabrielle Ghio with a Bates stamp of

22 CFC2007-00567 through 00584.  The reason I've handed them

23 both to you at the same time is I'm trying to get at this

24 issue of when --

25                          (SEC Exhibits 16 and 17 were marked
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130:1                          for identification.)

2      A    The 12th and 13th?

3      Q    Yes, the 12th and 13th.  Exhibit 16 which is from

4 Gabrielle Ghio to Kristina Fink. If you look at the first e-

5 mail in the string, there's a reference to the fact that Ms.

6 Ghio had a short window of opportunity to get Mr. Mozilo's

7 signature.  Do you see that?

8      A    I do.

9      Q    Then she says that she apparently printed out a

10 version and expects to get an executed copy back from you

11 tomorrow which would be the 13th.

12      A    Okay.

13      Q    Exhibit 17 which is a December 13th e-mail from

14 Kristina Fink to Gabrielle Ghio attaches a signature copy of

15 the 10(b)(5)(1) plan and if you turn to the fourth page of

16 the document which is Bates stamped 570 it dates the plan as

17 December 13, 2006.  Do you see that?

18      A    Yes, I do.

19      Q    The final plan that we've seen is actually dated

20 December 12th, correct?

21      A    How do you know it's the final plan?

22      Q    The one that was signed.

23      A    This is not signed?

24      Q    No.

25      A    Okay.
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131:1      Q    The one that we marked as Exhibit 13 is signed and

2 it's got the cover page that says December 12th.

3      A    Yeah.

4      Q    Do you have any reason to believe that you didn't

5 in fact sign the plan on the 12th?

6      A    I have no idea.

7      Q    Do you recall ever seeing Exhibit 17 which is the

8 version that's dated December 13th?

9      A    No, I don't recall it.

10      Q    Okay.  To your knowledge, as far as you know, the

11 plan that is December 12, 2006 plan?

12      A    That is what I was told all along.  I have a

13 December 12th plan. I can understand the confusion as I look

14 at these e-mails.  It says you're going to be gone for the

15 day and this is at 3:52 p.m.

16      Q    You have no reason to believe as you sit here today

17 that the document that was marked as Exhibit 13 is not in

18 fact the final version of --

19      A    Right, I have no reason to believe that's not the

20 final version.

21      Q    As far as you know --

22      A    I believe it's the final version.

23      Q    Okay.  So as far as you know Exhibit 13 is the

24 final version of your December 12th --

25      A    As far as I know.
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132:1      Q    Sales plan?

2      A    Yeah, you have to understand I was never privy to

3 any of these memos going back and forth.  I don't even know

4 who Gabrielle Ghio is.

5      Q    Does she work at Countrywide to your knowledge?

6      A    She does.  It says according to here she does.

7      Q    But you don't know who she is specifically?

8      A    No, 55,000 people I have a lot of vice presidents.

9 Please don't tell her I don't know who she is.  She'd be

10 terribly hurt.

11      Q    Let's mark as Exhibit 18 an amendment to the

12 December 12, 2006 sales plan dated February 2, 2007.  For the

13 record, this one has Bate stamped numbers CFC2007-00062

14 through 00065.  First question is do you recognize Exhibit

15 18?

16                          (SEC Exhibit 18 was marked for

17                          identification.)

18      A    I do.

19      Q    What do you recognize it to be?

20      A    To be a 10(b)(5)(1) plan dated December 12th.

21      Q    Well, is this actually the December 12th plan?

22 Isn't this in fact the amendment to the December 12th plan?

23      A    Well, okay.  February 2nd.  That's correct.

24      Q    I think we discussed this earlier and you told me

25 the reason you entered into this particular plan was because

Countrywide - Testimony Taken in Investigation
MOZILO ANGELO - November 9, 2007 00:00:00 a.m. 

Page 132May 24, 2010 5:13 pm
SEC_ENF_FCIC_001105



133:1 after December 2006 you realized you were going to have more

2 shares of stock to sell essentially, and that you were still

3 trying to get to that 7,000,000 share target, correct?

4      A    Yeah, that was my recollection.  That was a

5 6,000,000 or 7,000,000 share target that was the -- of course

6 at that time you have to remember the stock was very high and

7 so that was a very significant dollar amount.

8      Q    I'm sorry what would have been a significant dollar

9 amount?

10      A    6,000,000 or 7,000,000 shares.  Today it would not.

11 This $14.69. The stock isn't even selling for that today.  I

12 couldn't sell it because it would be a loss. In the agreement

13 it says you cannot sell at a loss.

14      Q    Okay.  So the strike price on this tranche that was

15 added, this 1.3 million plus tranche that was added to this

16 December 12th plan the strike price there is -- you couldn't

17 actually exercise these options.

18      A    Now. I didn't know. I had no idea that the stock

19 would be at $12.00 a share.

20      Q    Let's go back to the -- I just want to compare the

21 plan that's Exhibit 13 to this amendment.  If you look at

22 Exhibit 13, the options that are the subject of Exhibit 13

23 which is the December 12th plan are two sets of options. One

24 which expires February 12, 2012 and another that expires

25 March 19, 2012.  Do you see that?
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134:1      A    Yes.

2      Q    It looks like the effect of this new plan, the

3 amendment as of February 2nd which has now been marked as

4 Exhibit 18 was really just to add those options that we were

5 talking about which have a strike price of $14.69.

6      A    That's correct.  That was designed to add that.

7      Q    So is it your understanding as you sit here today

8 that in fact this amendment as the stock price currently

9 stands no additional shares could even be sold under this

10 amendment?

11      A    No they can't but that's today. You don't know  --

12 this plan ends when?

13      Q    If you look at --

14      A    This plan would end at the end of December.

15      Q    If you look at the page that's Bates stamped 64,

16 the last sales date that's identified is December 14, 2007.

17      A    Right. If this price held steady now and took today

18 and just moved it forward, there would be no execution.

19      Q    Okay.

20      A    But you don't know what's going to happen. It could

21 be better.  It could be worse.

22      Q    Is that true even though the last paragraph of this

23 thing says notwithstanding the foregoing if on December 17th

24 any quantity has not been sold that the shares have to be

25 sold between the 17th and --
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135:1      A    Only if it's at a profit.  You can't have a sales

2 plan.  You exercise options and sell at a loss. Why would

3 anybody do that?  It's called underwater.  They're underwater

4 and they become worthless.  They're basically worthless

5 options today.  Theoretically what I should have done in

6 February is sold them.  If I sold them I wouldn't be here and

7 had a lot more money.

8      Q    Did you have any role in drafting Exhibit 18 ?

9      A    I did not.

10      Q    Is that your signature on the page that is Bates

11 stamped 00064?

12      A    It is.

13      Q    Are there any reasons for entering into this plan

14 other than the ones we've discussed today?

15      A    No.

16      Q    Once you decided to enter into the plan, did you

17 discuss it with anyone other than John Connor?

18      A    No.

19      Q    Did you receive pre-clearance for this plan through

20 Countrywide legal?

21      A    I did.

22      Q    Did you possess material non-public information at

23 the time that you entered into this plan?

24      A    I did not.

25      Q    At the time that you entered into the plan, did you
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136:1 have any reason to believe that Countrywide's share price

2 would increase between February 2, 2007 and December 21 ,

3 2007?

4      A    No.

5      Q    At the time that you entered into the plan, did you

6 have any reason to believe that Countrywide's share price

7 would decrease between February 7, 2007 and December 21,

8 2007?

9      A    No, certainly not.

10      Q    At the time that you entered into the February 2nd

11 amendment to the plan, did you have any reason to suspect

12 that you would be unable to sell shares under the plan?

13      A    No.

14      Q    Did you have any reason to believe that any of the

15 price groups identified in the plan which are identified on

16 the page that ends in page 63 as $28.00 a share, $29.00 a

17 share, $29.50 a share or $30.00 a share would not be reached?

18      A    No, I also want to for the record explain the issue

19 of the 20 percent issue. That was really -- when we went into

20 the expired options it was to avoid an event that was -- it

21 was soon after 9/11.  There was a concern of market

22 disruptions and as a result by the time you got to the end of

23 the plan shares would not be sold because of market

24 disruptions.

25           So to make sure that they didn't expire and go
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137:1 worthless they said if there's anything left over, 20

2 percent, 20 percent, 20 percent and it's all gone.  That was

3 the purpose of it. It clearly was understandable.  What

4 happened in my judgment, and I think it's clear, is that as

5 the subsequent plans came into existence where these were not

6 expired options and say why would you have it in there, it's

7 just that nobody paid attention to it.

8           They just kept on replicating the same plan without

9 paying attention to two things. One was the $28.00 a share

10 which came as a surprise to me and I didn't frankly know

11 about this issue with the 20 percent because it was sold in -

12 - this recent plan just went out.

13      Q    In October.

14      A    October, right.  The head of the comp committee of

15 the board came to me, Henry Cisneros, and said Angelo are you

16 aware that these amount of shares have to be sold under this

17 plan 20 percent a day. I looked at it and it was the first

18 time I saw it.  Nobody had told me about it. I said oh my

19 God.  I got to stop it because I can't have that happen.  Not

20 because of the price of stock and I wasn't going to make any

21 money. I just thought it was inappropriate.

22           So I try to stop it and say okay let's cancel it

23 because these options were not expiring.  I could just take

24 them into the next plan and do whatever.  There was no way I

25 could get comfort that I could make that modification without
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138:1 exposing myself to opening up the whole 10(b)(5)(1) plan as

2 to why did you do it?  What was your purpose in doing it?  I

3 said I got to let it go through.

4           The same thing is going to happen -- well, I don't

5 think it's going to happen now because the stock is so low

6 but every plan has that.  It had the $28.00 where frankly I

7 don't know where that came from.  It was embedded in there

8 somehow and never changed.  The same contract irrespective of

9 the circumstances changing went into effect.

10      Q    Are you concerned about the privilege at this

11 point?

12           MR. MCLUCAS:  No, no, no but I think conceptually

13 the language got carried over.  No one saw it.  Once Mr.

14 Mozilo identified it the question then is you can't change

15 the terms of a plan without violating the conditions under

16 which you can enter into a 10(b)(5)(1) plan.

17           MS. DEAN:  I'm about to ask him who told him that

18 which is why I said are you concerned about privilege at this

19 point.  I mean he's already sort of told me what the

20 substance of the communication was.  I mean if the answer is

21 my lawyer told me that I'll just drop it.

22           MR. MCLUCAS:  The answer is that feedback was given

23 by a number of parties and it was advice of counsel from at

24 least of two sets of lawyers -- three sets of lawyers.

25           BY MS. DEAN:
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139:1      Q    Let me just get Mr. Mozilo to say that on the

2 record.  So you realized in late August that you -- in

3 September that you were about to sell the balance of the

4 shares that were still in your October 27, 2006 10(b)(5)(1)

5 plan, correct?

6      A    Correct.

7      Q    And your testimony was that in fact it was Henry

8 Cisneros who approached you --

9      A    He was head of the comp committee.

10      Q    He approached you and said are you aware --

11      A    Gave me a memo.

12      Q    Let me just -- he wrote you a memo in which he said

13 are you aware this is about to happen?

14      A    He gave me a memo from  HR.

15      Q    At that point your testimony is that you wanted to

16 see if you could somehow prevent that from happening,

17 correct?

18      A    I wasn't concerned about the stock price at all. I

19 was concerned about the volume because once the stock went

20 below $28.00 a share which I was unaware of, nothing was

21 sold.  I wasn't paying attention.  So nothing was sold for a

22 period of time so it all accumulated until that five day 20

23 percent a day had to come about.  When I was aware of it, I

24 immediately contacted three sets of counsel and say look can

25 I do this and I was not satisfied I could do it without
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140:1 serious consequences to me.

2      Q    Okay.  The lawyers that you talked to were they in

3 house lawyers at Countrywide or did you speak to outside

4 counsel?

5      A    Both.

6      Q    Okay.  Which lawyers did you contact?

7      A    I can say that.

8      Q    You can identify the attorney. I don't want to know

9 the substance of the communication.  Just tell me who it was.

10      A    Ed Herlehey.  He spoke to a partner and I am

11 advising you not to do that.

12           MR. PASTUSZENSKI:  She doesn't want to know the

13 substance.

14           MS. DEAN:  Unless you want to waive, I'm not trying

15 to get him to waive his privilege.

16           MR. MCLUCAS:  We may make that decision at some

17 point.

18           THE WITNESS:  I spoke with Brian.  Brian had a view

19 on it and then I came to my conclusion. I spoke to Susan Bow

20 and Sandy Samuels.  They had their view of it.  So it was

21 obviously my decision after I took the information not to

22 proceed to do that.  Then I went public. I put out a press

23 release that this was about to happen.  It was an event -- I

24 forget what the exact thing he said but something to the

25 effect I don't want to do this but the contract forces me to
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141:1 do it.

2           BY MS. DEAN:

3      Q    Okay.

4      A    So I wanted the market to know what was going to

5 happen.

6      Q    I think you said this.  I just want to make sure I

7 understood it. Is it your testimony that you actually didn't

8 realize in early August you were no longer selling shares

9 underneath the October 26th 10(b)(5)(1) plan?

10      A    No, the only way I would know is I would get a

11 confirmation because I don't communicate about the

12 10(b)(5)(1).  I was not paying attention. I wasn't getting

13 confirmations.  I just had no idea until he handed me that

14 memo from  HR.  What prompted the memo from HR I don't know.

15      Q    At least in February of 2007 you didn't have any

16 reason to believe that when you amended the plan that

17 basically the amendment was going to be a nullity?  You

18 didn't believe that the share price was somehow going to dip

19 below --

20      A    If I believed that then no way in July of '07 I

21 would have exercised and held -- absolutely not.  If you look

22 at things that I've said about him, I thought the issues that

23 were taking place before seeking consolidation was great for

24 Countrywide and we come out of the cycle.  Again, Lynn, logic

25 would dictate to anyone that if I believe that the stock
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142:1 would be $12.00 now and I had a $14.00 stock price when the

2 stock was $45.00 I would have sold it and not put it in a

3 plan because I could have done that.

4      Q    Let's mark this one as Exhibit 19.  Mr. Mozilo, I'm

5 now handing you what has been marked as Exhibit 19 which is a

6 December 22, 2006 memo from Becky Bailey to a distribution

7 list.  It's Bates stamped CFC2007-00104 through 00105.  Have

8 you ever seen this document?

9                          (SEC Exhibit 19 was marked for

10                          identification.)

11      A    I'm sure I have.

12      Q    I know we're getting toward the end of the day but

13 you've got to let me finish the question.

14      A    I'm sorry.

15      Q    We're not going to have any record worth reading.

16 Let me try it again.  Have you ever seen the document that's

17 been marked as Exhibit 19 before?

18      A    I've seen similar documents before. I'm sure I've

19 seen this one.

20      Q    You were aware when you were -- strike that.  You

21 were aware when you made the decision to amend your December

22 12, 2006 10(b)(5)(1) plan on February 2, 2007 that

23 Countrywide was in a black out period from January 2, 2007

24 through February 2, 2007?

25      A    Yes, I specifically asked when it was over and it
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143:1 says February 2nd.

2           MS. DEAN:  Off the record.

3           (Whereupon, a brief recess was taken.)

4           BY MS. DEAN:

5      Q    Mr. Mozilo, I've now handed you what has been

6 marked as Exhibit 20 which is a May 15, 2007 letter from Anne

7 McCallion at Countrywide to a staff attorney here named Janet

8 Moser.  I will represent to you that the letter was written

9 by Ms. McCallion in response to a request for information

10 that the staff sent to Countrywide back in April of 2007 in

11 which we asked for information about whether or not

12 Countrywide had made any changes to its policy for

13 calculating loan loss reserves.  My first question to you

14 which I think you've already answered is have you ever seen

15 Exhibit 20 before?

16                          (SEC Exhibit 20 was marked for

17                          identification.)

18      A    No.

19      Q    Okay.  Were you even aware that the staff had

20 requested this information from Countrywide?

21      A    No.

22      Q    Let me just ask one more question about the

23 document then.  If you turn to the page that is -- it's

24 really the second page of the attachment.  So at the top it

25 says score and documentation type.
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144:1      A    I see it.

2      Q    In the middle of that page there is a paragraph

3 that starts with the words "during 2006".  Do you see that?

4      A    Uh-huh.

5      Q    There's a reference here to a change in the process

6 for calculating reserves on non-prime loans.  The reference

7 says that instead of using a 60 day delinquency status is the

8 cut off between estimating probability of default over the

9 next 12 months that a decision was made to use 90 day

10 delinquency.  Do you see that?

11      A    Yes, I do.

12      Q    Were you a party to any discussions about that

13 decision?

14      A    No.

15      Q    Okay.  Were you aware that that change had been

16 made?

17      A    No, the only thing this brings to mind is that as

18 we were migrating the mortgage company into the bank, the

19 mortgage company's calculation for delinquencies was always

20 the 31st day.  A regulated bank -- I think it's 90 days. It's

21 the only thing that strikes my mind as I look at this thing.

22 It was going from the mortgage bank as we transition the

23 assets into the bank the calculation for delinquency started

24 a different day. It may or may not be related to this. I'm

25 not sure.
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145:1      Q    You have a recollection that because of that there

2 was some effort to standardize the calculation?

3      A    No, not necessarily.  I just remember that

4 discussion.  As we transition into a regulated entity that

5 rules were changed.

6      Q    Okay but you don't know if this particular change

7 was in response to that?

8      A    No, I don't.

9      Q    And you had nothing to do with preparing Exhibit

10 20?

11      A    No.

12      Q    And you never reviewed it before it was sent to the

13 staff?

14      A    No.

15      Q    And you had nothing to do with the decision to move

16 from 60 to 90 days in 2006?

17      A    No, I wish I had that power.

18      Q    Let's mark this one as 21.  Mr. Mozilo, I am now

19 handing you another document that is Exhibit 21.  It is a

20 November 2, 2007 letter from Gregory Weingart at Munger,

21 Polson, Olson to me, Lynn Dean, at the Securities and

22 Exchange Commission.  It has an attachment which is a single

23 page with a Bates stamp number of CFC2007-00663.  My

24 questions are all going to relate to that attachment page

25 which is the last page of the document.
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146:1           I will again represent to you that this particular

2 document was created in response to a request by the staff of

3 the SEC for information.  In this case we had asked for

4 information about whether or not there had been any change to

5 the loss reserve policies for Countrywide in 2007.  I

6 received this letter from Mr. Weingart. My first question is

7 have you ever seen it before?

8                          (SEC Exhibit 21 was marked for

9                          identification.)

10      A    No.

11      Q    Were you consulted with respect to the preparation

12 of this letter?

13      A    No.

14      Q    Did you know that the staff had requested this

15 information?

16      A    No.

17      Q    Bearing that in mind that you weren't part of the

18 process here, I just want to ask you about the two changes

19 that are represented on the page that's been Bates stamped

20 CFC2007-00663.  The first one which is under the numeral one

21 states: "In March 2007, Countrywide established a $40,000,000

22 qualitative reserve with respect to first lien mortgage

23 loans, fixed rate second lien mortgage loans and home equity

24 lines of credit.  At that time, Countrywide determined that

25 the models used to predict the percentage of these loans that
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147:1 would migrate into 90 day delinquency status (one of the

2 inputs into the calculation of the required allowance for

3 loan losses) were producing results that under predicted the

4 then current market experience."  Do you see that?

5      A    Yes, I do.

6      Q    Did you have anything to do with the decision to

7 establish a $40,000,000 qualitative reserve in March 2007?

8      A    No, I didn't.

9      Q    Were you aware that that had happened?

10      A    No.

11      Q    Who would have been responsible for making that

12 decision at Countrywide?

13      A    It would have been Ann McCallion. It would have

14 been a variety of people. It would have been Ann McCallion,

15 Eric Sieracki, Dave Sambol and I assume from our credit area

16 John.  He left us recently to go to Washington Mutual. He was

17 head of our credit area and Kevin Bartlett who is one of the

18 quantitative people that worked on this stuff.

19      Q    Okay.

20      A    Potentially Carlos Garcia because if this was the

21 bank issue he was head of the bank and holding these home

22 equity loans in the bank.  So he would be part of it.  I

23 would say a group of six or seven people probably were

24 involved in the process.

25      Q    I wanted to ask you about --
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148:1      A    $40,000,000 is not material to a $200 billion

2 balance sheet.  So it would not be brought to my attention.

3      Q    I also wanted to ask you about the item under

4 number three which is another change which reads: "In the

5 first quarter of 2007, Countrywide began to model expected

6 losses on non-prime loans embedded in the residual interest

7 valuations to maturity rather than to project a call date.

8 This change was made to reflect the fact that Countrywide was

9 no longer exercising its clean up call options on such loans

10 due to deteriorating non-prime market conditions.  This

11 change reduced the value of the residual interests by an

12 estimate $48.3 million dollars."  Do you see that?

13      A    I do.

14      Q    Did you have anything to do with that decision?

15      A    No, I understand part of it. I don't understand

16 what clean up call options means but we hold residuals on the

17 balance sheet of sub prime.  On sub prime unless you

18 securitize them and you create a triple A tranche triple B

19 those are all salable.  There's a toxic piece that you're

20 forced to hold in order to get the higher ratings on the

21 other piece.

22           Typically you hold those, wait for the market and

23 hope you can sell them out some place. So I think that's what

24 they're talking about is the residual piece that was on our

25 balance sheet.  At that time, although sub primes started to
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149:1 show performance that was not related to what we had

2 predicted initially, as real estate values began to fall and,

3 of course, you can see what's happened.  Everybody has

4 written off billions and billions and it's going to be

5 trillions by the end of the day.

6           We were not aware of it at that time.  So we just

7 sort of take it at that time. This is what appears to us to

8 be the case.  So I understand the concept but I was not part

9 of it.

10      Q    Do you know who at the company would have been

11 responsible --

12      A    That same group I assume.  I know Kevin Bartlett

13 would have been.  Dave Sambol certainly would have been made

14 aware of it.  Eric Sieracki.  These were all the CPA's of the

15 group.  Potentially Jeff Speaks who is our economist.  I know

16 he is in on these discussions.

17      Q    Let's mark this as Exhibit 22.  Mr. Mozilo, I've

18 handed you now what's been marked as Exhibit 22 which is

19 another letter from Gregory Weingart to me on behalf of the

20 Securities and Exchange Commission.  This one dated October

21 29, 2007. It attaches a time table on the decision that

22 Countrywide made in August of this year to draw on its back

23 up line of credit.

24                          (SEC Exhibit 22 was marked for

25                          identification.)
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150:1      A    Correct.

2      Q    So I wanted to ask you a couple of questions about

3 that. I know that we talked about that this morning and I

4 just wanted to ask you a couple of follow up questions with

5 respect to this chronology.

6      A    Okay.

7      Q    First, did you have anything to do with the

8 preparation of the chronology that's attached to Exhibit 22?

9      A    No.

10      Q    Were you aware that a chronology was being prepared

11 at the request of the Securities and Exchange Commission

12 staff?

13      A    No.

14      Q    Earlier today I had asked you how much time you

15 were time you were spending out at Countrywide at different

16 times and you said that effective August 2nd that you started

17 spending every day out there basically because of the

18 liquidity crisis, correct?

19      A    That's correct.

20      Q    To your knowledge, was August 2nd the first day on

21 which Countrywide became aware that there were issues with

22 respect to liquidity?

23      A    Yeah, it seems to be the date that everybody --

24 when we talk about it at Countrywide that's our 9/11.  Now

25 whether it was August 1st or August 3rd. It was around that
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151:1 time that there was something different.  Something was

2 happening that we had never seen before.  So that's when I

3 became aware of it.  July 31st I would say that we were fine.

4 We were in great shape.  We were just renegotiating our

5 lines.  Everything was fine.  Only a week or two before that

6 I exercised options.  Exercised stock.  Bought the stock.

7 Paid big taxes. No sign of it.

8           It just came down all at once. I think it may have

9 been promulgated by the rating agency S&P down grading a

10 whole bunch of bonds all at once, mortgage back securities.

11 As a result, creditors immediately said -- I mean investors

12 said that's it.  We don't even know what we're buying here.

13 Why are they down grading this?  I thought I bought a triple

14 A and it's not a triple A.  With that it just rippled and

15 ceased up.  Everything just ceased up across the world.

16      Q    When did that happen?

17      A    I think it was around that same time.  I don't know

18 when it down graded but the impact of when they down graded

19 seemed to hit right at August 1st, August 2nd.

20      Q    If you turn in the chronology to what is -- it

21 would be the second page of the chronology which is Bates

22 stamped CFC2007-00658.  The top --

23      A    Yeah, I'm right on the date.

24      Q    The top box on that page refers to the date August

25 1st and 2nd.  There's a discussion.  The second full
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152:1 paragraph there about August 2nd being the last day the repo

2 desk was able to execute term tri-party trades.  Do you see

3 that?

4      A    Uh-huh.

5      Q    Can you explain to me what is being discussed

6 there?

7      A    We had a repo desk where we had a trading operation

8 that provided -- we went out and got repo lines. Our trading

9 operation provided repo lines to smaller companies. The way

10 we did it is they went and made sure they had another side to

11 it.  When they couldn't get the other side, is when they

12 couldn't do the repo for the other institution so they were

13 blocked.  Also I don't know the exact timing on it but we

14 were A minus to triple B minus down three grades just like

15 that right as we pulled the lines.

16           We were getting warnings from the rating agencies

17 and their operations depends heavily on our ratings as a

18 counter party.  So I think that was going on.  Our repo desk

19 got shut down.  There was two separate repos.  Countrywide

20 had home loans had repo relationships and Countrywide

21 Securities had separate repo relationships but it's the same

22 issue.

23      Q    The end of that particular paragraph there's

24 something that says maturing liquidity trades roll over night

25 only.  Can you explain what that means?
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153:1      A    Yeah, first of all we had the rolls where you

2 refinance for a month or two months.  They said -- we'll give

3 you one night, 24 hours. That's as far out as we'll go with

4 you because we don't know where this is going.  We couldn't

5 get a commitment beyond one night.

6      Q    Okay.  Then in the next block on that same page

7 which is dated August 3rd -- well, before I go there, were

8 you informed on August 2nd that the repo desk was only able

9 to execute tri party trades and private label, triple A and

10 lower?  I'm sorry let me back up.  Were you informed that on

11 August 2nd.  Try again.  Were you informed that August 2nd

12 was the last day that Countrywide securities was able to

13 execute term tri party trades, private label and triple A and

14 lower?

15      A    I wouldn't say I knew it was the last day because

16 each day was changing so rapidly.  I thought each day may

17 open up again but I knew on August 2nd that we had some

18 problems and almost lost the whole operation downstairs on

19 August 2nd.

20      Q    What does that mean you almost lost the whole

21 operation?

22      A    This trading operation depends on their ability to

23 be a legitimate counter party and to get access to the credit

24 markets and they couldn't do it.   Their whole trading

25 operation is that they got to be able to borrow, do the
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154:1 trade, sell it out the other side and they couldn't do it.

2 So once you can't do that there's no difference. If you can't

3 get a loan, you can't buy a house.  They couldn't get a loan.

4      Q    So you knew about that on August 2nd.  You didn't

5 know whether that was going to continue to be the case but --

6      A    Yeah.

7      Q    At least that's --

8      A    Yeah, we thought each day this can't last.

9           THE REPORTER:  Can you ask the question again

10 please?

11           BY MS. DEAN:

12      Q    Yeah, you knew on August 2nd that it was true that

13 the repo desk was not able to execute those trades any

14 longer, correct?

15      A    I knew generally we had a problem.

16      Q    You also knew that liquidity trades you could only

17 get over night commitments on August 2nd?

18      A    I knew that we were -- I couldn't tell you the

19 specific issue. I could explain what it was but I was unaware

20 that it was a one day roll down at the securities desk.  I

21 can't tell you specifically I was aware of that issue but I

22 was aware of the overall liquidity issue.

23      Q    How were you becoming aware of these issues?  Who

24 in the company was talking to you about these issues?

25      A    Dave Sambol.  We were actually all in one office.
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155:1 We operated just out of -- it was Dave Sambol.  He was very

2 much involved.  He was sort of the quarterback of the whole

3 issue.  Ron Kripalani -- he's in one of your e-mails there.

4 Ron Kripalani.  He runs Countrywide Securities.  So we were

5 all in one -- Eric Sieracki, Carlos Garcia, Kevin Bartlett.

6 We were all -- because a lot of things were happening. It

7 wasn't just this single event.

8           It was a global crisis within Countrywide and all

9 areas of the company because we sort of depended upon these

10 three areas, medium term notes, commercial paper and repo

11 lines, all of which were locked in. I waited to see here -- I

12 didn't want to pull those back up lines down because I knew

13 the consequences of that but when it became apparent the

14 company was not going to make it liquidity wise.

15           We had capital and we were solvent but we just

16 didn't have liquidity which is the back bone of mortgage

17 banking.  We had to pull down those lines on August 15th.  So

18 I waited 13 days to avoid pulling down those lines because I

19 was renegotiating with the banks and said look guys if you

20 don't renew my repo lines, I have to pull down my back up

21 lines. Then they informed me why don't you go ahead and pull

22 down the back up lines which I did.

23      Q    Okay.  If you look on this block that's dated

24 August 3rd there is a reference in the second full paragraph

25 to the institution of nightly meetings to discuss the
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156:1 company's daily liquidity position.  Do you see that?

2      A    Correct.

3      Q    Then there are some participants identified in the

4 right hand column.  Now you're not identified as a

5 participant in those meetings.  Did you attend any of the

6 liquidity meetings?

7      A    Yeah, all of them.  I'm generally over all the

8 meetings. These may be very specific meetings relative to

9 some strategies that were going to be embarked upon because

10 you can see John Mahoney of Goldman Sacks was involved in

11 these things, and this was more related to what they

12 potentially do to help get through it.  So that was more

13 tactical.  I was there for a lot of these meetings. I don't

14 know why I'm not referenced but I was.

15      Q    Do you recall being in meetings where John Mahoney

16 was president and you were discussing liquidity issues?

17      A    Oh sure.

18      Q    Who made the decision to start having these daily

19 meetings?

20      A    God.  It was just required.

21      Q    Who spoke for God in this instance?

22      A    In other words the events forced it. You had to

23 be -- I mean they were moving so quickly that you had to stay

24 together and make sure you look at all the issues and what

25 possible resolutions.  So the events caused us to stay to
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157:1 4:00 in the morning.  We were there until 4:00 in the morning

2 speaking to people in New York. It was the events.  I think

3 you have to understand this that this company is more than

4 just a company to us.  These kids have been with me for 25

5 years.  This is all they know.  This is their baby.

6           When your baby is in crisis, who dictates whether

7 you're going to stay with that baby or not?  As long as that

8 baby is sick, you're there 24 hours a day, whatever it takes

9 and this is our baby. It was that emotional attachment to the

10 company that required us to be there doing it.  Nobody had to

11 tell us to do it.  Nobody has to tell you to be a mother.

12      Q    So you don't recall there was a memo that went out

13 that said we're going to start having these liquidity

14 meetings.  Your recollection is that it was more organic than

15 that, that people were just present at the company and the

16 meetings were ongoing?

17      A    Absolutely.  As events would happen, we'd call --

18 by the way another person here is Jennifer Sandofer by the

19 way.  I shouldn't have left her out.  Jennifer Sandofer is

20 the treasurer of the company and she's really instrumental in

21 liquidity issues. She's the one that negotiates with all the

22 banks.  She's the one that negotiates the back up lines and

23 CP.  That's how I found out originally about the CP issue.

24 So she was a very important part of this equation and she's

25 here.  She's the treasurer.
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158:1      Q    If you turn to the next page, the one that's Bates

2 stamped ending 659, there's a block for August 6th which

3 discusses a board meeting.

4      A    Right.

5      Q    Do you recall a board meeting on August 6, 2007?

6      A    Yes.

7      Q    In that block, the discussion there indicates that

8 you were the individual who informed the board that the

9 company might need to draw down it's --

10      A    That's correct.

11      Q    Do you want to try that again?  That you were the

12 one that informed the board that the company might need to

13 drawn down its back up credit facilities, correct?

14      A    Correct.

15      Q    Were you the first person to suggest that that

16 might have to be done?

17      A    No.

18      Q    Who was the first person to bring that up?

19      A    Dave Sambol.

20      Q    Who did he bring it up to?

21      A    Me.

22      Q    Okay. When was that?

23      A    That was on or about the 8th and 9th as we began

24 looking at the liquidity and we had loans to close.  It was

25 probably around that time before and it took them awhile to
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159:1 convince me to do it because I knew the consequences of it. I

2 knew the potential down grade. I knew the reputational

3 issues. I knew all the other stuff.  It was something in one

4 of these boxes that was talking about bankruptcy.

5      Q    We're not there yet.

6      A    Yeah.

7      Q    We'll get there.

8      A    By the way that John, the head of credit, was John

9 McMurray.  He was here that left us and went to Wamu.

10      Q    So I guess I just want to make sure I understand.

11 David Sambol brought up to you the possibility that the

12 company might have to draw down its back up line and you

13 think it was before August 6, 2007?

14      A    I'm not sure.  Around that time.

15      Q    But between August 2 and August 6th.  Does that

16 sound reasonable?

17      A    I don't know if it sounds reasonable or not.  I

18 don't know why you're going there so I've got to be very

19 careful.  I can't tell you the date but I can tell you it was

20 between August 2nd and August 15th. That's the time frame it

21 happened but I can't narrow it down to two or three days.

22      Q    Well, do you recall telling the board on August 6th

23 that you thought that the company would have to --

24      A    I'm sorry, yes.  Before that. I see where you're

25 going with that.  When I told the board that my purpose in
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160:1 doing that was to tell them what was going on in the company

2 and what our thought process was and what was potential here

3 because I thought it was a very serious event and that they

4 had to be aware of it. I think I held meetings every three or

5 four days with the board from that time forward.

6      Q    You would have had that conversation with David

7 Sambol about drawing down that line of credit prior to

8 bringing it up to the board on August 6th, correct?

9      A    Correct.

10      Q    Was that a yes?

11      A    Yes.

12      Q    Okay.

13      A    Based upon this. I'm assuming these dates are

14 correct. I'm just making the assumption that this print out,

15 chronological exercise is correct.

16      Q    Well, you don't have any reason to think it's not,

17 correct? In other words, you don't have any independent --

18      A    No, as I said somewhere between August 2nd and

19 August 15th this was discussed.

20      Q    I just want to -- let me just ask it one more time.

21 You don't have any reason as you sit here today to think that

22 that August 6th date is wrong?

23      A    I have no reason to believe it's wrong.

24      Q    Okay.  I think you've already told us that you were

25 making efforts to identify alternative sources of funding in
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161:1 lieu of drawing down a back up line of credit, correct?

2      A    That's correct.

3      Q    If you look at the block that's dated August 10th,

4 there's a discussion there at the end of the second full

5 paragraph about efforts to identify and access alternative

6 sources of liquidity continue through August 15th.  Do you

7 see that?

8      A    Where?

9      Q    The second full paragraph, the last sentence.

10      A    Okay.  The efforts to identify and access

11 alternative sources of liquidity continue through August 15

12 is absolutely correct.

13      Q    What I was going to ask you is that a reference to

14 what you were discussing when you said you were attempting to

15 get alternative sources of financing?

16      A    Yeah, we were constantly -- we were negotiating

17 with everybody to try to get other repurchase financing even

18 though we knew it was going to cost us a lot more and we did

19 it with Layman Brothers.  We did something Greenwich Capital

20 that's owned by RBC.  We did something with them.  It was out

21 of the mainstream of what we normally would do.  We were

22 looking for all kinds of means to replace -- to get the

23 liquidity before we had to pull down the lines.

24      Q    And it's your testimony that the reason that you

25 weren't able to find alternative financing was that the banks
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162:1 themselves were undergoing their own liquidity crisis?

2      A    That's correct.

3      Q    Let's look at the block that's dated August 11

4 through 12, 2007.  It's on the page that ends in Bates stamp

5 number 661.  It's the top block on the page.

6      A    I'm sorry.

7      Q    August 11 through 12.

8      A    Okay.

9      Q    There's a reference there that the finance

10 executives and others spent the weekend in liquidity planning

11 sessions.  Do you see that?

12      A    That's correct.

13      Q    Did you participate in those meetings?

14      A    I did.

15      Q    Okay.

16      A    I'm really a non-entity here.  This is really

17 wonderful.  I was there until 4:00 in the morning.

18      Q    On August 15, 2007, there's a reference to a

19 morning news headline which included a Merrill Lynch analyst

20 assessment that bankruptcy scenario with respect to

21 Countrywide was plausible. Do you see that?

22      A    Yes.

23      Q    Is that the reference to bankruptcy that you were

24 talking about earlier?

25      A    That's correct.
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163:1      Q    What was the effect of that?

2      A    Terrible. It was irresponsible on part of the

3 analyst. This was one analyst out of hundreds of analysts

4 that would even come up with that scenario. This was a former

5 employee of Countrywide, this analyst.

6      Q    Do you happen to remember his name?

7      A    I thought I'd never forget it but I don't recall at

8 the moment.

9      Q    That's okay.  We can find it.

10      A    Yeah, you'll find it.  It doesn't ring a bell. I'm

11 kind of tired.  He mentioned like some of the back pages

12 of -- I don't read those reports because they're depressing.

13 I'll just give you the sequence of events.  We don't allow

14 reporters at our and never have in 40 years at our annual

15 meetings.  Reporter bought one share of stock and attended

16 our meeting out of the LA Times of course.

17           He asked a question of me related to suitability, a

18 trick question and I gave an answer and I won't bore you with

19 the answer, but it really violated our mission of helping

20 those left behind in our society for home ownership. He

21 didn't like the answer and he is the guy who took that one

22 word out of that thing and put it in an article and then

23 printed the -- with that article about bankruptcy highlighted

24 bankruptcy.

25           There was no potential for that.  We were
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164:1 absolutely a solid company.  We had plenty of capital and

2 printed the name of every one of our bank branches and the

3 address and the phone number, and panicked these people.

4 That was the cause of it.  It was that he picked up that

5 article and Merrill Lynch called me and apologized and said

6 it was terribly upset but the damage was done.

7      Q    What was the question about suitability that the

8 reporter asked you?

9      A    You interested in that?

10      Q    You don't -- I just want to make sure I understand

11 what you meant by suitability.

12      A    I don't know anything about you but if you came to

13 me and I took a loan application and you qualified for the

14 loan and you have -- and I said you qualify. Is this the

15 house you want?  Yes, that's the house I want to buy.  Okay

16 you qualify for it.  You meet all the debt to income

17 requirements and you hit the right FICA score, and you have

18 four children and you're buying a two bedroom house.

19 Suitability would say well, I'll tell you what Lynn you

20 qualify for this loan but I'm not going to give you the loan

21 because you have four kids. I'm concerned about where you're

22 going to put those kids in two bedrooms. You and your husband

23 have one bedroom and we have four kids in one bedroom. I've

24 determined that that's not suitable for you.  That's not my

25 responsibility.  That's what suitability means.        Or
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165:1 Hispanics, for example, will go four families to one house so

2 they can qualify. White people wouldn't do that.  Black

3 people wouldn't do it but Hispanics and Asians do. That's

4 part of their culture.  I'd have to say that based upon our

5 value system that's not suitable for you. I'm not making you

6 that loan because it's not suitable for you.

7           Or I say to you, you know what I'm aware of the

8 fact that you have marital problems and I'm concerned that

9 you're going to get divorced and I'm concerned that you're

10 not going to be able to make the payments if you do get

11 divorced. That's suitability. That's not my responsibility.

12 So I went through this.  We are the largest lender to

13 Hispanics and African Americans in the United States. I know

14 if I applied our normal standards of white people life

15 experience to theirs it would be nobody would get a house.

16           I made a very impassioned speech and he didn't like

17 it because they are pro suitability. They want to push

18 legislation for -- my responsibility is to make all of those

19 determinations so that -- or if it's not a safe neighborhood

20 or the schools are not good, your kids aren't going to be

21 educated well.  It's my responsibility to make those

22 determinations and I'm against that.

23      Q    So it's not a function of whether the particular

24 loan, the terms of the loan are somehow suitable for the

25 person.  In other words that they might or might not qualify
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166:1 objectively speaking under the loan, you're saying that it

2 has to do with whether the home they are purchasing is

3 suitable?

4      A    Yeah, it has that and it has the other component

5 too.  If somebody comes to me and says look I want a three

6 year hybrid.  The rate is lower and I'm only going to live in

7 the house three years. I say to you I don't believe you.

8 It's going to reset in three years and I'm assuming you're

9 never going to get an increase in salary and I don't believe

10 you. I think you're going to live beyond three year.

11           I'm not going to give you a three year hybrid.

12 You've got to have a 30 year fixed.  That's all part of that

13 suitability. It's a huge umbrella. I don't know how you'd

14 make a loan because you're subject to litigation. If that

15 loan goes delinquent we'll get sued because they'll determine

16 something in that process I should have known was not

17 suitable for that family.

18      Q    August 15th again it carries over onto the next

19 page and after that a headline came out with the word

20 bankruptcy in it.  There's a reference here to a discussion

21 about a lack of progress on bank discussion and then it says

22 that Angelo Mozilo and Dave Sambol made the decision to draw

23 on credit lines at approximately 8:00 a.m.  Do you see that?

24      A    On what date?

25      Q    This is the --
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167:1      A    The 15th?

2      Q    It's the carry over of the 15th.  It's on the page

3 that --

4      A    I don't remember the time but we had been in

5 discussions all that night the 14th as to whether or not

6 there was another course we could take with JP Morgan Chase

7 and the decision was to take that course would be enormous

8 consequences for the company.  So we decided we'll analyze.

9 I think the call was made at 8:00 to do that.  Jennifer was

10 given the instructions pull them down.

11      Q    Jennifer?

12      A    Sandofer, the treasurer.

13      Q    Okay.  That was a decision that you made with Dave

14 Sambol, correct?

15      A    Correct.

16      Q    Did you seek board of --

17           THE REPORTER:  Whoa, decision made with --

18           BY MS. DEAN:

19      Q    You and Dave Sambol.  Is that correct?

20      A    That is correct.

21      Q    Then did you seek board approval of that decision?

22      A    I believe that we had discussed it with the board

23 on several occasions up to the 15th because I had several

24 meetings with the board and they knew what we were going to

25 do and nobody objected to it. I don't believe we had a
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168:1 resolution to do it but there was approval through our

2 discussions with the board members.

3      Q    Do you remember having a board meeting on the

4 morning of August 15th?

5      A    I don't remember that.

6      Q    There's a reference here --

7      A    At 9:00 a.m.

8      Q    Uh-huh.  Is it your understand that that's a

9 mistake or do you just not remember whether there was a

10 meeting that day or not?

11      A    I don't understand the sequence of events.

12 Approximately 8:00 a.m. -- we made decision to draw down the

13 lines.  Got approval at 9:00 and then I don't know what time

14 we drew them down.  Here it is.  Management is responsible

15 for implementation.  Draw is notified 9:30.

16      Q    Does that seem consistent with your recollection?

17      A    Yeah.

18      Q    So you think there was a board meeting that day,

19 correct?

20      A    There was, yeah.

21      Q    But you don't recall whether or not there was a

22 board resolution on this issue.  Is that right?

23      A    I don't.

24      Q    Let's mark this as 23.  Mr. Mozilo, I'm handing you

25 now a four page document that purports to be an unofficial
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169:1 transcript of an interview that you gave on August 23rd to

2 Maria Bartiromo.  Do you recall actually giving Maria

3 Bartiromo on or about August 23rd?

4                          (SEC Exhibit 23 was marked for

5                          identification.)

6      A    Yes.

7      Q    Were you prepped for that interview by anyone?

8      A    No.

9      Q    Would you look at the second to the last page, the

10 one that's page three of four.

11      A    Why don't you fill this in.  I think it's hard to

12 tell exactly where you are.  You're sort of in the middle of

13 the jungle. That's what you should focus on.

14      Q    Is there something you want to say about that?

15      A    You never know.  It's changing so rapidly. I didn't

16 know where we were. They were always looking for very precise

17 answers and I just couldn't give it.

18      Q    So this is in reference to the first page of the

19 document.  Ms. Bartiromo asked if you could characterize the

20 current environment and your response was that it's really

21 hard to know where you are?

22      A    Right.

23      Q    Specifically what I wanted to ask you about is on

24 the second to the last page, the one that's marked three of

25 four. In the middle of the page, there's a discussion about
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170:1 the fact that you've been selling stock in Countrywide.  You

2 proffered some explanations for selling the stock. This is

3 really the middle of the page.  Ms. Bartiromo's question is

4 I've got to ask you about this.  Do you see that?

5      A    Yes.

6      Q    Okay and then she asks what the lowest price you've

7 sold at is.

8      A    Right.

9      Q    You go on to give a response which includes some

10 information about why you're selling.  What I'd like you to

11 do is take a second and read through that and just let me

12 know if you think that's an accurate -- if that was in fact

13 your answer to Ms. Bartiromo that day.

14           MR. MCLUCAS:  In other words, is this, in fact,

15 what he said as best he can recall?

16           MS. DEAN:  Right.

17           THE WITNESS:  Yeah, I think that's what I said.  I

18 reference $28.00 a share. I think my surprise Lynn was when

19 the memo I had no idea I had that many shares left over to

20 sell.  That was a shocking part of it to me. I didn't realize

21 the stock had dropped and so much was left over.

22           BY MS. DEAN:

23      Q    This is the memo we're talking about when you

24 realized that you were going to sell under the October plan

25 because you had shares that couldn't be sold because they
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171:1 couldn't make the $28.00 price?

2      A    Right.

3      Q    Just to sort of go through the reasons in this

4 paragraph I think they're consistent with what you told me

5 earlier which is you were selling because the shares that you

6 had were the majority of your net worth, right?

7      A    That's right.

8      Q    That you had to pay for the education of your

9 children and grandchildren?

10      A    Well, it was just a very subjective comment. It's

11 always on my mind.

12      Q    And that you were close to the end of your career

13 and you were attempting to sell your shares in an orderly

14 way?

15      A    In an orderly dissolution.

16      Q    Okay.  I know we talked about some other reasons

17 including the unexpected real estate expense that you

18 encountered in December of 2006. Other than that, are there

19 any other reasons why you might have decided to sell your

20 shares between September 2006 and today?

21      A    No.

22           MR. MCLUCAS:  That subsumes the broader financial

23 planning that he's already testified about.

24           BY MS. DEAN:

25      Q    Right which I think is part of the whole orderly
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172:1 dissolution end of the career. There are no other reasons

2 that you want to put on the record at this point?

3      A    No.

4           MR. GREEN:  I think we also discussed a suggestion

5 by Bob Donato earlier?

6           THE WITNESS:  Yeah but that was minor. It was sort

7 of made me think about it.  Why is a director concerned about

8 how many shares they own and maybe just out of friendship.  I

9 never questioned him about it. I just sort of put that in the

10 computer.  I would say that in itself didn't cause -- it was

11 the combination of things I was thinking about at the time.

12           BY MS. DEAN:

13      Q    By the way, do you really go to work around 4:00 in

14 the morning every day?

15      A    I use to go to work 3:30 every morning.  We start

16 trading.  When I was deeply involved in trading, we trade

17 Tokyo first and then UK and then US.  So that starts at 3:30.

18 That crew still comes in at 3:30 every morning. I get up at

19 4:00. I don't look that great but I'm at my computer.  I'm

20 tied into the office on my computer and I begin my work at

21 4:00 and get all it done.  When I am finished getting that

22 started and all the instructions started, especially if I'm

23 getting off on a trip I want to get everything done because

24 I'm in a plane and can't communicate.  So generally 4:00 is

25 my starting time.
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173:1      Q    Okay.  Mr. Mozilo, do you want to clarify anything

2 or add anything to anything that you told me today?

3      A    I would only reinforce what I told my counsel is

4 that two things. One, my motivations were to try to stay

5 aligned with the shareholders rather than sell all at once.

6 Even knowing what I know today that's what I would do even

7 though I lost a lot of money in the process.  Made a lot of

8 money and lost a lot of money by not making a decision in

9 February and December to sell the stocks rather than enter in

10 the 10(b)(5)(1) which I could have done.

11           These were all vested.  The second is that to my

12 knowledge I did everything according to the rules as I

13 understood them because my reputation, although know I'll

14 never be able to get my reputation back based on what the LA

15 Times have done to me, but my reputation was always very

16 important to me for my family.  That's it.

17           MS. DEAN:  Counsel, do you have any clarifying

18 questions you want to ask?  Mr. Mozilo, we don't have any

19 further questions for you at this time.  We may, however,

20 call you again in the future to testify. If we do, we'll

21 contact your counsel and work that out.  Counsel, I'll work

22 with you off the record after this.  We can talk once you

23 guys get all back to your respective offices about the

24 document issues that we've identified.

25           MR. MCLUCAS:  We'll work with Munger.  We'll get
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174:1 you whatever it is you've asked for.

2           MR. PASTUSZENSKI:  I can tell you from talking to

3 Munger they didn't understand what you wanted.

4           MS. DEAN:  Understood.  We'll address that off the

5 record but we'll come up with a time table and make sure

6 everybody is on the same page about what it is that we're

7 hoping to get. I really do want to thank you for coming in. I

8 know this isn't pleasant and I appreciate that you agreed to

9 do it voluntarily.  Thank you all. We can go off the record

10 at five minutes to 3:00 on November 9th.

11           (Whereupon, at 2:55 p.m., the examination was

12 concluded.)

13                           * * * * *

14

15

16

17

18

19

20

21

22

23
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25
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____

From: Forster, Andrew
Sent: Sunday, November 18, 2007 7:41 AM
To: Cassano, Joseph
Subject: GS Prices vs Others

The average GS price on HG deals is 82.18 and the avg mezz deal is 68.36

The average Merrill price using the prices they used as the collateral call on HG is 87 and mezz is 80.57.

The average Merill price they sent as valuations is 94.5 for HG and 90 for mezz.

The only specific deal that we had calls for under the CSA by both guys is Independence V where Merrill used 90.81 and 
GS used 67.5

The average mezz price if we inlcude the call from Socgen where they did not use GS prices is 76

Out of interest if we use the prices for HG and mezz deals that Merrill has used for their collateral call the GS amount 
would be for 1.5bn. If we use the average prices (not including quotes as they are much higher) from all other dealers 
(Merrill, RBS, JPM amd Wachovia) the call is 1.66bn.  We have one deal that is prime collateral and GS marked it at 92.5 
and if we mark that at 92.5 instead of the average then the collateral call would be 1.5bn using all other dealers and 
1.35bn using Merrill.

All prices we have received are as of 10/31



Dave Sambol/Managing 
Directors/CF/CCI 

To "Angelo Mozilo" <angelo_mozilo@countrywide.com> 
cc carlos_garcia@countrywide.com;eric_sieracki@count 

rywide.com 
11/20/200706:34:51 PM bcc 

Subject Fw: FNMA Escrow Deposit 

Another shoe drops. FNMA informed us this eYening that they want to pull $-1-.5 billion of the $5 billion in P&I escrows 
they hme with the Bank and they want to do this mer the next few months. I suggest that I call Tom Lund first to let 
him know how problamatic this would be and appeal for a reyersal (or at a least a much longer wind dmm period). My 
thinking is that if I am unsuccessfuL you should then call Dan Mudd. I intend to call Tom first thing tommorow 
morning. I'll call you to discuss.----- Forwarded by Da\"e Sambol J\Ianaging Directors CF CCl on 11 20200706:15 PJ\I -----

Craig To Dave Sambol/Managing Directors/CF/CCI@COUNTRYWIDE, 
Naselow/ALManage carlos_garcia@countrywide.com, Alan_Boyce@countrywide.com, 
ment/Bank/CCI tim_wennes@countrywide.com, Jennifer Sandefur/Managing 

11/20/200704:19 
PM cc 

bcc 

Directors/CF/CCI@COUNTRYWIDE, Eric Sieracki/Managing 
Directors/CF/CCI@COUNTRYWIDE 

Subject FNMA Escrow Deposit 

Ijust receiyed a call from Ted at FNMA. As you know they hme been discussing their oyerallleyel of unsecured 
exposure to CFC since September. FNMA currently allows us to hold up to $-1-.9 bil in P&I Escrow deposits. FNMAs 
credit group has determined that would like to see this amount reduced to $500 mil in stages. A reduction to $3.5 bil by 
year end and a fmiher reduction to $1.5 bil by the end of January and finally to $500 mil by the end of February for a 
total reduction of $-1-.5 bil I expressed my significant disappointment with those numbers and how those numbers were 
far in excess of the reduction that we were expecting. I communicated it not only sends the wrong message that our 
largest business partner is looking to essentially almost entirely eliminate prmiding liquidity to us (they claim they will 
still hme $2 bil in delayed certification exposure). but its clearly the wrong message at the wrong time and for us to 
replace almost $5 bil in liquidity in the next four months would again raise liquidity concerns with stakeholders 
including possibly our regulators. depositors etc. Which would not be good for us or for them. especially at a time we 
are in the process of renegotiating our commitment to them. This issue I think needs to be raised at the highest leyels 
within FNMA on an expedited basis. I should say that according to Ted. they are open to the idea of keeping an 
increased leyel of liquidity with us if it were to be collateralized and he suggested the possibility of excess sen icing strip 
securities. He didn't hme a leyel of liquidity that could be securitized howeyer. Countrywide BankCraig 
NaselowMD. TreasurerCB239 - Treasury 
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92-576-4394 Internal 
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From: 
Sent: 
To: 
Subject: 

Joe, 

Shirley, William 
Wednesday, November 21,20076:04 PM 
Cassano, Joseph 
Deferred Comp 

I attach a draft of the memorandum for Bill Dooley. 

I added a final paragraph regarding your personal situation as you requested. Note that it indicates that you would not 
only forego a bonus this year, but would not participate in the special deferred comp arrangements. We didn't discuss 
this latter point, but it seemed in keeping with what you said. Also, note that I've drafted alternatives for when you'd 
recoup the forgone bonus - I wasn't sure whether payment would be tied to the super senior book coming back on a 
mark-to-market basis or, alternatively, on the book not suffering realized losses. 

Bill 

mwsOSO 
(memo).doc 



Or:lft or 11/21/07 

MEMORANDUM 

To: Bill Dooley 

From: Joe Cassano 

Date: November _ , 2007 

Subject: 2007 Compensation 

I'd like to discuss with you the following approach to handling 2007 year-end compensation for FP. 
This approach takes into account the unrealized market valuation loss that we've booked under 
GAAP in respect of our super senior portfolio. 

There are two main points: First, no bonus will exceed $1.25 million. Second, employees who, in 
the absence of the super senior valuation loss, would have received bonuses in excess of $1.25 
million will be entitled to future payment of special 2007 deferred compensation (outside the 
existing deferred compensation plan), as follows: 

The amount of special deferred compensation for each employee will equal the amount by 
which his or her bonus would have exceeded $1.25 million in the absence of the super senior 
valuation loss. 

The special deferred compensation will be at risk to FP's business to the same extent as 
deferred compensation under the existing deferred compensation plan. Thus, the special 
deferred compensation will also form part of FP's capital base. 

The vesting of the special deferred compensation will not be immediate, but will occur one
third at the end of2008 and two-thirds at the end of2009. Thus, employees who leave the 
company will forego all (if they depart during 2008) or part (if they depart during 2009) of the 
special deferral. 

Payment will be made at the end of20 I 0 (bullet). 

During the three-year term, the special deferred compensation will earn interest (Libor paid 
quarterly) and will share pro rata with the existing plan in any annual equity kicker. 

An amount that will give AIG a 70/30 participation in the economics of this arrangement will be set 
aside and will also be paid to AIG at the end of2010, subject to its also being at risk to the business 
on a subordinated basis. This amount will thus also form part ofFP's capital base. 

I note that the capped bonuses paid this year will be subject, like bonuses in any year, to mandatory 
partial deferral under the existing deferred compensation plan (i.e., bonuses in excess of$250,000 
will be subject to partial deferral). 

One final note, regarding my compensation: I would propose that I not receive any bonus this year. 
or participate in these special 2007 deferred comp arrangements, but that you, Martin and I have an 
informal agreement, discussed with the FP board, regarding how my bonus compensation in future 
years will be adjusted assuming the super senior book comes back. Before year-end we would 
agree the amount that I would have received as a bonus this year in the absence of the super senior 
valuation loss; then, in future years, assuming the super senior book [recovers its mark to market] 
[has not suffered realized losses], I will be paid this amount in addition to the bonus compensation 
that I will otherwise receive. The point here is that while I am able to agree to this sort of 
arrangement for myself, I really need something more for my team as described above. 

l'1-IYS000072280 













From: 
Sent: 
To: 
Subject: 

aabayeb, Elias 
0)/1112008 07:0) :37 PM 
Herzog, David 
RE: BET Valuations for Multi-Sector COO book 

.. Based on the 'alest run of the actuarial model, we have about $48·million in exposure below the super 
senior attachment point, but il appeals thaI we still do not expect 10 incur an~ economic losses. 

Are you on 'the ground - I am in Ihe office 

From: Herzog, David 
Sent: friday, January 11, 2008 7:00 PM 
To: Habayeb, Elias 
Subject: Re: BET Valuations for Multi-Sector COO book 

What arc the updated views in terms of "Economic Losses· on the book? 

__ Original Message -
From: Habayeb, Elias 
To: Bensinger, Steven 
Cc: Lewis, Robert (AlG Enterprise rusle Mgmt): Dooley, William: Herzog, David 
Sent: Fri Jan II 07:31 :22 2008 
Subject: Fw: BET Valuations for Multi-5ector CDO book 

Steve, 

Joe provided us witb a peak into tbe preliminary valuations for the super senior credit derivatives as of year cud. 
""hicb are surprisingly large. Their preliminaIy estimates for the cumulative mark to market loss assuming he is 
able to get folks comfortable with tbe basis adjustment between lbe spread on a bond versus a credit deriv-.llive is 
S2.8 billion (we bad previously announced a cUlJlulative mark of $1.5 billion as of november 30). The Sl.8 billion 
estimate assumes a 7% basis adjustment which he thinks is appropriate. If the basis adjusunent is nOI factored in, 
then the OImulative mark to market loss is $5.8 billion. While folks agree in principle tbm a basis adjustment is 
appropriale, the questi'on is whetller there is empirical data to support it in a market thai lacks trading. loe and bis 
tearn arc pulling togetber the suppon which they think is adequate for our, pwc and kpmg's review. 

The difference between these new estimales and what we published in november is nol simply the marks fOI 
December. nlCY also include a revision of Ihe earlier estimates based on the a"aila6miy of more data and changes 
10 the modelling. However. be does not bave a break down of what relales to pre december" december, and is nOl 
planning on doing so at this time. 

The valuations being done as of December are meanl 10 be more refined than what W3S previously done. First, 
A1G-FP is collecting more information than what was available 10 it in the third quaner. As ofQ3. Ule best 
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independent data they had were the JPM spreads which were spreads on generic assets. Since tben, they identified 
a new soun::e: or data. which is fTom the CDO collateral managers. The COO colllltercll m'lnllgers are providing· 
them with indications on the majority of Ille reference obligations in tlle underlying collateral pools. Second, 
AlG-FP has made more changes to Ille BET and implemented an indcpedent validation·metbod too. 

Also these marks aTe limited to Ille multi-sector CDO. 

Based on my conversation n'ith him just now, they are not done with the valuations and they have more work to 
do. Beyond Illc chain of emails here and a couple more that IlIad with him in the past 12 hours, we don't llave any 
more information. ~ wiJI be in wilton on monday to go through these valuations. Joe thinks that is the earliest 
he can share information with us beyond Ihese emails. 

He also asked to keep these estimates among us until they are done with their work. 

Please let me /mow jf you want to discuss . 

• - Original Message --
from: C3ssano@aigfpc.com <Cassano@aigfpc.colD> 
To: e1ias.habayeb@aig.com <elios.hobayeb@oig.com>; Williaru.Dooley@aig.com <William.Dooley@ais.com> 
Cc: Micottis@aigfpc.com <Miconis@ai~c.com>; Bridgwater@aigfpc.com <Bridgwater@aigfpc.com>; 
Fomer@aigfpc.com <Fomer@aigfpc.com> 
Sent: Fori Jan 11 04 :55:35 2008 . 
Subject: RE: BET Valuations for Multi-Sector CDO book 

The change in value can be ascribed to a wide array of events, the market is one factor and an important one, there 
were also more downgrades during the period to underlying reference coDateraJ that causes a greater than market 
value chaDge . We have also gained greater precision in OUT efforts to get more data from the managers and hence 
are less rdiant on matrix pricing .We llave also continued to add enhancements, rc6nements to many aspects of 
data collection and modeling. While the numbers in October and November were approximations and estimates 
the values used ,the data inputs and tlle modeling hll''C all been improved through lime 

From: Habayeb, Elias (mailto:Elias.Habavc:b@.aig.com) 
Sent: Friday, January II, 200& )2:57 AM 
To: Cassano. Joseph; Dooley, William 
Cc: Micottis, Pierre; Bridgwater, James; Forster, Andrew 
Subject: RE: BET Valuations for Multi-Sector COO book 

Joe, 

I understand that thcsc are preliminary and subject to cbange. However, is Ille diffaa:ncc between the marks below 
Dnd the SI .15B for Oct and Nov driven by events in December? Or do these marks also reflect a revision of the 
previously published Oct and I or Nov marks'/ 
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Elias 

From: Cassano@lligfpc.com Irnailto:Cassano@aigfpc.com) 
Sene Thursday, January 10, 2008 6:5.9 PM . 
To: William.Doolcy@aig.com; e}ias.habaycb@aig..com 
Cc: Micottis@aigfpe.com; Bridgwala@aigfpc.com; Forster@aigfpc.com 
Subject: FW: BET Valuations for Multi-Sector COO book 

lnll:mal only ,For disucusion only, preliminary estimates only ,all numbers are SUbject to change. 

Below please fmd our currenlcstimales oflhe vallie of the super scniorbook as oflbe end of December. nlese are 
life to date valuation estimates. To gil'e these DumbcJs context as 10 lhe cluInge from'lhe last estimates and marks 
we have taken or supplied in the past you nC¢ to deduct the appoximalely $1.5 billion we have already reporteq 
($350 million booked for 3rd quaner) and the S1.]5 b;Jlion of estimates as ofNovemeber.(S5S0 million estimate' in 
the 3rd quarter Q for Oclober and the SSOO 10 S600 miJIi~n estimate at Ihe end ofNovemher.) 

As you will' ~ the valuation adjustmenl varies signifitmltly depending upon tile cash vs. syntlletic baisis 
percentage charge you apply. Based upon the documentation we have from the markel we see the basis anywhere 
between SilO pd. up front. What we are showing here is what tJle value is if , first we apply no baisis 10 tbe results 
of using the cash prices only from the BET modd; second, we show what the life to date \'ailmtion adjustment 
would be depending on applying varying percenatge of cash basis add on spread :While we believe it is very 
reaSonable and conservalive 10 use the mid market ofth~ indications we have received i.e. 70/ .. we recognise that 
we must support and document Ouf conclusion. We an: in 1he prot:eSS of pUlling that documentation together. We 
also believe there can bC no argument to the use of the minimum of S% as the charge for tbe cash vs synthetic 
basis. For clarity and completncss ) am supplying the range of outcomes to you, . 

For illustration and the avoidance of doubt; if it is agreed tIlat tJlC cash S)-ntbctic basis add 011 is 1% then \lIe 

cllllllge from the estimates and bookings to dIlte is approx $.1.3 billion resulting in a totDI market valuation 
adjustment of S2.8 billion for the 4th quarter. 

Please keep in mind Ihese numbers are stiJl preliminary and aTe subject to adjustment os we continue to comb 
through the data. The team will be continuing 10 review the data and results of the modeling tommoror", and all 
numbers are subject to cbange • .-. 
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Cash-Synthetic Basis Add-On Value of Multi-Sect OJ COO book, inc CasllDow Diversion benefits 
0% -5,8] 1,375,582 
5% -3,584,839,025 
6% -3,]68,738,365 
7% -2,793;560,33) 

Ioe 
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That cover it Jim?

From: Eichner, Matthew
sent: Wednesday, January 30, 2008 8:54 AM
To: Giles, James;Spurry, Steven; Silva, Kevin
Cc: Hsu, Michael
Subject: Upton/Farber call

Hi,

I got a cryptic email from Upton last night, asking for a call (with me alone) for 7:45 this morning.

Turns out they had a screw up over the last few days which brought the holding company liquidity pool below $5 billion.
You'll recall that, many moons ago, Farber undertook to tell us should that occur as part of our global arrangement with the
FSA.

More concerning, overall liquidity did decline sharply over the last week from. about $16 billion on January 17 to $9.3 billion
last Friday ($4.8 at the parent) and $8.8 billion ($4.3 at the parent) on Monday. Yesterday they were back to $9.9 billion
($5.3 billion at the parent). On Friday, they'll see the proceeds from the issuance yesterday of $3 billion in ten year debt,
done at L + 302.

The drivers of the deterioration were big 15c3-3 deposits ($2.5 billion on 1/23) and inventory growth (-$4.8 billion in BSIL).

Upton committed to several steps. First, they'll provide a detailed post mortem on why this occurred. Second, they are
establishing a new function in Treasury to project cash needs at the legal entity level. Upton said that the problem here
was in large measure-the lagging of the secured funding initiative in Europe.. Finally, I've asked for daily reporting (via
email) on holding company liquidity going forward. I stressed that this was a big deal for us, that they fell below $5 billion
as well as the general deterioration in liquidity.

I- asked explicitly about new liquidity exposureto the monolines or exposure we had not discussed, in particular through
"collateral swap agreements". Both Farber and Upton knew nothing about this, and said it was pretty much inconceivable
to them that BSe would providing liquidity to monoline insurers.

-matt
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From: Alix, Michael (Exchange) 
Sent: Thursday, February 21, 2008 7:03 PM 
To: Upton, Robert (Exchange); Friedman, Paul 
Cc: Molinaro, Sam (Exchange) 
Subject: FW: WSJ -- Liquidity Guidelines to Get Update 
FYI from tomorrow's WSJ 

From: Quinn, Jerry [mailto:jquinn@sifma.org] 
Sent: Thursday, February 21,2008 6:19 PM 
To: Anna Yu; Brandon, Kyle; Chris Hayward; Goulding, David (Exchange); David Russo; 
Dennis Mclaughlin; Ed Grieb; Eduardo Canabarro ; espahr@lehman.com; 
espray@lehman.com; fong.liu@lehman.com; Martiniello, Fran (Exchange); 
jahart@lehman.com; Joanne Olsen; Ken Abbott; Kim Flynn; Kristin Blomquist; laura 
Vecchio; mleng@lehman.com; M1rc Saidenberg ; marianne_sciarrino@ml.com; Mark 
Holloway; Alix, Mchael (Exchange); Mchael Cahill; paul.shotton@lehman.com; Piccarillo, 
Joan; Quinn, Jerry; Robert Berry; Cox, Rupert (Exchange); Tina Su; Tom Gregory; Tony 
Stucchio; Victor Ng; Mary.Markey@morganstanley.com; Anna Yu; Chris Hayward; 
Sullivan, Colleen - Controllers (Exchange); david.wong@morganstanley.com; Dennis 
Mclaughlin; Ed Grieb; liz.beshel@gs.com; espahr@lehman.com; espray@lehman.com; 
fred.gonfiantini@morganstanley.com; Collins, Jim - Accounting (Exchange); 
jahart@lehman.com; Farber, Jeff - Control1ers (Exchange); Quinn, Jerry; Piccarillo, Joan; 
john.chartres@gs.com; Modica, Judith M (Exchange); Brandon, Kyle; Laura Vecchio; 
Marc Saidenberg ; marianne_sciarrino@ml.com; marisha.abbott
barr@morganstanley.com; Mark Holloway; mark. weber@lehman.com; Alix, Mchael 
(Exchange); simon.evenson@morganstanley.com; Stephen.rossi@lehman.com; Tony 
Stucchio 
Subject: WSJ -- liquidity Guidelines to Get Update 

CSE Task Forces: 

FYI. 

Liquidity Guidelines to Get Update 
By DAMIAN PALETTA and ALISTAIR MACDONALD 
February 22, 2008 

In a move aimed at preventing a future freeze in credit markets, U.S. and foreign 
bank regulators are jointly developing a set of best practices to strengthen how 

Confidential Treatment Requested by JPMorgan BSC-FCIC-e01080323 



banks deal with cash pressures. 

Banks need this short-term funding, also known as liquidity, to finance loans and 
to payoff debt. One of the most devastating effects of the current credit turmoil 
has been a virtual seizure in certain financial markets, with liquidity disappearing -
or becoming much more expensive -- for asset-backed securities, other structured 
financial products and even the market for lending between banks. 

CASH CRUNCH 

• What's new: U.S. and foreign bank regulators are developing best-practice 
guidelines for managing liquidity risk. 
• Why now: The continuing credit crunch means financial institutions are 
searching for short-term funding in some markets. 
• What's next: The Basel Committee on Banking Supervision plans to release a 
proposal later this year. 

It was liquidity pressure that eventually led to a run on Northern Rock PLC, which 
the British government on Sunday said it would nationalize. But while liquidity 
plays an enormously important role in financial markets, it has always proven to 
be an elusive risk for banks and regulators to guard against. 

"Banking crises are liquidity crises, and once liquidity starts to flow again, that's 
when the crisis eases," said Andrew Kuritzkes, a managing director at Oliver 
Wyman who advises major banks about risk management. 

The Basel Committee on Banking Supervision, an organization of bank regulators 
from around the world, plans later this year to update its eight-year-old "core 
principles" for liquidity risk to "reflect recent experience." Among other things, 
the update is expected to include an increased focus on a bank's contingency plans 
for liquidity and a larger emphasis on the impact of market-wide shocks on a 
bank. 
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For years, financial institutions obtained liquidity from a number of areas, such as 
deposits. But during the recent housing boom, U.S. financial institutions turned 
more frequently to credit markets to fund products such as mortgages. Many 
banks found themselves overly dependent on these sources as problems in 
mortgage markets worsened. 

Banks in recent months have turned to a number of funding alternatives, such as 
the 12 Federal Home Loan Banks in the U.S. and a new auction facility offered by 
the U.S. Federal Reserve. 

The deficiencies in how banks and regulators monitor liquidity were thrown into 
sharp focus by Northern Rock, one of the U.K.'s biggest mortgage lenders. In 
September, the bank was forced to seek funds from the Bank of England after the 
markets on which it relied for financing froze during the early stages of the credit 
crises. Amid the country's first bank run in more than a century, U.K. authorities 
told a panicking British public that Northern Rock was solvent. But its troubles 
were in the financing of day-to-day operations. 

During a parliamentary inquiry into Northern Rock's troubles, Mervyn King, the 
head of the Bank of England, said liquidity regulation would have to be "taken 
more seriously." U.K. rules only require a bank to have enough highly liquid 
assets to meet outflows for one week without needing to tap public markets. This 
worked for short-term stresses, and allowed Northern Rock to ride the immediate 
market storms that followed the Sept. 11, 2001, attacks on the U.S. But its 
weaknesses were exposed when markets froze for months during the turmoil 
triggered by delinquent subprime mortgages. 

Northern Rock's troubles would have been "picked up" had there been a proper 
system of liquidity regulation, Mr. King told a panel of British policy makers in 
September. 

Mr. King also said the central bank and Financial Services Authority, the U.K. 
financial regulator, had been pressing for a parallel Basel liquidity system to run 
alongside its regime on capital requirements but had found little interest among 
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central bankers. 

There hasn't always been such a lack of interest by regulators in liquidity. In the 
1950s and 1960s, as much as 30% of a U.K. bank's assets needed to be held in 
liquid assets, but that is "not much more than 1 %" now, according to Mr. King. 
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From: Marano, Tom - Fixed Income 
Sent: Tuesday, February 12,2008 8:57 PM 
To: Schwartz, Alan (Exchange); Metrick, Richie (Exchange) 
Subject: Cerberus 

We need to be careful. Everybody is communicating back to Cerberus we will not fund tehm on anything at a rate better 
than L+ 300. This is based on our 5 year offering. While I think we should push for higher rates Ithink we needtobe careful 
because its not clear this is really the right cost of funds and we could be transmittingan indication of how distressed we 
are as a firm which could spil in to market and make our problems turn in to a death spiral. 

-----Original Message-----
From: Offen, Michael (Exchange) 

Sent: Tuesday, February 12,20085:48 PM 
To: Marano, Tom - Fixed Income; Khedouri, Frederick (Exchange) 

Subject: FW: Chrysler 

Fyi we are being consistent with other parts of the firm on good collateral -----Original Message----

From: Offen, Michael (Exchange) 

Sent: Tuesday, February 12,20085:47 PM 
To: Lipman, Steve (Exchange); Barnish, Keith (Exchange); Savarie, Andrew (Exchange); Lefkowitz, David (Exchange); 
Marsh, Patrick S. - Strategic Finance (Exchange) 

Subject: RE: Chrysler 

I am telling them on rescap renewal 300-350 plus 1 pt up front 

-----Original Message-----

From: Lipman, Steve (Exchange) 

Sent: Tuesday, February 12,2008 8:35 AM 
To: Barnish, Keith (Exchange); Savarie, Andrew (Exchange); Lefkowitz, David (Exchange); Marsh, Patrick S. - Strategic 
Finance (Exchange); Offen, Michael (Exchange) 

Subject: Fw: Chrysler 

FYI. Message delivered 

-----Original Message-----

From: Lipman, Steve (Exchange) 

To: 'Robert Warden' <rwarden@cerberuscapital.com> 

CC: Ruisanchez, Carlos (Exchange) 

Sent: Mon Feb 11 08:08:462008 
Subject: RE: 
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It is not really urgent. I actually spoke to Lenard on another situation and brought up what I was calling you about. 
Chrysler Finco -

As you may know, the loan as structured today is pretty painful for us. It came as part of a bigger transaction that, taken as 
whole pre-credit market crunch, was good. Post crunch, to be frank, we are getting killed on the loan as (i) spreads have 
widened on our funding side and the mark on what we hold (ii) we have no conduit (iii) overall lack of excitement for 
whole loans. Our preference would be to get this off our books (or said differently, not renew). I tried to figure out where 
we would need to be so we are no longer loosing money on this (that is different than making money) and the answer is in 
the L+ 300 range. I know you are speaking with the conduit banks this week and I am happy to hear what you guys come 
back with, but wanted to let you know that this is not viewed as an efficient use of capital here. Happy to discuss further. 

From: Robert Warden [mailto:nvarden@Jcerberuscapita1.com] 

Sent: Saturday, February 09, 20088:31 AM 

To: Lipman, Steve (Exchange) 
Subject: 

Steve, sorry we missed yesterday. I'm free any time after 2pm today and all day tomorrow any time at 9176568451 

This e-mail message and any attachment to this e-mail message contains confidential information that may be legally 
privileged and/or deemed to be material non-public information. The recipient may not reproduce, copy or forward 
(whether electronically or otherwise) any of the information or materials contained herein to any other person, except to 
the receiver's professional advisors. If you are not the intended recipient, you must not review, retransmit, convert to hard 
copy, copy, use or disseminate this e-mail or any attachments to it. If you have received this e-mail in error, please 
immediately notify us by return e-mail and delete this message. E-mail transmissions cannot be guaranteed to be secure or 
error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. The 
sender therefore does not accept liability for any errors or omissions in the contents of this message which arise as a result 
of e-mail transmission. If this e-mail contains a forwarded message or is a reply to a prior message, the sender may not 
have produced some or all of the contents of this message or any attachments. If verification is required, please request a 
hard-copy version. This message is provided for informational purposes and should not be construed as a solicitation or 
offer to buy or sell any securities or related financial instruments. 
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From: 
To: 
Subject: 

Norton, Jeremiah 
Steel, Robert; 
Re: In-

Date: 
Depth Analysis: GSE Update: 4Q Earnings Reflect Further Credit Deterioration 
Thursday, February 28, 2008 5:24:26 PM 

Thx 

----- Original Message ----
From: Steel, Robert 
To: Norton, Jeremiah 
Sent: Thu Feb 28 17:23:552008 
Subject: FW: In-Depth Analysis: GSE Update: 4Q Earnings Reflect Further Credit 
Deterioration 

fyi 

-----Origi nal Message-----
From: Alejandro. LaTorre@nyJrb.org [mailto:Alejandro. LaTorre@ny.frb.orq] 
Sent: Thursday, February 28, 2008 4:49 PM 
To: Alejandro.LaTorre@nyJrb.org 
Subject: In-Depth Analysis: GSE Update: 4Q Earnings Reflect. Further Credit 
Deterioration 

Fannie Mae and Freddie Mac reported larger-than-expected 4Q07 net losses, 
largely reflecting on-going weakness in the housing sector and the deterioration 
in prime mortgage credit. Despite these larger-than-expected net losses, market 
participants do not expect Fannie or Freddie to resort to additional capital raising 
activity since they both maintain adequate levels of surplus capital. The earnings 
news was largely overshadowed by OFHEO's announced removal of Fannie and 
Freddie's portfolio growth caps which will allow the GSEs to resume their 
purchases of mortgage-related securities. As such, conditions in the MBS market, 
which have been strained in recent weeks, improved modestly. However, 
OFHEO's 30 percent capital surcharge requirement still remains a major binding 
constraint to portfolio growth. Although credit losses and additional provisioning 
thus far have largely been a reflection of a deterioration in prime mortgage 
credit, internal FRBNY analysis suggests that a sharper decline in the housing 
environment could result in large, cumulative losses from Fannie and Freddie's 
subprime and Alt-A exposures. 
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· . ... 

For additional information, please see the following report by Warren Hrung, 
Michael Holscher, Eric Stein and Wendy Wong: 

For FRS Readers: 
https://marketsource. ny. frb. org/ reportl/smbwxw022BOB. html 

For other market updates, economic data and in depth reports, please visit the 
MarketSOURCE homepage: 
https://marketsource.ny.frb.org/index.html 

For Treasury Readers: 
https://www.federalreserve.org/marketsource/reportllsmbwxw022BOB.html 

For other market updates, economic data and in depth reports, please visit the 
MarketSOURCE homepage: 
https://www.federalreserve.org/marketsource/ 
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From: 
To: 
cc: 
Date: 

Bob, 

Michael AJ. Farrell 
Steel, Robert; 

Scogin, Matthew; 

Thursday, March 06, 2008 12:47:11 PM 

Good to see you this week. I appreciated your time, the frank exchange of perspectives, and the 
opportunity to provide our trench's eye-view of the credit-markets. Like you, we believe that we are 
nearing a tipping point. What started as a problem with mortgage borrowers and foreclosures has 
spread to the broader credit markets-the lack of transparency on pricing for virtually every asset 
class, the tight credit conditions, the dearth of buyers, the extended balance sheets of banks and 
dealers, the very real prospect for massive, margin-call-induced asset sales as haircuts get ratcheted 
up and market values get ratcheted down. 

Can Fannie Mae and Freddie Mac be part of the solution? I think the answer is yes, so long as 
Treasury and OFHEO are comfortable with the prospective change in their risk profile. Generally 
speaking, any incremental liquidity in the market would be welcome, and the potential size of that 
increment could be meaningful to the conforming and the jumbo market, as well as helping to relieve 
some of the pressure on stuffed balance sheets. Removing the 30% capital surcharge and expanding 
the conforming loan limit-within the context of GSE reform and possible additional capital raises
would certainly make it possible for the Agencies to serve the markets in this purpose. We believe that 
the Agencies themselves would highly value the reductionlrernoval of the 30% capital surcharge, but 
putting that capital (and any additional capital) to work may not be viewed with the same common 
purpose: From where we sit, Treasury's objective in this operation would be to help stabilize the 
financial markets; while the Agencies' objective should be to fulfill their Charters, they may be more 
focused on the prospective return on invested capital. They may believe that the return on invested 
capital is insufficient for their shareholders, particularly because the mere announcement of lifting the 
surcharge could result in market front-running. 

Clearly, they will have to get past that, and focus on fulfilling their Charters. But they could have a 
point as far as the use of capital goes. Perhaps the reduction in the capital surcharge could come with 
conditions on the use of that capital and conditions for requiring additional capital, but also give 
the Agencies the ability to extinguish capital (through buybacks, dividends, etc.) once the crisis has 
passed. From where I sit, the big picture is that right now whatever is best for the economy and the 
financial security of America trumps the ROI for Fannie and Freddie shareholders. In Fedspeak this 
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could be expressed that the "balance of risks" between returns to shareholders and serving the nation 
are currently tilted towards serving the nation. 

In any event, you had asked us to come up with ideas on how to measure the success of this 
operation. We would suggest three (we can provide backup and Bloomberg tickers if you'd like): 

• First, there should be a meaningful reduction in the spread between jumbo mortgage rates 
and conforming mortgage rates: From June 1998 to June 2007, this spread averaged 44.6 
bp. From July 2,2007 to March 5, 2008, this spread averaged 96.7 bp and currently stands at 
109 basis points. 

• Second, we would look at mortgage spreads to Treasuries. The current coupon mortgage is 
currently about 207 bp wide to the 10-year Treasury. These spreads are as wide as I've seen 
them since the post-L TCM blow-out. 

• Third, watch the health of the MBS Dollar Roll market. Like the repurchase market, the Dollar 
Roll market is an important mechanism by which the financing of Agency MBS occurs and 
thus plays a critical part in the liquidity of Agency MBS. A Dollar Roll is somewhat 
comparable to a repurchase transaction, but a major difference is that the party borrowing 
securities and lending cash does not have to return the same securities, but instead return 
"substantially similar" securities. Nevertheless, the Dollar Roll market provides investors an 
avenue to finance their Agency MBS holdings at attractive rates, and also gives the dealer 
community an important source of liquidity. In fact, one of the main reasons Agency MBS 
have become one of the wor/d's most liquid instruments is because of the Dollar Roll. This is 
why we consider it to be a critical measure of the "health" of the Agency mortgage market. 
Currently this "health" measure shows the Agency MBS market running a high fever. Not only 
is it more expensive to finance Fannie and Freddie paper versus Fed Funds, but also versus 
Ginnie Mae. First, the spread between the implied financing rate in the GSE Agency MBS 
Dollar Roll market and the expected overnight Fed Funds rate is around 75 bps. The average 
over the last two years for this spread has been closer to 30 bps. Second, the spread 
between the implied financing rate for GNMA MBS vs GSE Agency MBS is also elevated, 
currently standing at 106 bps vs an average of about 30 bps over the last 2 years. (This puts 
the implied finanCing rate of GNMA MBS about 30 bp below expected Fed Funds.) 

Fannie and Freddie could be part of the solution, but there are other tactics that could help. Principal 
reduction, interest rate-freezes and foreclosure moratoriums certainly help the borrower a little bit but, 
we believe, larger and more permanent liquidity injections or capital preservation techniques would be 
more important to fixing the market's broadly-based problems. Suspending certain mark-to-market 
provisions, utilizing pools such as the Exchange Stabilization Fund to hold assets, conducting coupon 
passes against Agency debentures or MBS or even non-Agency or corporate securities. 
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Bob, I hope I'm not being too presumptuous by passing along these thoughts, as you've undoubtedly 
already considered them. My only interest is in sharing with you the sense of urgency that we and 
other market participants are feeling right now. I hope that we can continue to serve as source of 
market color and ideas as you direct the financial markets through the current situation. 

Best, 

Mike 
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From: 
Sent: 
To: 
Cc: 
Subject: 

Hi Bob 

Cassano, Joseph 
Friday, March 07, 2008 9:39 AM 
'Robert.Lewis@AIG.com'; Dooley, William 
Forster, Andrew; Micottis, Pierre 
Re: 

I am fl y ing back Lo t he s· aLe s bu t andy pierre and bill are a r o und Lo dL sc uss . 

J oe 

Sent from 
Joe Cassano 
Banque AIG London Branch 

-----Original Message-----
From: Lewis, Robert (AIG Enterprise Risk Mgmt) <Robert.Lewis@AIG.com> 
To: Cassano, Joseph; Dooley, William 
SenL: Fri Mar 07 13:18:23 2008 
Subject: Re: 

I'll call you around 10 nyL to discuss. I have spoken with Steve and have his concurrence 
along the lines of your recommendation. 
Bob 

----- Original Message ----
From: Cassano, Joseph 
To: Dooley, William; Bensinger, Steven 
Cc: Sullivan, Martin @ NY; Habayeb, Elias; Lewis, Robert (AIG Enterprjse Risk Mgmt); 
Kelly, Anastasia; Micottis, Pierre; ForsLer, Andrew; Bridgwater, James; Shirley, William 
Sent: Fri Mar 07 07:06:22 2008 
Subject: 

Goldman Collateral call update : 

Mike Sherwood from Goldman Sachs called me this morning, Mike was recently appointed Vice 
Chairman along with his continuing responsibilities of GS's securities business. He 
wanted to give me a heads up on the co11ateral call and inform me that David Viniar and 
Lloyd Blankfien would probably be calling SLeve Bensinger and Martin Sullivan respectively 
to inform them of the collateral call. 

AfLer exchange pleasantries about my situation about Bill Dooley's new role and my wanting 
to introduce Bill and Mike in the near tuture we got to the meat of the discussion. ( Bill 
Dooley was not on the call but he was in the room with me and heard my side of the 
conversation) 

Mike said that Goldman calculates the margin call to be $6.6 billion (of which we have 
pledged $ 2 billion already) . Mike also informed me that they have pricing from dealers 
,the initial underwriters of the transaction, for approximately 60% of the portfolio. 
When they extrapolate from dealer prices they come to a collateral call of approximately 
$ 5 billion. Mike continued that while the difference is not negligible it is clear that 
the proper amount for the margin cal] is not the $ 2billion we have pledged to date. 

I informed Mike that once again even with the very conservative pricing and valuations we 
have used as evident by our recent disclosures of mark downs of our super senior book we 
are no where near their pricing . I told him we are strongly considering going to a 
dealer poll to confirm the values as per the contracts. We have been discussing this for a 
long time and I think the only way to settle this issue is to get dealer quoLes. 1 added 



that I would be surprIsed if we received enough quotes to fulfill the dealer poll 
requirement. Mike replied that he did not think a dealer poll was a good idea" it would 
not serve either of our interest" and it would be "embarrassing" if we brought the 
market into our disagreement. I reiterated to Mike that I was advising the company that it 
was the dealer poll right way to go. 

Mike Lhen asked what we thought the mark on the po s itions was . I informed him that we saw 
the value as half o[ their call somewhere around $3.2 billion. As always I 

stressed that it wa s an estimate and we were sUII running our numbers, and this was just 
a preliminary view of our end of February value. He quickly seized on the number and asked 
does thaL mean you would be willing to pledge an additional $1.2 to $1.5 and be finished 
with this [or the Lime being. I said I can not commjt to that 1 need to get other folks 
involved ;1 can not commit to anything of this magnitude with ouL discussjng with others. 

I encouraged him Lo have David and Lloyd caJl Steve and Martin I explained they were both 
fully apprised of the situation. I told him I was going to post the team at AIG on our 
discussion . 

We ended the call amicably. 

It seems clear to me that Goldman does not want to go to dealer polls . My guess is, if we 
offer them an additional $1.250 billion they will balk but eventually accept .If we offer 
them $1.5 they will whinge but go along. They may hold out for a bit more but I doubt 
more than $1.750 billion. My recommendation is that it would serve us well to go back to 
them and offer to pledge an additional $1.25 billion very soon and request that they not 
make further calls [or another 90 days from the end of Feb. 

Please let me know how you wish to proceed. 

Joe 
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From: 
Sent: 
To: 

Subject: 

You too. Be safe. 

Levin, Robert J <robertJevin@fanniemae.com> 
Friday, March 7,20087:45 AM 
Mudd, Daniel H <daniel_h_mudd@fanniemae.com> 
RE: Re: Update .. 

This e-mail and its attachments are confidential and solely for the intended addressee(s). Do not share or use them without Fannie 
Mae's approval. If received in error, contact the sender and delete them. 

-----Original Message----
From: Mudd, Daniel H 
Sent: Friday, March 07,20087:14 AM 

To: Levin, Robert J 

Subject: FW: Re: Update .. 

It's a time game .. whether they need us more, sooner to show admin action, or if we hit the capital wall first. Be cool. 

Daniel Mudd 

-----Original Message-----

From: Robert.Steel@do.treas.gov [mailto:Robert.Steel@do.treas.gov] 

Sent: Friday, March 07, 2008 07: lOAM Eastern Standard Time 
To: Mudd, Daniel H 

Subject: Re: Re: Update .. 

Hear you .. Not sure we can get as much capital relief without legislation. I really believe that this is the right political way to get the 
legislation done ... We'll see and I will keep you posted. 

----- Original Message -----

From: Mudd, Daniel H <daniel_h_mudd@fanniemae.com> 

To: Steel, Robert 
Cc: Levin, Robert J <robert_levin@fanniemae.com> 
Sent: Fri Mar 0707:03:052008 

Subject: RE: Re: Update .. 

I suspect the "we raise capital/ 30pct comes off" is the easier trade. Positions on legislation are clear on both sides, and as per our 
meeting in "the furnace" can be worked out. This regulator with unrestricted capital authority will, as ever, be the sticking point. It 
would be great for the markets, the government and the companies to link arms and get it done. I'll call. Best Dan 

Daniel Mudd 

-----Original Message-----

From: Robert.Steel@do.treas.gov [mailto:Robert.Steel@do.treas.gov] 

Sent: Friday, March 07,200806:39 AM Eastern Standard Time 
To: Mudd, Daniel H 

Subject: Re: Update .. 
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No problemo .. 

Sounds like we are on the same page . .I will keep working here. Have had encouraging conversations with Shelby, Frank and 
hopefully seeing Dodd on Monday. 

I have not yet reached out to Syron but will soon and will keep you posted. If I need anything I will call Rob. 

Travel safely. 

Bob 

----- Original Message -----

From: Mudd, Daniel H <daniel_h_mudd@fanniemae.com> 
To: Steel, Robert 

Cc: Levin, Robert J <robert_levin@fanniemae.com> 
Sent: Fri Mar 0705:35:412008 

Subject: RE: Update .. 

Bob: I am also getting positive resonance on the idea we discussed ... and based on yesterday, the market could use some love. I am on 
a plane from Amsterdam to Hong Kong at 7 am your time. Rob Levin, my #2, is fully briefed in case we don't connect before I take 
off...he can also fill you in on some market perspective .. .in any case if I miss you today, I will call you after arriving. You may also 
want to consider if you want me to speak to Dick Syron. Hang in there, Dan 

Daniel Mudd 

-----Original Message-----

From: Robert.Steel@do.treas.gov [mailto:Robert.Steel@do.treas.gov] 

Sent: Thursday, March 06, 2008 11: 11 PM Eastern Standard Time 
To: Mudd, Daniel H 

Subject: Update .. 

Hi Dan .. 

Hope your trip is going well .. messy day in the mkts today. 

We are making some progress on the things we discussefbefore you took off. 

If you want to speak tomorrow or over the weekend just shoot me a message or call. I am around all weekend. 

Travel well. 

Bob 
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From: 
To: 
Subject: 
Date: 
Attachments: 

Jason Thomas 
Steel, RobertDisabled; 
Source document for Barron"s article on FNM 
Saturday, March 08, 2008 12:50:05 PM 
FNM Source Document for Barrons.pdf 

Attached is the document used as the sourcing for today's Barron's article on the 
potential collapse of Fannie Mae. 

This is for your eyes only. I send it only to help inform potential internal 
Treasury discussions about the potential costs and benefits of nationalization. 

Thank you for your discretion, 

Jason Thomas 
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FANNIE MAE INSOLVENCY AND ITS CONSEQUENCES 

Summary 

Any realistic assessment of Fannie Mae's capital position would show the company is currently 

insolvent. Accounting fraud has resulted in several asset categories (non-agency securities, deferred tax 

assets, low-income partnership investments) being overstated, while the guarantee obligation liability is 

understated. These accounting shenanigans add up to tens of billions of exaggerated net worth. 

Yet, the impact of a tsunami of mortgage defaults has yet to run through Fannie's income statement and 

further annihilate its capital. Such grim results are a logical consequence of Fannie's dual mandate to 

serve the housing market while maximizing shareholder returns. In trying to do both, Fannie has done 

neither well. With shareholder capital depleted, a government seizure of the company is inevitable. 

Core Capital Overstates Fair Value 

The primary regulatory capital measure for Fannie Mae is core capital. As pOinted out by OFHEO director 

James Lockhart, "The statutory core capital is shareholder's equity excluding Accumulated Other 

Comprehensive Income (AOCl), which is primarily marking their Available for Sale portfolios to market. 

As AOCI is a large negative number, core capital is significantly higher than shareholder's equity, 

especially at Freddie Mac, which also has losses on some old closed hedges in AOel."l 

In addition, Lockhart notes another capital measure, fair value capital, which is calculated by marking all 

assets and liabilities to market. Fair value is considered by many to be a superior estimate of net worth, 

as it is unsullied by sometimes arbitrary accounting choices. The following chart shows the fair value and 

core capital of the GSEs for the past five years. 
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1 http://www.ofheo,gov/media/testimony/2708LockharttestimonyWeb.pdf, p. 8 
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For Freddie Mac, due to old closed hedges, the fair value trailed core capital by a fairly constant amount 

until 2007, when the fair value plummeted. In Fannie Mae's case, the fair value actually somewhat 

exceeded core capital until 2007, when it likewise plummeted. Such divergences are important because 

it implies the market is valuing the companies' assets and liabilities significantly worse than the 

companies' internal accounting assumptions. The last time Fannie Mae's overstated core capital was 

called into question,z a detailed regulatory examination and an extensive, multi-year accounting 

restatement resulted. 

Reported GAAP Equity and Fair Value Overstates Economic Reality 

While fair value is supposed to represent market-based estimates of a company's assets and liabilities, 

in practice, management judgment remains the primary arbiter in Fannie Mae's fair value, as well as 

GAAP, calculations. A careful examination of Fannie Mae's recent financial disclosures reveals several 

occurrences of overly optimistic figures that do not comport with the market-based results from peer 

financial institutions. This is accounting fraud. 

In instances where applying reasonable market-based estimates would affect GAAP results, as well as 

fair value, reductions in GAAP earnings would directly reduce core capital. A shortfall relative to 

regulatory requirements would put the company at risk of seizure via regulatory conservatorship or 

receivership. 

1. Non-Agency Securities 

Since the third quarter of 2007, the market pricing for the ABX index has collapsed. This is true for all 

vintages and all tranches, including the senior AAA tranches, reflecting the repricing of risk for an asset 

class now considered toxic. This has resulted in a writedown wave striking a broad swath of the financial 

sector. As the Financial Times explains: 

Until quite recently, many Wall Street banks tended to value their subprime linked holdings using models, because 

they (and their auditors) knew it was hard to get prices for these opaque instruments through real market trades. But 

I am told that this autumn some banks' auditors have started to crack down on this approach, particularly in the US, 

owing to the so-called "Enron factor." 

More specifically, the experience of living through the Enron scandals earlier this decade means that the audit 

industry is now terrified that it could face lawsuits if it is perceived to be too lax towards its clients. So some now 

appear to be demanding that their banking clients reprice their mortgage assets according to the only visible market 

tool- namely the ABX. It is thus little wonder that some banks have suddenly been forced to increase their 

writedowns in recent weeks.3 

In October, the Center for Audit Quality, an accounting umbrella group, released a white paper that 

unequivocally demanded incorporation of market data like the ABX index in subprime valuation models: 

Some observers of current market conditions have asserted that market pricing is irrational, and they have suggested 

that entities should instead default to a model-based measurement that is based on the economic "fundamentals" of 

2 "Swept Away" by Jonathan R. Laing, Barron's, May 17, 2004 
3 http://www.ft.comLcmsLsLOLa942b328-889f-lldc-84c9-0000779fd2ac.htm I 

CONFIDENTIAL 2 
CONFIDENTIAL PURSUANT TO 2/5110 UST-FCIC AGREEMENT 

CONFIDENTIAL 
UST-FCIC 0004974 



the asset. However, FAS 157 states that the use of an entity's own assumptions about future cash flows is compatible 

with an estimate of fair value, as lang as there are no contrary data indicating the marketplace participants would use 
different assumptions. 1/ such data exist, the entity must adjust its assumptions to incorporate that market 
information ... [emphasis in original) 

For example, when using a valuation model to measure the fair value of securities backed by subprime mortgages 

(when quoted prices are not available), assumption such as prepayment speeds, default rates and discount rates 

often are key inputs. To the extent that default rate assumptions can be derived from transaction prices observable 

for similar securities and/or credit default swaps, such data should be used. An additional adjustment, such as a 

liquidity adjustment, or higher discount rate, might be necessary to ensure the model reflects current market 

conditions. To test whether the model reflects current market conditions, the model can be applied to similar 

securities for which price information is available. Ifthe model appropriately reflects current market conditions, it 

should produce approximately the market price. The parameters and assumptions used in those valuations should 

also be used, with adjustments where appropriate, to value similar securities where a market price is not currently 

available. Valuation models that utilize historical default data, or an entity's own default assumptions, rather than 

assumptions that marketplace participants would use, are not appropriately utilizing market participant assumptions, 

even if the default assumptions are "stressed.,,4 [emphasis in original) 

A chart displaying the fall in the on-the-run AAA tranche of the ABX index is shown below. 
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Financial firms have so far taken more than $181 billion in writedowns and credit losses, with hundreds 

of billions more expected.s The process in determining these writedowns have hewed closely to the 

method described by the Center for Audit Quality white paper. For example, this is Morgan Stanley's 

explanation of its methodology: 

4 http://www.aicpa.org/caq/download/WP Measurements of FV in Illiquid Markets.pdf 
5 http://www.bloomberg.com/apps/news ?pid=20670001&sid=an DZQ703 DEn4 
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In determining the fair value of the Firm's ABS COO-related exposures - which represent the most senior tranches of 

the capital structure of subprime ABS COOs - Morgan Stanley took into consideration observable data for relevant 

benchmark instruments in synthetic subprime markets. Deterioration of value in the benchmark instruments as well 

as the market developments referred to earlier have led to significant declines in the estimates of fair value. These 

declines reflect increases in implied cumulative losses across this portfolio. These loss levels are consistent with the 

cumulative losses implied by ABX Indices in the range between 11-19 percent. At a severity rate of 50 percent, these 

levels of cumulative loss imply defaults in the range of 40-50 percent of outstanding mortgages for 2005 and 2006 

vintages. 

In calculating the fair value of the Firm's U.S. subprime mortgage related exposures - including loans, total rate-of

return swaps, AB5 bonds (including subprime residuals) and ABS CDS - Morgan Stanley took into consideration 

observable transactions, the continued deterioration in market conditions, as reflected by the sharp decline in the 

ABX Indices, and other market developments, including updated cumulative loss data. The fair value of the ABS Bonds 

declined significantly, which was driven by increases in implied cumulative loss rates applied to subprime residuals at 

levels consistent with those implied by current market indicators.6 

In this discussion, there is no place for Morgan Stanley's qualitative judgment as to whether the market 

pricing is fair; Morgan Stanley simply incorporated market data to revalue its assets to reflect the 

market reality of radically increased perceived risk. 

Unlike the ASX index for the subprime market, there is no comparable index for the Alt-A market. 

However, market data suggests the Alt-A sector is similarly distressed. Like subprime loans, Alt-A loans 

have recently shown sharp increases in delinquencies and expected losses. Like the subprime market, 

the Alt-A market has contracted, and new underwriting has all but dried up. Like subprime originations, 

what little Alt-A originations remain are done at conSiderably tighter standards and at higher rates, 

indicating that prior loans were substandard and must be discounted accordingly. 

A November 2007 market transaction between E-Trade and Citadel demonstrates the depth of decline 

in the Alt-A market. Citadel purchased a book of ASS securities, with a cost basis of $3.059 billion, for 

$800 million. Included in this portfolio were $1.355 billion of prime and Alt-A first lien mortgage 

securities rated AA or higher.7 Even using the most generous assumptions that all the other ASS 

securities are worth nothing and that prime securities did not fetch more than Alt-A, the highest price 

one could come up with for the AA-rated Alt-A paper is 59 cents on the dollar. 

More recently, in its 10-K, Thornburg Mortgage noted the latest strains in the Alt-A market: 

Beginning on February 14, 2008, there was once again a sudden adverse change in mortgage market conditions in 

general and more specifically in the valuations of mortgage securities backed by Alt-A mortgage loan collateral. As of 

February 15, 2008, our Purchased ARM Assets included approximately $2.9 billion of super senior, credit-enhanced 

mortgage securities, all of which are AAA-rated and backed by Alt-A mortgage collateral. Our current credit 

assessment of these mortgage securities in our portfolio suggests a low possibility of future downgrades and even 

less risk of actual losses. We have not realized any losses on these mortgage securities to date. However, we have 

observed deterioration in the liquidity for these securities and increased difficulty in obtaining market prices. 

Accordingly, market valuations of these securities have decreased between 10 and 15 percent since January 31, 2008, 

and as a result, we have been subject to margin calls on this collateral. Since February 14, 2008, we have met margin 

6 htt p://www. morga nstanley.com/ about/p ress/articl es/5 779.html 
7 http://www.sec.gov/Archives/ edgar Idata / 1015 78010001157523070099 28/slide2 6.jpg 
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calls in excess of $300 million on our Reverse Repurchase Agreements, the substantial majority of which is related to 

the decline in valuations placed on these securities.
8 

Compared to the market-based experience of other financial institutions, Fannie Mae's valuation of its 

subprime and Alt-A securities portfolio is laughable. Fannie currently holds $41.4 billion of subprime 

securities and $32.5 billion of Alt-A securities. In 2007, Fannie took $1.4 billion in trading losses in these 

securities. An additional $3.3 billion of losses were considered temporary, so these losses were placed in 

AOCI, avoiding a reduction in net earnings and regulatory capital.9 Even as its financial sector peers are 

announcing sizeable writedowns, Fannie management asserts its subprime and Alt-A securities were still 

worth in the 90s. These marks are not realistic, and do not represent market prices that Fannie could 

actual receive were it to sell its securities. This is in violation of GAAP. 

Were such marks realistic, Fannie would sell these securities with slim discounts and purchase similar 

securities with much higher discounts, greatly enhance liquidity in the mortgage markets, in accordance 

with Fannie's supportive role in the mortgage markets. Such trades would also be highly remunerative. 

Of course, such arbitrage does not exist in reality, simply because Fannie is overvaluing its portfolio 

relative to the market. 

Subprime and Alt-A Securities 

reported 2007 results 12/31/07 2/29/08 

fair Aoel trading %of ABX additional ABX additional 
UPB value losses losses par level write downs level wrltedowns 

2007 19,306 17,775 (3) (1,376) 92% 75% (3,296) 60% (6.184) 

2006 30,906 28,412 (2,432) 0 92% 81% (3,378) 68% (7,49S) 

2005 9,497 9,256 (214) 0 97% 94% (329) 91% (616) 

2004 and prior 14,201 13,665 (620) 0 96% 

total 73,910 69,108 (3,269) (1,376) 94% (7,002) (14,294) 

Using a methodology based on the ABX index level at 2007 year-end would yield an additional $7 billion 

in writedowns. In the first quarter, the ABX index has continued to deteriorate. Using the ABX levels at 

the end of February would result in additional $14.3 billion in writedowns. 

Contrary to Fannie's assertions, these are permanent writedowns, not temporary. The determination of 

permanent writedowns, or other-than-temporary impairments, is a critical accounting policy for Fannie. 

Fannie asserts that it "consider[s] many factors that may involve significant judgment in assessing other

than-temporary impairment, including: the severity and duration of the impairment; recent events 

specific to the issuer and/or the industry to which the issuer belongs; and external credit ratings, as well 

as the probability that we will be able to collect all ofthe contractual amounts due and our ability and 

intent to hold the securities until recovery." This appears consistent with GAAP. 

8 htt p://www.sec.gov/Archives/edgar/data/892535/000119312508040737/dlOk.htm. pp. 34-35 
9 http://www.sec.gov/Archives/edgar/data/310522/000095013308000795/w48295elOvk.htm. pp. 93 
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However, Fannie elaborates, "For securities in an unrealized loss position due to factors other than 

movements in interest rates, such as the widening of credit spreads, we consider whether it is probable 

that we will collect all of the contractual cash flows. If we believe it is probable that we will collect all of 

the contractual cash flows and we have the ability and intent to hold the security until recovery, we 

consider the impairment to be temporary. If we determine that it is not probable that we will collect all 

of the contractual cash flows or we do not have the ability and intent to hold the security until recovery, 

we consider the impairment to be other-than-temporary.,,10 Here, it appears factors such as severity and 

duration of impairment, mortgage market duress, and ratings downgrades are set aside in favor of 

management judgment that all contractual cash flows will be collected. This approach is not GAAP

compliant. 

Ignoring ratings downgrades are especially problematic, because Fannie notes, "As of February 22,2008, 

the credit ratings of several subprime private-label mortgage-related securities held in our portfolio with 

an aggregate unpaid principal balance of $8.4 billion as of December 31,2007 were downgraded below 

AAA of which $63 million or 0.2% of our total subprime securities had ratings below investment grade. 

Of the $8.4 billion that have been downgraded, $6.2 billion are on negative watch for further 

downgrade. In addition, approximately $10.2 billion or 32% of our subprime private-label mortgage

related securities had been placed under review for possible credit downgrade or are on negative watch 

as of February 22, 2008."11 

Fannie Mae had run into these problems before, in its optimistic valuation of its manufactured housing 

and aircraft lease securities. In May 2004, OFHEO forced the company to take the appropriate 

accounting and recognize permanent writedowns.12 

2. Guarantee Obligations 

Guarantee obligations represent the liabilities that the GSEs take on when they guarantee mortgage 

backed securities. While the GAAP accounting for guarantee obligations is complicated, the principle 

governing its fair value is far simpler. As Fannie explains in its 2007 10-k: 

Our estimate of the fair value of the guaranty obligation is based on management's estimate of the amount that we 

would be required to pay a third party of similar credit standing to assume our obligation. This amount is based on 

market information from spot transactions, when available. In instances when such observations are not available, 

this amount is based on the present value of expected cash flows using management's best estimates of certain key 

assumptions, which include default and severity rates and a market rate of return. 13 

This methodology resulted in a fair value liability of $20.5 billion at year-end 2007. In contrast, Freddie 

Mac calculated the fair value of its guarantee obligation to be $26.2 billion. 

Kenneth Posner of Morgan Stanley points out, "FNM's guarantee obligation (the estimated market 

valuation ofthe total losses it will payout on its credit book) amounted to 0.74% ofthe credit book at 

10 http://www.sec.gov/Archives / edgar/ data / 310522/000095013308000795/ w48295elOvk.htm. p. 58 
11 http://www.fannie mae.com/ ir/pdf/ sec/2008/2007 10K investor summary.pdf, p. 26 
12 http://www.ofheo .gov/ media/pdf/F NMacctgatta ch5604.pdf 

13 http ://www.sec.gov/Archives/edgar/ data/ 310522/000095013308000795/ w48295elOvk.htm, p. F-90 
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year-end. For FRE, the guarantee obligation totals 1.5%. This doesn't make any sense to us, especially 

since FRE's portfolio has much lower delinquencies.,,14 

When Mr. Posner asked about the difference on the Freddie Mac earnings conference call, Freddie 

Mac's Chief Business Officer Patricia Cook responded, "What we do when we go to the market is we go 

beyond just an assessment of expected default costs with maybe a modest risk premium and actually 

capture the risk premiums that are in the marketplace in terms of a wider spread on mortgages and 

mortgage-related assets as we ask dealers for a price, for a spread. So the difference between what is 

on-what is in our fair value balance sheet and our estimate, is that difference in risk premium, which as 

I said in my comments, we would expect to earn back over time."lS 

It is clear that the market is far less sanguine about the extent and severity of mortgage losses than the 

GSEs and therefore expects to be compensated accordingly for taking mortgage credit risk. While 

neither Fannie nor Freddie discloses the assumptions underlying their guarantee obligation fair values, 

Fannie is obviously not acknowledging market expectations nearly as much as Freddie. 

3. De/erred Tax Assets 

Deferred tax assets (DTA) represent tax credits that can be used to offset taxes on future taxable 

income. Under GAAP, a corporation must determine that future profits are more likely than not to be 

large enough to fully utilize its OTA. Otherwise, a valuation allowance must be set up to reduce the DTA 

to the net realizable amount. DTA are not "tangible" assets in the sense that they could not be easily 

sold in liquidation or other sale. 

Bank regulators do not consider DTA to be of the same quality as other balance sheet assets and raised 

concerns that banks would include excessive amounts of deferred tax assets in their regulatory capital. 

Therefore, in December 1992, the Federal Financial Institutions Examination Council recommended that 

bank regulators limit the amount of DTA that could be counted for regulatory purposes to the lesser of 

the amount expected to be realizable within one year or to 10% of regulatory capital. The Federal 

Reserve, FDIC, OCC, and OTS have all implemented rules to that effect. OFHEO does not have a 

comparable rule, but has reportedly been "looking at" the issue as far back as 2004.16 

As part of its restatement, Fannie Mae reduced its DTA to zero as of 2002. However, it has since steadily 

climbed to reach $13.0 billion, or 29% of core capital. Freddie Mac's $10.3 billion of DTA is 27% of its 

core capital. 

14 "Freddie Mac: Disappointing 4Q07 Results from FRE" by Kenneth A. Posner and Vivian(Wei) Wang, Morgan 
Stanley, February 28, 2008 
lS http://www.freddiemac.com/investors/ er/pdf/ transcripts 022808.pdf, pp. 8-9 
16 "Fannie May Face Capital Questions" by James R. Hagerty, The Wall Street Journal, July 26, 2004 
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Deferred Tax Assets 
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In its form 10k for fiscal year 2004, Fannie averred, "We have not recorded a valuation allowance 

against our net deferred tax asset as we anticipate it is more likely than not that the results of future 

operations will generate sufficient taxable income to realize the entire tax benefit."17 This contention is 

repeated in the 10ks for fiscal years 2005,2006, and 2007 even as the OTA continues its uninterrupted 

upward march. To fully utilize its OTA, Fannie would need to make over $37 billion in future profits 

($13.0 billion divided by the 35% statutory tax rate). 

Given the inexorable five-year increase, it is clear that Fannie's past profitability has been insufficient to 

utilize the OTA. Oespite reporting net income of over $23 billion in 2003 to 2006, the OTA has grown 

from nothing to $8.5 billion at the end of 2006. In 2007, with a net loss of $2.1 billion, the OTA has 

ballooned to $13 billion. For the foreseeable future, Fannie will likely continue to report net losses and 

increase its OTA. Even during the highly felicitous credit environment from 2003 to 2006, in no year was 

Fannie profitable enough to realize and reduce its OTA. Therefore, it is highly dubious that Fannie would 

ever be able to utilize its OTA, even were the current stressful credit environment to quickly dissipate. 

From a GAAP perspective, this requires setting up a valuation allowance against some or all ofthe OTA. 

From a regulatory perspective, irrespective of Fannie's GAAP accounting choices, OFHEO should disallow 

counting excess OTA as capital. Such a stance would only bring its regulatory regime in-line with other 

financial regulators. 

4. Low Income Housing Tax Credit Partnerships 

OTA are not only the tax assets that Fannie Mae has on its balance sheet. Fannie also invests in low

income housing tax credit (LlHTC) partnerships. These LlHTC investments are designed to lose money, 

but generate tax credits and operating losses that Fannie can take deductions on. Fannie's investments 

17 http://www.sec.gov/Archives/edgar/ data /310522/000095013306005230/ w26699elOvk.htm.p.118 
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in lIHTC have grown sharply from $4.3 billion in 2003, to $8.1 billion today. This comprises 18% of core 

capital. By comparison, Freddie Mac's $4.6 billion lIHTC assets are 12% of its core capital. 

low Income Housing Tax Credit Partnerships 
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As with the DTA, the lIHTC tax credits and deductions for Fannie are only useful inasmuch as they can be 

used to offset future taxable profits. Assuming a dollar-for-dollar tax benefit for the lIHTC investments, 

to fully exhaust all tax assets, Fannie would have to generate over $45 billion in future profits ($8 billion 

due to lIHTC and $37 billion due to DTA). As with the DTA, Fannie's lIHTC asset continues to 

accumulate. The drop in 2007 reflects the sale of $930 million in lIHTC tax credits for undisclosed 

amounts of cash and the assumption of capital obligations ($676 million to Citigroup in March and $254 

to an undisclosed buyer in July). Such sales are an implicit acknowledgement that the future tax benefits 

are not worth the capital investments required to create them. 

The remaining lIHTC investments continue to consume capital and generate operating losses for Fannie. 

Theoretically, the tax benefits should more than make up for the losses. However, if Fannie is not 

profitable, or only modestly so, such tax benefits confer no advantage. As Fannie already has a 

humongous DTA to offset taxable income, the lIHTC tax benefits are all the more futile. 

Similar to the DTA, OFHEO should not allow lIHTC assets to count as capital. By design, these assets will 

waste away to zero, leaving behind worthless tax benefits that Fannie cannot possibly utilize even in the 

best of times. 

Credit Costs Will Spiral Out of Control 

Fannie Mae's unrealistic optimism about its prospects has resulted in inappropriate valuations for its 

non-agency securities, DTA, lIHTC assets on its GAAP and fair value balance sheets. In addition, the fair 

value of its guarantee obligations is unrealistically low. An appropriate valuation would reflect market 
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expectations of the costs of insuring Fannie Mae's $2.9 trillion of mortgage exposure. On a GAAP basis, 

however, such costs are accrued over time as credit expenses and sit on the balance sheet as allowance 

for loan losses and reserve for guarantee losses. At 2007 year-end, these loss reserves are $3.4 billion, 

or a measly 0.12% of its credit book. 

These loss reserves are against serious delinquencies of 0.98% at 2007 year-end, up 51% from a year 

ago. Both serious delinquencies and loss reserves are expected to increase markedly for some time. 

While no one knows the extent of ultimate mortgage losses, Fannie has large exposures to categories of 

mortgages deemed to be most troubled, Alt-A and subprime. 

Fannie's Alt-A mortgage book is currently $314 billion, with more than double the serious delinquency 

rate of its overall book. While only 12% of the single-family business, it constitutes 31% of its 2007 credit 

losses. If 12.5% of this book defaults with a loss severity of 40% (inclusive of credit enhancement), 

cumulative losses on this book could be 5%, or $15.7 billion. 

Fannie's subprime mortgage book is currently $133 billion. While Fannie only designates $8 billion as 

subprime, Fannie has an additional $125 billion in loans to borrowers with FICO scores under 620. Such 

loans are generally considered subprime. These loans have almost five times the serious delinquency 

rate of the overall book. Subprime loans are 5% of the single-family business, but 20% of 2007 credit 

losses. If 25% of this book defaults with a loss severity of 40% (inclusive of credit enhancement), 

cumulative losses on this book could be 10%, or $13.3 billion. 

If the remainder of Fannie's single-family book defaults at a 4% rate with 30% loss severity (inclusive of 

credit enhancement), that is an additional $25 billion in cumulative losses. 

All told, losses on the $2.5 trillion single-family mortgage book could total $54 billion over the next few 

years. The actual number could be more or less depending on how the collapse of the housing market 

bubble plays out. If this were reserved for ratably over the next five years, annual credit expenses would 

be $10.8 billion, compared to 2007 credit expenses of $5 billion. 

Serving Two Masters - Badly 

As a government-sponsored, privately-owned enterprise, Fannie Mae has a dual mandate to serve the 

housing market while maximizing shareholder returns. When asked about this at a recent conference, 

CEO Dan Mudd commented: 

I think that your interests are best served by operating this company where the business and the mission are the 

same thing. So in real life, I very rarely find us debating, or find myself making tradeoffs that say, either we can do 

something good for the shareholders, or we can save Biloxi, Mississippi. Life doesn't actually turn out that way. 

So by virtue of having our mission fully support-the mission of affordability and liquidity and stability, are actually 

things that we do. They are actually things that we get paid for, and they're actually things that we are structured to 

make a lot of money from. And I think people are perceiving through this that the more capable we are-Washington 

people are perceiving through this that the more capable we are, and the more successful we are, the more we can 

do to generate positive returns on the mission side of it. 
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So I've always thought that those things exist very much hand in hand, and I'm happy about it. And I think it's a good 

thing for you, and some years, it's a good thing for me. Other years, it's not so good. IS 

Notwithstanding that his compensation suggests that it is always a good year for Dan Mudd, the 

mortgage crisis has exposed how horribly Fannie Mae has served both its affordable housing mission 

and its shareholders. 

In its housing mission, Fannie Mae has been an abject failure. In two of the last three years, Fannie has 

missed some of its HUD-mandated goals and subgoals and warns it may miss them again in 2008. Fannie 

actively jumped onto the subprlme bandwagon when liquidity was plentiful and its participation 

unnecessary. Now, as the subprime sector is in desperate need of a liquidity provider of last resort, 

Fannie is nowhere to be found. Instead, Fannie is licking its chops at the prospect of entering the jumbo 

market. Fannie figures there are more profit opportunities there. Meanwhile, as mortgage availability 

declines, Fannie is doing its core constituency no favors by tightening underwriting standards and raising 

guarantee fees. 

In the past, Fannie has vehemently defended its right to hold a large retained portfolio, arguing that 

Fannie acts as a shock absorber role in the market, providing liquidity in times of stress. Currently, 

mortgage spreads have widened to record levels, but Fannie has neither the ability nor the inclination to 

rapidly increase its retained portfolio. Instead, it is husbanding capital in preparation for the default 

deluge that it knows is coming. 

For shareholders, the company has failed to deliver despite the inherent advantages of a lower cost of 

funds and having larger market share in an impenetrable duopoly. Under Franklin Raines, the company 

developed an appetite for growth and imprudent speculation. Such risky behavior led to large losses on 

interest rate bets gone bad and accounting fraud to cover them up. 

After this was exposed, Fannie undertook a massive multi-year restatement under current CEO Mudd, a 

Raines protege. Just as the company has finally caught up with its financial reporting, details are 

emerging about the tremendous increase in credit risk that the company undertook in recent years. 

Fannie Mae fully participated in the mortgage industry's fascination with exotic products, from 

subprime to AIt-A, interest only to negative amortization. What is all the more striking is that this 

dramatic deterioration in credit standards occurred even while the company was under the watchful eye 

of its regulator as it worked toward remediating its appalling business controls. 

Once again, the company is faced with large losses. Once again, the Fannie Mae management team, led 

by Dan Mudd, Michael Williams, Robert Levin, and Peter Niculescu, all veterans of the Raines era, has 

resorted to accounting fraud to delay loss recognition and dance around capital requirements. 

Lucrative executive compensation with no accountability to shareholders, it goes without saying, 

continues at Fannie Mae. 

18 http://www.fanniemae.com/media/speeches/Goldman conference transcript .pdf, pp. 28-29 
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Government Bailout Is Necessary, Likely, And Potentially Helpful 

Fannie Mae is demonstrably a failed social experiment. A realistic assessment of its balance sheet shows 

its net worth to be overstated by tens of billions of dollars and the company to be already insolvent. 

Even with all its accounting legerdemain, Fannie's losses are an accelerating horror show, with 

shareholders losing $1.5 billion in 07Q3 and $3.7 billion in 07Q4. Those losses are just the beginning. 

As shareholder capital gets wiped, the government will have no choice but to seize the company and 

place it in conservatorship or receivership. Importantly, mortgage-backed security holders guaranteed 

by Fannie Mae will see no losses. The government will likely allow debt holders to fare okay, with either 

no or token losses, perhaps 1%. 

Shareholders, both common and preferred, are likely to be left with nothing. However, these 

shareholder losses have already been locked in by the company's credit decisions over the past few 

years and cannot be helped. It must be remembered that Fannie is the biggest mortgage risk holder in 

the biggest mortgage crisis. 

A fully government-owned guarantor of mortgage debt might be exactly what is called for given the 

current housing crisis. While various proposals have been floated to expand the FHA to meet this role, it 

has neither the infrastructure nor the expertise to address the broader mortgage market. A nationalized 

Fannie Mae would be refocused to directly address the various problems of illiquidity, affordability, and 

sustainability in the mortgage market. Without the need to satisfy a fiduciary duty to shareholders, 

Fannie might finally be able to perform its affordable housing mission in a helpful and proactive manner. 
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From: Lewis, Pat (Exchange) [PLewis@bear.com]

Sent: Monday, March 10, 2008 7:50 PM
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\ EoD Liquidity Pool alo 3/10/08
'.

Page 2 of2

Worst Case TBSCI Liq PoD' 9.21 **

** Expect less than 100% of unsecured &equity repo to leave. Also, we will look to increase overnight equity
repo with available counterparties by up to $2.0 billion. If all unsecured money leaves, maturing unsecured
money over the balance of the week is -:-$300 million. Additionally, there is $500 million in expiring term repo
maturing on Wed 3/12 that is not rolling.

3/11/2008
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Requested by Goldman Sachs

GS MBS 0000024919

Unknown 
------_._---._------------, 
From: Stuart Smith [sts@haymancapital.com] 

Sent: Tuesday, March 11, 2008 5:06 PM 

To: absassignments@bear.com; mboone@bear.com; sheatley@bear.com; Credit Assignment US; Mtg Daily 
Assignments 

Cc: Debby LaMay; Brandon Osmon; Jeff Knowlton 

Subject: Novation BS/GS - WFHET 2005-2 

Please novate the following: 

Subprime Credit Strategies Fund, LP 

Trade: WFHET 2005-2 M8 

REF: SDB981596023 

Notional: 5,000,000 

Trade Date: 2/23/07 

Effective: 2/28/07 

Coupon: 295 

Transferee: Bear Stearns 

Transferor: Subprime Credit Strategies Fund, LP 

Remaining Party: . Goldman 

BS, 

The trade you did unwinds this position. 

Thanks, 



    Confidential Treatment 
Requested by Goldman Sachs

GS MBS 0000024920

Stuart Smith 

Controller 

Hayman Capital Partners 

2626 Cole Avenue, Suite 200 

Dallas, Texas 75204 

214-347-4188 Direct 

214-347-8051 Fax 

HYPERLINK "BLOCKED::mailto:JK@Haymancapital.com"sts@Haymancapital.com 

This e-mail message has been scanned for Viruses and Content and cleared by MailMarshal 



    Confidential Treatment 
Requested by Goldman Sachs

GS MBS 0000024921

Unknown 

From: Woolard III, Marvin on behalf of Mtg Daily Assignments 

Sent: Tuesday, March 11, 2008 5:47PM 

To: Stuart Smith; absassignments@bear.com; mboone@bear.com; sheatley@bear.com; Credit Assignment US; Mtg 
Daily Assignments 

Cc: Debby LaMoy; Brandon Osmon; Jeff Knowlton 

Subject: RE: Novation BS/GS - WFHET 2005-2 

GS does not consent to this trade 

From: Stuart Smith [mailto;sts~haYmam~apital,coIl1J 
Sent: Tuesday, March 11, 2008 5:06 PM 
To: absassignments@bear.com; mboone@bear.com; sheatley@bear.com; Credit Assignment US; Mtg Daily Assignments 
Cc: Debby LaMoy; Brandon Osmon; Jeff Knowlton 
Subject: Novation BS/GS - WFHET 2005-2 

Please novate the following: 

Subprime Credit Strategies Fund, LP 

Trade: WFHET 2005-2 M8 

REF: SDB981596023 

Notional: 5,000,000 

Trade Date: 2123/07 

Effective: 2/28/07 

Coupon: 295 

Transferee: Bear Stearns 

Transferor: Subprime Credit Strategies Fund, LP 

Remaining Party: Goldman 
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BS. 

The trade you did unwinds this position. 

Thanks, 

Stuart Smith 

Controller 

Hayman Capital Partners 

2626 Cole Avenue, Suite 200 

Dallas, Texas 75204 

214-347-4188 Direct 

214-347-8051 Fax 

HYPERLINK "BLOCKED::mailto:JK@Haymancapital.com"sts@Haymancapital.com 

This e-mail message has been scanned for Viruses and Content and cleared by MailMarshal 
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,.
Giles, James

From:
Sent:
To:
Subject:

Eichner, Matthew
Tuesday, March 11, 2008 3:01 PM
#TM-CSE-Monitors.
FW: (BN) Bear Stearns Investor Lewis May Increase His Stake (Upd

(Updates share price in the fourth paragraph.)

By Yalman Onaran
March 11 (Bloomberg) -- Joseph Lewis, the second-largest shareholder in Bear Stearns

Cos., may add to his holdings after the stock fell on speculation the company lacks
sufficient access to capital, a person close to him said.

Lewis, a 71-year-old billionaire who began building his Bear Stearns stake in
September, views the investment as long-term and isn't bothered by the falling share
price, the person said; declining to be identified because· Lewis doesn't make public
statements about his holdings.

Bear Stearns said ~~there is absolutely no truth to the rumors of liquidity
problems" and Chief Executive Officer Alan Schwartz said company finances ~~remain

strong." The firm will probably have $1.9 billion in additional writedowns in the first
half of 2008, Deutsche Bank AG estimated in a report today.

Bear Stearns, the second-biggest underwriter of mortgage- backed bonds, dropped 50
cents, or 0.8 percent, to $61.80 at 2:38 p.m. in New York Stock Exchange composite
trading. The stock fell to as low as $55.42 earlier today, and lost 11 percent yesterday.

~~The problem is Bear's business model is broken, '-' said Richard Bove, an analyst at
Punk Ziegel & Co. ~~Theywon't be able to get the earnings to the 2006 level for another
five to six years. That's a good reason to sell the stock.' I

Lewis, who owns 9.4 percent of Bear Stearns according to Bloomberg data, acquired his
shares as the stock was losing value with the collapse of the subprime mortgage market.
Barrow Hanley Mewhinney & Strauss is the biggest shareholder, according to Bloomberg data.

SEC Monitoring

Christopher Cox, the chairman of the U.S. Securities and Exchange Commission, said
the agency is monitoring capital levels at Bear Stearns and other securities firms on ~~a
constant basis.' I .

~~We have a good deal of comfort about the capital cushions at these firms at the
moment, " Cox told reporters today in Washington.

Bear Stearns's stock has declined 60 percent in the last 12 months. Other U.S. stocks
rallied the most in five weeks today after the Fed said it would pump cash into the
financial system to shore up banks battered by mortgage-related losses.

Citigroup Inc., JPMorgan Chase & Co. and Bank of America Corp. led financial shares
to their biggest advance since Jan. 28 on expectations the Fed's move will spur lending to
companies and homeowners.

--With reporting by Eric Martin· in New York and Jesse Westbrook in Washington. Editors:
Steve Dic~son, Gregory Mott.

To contact the reporter on this story:
Yalman Onaran in New York at +1-212-617-6984 or yonaran@bloomberg.net.

To contact the editor responsible for this story:
Otis Bilodeau at 212-617-3921 or obilodeau@bloomberg.net.
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Page 1 of 1

Giles, James

From: Eichner, Matthew

Sent: Tuesday, March 11, 2008 8:36 AM

To: Giles, James

Subject: FW: ZFRSSE - BS

From: Eichner, Matthew
Sent: Tuesday, March 11, 2008 8:35 AM
To: 'Brian.Peters@nyJrb.org'
Subject: RE: ZFRSSE - .BS

Just left you a message. We do have daily numbers on parent liquidity that we'd be happy to share with you or
others. The short answer is that they are operating at just above $18 billion, as they have been for the last week
or two. Everything rolled yesterday, but that will probably not continue. All the noise around Bear seems to lead
back to Lek, one particular firm. I believe that some of our colleagues in ENF may be getting interested in them.

From: Brian.Peters@nyJrb.org [mailto: Brian.Peters@nyJrb.org]
Sent: Tuesday, March 11, 2008 8:35 AM
To: Eichner, Matthew
Subject: ZFRSSE - BS

We have begun to see some buyside firms trying to move away from Bear as a prime broker counterparty. Also
. seeing some HFs wishing to assign trades the clients had done with Bear to other CPs so that Bear "steps out" 

generally not seeing this happen due to reg cap, though. Snese that clients are more concerned about BS than.
the dealers at this point.

Also, some folks were wondering if you have a time series or trend on unencumbered assets?
This message was secured in transit. ZFRSSE

3/11/2008



    Confidential Treatment 
Requested by Goldman Sachs

GS MBS 0000024943

Unknown 

From: Woolard III, Marvin on behalf of Mtg Daily Assignments 

Sent: Wednesday, March 12, 2008 9:04 AM 

To: Mtg Daily Assignments; Stuart Smith; absassignments@bear.com; mboone@bear.com; sheatiey@bear.com; Credit 
Assignment US 

Cc: Debby LaMay; Brandon Osmon; Jeff Knowlton; Hancock, Samuel; Valtz, Nicholas; Epshteyn, Faina 

Subject: RE: Novation BS/GS - WFHET 2005-2 

GS would like to consent to the trade below for NTD 3/11/08. Details to follow 

From: Woolard III, Marvin On Behalf Of Mtg Daily Assignments 
Sent: Tuesday, March 11,20085:47 PM 
To: 'Stuart Smith'; 'absassignments@bear.com'; 'mboone@bear.com'; 'sheatley@bear.com'; Credit Assignment US; Mtg Daily 
Assignments 

Cc: 'Debby LaMoy'; 'Brandon Osmon'; 'Jeff Knowlton' 
Subject: RE: Novation BS/GS - WFHET 2005-2 

GS does not consent to this trade 

From: Stuart Smith [mailto:sts@h~ymancapital.coml 
Sent: Tuesday, March 11,20085:06 PM 
To: absassignments@bear.com; mboone@bear.com; sheatley@bear.com; Credit Assignment US; Mtg Daily Assignments 
Cc: Debby LaMoy; Brandon Osmon; Jeff Knowlton 
Subject: Novation BS/GS WFHET 2005-2 

Please novate the following: 

Subprime Credit Strategies Fund, LP 

Trade: WFHET 2005-2 M8 

REF: SDB981596023 

Notional: 5,000,000 

Trade Date: 2/23/07 
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Requested by Goldman Sachs

GS MBS 0000024944

Effective: 2/28/07 

Coupon: 295 

Transferee: Bear Stearns 

Transferor: Subprime Credit Strategies Fund, LP 

Remaining Party: Goldman 

BS, 

The trade you did unwinds this position. 

Thanks, 

Stuart Smith 

Controller 

Hayman Capital Partners 

2626 Cole Avenue, Suite 200 

Dallas, Texas 75204 

214-347-4188 Direct 

214-347-8051 Fax 

HYPERLINK "BLOCKED::mailto:JK@Haymanfapital.com"sts@Haymancapital.com 

This e-mail message has been scanned for Viruses and Content and cleared by MailMarshal 



    Confidential Treatment 
Requested by Goldman Sachs

GS MBS 0000024933

Unknown 
._--_._---
From: 

Sent: 

To: 

Cc: 

Subject: 

Epshteyn, Faina 

Wednesday, March 12,20088:48 AM 

Debby LaMoy 

Kaufman, Jordan; Bruns, William; Scales, early; Woolard III, Marvin; Hancock, Samuel 

RE: Novation BS/GS - WFHET 2005-2 

Attachments: image001 .jpg 

Hi Debby, 

Our trading desk would prefer to stay facing Hayman. We do not want to face Bear. 

Thanks, 
Faina 

From: Debby LaMoy [mailto:dl@haymancapital.com] 
Sent: Wednesday, March 12,20088:23 AM 
To: Epshteyn, Faina 
Subject: FW: Novation BS/GS WFHET 2005-2 

Faina, 

Can you please give me an explanation as to why GS did not consent to this novation? I have checked with the GS trading desk 
and they have given me your name. 

Thank you, 

Debby 

Debby LaMay 



    Confidential Treatment 
Requested by Goldman Sachs

GS MBS 0000024934

Chief Operating Officer 

Hayman Capital Partners 

2626 Cole Avenue, Suite 200 

Dallas, Texas 75204 

214-347-8050 Main 

214-347-8051 Fax 

HYPERLINK "mailto:dl@tH~ymancapital.com"dl@haymancapital.com 

dlhaymancap (AIM) 

From: Woolard III, Marvin [mailto:Marvin.Woolard@ny.email.gs.comJ On Behalf Of Mtg Daily Assignments 
Sent: Tuesday, March 11, 2008 4:47 PM 
To: Stuart Smith; absassignments@bear.com; mboone@bear.com; sheatley@bear.com; Credit Assignment US; Mtg Daily 
Assignments 

Cc: Debby LaMoy; Brandon Osmon; Jeff Knowlton 
Subject: RE: Novation BS/GS - WFHET 2005-2 

GS does not consent to this trade 

From: Stuart Smith [mailto:sts@haymancapital.comJ 
Sent: Tuesday, March 11, 2008 5:06 PM 
To: absassignments@bear.com; mboone@bear.com; sheatley@bear.com; Credit Assignment US; Mtg Daily Assignments 
Cc: Debby LaMay; Brandon Osmon; Jeff Knowlton 

Subject: Novation BS/GS - WFHET 2005-2 

Please novate the following: 

Subprime Credit Strategies Fund, LP 

Trade: WFHET 2005-2 M8 
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GS MBS 0000024935

REF: SDB981596023 

Notional: 5,000,000 

Trade Date: 2/23/07 

Effective: 2/28/07 

Coupon: 295 

Transferee: Bear Stearns 

Transferor: Subprime Credit Strategies Fund, LP 

Remaining Party: Goldman 

BS, 

The trade you did unwinds this position. 

Thanks, 

Stuart Smith 

Controller 

Hayman Capital Partners 

2626 Cole Avenue, Suite 200 

Dallas, Texas 75204 

214-347-4188 Direct 

214-347-8051 Fax 

HYPERLINK "BLOCKED::mailto:JK@Haymancapital,com"sts@Haymancapital.com 
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Giles, James

•From:
Sent:
To:
Subject:

Importance:

Hi,

Eichner, Matthew
Thursday, March 13,20087:47 AM
Sirri, Erik R.; Colby, Robert LD; Macchiaroli, Michael A.
Fw: Bear Stearns

High

I just got a heads up from Mike Alix at Bear, who said that he learned this morning that
Alan Schwartz (the CEO) called Tim Geithner last night to talk about possible Fed
flexibility in the event that some repo counterparties (ie the money funds referenced
below) do indeed pull away today. So far, Bear has been able to fund in Europe without
difficulty today.

Mike apologized that you didn't get a heads up first. Under the circumstances, I think
that Erik (and possibly others) should speak with Bear senior management today.

-matt

----- Original Message ----
From: Eichner, Matthew
To: Sirri, Erik R.; Colby, Robert LD; Macchiaroli, Michael A.
Cc: McGowan, Thomas K.; Paz, Marlon; Silva, Kevin; Giles, James; Spurry, Steven;
Bettinger, Lori; Roy, Randall W.
Sent: Wed Mar 12 20:42:54 2008
Subject: Bear Stearns

Hi,

Bear seems to have made some progress today on resolving the operational issues around OTC
derivatives assignments that appear to have played a role in some of the unhelpful rumors
yesterday. They describe the other major dealers firms as having been helpful and
cooperative in discussions today. But part of Bear's program involved the adoption of a
"pay first ask questions later" policy with regard to most disputes, and Bear paid $1.1
billion to 142 counterparties as a result.

The stock price was up much of the day, and the firm was able to pick up some additional
overnight equity repo financing in the morning. However, the tone deteriorated in the
afternoon as stocks (including Bear) closed down. They continued to lose customer free
credits, but in a smaller amount than over the past two days. Of greater concern, some
large and important money funds (ie Fidelity and Melon) telegraphed after the close that
they might be hesitant to roll some funding tomorrow. Although the amount in questions·
are very manageable (between $1 and $2 billion), that signal would not be helpful. The
treasury folks were going to reach out to these funds to understand.what sort of
assurances might be provided.'

They closed the day with $8.2 billion of excess liquidity, but expect to recover $4 - $5
billion tomorrow when they go the customer lock-up computation tomorrow morning. In broad
brush, they used holding company liquidity over the last few days to pay clients who
withdrew balances. When the corresponding lock-up is reduced tomorrow, the resulting
additional liquidity will be moved to the holding company.

-matt

1



To: 

Date: 
Re: GSEs 
~""rl~'v !'larch 20088:53:59 AM 

We have harden guarantee legislative language on "t",,,rj,.hv 

Une with Treasury process is very informal·· can be executed sVviftly, 

Your plan on cap raise is best option 

----- Original Message ----
From: Steel, Robert 

• To: Na;Soo,David; Ryan, TOnY; Nort;ol'l, Jeremiah; Kashkari, Nee! 
Sent: Sun Mar 1508:32:43 Z(}08 ' " 
Subject: GSEs 

As I think all of you know, we are being leaned on as part of the plan for todays ' 
series of afternoon announcements to deliver a GSE "plan". 

Just to summarize, the idea would be to announce a grand bargain of capital 
raise and beginning of relaxation of the capital surcharge for housing GSEs, Also 
some ideas about "commitment" to legislation but that's a bit fuzzy, This would 
be done at same time as other announcements, 

My three constituents are: 
Mudd 
Syron 
Lockhart 

I have spoken to Mudd and he is good and knows we are on a tight timetable 
which is cool with him, I told him noon. He expressely said Lockhart needs to 
EUMINATE the negative rhetoric. 

I have emailed and called Syron and waiting to hear back .. .I wili continua!ly 
rollotv up. i¥1y thought was to get Syron nailed dov/n .. ,then connect Y:Jith 
Lockhart. 

Goaf should then be a conference caB Dan, Dick, Jim and Hank to finalize 

I 
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From: 
To: 

cc: 
Subject: 
Date: 

Lockhart, James 
daniel h mudd(Qlfanniemae.com; 
Steel, Robert: 
dick syron@freddiemac.com; 
Re: announcement draft 
Monday, March 17, 2008 9:35:37 PM 

Does 10 work for you Dick and Bob? 
We will try to circulate a redline version before then. 
Regards, 
Jim 

----- Original Message -----
From: Mudd, Daniel H <danieLh_mudd@fanniemae.com> 
To: Lockhart, James; Robert.Steel@do.treas.gov <Robert.Steel@do.treas.gov> 
Cc: Dick Syron <dick_syron@freddiemac.com> 
Sent: Mon Mar 17 19:50:452008 
Subject: RE: announcement draft 

10 is a better time for me. 

We've made progress (in my view) in our four-cornered discussion by focusing 
on adding or deleting to/from the document. Director Lockhart-- might it be a 
starting point for the phone conversation if you took a shot at an improvement 
to the release? That way we could short circuit all of our varying viewpoints and 
focus on what we agree on? thanks to all, Dan 

This e-mail and its attachments are confidential and solely for the intended 
addressee(s). Do not share or use them without Fannie Mae's approval. If 
received in error, contact the sender and delete them. 

From: Lockhart, James [mailto:James.Lockhart@ofheo.gov] 
Sent: Monday, March 17, 20087:28 PM 
To: Mudd, Daniel H; Robert.Steel@do.treas.gov 
Cc: Dick Syron 
Subject: RE: announcement draft 

Dan & Dick, 

CONFIDENTIAL PURSUANT TO 2/5/10 UST-FCIC AGREEMENT UST-FCIC 0004922 



Let.s discuss in the morning. At first read it appears that OFHEO is being asked 
to be first, last and only with no firm commitment by you to raise capital. 

The idea strikes me as perverse and I assume it would seem perverse to the 
markets (see for instance today's FBR report) that a regulator would agree to 
allow a regulatee to increase its very high mortgage credit risk leverage (not to 
mention increasing interest rate risk) without any new capital. We seem to have 
gone from 2 to 1 right through 1 to 1 to now 0 to 1. 

If you really believe that 2008 business is very profitable, it is not credible that 
you would not raise very accretive capital to build profits and future capital. Not 
only would it be good for your shareholders, but It also would be good for the 
markets in fulfillment of your public purpose. 

Does 9 or 10 work for a call tomorrow? 

Regards, 

Jim 

From: Mudd, Daniel H [mailto:daniel h mudd@fanniemae.com] 
Sent: Monday, March 17, 20086:23 PM 
To: Lockhart, James; Robert.Steel@do.treas.gov 
Cc: Dick Syron 
Subject: announcement draft 

Gentlemen: here is a statement Dick and I hope reflects our combined 
intentions, and the best interest of the market. Speaking only for Fannie (though 
Dick probably has the same issue), I do have to disclaim that there are portions 
of this agreement that would be subject to the approval of my Board. As ever, 
thanks, Dan 

This e-mail and its attachments are confidential and solely for the intended 
addressee(s). Do not share or use them without Fannie Mae's approval. If 
received in error, contact the sender and delete them. 
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Confidentiality Notice: The information contained in this e-mail and 
any attachments may be confidential or privileged under applicable 
law, or otherwise may be protected from disclosure to anyone other 
than the intended recipient(s). Any use, distribution, or copying of 
this e-mail, including any of its contents or attachments by any 
person other than the intended recipient, or for any purpose other 
than its intended use, is strictly prohibited. If you believe you have 
received this e-mail in error: permanently delete the e-mail and any 
attachments, and do not save, copy, disclose, or rely on any part of 
the information contained in this e-mail or its attachments. Please 
call 202-414-8920 if you have questions. 

-------------------------------------------------------------------- Confidentiality 
Notice: The information contained in this e-mail and any attachments may 
be confidential or privileged under applicable law, or otherwise may be 
protected from disclosure to anyone other than the intended recipient(s). 
Any use, distribution, or copying of this e-mail, including any of its 
contents or attachments by any person other than the intended recipient, 
or for any purpose other than its intended use, is strictly prohibited. If you 
believe you have received this e-mail in error: permanently delete the e
mail and any attachments, and do not save, copy, disclose, or rely on any 
part of the information contained in this e-mail or its attachments. Please 
call 202-414-8920 if you have questions. 
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DRAFT 

"OFHEO and GSE'S ANNOUNCE INITIATIVE TO INCREASE MORTGAGE 
MARKET LIQUIDITY" 

Several Hundred Billion Dollars to Support Mortgage Market 

OFHEO, Freddie Mac and Fannie Mae today announced a major initiative to increase 
liquidity in support ofthe US mortgage market. The initiative is expected to provide up 
to several hundred billion dollars of immediate liquidity to the mortgage-backed 
securities market. 

To support growth and further restore market liquidity, OFHEO announced that it would 
permit a significant portion of the GSEs' 30 percent capital surplus to be invested in 
mortgages and MBS. As part ofthe understanding, both companies indicated that they 
planned to raise additional capital over time as needed that would be accretive to 
shareholders. Both companies also said they would maintain overall capital levels in 
excess of statutory minimums while the mortgage market recovers in order to ensure 
market confidence. 

OFHEO announced that Fannie Mae is in full compliance with its Consent Order and 
therefore will be lifting the Consent Order, and that Freddie Mac has one remaining 
requirement that is scheduled to be resolved this summer. In view of this progress, the 
public purpose ofthe two companies, and ongoing market conditions, OFHEO concluded 
that it is appropriate to immediately reduce the OFHEO-directed capital surplus by 50 
percent. 

"Fannie Mae and Freddie Mac have played a very important and beneficial role in the 
mortgage markets over the last year," OFHEO Director James 1. Lockhart. "Let me be 
clear: Both companies are well capitalized and have adequate reserves. However, we 
believe they can play an even more positive role in providing the stability and liquidity 
the markets need right now. OFHEO will remain vigilant in supervising the safe and 
sound operations of these companies, and will act quickly to address any deficiencies that 
may arise. Furthermore, we recognize the need to ensure that their capital levels are 
strong, protecting them from unforeseen risks as the market recovers." 

"It is important that the housing GSE's step up to provide liquidity in the critical 
mortgage markets," said Treasury Secretary Paulson. "They must be a key part of the 
solution. " 

Fannie Mae President and Chief Executive Officer Dan Mudd added that, "We are 
working with our customers, regulators and policy makers to minimize foreclosures, 
increase affordability - and as of today - to restore liquidity in the market. This is a 
progressive, sustainable plan, and Fannie Mae appreciates the leadership OFHEO and 
Treasury have shown." 

Confidential - Internal Distribution 
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DRAFT 

Freddie Mac Chairman and Chief Executive Officer Dick Syron said "The recent 
environment demonstrates the benefits ofthe aSE's to the U.S. economy. This approach 
allows us to continue to create these benefits in a way that balances our mission to 
provide stability, liquidity, affordability consistent with safety and soundness while 
preserving the interests of shareholders." 

Confidential - Internal Distribution 
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From: Russo, Thomas A [truss01@lehman.com]. Sent:3/20/2008 11 :00 AM . 
...................................................................................................................................................................................................................................................................................... 

To: Fuld, Dick [lbexec1@lehman.com]; Gregory, Joe Ogregory@lehman.com]. 
-----~- -..... '-.' ...... ~ ....... '-.' ...... ~ ....... '-.' ...... ~ ....... '-.' ...... ~ ....... '-.' ...... ~ ....... '-.' ...... ~ ....... '-.' ...... ~ ....... '-.' ...... ~ ....... '-.' ...... ~ ........ -. 

Cc: 

Bcc: 

Subject: Fw: Rumors of hedge fund putting together a group to have another run at Lehman . ..................................................................................................................................................................................................................................................................................... , 

SEC head of Enforcement 
-----------------
Sent from my BlackBerry Handheld. 

----- Original Message ----

: To: Russo, Thomas A 
I Sent: Thu Mar 20 10:47:592008 
; Subject: RE: Rumors of hedge fund putting together a group to have another run at Lehman 

i Thank you for sending this along--I'II get it in the appropriate hands. 

I-----Original Message-----
; From: Russo, Thomas A [mailto:truss01 @Iehman.com] 
1 Sent: Thursday, March 20, 2008 10:08 AM 
: To: Thomsen, Linda 
: Subject: Fw: Rumors of hedge fund putting together a group to have 
1 another run at Lehman 

I Fyi. Re VM of last night and Fred call. I feel like in the house in 

-----------------
Sent from my BlackBerry Handheld. 

----- Original Message -----
From: Tonucci, Paolo 
To: Russo, Thomas A 
Sent: Thu Mar 20 10:04:202008 
Subject: RE: Rumors of hedge fund putting together a group to have 
another run at Lehman 

Paolo 

-----Original Message----
From: Russo, Thomas A 

~~ Sent: Thursday, March 20, 2008 10:03 AM 
: To: Tonucci, Paolo 
: Subject: Re: Rumors of hedge fund putting together a group to have 
1 another run at Lehman 

I ~~~~~~~~~:tlackBerry Handheld. 

FOIA CONFIDENTIAL TREATMENT REQUESTED 
BY LEHMAN BROTHERS HOLDINGS INC. 



----- Original Message ----
From: Tonucci, Paolo 
To: Russo, Thomas A 
Cc: Callan, Erin 
Sent: Thu Mar 20 10:01:472008 
Subject: Rumors of hedge fund putting together a group to have another 
run at Lehman 

The desk have heard that Caspian are leading this. 

I have mentioned to our SEC liaison (Matt Eichner), but you may want to 
escalate. 

Regards, 
Paolo 

This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

FOIA CONFIDENTIAL TREATMENT REQUESTED 
BY LEHMAN BROTHERS HOLDINGS INC. 



From: 
Sent: 
To: 
Cc: 

Subjecl: 

Fredman. Sheara 
Tuesday. March 25.20DB 1230 PM 
Riggs, Tom; Stanley. Michael; Wright. Nell; Simpson. Mlchael 
Shewood. Michael S; Schwartz Harvey. Davilman. Andrew; Harrop. Thomas: McNeila, 
Joseoh: Lehman. David A: Sparks. Daniel L: Sundaram. Ram: Aliredha; Yusut Mulkn. 
~ i a l d j  SalarneF~ablo 
RE: AIG -Collateral Posting 

v i n i a r   poke with Bensinger l a t e  Thursday and proposed s p l i t t i n g  t h e  cu r ren t  dispute of 
$4a. AS a go forward we would continue t o  s p l i t  rhe margin c a l l s  50/5o. This would not 
impact t h e  $3B they have already posted. Bensinger has agreed t o  come back t o  Viniar. R e  
is o u t  of t h e  o f f i c e  re turning tomorrow (Wednesday) and David hopes t o  hea r  from himlreach 
out hy Thursday. 

W i l l  post  add i t iona l  d e t a i l s  a s  avai lable .  

..... or ig ina l  Message----- 
Prom: Riggs, Tom 
s e n t :  Tuesday, March 25, 2008 10:31 AM 
To: Stanley,  Michasl; Wright, Neil; Simpson, Michael 
Cc: Sherwoad, Michael S; Schwartz, Harvey; Davilman, Andrew; Marrop, Thomas: McNeila, 
Joseph; Lehman, David A . ;  Sparks. Daniel L; Sundaram. Ram; Aliredha, Yusuf; Mullen, 
Donald; Salame. Pablo; €redman. Sheara 
sub jec t :  Re: A I Q  - C o l l a t e r a l  Posting 

I th ink David is s t i l l  discussing with them. Mike Simpson: any update from David? 

--.-- Oris inal  Message -----  
From: Stanley, Michail 
To: Wright. Neil; Simpson, Michael 
CC: Sherwood. Michael 5: Riggs, Tom; Schwartz, Harvey; Davilman, mdreu;  Harrop, Thomas; 
McNeila. Josenh: Lehman. David A.: Sosrks. Daniel I,: Sundaram. Ram: Aliredha. Yusuf: 

s e n t i &  Mar i s  10:~6130 2008 
subject :  ~ e :  RIG - Col la t e ra l  Posting 

Have they agreed t o  t h e  language of t h e  dealer  pol l?  ... Alternat ively ,  i f  they wouldn't 
agree t o  a jointly-administered po l l ,  maybe we do a p o l l  ourselves as an ind ica t ion  oE 
"market c l ea r ing  p r i ce"  f o r  these  t rades?  

---.-- Original  Message------ 
From: Wright, Nei l  
TO: Stanley,  Michael 
To: Simpson. Michael 
CC: Sherwood, Michael S 
Cc: Tom Riggs 
CC: Schwartz, Harvey 
Cc: Davilman, Andrew 
CC: Rarrop, Thomas 
Cc: Joseph McNeila 
Cc: Lehman, David A. 
Cc: Sparks, Daniel L 
CC: Ram Sundaram 
Cc: Aliredha, Yusuf 
Cc: Donald Mullen 
Sent: M a r  17. 2 D D 8  15:ll 
Subject:  RE:  A I G  - Col la t e ra l  Posting 

they a r e  still disput ing t h e  remainder of the  c o l l a t e r a l  c a l l  

we a r e  preparing the  dea le r  p o l l  docs-. .  

CONFIDENTIAL TREATMENT REQUESTED BY GOLDMAN, SACHS 8 CO. 

Confidential Proprietary Business Information 
Produced Pursuant to Senate Confidentiality Rules



From: Stanley. Michael 
Sent: 17 March 2008 19:07 
TO: Wright, Neil; Simpnon, Michael 
CC: Sherwood. Michael S; Riggs. Tom; Schwartz. Harvey; Davilman, Andrew; ~ a r r o ~ ,  ~homes; 
mcweila, Joseph; Lehman, David A.; Sparks. Daniel L; Sundaram, Ram; miredha, yusuf; 
Mullen, Donald 
Subject: RE: AIG - collateral posting 

Did they give any timeframe for remaining -3.5-4 bn? 

mom: Wright, Neil 
Sent: Monday. March 17. 2008 2 : 2 5  PM . ~ 

TO: Simpson, Michael 
CC: Shemood, Michael 9;  Riggs. Tan; Schwartz. Harvey; Stanley, Michael; Davilman, Andrew; 
Harrop. Thomas; McNcila. Joseph; Lehman. David A.; Sparks, Daniel L; Sundaram, Ram; 
Aliredha, Yusuf 
subject: AIG - Collateral Posting 

fyi 

From: Forster@aigfpc.com [mailto:ForsterBaigfpc.coml 
Sent: 17 March 2008 18:20 
To: Wright, Neil 
Cc: Cassanw3aigfpc.com; William.ShirleyBaigfpc.com 
subject: Collateral Posting 

Neil, 

Just to let you h o w ,  that as I helieve was agreed on Friday night by our two respective 
institutions, we will today be posting the amount of collateral we believe to be 
undisputed. 

This amount totals 51.007.679.756. This differs very slightly fi-om the spreadsheet total 
we sent you because of the following adjustments: 

We have removed Hout Bay since there is still no business agreement on the 
collateral mechanism for that trade. 

.----- Original Message Truncated------ 

CONFIDENTIAL TREATMENT REQUESTED BY GOLDMAN, SACHS & CO. 

Confidential Proprietary Business Information 
Produced Pursuant to Senate Confidentiality Rules
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TIMELINE REGARDING
THE BEAR STEARNS COMPANIES INC.

April 3, 2008

The following timeline highlights certain significant events between August 2007 and
March 13,2008. Please note that Routine supervisory interactions involving
Commission staff and Beam Steams are not described below.

Friday, August 3,2007

Standard and Poor's Rating Services, citing questions about the business model and risf
management, affirms Bear Steams' A+/A-l issuer credit rating butplaces the firm on
"negative outlook".

Sunday, August 5, 2007

Commission staffmeet with Bear Steams senior management and other staffto review
the liquidity and capital position of the firm. ?ptc..tU( resi~ n S.
~onday,August6,2007

Commission staff institute daily monitoring ofBear Steams' liquidity position, in
particular the level ofholdingcompany cash. The firm states that it is imple~enting
plans to increase reliance on secured funding and decrease reliance on short term
unsecured funding. Generally, the overall liquidity position ofthe firm remains relatively
stable.

Thursday, September 20, 2007

Bear Steams reports third quarter earnings. Third quarter net income is $171 million on
net revenue of $1 ,331 million, compared with net income of $362 million on net revenue
of$2,512 for the second quarter, and compared with net income of$437 on net revenue
of$2,129 for the third quarter of 2006.

Thursday, September 27, 2007

Thursday, December 20, 2007

Bear SteaI11s issues $2.5 billion in unsecured 10-year notes. Commission staffreduc~s
the freguency ofthe liguidity monitoring to weekly from daily. The liquidity position of
the firm remains stable.

. (\Q\v\.~')

\~ (j\lo;~) \\ \..r\'<i
" \~ ",\$\V

Bear Steams announces a net loss for the fourth quarter of $854 million and that net
revenues were a loss of$379 million. Commission staff review Bear Stearns' liquidity
position intraweek, but there is no evidence of any deterioration in the firm's liquidity
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£9sitioll following the release and related negative press coverage. Bear Steams'
liquidity pool remains stable.

'"Jan B1l' - Co i Yl e., (C:$& j r\ S

Monday, January 28, 2008

Commission staffmeet with Bear Steams' senior management to discuss the financial
situation of the firm. Senior management indicates that important investors remain
confident in Bear Steams and that the firm was profitable during December and January
to date, following a very difficult November for all investment banks.

Tuesday, January 29, 2008

Bear Steams issues $3 billion in unsecured 10-year debt.

VVednesday, January 30, 2008

Commission staffreceives notification from Bear Steams senior management that the
liquidity position ofBear Steams had declined significantly due, in large part to increased
trading activity. Senior management explained steps that would be taken to ensure that
trading activities would not result in such drains on holding company liquidity in the
future. Commission staff resumed daily monitoring ofBear Steams' liquidity position.

__ 4

Thursday, January 31, 2008

Bear Stearns' liquidity pool9ion

VVednesday, February 6,2008

Commission staff reviews secured funding lines in detail in response to rumors that Bear
Steams may have lost some secured funding lines in Europe. The firm reports that
secured funding lines actually had increased. Inventory had also increased dEJO.
increases in window-eligible agency securities. Bear Steams' liquidity pool s $17
billion.

VVeek of March 3, 2008

Commission staff conducts an on-site inspection focused on Bear Stearns' liquidity pool
to verify the size and the instruments it includedi~. No~t issues are
identified. Bear Steams' liquidity pool ranges frou~liontU:llion.

Monday, March 10, 2008

The value ofBear Steams' stock falls significantly during the day. Commission staff
speak with Bear Steams' senior management to verify that there was no material change
in financial condition. Senior management previewed first quarter earnings, stating that
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net income would be positive. The staff arranged an on-site visit for Tuesday, March 18,
to review the first quarter financials in greater detail.

Although there had been earlier discussions among regulators at the staff level, beginning
Monday, March 10th

and continuing to date, Commission staff have had numerous phone
calls and emails each day with staff from other regulators, including UK Financial
Services Authority and the Federal Reserve Bank ofNew York, regarding Bear Stearns.

Approximately $2.5 billion of customer free credit balances is~ from Bear
Stearns.. Bear Stearns' liquidity pool remains at approximatelY~lion($15.1.
billion adjusted for customer protection rule).

Tuesday, March 11,2008

CEO Alan Schwartz previews first quarter earnings on CNBC before the market open.

The Commission staffhear that a number ofcounterparties seek to reduce their exposure
to Bear Stearns by "novating" over-the-counter derivatives trades to other dealers.
Commission staffhear from other regulators and other dealers that challenges associated
with the high volume of novations were resulting in rumors regarding Bear Stearns'
financial and operational condition.

The Federal Reserve Bank ofNew York announces a Term Securities Lending Facility
("TSLF") that would become available on March 27. Under this program, primary
dealers, including investment banks, could exchange certain less liquid collateral,
including certain mortgage-backed securities, for more liquid collateral.

$2.5 billion ofcustomer free credit balances is withdrawn from Bear Stearns. Bear
Stearns reports that certain secured and unsecured lenders indicate that they may not be
~continue funding the firm.. Bear Steams' liquidity pool falls to approximately
Villion ($15.8 billion adjusted for customer protection rule).

Wednesday, March 12,2008
...~VV'a.rt z.. (}J\. c..N g c... --n disref) fum fK'S
Bear Stearns senior management become increasingly concerned about novations, and
resulting operational issues leading to rumors about Bear Stearns' liquidity and financial
capacity. Senior management inform the Commission staff that they intends to raise the
novation issue with senior management at the Federal Reserve Bank ofNew York and
with the CEOs of other major dealer firms.

Bear Stearns adopts a "pay first, ask questions later" policy with respect to margin
disputes in an effort to help quell rumors about Bear Stearns' financial capacity. Under
this policy, the firm makes approximately $1.1 billion in margin calls that it believes are
not warranted.
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Bear Stearns computes its liquidity pool to be approximatel@lion. Bear Stearns
picks up an additional $1.4 billion of secured funding on W~however, several
key providers of secured funding tell the finn that they might not be able to continue to
transact with Bear.

Thursday, March 13,2008

In the morning, Commission staff learns that Bear Stearns' senior management
approached the Federal Reserve Bank ofNew York the night before about options should
secured funding counterparties pull away. Commission staffdiscuss with Bear Stearns
its funding situation. The finn reports that some funding has already rolled but it is
already clear that not all funding will not roll.

In mid-afternoon, Commission staffparticipate in a call with U.S. Treasury and Federal
Reserve Bank ofNew York staff to discuss the finn's financial position.

Late afternoon, Commission staff speak with Bear Stearns senior management to preview
the end-of-day cash position. Bear Stearns management indicate that, as of that time,
$1.5 billion of free credits have been withdrawn and that the picture on secured funding is
still unclear, although it appears most secured funding either remains in place or has been
replaced.

At 7:00 pm, Commission staff holds an end-of-day call with BearSte~or
management who indicates that Bear Steams liquidity pool has fallen t~lion. They
indicate that they would try to tap some bank lines and arrange same-day settlement on
certain asset sales.

At 7:30 p.m., Commission staffbegin a conversation with U.S. Treasury and Federal
Reserve Bank ofNew York staff. Shortly after the conversation starts, Bear Stearns
senior management telephone Commission staff to say that the finn's senior management
has concluded that they are unable to operate nonnally on Friday.

Friday, March 14,2008

Commission staffparticipates in numerous telephone calls beginning prior to the opening
ofU.S. markets with staffofother regulators including the Federal Reserve Board in
Washington, DC and New York, and U.S. Treasury. In particular, Commission staff
coordinates with staffof.from the Federal Reserve Bank ofNew York to review the
financial position ofBear Stearns and meet with relevant staffthroughout the weekend
both at Bear Stearns' offices in New York and at the offices ofthe Federal Reserve Bank
ofNew York.

Saturday and Sunday, March 15-16,2008

Commission staff continues its onsite work at Bear Stearns and at the offices of the
Federal Reserve Bank ofNew York with respect to Bear Steams' financial position and
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alternative scenarios for Monday in the eventBear Steams seeks bankruptcy protection.
Commission staff also meets with the other four CSE firms to discuss their financial
position and funding scenarios in light of the events that occurred with respect to Bear
Steams.

The Federal Reserve Bank ofNew York announces the creation of the Primary Dealer
Credit Facility (PDCF). The PDCF is an overnight loan facility that will provide
funding to primary dealers in exchange for a specified range ofeligible collateral and is
intended to foster the functioning of financial markets more generally.





HIGHLY CONFIDENTIAL FRB to LEH Examiner 000781

From: 
To: 
Subject: 
Date: 

Donald! Kobo 
Chd.-man ~e.-nanke 

Re: Lehman 
06/13/2008 08:19 AM 

It should stabilize the situation at least for a time. But there are deeper problems-
the very large surprise on the loss undermined credibility and raised questions about 
what else might be hidden, and the basic business model is in doubt in terms of the 
long-term viability of the firm. they are a "bond house" that grew in recent years by 
being aggressive in mortgage securitization etc. One of the hedge fund types on 
Cape Cod told me that his colleagues think Lehman can't survive--the question is 
when and how they go out of business not whether. He claimed this was a widely 
shared view on the Street. 
T Chairman Bernanke BOARD/FRS 

BOARD/FRS 

06/12/2008 10:05 PM 

To Donald L Kohn/BOARD/FRS@BOARD 

cc 

Subject Re: Lehman 

Why doesn't the equity raise help more? If they are really solvent then 
liquidity backup should be effective. 

Sent from my BlackBerry Wireless Handheld 
T Donald L Kohn 

----- Original Message -----

From: Donald L Kohn 
Sent 09: 45 PM EDT 
To: Chairman Bernanke 

Cc: Scott Alvarez; Patrick Parkinson; BL"lan 
Madigan 

Subject: Lehman 

Ben, We had two calls with frbny this afternoon on this subject. The 
first included Treas and SEC; the second just us and Treasury. 
Lehman has settled on the 6b capital infusion this afternoon and put 
out an announcement to that effect. It came out after the market 
close and I don't know what it effect it had on after-hours trading. 
During the trading day their stock fell another few percent, a bad 
showing relative to the other financial sector stocks which mostly rose 
a few percent. CDS spreads didn't change much during the day. Their 
liquidity is sticking pretty well, but some counterparties are asking for 
more margin and dialing back exposures, so there's a slow erosion 
going on. To some extent the drop in stock prices and counterparty 
caution reflects possibility that this is Thursday of BS weekend, and 
equity holders could wake up Monday morning with no value. Fuld 
talked to Tim and to Steel late this afternoon. He really has no 
alternative plan at this point. Lining up SWF investors is a slow 
process and there is nobody is interested in buying them. Tim and Bob 
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thought Fuld was asking for two things--albeit very indirectly; for us to 
tell people to buy their stock Monday morning and to say something 
positive about the firm. Both rejected both requests--the second on the 
thought that saying something would cause more harm thaflij00d~We-·~ 
really don't have any options to provide confidence in the firm. Bob 
Tim and I talked some about what Hank might say in Japan if asked. 
We formulated something like the lines Tim and I used in the past 
week--primary dealers have learned lessons from March and are 
reducing leverage, building capital and bolstering liquidity; they are 
stronger than they were a few months ago. Part of the first call was 
given over to thinking about options in the event the slow erosion of 
confidence turns into a rout and liquidity fled quickly. None are good, 
given the lack of interest by a purchaser. Private equity partners are a 
possibility; turning into a FHC with Fed consolidated regulation would 
take time to get regulatory approvals and provide uncertain relief 
unless they acquired a lot of deposits very fast; creating a bad bank, 
on the UBS model, with the lousy mortgages they hold would require 
interest from equity investors to buy into the bad bank; using our 
balance sheet to facilitate an orderly wind down with the discount 
window or by assuming the liabilities a la JPM is hard because we don't 
have the authorities of the fdic (as well as for policy reasons). Staff of 
Treas., Board and frbny will continue to explore alternatives tomorrow, 
just in case. Don 







From: Kirsten Harlow
To: Adam J Weisz; Alexander J Psomas; Amy White; Angela MIKNIUS; Arthur Angulo; Brian Begalle; Brian Peters;

Christopher Calabia; Daniel Sullivan; Denise Goodstein; Dennis Herbst; Dianne Dobbeck; Elizabeth Tafone;
Gerard Dages; Helen Mucciolo; Homer Hill; James P Bergin; Jan Voigts; Jeffrey Kowalak; Jim Mahoney; John
Leiby; JohnP McGowan; Jonathan Stewart; Kevin Coffey; Kevin Messina; Kirsten Harlow; Lance Auer; Michael
Holscher; Robard Williams; Sarah Dahlgren; Steven J Manzari; Theodore Lubke; Til Schuermann; Tim P Clark;
Timothy Geithner; William BRODOWS; William Rutledge; YoonHi Greene

Subject: On-Site Primary Dealer Update: June 16
Date: 06/16/2008 05:09 PM
Attachments: IB Financing Liquidity Master New.pdf

Kirsten J. Harlow
Federal Reserve Bank of New York
(212) 720-2912
kirsten.harlow@ny.frb.org

ON-SITE TEAMS REPORT
Summary:  Lehman's earnings release today was largely in-line with last week's pre-
release.  No adverse information on liquidity, novations, terminations or ability to
fund either secured or unsecured balances has been reported.

Lehman Earnings Release:
Highlights:

Earnings: Net loss of $2.8 billion, compared to $0.5 billion in the 1Q08 and
$1.3 billion in 2Q07
Revenue:  Net revenue of negative ($0.7) billion, compared to $3.5 billion
in the 1Q08 and $5.5 billion in 2Q07
Economic hedges: Provided no benefit  (previously found to be 70%
effective)
Asset Markdowns:  Marked down approximately $4 billion of illiquid assets,
of which 50% was residential mortgage-related, and 25% of commercial
mortgage-related. 

Measures taken in 2Q08 to strengthen Liquidity and Capital:
Increased the liquidity pool from $34 billion to $45 billion
Reduced gross and net assets by $147 billion and $70 billion, respectively
Improved gross and net leverage ratios from 31.7x to 24.3x and 15,4x to
12.0x, respectively
Reduced exposures to residential mortgages, commercial mortgages and
real estate investments by 20% in each asset class
Issued $4 billion in convertible preferred stock in April and $5.5 billion of
public long-term debt in the quarter

Counterparty Credit Issues for Secured and Unsecured Financing
Goldman: Fidelity has indicated having no interest in renewing a $1 billion prom
note that is maturing today.  Goldman did, however, add a new $500mm 7-day low-
grade equity repo.

Parent Company Liquidity Pool

FCIC-155446



From: William Dudley
To:
Cc: Brian F Madigan; Donald L Kohn; ; Timothy Geithner
Subject: Re: TSLF
Date: 06/17/2008 08:20 AM

My two cents after consulting with Brian:

I agree with Tim that we should extend both through yearend--probably to January
31 or so.  Sooner is better to provide clarity on this issue.

TSLF is a bit different than PDCF in that it is an auction, less of a backstop, available
only for AAA-rated collateral and has been mostly undersubscribed.  It seems to me
that this argues for beginning to phase it out by cutting down the sizes of the
auctions, and I might make this part of the overall announcement--extending it but
starting to cut back the amount.  This will underscore to people that these programs
are not permanent and may help to mollify some of the critics a bit.  I would not
make a distinction here betw Schedule 1 and 2 (even though there is a difference)
just to keep the message simple--both have been undersubscribed so we are going
to begin to phase them out.

PDCF remains critical to the stability of some of the IBs.  Amounts don't matter here,
it is the fact that the PDCF underpins the triparty repo system.  I think without the
PDCF, Lehman might have experienced a full blown liquidity crisis. So this has to be
kept as is until 1) the IBs are in better shape in terms of funding/leverage and 2)
triparty is strengthened--both are in process.

So I (and I think Brian is on board with this) might propose a memo to the FOMC
that extends both programs but also announces the phasing down of TSLF auction
sizes beginning in July or August (depends on how much warning we want to give).

Best,
Bill

�

06/16/2008 06:31 PM

To Donald L Kohn/BOARD/FRS@BOARD, Timothy
Geithner/NY/FRS@FRS, William
Dudley/NY/FRS@FRS, Brian F
Madigan/BOARD/FRS@BOARD

cc

Subject Re: TSLF

Ok.  Then we need to outline a short memo to the fomc from brian.  I
have no time till tomw afternoon but can take a stab at it then.
--------------------------
Sent from my BlackBerry Wireless Handheld

Chairman's
Email Chairman's

Email

Chairman's Email

Chairman'
s Email

Chairman's Email
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� Donald L Kohn
 ----- Original Message -----

From: Donald L Kohn
Sent 6:25 PM EDT
To:  Timothy Geithner; William Dudley; Brian

Madigan
Subject: Re: TSLF

Both the tslf and the pdcf depended on 13-3, though the latter gets all
the attention. If we don't extend tslf does that raise questions about
the need for the pdcf. Besides I like the idea of keeping the auction
facilities alive, at least in some form. Getting the fomc to sign onto an
extension could be tough and will require, as you note, some
consideration of the broader picture for after September. But I think
the discussion, like cod liver oil, will be good for us. If we can't
convince most of our colleagues we will have problems with the public. 
--------------------------
Sent from my BlackBerry Wireless Handheld

�
 ----- Original Message -----

From:
Sent: :12 PM EDT
To: Timothy Geithner; William Dudley; Brian Madigan; Donald

Kohn
Subject: TSLF

If we are going to announce an extension of the TSLF in July, we
probably should get the authority from the FOMC to do so.  If we
want to do that, then we need a short memo in advance of the
meeting.  At the meeting I could explain the reason for the request in
more detail in the context of our discussion of plans for investment
bank supervision.

Before thinking through what the memo would say, let me ask the
following:  Given that the TSLF has been undersubscribed, do we want
to announce its extension?  We could for example extend the PDCF in
July (by Board decision) but say that we are reserving judgment on the
TSLF.  We could then revisit the TSLF at the August meeting.
Thoughts?

Chairman's Email

Chairman's Email

Chairman's Email
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From: Tim P Clark
To: Robard Williams; Kevin Coffey
Subject: Fw: On-Site Primary Dealer Update: June 19
Date: 06/20/2008 08:58 AM
Attachments: IB Financing Liquidity Master New.pdf

this is not sounding good at all...
----- Forwarded by Tim P Clark/BOARD/FRS on 06/20/2008 08:57 AM -----

Kirsten
Harlow/NY/FRS@FRS

06/19/2008 09:06 PM

To Adam J Weisz/NY/FRS@FRS, Alexander J
Psomas/NY/FRS@FRS, Amy White/NY/FRS@FRS,
Angela MIKNIUS/NY/FRS@FRS, Arthur
Angulo/NY/FRS@FRS, Brian Begalle/NY/FRS@FRS,
Brian Peters/NY/FRS@FRS, Christopher
Calabia/NY/FRS@FRS, Daniel Sullivan/NY/FRS@FRS,
Denise Goodstein/NY/FRS@FRS, Dennis
Herbst/NY/FRS@FRS, Dianne Dobbeck/NY/FRS@FRS,
Elizabeth Tafone/NY/FRS@FRS, Gerard
Dages/NY/FRS@FRS, Helen Mucciolo/NY/FRS@FRS,
Homer Hill/NY/FRS@FRS, James P
Bergin/NY/FRS@FRS, Jan Voigts/NY/FRS@FRS, Jeffrey
Kowalak/NY/FRS@FRS, Jim Mahoney/NY/FRS@FRS,
John Leiby/NY/FRS@FRS, JohnP
McGowan/NY/FRS@FRS, Jonathan
Stewart/NY/FRS@FRS, Kevin Coffey/NY/FRS@FRS,
Kevin Messina/NY/FRS@FRS, Kirsten
Harlow/NY/FRS@FRS, Lance Auer/NY/FRS@FRS,
Michael Holscher/NY/FRS@FRS, Robard
Williams/NY/FRS@FRS, Sarah Dahlgren/NY/FRS@FRS,
Steven J Manzari/NY/FRS@FRS, Theodore
Lubke/NY/FRS@FRS, Til Schuermann/NY/FRS@FRS,
Tim P Clark/BOARD/FRS@BOARD, Timothy
Geithner/NY/FRS@FRS, William
BRODOWS/NY/FRS@FRS, William
Rutledge/NY/FRS@FRS, YoonHi Greene/NY/FRS@FRS

cc

Subject On-Site Primary Dealer Update: June 19

Kirsten J. Harlow
Federal Reserve Bank of New York
(212) 720-2912
kirsten.harlow@ny.frb.org

ON-SITE TEAMS REPORT

Counterparty Credit Issues for Secured and Unsecured Financing/Other
Lehman: Acknowledged trading issues with four financial institutions: Natixis
(eliminating all activity with Lehman), Santander, Wespac, and Commonwealth
Bank of Australia.

Merrill:  Since June 13 the total repo book declined by $39 billion to $196 billion
and will continue to lower $11 billion more going into quarter end on June 27.
Management intends on reducing the size of its balance sheet usage through
customer matched repo/reverse repo activity.

FCIC-155450



Parent Company Liquidity Pool
Merrill: Operating cash and liquidity at the holding company increased by $5 billion
closing at $66.1 billion on Wednesday. The major inflows consisted of $1.8 billion
from domestic stock loan, $1.1 billion from equity triparty, $900 million from ML Pro
(unwinding of short positions), $ 500 million from corporate services triparty and
$500 million back from prior day government fails. 

Comments Submitted by CPC Teams
JPMC: Some large pension funds and some smaller Asian central banks are
specifying (or tightening the standards on) what classes of assets they will accept.
Some are switching to repo only, and away from ABCP and Time Deposits.  JPMC
indicated that it will indemnify against losses on some of these counterparties (the
names which are coming up in the market as generating the most concerns are
Lehman and Merrill).  Despite JPMC’s indemnification, certain investors are still
refusing to deal with these seemingly weak counterparties.

Citi: has decided to reduce total clearing/settlement lines to Lehman from
approximately $20 billion to around $10-12 billion.  Further, Lehman has agreed to
place $2 billion cash with Citi, not as collateral but in case of difficulties.  The cash
could also be used to fund any intra-day credit extensions.  It should be noted that
Citi is Lehman’s largest clearer outside the United States.  Tom said this approach
will also be applied to the other 3 major Broker/Dealers.   

FCIC-155451



Secured
Financing

Unsecured
Financing

($ in billions) Did not roll Did not roll
June 6 - 0 5 41% 42 4
June 9 1 7 1 3 33% 40 6
June 10 - 0 1 37% 41 8
June 11 0 3 - 37% 40 4
June 12 0 4 - 42% 48 4
June 13 3 0 1 7 21% 45 7
June 16 25% 42 6
June 17 18% 41 5
June 18 9 0 0 1 31% 43 1

Secured
Financing

Unsecured
Financing

($ in billions) Did not roll Did not roll CP WAM
June 5 - 0 1 31 103 5
June 6 - 0 4 30 99 0
June 9 - - 31 102 9
June 10 1 3 - 30 96 1
June 11 0 8 - 30 96 2
June 12 - - 30 96 7
June 13 - 1 0 32 96 3
June 16 - - 32 93 3
June 17 - 2 5 32 91 2
June 18 - 0 2 98 7

Secured
Financing

Unsecured
Financing

($ in billions) Did not roll Did not roll CP WAM
June 6 - - 63 85 3
June 9 - - 61 90 1
June 10 - - 60 80 7
June 11 - - 60 83 1
June 12 - - 59 81 2
June 13 - - 62 80 7
June 16 - - 62 80 7
June 17 - - 61 79 1
June 18 - - 63 77 6

MERRILL LYNCH
Secured

Financing
Unsecured
Financing

($ in billions) Did not roll Did not roll
June 6 - - 66 2
June 9 - 0 3 66 0
June 10 - 0 2 65 1
June 11 - 0 0 64 9
June 12 - 0 4 66 7
June 13 - - 66 9
June 16 - - 62 9
June 17 - - 63 6
June 18 - - 66 1

COMMERCIAL PAPER OUTSTANDING
($ in billions) Lehman Morgan Merrill* Goldman
June 6 8 2 11 8 1 4
June 9 7 2 11 6 3 8 1 4
June 10 7 5 11 6 1 4
June 11 7 8 11 6 1 4
June 12 7 9 11 6 1 4
June 13 6 1 11 1 3 1 1 4
June 16 5 6 10 8 1 7
June 17 5 6 10 9 1 7
June 18 6 5 10 8
* Only represents CP outstanding for the next two weeks

Parent Co.
Liquidity Pool

(EOD)

GOLDMAN SACHS

Parent Co.
Liquidity Pool

(EOD)

Source: Estimated from IB reports and onsite team updates; data supporting secured / unsecured may be incomplete.

The first two columns below present secured and unsecured financing that did not roll on the day noted, as well as any reductions in credit lines, as reported to the
on site FRBNY staff. A dash in the secured and unsecured columns indicates that there were no counterparty turndowns on that date. The third column presents
maturity of the total outstanding CP, while the fourth column displays the parent company liquidity pool.

KEY METRICS: PRIMARY DEALER FINANCING AND LIQUIDITY
June 19, 2008

Preliminary

Parent Co.
Liquidity Pool

(EOD)

MORGAN STANLEY

Parent Co.
Liquidity

Pool (EOD)

CP: O/N as a
% of Total

LEHMAN
Lehman Parent Liquidity Trends
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From: 

Sent: 
Van Schaick, George V [gvanscha@lehman.com] 

Thursday, Jul y 10, 20083:44 PM (GMT) 

To: 

Cc: 

Van Schaick, George V [gvanscha@lehman.com]; Feraca, John [joferaca@le hman.com] 

Roberts, Garrett [Garrett.Roberts@lehman.com]; Li sta, William 
[william.li sta@lehman.com]; Luglio, Thomas [tluglio@lehman.com]; Webb, Michael A 
[mwebb@lehman.com]; Fleming, Dan (TSy) [dfleming@lehman.com]; Tonucci, Paolo 
[paolo.tonucci@lehman.com] ; Mi ller, Marjorie A [mmiller@lehman.com]; Coghlan, 
John F. (Prime Services) [jcoghlan@lehman.com] 

Subj ect: RE: Federated SubCustodial Agreement - JPMC's comments 

From: Mocharko. Kllrl lmailto :KMocharko@fedemtcdiuv.coml 
Sent: Thursday. July 10.2008 I I: I.J AM 
To: Shanley, Ga il: Roberts. Garrettjulia.a.fox@jpmorgan.col1l 
Cc: RS: Beneigh. Sam: RS: Zerega. Todd: RS : Dugan. Erill: RS : Whetzel. 
James 
SUbject: RE: Federated SubCustodiai Agree ment· JPMC's eOJlllllents 

Becausc JP Chase the triparty cleari ng bank is unwilling to negotiate in 
good fai th with Federated. we will no longer pursue additiOIl.11 business 
with Lehman. We will also do as much current REPO as possible with 
dealers that utilize BONY as their cllstodian and ollly back with JPChase 
as lIecessa.!)'. 

Karl Mocharko 

Assistant Vice President I Senior Trader 

Federated Investors 

Business: .J 12-288-1975 

Persoml: .J12-288-1H7 

kmocharko:lifederaledinv.com 

From: Van Schaick. George V 
Sent: Thursday. July 10. 2008 11 :3 1 AM 
To: Femca. John 
Cc: Roberts. Garrett: Lista. Willi,Hu: Lug/io. Thomas: Webb. Michael A: 
Fleming. Dan (TSy): Tonlleci. Paolo: Mi ller, Mmjorie A: Coghlan, John F. 
(Prime Services) 
SUbject: FW: Federated SllbCustodial Agreement - l PMC's COlllments 

John. 

We liltve been try ing to negot iate tripm1Y docs on lIew Federated funds 

FOIA CONFIDENTIAL TREATMENT REQUESTED 
BY LEHMAN BROTHERS HOLDINGS INC . 

LBHI FCIC 0128796 



with Chasc for over 6months no\\' . Thesc new fuuds would h,1\'e cash for 
"Non-Traditional co llateral" (lG and NON-IG ABS. PL. Corps. etc.). 
CI1.1rles Witek p reviously outlined the issues below, and we sent to Mike 
Scarpa at IPM. anerour Apri l meeting with them. The issues are all 
c11.1nges from lPM's previous tripmly docs. 

Today Federated has notified us thm JPM would now like 10 re-negotiate 
all its existing docs with Federated. 

Federated 11.1s stated they are considering pulling all funding from 
Dcalers tlmlusc lPM as a tripany agcnt and moving exclusively to BONY. 
They arc morc comfonable with thcm Lcgally. Operatioll.1l1y. and from a 
Client Sen,ice perspective. 

TIley cUITCntly rund 90011111l NON-IG PL/ABS. and would have at least 
another 5001ll1l1 in thesc new funds. 

I think we need to misc the issue again with JPM. but ultimately tllis 
might just be 11 good cnndidnte 10 usc in the BONY migmtion. 

Thanks. 
George 

From: Witek. Charles 
Sen\: Wednesday, April 23. 2008 3:41 PM 
To: Van Schaick, Gcorge V 
Cc: Sll.1nley. Gail 
Subject: RE: Federated SubCustodial Agrccmelll - JPMC's comme nts 

OK. 

To a\ 'oid confusion. we'll deal with Federated first. as it is a large 
issue. then I'll address the others in n third E-mail. 

TIle markup of the Federated agreement. as JPMorgan would change it. is 
allached. I'll only discllss the major issues, but the fact that 
JPMorgan is choosing to make numerous changes to an agreement it 
accepted as recently as November is a problem ill itself. 

Significant issues include (listed by section): 

I (j) JPMorgan added the language ~The Margi n Value of Securit ies 
shall equal orexcccd the Sale Price at the times ca1culmed by Bank 
pursualllto this Agreemelll." In efTect. JPMorgannegmed the agreement 
of the panics to margin on the RepurcII.1se Price and substitutcd. for 
its own operational convenience. its own requiremcnt tllat collateral be 
margined on the Sale (i.e. Purchasc) Price. While thm would nonnally 
be better for Lehlll.1n. as a registered in\"estmell\ company govemed by the 
Investment Cornp.1ny Act of 19.40. Federated feels tlJ.1t it is legalJ}' 
obligated to margin on the Repurtil.1SC Price. and will not enter into an 
agreement if lila rgining on thc Repurcll.1sc Price docs not take place. 
JPMorgan's position that it will 1I0t lIIargin on the Repurchasc Price. for 
opemtiollal reasons. is new. Il.1villg only arisen ill the pastlllonth or so. 
Lisa-Ly nn Boron conducted a substantial ill\ 'estig:lI ion into Ihe issue in 
relation to one o f her accoulllS. and discovered that there is 110 
operational impediment;ll LehnJ.1n or at JPMorgan that prevents margining 
on the Repurchase Price. 

I(n) Related to l(j). above, IPMorgml deleted the definition of 
"Repurchasc Price" and substituted its own simplified definition. which 
is not amenable to lIJ.1rgining a teml repo based on the Repurchase Price. 

FOIA CONFIDENTIAL TREATMENT REQUESTED 
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3(b) Agairt as in point l(j) JPMorgan changed the actual tenns of 
the Transact ion agreed to by Lclull,,1n and Fcdcrated. altering "Margin 
Value equal to the Repurchase Price" to "Margin Value eqtL.11 to the Sale 
Price." Quite bluntly, whether we choose to margin on the Sale 
(Purchase) Price or the Repurcll.1sc Price is a business decision arising 
out of a negotiation between Lehman and Federated: it is no ne of 
JPMorgan's business and they should not be interferi ng in the economic 
ten ns of the transaction. p.1n icularly when Federated (and most 
investment companies) view this as a regulatory issue. Simi lar changes 
also occur in Sect ion 3(c). 3(e). 

3(d) JPMorgan inscned language that. in the event that Federated is 
undercollateralized or Lelunan has insufficient cash to repurchase the 
Purchllsed Securities on the Repurchase Date. JPMorgan can. without 
notice to Lehrmw. advance cllsh on Lehman's behalf and charge Lehman 
interest for such lldvance. 11mt is contrary to the clearance 
amUlgement between Lehman and JPMorg:Ul. and JPMorglln Legal h'JS becn 
reminded of Ihal f(lcl on multiple occasions. yet Ihey persisl in 
demanding the change. 

II Indemnification provides the most egregious e,'I;amples of JPMorgan 
high-handedness. ISSUE I) 11le original LehmanIFederated agreemenl 
provided for Lehman giving l PMorgan a full indeliUl ification for any 
losses not allribulable to the Bank's negligence or willful misconduct, 
while Federnted only indemnified fo r its own lIegligence, breach, 
insolvency or instmctions, again wilh the carve-out fo r lPMorgan's 
negligence or willful misconduct. Such a "split indemnification" was 
commo nly used in custodial undertakings in\'ol\' ing a large or 
sophisticated coulllcrpany. and Ims becn accepted practice at both 
JPMorgan and T he Bank of New York fo r years (and doesn't rea lly hann 
Leillnan. as J PMorg.·lIl could. in the evclII of an insolvcnt counterllarty. 
always argue that Lehrn.1.n already had an obJig.1tion to fully indemnify 
pursuant to the tenns of the clearance agreement). However. a few 
months ago (I believe it was the late fall of 2007). JPMorgan. without 
any prior notice to or discussion with Lehman. atbilr.lrily decided that 
"split" indemnification would no longer be acceptable. In the case of 
Federated. they insisted that both parties provide a full 
indemnification to JPMorgan. a provision wholly UlI.1cceptable to 
Federated and contrary to prior agreements betwccn JPMorgan and either 
Lehm .. 111 or Federated. 
ISSUE 2: To make nl..1 llers worse, lPMorgan is insisting llpon a new 
provision. which would have both Lehman and Federated "absolutely" 
indemnify JPMorgan (i.e .. no carve ouL even for lPMorgan's gross 
negligence or willful misconduct) for an}' losses "incurred as a result 
of complyi ng with the instmctions or ' LcllInan or Federated. e, 'en if 
following such instmction "constitu tes or is alleged to constitute a 
violation of the rights of any p..1ny or a violation of an injunction. 
stay. order or law"! Pursuant to such agreement. if JPMorg.1n fo llowed 
an instmction. no mailer how obviously wrong or even illegal. JPMorgan 
would be emitled to full indemnification fo r any danl..1ges or claims that 
it suffered as a resulL Needless to say. Lehman lms never agreed to 
such a provision. docs nOl have it in its boilerplate agreement. and is 
unwilling to accept it in the Federated documenL Fedel11ted is equally 
opposed. 

There are a number of olher. lesser changes (although it should be noted 
that WIl.11 seems "lesser" 10 me may be of greater imponance 10 
Federated.) However, thc abo\'c points. in which JPMorg:m I) lakes it 
upon itself to cllllnge the tenns of the agreement between Lehman and 
Federated re margin. 2) is, through its Legal Dep.1nmenL insisting on 
changi ng the tenns of the business relationShip bctween Lehlll..111 and 
JPMorgan re :Idvanccs lind 3) is insisting on burdensome and ullnegotiated 
cha nges in the custonUII}' indemnification pro" isions. should be vicwed as 
the most offensive positions. 
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From: Van Schaiek, George V 
Senl : Wednesday, April 23, 2008 2:37 PM 
To: Witek, Charles 
Ce: Sh,'lIIley, Gail 
Subject: RE: Federated SubCustodial Agreement - JPMC's comnlCnlS 

please include all issues (noljuS\ Federated). we met with Chase this 
afternoon and hopcrlllly that will result in some progress. 

From: Witek. Charles 
Sent: Wednesday. April 23. 2008 2:34 PM 
To: Van Sehaiek, George V 
Cc: SIIiHlley. Gail 
Subject: FW: Feder.lled SubCuslodial Agreement- JPMC's comments 

Before I send an E-mail outlining Ihe precise legal issues (which I'll 
begin preparing immediately upon scnding Ihis one), I wanted 10 forward 
the below to you. because it gives a good overview oflhe issue. 

Fedemted h,1S a proprietary agreement that il negotiated with various 
dealers. including Lctunan, and JPMorgall mallY years ago. The agreemem 
was modified not long bcrore I came to Lehman ill order to modernize the 
doculIlem. As recclltly as last November, Feder.lted. Lehman and JPMorgall 
emered into such document wit h no problems. However, JPMorgan reversed 
course with regard to the currcm Federated agreement. and refuse to 
agree to it witholllthe substantial changes discussed in Todd Zerega's 
E-mail. 

Although I recognize that Feder.lted is a priority issue, I would point 
out that this is not a unique instance. In the past year or so. 
JPMorgan has becollle increasingly uncooperative. reneging on previous 
agreements regarding acceptable language, dictating the fornl of 
agreemel1ls th .. 1t they will review (e.g. , they will no longer review a 
.pdfversion of an agreement marked lip by Ihe client. but instead insist 
that Lehm .. 111 or Ihe client take the time to convert such .pdf into a 
blacklined Word document. in order to save JPMorgalllhe trouble of 
working with an inconvenient file) and t.."lking positions comral)' to 
either the clear language of all agreement (e.g .. refusing to accept cash 
as repo collateral. despite a statelllent in the document that says 
"Securities shall always include cash") or refusing to take language 
acceplable in tllC Lclunan-boilerplate foml if inserted in a different 
fonn provided by the cOlll1terp..1rty--solllCthing vel)' si milar to what is 
happening here. 

From: marcus.c.johnson;gjpmchase.com 
I nl'lilto : 111<lrcUS.C. johnson01jpmcll.:'lse.coml 
Senl : Friday , April 18.20082:06 PM 
To: Zcrega. Todd P. 
Cc: SIl.:1nley, Gail 
SUbject: Re: Federated SubCustodial Agreement - lPMC's comments 

Todd: 

FOIA CONFIDENTIAL TREATMENT REQUESTED 
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We cannot use this fonn witholll the changes that we ha\ 'e made. Feel 
free to call me if you wish to discuss speci.fie comments. 

----- Original Mcssagc ----
From: "Zcrega. Todd P." [TZcrega1!ReedSmith.co mj 
Scm: 0~1I812008 0 I :28 PM AST 
To: Mareus JolulSOn 
Cc: <gail.shanlcy@lchm.1n.com> 
Subjcct: FW: Fedcrmcd SubCustodial Agrecment - JPMC's commcnts 

Marcus, 

I wantcd to gct back to you regarding ~'our cxtensive COlllmcnts on 
Federated's Subcustodial Undel1aking. A master fonn of this 
Subcustodial Undel1aking specifically for Fcderated Investors, which I 
have allached for reference. was negotiated with your predecessor 
Charles Witek. This foml of agreement has also been approved by all of 
Federated's repo counterparties. The agreement is eurrenlly is use for 
all Federated repo counterpm1ies. Howe\'er. due to a dk1nge in 
custodian on certain Funds Federated needs to put in place the S<1Il1e 
agreement as in place currently for its other Funds. Federated does 
not wish to renegotiate an agreement that was p<linstakingly finalized to 
the satisfaction of all parties. For example. the indemnification 
language. definition provisions. and representations were also discussed 
at length among all p..1r1ies unti l an acceptable fonn was drafted. To 
revisit Ihis issue would cause Federated to incur unnecessary legal 
e.'\pc nses and costs as well as de lay the execution of agreements that 
they wish to utilize. With that being said, it is our understanding 
that the language added rega rding fund transfers (Section 12) is 
somet hing that Federated has agreed to in the fonn of a side leiter and 
therefore Federated is willing to agree 10 add it to the master 
agreeme11 t. 

Please let me know if you would like to discuss further but based on my 
conversations with Sara Lehman only had one minor comment on the 
subcustodial which Federated nccepted and we would like to 111O\'e forward 
with execution. 

Best Regards, 

Todd 

From: Shanley. Gail [mailto:gail.shan1cvlO' lelullall.com[ 
Sent : Thursday, April 03, 2008 1:53 PM 
To: Benciglt Sara M. 
Cc: Roberts, Garrcu 
Subject: FW: Federated SubCustodial Agreement - lPMC's COlllments 

Sara. 

I received the anaehed from Marcus at JPMC. After you hm'e Ik1d a 
chance to review let's chnl. 
Thanks 

Gail 
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From: Euisull. Lisa. Lee@clk1sc.eom I mai Ito : Euislln. Lisa. Lee:7tehase.eom I 
Sent: Thursday, April 03, 2008 12: I.J. PM 
To: Shanley. Gnil 
Cc: Janowski. John Patrick: mareus.cjohnson@j pmchnsc.com 
Subjcct: Fw: Fcdcratcd SubCustodial Agreemcnt 

Hi Gail: nttachcd plensc find clcan nnd mnrked vcrsions of the 
acccptnble Federatcd agreemcnt. Tlk1llks! 

Redline: 

Clean: 

Euisun Lisa Lee 
Assistam Vice Presidcnt 
JPMorgan Chase Bank, NA 
I Chase Manhattan PlaZ<1. 25th Floor 
New York. NY 10005 
NY I ·An~ 
Tel : (2 12) 552-1618 
Fax: (212) 383-0250 
ell isun.1 isa.lee@chase.eolll 

- - _. _ .. - Tltis llIessage is imended only for the personal and 
confidential use of the dcsiglk1ted recipient(s) Il.l ll1ed above. If you are 
not the intended recipient of this mcssnge you are hereby notified that 
any fCview. dissemination. distribution or copying of tltis message is 
strictly prohibited. This communication is for infonnation purposes only 
and should not be regarded as an ofTer to sell or as a solicitation of 
an olTcr [0 buy any financial product. an official confinnation of any 
transaction. or as an official statement of Lehman Brothers. Emai l 
transmission cannot be guaranteed to be sccure or error-free. Therefore. 
we do not represent that this infonnation is complete or accurate and it 
should not be relied upon as such. All infonnation is subject to change 
without notice . ... __ ._- IRS Circillar 230 Disclosure: Please be advised 
thaI any discussioll of U.S. ta.'\ matters contained within this 
communication (includi ng any attachments) is not intended or wri llen to 
be uscd and cannot be used for the purpose of (i) avoiding U.S. tax 
related penalties or (ii) promoting, market ing or recolllJllending to 
another party any transaction or matter addressed herein . ... 
This E-mai l. alOJlg with any allachmel\lS. is considered confidential and 
may well be legally privileged. [fyou hm'e received il ill error. YO LL 
are on notice of its statllS. Please notify liS immediately by reply 
e-mail and then delete this message from your systelll. Please do not copy 
it or use it for any purposes. or disdose its contents to any othcr 
person. Thank you fo r your cooperat ion . 
• • • 
To ensure compliance with TreasUl)' Dcpartment regulations. we infOlln you 
that. unless othenl'ise indicated in wriling. any U.S. Federal tax advice 
contained in Ihis communiCal ion (including any allachmcllIs) is not 
intended orwriUen to be used. and cannot be used for the purpose of 
( I) avoiding penalties under the Intemal Revcnuc Code or applicable 
state and local provisions or (2) promoting. marketing or reeolllmending 
to anot her par1}' any tax-related matters addressed herein. 
Disclaimer Vers ion RS.US.l.01.03 
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TIlis communication is fo r infonnal ioml purposes only. It is not 
intended as an olTer or solicitation for the purchase or SII Ic of any 
financial instrument or as an official conrinnation of any transaction. 
AH market prices. data and Olher infonnmion arc not warmntcd as 10 
completeness or accuracy and arc subjccl lO ch.1ngc without nOliee. Any 
comments or statements made herein do not nccessarily renee! those of 
JPMorgan Chase & Co .. ils subsidiaries and affiliates. This transmission 
l11ay contai n info nllation that is privileged. co nfidential. legally 
privileged. and/or exempt from disclosure under npplicablc law. If you 
arc not the intended recipient you arc hereby no tified thaI any 
disclosure. copying. distribution. or usc of the infonllation contained 
herein (including lmy re liance thereon) is STRICTLY PROHIBITED. Although 
this tmnsmission :lnd :lny atWclullents are believed to be free of any 
virus or other defect that might aITect :lny computcrsystem into which 
it is received and opened. it is the responsibility of the recipient to 
ensure that it is virus free and no responsibility is accepted by 
JPMorgan Chase & Co .. its subsidiaries and affiliates. as applicable, 
for any loss or damage ariSing in any way from its usc. If you received 
this tmnsmission in error. please immediately contact the sender and 
destroy the material in its entirety, whether in elcctronic or hard copy 
fonnal. l11<lI1k you. Please refer to 
hUp:l/www. jpmo rg:ln.com/pages/discloslLres for disclosures re lating to UK 
legal enti ties. 
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From: Patrick M Parkinson
To: David Marshall
Cc: Pat White
Subject: Re: Lehman
Date: 07/11/2008 02:44 PM

I'm on leave today but have been following relevant email traffic. There are other
such reports but overall LB's funding seems to have held up thus far. Lots of anxiety
nonetheless. Pat
� David Marshall

 ----- Original Message -----

From: David Marshall
Sent: 07/11/2008 01:42 PM CDT
To: Patrick Parkinson
Subject: Lehman

Pat --

Kim Taylor of the CME just called me with the following message:

"One of the CME's mid-sized customers is pulling their repo lines to
Lehman.  Other CME customers are rumored  to be following suit"

That's all the information Kim was able to provide at this time.  Have
you heard similar reports?

If you'd like to discuss this, please give me a call.

-- David
_________________________________
David Marshall
Senior Vice President
Financial Markets Group
Federal Reserve Bank of Chicago
(312) 322-5102

FCIC-155480HIGHLY CONFIDENTIAL FRB to LEH Examiner 001829



From: Kieran Fallon
To: Rich Ashton; Mark VanDerWeide
Subject: Fw: PDCF, Tri-party variant
Date: 07/11/2008 06:38 PM
Attachments: Memo--loss of confidence triparty repo borrower 11July2008.doc

----- Forwarded by Kieran Fallon/BOARD/FRS on 07/11/2008 06:38 PM -----

Patrick M
Parkinson/BOARD/FRS

07/11/2008 12:51 PM

To brian.f.madigan@frb.gov, Kieran
Fallon/BOARD/FRS@BOARD

cc

Subject Fw: PDCF, Tri-party variant

FRBNY's latest thinking about how the Fed might provide liquidity to Lehman
through PDCF (or an expanded PDCF).

Pat
----- Forwarded by Patrick M Parkinson/BOARD/FRS on 07/11/2008 12:50 PM -----

Lucinda M
Brickler/NY/FRS@FRS

07/11/2008 12:19 PM

To Patrick M Parkinson/BOARD/FRS@BOARD

cc

Subject Fw: PDCF, Tri-party variant

See attached below.  It's not really a new plan. it's the recycled plan on how to step
into the clearing bank's shoes to provide intraday credit to a dealer in the event the
clearing bank is unwilling to do so.

You will likely find the third part interesting--which analyzes the current state of
Lehman's triparty collateral.

Although this document refers to a conditional non-recourse loan to the bank, a
13(3) loan directly to the dealer seems to be a better idea.  We are talking through
collateral, margin, legal agreement, operating issues, etc.,  today to put together a
plan in the event it becomes necessary to consider this. 

Lucinda Brickler
Payments Policy Function
Federal Reserve Bank of New York 
212.720.6132 or 646.720.6132
----- Forwarded by Lucinda M Brickler/NY/FRS on 07/11/2008 12:12 PM -----

Til
Schuermann/NY/FRS To Chris McCurdy/NY/FRS@FRS

cc Calvin Mitchell/NY/FRS@FRS, Chris
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07/11/2008 09:37 AM
McCurdy/NY/FRS@FRS, James P Bergin/NY/FRS@FRS,
Jan Voigts/NY/FRS@FRS, Joseph Tracy/NY/FRS@FRS,
Joyce Hansen/NY/FRS@FRS, Lucinda M
Brickler/NY/FRS@FRS, meg.mcconnell@ny.frb.org,
Michael Schetzel/NY/FRS@FRS, Michael
Schussler/NY/FRS@FRS, Sandy Krieger/NY/FRS@FRS,
Tanshel Pointer/NY/FRS@FRS, Terrence
Checki/NY/FRS@FRS, Timothy Geithner/NY/FRS@FRS,
William BRODOWS/NY/FRS@FRS, William
Dudley/NY/FRS@FRS, William Rutledge/NY/FRS@FRS

Subject Re: PDCF, Tri-party variant

The attached now includes the firm-specific impact.  Should have been there last
night -- computer snafu.

I will bring printed copies now.

Best,

Til

---------------------------------------------------------
Til Schuermann
Research, Financial Intermediation
Federal Reserve Bank of New York
(212) 720-5968
http://nyfedeconomists.org/schuermann/

Any comments or statements in this message represent the views of the author only
and not necessarily those of the Federal Reserve Bank of New York or the Federal
Reserve System.
� Chris McCurdy/NY/FRS

Chris
McCurdy/NY/FRS

07/11/2008 08:42 AM

To Timothy Geithner/NY/FRS

cc Terrence Checki/NY/FRS@FRS, William
Rutledge/NY/FRS@FRS, William Dudley/NY/FRS@FRS,
Joseph Tracy/NY/FRS@FRS, Sandy
Krieger/NY/FRS@FRS, Calvin Mitchell/NY/FRS@FRS,
Chris McCurdy/NY/FRS@FRS, Joyce
Hansen/NY/FRS@FRS, Lucinda M
Brickler/NY/FRS@FRS, Til Schuermann/NY/FRS@FRS,
James P Bergin/NY/FRS@FRS, William
BRODOWS/NY/FRS@FRS, meg.mcconnell@ny.frb.org,
Jan Voigts/NY/FRS@FRS, Michael
Schussler/NY/FRS@FRS, Michael
Schetzel/NY/FRS@FRS, Lucinda M Brickler/NY/FRS,
Tanshel Pointer/NY/FRS@FRS

Subject PDCF, Tri-party variant
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Here is draft memo on an idea for making the PDCF more like tri-party investing.
We are working on a section outlining what extensive PDCF financing would mean
for Lehman.

[attachment "Memo--loss of confidence triparty repo borrower.doc" deleted by Til
Schuermann/NY/FRS] 
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Tim Geithner
July 11, 2008

                    FEDERAL RESERVE BANK 
                              OF NEW YORK 

 

 OFFICE MEMORANDUM 
DATE July 11, 2008

TO Tim Geithner SUBJECT Managing a Loss of Confidence in a

FROM Brickler, Brodows, McCurdy, Schuermann Major Tri-party Repo Borrower

RESTRICTED FR

Objectives

Drawing on the current arrangement for tri-party repo financing, here is a plan 
for Federal Reserve financing of a dealer’s positions on a 24-hour basis. 
Currently, a dealer’s positions are financed overnight by tri-party repo investors 
and during the day by its clearing bank.  Should a dealer lose the confidence of 
its investors or clearing bank, their efforts to pull away form providing credit 
could be disastrous for the firm and also cast widespread doubt about the 
instrument as a nearly risk free, liquid overnight investment.  In the event a firm 
faced this situation the Federal Reserve could step- in an provide overnight 
financing as it does now through the PDCF, and by replacing the credit 
provided by the clearing bank during the day.  

The key elements are outlined in the second section of this note.  Finally, 
we have estimated what it would mean for Lehman Brothers, as one example, if 
we were to apply our conservative haircuts to the full range of their tri-party 
collateral.

By allowing a dealer to provide a strong face to the market, this approach 
is intended to support market confidence in the dealer and, by continuing the 
smooth functioning of the market, in the tri-party repo instrument itself. This 
could be done on an announced or unannounced basis.  Providing an 
unannounced financing back-stop to the firm would permit it to face the market 
in a business as usual manner, seeking funds at market rates and on terms 
comparable to other firms.  Further, the Fed’s provision of funds to the clearing 
banks during the day would put them in the position to wire out any funds 
investors may request intra-day.  In the midst of a stress situation the fast return 
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of funds would again alleviate concerns about market functioning and further 
boost confidence in the tri-party instrument.  

Providing the facility on an announced basis--that we are willing to do 
this against good collateral and with strong haircuts might cause the same sort 
of speculation about use--but it would underscore the Fed’s intention to support 
the instruments.  Investors would still need to make their credit judgments about 
counterparties but they would know that they will get their money back and will 
not get locked in if they decide to pull back.

Proposed Action

To prevent a loss of confidence in a large tri-party repo borrower from 
triggering a broader loss of confidence in the tri-party repo mechanism, the 
Federal Reserve should strongly encourage the tri-party repo agent bank to 
provide intraday financing to the bank and honor investor requests for 
withdrawals promptly.  If the borrower fails to attract sufficient financing by the 
end of the day, the borrower could turn to the PDCF.

If the triparty repo agent bank cannot be convinced, the Federal Reserve could 
consider providing the dealer with intraday credit in order to avert a widespread 
loss of confidence in the triparty repo mechanism.

� FRBNY could enter into a “conditional” non-recourse loan with the 
clearing bank at the beginning of the day, collateralized by a cash claim 
on the dealer in question and the associated collateral.  If the dealer 
survives the day, the clearing bank would be required to repay the loan 
before the end of the day (at zero percent interest).  The loan would not 
appear on their balance sheet or on the Federal Reserve’s. The dealer 
could turn to the PDCF for any residual funding needed for the following 
night.

� If the dealer does not survive the day, the clearing bank would have the 
option to extinguish the loan before the end of the day by transferring 
their cash claim on the dealer and the associated collateral to FRBNY.   
(Legal analysis pending.)
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� FRBNY would liquidate the dealer’s collateral (potentially at a loss) in 
the event that the cash claim was not fulfilled.  Collateral could be held in 
an off-balance sheet entity during the liquidation period. 

Impact on Firm

To compute the financial impact, we make use of the firm’s reported allocated 
repo collateral as per the firm’s own MIS dated July 9, 2008.  The total global 
collateral is $297.7bn, of which $1.5bn is Asia, $59.8bn Europe, and $236.5bn 
US.  The US breakdown is summarized in Table 1 below, with totals by type 
indicated at the top.  The firm had $173bn or 73% of its collateral in OMO 
eligible, another $39.5bn (17%) in PDCF eligible,1

1 All munis are assumed to be PDCF eligible, though only investment grade are.  We do not 
know precisely what proportion of the muni portfolio is investment grade, but are 
told that it is the vast majority.  The category “other” was left out entirely; it makes 
up only $0.1bn and is thus not material. 

 and a remaining $23.6bn 
(10%) in other collateral types.   
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Table 1: Lehman US repo collateral, as of July 9, 2008 
Collateral Type Exposure (bn)
OMO 173.3
PDCF 39.5
Other 23.6
Treasuries 62.0
Government Agency 28.4
Agency MBS 82.9
Asset Backs - Investment Grade 5.8
Asset Backs - Non-Investment Grade 1.5
Corporates - Investment Grade 10.4
Corporates - Non-Investment Grade 4.2
Money Markets 9.6
Muni 4.1
Other 0.1
Private Labels - Investment Grade 9.7
Private Labels - High Yield 2.0
Wholeloan Commercial 5.7
Wholeloan Residential 0.4
C1 - Investment Grade Convertibles 0.5
C2 - Non-Investment Grade Convertibles 0.8
Equities 8.5
Total $   236.46 

We now go on to compute the haircut impact on this portfolio of collateral.  
This is presented in Table 2 where we repeat the collateral amounts and add 
haircut information for each asset type.  Two haircuts are presented.  First our 
proposed haircuts based on conservative volatility assumptions [a brief 
methodology description can be found at the end of this document], and second 
the average haircut actually charged by JPMC in the course of its tri-party 
clearing operations.  The latter are meant to reflect typical current haircuts 
experienced by the firm.

Because the portfolio is 73% OMO eligible, the weighted average haircuts are 
modest: 1.055 (or 5.5%) using the conservative volatilities, and 1.023 (2.3%) 
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using the average JPMC haircuts.2 If all collateral were to be pledged –
including $23.6bn of heretofore non-PDCF eligible collateral – the firm would 
need to post $13.1bn in extra cash, using our proposed conservative haircuts, to 
realize the full value of its collateral.  Using JPMC’s average haircuts, that 
amount is just $5.4bn.   

2 The (non-weighted) average haircut of PDCF eligible collateral is about 1.079, or 7.9%. 
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Table 2: Lehman US repo collateral, as of July 9, 2008, including haircut considerations
Conservati

ve
Average Collateral Requirement (bn)

Collateral Type Exposure 
($bn)

Volatility JPMC 
HC

Conservative Avg

Treasuries 62.0 1.015 1.01 $  62.94 $  62.63 
Government Agency 28.4 1.02 1.01 $  28.97 $  28.69 
Agency MBS 82.9 1.05 1.02 $  87.07 $  84.59 
Asset Backs - Investment Grade 5.8 1.15 1.03 $  6.66 $  5.94 
Asset Backs - Non-I-Grade 1.5 1.25 1.15 $  1.82 $  1.67 
Corporates - Investment Grade 10.4 1.05 1.01 $ 10.87 $ 10.47
Corporates - Non-Investment Grade 4.2 1.10 1.05 $  4.67 $  4.46 
Money Markets 9.6 1.05 1.01 $ 10.03 $  9.65 
Muni 4.1 1.10 1.05 $  4.48 $  4.28 
Other 0.1 1.05 1.02 $  0.08 $  0.07 
Private Labels - Investment Grade 9.7 1.15 1.05 $  11.16 $  10.19 
Private Labels - High Yield 2.0 1.25 1.10 $  2.55 $  2.24 
Wholeloan Commercial 5.7 1.15 1.08 $  6.50 $  6.10 
Wholeloan Residential 0.4 1.15 1.08 $  0.49 $  0.46 
C1 - Investment Grade Convertibles 0.5 1.15 1.08 $  0.58 $  0.54 
C2 - Non-I-Grade Convertibles 0.8 1.20 1.12 $  0.90 $  0.84 
Equities 8.5 1.15 1.08 $   9.77 $  9.18 
Total $  236.46 1.055 1.023 $  249.54 $ 242.00
cash equivalent $  224.06 $ 231.04
extra collateral $  13.08 $ 5.54
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Conservative Haircut Methodology
The principle behind the haircuts is a scaled dynamic volatility measure.  For 
each of the major tri-party asset classes, we chose 2 risk factor time series, 
usually indices available on Bloomberg.  One was the major or most 
representative index (say for municipals, the Merrill Muni Master), or a more 
adversely selected index (for munis, Merrill's  Muni Misc 12-22 yrs series).  The
latter would likely be more appropriate since if and when an institution would 
pledge a security at the PDCF, it will probably be one of the less liquid 
securities for a given asset type or class.

Using daily returns from the indices, we compute a dynamic volatility using the 
RiskMetrics exponentially weighted moving average model.  We then have a 
time series of daily volatilities.  Some of the time series are quite long (10+yrs), 
others shorter (<2 yrs for some of the more esoteric series).  We then take the 
99th percentile from the time series of volatilities as a measure of an unusually 
large volatility.  This may have occurred recently, eg. in March for some of the 
structured credit products, or in the more distant past, an example here being the 
fall of 1998 for the corporate credit master index.  This daily volatility is then 
scaled to a monthly horizon via the square-root of t (here t=21 days) rule.  The 
volatilities are then grouped into three initial haircut buckets: 2%, 5%, and 10%. 
Treasuries have a haircut of 1.5%, commensurate with the standard tri-party 

repo haircut.  It seems reasonable to keep this haircut the same as Treasuries, 
though they may be volatile as well, are likely to improve in value during 
turbulent times ("good volatility").

Finally we make an adjustment based on the shape of the volatility distribution 
itself.  Volatility is but one way of measuring risk.  If the volatility itself is 
subject to sudden moves and jumps, which tends to happen in the more illiquid 
instruments, then this is an added risk.  Thus, the more skewed the distribution 
of volatility, the more volatility surprises one may experience, the more risky 
the asset class.

Our final haircuts range from 2% (1.5% for Treasuries) to 25% (ABS 
speculative grade).
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From: Joseph Sommer
To: Jamie McAndrews; Meg McConnell; Lucinda M Brickler
Cc: Antoine Martin; Arthur Angulo; Brian Begalle; Catherine Kung; Chris McCurdy; HaeRan Kim; Jan Voigts;

Lawrence Sweet; Michael Schussler; Morten Bech; Patrick M Parkinson; Sandy Krieger; Terrence Checki;
Thomas Baxter; Til Schuermann; William BRODOWS; William Dudley

Subject: Re: another option we should present re triparty?
Date: 07/13/2008 08:50 AM

I agree with your analysis, but I don't endorse the word "permanent.".
The question is whether the government wishes to get into the private
equity business--not whether the government wishes to get into the
investment banking business.

Your mileage may vary, but the question is one of PE. 
-----------------
Sent from my BlackBerry Handheld.

� Jamie McAndrews

 ----- Original Message -----
From: Jamie McAndrews
Sent: 07/12/2008 09:46 PM EDT
To: Meg McConnell; Lucinda Brickler
Cc: Antoine Martin; Arthur Angulo; Brian Begalle; Catherine

Kung; Chris McCurdy; HaeRan Kim; Jan Voigts; Joseph Sommer;
Lawrence Sweet; Michael Schussler; Morten Bech; Patrick
Parkinson; Sandy Krieger; Terrence Checki; Thomas Baxter; Til
Schuermann; William BRODOWS; William Dudley

Subject: Re: another option we should present re triparty?
Woops;

Antoine makes the following point:

"The question we should ask is: In hindsight, is there anything we
would do differently in the case of BS? 
If we think we would do something fundamentally differently, then we
should tell Tim what and why.

My impression is that we would do essentially the same thing, so
there is not much to talk about for the very short-term. Of course,
there is lots to do in the medium and long term."

The thing we would have to decide is whether the distressed firm was
likely to be sold.  If we think that the run had progressed too far and
that it wouldn't be sold, then any lending we did to it would be a
permanent addition to the government's balance sheet--like Northern
Rock, again.

That is the crucial question at the time a decision must be made.  If we
think it can be sold, then proceed as in BS.  If not, discuss with the
Treasury its appetite for a permanent addition to the government's
balance sheet by lending to the distressed firm; if there is little appetite
for that, then lend to the distressed firmks creditors, and work to
contain the spread of the problem with communication policy.
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The difficulty of making the determination of whether we think the firm
can be sold is high, especially given that the refusal of the clearing
bank to unwind the repos means that a run on the firm is fait
accompli.

Jamie

--------------------------
Sent from my BlackBerry Wireless Handheld (www.BlackBerry.net)

� Meg McConnell

 ----- Original Message -----
From: Meg McConnell
Sent: 07/12/2008 09:07 PM EDT
To: Lucinda Brickler
Cc: Antoine Martin; Arthur Angulo; Brian Begalle; Catherine

Kung; Chris McCurdy; HaeRan Kim; Jamie McAndrews; Jan Voigts;
Joseph Sommer; Lawrence Sweet; Michael Schussler; Morten Bech;
Patrick Parkinson; Sandy Krieger; Terrence Checki; Thomas
Baxter; Til Schuermann; William BRODOWS; William Dudley

Subject: Re: another option we should present re triparty?
I guess I'm not sure about the analogy to the BSC situation.  In that
case we were lending to JPMC on a nonrecourse basis, but we weren't
doing so because they were BSC's clearing bank, but rather because
they intended to purchase BSC, and thus ultimately stand behind all of
BSC's obligations--tri-party or otherwise.  And as Michael pointed out,
the "beauty" (in the legal sense of the word) of the LLC was that we
could lend to the LLC and the LLC could buy from BSC the assets that
JPMC would not.  I'm wondering whether without a buyer for LEH in
the picture, what the end game is for the scenario you describe below
(i.e., what is this a bridge to, given that there is no one in the wings
waiting to buy LEH's assets and stand behind the remainder of their
liabilities?).  Do you see what I mean or am I missing something? 

� Lucinda M Brickler/NY/FRS

Lucinda M
Brickler/NY/FRS

07/12/2008 06:22 PM

To Chris.McCurdy@ny.frb.org, Patrick M
Parkinson/BOARD/FRS@BOARD,
Sandy.Krieger@ny.frb.org,
Lawrence.Sweet@ny.frb.org, Arthur
Angulo/NY/FRS@FRS, Til Schuermann/NY/FRS@FRS,
William BRODOWS/NY/FRS@FRS, Jamie
McAndrews/NY/FRS@FRS, Morten Bech/NY/FRS@FRS,
Antoine Martin/NY/FRS@FRS, Michael
Schussler/NY/FRS@FRS, Joseph
Sommer/NY/FRS@FRS, Meg McConnell/NY/FRS@FRS,
HaeRan Kim/NY/FRS@FRS, Catherine
Kung/NY/FRS@FRS, Brian Begalle/NY/FRS@FRS, Jan
Voigts/NY/FRS@FRS, William Dudley/NY/FRS@FRS,
Terrence Checki/NY/FRS@FRS, Thomas
Baxter/NY/FRS@FRS

cc

Subject another option we should present re triparty?
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Perhaps another option we could offer Tim on triparty...

If JPMC refuses to unwind LB's triparty one morning out of fear of
being caught with the entirety of this exposure when the music stops,
by that evening they (and we) will likely have a much bigger problem
to deal with as scores of investors pull away from triparty repo.

Instead of merely offering to take all of the risk to LB on our shoulders
by stepping in as the intraday creditor (as the current proposal
suggests), perhaps we just need to offer JPMC an outcome that is
slightly more palatable.

We could encourage them to unwind and tell them that if LB fails on
their watch, we will facilitate off balance liquidation support for some
or all of the assets (a la Bear).  (The mechanics of this are hazy, but
one way would be to enter into the dreaded non-recourse loan with
JPMC against the assets in question.  They can pay back the loan by
handing us the collateral.  The legal community doesn't like this
because it smells not so much like a loan, but an outright purchase of
assets  I'm not sure what authority we used to purchase the Bear
assets.)

We would apply our conservative margins on the assets--to reduce the
likelihood that FRBNY will experience a loss, but capping the clearing
bank's losses at a level that is more palatable outcome than if they use
their nuclear option.  (As Jamie McAndrews and his team have pointed
out, there must be some value that this business brings that them
would make some level of losses to preserve it tenable.)

Could we offset the sting of margins that would protect us from loss
with giving them notes in the liquidation vehicle that would entitle
them to any profits made on the sale of the assets allowing them the
possibility of recovering some of their losses (a la Checki-LEC?)

This has the advantage of containing the problem without taking on
the whole potential for losses.  Allows the clearing bank to see light at
the end of a tunnel of the default of a $236 billion exposure.

This is an idea Chris hatched back in May.  Our writeup from that time
is attached.  Let me know your thoughts...

Lucinda
[attachment "FRBNY Liquidation Facility 5-23.doc" deleted by Meg
McConnell/NY/FRS] ] 

Lucinda Brickler
Payments Policy Function
Federal Reserve Bank of New York 
212.720.6132 or 646.720.6132
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From: Joseph Sommer
To: Patrick M Parkinson
Subject: Re: another option we should present re triparty?
Date: 07/13/2008 12:39 PM

I agree, if you are willling to fund the firm indefintely, and maybe enter the private
equity business. The question, in my mind, is whether we will be perceived as a
credible investor by counterparties and employees. If so, the only question is going-
concern value
-----------------
Sent from my BlackBerry Handheld.
� Patrick M Parkinson

 ----- Original Message -----
From: Patrick M Parkinson
Sent: 07/13/2008 12:35 PM EDT
To: Joseph Sommer
Cc: Antoine Martin; Arthur Angulo; Brian Begalle; Catherine Kung; Chris

McCurdy; HaeRan Kim; Jamie McAndrews; Jan Voigts; Lawrence Sweet; Lucinda
Brickler; Meg McConnell; Michael Schussler; Morten Bech; Sandy Krieger;
Terrence Checki; Thomas Baxter; Til Schuermann; William BRODOWS; William
Dudley

Subject: Re: another option we should present re triparty?
But the point of our PDCF lending would be to head off a massive run.
Perhaps in a world where "headline risk" is an important concern a run
would still occur. But if so we would end up lending at the end of the
day an amount that still would  be no higher(and could be far smaller)
than what others seem to want to commit to lend at the beginning of
the day.  I assume that our judgment that an institution is sound refers
to its going concern value, not its fire sale value.

Pat
� Joseph Sommer/NY/FRS@FRS

Joseph
Sommer/NY/FRS@FRS

07/13/2008 11:21 AM

To William BRODOWS/NY/FRS@FRS, Antoine
Martin/NY/FRS@FRS, Patrick M
Parkinson/BOARD/FRS@BOARD, Lucinda M
Brickler/NY/FRS@FRS

cc Arthur Angulo/NY/FRS@FRS, Brian
Begalle/NY/FRS@FRS, Catherine Kung/NY/FRS@FRS,
Chris McCurdy/NY/FRS@FRS, HaeRan
Kim/NY/FRS@FRS, Jamie McAndrews/NY/FRS@FRS,
Jan Voigts/NY/FRS@FRS, Lawrence
Sweet/NY/FRS@FRS, Meg McConnell/NY/FRS@FRS,
Michael Schussler/NY/FRS@FRS, Morten
Bech/NY/FRS@FRS, Sandy Krieger/NY/FRS@FRS,
Terrence Checki/NY/FRS@FRS, Thomas
Baxter/NY/FRS@FRS, Til Schuermann/NY/FRS@FRS,
William Dudley/NY/FRS@FRS

Subject Re: another option we should present re triparty?

I only wish. Balance-sheet capital isn't too relevant if you're suffering a
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massive run. And capital is the difference between two large numbers--
sensitive to asset value fluctuations.
I suppose this is where we come in. If we indeed do come in.
-----------------
Sent from my BlackBerry Handheld.

� William BRODOWS

 ----- Original Message -----
From: William BRODOWS
Sent: 07/13/2008 11:19 AM EDT
To: Antoine Martin; Patrick Parkinson; Lucinda Brickler
Cc: Arthur Angulo; Brian Begalle; Catherine Kung; Chris

McCurdy; HaeRan Kim; Jamie McAndrews; Jan Voigts; Joseph Sommer;
Lawrence Sweet; Meg McConnell; Michael Schussler; Morten Bech;
Sandy Krieger; Terrence Checki; Thomas Baxter; Til Schuermann;
William Dudley

Subject: Re: another option we should present re triparty?
Given that lehman has 32 billion in capital (which is also in liquid form),
there are few scenarios over the next few weeks in which one could
contemplate an intra-day determination that they would become
bankrupt.
----------------------------------------
Sent from my BlackBerry Handheld.

� Antoine Martin

 ----- Original Message -----
From: Antoine Martin
Sent: 07/13/2008 10:07 AM EDT
To: Patrick Parkinson; Lucinda Brickler
Cc: Arthur Angulo; Brian Begalle; Catherine Kung; Chris

McCurdy; HaeRan Kim; Jamie McAndrews; Jan Voigts; Joseph Sommer;
Lawrence Sweet; Meg McConnell; Michael Schussler; Morten Bech;
Sandy Krieger; Terrence Checki; Thomas Baxter; Til Schuermann;
William BRODOWS; William Dudley

Subject: Re: another option we should present re triparty?
JPMC should be willing to unwind as long as we can commit to lend at
the PDCF. If we cannot commit, they may be worried that by the end
of the day, we would judge that LB is not solvent and then we could
not use the PDCF.

Of course, in that case we would do something else to rescue LB, but
the negotiating position of JPMC would be much weaker than in the
morning, before they unwind.

Antoine
--------------------------
Sent from my BlackBerry Wireless Handheld

� Patrick M Parkinson

 ----- Original Message -----
From: Patrick M Parkinson
Sent: 07/13/2008 09:21 AM EDT
To: Lucinda Brickler
Cc: Antoine Martin; Arthur Angulo; Brian Begalle; Catherine

Kung; Chris McCurdy; HaeRan Kim; Jamie McAndrews; Jan Voigts;
Joseph Sommer; Lawrence Sweet; Meg McConnell; Michael Schussler;
Morten Bech; Sandy Krieger; Terrence Checki; Thomas Baxter; Til
Schuermann; William BRODOWS; William Dudley

Subject: Re: another option we should present re triparty?
I think this option is much too complex.  To answer a question others
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have asked, the biggest difference between today and when Bear lost
access to financing is that the PDCF is in place.  As long as we judge
that LB is sound we should be willing to lend to it through the PDCF at
conservative haircuts (as previously envisioned).  With the PDCF in
place there is no need to use JPMC as an intermediary.

And we should tell JPMC that with the PDCF in place refusing to
unwind is unnecessary and would be unforgivable.  It is unnecessary
because even if JPMC is right that LB will have trouble rolling its repos
with private counterparties we will provide the credit necessary to
obviate any credit extensions to LB by JPMC.  Failing to unwind would
be unforgivable because it would force us to immediately lend an
amount equal to the entire amount of LB's outstanding tri-party
financing when private parties may be willing to continue to fund a
significant portion, especially after we demonstrate that they are not
vulnerable to a run because of our willingness to lend.

Pat

� Lucinda M Brickler/NY/FRS@FRS

Lucinda M
Brickler/NY/FRS@FRS

07/12/2008 06:20 PM

To Chris.McCurdy@ny.frb.org, Patrick M
Parkinson/BOARD/FRS@BOARD,
Sandy.Krieger@ny.frb.org,
Lawrence.Sweet@ny.frb.org, Arthur
Angulo/NY/FRS@FRS, Til Schuermann/NY/FRS@FRS,
William BRODOWS/NY/FRS@FRS, Jamie
McAndrews/NY/FRS@FRS, Morten Bech/NY/FRS@FRS,
Antoine Martin/NY/FRS@FRS, Michael
Schussler/NY/FRS@FRS, Joseph
Sommer/NY/FRS@FRS, Meg McConnell/NY/FRS@FRS,
HaeRan Kim/NY/FRS@FRS, Catherine
Kung/NY/FRS@FRS, Brian Begalle/NY/FRS@FRS, Jan
Voigts/NY/FRS@FRS, William Dudley/NY/FRS@FRS,
Terrence Checki/NY/FRS@FRS, Thomas
Baxter/NY/FRS@FRS

cc

Subject another option we should present re triparty?

Perhaps another option we could offer Tim on triparty...

If JPMC refuses to unwind LB's triparty one morning out of fear of
being caught with the entirety of this exposure when the music stops,
by that evening they (and we) will likely have a much bigger problem
to deal with as scores of investors pull away from triparty repo.

Instead of merely offering to take all of the risk to LB on our shoulders
by stepping in as the intraday creditor (as the current proposal
suggests), perhaps we just need to offer JPMC an outcome that is
slightly more palatable.
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From: Scott Alvarez
To: Kieran Fallon
Subject: Re: Lehman Good Bank/Bad Bank idea discussed last night
Date: 07/15/2008 09:46 AM

Good
Thanks
Scott
--------------------------
Sent from my BlackBerry Wireless Handheld
� Kieran Fallon

 ----- Original Message -----

From: Kieran Fallon
Sent: 07/15/2008 09:39 AM EDT
To: Scott Alvarez; Rich Ashton; Mark VanDerWeide
Subject: Fw: Lehman Good Bank/Bad Bank idea discussed last night

See scenario that New York is shopping for dealing with Lehman.
Differences between proposal and Bear:  no buyer in the wings for
Lehman, Lehman would have $5B in equity in LLC formed to take bad
assets, Fed gets EQUITY in the "good Lehman."

Pat said that Kohn did not push back very hard on this proposal on call
last night.  I told Pat that I would raise significant concerns with
proposal on the 10 am call this morning.

Kieran 
----- Forwarded by Kieran Fallon/BOARD/FRS on 07/15/2008 09:34 AM -----

Patrick M
Parkinson/BOARD/FRS

07/15/2008 09:29 AM

To Kieran Fallon/BOARD/FRS@BOARD

cc

Subject Fw: Lehman Good Bank/Bad Bank idea discussed last
night

----- Forwarded by Patrick M Parkinson/BOARD/FRS on 07/15/2008 09:28 AM -----

William
Dudley/NY/FRS@FRS

07/15/2008 08:15 AM

To chris.mccurdy@ny.frb.org, donald.l.kohn@frb.gov,
Kevin Warsh/BOARD/FRS@BOARD,
lucinda.brickler@ny.frb.org, Meg
McConnell/NY/FRS@FRS, Terrence
Checki/NY/FRS@FRS, timothy.geithner@ny.frb.org,
Patrick M Parkinson/BOARD/FRS@BOARD

cc Michael Schetzel/NY/FRS@FRS

Subject Lehman Good Bank/Bad Bank idea discussed last night

Just to put some words to what I was proposing last night.  Very much
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in the spirit of what we did with Bear...but better because less damage
to franchise, no forced sale.

Lehman Good Bank/Bad Bank proposal

All the numbers are rough guesses, but I want to give you an explicit example
to think about.

Separate into two parts:

Maiden Lane type vehicle:  $60 billion of illiquid assets backstopped
by $5 billion of Lehman equity.  Fed guarantees financing or finances
the $55 billion.  Lehman owns this vehicle, so if assets > liabilities
upon windup, accrue to Lehman shareholders.

Clean Lehman left.  $600 billion of assets, $23 billion of equity.  Much
less risk, greater liquidity cushion (don’t have to finance illiquid
assets).

Fed gets equity in clean Lehman (whether warrants or some other form
of equity TBD in compensation for backstop financing in SPV).

Protections to the Fed.  First loss piece, net interest margin on SPV, and equity
in clean Lehman.

Why we want to do this.  Takes illiquid assets off the market, reduces risk that
forced sale of assets will generate losses that make Lehman insolvent.
Preserve Lehman franchise value as a going concern.  No negative externality
to rest of financial system.  Moral hazard considerations low given equity
dilution.  Clean Lehman can be sold or remain a viable concern.

Risks:

Other firms will want to do the same thing.

Response:  Can set the level of dilution high to make this less attractive.  For
example, if the Fed was given warrants giving it effectively 50% or more of
the upside in Lehman going forward, this would deter others from pursuing
this unless in extremis.

Why would Lehman do this?

Better than forced asset sales.  Preserves franchise.  No need for distressed
sale of the entire company.  Can find a medium-term solution.

If Lehman is solvent now, this preserve solvency.  If Lehman is, in fact,
insolvent now--even in the absence of forced asset sales--this limits degree of
insolvency.  Risk of not intervening early, Lehman is solvent now, becomes
insolvent due to forced asset sales.  Benefits of forced sale of firm under
duress accrue to buyer, and large negative externalities to the broader market.
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We could propose it to Lehman as a choice.  Does not have to be coercive.  If
slide were to continue, what might have looked unattractive might increasing
look attractive relative to the alternatives.

Best,
Bill
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From: Patrick M Parkinson
To: Scott Alvarez
Cc: Brian F Madigan
Subject: Re: Fw: Our Options in the Event of a Run on LB
Date: 07/21/2008 09:45 AM

I think it would be workable and helpful if you thought it was legal.  But it would
seem to require the authority to borrow.

Pat
� Scott Alvarez/BOARD/FRS

Scott
Alvarez/BOARD/FRS

07/21/2008 09:43 AM

To Patrick M Parkinson/BOARD/FRS@BOARD

cc Brian F Madigan/BOARD/FRS@Board

Subject Re: Fw: Our Options in the Event of a Run on LB

We don't have general authority to borrow.  And it would be hard to argue that this
is within our section 14 open-market authority, since it seems designed to finance
an extension of credit rather than to conduct monetary policy.  If we want to pursue
this, is there a time we could talk abit about this apporach and its merits.  It's not
obvious to me that this scheme is workable from a practical point of view or helpful
from a reserves point of view.  And then there are the legal issues.

Thanks!

Scott
� Patrick M Parkinson/BOARD/FRS

Patrick M
Parkinson/BOARD/FRS

07/21/2008 09:20 AM

To Scott Alvarez/BOARD/FRS@BOARD

cc Brian F Madigan/BOARD/FRS@BOARD

Subject Re: Fw: Our Options in the Event of a Run on LB

We lend to LB against non-OMO collateral, then we turn around and borrow against
the same collateral, presumably from other PDs.  The institutional investors who had
fled LB presumably would fund the other PDs.

Do we have authority to borrow from PDs against non-OMO collateral or, for that
matter, against OMO collateral?

Pat
� Scott Alvarez/BOARD/FRS
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Scott
Alvarez/BOARD/FRS

07/21/2008 09:16 AM

To Patrick M Parkinson/BOARD/FRS@BOARD

cc Brian F Madigan/BOARD/FRS@Board

Subject Re: Fw: Our Options in the Event of a Run on LB

Not sure we do have legal authority.  How would this work?
Scott

� Patrick M Parkinson/BOARD/FRS

Patrick M
Parkinson/BOARD/FRS

07/21/2008 08:53 AM

To Brian F Madigan/BOARD/FRS@BOARD

cc Scott Alvarez/BOARD/FRS@BOARD

Subject Re: Fw: Our Options in the Event of a Run on LB

Never have looked at it.  Wasn't aware we had the authority to do reverse repos
involving non-OMO collateral.

Pat
� Brian F Madigan/BOARD/FRS

Brian F
Madigan/BOARD/FRS

07/21/2008 08:51 AM

To Scott Alvarez/BOARD/FRS@BOARD, Patrick M
Parkinson/BOARD/FRS@BOARD

cc

Subject Fw: Our Options in the Event of a Run on LB

Scott and Pat,

I don't know that we did look at this reverse repo strategy.  I would think that this
would involve a number of legal issues.

Brian

----- Forwarded by Brian F Madigan/BOARD/FRS on 07/21/2008 08:49 AM -----

07/21/2008 08:47 AM

To Brian.F.Madigan@frb.gov

cc Donald.L.Kohn@frb.gov, Kevin.Warsh@frb.gov,
Patrick.M.Parkinson@frb.gov, scott.alvarez@frb.gov

Chairman Bernanke
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Subject Re: Our Options in the Event of a Run on LB

We also have the reverse repo strategy, don't we?  Lend against non-OMO
collateral, then repo it back to the market, effectively making the Fed the central
counterparty.  Did we explore this option?

� Brian.F.Madigan@frb.gov

Brian.F.Madigan@frb.gov

07/20/2008 01:46 PM

To Donald.L.Kohn@frb.gov

cc  Kevin.Warsh@frb.gov,
Patrick.M.Parkinson@frb.gov, scott.alvarez@frb.gov

Subject Re: Our Options in the Event of a Run on LB

Bill or Debby Perelmuter would be able to speak more authoritatively to how
firm their commitment is.  I think it is a serious commitment.  We have a
letter from the Treasury, and Treasury and the Fed have been working out a
set of talking points.  One of theose points says "The Treasury will
conduct these bill auctions [auctions to raise the necessary funds]
consistent with the needs of the Federal Reserve Bank of New York."  Of
course, there is also language that indicates that the final decisions are
the responsibility of the Secretary.

 Donald.L.Kohn@frb
 .gov

 To 
 07/20/2008 01:39  Patrick.M.Parkinson@frb.gov
 PM  cc 

v,

 scott.alvarez@frb.gov
 Subject 

 Re: Our Options in the Event of a
 Run on LB

there's that capacity issue again.  Brian, how firm is our agreement with
the Treasury to boost their balances?  Of course they would be constrained
by the debt limit.  We'll have to see how that turns out.  Reinforces the
urgency of some version of interest on reserves.

 Patrick.M.Parkins

Chairman Bernanke

Chairman Bernanke
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 on@frb.gov
 To

 07/20/2008 12:42
 PM

 Kevin.Warsh@frb.gov,
 scott.alvarez@frb.gov,
 brian.f.madigan@frb.gov

 cc

 Subject
 Our Options in the Event of a Run
 on LB

The short answer is the one that Tim gave to the FOMC on Wednesday: There
are no good options.

Here is my version of the long answer.

Focusing for the moment on LB's vulnerable tri-party borrowings, as of July
14 it was financing $200 billion of collateral.  Of that amount, all but
$12.8 billion was PDCF-eligible.  Of the non-PDCF-eligible, $8.7 billion
was equities.

JPMC, LB's clearing bank, is likely to be the first to realize that the
money funds and other investors that provide tri-party financing to LB are
pulling back significantly.  If some morning it fears that the investors
are unlikely to roll their repos, it may threaten not to unwind LB's
previous night's repos.  If it did that, LB would be done because the
tri-party investors would control its securities inventory.  The investors
presumably would promptly liquidate the $200 billion of collateral and
there is a good chance that investors would lose confidence in the
tri-party mechanism and pull back from funding other dealers.  Fear of
those consequences is, of course, why we facilitated Bear's acquisition by
JPMC.

We could try to dissuade JPMC from refusing to unwind by pointing out that
if the investors don't roll the repos LB can borrow from us through the
PDCF.  Even if we did so, for two reasons JPMC might still balk.  The first
is the non-PDCF collateral.  We could address that concern by making the
equities and other non-PDCF collateral eligible. Or we could try to get LB
to wire $12.8 billion of cash into JPMC to cover the rollover risk. The
other reason is a fear that LB could be placed in bankruptcy intra-day,
before the next day's tri-party repos and any PDCF loans are settled, in
which case JPMC would be stuck with $200 billion in secured loans to LB.
I'm not sure that this is at all likely, but JPMC and BNYM are sufficiently
concerned that they have arranged a meeting  Monday afternoon with SIPC.
(LB's PD is a SIPC member (as are some but not all of the other PDs) and
its bankruptcy would be administered by SIPC.)  Board staff plan to sit in
on this meeting.

But even if we are willing to extend as much as $200 billion of financing
to LB, absent an acquirer our action would not ensure LB's survival. If
stigma associated with PDCF borrowing is justified, LB likely would face
other (non-tri-party) liquidity demands and I'm not sure whether its
liquidity resources would allow it to meet them. (Presumably our PD
supervisory team has a better idea but any judgment is likely to be
qualified.)  So we would have protected LB's tri-party counterparties but
not its other counterparties (e.g, securities (mainly equities) borrowers
and lenders and derivatives counterparties). Further, the demonstration of
our willingness to lend large amounts through PDCF may not reassure
tri-party investors that the mechanism is safe, especially if they start
asking about our remaining capacity to meet further runs.  That's not to
imply that it would not be worth the gamble, but it would be a gamble.

Pat

Chairman Bernanke
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Kevin Coffey/NY/FRS 

08/1412008 1047 PM 

To 

cc 

bec 

Subject 

Terrence Checki/NY IFRS@FRS. William Rutledge/NY 
IFRS@FRS. Arthur Angulo/NY/FRS@FRS. Brian Peters/NY 
/FRS@FRS. Meg McConneli/NY/FRS@FRS 

Christopher Calabia/NY/FRS. Elise Liebers/NY/FRS@FRS 

AIG - Meeting with OTS 

Elise and I met with the OTS's AIG team on August 11 for a long sought meeting to open a dialogue with them about AIG and its operations as 
well as to discuss some of the insurance related issues we have seen w/r/t the mono line financial guarantors that may similarly impact firms such 
as AIG. Overall, the meeting was successful and we agreed to meet again in the near future to continue to exchange views etc .. The OTS team 
was very open, sharing their views on AIG's operations, OTS's oversight program etc .. They also seemed genuinely appreciative to hear our 
thoughts on issues relating to CDS counterparties, the mono lines and various other issues that have come up at banks over the past year (e.g., 
GIC triggers, liquidity puts, secured funding rollover risk) that could affect similar firm's liquidity and capital etc .. and how we assess some of the 
potential impact (e.g., waterfalls). 

As it was an introductory meeting, we did not want to push the team too specifically or deep in some area but we hope to gain more information 
in our future discussions so I apologize upfront if details are missing or contradictions are evident. 

Capital Raise & Liquidity Management 
- OTS confirmed that the primary reason for the $20 billion capital raise in May was for liquidity purposes. Since that time, approximately $6-7 
billion has been used to support AIGFP (via repos) and another $1 billion was infused directly into AIG SunAmerica to support its growth. Given 
the remaining $12-13 billion, they seemed generally comfortable with the firm's current liquidity. They were also confident that the firm could 
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access the capital markets with no problem if it had to. From a capital standpoint, AIG now has $3-5 billion in "excess capital" down from $15-20 
billion. 

- Until six or seven months ago, liquidity management was not a holding company activity and things were managed in "fiefdoms" (i.e., AIGFP, 
Domestic Life, ILFC etc). The firm is now implementing common stress testing across major businesses and is also starting to require the 
businesses to run liquidity scenario analysis where there is no external financing for 1 year. (We tried to clarify if this meant no unsecured 
borrowings and/or no secured borrowings and they seemed to indicate it covered both but this will need to be clarified in the future). 

- From a securities lending standpoint, things are currently better and they indicated that cash and short-term investments had risen to about $20 
billion recently. They also indicated that tenors on these deals ranged from overnight out to six months but were not sure whether there had been 
any change/shortening in the maturity profile of the book, although they had the numbers (and may discuss further). Finally, they viewed the 
securities being lent as scarce, in demand by borrowers and therefore less likely to have funding rollover issues. 

(Note: CSG's CPC team indicated today that in its relationship with AIG, CSG does not need the securities it borrows but instead AIG is using 
the deals to raise cash. As such, CSG is looking to take a haircut on AIG's securities as opposed to posting cash to AIG in excess of the 
securities value which is the market standard). 

- In order to expand liquidity capacity, the firm's insurance companies were setting up repo lines which they had never done before (it was unclear 
if this had already been implemented or if it is on the to do list). They are also setting up another $2 billion inter-company LOC. 

Recent Rating Agency Statements 
- The team had not yet had an opportunity to review the Moodys or the S&P statements on AIG so they had not yet factored this into their 
analysis (or earlier comments on liquidity and capital). However, they seemed to focus particular attention when we mentioned the S&P statement 
regarding AIG's need to achieve earnings stability in the third quarter. As they noted a quite a few times, this gave AIG only 45 days. 

AIGFP specific issues 
- CEO Bob Willumstad is under significant pressure to exit this business (given the CDS losses). 

- The firm has about a $100 b balance sheet and is assigned proxy/rating agency capital of about $2 billion in the OTS's capital regime. As such, 
capital requirements for this business (as well as ILFC) may be subject to changing rating agency capital standards. 

- The Commission Bancaire may be pressuring Banque AIG (AIG's main European derivatives company facing clients who than enters into an 
offsetting deal with AIGFP) to reduce exposure with AIGFP given its size. OTS is looking to do more work on the European operations of AIG in 
the near future. 

====== 
Please let Elise or I know if you have any question etc. wlr/t the above. 

Kevin D. Coffey, CFA 
Financial Sector Policy and Analysis 
Federal Reserve Bank of New York 
kevin.coffey@ny.frb.org 
212-720-1719 
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From: Kevin Coffey
To: Christopher Calabia; Arthur Angulo
Subject: Fw: Goldman Report on AIG
Date: 08/19/2008 06:33 PM
Attachments: GS AIG Outlook More Capital Needed - 08 18 08.pdf

Fyi - the attached report from GS hits on many of the key point confronting AIG.
Title is "Don't buy AIG"... 
-----------------
Sent from my BlackBerry Handheld.
▼ Ira Selig

    ----- Original Message -----
    From: Ira Selig
    Sent: 08/18/2008 06:28 PM EDT
    To: Kevin Coffey; NY MKT DCM Staff; Alejandro LaTorre;
matthew.rutherford@do.treas.gov
    Subject: Goldman Report on AIG

Much of the analysis focuses on losses in the Financial Products' group,
which is home to its giant CDS portfolio.  Additionally, the analysts
focus on the potential for the ratings agencies to downgrade AIG,
which could result in AIG needing to post additional collateral muni
guarantee products as well as other derivatives.  (see page 4)  The
analysts also worked through valuation scenarios for the company
based on capital raises of between $15 and $37.5 billion and various
stock price levels (page 5).

With regard to AIGFP:

The bottom line: large scale cash outflows and posting of collateral
could substantially weaken AIG’s balance sheet. We believe that the
rating agencies would force AIG to raise a large, dilutive amount of
equity capital to: (1) plug the holes left by such cash outflows, and (2)
prevent significant downgrades to avoid any further triggering of
collateral calls and termination payments.

Some of the areas of concern listed include:
(1) Economic losses on the multi-sector CDO book could be between
$9 and $20 billion.
(2) Management does not yet believe it is likely to incur large scale
economic losses.  If management is not yet on board with the
likelihood of large economic losses in this
portfolio…
(3) …then neither may be the rating agencies.
(4) The idea of physical settlement in AIG’s CDS is often overlooked.
Given the very
substantial amount of cash AIG could be forced under the terms of its
contracts to
purchase protected securities at par, we are concerned with the lack of
discussion around
this topic by the firm and the rating agencies. Our understanding is
that if AIG provided
protection on a $1,000 security with an event of default, AIG would
have to pay $1,000 to
the holder of the security and then take physical possession of the

CONFIDENTIAL

SB-AIG-35695

mailto:CN=Kevin Coffey/OU=NY/O=FRS
mailto:CN=Christopher Calabia/OU=NY/O=FRS
mailto:Arthur.Angulo@ny.frb.org


security. Thus, a $1,000
security with a $100 loss does not imply a $100 cash outlay – in fact, it
implies a $1,000
cash outlay in receipt of $900 of collateral.
(5) It is very difficult to quantify the potential losses from the rest of
the FP noise.
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COMPANY UPDATE 
American International Group (AIG) 

Neutral  

Don’t buy AIG: potential downgrades, capital raise on the horizon 

What's changed 

We recommend investors stay on the sidelines with AIG, as the potential 

for a capital raise and/or ratings downgrades becomes increasingly likely. 

We base our view on the downward spiral which is likely to ensue as more 

actual cash losses emanate from the FP segment. Specifically, we foresee 

$9-$20 billion in economic losses from the CDS book, which could result in 

larger cash outlays (for the physical settlement of the underlying CDOs), 

resulting in a significant shift in the risk quality of AIG’s assets (i.e., 

exchanging cash and short-term securities for mortgage collateral), forcing 

rating agencies downgrades, and resulting in large-scale capital raises. 

Consequently, we are concerned over: (1) the potential damage to 

employee morale and a subsequent drain of intellectual capital, and (2) the 

impairment of counterparty confidence in AIG , which could result in loss 

of business and market share. Although many may take the view that 

unrealized losses will ultimately exceed economic losses, and thus the 

investment thesis should be based on AIG’s long-term prospects, we 

believe this overlooks the important and troubling near-term risks. 

Implications 

After another surprisingly negative quarter, it appears that investor 

confidence in AIG is damaged. We believe the stock may continue to drift 

down as investors remain wary of the possibility of a dilutive capital raise, 

the potential for ratings downgrades, and the corresponding effects on the 

underlying business. Put simply, we have seen this credit overhang story 

before with another stock in our coverage universe, and foresee outcomes 

similar in nature but on a much larger scale.  

Valuation 

We lower our 12-month BV multiple-based price target to $23 from $30. 

Key risks 

The key risks to our price target are even larger losses to the CDS book. 

INVESTMENT LIST MEMBERSHIP 

Neutral  

  

Coverage View: Neutral 
United States:  
Insurance 
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the disclosure section of this document.

AIG

Americas NonLife Insurance Peer Group Average

Key data Current

Price ($) 22.99

12 month price target ($) 23.00

Market cap ($ mn) 61,815.8

Net debt/equity (%) --

12/07 12/08E 12/09E 12/10E

Net premiums ($ mn) 45,682.0 47,417.9 48,129.2 49,573.1

Op. income ($ mn) 9,308.0 (959.3) 11,888.3 13,455.0

EPS ($) 3.58 (0.37) 4.40 4.95

P/E (X) 6.4 NM 5.2 4.6

P/B (X) 1.5 0.8 0.7 0.6

ROE (%) 9.3 (1.1) 13.9 14.1

6/07 9/08E 12/08E 3/09E

EPS ($) 1.77 0.66 0.79 1.03
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American International Group: Summary financials 

Profit model ($ mn) 12/07 12/08E 12/09E 12/10E Balance sheet ($ mn) 12/07 12/08E 12/09E 12/10E

Non-life

Net premiums written 47,067.0 47,302.3 48,484.9 50,424.3 Total investments 851,961.0 894,487.3 981,988.9 1,109,076.4

Net premiums earned 45,682.0 47,417.9 48,129.2 49,573.1 Cash 2,284.0 2,284.0 2,284.0 2,284.0

Losses (29,982.0) (33,951.2) (34,460.5) (35,370.4) Total investments and cash 854,245.0 896,771.3 984,272.9 1,111,360.4

Expenses (11,627.0) (12,724.3) (13,187.9) (13,665.0)

Accrued investment income 6,587.0 5,924.8 6,613.9 7,233.2

  Loss ratio (%) 65.6 71.6 71.6 71.4 Premiums receivable 18,395.0 18,487.0 18,949.1 19,707.1

  Expense ratio (%) 24.7 26.9 27.2 27.1 Reinsurance recoverable 23,103.0 27,193.7 28,553.4 29,981.1

  Combined ratio (%) 90.3 98.5 98.8 98.5 Insurance balances receivable 41,498.0 45,680.7 47,502.6 49,688.2

Policyholder dividends -- -- -- -- Other receivables -- -- -- --

Other underwriting income/(expenses) 427.0 (28.9) 88.9 212.8 DAC 43,150.0 44,876.0 46,222.3 47,608.9

Non-life underwriting income (pretax) 4,500.0 713.5 569.7 750.5 Total goodwill and intangibles 9,414.0 9,414.0 9,414.0 9,414.0

Other assets 26,927.0 27,817.4 28,714.3 29,618.5

Investment income (pretax) 6,132.0 4,721.6 5,193.8 5,531.4 Separate account assets 78,684.0 85,213.3 92,284.4 99,942.3

Total assets 1,060,505.0 1,115,697.4 1,215,024.4 1,354,865.5

Non-life pretax operating earnings 10,632.0 5,435.1 5,763.5 6,281.9

Future policy benefits 136,068.0 150,112.0 164,104.3 177,759.9

Other Policyholder account balances 271,058.0 288,685.1 308,707.4 332,573.4

Life pretax operating earnings 10,584.0 10,584.0 11,854.1 13,098.8 Policyholder reserves 407,126.0 438,797.0 472,811.8 510,333.3

Annuity pretax operating earnings -- -- -- -- Unpaid loss and late reserves 85,500.0 93,139.0 98,170.9 103,454.5

Asset mgmt pretax operating earnings (6,819.0) (14,536.4) 3,560.8 4,172.0 Unearned premium reserves 28,022.0 29,142.9 30,017.2 30,917.7

Oth. & corp. pretax operating earnings (1,430.0) (3,360.0) (3,200.0) (3,200.0) Other balances payable 17,512.0 17,843.3 17,963.4 18,154.8

Preferred and other securities 0.0 0.0 0.0 0.0

Cons. operating income (pretax) 12,967.0 (1,877.3) 17,978.4 20,352.7 LT debt 162,935.0 162,935.0 162,935.0 162,935.0

Provision for taxes (2,387.0) 1,468.0 (4,890.1) (5,637.7) ST debt 13,114.0 13,114.0 13,114.0 13,114.0

Operating income before minorities 10,580.0 (409.3) 13,088.3 14,715.0 Total debt 176,049.0 176,049.0 176,049.0 176,049.0

Minority interest (1,272.0) (550.0) (1,200.0) (1,260.0) Other liabilities 89,746.0 110,990.1 154,183.8 232,464.4

Dividends (pref and capital securities) -- -- -- -- Separate account liabilities 78,684.0 85,213.3 92,284.4 99,942.3

Operating income 9,308.0 (959.3) 11,888.3 13,455.0 Total liabilities 964,604.0 1,033,139.6 1,123,445.5 1,253,280.9

Operating income per diluted share ($) 3.58 (0.37) 4.40 4.95 Preferred shares 100.0 100.0 100.0 100.0

Paid in capital (3,837.0) (5,748.9) (5,748.9) (5,748.9)

Realized gains/(losses) (2,804.0) (7,982.0) 0.0 0.0 Accumulated income/(loss) 3,731.0 3,731.0 3,731.0 3,731.0

Discontinued operations -- -- -- -- Total common equity 95,801.0 82,457.8 91,478.9 101,484.6

Non-recurring 0.0 0.0 0.0 0.0 Minority interest 0.0 0.0 0.0 0.0

Accounting changes (304.0) (298.0) 0.0 0.0 Total shareholders' equity 95,901.0 82,557.8 91,578.9 101,584.6

Net income 6,200.0 (9,239.3) 11,888.3 13,455.0

Diluted average shares (mn) 2,598.0 2,609.5 2,705.0 2,716.0 Total liabilities & equity 1,060,505.0 1,115,697.4 1,215,024.4 1,354,865.5

Note: Last actual year may include reported and estimated data.

Source: Company data, Goldman Sachs Research estimates.
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A dangerous balance sheet posing as an inexpensive entry point 

While AIG shares may appear intriguing at current levels, we caution investors that many 

uncertainties remain. Even though our analysis of AIG’s Financial Products (FP) exposures 

appears to indicate that economic losses may fall short of the unrealized losses it has 

incurred to date, we also believe that investors need to consider other factors that could 

cause near-term pain for the company. The biggest of these are possible rating agency 

actions that could result in further downgrades and incremental dilutive capital raises. 

Interestingly, the rating agencies also appear to agree that the economic losses are not 

likely to exceed the charges that the company has incurred. However, we believe that 

investors need to balance the possibility of near-term hits to capital as opposed to simply 

focusing on where ROEs may be two or three years from now. Below, we highlight some 

of the issues that could cause more near-term volatility. 

There’s nothing to be feared except fear itself…and mortgages 

The central tenet of our “Don’t buy AIG” argument is simple: the intricacies of AIG’s 

business are so complex that management may not even know the extent of the 

company’s ultimate exposures, let alone losses. We note that each quarter’s disclosures 

continue to provide incrementally concerning information regarding dangerous exposures. 

We offer two examples from the most recent quarter:  

(1) Protection that AIG wrote on deals which it believed did not contain risk transfer (i.e., 

the regulatory capital transactions) are now experiencing losses (specifically the $1.6 

billion notional transaction with a fair value loss of $125 million). While this loss is not 

material to AIG’s balance sheet, the simple fact that the previous disclosure referred to the 

portfolio from which this transaction pertained as: “written for financial institutions…for 

the purpose of providing regulatory capital relief rather than risk mitigation,” (i.e., implying 

zero expected losses) is now a tainted statement. Although the company has successfully 

terminated a large number of these regulatory capital deals, we are concerned about the 

possibility of future losses emanating from this previous described“safe” portfolio. 

Specifically, if a bank has purchased protection from AIG, the initial motivation may make 

no difference – if the agreement covers losses, AIG will have to pay.  

(2) The “worst case” scenario for the losses on the multi-sector CDOs has significantly 

jumped from $900 million at 4Q2007, to $1.2-$2.4 billion at 1Q2008 to now $5 billion to 

$8.5 billion. While few investors may have believed the $900 million or $1-$2 billion figures, 

it appeared at the time that management was fully confident in these numbers. While we 

do not believe there was an attempt to mislead investors with any of these disclosures, the 

fact remains that the sheer complexity of such exposures continues to surprise 

management.  

Thus, if management cannot accurately assess its ultimate exposures or losses, then 

how can one expect the rating agencies to do so? 

Between a rock and a hard place 

We believe the ratings agencies are in a very perilous position when it comes to AIG. 

Downgrades to AIG’s credit or financial strength ratings (see Exhibit 1) would trigger 

collateral calls and accelerated payments (see Exhibit 2), damage to the insurance 

operations (see Exhibit 3), and increased costs for raising the capital that will be necessary 

to bolster the firm’s balance sheet strength. Following what were very negative second-

quarter results, we were somewhat surprised to see a lack of action by S&P, Moody’s or 
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AM Best. Specifically, both S&P and Moody’s re-affirmed AIG’s financial strength and 

senior long-term debt ratings. S&P appears to have given the company “a pass” until the 

third quarter: 

“The outlook on AIG remains negative, which implies that there is a meaningful 

chance of a one-notch downgrade. If earnings do not stabilize by the third quarter, 

then a downgrade of one notch is likely.” 

There is very little to suggest that the mortgage market will stabilize in the next six weeks, 

which indicates that third-quarter earnings could once again be volatile. However, we 

believe S&P’s statement avoids the true issue: the ratings agencies are hoping that 

“new” management finds a way to cleanly dispose of the FP overhang – a hope that 

we believe may be futile (see the section below on “Our view of hurdles to removing the 

overhang”). Thus, with the inevitable large-scale cash call which would accompany losses 

from FP (see the section below “Calling all cash: Please report to AIGFP”), the rating 

agencies are likely putting off the inevitable.  

Exhibit 1: Current ratings 

Moody's S&P Fitch A.M. Best
Sr Long Term Debt Aa3 AA- AA-
Outlook Neg Neg Neg

Financial Strength Aa2 AA+ AA+ A+
Outlook Neg Neg Neg Neg  

Source: Goldman Sachs Research, company data, Moody’s, S&P, Fitch, A.M. Best. 

Exhibit 2: Impact on AIGFP's outstanding muni GIA and other derivative transactions 

ratings downgrades and potential for collateral calls and termination payments 

Downgrade: Collateral:
Sr Debt to both A1 and A+ $13.3bn
Sr Debt to both A2 and A Additional $1.2bn
Sr Debt to either A1 or A+ $10.5bn
Sr Debt to either A2 or A Additional $1.1bn

Downgrade: Early termination payments:
Sr Debt to both A1 and A+ $4.6bn
Sr Debt to both A2 and A Additional $0.8bn  

Source: Goldman Sachs Research, company data. 

Exhibit 3: Potential rating downgrades impact on underlying fundamentals 

 
Life Insurance

Biggest impact to AIG's institutional spread business and market leading fixed annuity product 
as consumers could question its ability to meet guarantees as a single A-rated company, likely 
resulting in competitors gaining market share from AIG. The in force block should remain fairly 
stable as should its ability to sell variable products.

General Insurance

Ra ings downgrades could provide an opportunity for competitors to gain access to AIG's 
market share as clients could potentially direct new and renewal business to higher rated 
ins itutions. AIG could be removed from approved security lists. Underwriters could depart in 
search of a higher rated platform from which to write business.

Securities Lending

If securities borrowers decide not to roll based on lenders' credit ratings, AIG might have to 
liquidate (potentially risky) assets to generate the cash to return to borrowers, hus raising the 
potential for capital hits. AIG is said to be one of the more risky securities lending insurance 
participants.

AIG FP Certain derivatives are subject to collateral posting provisions in the event of a downgrade. In 
addition, downgrades could lead to potential termination payments.

Aircraft Leasing Impact to higher cost of funding.
Holding Company Higher funding costs related to debt issuance.

Effect of a Potential Downgrade:

 

Source: Goldman Sachs Research. 
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Raising capital: Ultimate number too difficult to quantify 

We do not attempt to predict the size of the eventual capital raise, as there is currently no 

roadmap for how the rating agencies will view the large cash outflows we believe could 

occur, as we detail in the next section. Given the evolving nature of the economic 

environment compounding the extremely complex nature of AIG’s full exposures, we 

believe it is extremely difficult to quantify the ultimate amount of capital the company may 

need. Specifically, we believe the amount of capital that AIG may ultimately have to raise 

will depend on: (1) the amount of cash losses from FP, (2) the amount of cash it may use 

for the physical settlements of the CDOs within FP, and (3) the amount it may need to to 

bolster its insurance subsidiaries’ balance sheets after AIG’s MBS assets fully reflect both 

the actual losses and the post-downgrade deterioration within regulators’ risk-based-

capital models.  

While we explore these issues in further detail below, we note that two things are clear: (1) 

the cash outlays will be large and (2) the rating agencies will ultimately dictate the level of 

capital the company may need to cover such losses. “The rating agencies today are the 

governor of how much capital we have and how much capital we need.” – Bob 

Willumstad, 2Q2008 conference call. In Exhibit 4, we calculate a pro-forma tangible book 

value per share based on different capital raising scenarios. 

Exhibit 4: Pro-forma tangible book value per share (y: equity raise, x: share price)  

$ millions, price per share  

             16.00$  17.00$  18.00$  19.00$  20.00$   21.00$  22.00$    23.00$  24.00$  25.00$  

15,000           22.73    23.08    23.40    23.70    23.97     24.22    24.45      24.67    24.87    25.06    

17,500           22.45    22.84    23.20    23.53    23.83     24.11    24.37      24.62    24.85    25.06    

20,000           22.20    22.62    23.01    23.37    23.70     24.01    24.30      24.57    24.82    25.06    

22,500           21.96    22.41    22.83    23.22    23.58     23.91    24.23      24.52    24.80    25.06    

25,000           21.74    22.22    22.67    23.08    23.46     23.82    24.16      24.48    24.77    25.05    

27,500           21.54    22.04    22.51    22.95    23.36     23.74    24.10      24.44    24.75    25.05    

30,000           21.35    21.88    22.37    22.83    23.26     23.66    24.04      24.40    24.73    25.05    

32,500           21.17    21.72    22.23    22.71    23.16     23.59    23.98      24.36    24.72    25.05    

35,000           21.00    21.57    22.11    22.61    23.07     23.52    23.93      24.33    24.70    25.05    

37,500           20.85    21.44    21.99    22.50    22.99     23.45    23.88      24.29    24.68    25.05     

Source: Goldman Sachs Research estimates. 

Calling all cash: Please report to AIGFP 

At the root of this tough love is AIGFP. Yes, AIG’s total investment portfolio is fairly 

troublesome and yes, United Guaranty is certainly in the middle of its own “1 in 250 year” 

storm – but ultimately we believe AIG would have emerged from this storm beaten but not 

broken, had FP not been a part of the picture. Now as we assess the landscape over the 

next twelve to eighteen months, all roads to recovery start at the house of FP. Here are the 

potential issues as we see it: 

(1) Economic losses on the multi-sector CDO book could be between $9 and $20 

billion. We accept that this is a wide range, but one that we derived using 3 scenarios of 

increasing cumulative loss estimates (see Exhibit 5). We note that some investors may 

point out that even our worst-case $20 billion cash loss is less than the write-downs the 

company has taken to date. However, we believe this view misses the big picture – being 
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such large scale cash losses will bring about large scale capital raising (which brings us to 

our next point). 

(2) Management does not yet believe it is likely to incur large scale economic losses. 

On its 2Q2008 conference call, management stated: “We think if you look at our 

assumptions, especially in our rolls and our loss severities, we think right now the five 

[billion] is probably is a very, very conservative estimate, and the 8.5 [billion] would be 

even much more stressed. So we don’t think we are going to get to those numbers.” Thus, 

if management is not yet on board with the likelihood of large economic losses in this 

portfolio… 

(3) …then neither may be the rating agencies. Concerns over earnings volatility have 

been the primary stated focus by the rating agencies up until this point, an issue that is 

certainly of valid concern. Much more importantly, however, will be the multi billion dollar 

cash outflows which will ultimately come due. We expect much larger pressure on the 

agencies to downgrade the company when the reality of the CDS losses becomes more 

evident. 

(4) The idea of physical settlement in AIG’s CDS is often overlooked. Given the very 

substantial amount of cash AIG could be forced under the terms of its contracts to 

purchase protected securities at par, we are concerned with the lack of discussion around 

this topic by the firm and the rating agencies. Our understanding is that if AIG provided 

protection on a $1,000 security with an event of default, AIG would have to pay $1,000 to 

the holder of the security and then take physical possession of the security. Thus, a $1,000 

security with a $100 loss does not imply a $100 cash outlay – in fact, it implies a $1,000 

cash outlay in receipt of $900 of collateral. Given the “securities” in this example are 

mostly CDOs and the “collateral” is largely mortgage-based, we suspect the regulators 

and the rating agencies will not look kindly on AIG’s swapping cash for mortgage 

assets. Of even more concerning relevance, the majority of the CDS written on CDOs 

require this form of physical settlement. To wit (from SEC filings): “While the credit 

default swaps written on corporate debt obligations are cash settled, the majority of the 

credit default swaps written on CDOs and CLOs require physical settlement. Under a 

physical settlement arrangement, AIGFP would be required to purchase the referenced 

super senior security at par in the event of a non-payment on that security.” Thus the cash 

loss of $9-$20 billion in the CDS book would not necessarily be the cash outlay – the 

outlay could be much larger (i.e., if a $10 billion loss represents a 40% loss on par, the 

cash outlay would be $25 billion). 

(5) It is very difficult to quantify the potential losses from the rest of the FP noise. 

Specifically, we are concerned with the following: 

• 2a-7 Puts: AIG is party to put option agreements with current total of exposure of 

$11.3 billion of super senior securities backed by CMBS that require the company to 

repurchase these obligations in the event that the issuer fails to remarket the 

securities. Of $7.5 billion issued over the last year, AIG issued $2.1 billion of these puts 

in November of 2007 and the balance in June 2008. If a counter-party exercises a put, 

AIG would be able to receive funding, but may have to hold the securities for as long 

as three to six years. We note that AIG incurred $810 million of unrealized losses in the 

second quarter as a result of changes in market value of the puts. Any future exercises 

of these put options could further burden AIG. 

• Protection on mezzanine tranches: Despite all of the commentary regarding the 

“high quality” nature of AIG’s super senior portfolio, buried in the footnotes of the 

SEC filings is the following: “AIGFP also wrote protection on tranches below the super 

senior risk layer. At June 30, 2008 the notional amount of the credit default swaps in 

the regulatory capital relief portfolio written on tranches below the super senior risk 

layer was $5.8 billion, with an estimated fair value loss of $171 million.” 
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• Over-collateralization provisions: A number of the CDS in FP contain over-

collateralization provisions which could force AIG to purchase the underlying CDOs at 

par, should the provisions not be satisfied. According to the 10-Q, there is an 

aggregate notional amount of $8.2 billion which contain such provisions. Additionally, 

“AIGFP cannot currently quantify its obligations which might occur in the future under 

these provisions, or determine the timing of any purchases that might be required. 

Therefore, there can be no assurance that satisfaction of these obligations by AIGFP 

will not have a material effect on the manner in which AIG manages its liquidity.” 

The end result of the above is unclear. Without further disclosure as to the specific 

nature of the securities with such provisions, or the underlying collateral in the mezzanine 

tranches, or the exact events which allow the puts to become in the money, it is difficult to 

quantify a loss or estimate the potential impact to capital. 

(6) AIG could be forced to repay positions in its Guaranteed Investment Agreements 

(“GIAs”) book: certain downgrades of AIG’s debt ratings could force the firm to post 

collateral or repay its positions. While AIG discloses and quantifies this incremental 

amount of collateral (aggregated for both the GIA and “financial derivative transactions”), 

it does not disclose the amount of assets currently under management in this book. Thus, 

there is a specific risk that AIG’s invested assets are under water relative to the book value 

of the assets, and thus deficient in fair value relative to the obligation to the municipalities. 

If AIG has to terminate such liabilities without holding the assets to recovery, it could 

result in further realized investment losses. Alternatively, there is the chance that the 

company could repay such liabilities with more liquid securities or cash, but without the 

detail as to how much in GIA assets and liabilities are currently on AIG’s books, we cannot 

assess the likelihood of either scenario. We note that the risk associated with this business 

is reminiscent of the securities lending misstep (see Securities Lending subsection below). 

(7) Collateral calls and termination payments could be required: Along with the 

collateral requirements of the GIA book, other “financial derivative transactions” contain 

provisions that permit AIGFP’s counterparties to elect early termination of contracts which 

could result in payments of $4.6 to $5.4 billion. Clearly, immediate payments of such 

amounts could further weaken AIG’s balance sheet. 

The bottom line: large scale cash outflows and posting of collateral could 

substantially weaken AIG’s balance sheet. We believe that the rating agencies would 

force AIG to raise a large, dilutive amount of equity capital to: (1) plug the holes left 

by such cash outflows, and (2) prevent significant downgrades to avoid any further 

triggering of collateral calls and termination payments.  

Calculating the Cash Loss to FP: 

In order to derive an assumed economic loss to AIGFP’s portfolio, we concentrated on 

the data that AIG disclosed related to the underlying collateral within the multi-sector 

CDOs.  

• We utilized Goldman Sachs Financials Research industry loss assumptions by product, 

by vintage as a starting point.  

• We then allowed for two stress case scenarios in which we increased default 

assumptions across all product lines by 100 bp and 250 bp.  

• We also assumed certain subordination levels for typical product structures (i.e. 

subprime RMBS, CMBS, et al.) as based on “average” structures over the past few 

years.  
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• Then we applied (rather simplistically) an assumption that the cumulative industry 

losses by product would flow evenly up through the structures, impairing the structure 

from a “first loss” bottoms-up perspective.  

• Next we assumed typical high grade CDO collateral of AA and A tranches, and typical 

mezzanine CDO collateral of BBB and BB.  

• Lastly, we applied the average attachment points for AIG in such CDOs to derive a net 

loss. We note that we have not incorporated any assumption for present value when 

determining losses (i.e. such cash outlays could be “lower” if loss payments occur 

over a long period of time). 

Step 1 - Cumulative Loss Assumptions: Below we highlight the base case estimates for 

cumulative loss estimates by product, by vintage. We then apply two stress case scenarios 

by increasing default assumptions by 100 bp and 250 bp (note: for the collateral which is 

other CDOs, we increase loss assumptions by 1000 bp). Note the next two charts (Exhibits 

5 and 6) are not AIG-specific but rather starting points for estimating how losses flow 

throughout products. 

Exhibit 5: Cumulative loss estimates by product by vintage 

Industry loss estimates 

US Subprime  2003 2004 2005 2006 2007 Base Case: GS est 2003 2004 2005 2006 2007
Losses Subprime 1.88% 2.51% 5.29% 22.82% 21.42%
Cumulative defaults 6.9% 8.1% 11.8% 38.0% 35.7% Alt-A 2.14% 3.62% 5.65% 8.29% 9.86%
Loss at default 27.0% 31.0% 45.0% 60.0% 60.0% Prime 0.01% 0.12% 0.27% 0.48% 0.66%
Cumulative losses (assumed) 1.9% 2 5% 5.3% 22.8% 21.4% CRE 0.62% 2.01% 6.45% 10.09% 11.06%

CDO collateral 25.00% 50.00% 100.00% 100.00% 100.00%
US Alt-A  2003 2004 2005 2006 2007
Losses Scenario 2: + 100 bps 2003 2004 2005 2006 2007
Cumulative defaults 21.4% 24.1% 28.2% 33.2% 32.9% Subprime 2.15% 2.82% 5.74% 23.42% 22.02%
Loss at default 10.0% 15 0% 20.0% 25.0% 30.0% Alt-A 2.24% 3.77% 5.85% 8.54% 10.16%
Cumulative losses (assumed) 2.1% 3.6% 5.6% 8.3% 9.9% Prime 0.01% 0.13% 0.28% 0.51% 0.69%

CRE 0.76% 2.40% 6.90% 10.57% 11.56%
US Prime  2003 2004 2005 2006 2007 CDO collateral 35.00% 60.00% 100.00% 100.00% 100.00%
Losses
Cumulative defaults 12.8% 13.8% 15.7% 19.4% 20.0% Scenario 3: + 250 bps 2003 2004 2005 2006 2007
Loss at default 0.1% 0.9% 1.7% 2.5% 3.3% Subprime 4.38% 5.01% 7.79% 25.32% 23.92%
Cumulative losses (assumed) 0.0% 0.1% 0.3% 0.5% 0.7% Alt-A 4.64% 6.12% 8.15% 10.79% 12.36%

Prime 2.51% 2.62% 2.77% 2.98% 3.16%
US CRE  2003 2004 2005 2006 2007 CRE 3.12% 4.51% 8.95% 12.59% 13.56%
Losses CDO collateral 45.00% 70.00% 100.00% 100.00% 100.00%
Cumulative defaults 4.6% 5.1% 14.3% 21.2% 22.1%
Loss at default 13.6% 39.3% 45.0% 47.5% 50.0%
Cumulative losses (assumed) 0.6% 2.0% 6.5% 10.1% 11.1%

BASE CASE CUMULATIVE LOSS ESTIMATES STRESS SCENARIOS GIVEN INCREASES TO DEFAULT ASSUMPTIONS

 

Source: Goldman Sachs Research estimates. 
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Exhibit 6: Assumed losses by product, given average subordination levels 

percent loss of tranche, by structure 

Subprime Tranche Alt-A Tranche
MBS Size 2003 2004 2005 2006 2007 MBS Size 2003 2004 2005 2006 2007

AAA 79.3% 0.0% 0.0% 0.0% 2.1% 0.7% AAA 93.0% 0 0% 0.0% 0 0% 1.3% 2.9%
AA 6.6% 0.0% 0.0% 0.0% 6.6% 6.6% AA 2.4% 0 0% 0.0% 1 0% 2.4% 2.4%

A 5.4% 0.0% 0.0% 0.0% 5.4% 5.4% A 1.8% 0 0% 0.8% 1 8% 1.8% 1.8%
BBB 4.3% 0.0% 0.0% 0.9% 4.3% 4.3% BBB 1.2% 0 5% 1.2% 1 2% 1.2% 1.2%

BB 2.6% 0.1% 0.7% 2.6% 2.6% 2.6% BB 1.0% 1 0% 1.0% 1 0% 1.0% 1.0%
Equity 1.8% 1.8% 1.8% 1.8% 1.8% 1.8% Equity 0.6% 0 6% 0.6% 0 6% 0.6% 0.6%

TOTAL 100.0% 1.9% 2.5% 5.3% 22.8% 21.4% TOTAL 100.0% 2.1% 3.6% 5.6% 8.3% 9.9%

Prime / Other Tranche CMBS Tranche
MBS Size 2003 2004 2005 2006 2007 Size 2003 2004 2005 2006 2007

AAA 79.3% 0.0% 0.0% 0.0% 0.0% 0.0% AAA 88.0% 0 0% 0.0% 0 0% 0.0% 0.0%
AA 6.6% 0.0% 0.0% 0.0% 0.0% 0.0% AA 2.5% 0 0% 0.0% 0 0% 0.6% 1.6%

A 5.4% 0.0% 0.0% 0.0% 0.0% 0.0% A 2.3% 0 0% 0.0% 0 0% 2.3% 2.3%
BBB 4.3% 0.0% 0.0% 0.0% 0.0% 0.0% BBB 2.9% 0 0% 0.0% 2 2% 2.9% 2.9%

BB 2.6% 0.0% 0.0% 0.0% 0.0% 0.0% BB 2.8% 0 0% 0.5% 2 8% 2.8% 2.8%
Equity 1.8% 0.0% 0.1% 0.3% 0.5% 0.7% Equity 1.5% 0 6% 1.5% 1 5% 1.5% 1.5%

TOTAL 100.0% 0.0% 0.1% 0.3% 0.5% 0.7% TOTAL 100.0% 0.6% 2.0% 6.5% 10.1% 11.1%

Vintage Vintage

Vintage Vintage

 

Source: Goldman Sachs Research estimates. 

Step 2 – Estimating the loss by security: In Exhibit 7 we apply the loss assumptions 

above to different tranches of the structured products which provide the collateral for 

AIGFP’s multi-sector CDOs. Specifically, we assume the cumulative losses from Exhibit 5 

flow through the tranches on a first loss basis (i.e., equity is affected first, then BB layers, 

then BBB, etc). We then assume certain tranches flow into the different grades of CDOs 

protected by AIG (i.e., the collateral of an average high grade CDO will be AA and A 

securities, the collateral for an average mezzanine CDO will be BBB and BB, etc). 

Exhibit 7: Assumed loss path for underlying collateral 

Using Base Case loss assumptions from above. This model is also repeated with stress case losses with results in Exhibit 9. 

Hypothetical MBS AIG Multi-sector CDO AIG Multi-sector CDO
Capital Structure High Grade Collateral Mezzanine Collateral

Average 62.0%
Average 84 5% of transaction
of transaction

Average 38.0%
Average 15 5% of transaction
of transaction

Subprime Alt-A
MBS 2003 2004 2005 2006 2007 MBS 2003 2004 2005 2006 2007

High Grade 0.0% 0.0% 0.0% 100.0% 100 0% High Grade 0.0% 19.6% 67.8% 100.0% 100.0%
Mezzanine 1.1% 10.3% 50.6% 100.0% 100 0% Mezzanine 70.1% 100.0% 100.0% 100.0% 100.0%

Prime / Other CMBS
MBS 2003 2004 2005 2006 2007 2003 2004 2005 2006 2007

High Grade 0.0% 0.0% 0.0% 0.0% 0 0% High Grade 0.0% 0.0% 0.0% 60.3% 80.4%
Mezzanine 0.0% 0.0% 0.0% 0.0% 0 0% Mezzanine 0.0% 9.0% 86.9% 100.0% 100.0%

Vintage Vintage

Vintage Vintage

AAA

AA

A

BBB

BB

Equity

NET NOTIONAL
EXPOSURE

"Super Senior" Risk 
Segment

Subordina ion below 
AIG attachment point

NET NOTIONAL
EXPOSURE

"Super Senior" Risk 
Segment

Subordination below 
AIG attachment 
point

 

Source: Goldman Sachs Research estimates. 
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• As an example, we calculate 43.7% loss to AA tranches in 2005 Alt-A MBS. This is 

calculated assuming: (1) an estimated 5.6% cumulative loss for the 2005 Alt-A market 

(see Exhibit 6), and (2) first-loss characteristics of the Alt-A structures implying that all 

of the equity layer (0.6% of the security), BB layer (1.0% of the security), BBB layer 

(1.2% of the security), and A layer (1.8% of the security) are gone (combined 4.6% loss 

to security), with the remaining “1.0%” (or 5.6% less the 4.6%) of cumulative loss 

impairing ~44% of the AA’s average 2.4% tranche.  

Step 3: Applying loss assumptions to AIG portfolio: In Exhibit 8 we highlight the loss 

assumptions applied to AIG’s disclosed collateral within the multi-sector CDO portfolio. 

Specifically, for the high grade collateral, we apply the loss percentages to the AA and A 

tranches from above, by vintage year. Similarly, we apply the loss percentages to BBB and 

BB for the mezzanine CDO collateral.  

Exhibit 8: Base Case loss estimates applied to AIGFP multi-sector portfolio 

$ billions, loss % of gross exposure 

CDS Exposures: High Grade Multi-sector CDOs CDS Exposures: Mezzanine Multi-sector CDOs
Collateral % of GNE $ bil loss % loss $ Collateral % of GNE $ bil loss % loss $
Sub-prime 47.5% 25.2        11.6% 2.92         Sub-prime 63.6% 18.8         42.9% 8.04         
Alt-A 16.1% 8.5          60.7% 5.18         Alt-A 10.2% 3.0           100.0% 3.01         
Other RMBS 11.8% 6.3          0.0% -          Other RMBS 7.2% 2.1           0.0% -          
CDO 15.2% 8.1          72.0% 5.80         CDO 6.4% 1.9           78.1% 1.48         
CMBS 6.8% 3.6          8.1% 0.3           CMBS 7.5% 2.2           54.3% 1.2           
Other ABS 2.4% 1.3          10.0% 0.1           Other ABS 4.2% 1.2           10.0% 0.1           
Non-ABS 0.2% 0.1          10.0% 0.0           Non-ABS 0.9% 0.3           10.0% 0.0           

100.0% 53.0        27.0% 14.33       100.0% 29.5         47.0% 13.88       
By Vintage: By Vintage:
Sub-prime: Sub-prime:

Pre-04 2.6% 1.4          0.0% -            Pre-04 3.3% 1.0           1.1% 0.0           
2004 14.0% 7.4          0.0% -            2004 17.8% 5.3           10.3% 0.5           
2005 25.4% 13.5        0.0% -            2005 34.6% 10.2         50.6% 5.2           
2006 2.7% 1.4          100.0% 1.4           2006 4.4% 1.3           100.0% 1.3           
2007 2.8% 1.5          100.0% 1.5           2007 3.5% 1.0           100.0% 1.0           

47.5% 25.2        11.6% 2.9           63.6% 18.8         42.9% 8.0           
Alt-A Alt-A

Pre-05 3.7% 2.0          19.6% 0.4           Pre-05 4.4% 1.3           100.0% 1.3           
2005 10.4% 5.5          67.8% 3.7           2005 4.5% 1.3           100.0% 1.3           
2006 1.5% 0.8          100.0% 0.8           2006 1.0% 0.3           100.0% 0.3           
2007 0.5% 0.3          100.0% 0.3           2007 0.3% 0.1           100.0% 0.1           

16.1% 8.5          60.7% 5.2           10.2% 3.0           100.0% 3.0           
Other RMBS Other RMBS

Pre-05 4.7% 2.5          0.0% -            Pre-05 3.9% 1.2           0.0% -            
2005 5.7% 3.0          0.0% -            2005 2.6% 0.8           0.0% -            
2006 1.0% 0.5          0.0% -            2006 0.4% 0.1           0.0% -            
2007 0.5% 0.3          0.0% -            2007 0.2% 0.1           0.0% -            

11.9% 6.3          0.0% -            7.1% 2.1           0.0% -            
CMBS CMBS

Pre-05 2.5% 1.3          0.0% -            Pre-05 3.2% 0.9           9.0% 0.1           
2005 3.4% 1.8          0.0% -            2005 3.3% 1.0           86.9% 0.8           
2006 0.6% 0.3          60.3% 0.2           2006 0.7% 0.2           100.0% 0.2           
2007 0.3% 0.1          80.4% 0.1           2007 0.3% 0.1           100.0% 0.1           

6.8% 3.6          8.2% 0.3           7.5% 2.2           55.0% 1.2           
CDOs CDOs

Pre-05 8.7% 4.6          50.0% 2.3           Pre-05 2.8% 0.8           50.0% 0.4           
2005 4.8% 2.5          100.0% 2.5           2005 2.6% 0.8           100.0% 0.8           
2006 1.5% 0.8          100.0% 0.8           2006 0.8% 0.2           100.0% 0.2           
2007 0.3% 0.2          100.0% 0.2           2007 0.2% 0.1           100.0% 0.1           

15.3% 8.1          71.6% 5.8           6.4% 1.9           78.1% 1.5            

Source: Goldman Sachs Research estimates. 

CONFIDENTIAL

SB-AIG-35706



August 18, 2008   American International Group (AIG) 

Goldman Sachs Global Investment Research 11 

Step 4: Apply subordination levels to gross loss figures to determine cash loss. Using 

the disclosed average subordination levels for both the high-grade CDOs and the 

mezzanine CDOs, we then “attached” AIG to the losses above such levels. In other words, 

if the gross exposure was $1,000, the subordination was 20%, and the loss was 40%, AIG is 

assumed to only have a $200 cash loss. We then applied this exercise for each of the three 

loss scenarios. See Exhibit 9. 

Exhibit 9: Estimated economic loss assuming average subordination levels 

$ billions 

Multi-Sector CDOs HG Mezz AIG
Gross Notional Exposure 53.0 29.5 82.5
Net Notional Exposure 43.1 17.5 60.6
Avg subordination 15.5% 38.0% 23.6%
# of Transactions 45 58 103

Base Case: HG Mezz AIG
AIG Economic Loss: 6.11      2.67        8.78         

Stress Case 1: HG Mezz AIG
AIG Economic Loss: 6.95    3.83      10.78     

Stress Case 2: HG Mezz AIG
AIG Economic Loss: 10.77    9.60        20.37       

 

Source: Goldman Sachs Research estimates. 

Hurdles to removing the overhang 

The prospect of a large-scale removal of the mortgage overhang is likely fueling the 

optimistic fire of employees, regulators, rating agencies, and certain shareholders. 

Specifically, we believe it is likely that the rating agencies are waiting for results of the 

strategic review (to be announced at the September 25 investor day), with hopes that AIG 

can shed some portion of the FP exposures. We struggle to paint a clear picture as to how 

management could achieve such an outcome. We have concerns with the following 

theories: 

(1) The “Ambac Argument”: In this theory, AIGFP would pay a certain amount to its 

counterparties to commute the protection it has provided, thus incurring a large cash loss 

but removing the overhang. Our problem with this theory is the fact that AIG has 

historically chosen the highest-quality counterparties. In other words, Ambac was able to 

pay about $850 million to commute a $1.4 billion exposure because its counterparty, Citi, 

was willing to do so. AIG, on the other hand, is more likely to have also provided 

protection to those who are less likely to need capital and thus may be more patient in 

waiting out the loss. Said differently, if a counterparty is not in a position of weakness, 

why would it accept anything less than the full amount of protection for which it had 

paid?  

(2) The “Buffet / Lone Star Argument”: In this theory, AIGFP would find a willing buyer 

of its exposures, to which AIG would pay an amount (effectively to backstop) that is more 

than the ultimate economic loss to AIG but less than the current unrealized markdowns, 

thus allowing the investor to accrete the valuation disconnect over time. Again, AIG 

theoretically would be able to take a substantial cash charge but reverse a large amount of 

the current unrealized losses and accordingly remove the overhang. Our issue with this 

theory is twofold: (1) we struggle to highlight an investor who would be willing to take on 
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such substantial risk when the ultimate losses are by no means certain, and (2) why would 

AIG’s counterparties trade a $1 trillion balance sheet that is backstopping the insurance 

they purchased for anything else? Presumably AIG would not be able to sell its obligations 

without the consent of its counterparties, and thus we find the fruition of this theory 

unlikely. 

(3) The “Buy-in Argument”: In this theory, AIG would repurchase the multi-sector CDOs 

at par, exchanging $50-$60 billion in cash for the CDOs.  This scenario assumes that AIG 

would take an aggressive write-down to eliminate potential future write-downs, but would 

ultimately stand to benefit from any recovery. While this investment thesis may work in 

the academic sense of the world, we struggle to envision the acceptance of the 

regulators and rating agencies in which a company with no excess capital trades in 

$50 - $60 billion worth of cash for mortgage assets.   

The bottom line: those waiting for the kitchen sink may get flushed down the drain.  

Other issues of concern: not a comprehensive list 

Investments: Losses will emerge, but downgrades are the problem 

The issue of losses in AIG’s investment portfolio is as potentially troublesome as the 

losses in FP. While much has been written about the firm’s subprime portfolio ($16.3 

billion or 24% of tangible book), Alt-A portfolio ($16.4 billion or 24% of tangible book), 

HELOC and Second-Lien RMBS portfolio ($2.6 billion or 4% of tangible book), et al., we 

continue to believe the full fallout has yet to be recognized. Given the sheer size of AIG’s 

mortgage-related investment assets ($106.2 billion including both residential and 

commercial), even a relatively minor loss realization could potentially impair capital to a 

significant extent.  

Although we do not focus significantly on the issue of potential losses on AIG’s investment 

portfolio for the purpose of this report, our analysis and conclusions are similar to our 

work on the FP book: (1) large-scale losses in excess of the markdowns AIG has taken to 

date are possible but not inevitable, while (2) we have not yet seen the full ramifications of 

rating agency actions as it relates to this issue. Besides actual ultimate impairments to 

AIG’s securities, we believe the biggest issue facing the firm is: (1) to what extent the AAA 

MBS assets are downgraded by the rating agencies when the subordination is gone, and 

thus (2) how do the regulators/NAIC assess the degree of credit given in the risk-based-

capital models, and thus (3) how much capital will AIG need to inject into affected 

operating subsidiaries to bolster the statutory surplus. 

Fundamentals: The mirage of 15% growth and 15% ROE 

The underlying thesis for the bull case is typically one based on an eventual return to the 

“15% growth / 15% ROE” of the past. While we are hesitant to be outright negative on such 

a view, we believe the market should not take for granted such high aspirations. 

Specifically, over the past six months (and to some extent even the past few years), the 

results of AIG’s underlying insurance operations have been uninspiring. While the purpose 

of this note is to explore our concerns over the potential fallout still to come from the 

mortgage mess, it is necessary to at least briefly highlight the concerns with the 

underlying insurance operations – and the issues which prevent us from being outright 

bulls even in the “medium term”. 
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Property and Casualty: The Bigger You Are, The Harder You Fall 

So far this year, AIG’s P&C operations have been hit by the triple play of insurance woes: 

(1) declining margins driven by increasing accident-year loss ratios and substantial reserve 

strengthening, (2) much lower investment income, as the past few years’ growth has been 

driven by partnership and other alternative investment gains which have all but dried up, 

and (3) premium volumes have been flat to down as rate-driven growth opportunities 

evaporate in the softening market. Any investor who follows the insurance space 

understands these are not AIG-specific issues; however, the sheer size of AIG’s 

market share causes the sheer size of the market’s problems to be painful for the 

firm.  

Specific to AIG, however, are a few items of concern. The most notable of which is the fact 

that AIG continues to add to older accident-year reserves – an important point of reference 

given almost every other company in our universe is largely in a position of net reserve 

releases. This is concerning because strengthening appears to not only be for the 

problematic late 1990s underwriting years (an industry-wide period of disaster), but also 

for years up to 2003, which according to peers, should prove to be one of the most 

profitable years in the industry’s history. On the second-quarter conference call, 

management attempt to explain the continued overall strengthening by citing its large 

market share, saying peers don’t “have an excess casualty book the size of what we had.” 

Even putting aside the under-pricing of the past, AIG is experiencing deteriorating trends 

in its bread and butter “core” general insurance business. This year’s commercial business 

profitability has been negatively affected by reduced premium volume (not uncommon to 

peers) in addition to increased catastrophe/large risk losses from the Midwest US floods, 

fires, etc. However, largely specific to AIG, the expense ratio continues to pick up, with the 

former CEO referring to AIG’s addition of 24,000 employees over the past few years (albeit 

firm wide) as “the equivalent of two Army divisions.” A certain part of AIG’s historic 

outperformance in terms of ROEs and earnings growth has been tied to the efficient 

manner in which it kept expenses below industry averages. Some would argue that the 

recent investments in certain areas (i.e., accounting, legal, etc.) which have driven the 

expense ratio higher are the very areas which, had they been properly invested in 

historically, may have been able to prevent the problems we have seen over the past six 

years. We do not disagree with this assessment, but simply acknowledge that such 

necessary expenses could, in the future, hinder a return to such above-average 

performance.  

Lastly, we remain concerned about the near-to-medium term outlook for a number of 

specific product areas. The personal lines business continues to show deteriorating 

underwriting performance with combined ratios over 100%, owing – it seems – to 

increased auto loss severity and frequency driving prior-year adverse loss development. 

Further, integration costs remain for 21st Century, an acquisition which, while small in 

scope relative to AIG’s balance sheet, does not come without integration and execution 

risk. More importantly, AIG’s mortgage guaranty business continues to experience losses 

of a catastrophic nature. While previously a very minor contribution to AIG’s earnings, 

UGC’s losses (292% loss ratio in 2Q) contributed 5 points to the overall company’s loss 

ratio in the second quarter, with no end in sight to the pain. 

Life Insurance: Better prospects in the long run, but challenged in the near term 

Through the first half of 2008 life insurance earnings have decreased 5% largely due to the 

10% decline in operating earnings in the second quarter. Earnings weakness has been 

driven by lower net investment income (-2%) and higher expenses. Again, investment 

income has suffered from partnership income, mutual funds, and trading account losses. 

Increased expenses have been seen in both benefits paid (+11%) and higher acquisition 

and other operating expenses (+14%). On a consolidated level, one of the bright spots has 
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been premium income increasing 14%, though roughly half has benefited from favorable 

foreign currency.  

On the revenue side, we expect lower levels of investment income to remain for the 

balance of the year for many of the same reasons mentioned above. The recent 

uncertainty in equity markets has shifted growth to fixed annuities, with the expectation of 

weak variable annuity sales to continue for the remainder of the year. This however could 

prove a bright spot for AIG, given its market leading position in fixed annuities (again, 

assuming no rating downgrades). 

Despite the 11% increase in benefits paid to date, benefits could still accelerate in the back 

half of the year as AIG has experienced favorable mortality in its domestic life insurance 

business – i.e., a return to expected levels (or unfavorable) would further pressure life 

insurance earnings. Lower amortization of DAC in domestic retirement services from 

realized capital losses occurred in both the first and second quarters and with the decline 

in investment returns AIG could potentially have a DAC recoverability issue (AIG reviews 

its DAC assumptions on a comprehensive basis and performs any large-scale unlockings 

in the fourth quarter). On the second-quarter call, management noted that if equity markets 

continue to decline it “could potentially necessitate unlocking” in its domestic variable 

annuities. While still too early to predict the ultimate impact, the second half of this year 

will likely continue to be pressured.  

Securities Lending: Still a problem 

AIG, like many other insurance companies, lends out a portion of large security holdings to 

various investors and financial institutions. In return, AIG receives collateral from 

counterparties, which it invests in various asset classes to earn a spread. In an effort to 

increase returns, the duration of these assets often exceeds that of the liabilities because 

many companies choose to renew their contracts and roll over the extended dates. 

However, due to AIG’s aggressive investment strategy into riskier classes, the current 

market value of the assets stood at $59.5 billion as compared with liabilities of $75.1 billion. 

Exhibit 10 shows the distribution of the assets and their respective credit ratings. As a 

result of the shortfall in the market value of assets relative to liabilities, during the quarter, 

AIG agreed to “deposit into the securities pool an amount equal to the investment losses 

realized by the pool in connection with sales of impaired securities, up to $5 billion” (per 

SEC filings). 

Exhibit 10: Securities lending: asset quality still a concern 

$ millions 

AAA AA A
BBB/ Not 

Rated
Short-
Term Total

Corporate debt 696          7,407       3,557       1,245       -           12,905     
MBS, ABS, and collateralized 30,933     3,170       437          1,640       -           36,180     
Cash and short term investments -           -           -           -           10,445     10,445     

Total 31,629     10,577     3,994       2,885       10,445     59,530      

Source: Goldman Sachs Research, company data. 
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oHG; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., 
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Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and 
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From: Patrick M Parkinson
To: steven.shafran@do.treas.gov
Cc: William BRODOWS; Arthur.Angulo@ny.frb.org; Theodore Lubke; Til Schuermann
Subject: Fw: Gameplan and Status to Date
Date: 08/19/2008 12:19 PM

Steve,

See below.  We keep coming up against the same quandary that we have discussed
previously. I still think it is worth engaging the industry group, even though that is
not without risks.  We could cast it simply as CRMPG III follow-up on issues of long-
standing interest to public sector as well as the private sector.  At the same time, we
could quietly drill down deeper at LB and perhaps at some other dealer that is not
under a cloud, both to see the extent to which different business models present
different problems and to be able to truthfully tell LB that they are not the sole
source of concern, as they shouldn't be.

On the substance, the interesting question is whether it would be possible to
stabilize the legal entity where most of an IB's OTC derivatives trades are booked.
One potential problem is that defaults by affiliates would allow counterparties to
terminate trades with the legal entity that we seek to stabilize.  Cross default
provisions presumably could allow counterparties to terminate trades with the legal
entity.  If so, how readily could the  legal entity reestablish its hedges, even if the
government recapitalized it or guaranteed its obligations?  Another potential problem
is that the legal entity may have large exposures to affiliates that are going under.
Notwithstanding these potential problems, I think the place to start is with an
understanding of the legal entities positions, hedges, and counterparty exposures.

As to timing, Both Bill and I (and many others) are on vacation this week.

Reactions?

Pat
----- Forwarded by Patrick M Parkinson/BOARD/FRS on 08/19/2008 11:56 AM -----

William
BRODOWS/NY/FRS@FRS

08/15/2008 06:11 PM

To Patrick M Parkinson/BOARD/FRS@BOARD

cc Arthur.Angulo@ny.frb.org, Theodore
Lubke/NY/FRS@FRS, Til Schuermann/NY/FRS@FRS

Subject Re: Fw: Gameplan and Status to Date

Pat--we met with Lehman two days ago and have a draft of notes that have not
been agreed upon.  In any event, I don't think we really got much new information
that will push the agenda forward.  My initial takeaway is that legal entity will drive
the analysis and that aggregation of counterparties across legal entities will be the
next level of analysis.  As HaeRan indicated, to really get into possibilities, you would
need to request master agreements which I believe would be a huge negative
signal, and I would be very reluctant to take that step.  In this connection, merely
having the meeting with Lehman caused a stir in Lehman and we had to assure
them that our questions were not institution specific, even as I noted that we did
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not have any other meetings yet scheduled with other institutions.  Fortunately,
there was an industry meeting on the subject the next day that indicated a broad
interest in the subject.  We were very careful to limit the meeting to 60 minutes.  I
would be very reluctant to drill deeper at Lehman at this point without a clear signal
that our work involved other institutions in some way.  Asking for the industry group
(your suggestion) would seem to me to be less provocative than gathering info from
a single firm.  However, I certainly can see the point that asking for the industry
group could spook the market, but going to a single firm is even less desirable in my
view.  Sorry I can't be more helpful than this.  Going on vacation next week, but will
check for your emails.  Cheers.

� Patrick M Parkinson/BOARD/FRS@BOARD

Patrick M
Parkinson/BOARD/FRS@BOARD

08/15/2008 02:02 PM

To Arthur.Angulo@ny.frb.org, Theodore
Lubke/NY/FRS@FRS, Til
Schuermann/NY/FRS@FRS, William
BRODOWS/NY/FRS@FRS

cc

Subject Fw: Gameplan and Status to Date

See below.  I worry that without gathering more info we will not come up with a
sensible gameplan.

How are you coming with info gathering from Lehman?

Pat
----- Forwarded by Patrick M Parkinson/BOARD/FRS on 08/15/2008 01:56 PM -----

Steven.Shafran@do.treas.gov

08/11/2008 03:04 PM

To Patrick.M.Parkinson@frb.gov

cc

Subject RE: Gameplan and Status to Date

My worry is that while this would make sense in a less stressed market,
that the timing right now is problematic.  If we ask, will we see
anything in time to deal with some of the immediate issues that concern
us?  And by asking, are we signaling concerns that only exacerbate the
issues?

My concern is we need a gameplan for a specific problem that we could be
confronted with at any time.

steve

-----Original Message-----
From: Patrick.M.Parkinson@frb.gov [mailto:Patrick.M.Parkinson@frb.gov] 
Sent: Friday, August 08, 2008 4:02 PM
To: Shafran, Steven
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Cc: Arthur.Angulo@ny.frb.org; haeran.kim@ny.frb.org; Schaffer, Laurie;
lucinda.brickler@ny.frb.org; Broome, Meredith;
Theodore.Lubke@ny.frb.org; Til.Schuermann@ny.frb.org;
William.BRODOWS@ny.frb.org; Patrick.M.Parkinson@frb.gov
Subject: Re: Gameplan and Status to Date

I have been plowing through the CRMPG III (Corrigan III) report.
Recommendation V-22 (p. 125) states that the industry should consider
formation of a "default management group", composed of senior business
reresentatives of major market participants (from the buyside as well as
the sell-side) to work with regulatory authorities on an ongoing basis
to
consider and anticipate issues likely to arise in the event of a default
of
a major counterparty.

Would it be worth asking Corrigan to accelerate formation of this group
and
ask them what they see as the issues?  We would of course need to be
careful not to suggest concerns about any particular market participant,
although they no doubt would draw their own conclusions.

Pat

 Patrick M

 Parkinson/BOARD/F

 RS
To 

 steven.shafran@do.treas.gov

 08/08/2008 09:47
cc 

 AM  Arthur.Angulo@ny.frb.org,

 haeran.kim@ny.frb.org,

 laurie.schaffer@do.treas.gov,

 lucinda.brickler@ny.frb.org,

 Theodore Lubke/NY/FRS@FRS, Til

 Schuermann/NY/FRS@FRS, William

 BRODOWS/NY/FRS@FRS, Patrick M

 Parkinson/BOARD/FRS@BOARD,

 Meredith.Broome@do.treas.gov

Subject 
 Gameplan and Status to Date

 (Document link: Patrick M

 Parkinson)
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Here is how I see the gameplan.  Comments are welcome.

1. Identify activities of the firm whose liquidation under Chapter 11
could
have a significant adverse effect on financial markets and the economy.

2. Gather additional information about those activities so as to assess
more accurately the potential for liquidation to have such an effect.

3. Where we conclude the potential is serious, identify actions that the
firm, its counterparties or the government could take to mitigate the
risk.
With respect to government actions, consider both actions that could be
taken under existing authority as well actions that would require
legislative authorization.

4. Our preliminary view is that the principal investment bank activities
that could entail systemic risk are tri-party repo borrowings and OTC
derivatives activities.  But we need to ask again whether they may be
other
such activities, including sec borrow/loan.

5. We have given considerable thought to what might be done to avoid a
fire
sale of tri-party repo collateral. (That said, the options under
existing
authority are not very attractive--lots of risk to Fed/taxpayer, lots of
moral hazard.) We still are at the early stages of assessing the
potential
systemic risk from close-out of OTC derivatives transactions by an
investment bank's counterparties and identifying potential mitigants.

Pat

 Patrick M

 Parkinson/BOARD/F

 RS
To 

 steven.shafran@do.treas.gov,

 08/08/2008 09:15  laurie.schaffer@do.treas.gov

 AM
cc 

 Arthur.Angulo@ny.frb.org,

 lucinda.brickler@ny.frb.org,

 William BRODOWS/NY/FRS@FRS,

 haeran.kim@ny.frb.org, Theodore

 Lubke/NY/FRS@FRS, Til

 Schuermann/NY/FRS@FRS, Patrick M

 Parkinson/BOARD/FRS@BOARD

Subject 
 Conference Call Participants
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Are copied on this message.
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From : 
Sent: 

Cornejo, Emil <emil.comej o@lehman.com> 

Wednesday, September 3, 2008 5: II PM (GMT) 

To: Birney, Janet <j birney@lehman.com>; Jones, Craig L <cljones@lehman.com>; Fleming, 
Dan (TSY) <dfleming@lehman.com> 

Subj ect: J P Morgan Agenda for-yarded for our review. FYI 

Mecl.ing Purpose: 

Lehman ("LEH") would likc 10 update us on their upcoming 3Q results 
which thcy will announcc Scptember 17th. Wc c.'\pecllhey will havc 
furthcr significant assct wri tc-downs primari ly originating from thcir 
commercial and resident ial real estate re lmed assets. Their 3Q resul lS 
willlikcly also come wilh announcements regardi ng Ihc aClions Ihcy will 
bc taking 10 sho rc-up Ihcir balancc shcct. bolster capitill (beyond thc 
$ 12Bn in cquity/h~' brid cquity they h,lYC raised so far Ihis ycar). and to 
operate successfully in the coming quarters in the new markct 
envirolllllcnt. Major thcmcs in Ihc press - (i) potcntial capital 
il~cction by Korea Dc,'Clopmclll Bank (KDB) orothcr sovcreign wcalth 
fund: (ii) salc of all or p..1rt of their I nvcsuncllt Managcmcnt Division 
(Neubcrgcr Benmll includcd) valucd at bctwcen $7-1 OBn: (iii) s,1 lc of 
rcal cstate assets o r fonnation of;1 bad b;mk/good b;mk with a private 
equity sponsorls may be touched on during this discussion. 

TIlere is a strong desire at LEH to hm'c open and frank dialoguc with JPM 
at all levcls of our o rg:miJ'lltions. I. Lowill and C., O'Meam. would 
like to have more frequent contact with B. Zubrow and other mcmbers of 
our scnio r managcment. This mecting is partially meant to foster this 
dialoguc. As LEH's primary operating scrvices providcr. LEH n1.1nllgemcnt 
WlInl to ensure that wc are full y briefcd on thcir strutegy lind 
challengcs as they nced our suplXlrt to operatc their busincss, 

In addition to getting a 3Q updatc. we want to re"icw thc following 
items: 

( I) Tri-party rcpo CTPR") 

Accomplisluncnts 

-At H)(Y'I .. invcstor margin: hll\ 'c $8Bn in additio nal margin to covcr 
priccJliquidity risk ($5B n CLOs Iprimarily corporule loan CLOsj and $3Bn 
conduit CP): 

Nex1 Steps (JPM's responsibility) 

-lntJoducc intra-day ll1.1rgi ning calculation (mid-Septcmber) 

-Tag and stop unwind oflenn rcpos (l iming TBD) 

Potcntial DiSC LIssion Topics 

-LchU1.11l belicves wc are ovcrcollateralizcd against tllC imraday risks -

FOIA CONFIDENTIAL TREATMENT REQUESTED 
BY LEHMAN BROTHERS HOLDINGS INC , 
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wants to go to intrnday margining as tllCY believe this will allow them 
10 take back somc 1l1argin 

(2) Pricing & collatcr;ll choicc for covcmgc of liquidity/price risk in 
TPR 

Ncxt Stcps (JPM's responsibility) 

-Hi re 3rd p.1ny pricing sc.v icc 10 price the CLOs placed as margin 

-Review the pric ing with Lehman 

Potential Discussions Topics 

-Likely do not ag ree on value and may need to substitute collateral 
(intrinsic vs. liquidation value): 

-Will 3rd p.1ny pricing necessitate the necd for Lchuml1 to funher I11mk 
the asselS we hold as 'Hargin: 

-TI1Cse assets are pan of LEH's liquidity pool (classified as ABS. 
corporates, CMOs). despite their less than eash liquidity profile 

(3) Securing of $2Bn intmday for UK collateral management business 

AccomplislulIents 

-Explained the rationale and need to sccure the intmday risk associated 
with Ihe collateral manage ment business we provide Lchm.111 in the UK 

Next Steps UPM's responsibility) 

-Detennine whether margin held in the US forTPR is eligible 10 also be 
uscd for securing the UK eollaternlmal1.1gemem business 

-DiscliSs opernlio nal and legal points 111.11 will allow Ihis business to 
be seeured 

Potential Discussion Topics: 

-Lc hman would vcry mueh like 10 usc a ponion Of all of theif margin 
held in the US fo r collalernl for the ir UK colJateml malt.1gemcnt 
business 

Key Ongoi ng Risk Management & Securit ies Services Product StructuTC 
Agenda Items 

• Dctennine pricing and colhlleml composition forTPR m;Jrgin (end 
September): 

• Share il1!mduy margin for TPR tmnsparently through the dealers' 
cleamnee system (mid to late September) 

• Secure UK colJatemim.111,lgement intmday exposure - detenuine 
whether US TPR margin can be lIsed ill whole or in p<tn. whether 
additional collateral is required (mid-Nove mber or earlier): 

• Dctennine I\·hether JPM can facc one LEH cntity going forward for 
FXlDeril'll tivcs lllld whethcr itistorical tr;ldes can be rcorg.1ni7..ed under 
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BY LEHMAN BROTHERS HOLDINGS INC. 

LBHI FCI C 01 33 4 91 



lhe same entity (bdorc December): 

• Complete LBHl guaralllcc rc\'iew (end September / mid October) 

FOIA CONFIDENTIAL TREATMENT REQUESTED 
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From: Patrick M Parkinson
To: Theodore Lubke
Subject: Draft Email to Shafran re Contingency Planning re OTC Derivatives
Date: 09/05/2008 01:50 PM
Attachments: Info Request for OTC Derivatives  Sep 4 2008.doc

Theo, 

Please review and comment asap on the message below.

Thanks.

Pat

*************************************************

Steve,

We have discussed this matter with President Geithner and are planning to move
forward promptly on several fronts.

1. We are going to make the attached request to Lehman Brothers for information
regarding their OTC derivatives positions. Tim will call Dick Fuld soon to inform him
of the request prior to its delivery.

2. With respect to other OTC derivatives dealers, there is an existing Federal reserve
project that has been at six BHCs' MIS with respect to counterparty credit risk
management, with a focus on OTC derivatives.  To date this project has focused on
metrics that are relevant to the banks as going concerns rather metrics that would
be relevant to assessing the potential risks from their failure or options for mitigating
those risks. Further, it has not covered the IBs. Nonetheless, we believe that it
would be better to expand this existing project rather than initiate a separate but
related project.  Expanding the project may take some time, but we need some time
to sharpen our information requests related to a failure scenario.

3. Tim will ask Corrigan to accelerate formation of the private-sector default
management group (DMG) that was proposed by CRMPG III.  Specifically, we will
ask the group to advise us on: (1) the information that we would need to obtain
from a troubled dealer to assess the potential impact of closeout of a dealer's OTC
derivatives books on its counterparties and on financial markets; and (2) the
information that a potential acquirer of a troubled dealer's OTC derivatives book
(and possibly also related hedges)  to assess the potential risks and returns from
such an acquisition.  The group's advice (and what we learn in the course of
inquiries at Lehman) would inform the next steps in the MIS project and ultimately
what our expectations will be with respect to dealer MIS.

4.  Last (but not least), Theo Lubke and I have been asked to work with you to
create the "playbook" for an IB failure that the Secretary has been asking for.  We
see it having at least three segments, corresponding to what we see as the areas of
greatest concern: (1) its tri-party repos and other secured financing, (2) its OTC
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derivatives book, and (3) its obligations to various clearing entities (FICC, NSCC,
DTC, CME, OCC, etc.) and the risks to those entities in the event that it does not
meet those obligations.  Tim would like us to complete a draft of the playbook by
Sep. 15 when LB, MS, and GS will be reporting their earnings.

Please let me know asap if they seems reasonable to you (other than the Sep. 15
deadline for project #4!).  Also, I assume that we will want to involve SEC in
preparation of the playbook  Please let me know if Treasury wants to take the lead
in drawing the SEC in or whether you want us to do that.

Pat
� Steven.Shafran@do.treas.gov

Steven.Shafran@do.treas.gov

08/28/2008 04:54 PM

To Patrick.M.Parkinson@frb.gov

cc

Subject RE: treasury draft

Thanks for the quick response.

I had a brief chat w Paulson yesterday, and the view here (consistent w
yours) is that it is impt for us to continue to push ahead to collect
the information we need in the short term for contingency planning
purposes.  Can confirm that his preference is to do this in a way that
minimizes disruption or concerns.  Indicating that we are working in
spirit of Corrigan recommendations and with more than one institution
seems a good idea.

Im here tomorrow.  Have a good weekend and lets talk Tuesday when you
back.  Looking forward to de-brief on the fed staff/ny staff OTC
analysis.

Steve

-----Original Message-----
From: Patrick.M.Parkinson@frb.gov [mailto:Patrick.M.Parkinson@frb.gov] 
Sent: Thursday, August 28, 2008 4:34 PM
To: Shafran, Steven
Subject: Re: treasury draft

Steve,

Thanks.  No, I will not be in the office tomorrow. I have circulated
this
to a small group of Fed (NY and DC) staff and will discuss with them
next
week.

Fed staff had a long discussion of the OTC derivatives issues today.
New
York staff will seek some guidance from Geithner tomorrow.  I related
your
view that if we are going to approach individual firms we should do so
at
the top.  Whatever we do with individual firms, we are inclined to
encourage Corrigan to move ahead promptly with his initiative.  But we
don't see that as a substitute for gathering some info from individual
firms in the very near term.
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Pat

 Steven.Shafran@do

 .treas.gov

To 
 08/28/2008 04:11  Patrick.M.Parkinson@frb.gov

 PM
cc 

Subject 
 treasury draft

Pat:  attached is a draft of the working product over here.  Looking
forward to comparing notes between this effort and yours.  I think the
teams were working together and hope we haven't drifted too far apart.
Will you be in on Friday?

steve

<<systemicallycriticallegis draft ls.7.29.doc>> (See attached file:
systemicallycriticallegis draft ls.7.29.doc)
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Meg
McConnell/NY/FRS

09/09/2008 11:07 AM

To Meg McConnell/NY/FRS@FRS, Arthur
Angulo/NY/FRS@FRS, Brian Peters/NY/FRS@FRS, Chris
McCurdy/NY/FRS@FRS, Clinton Lively/NY/FRS@FRS,
Craig Leiby/NY/FRS@FRS, Debby
Perelmuter/NY/FRS@FRS, Dianne
Dobbeck/NY/FRS@FRS, HaeRan Kim/NY/FRS@FRS,
James P Bergin/NY/FRS@FRS, Jamie
McAndrews/NY/FRS@FRS, Jan Voigts/NY/FRS@FRS,
Jonathan Polk/NY/FRS@FRS, Lucinda M
Brickler/NY/FRS@FRS, Michael Holscher/NY/FRS@FRS,
Michael Schetzel/NY/FRS@FRS, Patrick M
Parkinson/BOARD/FRS@BOARD, Sandy
Krieger/NY/FRS@FRS, Sarah Dahlgren/NY/FRS@FRS,
Steven Friedman/NY/FRS@FRS, Terrence
Checki/NY/FRS@FRS, Theodore Lubke/NY/FRS@FRS,
Thomas Baxter/NY/FRS@FRS, Til
Schuermann/NY/FRS@FRS, Wendy Ng/NY/FRS@FRS,
William BRODOWS/NY/FRS@FRS

cc Kristin Mayer/NY/FRS@FRS, Michael
Silva/NY/FRS@FRS

Subject Quick comparison

As he mentioned in the meeting this morning, Tim would like someone
to put together a quick "what's different? what's the same?" list about
LEH vs BSC, as well as about mid-March (then) vs. early Sept (now).
He would like this for a call he's having with Chairman Bernanke at
3:00.  Any takers for this?  Please let me know.
Thanks,
Meg

--------------------------
Margaret M. McConnell
Federal Reserve Bank of New York
212-720-8773

� Meg McConnell

 ----- Original Message -----
From: Meg McConnell
Sent: 09/08/2008 06:44 PM EDT
To: Arthur Angulo; Brian Peters; Chris McCurdy; Clinton

Lively; Craig Leiby; Debby Perelmuter; Dianne Dobbeck; HaeRan
Kim/NY/FRS@NY; James Bergin; Jamie McAndrews; Jan Voigts;
Jonathan Polk; Lucinda Brickler; Meg McConnell; Michael
Holscher; Michael Schetzel; Patrick Parkinson; Sandy Krieger;
Sarah Dahlgren; Steven Friedman; Terrence Checki/NY/FRS@NY;
Theodore Lubke; Thomas Baxter; Til Schuermann; Wendy Ng; William
BRODOWS

Cc: Kristin Mayer; Michael Silva
Subject: Meeting tomorrow at 9:00

The purpose of tomorrow's meeting is to continue the discussion of near-term
options for dealing with a failing nonbank.  Sorry for the late notice on this meeting.
Meg
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Counterparty Industry Description CCE ($mm) MPE ($mm) Deal counts
MINISTRY OF FINANCE ITALY (1) CENTRAL GOVERNMENT DEPAR 2,878            5,300              16                   
BH FINANCE LLC (2) MISC FINANCE COMPANIES 1,445            2,854              44                   
PYXIS ABS CDO 2007-1 LTD SPECIAL PURPOSE VEHICLE 1,085            1,128              125                 
LIBRA CDO LIMITED SPECIAL PURPOSE VEHICLE 889               961                 146                 
MKP VELA CBO LTD SPECIAL PURPOSE VEHICLE 877               981                 110                 
CENTRAL BANK OF NORWAY (NORGES BANK) CENTRAL BANK 543               727                 1,560              
KBC INVESTMENTS CAYMAN ISLANDS V LTD SPECIAL PURPOSE VEHICLE 435               500                 1                     
BALLYROCK ABS CDO 2007-1 LTD SPECIAL PURPOSE VEHICLE 392               420                 108                 
CANADIAN NATURAL RESOURCES OIL/GAS COMPANY 379               484                 26                   
GE FINANCIAL MARKETS GENERAL MANUFACTURER 369               512                 110                 
PORTFOLIO CDS TRUST 187 FINANCIAL GUARANTOR 357               390                 1                     
TEXAS COMPETITIVE ELECTRIC HOLDINGS CO LLC UTILITY-INVeSTOR OWNED/IND 334               1,059              8                     
PRESIDENT AND FELLOWS OF HARVARD COLLEGE COLLEGES/UNIVERSITIES 298               321                 200                 
MINISTRY OF FINANCE GERMANY CENTRAL GOVERNMENT DEPAR 291               410                 62                   
DEUTSCHE BANK AG COMMERCIAL BANK 283               1,480              59,149            
AGR FINANCIAL PRODUCTS INC FINANCIAL GUARANTOR 275               364                 75                   
EUROPEAN INVESTMENT BANK SUPRANATIONALS - MULTI GOVT 268               525                 22                   
MIZUHO INTERNATIONAL PLC BROKER DEALER GENERAL 260               714                 8,820              
CHESAPEAKE ENERGY CORPORATION OIL/GAS COMPANY 247               999                 268                 
CALYON COMMERCIAL BANK 225               1,072              7,397              
JPMORGAN CHASE BANK NA COMMERCIAL BANK 213               1,323              53,036            
LINN ENERGY LLC OIL/GAS COMPANY 207               418                 30                   
RUBY FINANCE 2008-01 LEHMAN SPECIAL PURPOSE VEH 33                 83                   5                     
MORGAN STANLEY CAPITAL SERVICES INC BROKER DEALER GENERAL 173               675                 40,283            
801 GRAND CDO SPC SERIES 2006-1 LEHMAN SPECIAL PURPOSE VEH 173               280                 9                     

Counterparty Industry Description CCE ($mm) MPE ($mm) Deal counts
DEUTSCHE BANK AG COMMERCIAL BANK 283               1,480              59,149            
JPMORGAN CHASE BANK NA COMMERCIAL BANK 213               1,323              53,036            
UBS AG COMMERCIAL BANK 43                 832                 44,619            
MORGAN STANLEY CAPITAL SERVICES INC BROKER DEALER GENERAL 173               675                 40,283            
BARCLAYS BANK PLC COMMERCIAL BANK 100               1,251              36,912            
CITIBANK NA COMMERCIAL BANK 92                 804                 24,816            
BANK OF AMERICA NATIONAL ASSOCIATION COMMERCIAL BANK 56                 579                 23,188            
ROYAL BANK OF SCOTLAND PLC (THE) COMMERCIAL BANK 19                 602                 22,294            
GOLDMAN SACHS INTERNATIONAL BROKER DEALER GENERAL 77                 372                 18,896            
BNP PARIBAS COMMERCIAL BANK 147               864                 18,609            
MERRILL LYNCH INTERNATIONAL BROKER DEALER GENERAL 20                 311                 17,289            
BEAR STEARNS CREDIT PRODUCTS INC BROKER DEALER GENERAL 38                 244                 16,890            
SOCIETE GENERALE COMMERCIAL BANK 77                 860                 12,021            
MIZUHO INTERNATIONAL PLC BROKER DEALER GENERAL 260               714                 8,820              
ABN AMRO BANK NV COMMERCIAL BANK 22                 641                 7,854              
CALYON COMMERCIAL BANK 225               1,072              7,397              
HSBC BANK USA COMMERCIAL BANK 82                 223                 5,781              
DRESDNER BANK AG COMMERCIAL BANK 70                 328                 5,767              
AIG INTERNATIONAL INC INSURANCE-LIFE/HEALTH 17                 49                   5,445              
BANK OF TOKYO MITSUBISHI UFJ LTD COMMERCIAL BANK 76                 134                 4,103              
NATIXIS COMMERCIAL BANK 52                 350                 3,799              
WACHOVIA BANK NATIONAL ASSOCIATION COMMERCIAL BANK 27                 367                 3,375              
MORGAN STANLEY CAPITAL GROUP, INC. BROKER/DEALER COMMODITIES 23                 94                   2,740              
BAYERISCHE HYPO-UND VEREINSBANK AG COMMERCIAL BANK 90                 309                 2,353              
COMMERZBANK AG COMMERCIAL BANK 114               523                 2,201              

Derivatives:  Top 25 Counterparties by Current Exposure (to Lehman)

Derivatives:  Top 25 Counterparties by Deal Count

(1) Exposure reported above does not reflect hedges we have against our exposure, including $1,899m of long credit protection.  Actual CCE and MPE net of hedges was $979m 
and $3,401m respectively.
(2) Exposure reported above does not reflect $710m of CDS hedges we have against our exposure.  Actual CCE and MPE net of hedges was $735m and $2,144m respectively.

1 of 3
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"Gameplan"
9/2/08

Bear Lehman Lehman
Q108 Q108 Q308

Net Balance Sheet 254              397              315
Net Leverage 22.6x 15.4x 10.7x
Liquidity Pool 17                34                41
STD (excluding current portion) 16                16
Current Portion LTD 10 19

Total Short-term Debt 26                35
Short-term Debt/Liquidity Pool 1.5x 1.0x
Unencumbered Assets 14                161
Free Credit Balances 43                13                1

Presentation to FRBNY 
on 5/28/08Key Liquidity Metrics

LEHMAN'S VIEW OF LEHMAN VS. BEAR 
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From: Lucinda M Brickler
To: Meg McConnell
Cc: Arthur Angulo; Brian Peters; Chris McCurdy; Clinton Lively; Craig Leiby; Debby Perelmuter; Dianne Dobbeck;

HaeRan Kim; James P Bergin; Jamie McAndrews; Jan Voigts; Jonathan Polk; Kristin Mayer; Michael Holscher;
Michael Schetzel; Michael Silva; Patrick M Parkinson; Sandy Krieger; Sarah Dahlgren; Steven Friedman;
Theodore Lubke; Til Schuermann; Wendy Ng; William BRODOWS; Timothy Geithner

Subject: Re: Quick comparison
Date: 09/09/2008 02:40 PM
Attachments: triparty bear versus lb.doc

Lucinda Brickler
Payments Policy Function
Federal Reserve Bank of New York 
212.720.6132 or 646.720.6132
� Meg McConnell/NY/FRS

Meg
McConnell/NY/FRS

09/09/2008 12:39 PM

To William BRODOWS/NY/FRS@FRS, Lucinda M
Brickler/NY/FRS@FRS

cc Arthur Angulo/NY/FRS@FRS, Brian
Peters/NY/FRS@FRS, Chris McCurdy/NY/FRS@FRS,
Clinton Lively/NY/FRS@FRS, Craig Leiby/NY/FRS@FRS,
Debby Perelmuter/NY/FRS@FRS, Dianne
Dobbeck/NY/FRS@FRS, HaeRan Kim/NY/FRS@FRS,
James P Bergin/NY/FRS@FRS, Jamie
McAndrews/NY/FRS@FRS, Jan Voigts/NY/FRS@FRS,
Jonathan Polk/NY/FRS@FRS, Kristin
Mayer/NY/FRS@FRS, Michael Holscher/NY/FRS@FRS,
Michael Schetzel/NY/FRS@FRS, Michael
Silva/NY/FRS@FRS, Patrick M
Parkinson/BOARD/FRS@BOARD, Sandy
Krieger/NY/FRS@FRS, Sarah Dahlgren/NY/FRS@FRS,
Steven Friedman/NY/FRS@FRS, Theodore
Lubke/NY/FRS@FRS, Til Schuermann/NY/FRS@FRS,
Wendy Ng/NY/FRS@FRS

Subject Re: Quick comparison

1. Lucinda and McCurdy are doing a "that was then, this is now"
analysis for the triparty repo piece.
2. Markets (I think?) is going to do some state of the world
comparison.
3. We have Bill B. giving us Leh's version of the difference between
them and BSC.

(Not sure whether we want to also do something that focuses narrowly
on OTC derivatives, or whether that will be covered in what Brodows
sends?).

These would need to be ready by around 2:45 or so at the latest.
Thanks!
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Meg
--------------------------
Margaret M. McConnell
Federal Reserve Bank of New York
212-720-8773

� William BRODOWS

 ----- Original Message -----
From: William BRODOWS
Sent: 09/09/2008 12:22 PM EDT
To: Lucinda Brickler
Cc: Arthur Angulo; Brian Peters; Chris McCurdy; Clinton

Lively; Craig Leiby; Debby Perelmuter; Dianne Dobbeck; HaeRan
Kim; James Bergin; Jamie McAndrews; Jan Voigts; Jonathan Polk;
Kristin Mayer; Meg McConnell; Michael Holscher; Michael
Schetzel; Michael Silva; Patrick Parkinson; Sandy Krieger; Sarah
Dahlgren; Steven Friedman; Terrence Checki; Theodore Lubke;
Thomas Baxter; Til Schuermann; Wendy Ng

Subject: Re: Quick comparison
I have Lehman's own analysis of differences between their position and position of
Bear which I will forward.
� Lucinda M Brickler/NY/FRS

Lucinda M
Brickler/NY/FRS

09/09/2008 11:28 AM

To Meg McConnell/NY/FRS@FRS

cc Arthur Angulo/NY/FRS@FRS, Brian
Peters/NY/FRS@FRS, Chris McCurdy/NY/FRS@FRS,
Clinton Lively/NY/FRS@FRS, Craig Leiby/NY/FRS@FRS,
Debby Perelmuter/NY/FRS@FRS, Dianne
Dobbeck/NY/FRS@FRS, HaeRan Kim/NY/FRS@FRS,
James P Bergin/NY/FRS@FRS, Jamie
McAndrews/NY/FRS@FRS, Jan Voigts/NY/FRS@FRS,
Jonathan Polk/NY/FRS@FRS, Kristin
Mayer/NY/FRS@FRS, Meg McConnell/NY/FRS@FRS,
Michael Holscher/NY/FRS@FRS, Michael
Schetzel/NY/FRS@FRS, Michael Silva/NY/FRS@FRS,
Patrick M Parkinson/BOARD/FRS@BOARD, Sandy
Krieger/NY/FRS@FRS, Sarah Dahlgren/NY/FRS@FRS,
Steven Friedman/NY/FRS@FRS, Terrence
Checki/NY/FRS@FRS, Theodore Lubke/NY/FRS@FRS,
Thomas Baxter/NY/FRS@FRS, Til
Schuermann/NY/FRS@FRS, Wendy Ng/NY/FRS@FRS,
William BRODOWS/NY/FRS@FRS

Subject Re: Quick comparison

Meg

Chris McCurdy and I will put together the "that was then, this is now" analysis for
the triparty repo piece.

Lucinda

Lucinda Brickler
Payments Policy Function
Federal Reserve Bank of New York 
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212.720.6132 or 646.720.6132
� Meg McConnell/NY/FRS

Meg
McConnell/NY/FRS

09/09/2008 11:07 AM

To Meg McConnell/NY/FRS@FRS, Arthur
Angulo/NY/FRS@FRS, Brian Peters/NY/FRS@FRS, Chris
McCurdy/NY/FRS@FRS, Clinton Lively/NY/FRS@FRS,
Craig Leiby/NY/FRS@FRS, Debby
Perelmuter/NY/FRS@FRS, Dianne
Dobbeck/NY/FRS@FRS, HaeRan Kim/NY/FRS@FRS,
James P Bergin/NY/FRS@FRS, Jamie
McAndrews/NY/FRS@FRS, Jan Voigts/NY/FRS@FRS,
Jonathan Polk/NY/FRS@FRS, Lucinda M
Brickler/NY/FRS@FRS, Michael Holscher/NY/FRS@FRS,
Michael Schetzel/NY/FRS@FRS, Patrick M
Parkinson/BOARD/FRS@BOARD, Sandy
Krieger/NY/FRS@FRS, Sarah Dahlgren/NY/FRS@FRS,
Steven Friedman/NY/FRS@FRS, Terrence
Checki/NY/FRS@FRS, Theodore Lubke/NY/FRS@FRS,
Thomas Baxter/NY/FRS@FRS, Til
Schuermann/NY/FRS@FRS, Wendy Ng/NY/FRS@FRS,
William BRODOWS/NY/FRS@FRS

cc Kristin Mayer/NY/FRS@FRS, Michael
Silva/NY/FRS@FRS

Subject Quick comparison

As he mentioned in the meeting this morning, Tim would like someone
to put together a quick "what's different? what's the same?" list about
LEH vs BSC, as well as about mid-March (then) vs. early Sept (now).
He would like this for a call he's having with Chairman Bernanke at
3:00.  Any takers for this?  Please let me know.
Thanks,
Meg

--------------------------
Margaret M. McConnell
Federal Reserve Bank of New York
212-720-8773

� Meg McConnell

 ----- Original Message -----
From: Meg McConnell
Sent: 09/08/2008 06:44 PM EDT
To: Arthur Angulo; Brian Peters; Chris McCurdy; Clinton

Lively; Craig Leiby; Debby Perelmuter; Dianne Dobbeck; HaeRan
Kim/NY/FRS@NY; James Bergin; Jamie McAndrews; Jan Voigts;
Jonathan Polk; Lucinda Brickler; Meg McConnell; Michael
Holscher; Michael Schetzel; Patrick Parkinson; Sandy Krieger;
Sarah Dahlgren; Steven Friedman; Terrence Checki/NY/FRS@NY;
Theodore Lubke; Thomas Baxter; Til Schuermann; Wendy Ng; William
BRODOWS

Cc: Kristin Mayer; Michael Silva
Subject: Meeting tomorrow at 9:00

The purpose of tomorrow's meeting is to continue the discussion of near-term
options for dealing with a failing nonbank.  Sorry for the late notice on this meeting.
Meg
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What do we know about conditions in the triparty repo market in September 2008 that we 
either did not know or that has changed since the situation in March 2008?  

� We didn’t/don’t know much about Bear’s triparty repo book
o It was probably about $50-80 billion, depending on who was talking
o It was probably weighted heavily toward MBSs

� We know much more about Lehman’s triparty repo book
o Size much larger than Bear

Value of 
Collateral

Percentage of 
Value

OMO Eligible $128 billion 70%
Treasury $35 billion 19%
Agency debt $28 billion 15%
Agency MBS $65 billion 35%
Non-OMO PDCF-eligible $31 billion 17%
Non-OMO, non-PDCF $23.5 billion 13%
TOTAL $182 100%

o Term of financing percentage financed for more than one night increases 
for less liquid collateral

OMO-eligible 17%
Non-OMO, PDCF 33%
Non-PDCF 50%

o Margins for less liquid collateral, particularly non-investment grade 
private label CMOs and asset-backed securities, are higher (and are 
probably more rational than they were in March)

o Investors concentration is high with the top 10 counterparties providing 
80% of the financing; the good news is that these are all sophisticated 
advisors and investors who should be expected to take a professional view 
of the issues; the bad news is that they are investing others’ money and 
need to meet fiduciary responsibilities and avoid perception of being too 
exposed

� BNYM (sec lending and asset mgmt) $35 billion (19%)
� JPMC and State Street $35 billion
� Fidelity $12 billion

o Post-bear, investors may be quicker to withdraw funds

� PDCF is a backstop
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� Fidelity is the only 2a7 fund in the top 10 investors, generally 
accepts lower quality collateral, will likely be among the first 
to flee

� Lesson from March was that it is better to be the first to flee 
than the last
|

o We know that the matched book is large in nominal terms ($550 billion+), 
but we have no insights as to the degree of double counting or netting that 
this number involves.  The consequence of an unwind would be to cause 
dislocations (of unknown severity) for a fair number of investors/market 
players who rely on the intermediation provided by Lehman.

o We now know that clearing banks do not have the technical capacity to 
effect an unwind by collateral type (only by firm and with some effort by 
trade).  This was an option considered during the Countrywide episode 
that the clearing banks, in fact, would not have been able to operationalize.

o Other concerns

� Intraday liquidity provided by settlement banks may be a 
problem as LB’s situation deteriorates.  Citi, JPMC and we 
believe BofA have all demanded more margin from LB for 
providing clearing and settlement liquidity.  We know that 
Citibank is watching them closely on an international basis and 
if they become uncomfortable, they will likely demand more 
intra-day margin and will likely cut off Lehman if they don’t 
receive it.  LB has a much larger international footprint than 
Bear had.

� DTCC complex is likely watching Lehman more closely and 
could raise participants fund deposits or cut net debit cap if 
they feel uncomfortable.  Most likely they would not do this 
without speaking to us first.  A concern is that 
uncertainties/misperceptions about closeout procedures may 
still exist among CC participants, which could cause them to 
pull back from the CC to avoid loss sharing.
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From: Rita C Proctor
To: Rita C Proctor
Cc: Brian F Madigan; Cecelia M Bradshaw; Donald L Kohn; Julie Edwards; Kevin Warsh; Margaret Owens; Marie L

Spicer; Michelle A Smith; Patrick M Parkinson; Rivane V Bowden; Scott Alvarez; Valerie Delaney; Yvette K
McKnight-Johnson

Subject: Conference Call -- Wednesday, 9/10/08 @ 8:30 a.m.
Date: 09/09/2008 07:37 PM

Wednesday, September 10, 2008
    
    08:30 AM - 09:30 AM    Conference Call [re: Lehman Brothers]

Location: Chairman's Office
Principals:  Secy. Cox, Chairman Bernanke, Vice Chairman Kohn, Governor
Warsh & President Geithner
Board Staff:  Scott Alvarez, Brian Madigan, Pat Parkinson & Michelle Smith
FRB NY Staff:  Arthur Angulo, Thomas Baxter &  William Rutledge

Conference bridge information:

                Toll Free Dial In Number:
Participant Code: 

                Int'l Access/Caller Paid Dial In Number:  

                

Rita
************
Rita C. Proctor
Assistant to the Chairman 
The Honorable Ben S. Bernanke
Federal Reserve Board
Eccles Board Building
20th and C Street, N.W.
Washington, DC  20551
Phone:  202-452-3201
Fax:  202-452-6499
rita.c.proctor@frb.gov
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From: Rita C Proctor
To: Donald L Kohn; Kevin Warsh; Michelle A Smith; Scott Alvarez; Brian F Madigan; Patrick M Parkinson; Marie L

Spicer
Cc: Rivane V Bowden; Margaret Owens; Valerie Delaney; Cecelia M Bradshaw; Julie Edwards; Yvette K McKnight-

Johnson; Cecelia M Bradshaw
Subject: This evening's conference call will take place at 5 p.m. instead of 6 p.m.
Date: 09/09/2008 04:26 PM

Tuesday, September 9, 2008
    
    05:00 PM - 06:00 PM    Conference Call [re: Lehman Brothers]

Location: Chairman's Office
Principals:  Secy. Paulson, Secy. Cox, Chairman Bernanke, Vice Chairman
Kohn(?) Governor Warsh & President Geithner
Board Staff:  Scott Alvarez, Brian Madigan, Pat Parkinson & Michelle Smith
FRB NY Staff:  Arthur Angulo, Thomas Baxter &  William Rutledge

Conference bridge information:

Toll Free Dial In Number: (866) 209-6438
Participant Code: 623345
Int'l Access/Caller Paid Dial In Number:  (865) 297-1127
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From: Patricia MosseriNYiFRS 
Sent: Sep 10, 2008 11 :49:58 
To: Debby Perelmuter/NY/FRS@FRS; Richard DzinaINY IFRS; Susan.McLaughlin@ny.frb.org; 
Michael.Holscher@ny.frb.org; Chris Burke/KY/FRS; Michael Schetzel/NY/FRS; Joshua Frost/KY/FRS; Susan 
Stiehm/KY/FRS; Alejandro LaTorre/KY/FRS@FRS@NY 
Cc: William Dudley/NY /FRS 
Bcc: William DudleylNY IFRS 
SUbject: thoughts on Lehman 

following up on Bill's request for ''''thoughts on how to resolve Lehman'''' from yesterday. This is very rough and a bit 
out there frankly. I've included several ideas from our conversations yesterday afternoon, as well as some thoughts of 
my O\vn. I also included a view on how lending to Lehman could be done -- pros and cons of different ways -- eg 
PDCF, TSLF, nonrecourse loan, etc. I have absolutely no number in here yet --- but those can be added.... If any of 
this is useful for the various workstreams going on around the bank, please let me know .... 

1 Attachment 
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From: Mark VanDerWeide
To: Scott Alvarez; Patrick M Parkinson; Brian F Madigan
Subject: lehman
Date: 09/10/2008 12:25 PM

Call with FRBNY just ended.  FRBNY will send around call-in info when the next call
gets scheduled.

Call ended with a discussion of various clearing utilities exposure to Lehman.  DTC
and NSCC have very little current exposure to Lehman.  Apparently GSD does have a
$6.6B exposure to Lehman (secured by USTs and GSE debt).  GSD had uncommited
repo lines that it could call on if needed in even of Lehman failure to pay.  Nobody
at FRBNY seemed to concerned about the clearing exposures.

Mark
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From: Jamie.McAndrews@ny.frb.org
To: Patrick Parkinson; Jeff Stehm
Subject: Fw: Default Management Group 9 Sep 2008.doc
Date: 09/11/2008 02:06 PM
Attachments: Default Management Group Sep 2008.doc

For the meeting you are listening in on.

Jamie
--------------------------
Sent from my BlackBerry Wireless Handheld (www.BlackBerry.net)

----- Original Message -----
From: Jamie McAndrews
Sent: 09/11/2008 02:01 PM EDT
To: Tobias Adrian
Cc: Beverly Hirtle; Michael Schussler
Subject: Re: Default Management Group 9 Sep 2008.doc

Some edits:

(See attached file: Default Management Group Sep 2008.doc)

Tobias
Adrian/NY/FRS
To
09/11/2008 01:40  Jamie McAndrews/NY/FRS@FRS
PM  cc

Subject
Default Management Group 9 Sep
2008.doc

[attachment "Default Management Group 9 Sep 2008.doc" deleted by Jamie
McAndrews/NY/FRS]

 - Default Management Group Sep 2008.doc
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Lehman Default Management Group

Purpose:
Convene a representative group of Lehman counterparties and creditors to make plans in 
the event of a bankruptcy filing by Lehman.

Under the auspices of the FRBNY, the group would initially consist of trading partners 
who trade contracts that are resolved outside the bankruptcy process, such as derivatives, 
swaps, QFCs, repos, commodities futures, etc. One set of firms that meet this definition 
would be all member firms of the CRMPG.  The key is that firms conduct a “critical 
mass” of trades with Lehman, so that the close out of other trades would not confer large 
external costs on the market.

The purpose of the group is to reach a public agreement by the members of the group to 
hold off on fully exercising their contractual rights to close out their trades with the 
defaulting counterparty. Specific potential agreements could include an agreement to 
establish a process to net down all exposures versus the defaulting counterparty and an 
agreement to use a common valuation for marking positions after the bankruptcy filing.

Idea: There are three possibilities for the weekend: 1) single institution taking over, 2) 
consortium taking over, 3) bankruptcy.
Unless we have credible bankruptcy plan our negotiating position for limiting the subsidy 
in the liquidation consortium option will be weak. Consequently, planning for a 
bankruptcy will reduce some of the expected costs of bankruptcy and externalities 
imposed on the financial system as a whole, and make it a more viable alternative.

Timing: Contingent on the anticipated bankruptcy filing by Lehman, on Friday evening, 
after the markets have closed, issue invitations to the chief risk officers of the member 
firms.  The meeting would convene at 9:00 a.m. on Saturday at the FRBNY, and continue 
through to Sunday evening.  

Membership: Because the focus is primarily on the trading partners of Lehman, the 
membership will be broadly representative of the major financial counterparties of 
Lehman, including derivatives, futures, swaps, commodities, and repo counterparties.  In 
addition, major regulators, both domestic and foreign, will be informed of the activity of 
the group.

A second, larger, group could be convened on the day of the bankruptcy, which would 
consist of all major creditors of the defaulting party.

Outcome: A public statement of the framework to which the members would have 
agreed.  To be issued on Sunday evening.

Antitrust concerns: There is a concern that the group could engage in illegal price 
setting or other restraints of trade.  To prevent this, the group should be open and it 
should rely on legal advice to avoid such agreements.
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Activities of the group: During the weekend, the group would review their options for 
agreement on netting offsetting agreements, reaching common valuations for contracts 
post-bankruptcy, and achieving a framework for addressing all the issues that will arise 
after the bankruptcy filing.  The Fed’s role would be to be a neutral party that could assist 
the group in communicating to the public, and provide “cover” for the membership of the 
group (many excluded parties will feel that they are unfairly excluded).

Pros and Cons:
-Antitrust concerns; could include an attorney from the DOJ antitrust division
-Improved the Fed bargaining position for a resolution outside of bankruptcy
-Improved outcomes if bankruptcy were to occur.
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From: Patrick M Parkinson
To: Deborah P Bailey
Subject: Fw: revised Liquidation Consortium gameplan + questions
Date: 09/11/2008 10:12 AM
Attachments: LEGALDOCS-#283188-v1-9 10.DOC

----- Forwarded by Patrick M Parkinson/BOARD/FRS on 09/11/2008 10:12 AM -----

Michael.Nelson@ny.frb.org

09/10/2008 10:56 PM

To christine.cumming@ny.frb.org,
terrence.checki@ny.frb.org,
Jamie.McAndrews@ny.frb.org,
thomas.baxter@ny.frb.org,
Chris.McCurdy@ny.frb.org, "Dianne Dobbeck"
<dianne.dobbeck@ny.frb.org>,
William.BRODOWS@ny.frb.org,
brian.peters@ny.frb.org,
william.dudley@ny.frb.org,
Michael.Schetzel@ny.frb.org,
patrick.m.parkinson@frb.gov

cc

Subject revised Liquidation Consortium gameplan +
questions
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Liquidation Consortium

I. Rationale

� To convene in one room senior-level representatives of major 
bank and investment bank counterparties of Lehman -- most 
notably in tri-party repo, credit-default swaps, and other OTC 
derivatives – who we feel would be most adversely affected by 
a Lehman insolvency.

� To provide a forum where these firms can explore possibilities 
of joint funding mechanisms that avert Lehman’s insolvency.

II. Possible Consortium Members

Banks and Investment Banks with exposures from loans, 
OTC derivatives, tri-party repo:

Bank of America
Barclays
Citi
Credit Suisse
Deutsche 
Goldman
JPMC
Merrill
Morgan Stanley
RBS

Other affected parties

BONY
State Street

� Goal would be to invite institutions that will stay at the table.  If 
one leaves, many more may follow

III. Logistics

� First meeting must occur, at the very latest, Friday at the close of 
business New York time. If we perceive that the current potential 
bids for Lehman are unlikely to materialize, we should move the 
meeting up and consider holding it on Thursday.

� Very little advance time given to participants – 2 hours max – to 
minimize risk of outside leaks.  
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� Exception:  we should immediately indicate to current 
and potential sole bidders for Lehman that we are 
planning to convene a consortium that will include them 
and other market participants no later than Friday.

� Invitations by phone – inviting the CEO and one other participant.
Invitees are told that they should have the authority to bind their 
firms but are not in advance told the identity of the other firms to 
be represented at the table.

� FRBNY to host.  Paulson delivers introductory remarks (we script) 
and Treasury and FR staff recede to background to provide passive 
mediation at most.  Lawyer present to provide antitrust protections.

� Lehman senior staff (not Fuld) in a separate room, available to 
provide information if necessary.  Lehman must also be prepared 
to open its books to representatives of the consortium as early as 
Friday night.

� Participants told by Paulson that they have until opening of 
business in Asia (Sunday night NY time) to explore whether they 
can jointly come up with a credible plan to recapitalize Lehman to 
an extent necessary to enable an orderly winding down.  Paulson 
conveys willingness of the official sector to let Lehman fail.

� FRBNY starts to communicate with foreign supervisors while 
meeting is taking place.

� We would expect consortium members to break and reconvene for 
a period of up to 48 hours, in addition to sending a consortium 
team to Lehman for due diligence.

IV. FRBNY financial commitment (this section expected to be 
overhauled by Dudley, Schetzel)

� We should have in mind a maximum number of how much we are 
willing to finance before the meeting starts, but not divulge our 
willingness to do so to the consortium.

� Term of any liquidity support should be long enough to guard 
against a fire sale, but on a short enough fuse to encourage buyers 
of Lehman assets to come forward.  Two months to a year in 
duration?

� Preferable to style FRBNY commitment as much as possible as a 
backstop rather than lending, but we can’t attach too much of a 
subsidy to liquidity, or the consortium will not have sufficient 
incentives to act.   

V. Consortium commitments

� We will put forth at the meeting how much we think Lehman 
needs in terms of an infusion.   We assume that members of the 
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consortium will not pull business from Lehman going forward,
which may decrease the amount of support needed.

� Consortium members will incur other costs – seconding their staff 
to work at Lehman starting immediately.  

� Lehman is bigger and more global than Bear Stearns, so 
the consortium will have to address in short order the 
question of how to establish control at Lehman offices 
outside New York.

VI. Sunday Night Statements

� Consortium will have to come up with a statement to the financial 
markets on Sunday night, if they can come to material agreement 
on a sufficient plan.

� Treasury, FR may wish to issue statements on Sunday as well.  FR 
will want to discuss any new liquidity facility that has been created 
to provide a backstop to the consortium.

VII. Open Issues
� Legal

� Approval of current Lehman shareholders – what would a 
takeover by the consortium require, and can it be 
obtained easily?

� Regulatory approvals – what would be necessary 
worldwide, and with what time 
constraints/considerations?  (Presumably FR could help 
facilitate.)

� Is the consortium vulnerable to attempts by 
nonconsortium members to take Lehman into involuntary
bankruptcy, including in jurisdictions outside of the 
United States?

� Can we obtain necessary FOMC approval for whatever 
funding facility is fashioned to facilitate a consortium?

� What type of capital or other regulatory relief 
should/must we provide for members of the consortium?

� Governance
� Can the consortium come to sufficient agreement on how 

to manage Lehman, at least in the short term (next two 
weeks) by late Sunday afternoon?  Will 2-3 firms emerge 
as leaders willing to shoulder the administrative burdens 
by, for example, seconding staff to Lehman?

� Does Fuld have to be replaced on Sunday? If so, do we 
exercise influence over the choice of his successor?
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� To what extent does FRBNY become involved, or mired, 
in disputes between the consortium members after
Sunday?
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� Ratings Agencies
� When do we expect the consortium to approach the 

ratings agencies, and to what extent do we engage in 
discussions with the ratings agencies over FR liquidity 
we expect to provide to the consortium?

� Communications
� Do we have any chance of keeping the initial and 

ongoing meetings of the consortium on Friday and over 
the weekend confidential?  How do we get the 
consortium members – and Paulson – into the building 
without alerting the press?

� Which foreign authorities do we inform about the initial 
meeting of the consortium?  Are there other official 
bodies whom we inform before a statement is made to the 
public -- either inside or outside the United States?   

� What are the bare minimum elements of the Sunday night 
statements – by the consortium, by Lehman, by FR, by 
Treasury – that will provide sufficient, immediate 
comfort to the financial markets?

� When and how do inform key Members of Congress?
� Financial capital

� How do we best hone in on the monetary figure we think 
the consortium will have to provide in new capital and 
the type/maximum amount of any FR financing to 
support the consortium?  What is the deadline for 
finalizing these numbers, and what further financial 
information do we require?

� Does this new financial commitment put a material strain 
on consortium members?  

� Are current compensation commitments by Lehman (for 
example, bonus accruals) – which presumably survive 
takeover by the consortium – unduly onerous?

� Human capital
� How can the consortium retain key Lehman staff?

� Longer-term planning
� It is recognized that much of Lehman will disappear in 

relatively short order.  For financial stability purposes, 
will we want to shorten, lengthen, or otherwise manage 
that process through the consortium?

� When would we expect to wind down any FR liquidity 
facility that supports the consortium, and to what extent 
must/should we state this publicly?
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From: Patrick.M.Parkinson@frb.gov
To: Don Kohn; Scott Alvarez; Brian Madigan
Subject: Fw: revised Liquidation Consortium gameplan + questions
Date: 09/11/2008 06:55 AM
Attachments: LEGALDOCS-#283188-v1-9 10.DOC

From: Michael.Nelson
Sent: 09/10/2008 10:59 PM AST
To: Christine Cumming; Terrence Checki; Jamie McAndrews; Thomas Baxter; Chris

McCurdy; Dianne Dobbeck; William BRODOWS; Brian Peters; William Dudley; Michael
Schetzel; Patrick Parkinson
Subject: revised Liquidation Consortium gameplan + questions

 - LEGALDOCS-#283188-v1-9_10.DOC
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Liquidation Consortium

I. Rationale

� To convene in one room senior-level representatives of major 
bank and investment bank counterparties of Lehman -- most 
notably in tri-party repo, credit-default swaps, and other OTC 
derivatives – who we feel would be most adversely affected by 
a Lehman insolvency.

� To provide a forum where these firms can explore possibilities 
of joint funding mechanisms that avert Lehman’s insolvency.

II. Possible Consortium Members

Banks and Investment Banks with exposures from loans, 
OTC derivatives, tri-party repo:

Bank of America
Barclays
Citi
Credit Suisse
Deutsche 
Goldman
JPMC
Merrill
Morgan Stanley
RBS

Other affected parties

BONY
State Street

� Goal would be to invite institutions that will stay at the table.  If 
one leaves, many more may follow

III. Logistics

� First meeting must occur, at the very latest, Friday at the close of 
business New York time. If we perceive that the current potential 
bids for Lehman are unlikely to materialize, we should move the 
meeting up and consider holding it on Thursday.

� Very little advance time given to participants – 2 hours max – to 
minimize risk of outside leaks.  
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� Exception:  we should immediately indicate to current 
and potential sole bidders for Lehman that we are 
planning to convene a consortium that will include them 
and other market participants no later than Friday.

� Invitations by phone – inviting the CEO and one other participant.
Invitees are told that they should have the authority to bind their 
firms but are not in advance told the identity of the other firms to 
be represented at the table.

� FRBNY to host.  Paulson delivers introductory remarks (we script) 
and Treasury and FR staff recede to background to provide passive 
mediation at most.  Lawyer present to provide antitrust protections.

� Lehman senior staff (not Fuld) in a separate room, available to 
provide information if necessary.  Lehman must also be prepared 
to open its books to representatives of the consortium as early as 
Friday night.

� Participants told by Paulson that they have until opening of 
business in Asia (Sunday night NY time) to explore whether they 
can jointly come up with a credible plan to recapitalize Lehman to 
an extent necessary to enable an orderly winding down.  Paulson 
conveys willingness of the official sector to let Lehman fail.

� FRBNY starts to communicate with foreign supervisors while 
meeting is taking place.

� We would expect consortium members to break and reconvene for 
a period of up to 48 hours, in addition to sending a consortium 
team to Lehman for due diligence.

IV. FRBNY financial commitment (this section expected to be 
overhauled by Dudley, Schetzel)

� We should have in mind a maximum number of how much we are 
willing to finance before the meeting starts, but not divulge our 
willingness to do so to the consortium.

� Term of any liquidity support should be long enough to guard 
against a fire sale, but on a short enough fuse to encourage buyers 
of Lehman assets to come forward.  Two months to a year in 
duration?

� Preferable to style FRBNY commitment as much as possible as a 
backstop rather than lending, but we can’t attach too much of a 
subsidy to liquidity, or the consortium will not have sufficient 
incentives to act.   

V. Consortium commitments

� We will put forth at the meeting how much we think Lehman 
needs in terms of an infusion.   We assume that members of the 
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consortium will not pull business from Lehman going forward,
which may decrease the amount of support needed.

� Consortium members will incur other costs – seconding their staff 
to work at Lehman starting immediately.  

� Lehman is bigger and more global than Bear Stearns, so 
the consortium will have to address in short order the 
question of how to establish control at Lehman offices 
outside New York.

VI. Sunday Night Statements

� Consortium will have to come up with a statement to the financial 
markets on Sunday night, if they can come to material agreement 
on a sufficient plan.

� Treasury, FR may wish to issue statements on Sunday as well.  FR 
will want to discuss any new liquidity facility that has been created 
to provide a backstop to the consortium.

VII. Open Issues
� Legal

� Approval of current Lehman shareholders – what would a 
takeover by the consortium require, and can it be 
obtained easily?

� Regulatory approvals – what would be necessary 
worldwide, and with what time 
constraints/considerations?  (Presumably FR could help 
facilitate.)

� Is the consortium vulnerable to attempts by 
nonconsortium members to take Lehman into involuntary
bankruptcy, including in jurisdictions outside of the 
United States?

� Can we obtain necessary FOMC approval for whatever 
funding facility is fashioned to facilitate a consortium?

� What type of capital or other regulatory relief 
should/must we provide for members of the consortium?

� Governance
� Can the consortium come to sufficient agreement on how 

to manage Lehman, at least in the short term (next two 
weeks) by late Sunday afternoon?  Will 2-3 firms emerge 
as leaders willing to shoulder the administrative burdens 
by, for example, seconding staff to Lehman?

� Does Fuld have to be replaced on Sunday? If so, do we 
exercise influence over the choice of his successor?
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� To what extent does FRBNY become involved, or mired, 
in disputes between the consortium members after
Sunday?
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� Ratings Agencies
� When do we expect the consortium to approach the 

ratings agencies, and to what extent do we engage in 
discussions with the ratings agencies over FR liquidity 
we expect to provide to the consortium?

� Communications
� Do we have any chance of keeping the initial and 

ongoing meetings of the consortium on Friday and over 
the weekend confidential?  How do we get the 
consortium members – and Paulson – into the building 
without alerting the press?

� Which foreign authorities do we inform about the initial 
meeting of the consortium?  Are there other official 
bodies whom we inform before a statement is made to the 
public -- either inside or outside the United States?   

� What are the bare minimum elements of the Sunday night 
statements – by the consortium, by Lehman, by FR, by 
Treasury – that will provide sufficient, immediate 
comfort to the financial markets?

� When and how do inform key Members of Congress?
� Financial capital

� How do we best hone in on the monetary figure we think 
the consortium will have to provide in new capital and 
the type/maximum amount of any FR financing to 
support the consortium?  What is the deadline for 
finalizing these numbers, and what further financial 
information do we require?

� Does this new financial commitment put a material strain 
on consortium members?  

� Are current compensation commitments by Lehman (for 
example, bonus accruals) – which presumably survive 
takeover by the consortium – unduly onerous?

� Human capital
� How can the consortium retain key Lehman staff?

� Longer-term planning
� It is recognized that much of Lehman will disappear in 

relatively short order.  For financial stability purposes, 
will we want to shorten, lengthen, or otherwise manage 
that process through the consortium?

� When would we expect to wind down any FR liquidity 
facility that supports the consortium, and to what extent 
must/should we state this publicly?
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From: Rita C Proctor
To:
Subject: Fw: AM Financial Markets Conference Call  9/11/08
Date: 09/11/2008 10:45 AM

RESTRICTED FOMC CLASS II

Overnight, sentiment towards risky assets remains decidedly negative as market
participants continued to discuss the Lehman Brothers announcement yesterday.  In
particular, overseas equities, particularly in Asia, were off as much as 3 percent
overnight, while U.S equity futures were down 1.4 percent.  Again, financial sectors
underperformed, with the Topix banking sector index 5 percent lower.  In addition
Treasury yields were 8 basis points lower and the dollar continued to appreciate
against most major currencies  The yen also outperformed against against most
higher yielding currencies.

For the most part, analyst have continued to express disappointment that Lehman
Brothers has yet to make significant progress in actually obtaining additional capital.
Some market participants have been comparing the “feeling” in the market with that
just ahead of Bear Stearns in March.

Because of the ongoing focus on Lehman, there has been a great deal of focus on
the potential implications of a downgrade (or worse) could have on financial
markets.

Lehman's share price declined 45 percent to $4 in the pre-open and its CDS price
widened 200 basis points to 775 as market participants voiced concern over the
viability of Lehman as an ongoing concern.  Yesterday afternoon, Moody's held a
conference call on this topic and stated that  Lehman's plan for reorganization was
insufficient for them to maintain their current 'A2' credit rating and --  without
additional shoring up of their capital base, preferably by a strategic buyer with
substantial capacity -- Moody's would likely downgrade Lehman's long-term credit
rating.  Moody's cited the market's "crisis of confidence" concern with Lehman to
suggest that ratings downgrades could come quickly unless there was swift progress
to shoring up Lehman's capital base.  There are several possible implications of  a
Lehman downgrade: 

1. Lehman would have to post collateral to many of its over-the-counter derivative
counterparties, which could put further strain on its funding needs.  One dealer
estimates that a one notch downgrade of Lehman could require them to post $2.9
billion of collateral, and a 2 notch downgrade could require $4.4 billion of collateral.

2. In addition, funding from money funds are likely to be adversely impacted by a
ratings downgrade.  We've spoken with several large money funds since Lehman’s
preannouncement and have received somewhat mixed reports in terms of new shifts
in providing funding to Lehman.  Of the funds that we have spoken with thus far, all
but one were continuing to roll overnight repo for steady amounts.  One fund did
not roll about $1.5 billion in overnight positions for Treasury and agency-MBS repo.
They stressed that they saw negligible risk in maintaining these positions, but found
it easiest to eliminate the exposure in the face of inquiries from investors and senior
management.  Another fund, which had maintained small overnight unsecured
positions did not roll these yesterday.  Importantly, Fidelity, the largest fund

Chairman
B k
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complex, stressed that while they hadn't made any significant shifts yet today, they
were still in the process of making decisions and would follow up with us later.

As background, over recent months, funds have gradually reduced their exposures
to Lehman, by reducing or eliminating unsecured positions, by reducing the tenors
and amounts of secured positions, and in some cases narrowing the types of
collateral accepted for secured lending.  In many cases, the only remaining
exposures were overnight repo for traditional (Fed OMO-eligible) collateral.

As such, some believe that Lehman is currently in a distressed sale situation, and it
is not completely clear who would or could buy the firm.  Some suggest that Lehman
Brothers’ most viable option is to find a highly rated, deep-pocketed buyer.  Some
suggest that this might mean it could be a large bank, though they note that two of
the largest U.S. banks may not currently have the capacity to acquire Lehman and
its assets.  JPMorgan is still digesting Bear Stearns and Bank of America is still
working through their Countrywide acquisition.  Thus, some have suggested that a
consortium of banks could take on this role.  Other potential candidates are
sovereign wealth funds or private equity firms.  However, some suggest that the size
of a potential capital injection may be large enough to require some type of federal
approval for a sovereign fund to inject capital, which would lengthen the duration of
the process and may deter some potential suitors.

In many ways, if Lehman were to fail, it would be a much more complex proposition
to unwind their positions than it would have been to unwind the positions held by
Bear Stearns. At the end of 2007, Lehman's net positions in derivatives measured
approximately $54 billion, or nearly twice the size of Bear Stearns at that time.
While Lehman's management has taken significant steps to reduce these positions
and de-risk Lehman's balance sheets, it is likely that a failure by Lehman would be
significant.  With sentiment towards Lehman appearing to shift, market participants
have also started to discuss the implications for other broker dealers and the
financial system as a whole.  The CDS term structures of other broker dealers have
inverted further.  Assuming recovery values of 40%, the market is placing a 5%
probability that Morgan Stanley defaults in the next year and a 7% probability that
Merrill Lynch defaults.

In addition, some market participants suggest that a further deterioration in risk
sentiment due to a worst-case scenario with Lehman Brothers could have an impact
on the risk positions of hedge funds.  As we noted yesterday, this may push more
hedge funds towards their NAV triggers.  Hedge funds’ poor performance and
investor redemptions are also behind some recent concerns regarding the strength of
Goldman Sachs’ prime brokerage business.  Several market participants have
speculated that the prime brokerage business may be suffering as a result of the
closure of a significant number of clearing accounts, and that these accounts may
be under-margined, requiring Goldman to make up the difference. Goldman’s share
price is 3 percent lower on the session and their CDS spreads have widened 10 basis
points to a level of 182 basis points.

Pressures in the funding markets Redacted Materials
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markets to persist in coming months.  Spreads 6-months forward and beyond have
also risen notably over the intermeeting period.

Rates in collateralized funding markets 

Jason Miu
Markets Group
Federal Reserve Bank of New York
(212) 720-6860

Redacted Materials
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From: Mccabe, Susan L
To: william.dudley@ny.frb.org; gustavo.a.suarez@frb.gov; Chris.Burke@ny.frb.org
Subject: Hope you have the Radar screens on early this morning:
Date: 09/11/2008 08:26 AM

It is not pretty, This is getting pretty scary and ugly again. Analysts, WSJ, CNBC all
piling on talking about disappointment with LEH plan( wish they would stop), LEH is
trading pre-open in a "4" handle our equity hoot is saying, their CDS out to 715 area
last I heard. They have much bigger counter-party risk than Bear did, especially in
Derivatives market, so he market is getting very spooked, nervous. Also have Aig,
Wamu concerns. This is just spinning out of control again. Just fyi, this is shaping up
as going to be a rough day.

© Copyright 2008 The Goldman Sachs Group, Inc. All rights reserved. See
http://www.gs.com/disclaimer/email-salesandtrading.html for important risk disclosure,
conflicts of interest and other terms and conditions relating to this e-mail and your reliance
on information contained in it. This message may contain confidential or privileged
information. If you are not the intended recipient, please advise us immediately and delete
this message. See http://www.gs.com/disclaimer/email/ for further information on
confidentiality and the risks of non-secure electronic communication. If you cannot access
these links, please notify us by reply message and we will send the contents to you.
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Patricia MosserfNYfFRS To 

09/12/20080627 PM 
cc 

bcc 

Subject 

Jon D Greenlee/BOARD/FRS@BOARD 

"Ms. Deborah P Bailey" <Deborah.P.Bailey@FRB.Gov>, Jim 
Mahoney/NY/FRS@FRS, Michael S Gibson/BOARD 
IFRS@BOARD, Patrick M Parkinson/BOARD/FRS@BOARD 

Re: followup with AIG13FOE293945DB32F852577120067E55D 

Situation is a mess -- AIG is open to having someone go over/call in tonight to start the process. Any chance you could call in at about 8 pm or 
so tonight? 

Jon D GreenleefBOARDfFRS@BOARD 

09/12/20080603 PM 

HIGHLY CONFIDENTIAL 

To 

cc 

Michael S Gibson/BOARD/FRS@BOARD, Patricia Mosser/NY 
/FRS@FRS 

Jim Mahoney/NY/FRS@FRS, Patrick M Parkinson/BOARD 
/FRS@BOARD, "Ms. Deborah P Bailey" 

FCIC-AIG0018667 



<Deborah. P.Bailey@FRB.Gov> 
Subject 

Re followup with AIG 

I have an 11 AM cali and one at 1 PM, but I can miss those if necessary. 

Thanks 

Jon 

Sent from my BlackBerry Wireless Handheld 

----- Original Message ----
From: Michael S Gibson 
Sent: 09/12/2008 05:49 PM EDT 
To: Patricia Mosser 
Cc: Jim Mahoney; Jon Greenlee; Patrick Parkinson 
Subject: Re: followup \~ith AIG 

Hi Trish, 

Tomorrow morning is fine for me. Afternoon is not as good but I could make time for a call. 

Mike 

Patricia MosserfNYfFRS@FRS 

09/12/20080547 PM 

HIGHLY CONFIDENTIAL 

To 

cc 

Subject 

Michael S Gibson/BOARD/FRS@BOARD, jim.mahoney@ny.frb.org. 
Jon D Greenlee/BOARD/FRS@BOARD 

Patrick M Parkinson/BOARD/FRS@BOARD 

followup with AIG 

FCIC-AIG0018668 



Jon and Mike, 

Given how dire the situation with AIG is, Jim and I thought we should probably follow up to get more information on their risk profile, etc. 
sometime tomorrow. They will make available to us the appropriate people. Sorry to wreck your weekend, but what times would work for 
you?? (Jim and I have given up --- we know we are here for the duration.) 
Thanks 
Trish 
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Brian PeterslNY IFRS 

09/12/2008 1147 PM 

----- Original Message ----
From: Arthur Angulo 
Sent: 09/12/2008 04:03 PM EDT 

To 

cc 

bec 

Subject 

Christopher Calabia/NY IFRS@NY. "Jim Mahoney" 
<Jim.Mahoney@ny.frb.org>. "Alejandro LaTorre" 
<Alejandro.LaTorre@ny.frb.org>, "Catherine Voigts" 
<Catherine.Voigts@ny.frb.org>. Paul WhynottfNY/FRS@NY 

Fw AIG - Meeting with OTS 

To: Patricia Mosser; Brian Peters; Jim Mahoney 
Subject: FVJ: lUG - Meeting ·with OTS 

this was from last month ... 

----- Forwarded by Arthur Angulo/NY/FRS on 09/1212008 03:58 PM -----
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Kevin Coffey/NY/FRS 

08/14/2008 1047 PM 
To 

cc 

Subject 

Terrence Checki/NY/FRS@FRS, William Rutledge/NY/FRS@FRS Arthur Angulo/NY 
IFRS@FRS, Brian Peters/NY/FRS@FRS, Meg McConnell/NY/FRS@FRS 

Christopher Calabia/NY/FRS, Elise Liebers/NY/FRS@FRS 

AIG - Meeting with OTS 

Elise and I met with the OTS's AIG team on August 11 for a long sought meeting to open a dialogue with them about AIG and its operations as 
well as to discuss some of the insurance related issues we have seen w/rlt the mono line financial guarantors that may similarly impact firms such 
as AIG. Overall, the meeting was successful and we agreed to meet again in the near future to continue to exchange views etc .. The OTS team 
was very open, sharing their views on AIG's operations, OTS's oversight program etc .. They also seemed genuinely appreciative to hear our 
thoughts on issues relating to CDS counterparties, the mono lines and various other issues that have come up at banks over the past year (e.g., 
GIC triggers, liquidity puts, secured funding rollover risk) that could affect similar firm's liquidity and capital etc .. and how we assess some of the 
potential impact (e.g" waterfalls), 

As it was an introductory meeting, we did not want to push the team too specifically or deep in some area but we hope to gain more information 
in our future discussions so I apologize upfront if details are missing or contradictions are evident. 

Capital Raise & Liquidity Management 
- OTS confirmed that the primary reason for the $20 billion capital raise in May was for liquidity purposes. Since that time, approximately $6-7 
billion has been used to support AIGFP (via repos) and another $1 billion was infused directly into AIG SunAmerica to support its growth. Given 
the remaining $12-13 billion, they seemed generally comfortable with the firm's current liquidity. They were also confident that the firm could 
access the capital markets with no problem if it had to. From a capital standpoint, AIG now has $3-5 billion in "excess capital" down from $15-20 
billion. 

- Until six or seven months ago, liquidity management was not a holding company activity and things were managed in "fiefdoms" (i.e" AIGFP, 
Domestic Life, ILFC etc). The firm is now implementing common stress testing across major businesses and is also starting to require the 
businesses to run liquidity scenario analysis where there is no external financing for 1 year. (We tried to clarify if this meant no unsecured 
borrowings and/or no secured borrowings and they seemed to indicate it covered both but this will need to be clarified in the future). 

- From a securities lending standpoint, things are currently better and they indicated that cash and short-term investments had risen to about $20 
billion recently. They also indicated that tenors on these deals ranged from overnight out to six months but were not sure whether there had been 
any change/shortening in the maturity profile of the book, although they had the numbers (and may discuss further). Finally, they viewed the 
securities being lent as scarce, in demand by borrowers and therefore less likely to have funding rollover issues. 

HIGHLY CONFIDENTIAL FCIC-AIG0021211 



(Note: CSG's CPC team indicated today that in its relationship with AIG, CSG does not need the securities it borrows but instead AIG is using 
the deals to raise cash. As such, CSG is looking to take a haircut on AIG's securities as opposed to posting cash to AIG in excess of the 
securities value which is the market standard). 

- In order to expand liquidity capacity, the firm's insurance companies were setting up repo lines which they had never done before (it was unclear 
if this had already been implemented or if it is on the to do list). They are also setting up another $2 billion inter-company LOC. 

Recent Rating Agency Statements 
- The team had not yet had an opportunity to review the Moodys or the S&P statements on AIG so they had not yet factored this into their 
analysis (or earlier comments on liquidity and capital). However, they seemed to focus particular attention when we mentioned the S&P statement 
regarding AIG's need to achieve earnings stability in the third quarter. As they noted a quite a few times, this gave AIG only 45 days. 

AIGFP specific issues 
- CEO Bob Willumstad is under significant pressure to exit this business (given the CDS losses). 

- The firm has about a $100 b balance sheet and is assigned proxy/rating agency capital of about $2 billion in the OTS's capital regime. As such, 
capital requirements for this business (as well as ILFC) may be subject to changing rating agency capital standards. 

- The Commission Bancaire may be pressuring Banque AIG (AIG's main European derivatives company facing clients who than enters into an 
offsetting deal with AIGFP) to reduce exposure with AIGFP given its size. OTS is looking to do more work on the European operations of AIG in 
the near future. 
------------
------------

Please let Elise or I know if you have any question etc. w/r/t the above. 

Kevin D. Coffey, CFA 
Financial Sector Policy and Analysis 
Federal Reserve Bank of New York 
kevin.coffey@ny.frb.org 
212-720-1719 
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Hayley Boesky/NY/FRS 

09/12/200806:58 PM 

To "Bill Dudley" <WiliiamDudley@ny.frb.org>, "Michael 
Schetzel" <MichaeI.Schetzel@ny.frb.org>, "Brian Peters" 
<Brian.Peters@ny.frb.org>, "Meg McConnell" 

cc "Steven Friedman" <steven.friedman@ny.frb.org> 

bcc 

Subject AIG panic 

More panic from HFs. Now focus is on AIG. I am hearing worse than LEH. Every bank and dealer has 
exposure to them. People I heard from worry they can't roll over their funding. Were big writers of GIC and 
negative basis buyers. Estimate I hear is 2 trillion balance sheet. 

FRBNYAIG00511 

FCIC-SSI0000710 
Confidential Treatment Requested 



From: Kevin Warsh
To: JNellie Liang
Subject: Re:
Date: 09/12/2008 03:21 PM

Thx nellie for encouragement.  I hope we dont protect anything!
--------------------------------------------------------------------------------
--Sent from my BlackBerry Wireless Handheld
� JNellie Liang

 ----- Original Message -----
From: JNellie Liang
Sent: 09/12/2008 02:51 PM EDT
To: Kevin Warsh

Gov Warsh,
I know lots of balls in the air, but hope we don't have to protect
Lehman's sub debt holders.

Nellie 
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From:
To: Scott Alvarez
Subject: Re: Fw: Scheduled Call today at 7:00 p.m. w/Chairman Bernanke, Vice Chairman Kohn and Others
Date: 09/13/2008 04:08 PM

Thanks.

I am leaving soon and will take the call from home.
--------------------------
Sent from my BlackBerry Wireless Handheld
� Scott Alvarez

 ----- Original Message -----
From: Scott Alvarez
Sent 04:06 PM EDT
To:
Cc:  Kevin Warsh; Michelle Smith
Subject: Re: Fw:  today at 7:00 p.m. w/Chairman Bernanke,

Vice Chairman Kohn and Others
That will work.  To make it easier, Randy and Betsy can take a cue
from Tim, who it sounds like will make a pitch for legislation.  That
sounds like the part of the call that would be most susceptible to a
policy discussion, rather than just a briefing on the day's
developments.  I would be happy to call Randy and Betsy after the call
and fill them in.  We can then have a policy discussion at a Board
meeting at an appropriate later time.

Scott

� BOARD/FRS

BOARD/FRS

09/13/2008 02:31 PM

To Scott Alvarez/BOARD/FRS@BOARD

cc BOARD/FRS@BOARD, Kevin
Warsh/BOARD/FRS@BOARD, Michelle A
Smith/BOARD/FRS@BOARD, Donald L
Kohn/BOARD/FRS@BOARD

Subject Fw: Scheduled Call today at 7:00 p.m. w/Chairman
Bernanke, Vice Chairman Kohn and Others

Scott:  I invited Randy and Betsy to listen in on this call.  However, I
have learned that we may want to discuss some broader issues, e.g.,
should we go to Congress to ask for other authorities.  We can't
discuss policy issues with more than 3 Board members.  So I called
Randy and Betsy and told them they could hear the briefing/update on
Lehman, with which we should begin the call.  But if it turns to policy,
they should hang up.  They were both totally fine with that.  (You
could enforce that if you are on the call.)  Let me know if you see any
problem.

Bernanke

Bernanke
Bernanke

Bernanke

Bernan
ke

Bernanke
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Ben

----- Forwarded by BOARD/FRS on 09/13/2008 02:28 PM -----

Randall S
Kroszner/BOARD/FRS

09/13/2008 01:09 PM

To BOARD/FRS@BOARD

cc

Subject Re: Fw: Scheduled Call today at 7:00 p.m.
w/Chairman Bernanke, Vice Chairman Kohn and

Others

Thanks.  I will plan to call in.
� BOARD/FRS

BOARD/FRS

09/13/2008 12:58 PM

To Randall S Kroszner/BOARD/FRS@BOARD, Elizabeth A
Duke/BOARD/FRS@BOARD

cc Donald L Kohn/BOARD/FRS@BOARD

Subject Fw: Scheduled Call today at 7:00 p.m. w/Chairman
Bernanke, Vice Chairman Kohn and Others

Randy, Betsy:

Below is info for conference call with NY at 7 pm.  I would probably
take that at home rather than at the office.  You are welcome to listen
in.

As far as I know there is no formal conference call scheduled before
then.  If I get substantive new information I will let you know.

----- Forwarded by BOARD/FRS on 09/13/2008 12:55 PM -----

Rita C
Proctor/BOARD/FRS

09/13/2008 12:50 PM

To BOARD/FRS

cc

Subject Fw: Scheduled Call today at 7:00 p.m. w/Chairman
Bernanke, Vice Chairman Kohn and Others

Are you planning to participate?

Rita
************
Rita C. Proctor

Bernanke

Bernanke

Bernanke

Bernan
ke

Bernanke

Bernanke
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Assistant to the Chairman 
The Honorable Ben S. Bernanke
Federal Reserve Board
Eccles Board Building
20th and C Street, N.W.
Washington, DC  20551
Phone:  202-452-3201
Fax:  202-452-6499
rita.c.proctor@frb.gov

� Marlene Williams

 ----- Original Message -----
From: Marlene Williams
Sent: 09/13/2008 12:48 PM EDT
To: Rita Proctor; Rivane Bowden; Brian Madigan; Patrick

Parkinson; Michelle Smith; Thomas Baxter; Terrence Checki;
William Dudley; Meg McConnell; Calvin Mitchell; Michael Silva;
Donald Kohn

Cc: Tanshel Pointer; Daniel Boulos; Helen Ayala; Helen
Wendler; Millie Martinez

Subject: Scheduled Call today at 7:00 p.m. w/Chairman
Bernanke, Vice Chairman Kohn and Others
Please be advised that there will be a call this evening at 7:00 p.m. as
indicated below.  Please confirm your (or your boss's) participation.
Thank you.

    

Participants
Board
Chairman Bernanke
Vice Chairman Kohn
Brian Madigan
Pat Parkinson
Michele Smith
FRBNY
Tom Baxter
Terry Checki
Bill Dudley
Meg McConnell
Calvin Mitchell
Michael Silva

Marlene A. Williams
Executive Assistant to the President
Federal Reserve Bank of New York
33 Liberty Street
New York, NY
(Office) 212-720-6174
(Fax) 212-720-8681
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From: 

To: 
Subject: 
Date: 

Jim Mahoney 

NY Banksup Core Group 

Fw: AIG update 

09/13/2008 07:38 PM 

Sent from my Blackberry. 
Office phone 1-212-720-8910 

From: Patricia Mosser 
Sent: 09/13/2008 07:26 PM EDT 
To: Alejandro LaTorre/NY/FRS@FRS@NY; Richard Charlton; Tobias Adrian; Jim Mahoney; Catherine 

Voigts; Adam Ashcraft; Michael Schetzel; Christine Cumming; William Dudley; Terrence Checki; Elise 
Liebers; Meg McConnell; William Rutledge/NY/FRS@FRS@NY; Brian Peters 

Subject: AIG update 

2 conversations this afternoon with AIG and NYSID: 

AIG: 
Frenkel spoke with Kohn , who urged AIG to continue to pursue private sector solutions and asset 

sales. Noted continued reluctance to do 13-3 lending. 

AIG has put together a term sheet for NYSID , which they will be discussing this evening. The term 
sheet would outline all pieces of liquidity plan, and plans for debt and equity injections, plans for asset 

sales as well as regulatory forebearance to move assets from subs to parent. 

AIG asked our views on whether and how to inform Treasury department of their situation. I have not 
done so, but wanted to get other input on the best way to do this, if it hasn't been done already. 

Suggestions? AIG has not contacted Treasury directly (yet). 

NYSID: 
Dinallo outlined the same plan that AIG gave us earlier --- ie move muni's from P&C subs to parent, 
and parent send equity in life insurance subs to the P&C subs in return. There are a number of 
multi-state regulatory hurtles to this, but Dinallo thinks it is possible to do. Dinallo described P&C 
companies in NY and PA as having very large capital cushions, and so he thinks that they can 
accommodate this. He also noted negative consequences in insurance markets in general if AIG goes 
down (ie cost of insurance is likely be much higher if they file) and negative consequencies in muni 
bond market if GICs default" so regulatory forbearance can be justified politically. They are very 
happy to speak with our experts (Elise and team) tomorrow with more details. My impression is that 
while they are comfortable with the capital dilution at the P&C companies, they are less knowledgable 

and comfortable about the equity value of the life companies, so they have work to do on that front. 

It was clear from the conversation that JD Flowers in actively involved in working with everyone (AIG, 
regulators, bankers, etc) in putting together both the "term sheet" with AIG, and providing analysis to 
NYSID on liquidity profile of the parent company. I'm assuming that they will be involved in any kind 
of equity infusion. Has anyone here been in contact with Flowers' folks? AIG was under the 

impression they were talking to us. 

Elise, are you and your team available to talk with Dinallo's staff after 9 am tomorrow? Also, could 

you please coordinate with Board BS&R about their availability? 

CON FI DENTIAL 

SB-AIG-35651 







From: Arthur Angulo
To: Thomas Baxter; Joyce Hansen; Jonathan Polk; Chris McCurdy; Patrick M Parkinson; Gerard Dages; Joseph

Sommer
Cc: Theodore Lubke
Subject: Fw: memo re: Lehman's inter-company default scenario
Date: 09/13/2008 08:24 PM
Attachments: leh-def-scenario-memo-20080913.doc

FundingFacilities.xls

haven't opened docs yet ...

----- Forwarded by Arthur Angulo/NY/FRS on 09/13/2008 08:19 PM -----

Christopher T
Tsuboi/NY/FRS

09/13/2008 08:01 PM

To Alejandro LaTorre/NY/FRS@FRS, Alexa
Philo/NY/FRS@FRS, Anthony Cirillo/NY/FRS@FRS,
Arthur Angulo/NY/FRS@FRS, Bard
Stermasi/NY/FRS@FRS, Brian Peters/NY/FRS@FRS,
Caroline Frawley/NY/FRS@FRS, Catherine
Voigts/NY/FRS@FRS, Christopher
Calabia/NY/FRS@FRS, Clinton Lively/NY/FRS@FRS,
Daniel Muccia/NY/FRS@FRS, Dennis
Herbst/NY/FRS@FRS, Dianne Dobbeck/NY/FRS@FRS,
Jan Voigts/NY/FRS@FRS, Jeanmarie
Davis/NY/FRS@FRS, Jim Mahoney/NY/FRS@FRS, John
Ricketti/NY/FRS@FRS, Jonathan Polk/NY/FRS@FRS,
Kyle Grieser/NY/FRS@FRS, Lily Tham/NY/FRS@FRS,
Paul Whynott/NY/FRS@FRS, Robert
Galletta/NY/FRS@FRS, Roger Graham/NY/FRS@FRS,
Sandra Rosario/NY/FRS@FRS, Sarah
Dahlgren/NY/FRS@FRS, Steven J
Manzari/NY/FRS@FRS, Steven Mirsky/NY/FRS@FRS,
Theodore Lubke/NY/FRS@FRS, Wendy
Ng/NY/FRS@FRS, William BRODOWS/NY/FRS@FRS,
William Hallacy/NY/FRS@FRS, Zahra El-
Mekkawy/NY/FRS@FRS

cc

Subject memo re: Lehman's inter-company default scenario

RESTRICTED FR

Hello,

The attached memo is what Lehman's internal counsel described as their view on
how a default for their B/D units may trigger
a cascade of defaults through to the subs which have large OTC deriv books.  Also
attached is a spreadsheet showing
the current status of the holding company's credit facilities (both syndicated and
bilateral).

Let us know any questions..thanks!
chris

FCIC-155967



Christopher Tsuboi
Federal Reserve Bank of New York
Bank Supervision/Operational Risk
212-720-2872
christopher.tsuboi@ny.frb.org

ATTACHMENTS RESTRICTED FR
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FR RESTRICTED – HIGHLY CONFIDENTIAL – DO NOT DISTRIBUTE

Date: 13 September 2008
Subject: Lehman cross default scenarios as viewed by Lehman.

� This memo describes the opinion of Lehman’s internal legal counsel on the probable course of 
events should a broker-dealer subsidiary of LBHI (the holding company) default on its 
obligations, with focus on a B/D default on its overnight funding obligations. 

� The majority of securities financing is done out of the LBI (US B/D) and LBIE (UK B/D) 
subsidiaries.  In these entities, repos are transacted under the standard BMA form of master 
purchase agreement (US) or GMRA agreements (UK).  According to Lehman, these agreements 
are considered “standalone”: that is, contractually speaking, a default by LBHI on its credit 
facilities does not necessarily trigger a default for the LBI subsidiary on its repo lines.  In practice, 
it may become difficult to roll overnight repo in this event.  Lehman stated that most of the 
immediate rollover risk resides with LBI, since LBIE transacts more term repo.

� LBIE has a corporate guarantee from LBHI, i.e. all LBIE obligations are ultimately obligations of 
LBHI.

� LBI does not have a corporate guarantee from LBHI, but because it is a “significant subsidiary” of 
LBHI, under its various credit facility agreements a shortfall of USD100M or more in respect of 
LBI and its overnight repo counterparties is considered an event of default for LBHI, and this in 
turn would trigger defaults at these credit facilities (both syndicated and bilateral). A list (current 
as of 9/12) of these credit facilities is in the accompanying spreadsheet, including information on 
capacity, utilization status and roll dates.

� Attachment A is a list of LBHI subsidiaries, grouped into those with guarantees by the holding 
company (LBHI) and those without.

� According to Lehman, a default in LBHI would trigger defaults in the other credit facilities, 
including the bilateral facilities, most of whose agreements are based on that of the main JPMC 
syndicated facility.  The JPMC agreement is available and has been sent to Legal for review. The 
triggered defaults at these facilities would make them come due immediately. 

� LBHI is named as a “Credit Support Provider” in the cross-default provisions in most of the ISDA 
Master Agreements for a number of subsidiaries with large OTC derivatives books.  Thus a 
default at LBHI (passing a threshold of around USD100M) would trigger these provisions (q.v.
1992 ISDA Master Agreement section 5(a)(vi)). Most (roughly 80%) of the ISDA Master 
Agreements at these subsidiaries involve unmodified cross default provisions, while the rest 
modify the language to enable cross acceleration provisions, which requires positive acceleration 
of the debt by the creditor (a higher threshold for the trigger).

� The subsidiaries with the largest derivatives books are LBSF and LBIE.  We still need to analyze 
data to understand the relative sizes of these books. Other subsidiaries with derivatives books are 
listed in Attachment A with the basic make-up of the books. In addition, Lehman is preparing 
more cross default and termination event data related to ISDA Master Agreements for the 
subsidiaries.

� One other significant trigger according to Lehman (outside the scenario described in this memo) 
would be termination events resulting from a ratings downgrade, in particular a downgrade to 
below investment grade (below BBB-).  
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From: Mark.VanDerWeide@frb.gov
To: Lucinda.Brickler@ny.frb.org
Cc: Chris McCurdy; Patrick.M.Parkinson@frb.gov
Subject: Re: triparty repo thoughts for this weekend
Date: 09/13/2008 10:53 AM

A few comments/questions.  Since your paper last night was probably 1-2
steps behind TFG, my comments this morning are probably 3-4 steps behind.

Option 1:  need to discuss whether this fits within existing PDCF
authorization or would need to be new 13(3)/10B loan (like the Bear March
14 loan).

Option 2: need to understand factually how the JPMC/FRBNY sharing would
work and how the "shell" works.  Some concern about the nature of the legal
entity to which the FRBNY would have credit exposure.

Option 4:  need to better understand how this credit facility would work.

Mark (202-452-2263)

Lucinda.Brickler@
ny.frb.org
To
09/12/2008 11:04  Patrick.M.Parkinson@frb.gov
PM  cc

"Donald Kohn"
<Donald.L.Kohn@frb.gov>, "Kevin
Warsh" <Kevin.Warsh@frb.gov>, "Mark
VanDerWeide"
<Mark.VanDerWeide@frb.gov>, "Chris
McCurdy" <Chris.McCurdy@ny.frb.org>
Subject
Re: triparty repo thoughts for this
weekend

Pat

Thanks.  I think there has been much concern raised about maintaining the
rate and perhaps also with retaining capacity to expand the existing
programs if needed. There has also not been much appetite over the past few
days for ideas that involve extending public support beyond the existing
programs. These issues and speculation about how bankruptcy would likely
unfold are the drivers of this thinking.

The situation is fluid, however. The notes I have been sending are intended
to test ideas and generate dialog.  They seem consistently one or more
steps behind TFG.  So let's see how the situation evolves over the weekend
and raise the appropriate concerns  and recommendations. It's good that
you'll be here. Safe travels.
Lucinda
--------------------------
Sent from my BlackBerry Wireless Handheld
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----- Original Message -----
From: Patrick M Parkinson
Sent: 09/12/2008 08:49 PM EDT
To: Lucinda Brickler
Cc: Chris McCurdy; Mark VanDerWeide; Donald Kohn; Kevin Warsh
Subject: Re: triparty repo thoughts for this weekend

Lucinda,

I have attached some comments, but I am not sure they will be helpful. I'm
forced to guess why plans have changed.  I assume the fundamental problem
is that even after the parent files for bankruptcy, the SEC wants the b/d
to live on and does not want us grabbing tri-party collateral and paying
off investors?  And/or that we don't want to take OMO collateral because we
can't rehypothecate and funds rate would go to zero?

In any event, this now looks to me like a godawful mess.

Pat

[attachment "triparty Cheat Sheet 9 12-15 parkinson comments.doc" deleted
by Lucinda M Brickler/NY/FRS]

Lucinda M
Brickler/NY/FRS@F
RS  To
Sandy.Krieger@ny.frb.org,
09/12/2008 06:45  Chris.McCurdy@ny.frb.org, Patrick M
PM  Parkinson/BOARD/FRS@BOARD, Mark

VanDerWeide/BOARD/FRS@BOARD, Joseph
Sommer/NY/FRS@FRS, HaeRan
Kim/NY/FRS@FRS, Chris
Burke/NY/FRS@FRS, Susan
McLaughlin/NY/FRS@FRS, William
Dudley/NY/FRS@FRS, Meg
McConnell/NY/FRS@FRS

cc

Subject
triparty repo thoughts for this
weekend

Hi

Attached are some thoughts on triparty repo for the weekend.  I've
attempted to capture everyone's positions and concerns, so we're all on the
same page as we think about options.  I've also attempted to briefly
describe a few things we may need to consider in the event that JPMC
refuses to unwind Lehman's positions on Monday--assuming they're still in
business, but haven't been rescued--and the policy makers believe an
intervention is necessary to protect the market from the fallout of a
suddent default.  As always, your thoughts, questions, etc., are welcome.
We obviously have some work to do if we think we want to consider options
that go beyond the existing facillities.

ttys
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Lucinda
[attachment "triparty Cheat Sheet 9 12-15.doc" deleted by Patrick M
Parkinson/BOARD/FRS]
Lucinda Brickler
Payments Policy Function
Federal Reserve Bank of New York
212.720.6132 or 646.720.6132
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Alejandro LaTorre/NY/FRS To 

09/14/20080144 PM 

cc 

bcc 

Subject 

Adam AshcraftfNY/FRS@FRS. Alejandro LaTorre/NY 
IFRS@FRS. Christopher Calabia/NY/FRS@FRS. Elise 
Liebers/NY IFRS@FRS. Jim Mahoney/NY IFRS@FRS. 
Patricia Mosser/NY/FRS@FRS. Paul WhynottfNY 
IFRS@FRS. Richard Charlton/NY/FRS@FRS. Tobias 
Adrian/NY/FRS@FRS 

Pros and Cons on AIG lending 

Need comments in 10min. Only things that are glaringly missing. 

Pros and Com of Lending to AIG.doc 
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Alejandro LaTorre/NY/FRS 

09/14/20080348 PM 

HIstory: 
This message has been forwarded, 

Attached are the following documents: 

To 

cc 

bec 

Subject 

Adam AshcraftfNY/FRS@FRS, Alejandro LaTorre/NY 
/FRS@FRS, Christopher Calabia/NY/FRS@FRS, Elise 
Liebers/NY /FRS@FRS, Hayley Boesky/NY /FRS@FRS, Jim 
Mahoney/NY/FRS@FRS, Patricia Mosser/NY/FRS@FRS, 
Paul Whynott/NY /FRS@FRS, Richard Charlton/NY 
/FRS@FRS, Tobias Adrian/NY/FRS@FRS, William 
Walsh/NY /FRS@FRS, Catherine Voigts/NY /FRS@FRS, 
Timothy Geithner/NY/FRS@FRS, Michael Silva/NY 
/FRS@FRS, Meg McConneli/NY/FRS@FRS, William 
Dudley/NY /FRS@FRS, William Rutledge/NY /FRS@FRS, 
Terrence Checki/NY/FRS@FRS, Susan Stiehm/NY 
/FRS@FRS, Arthur Angulo/NY IFRS@FRS 

Tanshel Pointer/NY /FRS@FRS 

Pros and Cons on AIG lending 

1, A note describing the pros and cons of lending to AIG 

2, A spreadsheet provided by AIG detailing the firms with the largest exposures to AIG (i.e, what firms stand to lose in the event of AIG 

HIGHLY CONFIDENTIAL FCIC-AIG0023195 



default). The relevant column is "Total Exposure to AIG, Ranked". With the exception of the "lending" column, these figures are loss estimates. 
Derivative loss estimates are derived from current MTM provided by AIG. 

3. A presentation describing what we know on AIG subsidiaries based on publicly available information. 

If there are questions, let us know. 

Regards, 

Alex 

Pros and Cons of Lending to AIG. doc Counterpart}' _E r:posure_R eporL 8142008.r:is ,ll,IG 5 ub,;idiaries. ppt 
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Pros and Cons of Lending to AIG 

S&P's current financial strength rating for AIG is AA+ for the leading insurance 
companies and AA- on the senior debt of the parent company (put on negative outlook 
due to risk management issues). 

Pros: 

1. Collapse would be extremely complex to resolve given global nature of the firm; 
lending could contain market dislocations already happening due to Lehman. 

2. Lending could provide "bridge finance" to implement strategic plan (e.g. longer
term asset sales, capital infusions, etc.); 

)r Lending could bolster market confidence in strengthen perception of the 
plan with appropriate safeguards for the Federal Reserve. 

)r AIG's fair value on ABS CDO aggressive ($25B); greater than internal 
($9B) and rating agency loss estimates (S&P:$8B). 

)r Allows time to sell assets from the investment portfolio an orderly fashion 
(i.e., avoids liquidity spiral, negative feedback loops) 

)r Firm could sell the ABS CDO risk, sell subsidiaries, mortgage portfolio, 
municipal securities, or raise more capital. 

3. Collapse could lead to dislocation in sec lending/repo markets, CP markets and 
exacerbate risk aversion generally; lending could alleviate spillover effects on 
other firms involved in similar activities (e.g., GE Finance). 

4. Lending might allow AIG to avoid bankruptcy; allows AIG to perform on balance 
sheet CDO swaps, which provide reg capital relief to European banks; failure 
would lead to $18B increase in European bank capital requirements. 

)r Swaps allow banks to hold 1.6% in regulatory capital as opposed to 8%. 

)r Total notional exposure of $290B; down from $80B as deals wound down. 

)r ABN Amro, Den Danske, Calyon, BNP, Deutsche most affected. 

5. Lending could contain dislocations in CDS market; AIG is a commonly traded 
name and "tear ups" could leave dealer books significantly unbalanced. 

6. Non-trivial exotic derivatives book would be difficult to unwind in an orderly 
fashion. 

1 
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Cons: 

1. Could diminish incentive to pursue private sector solutions and/or solutions 
proposed by insurance regulators, which, according to AlG and NYSID, appear to 
be moving forward. 

~ Infusion of capital from private equity, which could happen today ($15B) 

'Y Asset swap between P+C and Parent where Parent sells equity in Life 
insurance business in return for municipal securities, for use as collateral 
($20B) 

'Y Immediate sale of assets ($13B; $5B auto-related; $8B annuity) 

'Y Berkshire Hathaway is investigating the provision of liquidity on 
Guaranteed Investment Contracts ($5B) 

2. Market must be highly confident that strategic plan will succeed; may not be well
received if turmoil ensues following Lehman bankruptcy. 

3. Lending could precipitate failure and the exit strategy would not be clear. 

'Y Increases moral hazard as other insurance companies seek protection. 

4. Lending to AIG could be perceived as inconsistent with treatment of Lehman. 

5. Assets available from Ins. Co. subs may not be sufficient to cover potential 
liquidity shortfalls as many of the subs do not appear to be sources of strength. 

'Y Life Ins. Co. subs have significant unrealized losses on investments. 

'Y P&C could be source of strength; paid $l.4B dividends, but amounts small 
relative to size of hole. 

6. Forbearance could address increases in European bank capital requirements; 
makes lending unnecessary. 

7. Without punitive terms, lending could reward poor risk management practices 
cited by rating agencies (e.g. S&P). 
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Counterparty Exposure Report 

All Figures mm USD 
Security Credit Facilities Lending Lending One-Day 

Total Credit 
Bank Lending Unfunded LlCs Funded FP Repo Total Total Change Exposure 

9/11/2008 7/10/2008 6/30/2008 6/30/2008 9/812008 Prior Day 
Barclays 9,128 596 101 109 100 10,067 10,033 (34) 7,980.1 

Deutsche Bank 7,616 596 42 8,274 8,253 (20) 26.1706 

Goldman Sachs 6,740 170 6,901 6,910 9 27,292.1 

BNP Pari bas 5,635 596 115 86 245 6,695 6,676 (18) 23,469.6 

UBS 4,874 547 56 5,557 5,477 (80) 5,444.1 

Bank of America 4,769 650 40 5,483 5,459 (24) 7H5 

Citigroup 2,584 852 224 1,360 5,031 5,019 (12) 6N7 

ING 4,786 43 168 5,025 4,996 (29) -284.3 

HSBC 3,342 664 174 425 4,579 4,605 26 1,873.4 

Credit Suisse 3,719 625 210 4,573 4,554 (19) 693 :; 

Banco Santander 415 3,130 13 3,558 3,558 1,70,9 

lehman Brothers 2,768 410 139 230 3,573 3,546 (27) 
Merrill lynch 2,479 557 15 3,072 3,051 (20) 8,339.1 

Dresdner 2,755 175 2,942 2,930 (12) 
Morgan Stanley 2,193 348 148 2,695 2,688 (7) 8,0)58.3 

Royal Bank of Scotland 990 657 254 1,899 1,901 2 1,154.3 

ABN Amro 632 632 632 56,204.7 

Sumitomo Mitsui 432 181 273 973 1,860 1,860 
MUFG 572 314 825 1,711 1,711 
Societe Generale 1,132 418 159 1,709 1,708 (1) 32,744.2 

Helaba 1,350 1,350 1,350 
I ntesa San Paolo 74 808 208 1,090 1,090 -28.4 

BaylB 1,050 30 1,080 1,080 2,7877 

INachovia 444 596 1,031 1,040 9 79.,4 

JP Morgan 52 803 14 78 948 947 (0) 10,213.9 

Bear Stearns 86 88 86 (2) 
Kredeitbank 945 945 945 
Svenska Handelsbanken 119 507 225 851 851 
Mizuho 260 39 330 210 839 839 1,557.1 

Daiwa Securities 27 27 27 (0) 
Standard Chartered 93 136 406 635 635 777.7 

Unicredit Group 300 317 617 617 1,151.4 

Calyon 174 327 99 600 600 28,~87.1 

Toronto Dominion 173 427 600 600 
lBBIN 549 549 549 
Scotiabank 337 201 8 545 545 
RBC 313 206 519 519 
Danske 215 112 327 327 35,388.3 

Citadel 296 298 296 (2) 
Bank of Montreal 97 50 147 147 
Jefferies 85 86 85 (1) 
Fortis Securities 71 71 71 1,547.6 

Newedge 3 3 3 (0) 
BGI (Cash Equivalent Fund II) 
CIBC 
Coral Purchasing (DZ Bank) 2,162.3 

First Clearing llC 
Rabobank 4,3842 
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FPCDS Other Derivatives SIT Investments Credit Credit One-Day Total Payables 
Other COO 

ASS COO exposure exposure Collateral mtm, $mm Unsecured Secured Exposure Exposure Change 
9/8/2008 9/8/2008 9/11/2008 Prior Day 

1,478 6,508 1,010 365.5 1,800 2,810 3,176 366 18,384.9 
8,572 17,598 859 1.7 1,900 1,800 2,911 4,561 1,650 34,425.7 

19,850 7,442 6,879 167.0 6,879 7,046 167 34,369.4 
23,470 139 121.1 300 2,209 560 (1,649) 30,267.0 

4,302 1,142 951 16.1 2,000 2,951 2,967 16 10,937.3 
792 (9) 207 182.5 207 389 182 6,425.4 

640 141.0 141 141 5,800.0 
(284) 21.6 900 900 922 22 4,733.1 

165 1,708 173 60.8 173 234 61 6,539.2 
693 110.9 111 111 5,358.7 

1,619 87 90 91.5 1,000 676 1,182 506 5,355.6 
299.7 300 300 3,846.2 

7,522 817 2,204 27.8 100 800 3,304 3,132 (172) 11,418.4 
0.0 1,300 1,270 1,300 30 2,930.1 

8,058 106 103.7 2,000 706 2,210 1,504 10,850.2 
1,182 (28) 435 258.8 2,600 3,335 3,294 (41) 3,314.3 

56,205 0.0 1,500 1,500 1,500 56,836.7 
32.9 600 300 633 333 1,892.4 

0.0 1,500 1,500 1,500 1,711.5 
16,859 15,885 4,271 337.9 2,500 6,771 7,109 338 34,790.2 

0.0 500 500 500 1,350.0 
(28) 36.1 36 36 1,097.9 

2,788 57.2 400 400 457 57 3,924.9 
807 (13) 75 0.1 75 75 0 1,833.1 

10,214 52 0.0 400 52 452 400 11,161.4 
0.0 85.8 
0.0 0 945.0 

24.7 1,050 1,050 1,075 25 875.8 
1,557 97.7 98 98 2,493.3 

0.0 27.0 
778 95.4 95 95 1,508.5 

1,151 443.7 444 444 2,211.8 
4,453 24,434 1,231 0.0 1,600 2,828 2,831 3 29,486.7 

0.5 0 0 0 600.0 
00 300 165 300 135 549.0 
00 545.2 
7.7 1,128 1,900 1,136 (764) 526.4 

35,388 178.9 0 179 179 35,894.2 
0.0 295.8 

400 2.6 786 400 1,189 789 149.3 
0.0 84.9 

1,548 31.1 31 31 1,649.2 
-1.5 (2) (2) 1.2 

6 0.0 6 6 0.0 
590 (590) 357 0.0 617 357 (260) 0.0 

1,943 219 290 0.0 290 290 2,162.3 
0.0 0.0 

739 3,645 52 00 400 152 452 300 4,384.2 

70,876 
25 

0.000352728 
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Counterparty Exposure Report, millions of dollars 

Counterparty Exposure to AIG 
Mark to Market Exposure on Derivatives Lending 

Total Exposure to AIG 
ABS CDO* Other Derivatives Other CDO** to AIG 

iii iv 1+ ii+ iii + iv 
0.5 291.4 1,627.1 10,033.3 11,952.3 Barclays 
3.0 14.0 4,399.6 8,253.3 12,669.9 Deutsche Bank 2 
7.0 149.0 1,860.4 6,910.3 8,926.7 Goldman Sachs 3 
0.0 140.7 5,867.4 6,676.3 12,684.4 BNP Pari bas 4 
1.5 16.0 285.4 5,477.1 5,780.0 UBS 5 
0.3 237.4 -2.2 5,459.4 5,694.9 Bank of America 6 
0.0 163.5 159.9 5,019.3 5,342.8 Citigroup 7 
0.0 22.0 -71.1 4,995.8 4,946.7 ING 8 
0.1 71.0 427.1 4,605.0 5,103.1 HSBC 9 
00 122.3 173.4 4,554.3 4,850.0 Credit Suisse 10 
0.6 69.8 21.7 3,558.2 3,650.3 Banco Santander 11 
0.0 315.0 0.0 3,546.5 3,861.5 Lehman Brothers 12 
2.7 18.5 204.2 3,051.5 3,276.8 Merrill Lynch 13 
0.0 0.0 0.0 2,930.1 2,930.1 Dresdner 14 
0.0 101.0 2,014.6 2,688.2 4,803.7 Morgan Stanley 15 
0.4 133.0 -7.0 1,901.1 2,027.5 Royal Bank of Scotland 16 
0.0 0.0 14,051.2 632.0 14,683.2 ABN Amro 17 
0.0 29.0 0.0 1,859.5 1,888.5 Sumitomo Mitsui 18 
0.0 0.5 0.0 1,711.5 1,712.0 MUFG 19 
5.9 348.1 3,971.2 1,708.0 6,033.3 Societe Generale 20 
0.0 17.0 0.0 1,350.0 1,367.0 Helaba 21 
00 41.0 -7.1 1,090.2 1,124.1 I ntesa San Paolo 22 
00 58.5 696.9 1,080.0 1,835.4 BayLB 23 
0.3 0.1 -3.3 1,039.6 1,036.6 Wachovia 24 
0.0 0.0 2,553.5 947.5 3,500.9 JP Morgan 25 
0.0 0.0 0.0 85.8 85.8 Bear Stearns 26 
0.0 0.0 0.0 945.0 945.0 Kredeitbank 27 
0.0 29.0 0.0 851.1 880.1 Svenska Handelsbanken 28 
0.0 97.0 389.3 838.5 1,324.8 Mizuho 29 
0.0 0.0 0.0 27.0 27.0 Daiwa Securities 30 
0.0 83.0 194.4 635.4 912.8 Standard Chartered 31 
0.0 489.0 287.8 616.8 1,393.6 Unicredit Group 32 
1.6 0.0 6,108.5 599.6 6,709.6 Calyon 33 
00 1.0 0.0 599.5 600.5 Toronto Dominion 34 
00 00 0.0 549.0 549.0 LBBW 35 
00 00 0.0 545.2 545.2 Scotiabank 36 
0.0 1.3 0.0 518.7 520.0 RBC 37 
0.0 184.0 8,847.1 327.0 9,358.1 Danske 38 
0.0 0.0 0.0 295.8 295.8 Citadel 39 
0.0 0.7 0.0 146.7 147.4 Bank of Montreal 40 
0.0 0.0 0.0 84.9 84.9 Jefferies 41 
0.0 29.0 386.9 70.5 486.4 Fortis Securities 42 
0.0 -1.5 0.0 2.8 1.2 Newedge 43 
0.0 0.0 0.0 0.0 0.0 BGI (Cash Equivalent Fund II) 44 
0.2 4.0 -147.6 0.0 -143.4 CIBC 45 
0.7 0.0 54.8 0.0 55.5 Coral Purchasing (DZ Bank) 46 
00 00 0.0 0.0 00 First Clearing LLC 47 
0.3 00 911.3 0.0 911.6 Rabobank 48 

*FRBNY loss estimate, **FRBNY 25% loss assumption 
3,275.4 
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Other CDO expsure RANKED 
Total Exposure to AIG, Ranked (predominantly regulatory capital arbitrage, 

notional) 

ABN Amro 14,683.2 ABN 56,205 
BNP Pari bas 12,684.4 2 Danske 35,388 
Deutsche Bank 12,669.9 3 Calyon 24.434 
Barclays 11,952.3 4 BNP Pari bas 23.470 
Danske 9,358.1 5 Deutsche Bank 17,598 
Goldman Sachs 8,926.7 6 Societe Generale 15,885 
Calyon 6,709.6 7 JP Morgan 10,214 
Societe Generale 6,033.3 8 Morgan Stanley 8,058 
UBS 5,780.0 9 Goldman Sachs 7.442 
Bank of America 5,694.9 10 Barclays 6,508 
Citigroup 5,342.8 11 Rabobank 3,645 
HSBC 5,103.1 12 BayLB 2,788 
ING 4,946.7 13 HSBC 1,708 
Credit Suisse 4,850.0 14 Mizuho 1,557 
Morgan Stanley 4,803.7 15 Fortis Securities 1,548 
Lehman Brothers 3,861.5 16 Unicredit Group 1,151 
Banco Santander 3,650.3 17 UBS 1,142 
JP Morgan 3,500.9 18 Merrill Lynch 817 
Merrill Lynch 3,276.8 19 Standard Chartered 778 
Dresdner 2,930.1 20 Credit Suisse 693 
Royal Bank of Scotland 2,027.5 21 Citigroup 640 
Sumitomo Mitsui 1,888.5 22 Coral Purchasing (DZ Bank) 219 
BayLB 1,835.4 23 Banco Santander 87 
MUFG 1,712.0 24 Lehman Brothers 
Unicredit Group 1,393.6 25 Dresdner 
Helaba 1,367.0 26 Sumitomo Mitsui 
Mizuho 1,324.8 27 MUFG 
I ntesa San Paolo 1,124.1 28 Helaba 
Wachovia 1,036.6 29 Bear Stearns 
Kredeitbank 945.0 30 Kredeitbank 
Standard Chartered 912.8 31 Svenska Handelsbanken 
Rabobank 911.6 32 Daiwa Securities 
Svenska Handelsbanken 880.1 33 Toronto Dominion 
Toronto Dominion 600.5 34 LBBW 
LBBW 549.0 35 Scotiabank 
Scotiabank 545.2 36 RBC 
RBC 520.0 37 Citadel 
Fortis Securities 486.4 38 Bank of Montreal 
Citadel 295.8 39 Jefferies 
Bank of Montreal 147.4 40 Newedge 

Bear Stearns 85.8 41 BGI (Cash Equivalent Fund II) 
Jefferies 84.9 42 First Clearing LLC 
Coral Purchasing (DZ Bank) 55.5 43 Bank of America (9) 

Daiwa Securities 27.0 44 Wachovia (13) 
Newedge 1.2 45 Royal Bank of Scotland (28) 
BGI (Cash Equivalent Fund II) 0.0 46 Intesa SanPaolo (28) 
First Clearing LLC 0.0 47 ING (284) 
CIBC -143.4 48 CIBC (590) 
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Cell: 022 
Comment: Administrator: 

Includes ABN AMRO 

Cell: F22 
Comment: MAMAOEO: 

Includes ABN Amro 

Cell: 031 
Comment: Administrator: 

Includes Bear Sterns 
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HIGHLY CONFIDENTIAL 

Restricted FR 

AIG Subsidiaries: 
Are they a Source of Strength? 

Chris Calabia, Erika Gottfried, Min Kim, Elise Liebers, 
Alexander Psomas, Danielle Vicente 

Bank Supervision Group 

Sunday, September 13, 2008 
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Ability to support has weakened 

• Realized & significant 
unrealized losses on 
investments 

• 380 subsidiaries, 
largest"" 1 0% 

• Dividends to parent 
down sharply overall 
- 2007: $49 billion 

- 2008 YTO: $1.4 billion, 

AIG Revenues by Segment 
(2007 $110.1 billion) 

Asset 

Management 
,4% 
,,' 

P&C,42% 

90% from P&C ~--------
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Simplified Organizational Chart 
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Life Insurance 
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What happens in a sale? 

Tb ... lo~~ rllt ... lit which ... qllit~ . Using a weighted 
average, all the 

Americllll Life InsUI'llllce Co. SOle subsidiaries shocked 
VllrillbleAulIWl) Life would wipe out their 

AlG .AJlnuitie~ In~IU'ruJ.ce Co 
capital in a liquidation if 
assets are sold at a 12% 

35°/, loss or greater. 
~o/, 

AllleIican lIome A~~m'31lce 
. P&C entities are more 

resilient and can 
Am ... rif9nr; ... nfrfllT,if ... )ol 

withstand losses on their 

Am ... rinm JutHnlltiomll Hf ... 
assets of greater than 

Assurance Co. 01 NY ROl 20%. 
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AIGFP, 8%~" 
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AIG Revenues by Segment 
(2007 $110.1 billion) 

Asset Management, 4% 

,,~ 

P&C, 42% 
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AIG Revenues 
P&C 
Life 
AIGFP 
Asset Management 
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8% 
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AIG Revenues by Segment 
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Jim Mahoney/NY/FRS 

09/14/20080901 AM 

fyi 

To 

cc 

bcc 

Subject 

Christopher Calabia/NY/FRS. Paul Whynott/NY/FRS 

Fw AIG and the discount window 

----- Forwarded by Jim Mahoney/NY IFRS on 09/1412008 08:58 AM -----

Adam 
Ashcraft/NYfFRS 

09/14/2008 0813 AM 

HIGHLY CONFIDENTIAL 

To 

cc 

Subject 

Adam AshcraftlNY/FRS@FRS, Alejandro LaTorre/NY/FRS@FRS, Arthur Angulo/NY/FRS@FRS, Beverly Hirtle/NY 
IFRS@FRS, Brian Peters/NY/FRS@FRS, Catherine Voigts/NY/FRS@FRS, Chris Burke/NY/FRS@FRS, Hayley 
Boesky/NY/FRS@FRS, Jamie McAndrews/NY/FRS@FRS, Jim Mahoney/NY/FRS@FRS, Meg McConnell/NY 
/FRS@FRS, Patricia Mosser/NY/FRS@FRS, Til Schuermann/NY/FRS@FRS, Tobias Adrian/NY/FRS@FRS, Warren 
Hrung/NY /FRS@FRS 

FCIC-AIG0021566 



AIG and the discount window 

Short comment on the AIG situation, with references attached. One if the Merril note Warren circulated yesterday. 

The bottom line is that this downgrade action is about risk management and not capital, and reflects the unwillingness of AIG to sell or hedge 
some of its ABS COO risk, preferring to keep the upside of these exposures to to itself, and thus leave the bondholders vulnerable to a further 
deterioration in the housing market. 

The threat to sell assets is a clear attempt to scare policymarkers into giving the access to the discount window, and avoid making otherwise 
hard but viable options: sell or hedge the COO risk (little to no impact on capital), sell subsidiaries, or raise capital. 

liD;". :L; 
: .... .....:.;.; ~ 

liD;". :L; 
: .... ~~ 

ML-S1P on .~.lG.pdf Citi-... .lG new stock price ~-2WS..pdf 

Adam B. Ashcraft 
Financial Intermediation Function 
Federal Reserve Bank of New York 
(212) 720-1617 phone 
(212) 720-8363 fax 
(646) 206-6175 cell 

The contents of this e-mail reflect the opinion of the author and not the opinion of the Federal Reserve Bank of New York or the Federal Reserve 
System. 
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From:
To: Kevin Warsh
Subject: re:
Date: 09/14/2008 04:16 PM

Anything to report?

In case I am asked:  How much capital injection would have been needed to keep
LEH alive as a going concern?  I gather $12B or so from the private guys together
with Fed liquidity support was not enough.

Bernanke

HIGHLY CONFIDENTIAL FRB to LEH Examiner 001349FCIC-155000















To: Jane Buyers-Russo/JPMCHASE@JPMCHASE 

DavidA. cc: 
Weisbrod Subject: Re: TriParty Close 

09/1512008 
11:20 PM 

Tks Hack already copied. Will copy diane now. Barry sent gist of my message to scott waterhouse of OCc. 
Please remember to tell LEH in AM of our addl haircuts on their intraday. 
David 

"::>"Jane Buyers-Russo 

----- Original Message -----

From: Jane Buyers-Russo 
Sent: 09/15/2008 09:50 PM CDT 
To: David Weisbrod 
Subject: Re: TriParty Close 

What about copying jeff hack and diane e 

Jane Buyers Russo, MD 
JPMorgan Investment Bank 
ACBIFIG Broker Dealer 
383 Madison Ave, 35th FI 
NY NY 10179 
212-622-8628 
917-679-2680 

":::"David A. Weisbrod 

----- Original Message -----

From: David A. Weisbrod 
Sent: 09/15/2008 10:35 PM EDT 
To: Jamie Dimon 

somebody? 

Cc: Heidi Miller/NY/ONE@BANCONE; barry.1.zubrow@chase.com; steven Black; Bill 
Winters; Stephen Cutler; Jane Buyers-Russo; Ed Corral; Christopher Carlin; Jeff Hack; 
James Paterson; John Hogan; Donna Dellosso 

Subject: TriParty Close 

Jamie 

Based on preliminary analysis, the overall triparty investor repo position declined from $790bn on Friday close 
to $727bn tonight. Reductions as follows: 
Lehman ($3 )_$4b n). Three dealer positions 
mcrea 
Collateral to support the in loans aggregated $752bn (3.5% blended haircut) of which 78% is Fed 
eligible and 22% is DTC. 

Lehman's triparty investor repo position decreased from $87bn to $51bn as Lehman shifted its source of 
financing from triparty to GCF repo. Composition is as follows: $28bn PDCF, $2bn Barclays (new lender), 
$21bn other investors . term . Other investors include Fed Open Markets Operations Desk 
($13.5 ($4b Ibn); Lehman intercompany ($lbn). The Fed $13.5bn repo 
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Alexander J PsomasfNYfFRS To 

09/15/2008 09 38 PM 
NY Banksup AIG Monitoring and Analysis 

cc 

bcc 

Subject 

AIG- Lead point 

Feedback is welcome 

AIG is a $1 trillion asset global retail distributor of insurance products. The company has a iconic franchise with over 300 legally 
separate distribution channels, most of which use the t1agship name. Slightly more than half of operations reside in the US and the 
remainder overseas. The firm has been a tmsted name in millions of households for many decades, and has noteworthy historical 
presence in Asia. Within the wholesale arena, the firm has noteworthy exposures to large European banks, many using insurance 
vehicles to facilitate regulatory capital relief. 

The size, name, franchise and market presence (wholesale and retail) raise questions about potential worldwide contagion, should 
this franchise become impaired. 
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William BRODOWS/NY/FRS 

09/15/20080717 AM 

To 

cc 

bcc 

Subject 

"Amy White" <Amy.White@ny.frb.org>, Kirsten Harlow/NY 
/FRS@FRS 

Fw: MS counterparty issues 

----------------------------------------Sent from my BlackBerry Handheld. From: "Eichner. Matthew" 
[EICHNERMZ/'SEC.OOV] Sent: 09115/200806:37 ANIAST To: Til Schuermann: WilliamBRODOWS: i\rthur 
i\ngulo Cc: "Hsu. Michael" <HSUM(c/'SEC.GOV> Subject: MS cOlUlterparty issuesNeed to clarif)' fiuther. but 
concerning. 

From: Wong. Dayid K (CORPTSY) To: Eichner. Matthew Cc: Russo. David (CORPTSY) : Liu. Vincent 
(CORPTSY) Sent: Mon Sep 1506:3-1:26 2008Subject: cOlUIterparty issues Matt. Need to let you 
know. Deutsche. RES. Calyon. HSBC not taking MS name on derivatives trades in London Citi clears trade for 
us in Europe and we are lk"1ying some issues. We're working on clarifying some issues with 
Euroclear. Regards.David'loTIcE. Ifrecei\eu in enlll. plea,,, ue,u'uy anu nulil) senuer. Senuer uue, nul inlenu lu "aive Cllliliuenlialil: III 

pridege. Use ofthis ellk"lil is prolul)ited when receiwd in enor. 
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Angela MIKNIUS/NY/FRS 

09/15/2008 0523 PM 

To 

cc 

bcc 

Subject 

NY Bank Sup - IB Updates 

hsum@sec.gov, silvak@sec.gov, gilesj@sec.gov 

Notes from various calls/meetings at MS 

Notes from meeting with Ken DeRegt, MS CRO. In some cases these comments are restating what 
was gathered in earlier meetings, though in some cases fresh points or figures are presented. At the 
end are a few additional points from another conversation with Tom Wipf who heads up secured 
financing for MS and Anita Rios, COO in MS's Treasury Dept. 

Funding was priority one for him when the day started - all has gone above expectations. Europe 
rolled easily and no real problems in NY (fully funded and more so early - no triparty returns - cash 
in mortgage space 20% above normal and he assumes that is cash previously placed to Lehman). 
There were a few (5-6) requests for additional collateral. He understands this was a system-wide 
event and normal given the circumstances. They will continue to monitor these and alert us if they 
accelerate - they did not accelerate throughout the day today. They will use the PDCF for $4B 
across all asset classes - not for need but to test as agreed by other market participants. 
His biggest issue is in operations and relates to ops at Lehman in two ways. He has a high level of 
concern and already raised these issues to senior SEC and FRB staff. Firstly, things are not 
moving well at all within LEH operationally - mostly in equities - it creates confusion in determining 
what MS's current exposure is to LEH - they feel exposure is going up during the day, but they don't 
want to be taking on much LEH risk. Secondly, they have clients with PB assets at LEH that are 
looking to move to MS. These clients are indicating that nothing is happening at LEH creating 
worry. In select cases MS will work with these clients to facilitate a sale/buy transaction to get the 
securities from LEH to MS, but MS is concerned about the potential for taking on LEH risk. 
Market-wise, MS CDS spreads widened by 125-150 bps with very little trading going on. MS and 
GS shares are both down about 8% (meeting was at 1 PM today) whereas MS shares were down 
more than GS earlier in the day. MS exp to moves in the market today was limited and it was 
generally right-way risk. He does not have any other specific counterparty concerns as of now 
though they are running stress tests on that front (AIG exposure was described as minimal) - only a 
few CPs raised concern about MS - mainly European banks and those have been worked out. He 
cited no issues with MS's ability to flatten its market risk positions in the wake of the LEH collapse. 
Ken mentioned that they are being very alert to requests for cash that are "not normal". Noted one 
instance where a large PB client wanted to monetize a specific in-the-money derivative exposure -
Ken and MS decided not to allow - told them to take all of their business away or none - don't 
cherry pick. 
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One last point from Ken - he is a proponent of the weekend LEH netting exercise that ultimately 
died out - he was disappointed it didn't come to fruition because currently it is left to be voluntary 
and it seems more could be done by everyone to spur the process forward. 

From Tom Wipf... 
Tom updated us on the status of funding for the TFP secured funding program. They lost $2B from 
JPM Inv Mgmt where they were told they were doing the same for all remaining IBs. He clarified 
that the $1.5B lost from State Street was in fact a request for higher grade collateral, not a 
complete pull away, where MS is left trying to find another lender to support the weaker collateral. 
Lastly, they anticipated going into the day and did, in fact, lose $2B of O/N funding from conduit 
sources. Pulling together all of these, they were able to find other sources so the net impact is a 
loss of $2-3B of TFP funding which will likely just be drawn from the liquidity pool (which was 
relatively high at $83B going into today). 
Tom further indicated that for JPM in particular they suspect a call will be made from the CEO level 
to try to work out the issues. He felt the other names would likely be dealt with more at the 
line/desk level. Lastly he mentioned BlackRock and Franklin Templeton as names where calls may 
be needed to appease name concerns. For Franklin Templeton its because they just put MS on 
their internal watch list. 

From Anita Rios ... 
Clarifying some details regarding the JPM collateral request as clearing agent for MS, Anita 
indicated that they were told from JPM that the request was made in part because it's a fairly new 
relationship (2yrs) and all required legal paperwork has still not been signed and put in place. We 
note that JPM apparently made similar collateral requests from other IBs using different rationales. 
Also, we are not clear as to whether MS is under the impression that the cash collateral would no 
longer be necessary once the legal paperwork was finalized. 
Regarding the BoNY mention earlier, we learned that BoNY did not actually ask for cash collateral 
and MS has not placed any cash with them. They $4B figure mentioned earlier was an increase in 
the amount MS Credit Risk staff would permit to be left at BoNY during the normal course of 
business. 
Finally we got some clarity around the various clearing agents MS uses globally. BoNY is their 
securities clearing agent in the US; JPM is their main securities clearing agent in Europe; HSBC is 
their largest securities clearing agent in Asia. BNP Paribas, DB and Commerz are used as 
securities clearing agents for a variety of niche markets throughout Europe while Std Chartered 
plays a smaller clearing role in Asia for MS. Citibank is their primary cash clearer for the parent 
company in the US. 

Jeff & Angela 
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SullhTtll]'.l·FRS 

OY'16':!003(l6:!.I-

'" 

"Eichner, Matthew" 
<EICHNERM@SEC.GOV> 

09(16/20080659 AM 

History 

To 

cc 

bee 

Subject 

T111~ llles~age has been rep bed to 

<William BRODOWS@ny frb org>, 
< Daniel. Suillvan@ny.frb.org>, <.An ne. Golden@ny.frb.org>, 

-<Jeffrey.l<owalak@ny.frb.org>, 
"'"Angela.MIKNIUS@nyfrb.org'>, "'"Oennis.Herbst@ny.frb.org'> 

<-Arthur . .Angulo@ny.frborg.> <-Amy White@ny.frb.org.>, 

<Kirsten.HarIQIN@ny.frb.org> 

Re: Overnight info 

Ddfillltdv som: Iml~)1 c.,urflo',vs ofPB balances atbotll GS ($ :; b) and rvIS ($ - b) Blgllltraciav ISSUeS at tlk c1eanllg ballk~ (I:: tlleYCicIrt ',V,111t c::\pl);',Ule and arc ,1sklllg tt)!' cash SeClUllIe:)) Lots ofdcsklev::l 
no1.'''; around IdS and r"IL ami taklllg rh: nmn: Nl)t prdty 

n'om \\'llllalllHK( 11)( 1\\oSt{l'IlY hh nrg To' I )mllel Snlllvan{l'ny h'h \)1g' ..\.nne (iolrlen'{I'IlY hh org . .leth·ey J-.:cY\valakt,Tny tdl o1'g ..\.ngel] ]'dlhNH JSr(!'I1Y h'h O1'g: l)ennlS H::1hstr(!'ny t1'h Ofg ('C' Elclme1 
t\Iatthe·,v; .-\Ithur .• ·\ngulo'ilnyfrb.org; .-\iny.\Yhite,',(;'lly.1ib.org; hlr"t~IlHar1o\v',ilny.1ilh)lgSent Tue S::p 16 ('6 ..f9 38 20('8Su~iect: Re OvernightiIU() 11')'01.1 did nntgctan Clnail fionryom imtitutioll please 
call tlk'lll nmv ,yilll the C()Jltact mll11b~l pw,·lcbd ·ye'>t~lday. Tb. 

To 

'Wd!lllulIKUl)UWS" WlIillm.HKUVuWS'r]'ny1iu.org', "VenlllsHerb~t"< V~lllll>.Helb"t({'ny.1iu org' 

OYemightinfo 

BIll Dennis 1 didn'tg::t a 3:(,0 ),J,J update last night ii-Olll !lIerrill. Perhaps m one notified the hadel'S at ~:1eITill in London -------------------------- Sent frnlllmy BlackBerry ',,:ir::le,;s Handheld 
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Susan McLaughlinlNYIFRS 

09/16/20080801 AM 

To 

cc 

bcc 

Subject 

William BRODOWS/NY/FRS@FRS 

Brian Peters/NY/FRS@FRS, Arthur Angulo/NY/FRS@FRS, 
Chris Burke/NY IFRS@FRS, Sandy Krieger/NY IFRS@FRS 

Re: Morgan Stanley potential PDCF usage on 
tuesdayCBC 119405011 OC2B8525777B00572E7E 

Thanks - I have a personal matter to attend to this am that will delay me, but I expect to be in by 10:30 
and will be checking email this am. Let me know what you hear ... 

Susan McLaughlin, VP 
Markets Group 
Federal Reserve Bank of New York 
1.212.720.1321 

----- Original Message ----
From: vlilliam BRODOWS 
Sent: 09/15/2008 11:05 PM EDT 
To: Susan McLaughlin 
Cc: Brian Peters; Arthur Angulo; Chris Burke; Sandy Krieger 
Subject: Morgan Stanley potential PDCF usage on tuesday 

Susan -

David Wong (Treasurer), David Russo (Assistant Treasurer) and Tom Wipf (Global Funding) called me 
at home tonight to express their concern that MS had experienced some adverse funding flows late in 
the day from prime brokerge accounts. They were preparing for a worsening on Tuesday although they 
indicated no customers had given them advance notice of withdrawals or non-rollovers of tri-party repo. 
In their "dark" scenario, they felt their PDCF usage would increase to $10-15 billion. At Brian's and Art's 
suggestion, I gave them your phone number and told them to inform us as soon as possible. We have a 
1 0:30am call scheduled, but I expect to hear from them well before that. I will forward any news. 
Please feel free to contact them as well. 

David Wong: 917215 0911 cell; 212 762 4100 office 
David Russo: 646 625 9325 cell; 212 762 4171 office 
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Systemic Impact of AIG Bankruptcy 

1. Key Differences between Impact of AIG and Lehman Failure 

1. In important ways, AIG's failure (hold co. and subs) is more systemic in nature due to 
size, franchise, and, the wholesale and retail dimensions of its business. 

o AIG's focus on a single name strategy has made it one of the most recognized 
corporate names worldwide. In benign periods, this represents significant strength 
of franchise, while in disrupted periods it introduces significant name risk and 
potential contagion. 

o ATG has over 700,000 agents, brokers, and sales representatives worldwide; serves 
74 million customers in more than 130 countries and derives nearly half of its 
revenues overseas. 

o In contrast to Lehman, failure would be more global and have a retail impact; 
significant retail presence through insurance, notably in stable value funds, variable 
rate annuities. 

o The unique blend of a global distribution network, focusing on retail customers, 
with strong name recognition, hinders the public's ability to discern financial health 
and delineate among operating companies. 

2. Similar to Lehman, unwinding of trading books contains rebalancing and feedback 
loops perhaps of smaller scale blc trading are smaller size but could pose difficulty in 
unwinding due to complexity of book (ABS CDO and exotic derivatives). 

II. How the Bankruptcy Process Might Unfold 

Impact on unregulated subsidiaries if parent Holding Co. flies for bankruptcy 

1. The bankruptcy process for unregulated companies \vill be under the federal 
bankruptcy code; no state regulators. 

2. If holding co. is guaranteeing the products of the unregulated financial products 
company, the filing by the holding co. will likely automatically put the subsidiary into 
bankruptcy. 

3. The main subsidiaries of concern are a financial products company (derivatives trading 
business) and an investment management company (securities lending). 

Impact on regulated insurance subsidiaries if parent Holding Co files for bankruptcy 

1. If the insurance subsidiaries are financially healthy: 
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o Filing at holding co. level should not, in theory, impact the insurance subsidiaries' 
operation as a going concern. 

o Filing at holding co. level may, however, cause liquidity stresses at the insurance 
subsidiary level because of exposures to affiliates, and! or runs because of name 
aversion (risk of run mainly at the life insurance subsidiaries). 

o Under normal conditions, all inter-affiliate transactions must be approved by the 
insurance regulator; if the parent company has filed for bankruptcy, such approvals 
will be more scrutinized. 

2. If the insurance subsidiaries are NOT financially healthy: 

o Once the holding co. files, the state insurance commissioner will likely step-in and 
initiate either liquidation or rehabilitation proceedings. 

o Rehabilitation proceedings are the predominant approach: insurance commissioner 
takes control over subsidiaries to preserve value, sell certain business, or 
reconstitute so as to continue as going concern; equivalent to ring-fencing; impact 
on consumcr confidcncc is unclcar. 

o If the going concern value cannot be preserved, then commissioner may liquidate 
in an orderly manner. 

III. Impact on Financial Counterparties (see details from Bank Supervision) 

1. AIG to fails to perform on balance sheet CDO swaps, which provide reg capital relief 
to European banks; failure would lead to increase in European bank capital 
requirements. 

o Swaps allow banks to hold 1.6% in regulatory capital as opposed to 8%. 

o Total notional exposure of $290B; down from $80B as deals wound down. 

2. ABS CDO exposures unlikely to be re-balanced as other counterparties not willing to 
provide protection; exposes dealers to market risk. 

IV. Impact on Market Liquidity and Related Spillover Effects 

1. Larger surprise factor than Lehman; AIG CDS priced in 35% probability of default on 
Friday vs. 67% today. 

2. Occurs on the back of Lehman bankruptcy; market currently unsure of their positions 
and functioning is being tested. 
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3. AIG derivatives book more complex than Lehman. 

4. Bankruptcy of AIG CP (S20 bn) has significant contagion potential (GE CP is $90 bn). 
If CP can't be rolled over, issuers draw down on bank lines; credit extension dries up, 
banks capitalization further deteriorates, rating downgrades ensue. 

5. Investors could lose confidence in subsidiaries, withdraw cash from securities lending, 
leaving liquidity shortfall; induces forced liquidations and leads to losses. 

6. AIG would fail to perform on annuities and stable value wraps; latter drives asset sales 
and breaking-of-the-buck for money funds. 
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Til Schuermann/NY/FRS To 

09/17/200809:11 PM 
cc 

bcc 

Til Schuermann 
Research, Financial Intermediation 
Federal Reserve Bank of New York 
(212) 720-5968 
http://nyfedeconomists. org/schuermann/ 

Subject 

This message is being sent from my Blackberry. 

----- Original Message ----
From: Jonathan Stevlart 
Sent: 09/17/2008 01:03 PM EDT 
To: Jonathan Stewart 
Cc: JohnP McGowan; Til Schuermann 
Subject: He: Tri-party 9-16-2008 

William BRODOWSfNYfFRS@FRS 

Fw: Tri-party 9-16-2008 

Corrected spreadsheet - only the total collateral column was incorrect 

MS's repo activity was at over 200 billion - it hasn't been that high since mid-may and on 8/28 was at 125 bin 

B NYM T ri-P art'l 9-16-2008. :~Is 

Jonathan Stewart 
M icroeconomic & Regional Studies 
Federal Reserve Bank of New York 
(212) 720-2992 
jonathan. stewart@ny.frb.org 

Jonathan 
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StewartfNY/FRS 

09/17/2008 

12:59 PM 

To 

cc 

Subject 

Til Schuermann/NY/FRS@FRS 

JohnP McGowan/NY/FRS@FRS, Jonathan StewartlNY/FRS@FRS 

Re: Tri-party 9-16-2008 

Something's wrong with the spreadsheet - ms MBS is above total - looking into it... 

Jonathan Stewart 
M icroeconomic & Regional Studies 
Federal Reserve Bank of New York 
(212) 720-2992 
jonathan. stewart@ny.frb.org 
----- Forwarded by Jonathan Stewart/NY IFRS on 09117/2008 12:54 PM -----

Jonathan 
StewartfNY/FRS 

09/17/2008 

12:56 PM 

To 

cc 

Subject 

Til Schuermann/NY/FRS 

JohnP McGowan/NY/FRS@FRS 

Tri-party 9-16-2008 

First glance: we don't see haircuts going up at MS the way we did at LEH last week ... 

B NYM T ri-P artl~ 3-16-2008. :~Is 

Jonathan Stewart 
M icroeconomic & Regional Studies 
Federal Reserve Bank of New York 
(212) 720-2992 
jonathan. stewart@ny.frb.org 
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9/16/2008 All Cutomers Goldman Sachs Morgan Stanley 
Date Market Value w Intr Margin % Market Value w Intr Margin % Market Value w Intr Margin % 
Agency Debenture $ 219,211,233,831 101.75% $ 15,928,228,031 101.82% $ 50,484,707,727 102.16% 

Aglil!'i~;tfliJQS.·' ".$' ~~;~!}~'\'~i~~ 'i. .,$i, ~3i1'~,1J1j1 ("1" 
Agency Remic $ 73,469,903,295 102.96% $ 12,880,977,068 102.50% $ 3,635,854,379 104.07% 
Aglil!i~;tS;trIP $I 14,~M,~!'\~,S71 ;$' '. 3,1J~~;~4,6~t $: !$~S:(7:p4,Q~ 
Asset Backed $ 40,417,542,253 106.59% $ 2,841,531,990 108.51% $ 5,101,361,363 106.69% 

$ 53;102,~ ;'200JlQ%, 
1,440,172,641 100.00% $ 1,440,172,641 100.00% 

l'~,Q"f,d;:$~'€"l;1: :l'9~,t~~ ,$' JI;;eD~,~2,e~f', 
90,449,731,010 105.00% 105.97% $ 6,672,323,987 104.35% 

'., "',.~OI~~e;$!,\~,~~2 $' ~,,121,634 ;. 
247,290,078 101.77% 102.00% $ 16,853,036 100.33% 

,.~~I1,~1~i~!1 lQ3,,~~~ $, i;o~,4!}~,~~ lO~,S9$ 
Municipality debt $ 4,783,227,094 106.16% 
,Tr1\!\!i$Oiy; ,if ,'~~,15l5!1i3~e,~'$1:i ",. tQl,~6..'¥i! .,$i, 
Treasury Strip $ 26,389,543,588 102.41% $ 3,089,059,718 109.13% $ 3,623,057,023 101.24% 
Wholtlt.oliln ' " $ 301~;1.3!1:~ 106EsS"Ki .$ li~S:ODO,Q02 

Total $ 1,559,540,791,973 $ 122,285,721,726 $ 207,262,603,643 
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History: 

Til Schuermann/NY/FRS 

09/17/200812:20 AM 

T his message has been replied to. 

To 

ee 

bee 

Subject 

Arthur Angulo/NY/FRS@FRS, William BRODOWS/NY 
IFRS@FRS 

Amy White/NY/FRS@FRS, Kirsten Harlow/NY/FRS@FRS, 
James P Bergin/NY/FRS@FRS, JohnP MeGowan/NY/FRS 

Re: On-site Primary Dealer Update: September 16th Evening 
Edition000000000003FFFF6E6900137CEOOOOO 

You know, this is not good. In liq stress scenario C for Morgan (that's their catastrophic scenario), they 
expect to lose $21.5bn over the first 2 weeks -- not 2 days -- from PB! Secured funding is holding up -
thanks to facilities presence -- but they are being run. ML's liquidity stress scenario assumes a loss of about 
$6-7bn a week from PB -- they have that in the first 2 days -- and they got bought by a bank! At this rate 
they won't make it past this week ..... 

GS has already "used up" more than half their MLO allowance for PB drain -- in 2 days! 

I think a lot of this is running in the UK, right? Where there isn't the strict lock-up there is in the US BID .... 

This is not good ..... or am I seeing ghosts? 

Til 

Til Schuermann 
Research, Financial Intermediation 
Federal Reserve Bank of New York 
(212) 720-5968 
http://nyfedecono mists. org/schuermann/ 

Any comments or statements in this message represent the views of the author only and not necessarily 
those of the Federal Reserve Bank of New York or the Federal Reserve System. 

Amy 
White/NY/FRS 

09/16/2008 
To 

Adam J WeiszlNY/FRS@FRS, Alejandro LaTorre/NY/FRS@FRS, Amy White/NY 
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10:18 PM /FRS@FRS, Angela MIKNIUS/NY/FRS@FRS, Anne Golden/NY/FRS@FRS, Arthur 
Angulo/NY/FRS@FRS, Brian Begalle/NY/FRS@FRS, Brian Peters/NY/FRS@FRS, Chris 
McCurdyfNYfFRS@FRS, Christopher CalabiafNYfFRS@FRS, Daniel SullivanfNY 
/FRS@FRS, Denise Goodstein/NYfFRS@FRS, Dennis HerbstiNY/FRS@FRS, Dianne 
DobbeckfNY/FRS@FRS, Elizabeth Tafone/NY/FRS@FRS, Helen MucciolofNY 
/FRS@FRS, Homer Hill/NYfFRS@FRS, James P Bergin/NY/FRS@FRS, Jan Voigts/NY 
/FRS@FRS, Jeffrey KowalakfNY/FRS@FRS, Jim Mahoney/NYfFRS@FRS, John 
Leiby/NY/FRS@FRS, JohnP McGowan/NY/FRS@FRS, Jonathan StewartiNY/FRS@FRS, 
Kevin Coffey/NY/FRS@FRS, Kevin Messina/NY/FRS@FRS, Kirsten Harlow/NY 
/FRS@FRS, Lance Auer/NY/FRS@FRS. Lucinda M Brickler/NY/FRS@FRS, Michael 
HolscherfNY/FRS@FRS, Patricia MosserfNY/FRS@FRS, Sarah Dahlgren/NY/FRS@FRS, 
Steven J ManzarilNY/FRS@FRS, Terrence CheckilNY/FRS@FRS, Theodore Lubke/NY 
/FRS@FRS, Thomas Baxter/NY/FRS@FRS, Til Schuermann/NY/FRS@FRS, Tim P 
ClarkfBOARD/FRS@BOARD. Timothy Geithner/NY/FRS@FRS. William BRODOWS/NY 
/FRS@FRS, William Dudley/NY/FRS@FRS, William Rutledge/NY/FRS@FRS, YoonHi 
Greene/NY/FRS@FRS, Meg McConnell/NY/FRS@FRS 

cc 

Subject 
On-site Primary Dealer Update: September 16th Evening Edition 

Amy G. White 
Federal Reserve Bank of New York 
(212) 720-2448 
Amy.White@ny.frb.org 

ON-SITE TEAMS REPORT 

Morgan Earnings Call: Net Revenues of $8 billion, Net Income of $1.4 billion and EPS of $1.32. Like 
Goldman, Morgan stated that it does not need to hook up with a bank (which brings its own complications); 
it's comfortable with diversity and flexibility of IB model. The firm is desperately trying to instill confidence, 
but expressed extreme frustration with markets. Confident funding costs will normalize. but deferring some 
key business decisions until that occurs. 

Primary Dealer Updates 

-
Merrill: 

Merrill's Parent Company Liquidity Pool: Has dropped by roughly $27 billion in the last three days 
due to a variety of factors. The pool is currently $40 billion versus $83 billion on August 13. We are 
trying to get in touch with the Treasurer tonight. 
Total drain on holding company operating cash is expected to be $7 to $8 billion today, primarily as a 
result of the following funding needs: 

$3 to $4 billion to MLI (the UK brokerage firm); 
$1 billion ML Pro (prime brokerage); and 
$3.4 billion to fund repo positions. 

ML Bank USA is currently providing $5.3 billion in repo funding ($4 billion CMOs and $1.3 billion 
municipals). Management is considering ways to better utilize ML Bank USA for funding given the 
23A relaxation. 
P&L: P&L in Counterparty Credit Risk book resulting from Lehman bankruptcy and BoA I Merrill 
deal is still being analyzed. Merrill anticipates that this will be a significant loss due to the movement 
in spreads for Lehman and Merrill. 
OTC Market Activity 

Rates and Muni Derivatives: Some Customers are wary of trading with Merrill. 
Credit Derivatives: Assignments / Terminations are higher than normal volume. Same 
situation as yesterday whereby we are seeing increased volume from firms looking to put 
trades on with / assign trades to Merrill that are currently on with AIG, Morgan, Goldman. 
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Goldman 

Morgan 

Goldman's Free Credit Withdrawals: Goldman itself does not express significant concern and we 
don't see anything in funding that is of significant concern at this point. G oldman realized $10 billion in 
free credit withdrawals, which is moderately concerning to them. Rating agencies are expected to 
announce rating decision Wednesday and Thursday. 
Tokyo: Another counterpart indicated it is ceasing unsecured bond borrows pending a review of 
Goldman's earnings and its credit exposure to US broker-dealers. 

Morgan's Stanley's Parent Company Liquidity Pool and its Prime Brokerage Business: Free credit 
withdrawals of $20 billion over the last two days, contributing to a $23 billion decline in the parent 
company liquidity pool to $106 billion. Rating agencies are expected to announce rating decision 
Wednesday or Thursday. 
Counterparties issues that have been escalated to senior management: 

BNP Pari bas - As of 9/15 LC pricing increases, globally, from 40bps to 75bps. Morgan's 
lines will be frozen at current usage. 
Commerzbank - suspended intra-day clearing limits and asked Morgan to pre-fund all 
outgoing payments. 
Danske - asked for the uncommitted, unsecured LC facility to be collateralized. 
JP Morgan Chase - wants Custody/Security Agreement negotiations in Europe to be 
expanded 
RBC - implemented new exposure limit of $1.6 billion - previously an excession was 
approved. 
Sumitomo Mitsubishi - turning down all IRS with Morgan - firm is trading with Goldman, but 
not Merrill or Morgan. 

Comments Submitted by CPC Teams 

-
UBS 

Citi: 

UBS's "Financial Institutions "watchlist" includes Merrill, AIG, WaMu, Wachovia, Nat'l City and, more 
recent addition, Morgan. 
Some hedge funds are moving Prime Brokerage (mostly securities financing) away from broker
dealers or requiring separate custodian accounts. UBS noted this had been occurring recently for 
Merrill, Lehman and, to a lesser extent, Goldman. 

NY Equity picked up $200 million: Citi noted good flows and communication from PB clients as they 
are nervous and diversifying away from Goldman and Merrill. 
Lehman Notes 

Citi will clear in CLS for Lehman Brothers I nco as long as there is sufficient cash on hand 
intra-day. 
Citi does NOT act in any clearing, settlement, or paying agent capacity with any of the 
Lehman legal vehicles that have filed for bankruptcy; but, will resolve any trades that Citi 
committed to on a T +3 basis prior to the filing. 
Citi is not the settlement bank for Lehman GSD. 

Credit Suisse: 

SSC 

In addition to AIG, CS is closely monitoring Merrill, Morgan, Citi, UBS, and WaMu. 
Novation activity has increased markedly. CS CRM noted an increase in novation requests from 
counterparties looking to novate away from Goldman and Morgan. These novation requests are 
concentrated in the credit driven products (CDS, ABX, CMBX). 
CS CRM reported concern regarding a failed FX trade with LBI (broker/dealer). CS expected the 
trade to settle on Monday. As CS did not receive the payment, it held payment. CS then agreed to 
net payment over to 2 days. This trade failed again today. This was not a trade clearing through 
CLS. At this point. CS is looking to issue a Failure to Pay notice, which will then give LB a cure 
period. 
The firm is requiring a credit authorization for all Lehman non trade related payments. 

SSC is holding 84 payments valued at $1 .4 billion in CMAC queue. Of those, 41 payments valued at 
$230 million are for Lehman and Neuberger. 
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Update: SSC did get paid on the collateral that was due to them from Lehman on Friday's value date 
and paid on all other trades that were settled today. Most Lehman settle within CLS, but where they are 
not they are handled DVP. 

Fidelity will no longer extend term repo loans to Lehman. 
Merrill borrowed $2.4 billion in a bilateral overnight repo from JPMC; this was partly due to changing 
collateral requirements and partly due to a mistake). 
Funding: JPMC is seeing significant inflows from all of the prime brokers - Morgan, Goldman, 
Merrill, and Lehman. Probably received $2-3 billion from this today. But management views this as 
flight-to-quality, and temporary. 

BNPP: Counterparty Risk: BNPP continues to be cautious on Merrill exposure as it looks for more clarity 
surrounding BoA assuring the debt of Merrill. 

SocGen: Newedge is seeing large inflows of high quality Hedge Funds futures clients from Lehman in the US 
and Lehman International as well. Clients from other firms such as Merrill and MF Global are contributing 
to the increase. 
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Amy White/NY/FRS 

09/18/2008 0825 PM 

To 

cc 

bcc 

Subject 

William BRODOWS/NY/FRS@FRS 

Re: BNYM 9/18 End of Day 
RecapB5E4A476DF2A246C8525777B00572EEA 

Haha. 
See you tomorrow! 

----- Original Message ----
From: lrlilliam BRODOWS 

Sent: 09/18/2008 08:23 PM EDT 

To: Amy \ii/hi te 

Subject: Re: BNYlvJ 9/18 End of Day Recap 

Close enough. I couldn't remember what we ended up using. Tks. I didn't mean for you to respond 
tonite. Don't look at this machine tonite!! 

Sent from my BlackBerry Handheld. 

----- Original Message ----
From: Amy White 

Sent: 09/18/2008 08:21 PM EDT 

To: 1ililliam BRODOWS 

Subject: Re: BNYlvJ 9/18 End of Day Recap 

We used the LC info from this email, but we used Morgan's data regarding the other types of collateral 
posted. I thought there might be a typo in the BNYM data since their numers totalled to 9 and Morgan 
said 8 in every communication (verbal and written) we received from them today. 

----- Original Message ----
From: lrlilliam BRODOWS 

Sent: 09/18/2008 08:07 PM EDT 

To: Nandanee Ramdass; Amy lrlhite; Craig Leiby 
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Subject: Fw: BNYJVI 9/18 End of Day Recap 

See morgan stanley clearing reqts. Is this the info we used? 

Sent from my BlackBerry Handheld. 

----- Original Message ----
From: Ralph Santasiero 
Sent: 09/18/2008 08:00 PJVI EDT 
To: NY Bank Sup - LFI CPC Updates 
Cc: Genevievette Walker; James Wall; Brian Begalle; Jeanmarie Davis; 

William Charwat; Ralph Santasiero 
Subject: BNYJVI 9/18 End of Day Recap 

Attached are consolidated end-of-day bullets from the BNYM CPC team. 

BNYM Morning Recap (AM Call with BNYM Senior Management) 

-
Money Market Funds 

Last night Putnam Funds failed to wire $1 bn expected in for BNYM customers (sweep acct) and 
was unresponsive to BNYM inquiries this morning. This created a knock on affect at BNYM as the 
expected funds were redirected into Dreyfus, creating an overdraft. 
During mgmt conf call, Putman communicated to BNYM that they were not honoring redemptions. 
For BNYM, funding the shortfall/overdraft may create 23A issues, which they are currently working 
out. Putman also indicated that they were in contact with the Fed about relief. 
Generally, the market is locked up and investors are moving to Treasury funds (flight to quality), but 

these funds are no longer taking additional funds (lack of Treasury securities). Also, the payments 
system platform is wired to assume that the redemptions occurred, and as a result the system 
assumes the money already went out of the bank. Typically mgmt expects $300 billion to come 
through the portal in this fashion. The current environment creates serious issues, whereby, mgmt 
needs to de-couple this process by fund and is in currently working out a technology solution. 
Mgmt stated that rumor has it that the Fed is considering a support facility for the MM funds. 
A $20 ml overdraft has been cleared with the Reserve Fund. 

Morgan Stanley 
At BNYM's request, MS agreed to provide incremental collateral against a $200 ml unsecured LC 
MS also posted $5 bn collateral against Tri-party unwind; $2 bn against securities lent; and $2 bn 
for Global Clearing business 
At 12pm today mgmt plans to review MS exposure again and may require additional collateral. 
Rumor has it that MS has requested permission to downstream $10bn from its Holding Co. for 
liquidity purposes. 

Liquidity 
Record levels of excess liquidity: $50 billion excess last night as BNYM is a safe haven. 
FFS in the amount of $46bn last night, up from $35 bn previous night; $36 bn in FFS so far today. 
With the additional Central Bank injection of $180 bn, this excess liquidity will likely continue to 
increase. 
Record inflows to BNYM is continuing to create problems associated with their growing balance 
sheet. 
Additional $15 billion received in for AIG last night, with little instructions as to what these funds will 
be used for. 
BNYM exceeded its max cap of $74 billion as DLOD as it reached $90 bn this morning because of 
the combination of Treasury settlement and PDCF. PDCF loan repayment of $34.6 bn largely 
contributed to the overdraft so this will not be viewed as a true breach. 

Credit 
AIG continues to draw vs. credit facilities for subsidiaries and is in the process of removing a 
borrower from the credit agreement in place for the parent company. The bank feels that this is the 
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initial step in drawing \IS. the parent company lines. BNYM's daylight overdraft line for the firm is at 
zero. 
Mgmt is hearing that various firms are coming under pressure -- e.g. Macquarie Bank (Australia) 
due to funding problems resulting from short sales that is driving down the stock and liquidity 
pressures at the Aim Fund. 

Tri-Party 
Tri-party unwind was completed with BAU. 

BNYM End of Day Update (Various PM Calls with BNYM Sr Mgmt) 

Trust Bank Equity Price Update 
After dropping by 30-40% during the course of the day - amid reports of a BNYM sec lending fund 
breaking the buck and further mark-to-market adjustments at State St. - trust bank stocks had a 
mixed recovery by the end of the day. As of 4pm, the results were as follows: 

BNYM 4.62% to $31.57 (after dropping at least 30% intraday) 
State Street 8.88% to $59.00 (after dropping about 40% intraday) 
Northern Trust 6.69% to $75.45 (after dropping about 30% intraday) 

By comparison: 
S&P 500 up 4.33% 
Citi 18.67% at $16.65 
JPMC 12.66% at $40.30 
BofA 12.43% at $30.58 

Credit Update 
Based on internal MIS, Sigma holdings in the BNYM sec lending business totaled approximately 
$1.7 billion, with maturities beginning 10/30108 out to 3/12/09. Approximately, $1.1 billion of Sigma 
exposures is the commingled funds, where the bank previously indicated that there is the potential 
for bank support. 
Management continues to see draws \IS. credit lines due to higher rates in the commercial paper 
market. Both American Electric and Atlantic Gas & Light drew \IS. BNYM participation in 
syndicated back-up liquidity facilities. 
Prudential Fund is expected to fully draw \IS. a $500 million syndicated management facility, of which 
BNYM has $250 million participation. As of last evening, the fund had drawn $396 million. The bank 
indicated that the draw was due to redemptions. 

Sec Lending Update 
This morning, the bank received instructions from additional clients re their sec lending programs. 
Several clients., e.g. XL Capital and Sunoco, have requested either no new loans or a 
wind-down/cessation of their program. Another client requested that the cash collateral be moved 
between funds, e.g., from the Enhanced ERISA fund to another fund. 
Mgmt provided additional information on the BNY Institutional Cash Reserve Fund, a commingled 
sec lending fund, which was reported in the financial news to have fallen below the $1 NAV. BNY 
ICR is not a registered fund; however, it is a "AAA-rated" commingled fund and is required to 
maintain that rating. Last evening, S&P placed the fund on negative credit watch, with a potential 
downgrade linked to whether the bank provides capital support. 
We were advised that the Commonwealth of Pennsylvania pension fund, a large sec lending client, 
is pulling backlrestricting the lending of financial institution equities so as to not support short-selling 
in the market. The bank expects other state pension funds to follow suit. 

BDS 
Volumes and market composition are normal. Aggregate securities transactions of $902 Bn out, 
$925 Bn in. 
BNYM's BOS has experienced some delays in moving LEH collateral from LEH's clearing bank 
(JPMC) to Barclays' clearing bank (BNYM). The collateral comprises both OTC and Fed-eligible 
collateral, which Barclays intends to use for triparty repo funding. The OTC collateral must be 
moved from JPMC to the BNYM account at OTC, then pledged to Barclays dealer's box at BNYM. 
Similarly, JPMC will deliver free through a OVP repo over Fedwire for the LEH Fed Collateral. 
Several complications in this cumbersome process resulted in multiple securities wire extensions. A 
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total of $44 Bn will move in $5 Bn increments. The first $5 Bn went to JPMC in error but it was 
redirected appropriately to BNYM. The second increment of $10 Bn was being processed at the 
time of the call. 
Mgmt expects Barclays to go to the PDCF for a large amount. Bill Walsh has been notified. 
Volume and collateral composition stable on the triparty markets with aggregate value of 
approximately $900 billion. 

Treasury 
Treasury is sorting out positions for institutional clients, as Putnam Prime Money Market Funds had 
to close out. The MMF could not meet redemption pressures caused by the investors mass exit. 
PPMMF has decided to distribute assets to the institutional investors. 
Record levels of dollars continue to flow into BNYM as customers prefer parking liquidity at large 
payment processing banks viewed as safe havens for cash. As of 7:30pm, the bank had $44bn 
FFS, which will likely increase as add't funds flow in. Net liquidity will exceed prior day's close of 
$50bn as add't funds from Morgan Stanley ($35+bn) are expected from proceeds of asset sales. 
Heavy demands on intraday liquidity due to T-bill settlement volume compounded with large PDCF 
returns. 

Tri-party Repo Markets 
Unwinds performed smoothly and unaffected by several extensions at Fedwire. 
No change in the money fund space in terms of volume and no unusual patterns. 
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Angela MIKNIUS/NY/FRS 

09/18/2008 1155 AM 

Highlights from the 10:30 liquidity call; 
London -

To 
NY Bank Sup - IB Updates 

cc 

bcc 

Subject 
MS liquidity update 

Haircuts continue to be tweaked, but all FI and Equity positions in London were rolled. Today 
was challenging, but less so than earlier in the week. 
New York -
The less liquid assets (A8S, non-agency CMOs.,CP Corp. debt, etc) still difficult to fund. Most 
overnight clients have abondoned this space. MS pre-funded yesterday via TSLF (schedule 2 
auction) in the amount of $148. 
The more liqud paper (agency, agency M8S, GNMA, agency CMO) saw enough liquidity to finance 
the firm. Still some flight to qualtiy (i.e., treasuries) but the Fed's $508 injection today helped. 
Treasuries started the day at 1 % but now at 2.25% - 2.5%. 
Though still early in the day, MS estimated they have lost $28 to $38 day-over-day in 2a-7 fund 
money. As we mentioned yesterday, MS' total exposure to these funds is $36.58. 
Prime Brokerage 
Total outflows yesterday were $28.78 in the U.S., of which $158 was free credits and $138 
margin excess. 
In London, IP8 outflow was $58. 
At end-of- day yeserday, free credits left in London totaled $108 and in NY $358. 
Thus far today, $6.5 8 (a pretty final number) went out from London, leaving $3.58 free credits 
there. In NY, P8 outflows presently stand at $11 - $128 of which only $38 is net new today; the 
rest was overhang from late-day requests that came in after the time cut-off yesterday. We will 
update throughout the day re P8 flows in NY. 
Other anticipated cash pick-ups today: 
8enefit of mark-to-market is about $68 (i.e., lenders of shorted securities returning cash due to 
yesteday's market decline); stock borrow returns will add another $38; and the lock-up re-calc 
release adds $168. MS also has identified unencumbered house assets of at least $58 of listed 
equities and maybe as much as $158 in other securities. These can either be put out on repo or 
pledged to the PDCF today. 
W.r.t. collateral requests from clearing banks, we already noted that 80NY has requested $38 in 
addition to the $58 on deposit last night; conversations will likely occur in regard to this. Re 
JPMC, Anita reiterated that MS has $2.2 8 on deposit with them, but JPMC is "thinking" about 
asking MS for a total of $58. We will pass along updates as we get them. 
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Caroline Frawley/NY/FRS To 

09/18/20080113 PM 
NY BankSup BSG Senior Mgmt Team 

cc 

bcc 

Subject 
PB balances 

MS and GS stock prices are tanking. 

UBS picked/will pick up from $20 billion to $30 billion in PB balances from MS. And, the firm is picking 
up around $2 billion for GS. 

Confidential Treatment Requested FCIC-MS0002600 



Arthur Angulo/NY/FRS 

09/1912008 1250 PM 

Thx ... We have a call into BNY on this ... 

------Original Message-----
From: Til Schuermann 
To: William BRODOWS 
To: Arthur Angulo 
To: Lorie Logan 
To: Joshua Frost 
Sent: Sep 19, 2008 12:34 PM 
Subject: *** BONY/PDCF issue 

To 

cc 

bcc 

Subject 

Til Schuermann/NY/FRS@FRS, William BRODOWS/NY 
IFRS@FRS, Lorie Logan/NY/FRS@FRS, Joshua Frost/NY 
IFRS@FRS 

"Lucinda Brickler" <Lucinda.Brickler@ny.frb.org> 

Re: *** BONY/PDCF issue 

Folks: BoNYM is requesting $22bn of extra collateral from Morgan Stanley to cover intra-day exposure 
for PDCF. It's causing significant pain at MS. Can we help? 

Til Schuermann 
Research, Financial Intermediation 
Federal Reserve Bank of New York 
(212) 720-5968 
http://nyfedeconomists.org/schuermann/ 

Any comments or statements in this message represent the views of the author only and not necessarily 
those of the Federal Reserve Bank of New York or the Federal Reserve System. 
----- Forwarded by Til Schuermann/NY IFRS on 09/19/2008 12:26 PM -----

"Hsu, Michael" <HSUM@SEC.GOV> 
09/19/2008 12:03 PM 

To 
<TiI.Schuermann@ny.frb.org> 
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cc 

Subject 
BONY IPDCF issue 

Morgan has some issue with BONY w/rl its PDCF borrowings. i don't get it. but BONY is requiring 
$38bn of intra-day credit. 
is there someone at the Fed we can talk to to understand the mechanics of the PDCF? want to get all 
the facts straight before we run this up the chain .... 
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Amy White/NY/FRS 

09/19/2008 0501 PM 

Amy G. White 
Federal Reserve Bank of New York 
(212) 720-2448 
Amy.White@ny.frb.org 

Primary Dealer Updates 

To 

cc 

bcc 

Subject 

Confidential Treatment Requested 

Adam J WeiszlNY/FRS@FRS. Alejandro LaTorre/NY 
IFRS@FRS, Amy White/NY/FRS@FRS, Angela 
MIKNIUS/NY/FRS@FRS, Anne Golden/NY/FRS@FRS, 
Arthur Angulo/NY /FRS@FRS, Brian Begalle/NY /FRS@FRS, 
Brian Peters/NY /FRS@FRS, Chris McCurdy/NY /FRS@FRS, 
Christopher Calabia/NY/FRS@FRS, Clinton Lively/NY 
IFRS@FRS, Daniel Sullivan/NY IFRS@FRS, Denise 
Goodstein/NY /FRS@FRS, Dennis Herbst/NY /FRS@FRS, 
Dianne Dobbeck/NY/FRS@FRS, Elizabeth Tafone/NY 
IFRS@FRS, Helen Mucciolo/NY/FRS@FRS, Homer Hill/NY 
IFRS@FRS, James P Bergin/NY/FRS@FRS, Jan Voigts/NY 
/FRS@FRS, Jeffrey Kowalak/NY /FRS@FRS, Jim 
Mahoney/NY /FRS@FRS, John Leiby/NY /FRS@FRS, JohnP 
McGowan/NY /FRS@FRS, Jonathan Stewart/NY 
IFRS@FRS, Kevin Coffey/NY/FRS@FRS, Kevin 
Messina/NY/FRS@FRS, Kirsten Harlow/NY/FRS@FRS. 
Lance Auer/NY/FRS@FRS, Lucinda M Brickler/NY 
IFRS@FRS, Meg McConnell/NY/FRS@FRS, Michael 
Holscher/NY /FRS@FRS. Patricia Mosser/NY /FRS@FRS, 
Sarah Dahlgren/NY/FRS@FRS, Steven J Manzari/NY 
/FRS@FRS, Terrence Checki/NY/FRS@FRS, Theodore 
Lubke/NY /FRS@FRS, Thomas Baxter/NY /FRS@FRS, 
Thomas J O'Keeffe/NY/FRS@FRS, Til Schuermann/NY 
IFRS@FRS, Tim P ClarklBOARD/FRS@BOARD, Timothy 
Geithner/NY/FRS@FRS, William BRODOWS/NY 
IFRS@FRS, William Dudley/NY/FRS@FRS, William 
Rutledge/NY IFRS@FRS, YoonHi Greene/NY /FRS@FRS 

On-site Primary Dealer Update: September 19 
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MORGAN 
Liquidity Pool: Estimated to be $54.7 billion COB today, down from $64 billion yesterday. 
Prime Brokerage: (Preliminary) Globally, $22 billion in outflow requests today. 

International: Net payments out today are estimated at approximately $8 billion (actual 
net payments out yesterday were $3.8 billion). Morgan also paid out $2 billion of Client 
Money Protected balances. 

Collateral: Will have approximately $17 billion posted at various institutions COB today. 
Counterparty Issues: UK: Significant increase in issues with agent banks and unsecured lenders 
today and yesterday. 

MERRILL 
Liquidity Pool: Estimated to be $32.9 billion at COB today, which is down $4 billion from 
yesterday. 
Secured Funding 

New York: $1 billion in whole loans, $1.5 billion in HY, and $1.3 billion in AMPs did not 
roll. 
London / Europe 

ING Belgium stopped equity repo trading. 
Dexia did not roll $500 million in non-investment grade ABS, however, it did 
finance an equity repo for $700 million. 

GOLDMAN 
Liquidity Pool: $57 billion yesterday, down $25 billion from Wednesday. 
US Bank: Lost $1.25 billion yesterday ($3.78 billion total loss since Monday). Expect another 
$500 million loss today. 
Collateral: $4 billion of incremental margin posted to OCC (Options Clearing Corp). 
Prime Brokerage: $12 - $14 billion in outflows yesterday. 

Comments Submitted by CPC Teams 
(Thanks to Craig Leiby for compiling the following) 

Citi 

HSBC Pic placed Morgan, Goldman, and Merrill CREST settlement accounts on a cash basis 
or required a cash deposit to support clearing activities in lieu of daylight overdraft lines. 
Goldman deposited $1 billion to support its clearing activities. 
HSBC continues to decline requests to novate derivatives trades away from securities firms 
because of the burden this would place on its back office. 

Citi reduced global clearing lines to Morgan from $21 billion to $5 billion and is asking Morgan 
to deposit $5 billion in a cash collateral account. Merrill's unsecured intraday credit line for 
clearing with Citi is now $5 billion. 
Morgan is the "deer in the headlights" and having significant stress in Europe; it's looking like 
Lehman did a few weeks ago. Morgan is short GPB600 with Citi, as HSBC is refusing to 
release the funds. Expect Morgan to provide cash today to cover the position. Currently have 
$1.2 billion in segregated deposits for Morgan, want to move up to the $5 billion range. 
Clearing lines are currently in the $5.5 - 6 billion range, but constant reassessment of those 
lines. May depend on what happens with the deposits. Want cash in hand before taking on 
settlement risk. 
Bank Handlowy refused to clear for Goldman without a guarantee from Citibank NA, 
resulting in a $300 million fail. Citi posted a LoC for the amount to try to move the securities. 
May clear the $300 million through bilateral exchanges to keep the fail out of the press. This 
decision by Bank Handlowy was inconsistent with treatment of Goldman in the rest of Citi. 
There may be some Reg K issues - Citi is currently looking at possible consequences. 
Many of Morgan Prime clients are opting to move out of Morgan and into more conservative 
alternatives. Citi is expecting to see an increase in their cash management business, even in 
their custody business. It was conveyed to Citi that Goldman and Credit Suisse are actively 
pursuing Morgan's Prime business clients. 
The volume of new PB clients moving to Citi from the two remaining free-standing BIDs is not 
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BNYM 

allowing staff to follow its due diligence processes relating to client strategy and collateral. 

JPMC picked up more money from the IBs yesterday, but acknowledged that flows have 
slowed, To protect itself from novations and PB movements away from Morgan and Goldman, 
JPMC obtained agreements that Morgan and Goldman provide $750 million and $500 million 
collateral, respectively, 
At a recent Board Meeting, executives agreed that it would be extremely difficult to address a 
"Morgan" wind-down, 

Management continues to monitor daylight overdrafts and reduced discretionary exposures to 
Morgan. The bank's approach to Goldman exposures was characterized as "softer ", i.e., a 
communication plan has been put into place to ensure that Goldman's behavior is consistent 
with the bank's risk appetite. 
Management would like consideration for a retroactive agreement to have interest paid on its 
deposits in its reserve account. 

Credit Suisse 
The bank experienced $7 billion in new PB funds yesterday, anticipates a similar volume today, 
and expects $9 billion will come on board over the next few days. Management noted that PB 
balances have expanded beyond those from Morgan to include all dealers. To manage the 
inflow, CS is initially completing a standard plain-vanilla Reg T document for each new account, 
but intends to follow up with more detailed documentation. 
CS continues to monitor AIG, Morgan, Goldman Sachs, Citi, Merrill Lynch, and WaMu. 

Payment filters are in place with Morgan and Goldman to monitor free delivery. They are also 
considering risk reducing trades. For Morgan, anything over $25 million requires prior credit 
approval. 
PB flows, although probably net up, have gone in both directions: in last week (Lehman, 
Merrill), out earlier this week (bad UBS news), and in more recently (Morgan). 

State Street: Fund redemptions accelerated yesterday, surpassing the previous day's high volumes. 
Goldman had $10 billion in redemptions. Merrill had $4 billion. 

RBS: RBS is closely tracking credit exposures for Lehman, Goldman, Merrill, Morgan, Wachovia, 
WaMu and AIG. It is carefully vetting requests for assignments from the investment banks, making 
sure the specific assignments taken fit their book. 

SG: SG is closely monitoring Morgan transactions. Morgan was restored to automatic status from 
manual yesterday. 

Deutsche: Management continues to have heightened concerns with the settlement risk from Morgan 
novations, particularly given that some of these go beyond the standard T + 2 days. Although the $1 
billion deposit at Deutsche mitigates this settlement risk, Deutsche feels it may be exposed to legal 
challenges in a bankruptcy situation. To date, the positive value of the unsettled trades is a little less 
than half of the value of the Morgan deposit, but management believes that today's "triple witching" 
Friday activities will likely increase the exposure. 

Barclays 
Barclays is watching Morgan and Goldman, not because they are concerned about them, but 
because they are getting "picked on" in the market. 
Stress testing for Morgan showed no significant losses: $30 million on structured books, and 
$50 million on flow books. 

Triparty 
The triparty books at Morgan and Goldman were relatively straightforward yesterday vis-a-vis the prior 
day. Morgan's book, which had some shifting in OMO-eligible assets, declined $10 billion to $198 
billion. Goldman's book was up $7 billion to $129 billion, mostly due to an increase in Treasuries. 

Securities Lending 
Several securities lenders have announced that they will no longer allow certain financial equities, such 
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as Goldman and Morgan, to be lent out to help stem short selling activities. The current list includes 
The California Public Employees' Retirement System (the largest U.S. pension fund), the New York 
State Common Retirement Fund, the California State Teacher Retirement System, and the 
Commonwealth of Pennsylvania. 
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Amy White/NY/FRS 
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Amy G. White 
Federal Reserve Bank of New York 
(212) 720-2448 
Amy.White@ny.frb.org 

Primary Dealer Updates 

To 

cc 

bcc 
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Adam J WeiszlNY/FRS@FRS. Alejandro LaTorre/NY 
IFRS@FRS, Amy White/NY/FRS@FRS, Angela 
MIKNIUS/NY/FRS@FRS, Anne Golden/NY/FRS@FRS, 
Arthur Angulo/NY /FRS@FRS, Brian Begalle/NY /FRS@FRS, 
Brian Peters/NY /FRS@FRS, Chris McCurdy/NY /FRS@FRS, 
Christopher Calabia/NY/FRS@FRS, Clinton Lively/NY 
IFRS@FRS, Daniel Sullivan/NY IFRS@FRS, Denise 
Goodstein/NY /FRS@FRS, Dennis Herbst/NY /FRS@FRS, 
Dianne Dobbeck/NY/FRS@FRS, Elizabeth Tafone/NY 
IFRS@FRS, Helen Mucciolo/NY/FRS@FRS, Homer Hill/NY 
IFRS@FRS, James P Bergin/NY/FRS@FRS, Jan Voigts/NY 
/FRS@FRS, Jeffrey Kowalak/NY /FRS@FRS, Jim 
Mahoney/NY /FRS@FRS, John Leiby/NY /FRS@FRS, JohnP 
McGowan/NY /FRS@FRS, Jonathan Stewart/NY 
IFRS@FRS, Kevin Coffey/NY/FRS@FRS, Kevin 
Messina/NY/FRS@FRS, Kirsten Harlow/NY/FRS@FRS. 
Lance Auer/NY/FRS@FRS, Lucinda M Brickler/NY 
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On-site Primary Dealer Update: September 23 
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Goldman 

Morgan 

Liquidity Pool: $75 billion COB Monday, a decline of almost $3 billion from Friday. 
Prime Brokerage: Net outflow of $1-2 billion yesterday. 

Liquidity Pool: $32 billion COB Monday, down almost $10 billion from Friday. 
Prime Brokerage (Monday) 

New York: $8.5 billion in outflow requests. 
International Prime Brokerage: $2 billion of free credit withdrawals today. 

Rating Agencies: Fitch will reaffirm Morgan ratings. 
Collateral Posted: At COB yesterday (9/22), Morgan had $28.1 billion posted. 

Liquidity Pool: Estimated to be $34 billion COB today, up $3 billion from Monday. 
Fails: Down $3.5 billion to $17.5 billion on Monday. 
Term Lending Facility: Update: Still working on the details; expect to have the $10 - $12 billion 
facility with BofA in place by tomorrow. 
Secured 

London: $2.3 billion in repos did not roll. 
New York: $1 billion in whole loans, $1.5 billion in HY, and $1.3 billion in AMPs did not 
roll. 
Counterparty: Dexia Bank rolled its $2.5 billion equity repo. 

Comments Submitted by CPC Teams 
(Thanks to Craig Leiby for compiling the following) 

JPMC 

Citi 

Picked up $10 - $15 billion yesterday, attributing a large part of it to transitioning ex-Morgan 
and Goldman PB clients. JPMC has seen a 30% increase in PB balances, roughly $30 - $40 
billion in flows since the Lehman crisis, including ~$5 billion out of an estimated $30 billion that 
could leave Morgan. 
Collateral call volumes remained elevated on Monday; $2.5 billion in calls on OTC derivatives 
and $2.1 billion in fails, largely due to Goldman and Morgan having trouble meeting outgoing 
wires. 
Risk management continues to have concerns with Morgan given CEO feedback from weekend 
discussions with senior Fed officials, ongoing PB outflows, the uncertainty with the finalization 
of the Mitsubishi UFJ investment, and the questionable near term benefits arising from 
Morgan's change to BHC status. JPMC estimates that its potential loss from a Morgan default 
to be $5 billion (excluding collateral). 
JPMC has gone into defensive mode with respect to its Morgan exposure, given that Morgan 
has yet to sign collateral security interest agreements ($2.7 billion noted last week). Risk 
instructed that new PB clients from Morgan not be allowed to put on new trades with Morgan. 

Citi is currently carrying out China's State Administration for Foreign Exchange's recall of $800 
million in Goldman securities. $600 million got recalled by mid-day yesterday. A buy-in 
process will commence at the end of today for any remaining fails. 

PB staff were instructed to be prudent with respect to onboarding Lehman and Morgan PB 
clients. Clients that are not provided the funding they desire from Citi are moving elsewhere. 

Deutsche 
CRM continues to have concerns with Morgan's liquidity. Recent payment delays cited include 
Morgan's overdue cash remittances to PB's and yesterday's overdraft with Deutsche for 
regular operational payments. 
Notwithstanding payment delays, Deutsche's CRM acknowledged a decrease in novations from 
Morgan yesterday as compared to last week. 

Barclays 
A $150 million dispute with Goldman is expected to be worked out over the next few days. 
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Management noted yesterday that last week's flurry of novations away from stand-alone broker 
dealers has somewhat abated. 

Significant collateral disputes are in place with Goldman ($128.5 million) and Morgan ($57.4 
million). 
BNPP's Treasurer rejected a $1 billion CD/CP buyback request from Goldman Sachs Asset 
Management, after concluding that BNPP is at the point where they need to stop the flow of 
redemptions. 

Credit Suisse 
This morning, Risk Management received notification from Morgan's PB unit that all cash wires 
will be made for transitioning ex-Morgan PB clients. 
Management reports ongoing unresolved fails with Morgan and an outstanding dispute for $80 
million. The $150 million dispute reported recently has been rectified. 
Risk Management turned down between 5 and 10 wrong way novation requests that increase 
already concentrated Morgan exposures. Credit Suisse has concentrated Morgan exposures 
in ABS, CDS, corporates, and emerging markets. 

CIBC: Goldman and Morgan were placed on "referral" basis. (Lehman, Merrill and AIG were placed 
last January.) 

SG: Goldman and Morgan exposures continue to be closely monitored. 

RBS Greenwich Capital: Morgan, Goldman, and Merrill remain on Risk's Watchlist. While RBSGC 
is comfortable doing direct trading, they are being selective on customer assignments on these names, 
particularly out-of- the-money trades. 

WFC: Management acknowledged that Goldman, Merrill and Morgan have become heavily reliant on 
the overnight market. Under normal conditions, the broker-dealers have 20% overnight and 80% term 
funding. In recent days, that split has become 95% overnight and 5% term. 

Bank of America: The bank introduced a cancelable repo program, currently at $10 billion, which 
allows money funds facing redemptions to obtain funding from Goldman, Morgan, Fidelity, and State 
Street earlier in the day. The program funds only agency mortgage-backed securities at this point. 

CCR Top Counterparty Analysis: An analysis of LGD credit exposures at ten large FRB-supervised 
institutions identified Merrill ($4.1 billion) and Morgan ($3.5 billion) as two of the largest concentrations 
of counterparty credit risk. After factoring credit default swap spreads, Merrill, Morgan, and 
Goldman, along with Citi, appear at the top of the list. 

Confidential Treatment Requested FCIC-MS0002783 



 

 
 
 

 
 
 

Restricted- FR 

Date:  September 27, 2008 
 
To:  Jennifer Burns, VP-LCBO 
 
From:  Elizabeth Gress, Senior Examiner 2, Market risk Team 
  John A. Beebe, Market Risk Team Leader 
 
Subject: Wachovia Liability Structure 
 
 

 
 
The following memo1

1. Deposit structure 

 outlines some key features of Wachovia’s liability structure.  It provides 
reference points for how their liabilities divide into major classes.  This memo should be 
reviewed in conjunction with the Wachovia Large Funds Providers memo of the same date.  Key 
information included in this memo include: 

2. Liability breakdown 
 

 
 

1. Deposit structure: According to SNL, Wachovia ($393 bn in deposits) was the third 
largest deposit holder in the United States as of the end of 2007, behind Bank of America 
($663 bn) and JPMorgan ($440 bn).  Wachovia had the fourth largest number of branches 
at 3,348.  As of September 24, 2008, the deposit base breaks down as follows: 

 

DDA Sav & NOW MM Time Total
53,521$  74,785$              118,011$       133,267$        379,584$     

September 24 2008

 
 
As of 9/24, they are reporting $26.8 bn in brokered deposits. 

 

                                                 
1 This memo was constructed using various MIS reference reports.  As a result there may be timing or data 
aggregation differences in some of the numbers.  The differences are not significant in relation to the main themes of 
this memo.   
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Deposits by source/business line are as follows: 
 

FDIC Sweep AGE Sweep Comm Sweeps Int'l E$ Sweep CIB GBG CMG Wealth
29,832,752 22,949,731 12,773,000 7,066,000 9,302,532 254,751,870 50,673,913 11,460,425

Core Interest Bearing Deposits

 
 
 

2. The liability structure breaks down as follows: 
 

Wachovia Liabilities
Non Final Numbers: source G/L

9/24/2008

Core Deposits
DDA 53,521$               
Sav & NOW 74,785$               
Money Market 118,011$             
Time 133,267$             
    Total Core Deposits 379,584$             

NonCore Deposits
National Market Brokered CD 26,873$               
Foreign Deposits 24,365$               
Other 8,427$                 
    Total Noncore 59,665$               

Total Deposits 439,249$             

Short Term Borrowings
Fed funds Purchased 15,129$               
Repos & Lent Securities 28,904$               
CP Paper 2,992$                 
Other ST Borrowings 6,363$                 
Total Short Term Borrowings 53,946$               

Trading Account Liabilities 86,893$               
    Total Shorter Term Debt 140,839$             

Bank Long Term Debt
Extendible Notes 5,300$                 
CIB Borrowings 1,984$                 
Senior Notes - Foreign 6,507$                 
Medium Term Notes 35,486$               
Subordinated Notes 19,617$               
    Total 68,895$               

FHLB Borrowings
FHLB Borrowings 57,391$               

Corporate Long Term Debt
Corporate Senior Notes 35,308$               
Corporate Sub Notes 2,007$                 
Other Corporate Notes 1,250$                 
Other Borrowings 17,752$               
    Total Corporate 56,316$               

Trust Preferreds 58$                      
Congress Notes (Canada affil) 374$                    
Risk Mgt Derivatives 669$                    

Total Long Term Debt 183,704$             

Equity
Minority Interest 2,629$                 
Equity 77,457$               
    Total Equity 80,086$               

Total Liabiltities & Equity 843,878$              
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Date:  September 27, 2008 
 
To:  Jennifer Burns, VP-LCBO 
 
From:  John A. Beebe, Market Risk Team Leader 
 
Subject: Wachovia Large Funds Providers 
 
 

 
 
The following memo1

1. Fund holdings of Wachovia debt (Systemic risk-“break-the-buck”) 

 outlines some key features of Wachovia’s large funds providers, looking at 
the composition of these providers through various prisms to show their links with the financial 
system.  Key systemic integration points include: 

2. Broker-dealer money markets (Systemic risk-market confidence) 
3. Financial institutions 

A key issue to consider under a Wachovia lead disruption is that they would more resemble a 
Bear Stearns or AIG case, where counterparties have not had time to reduce their exposure to 
Wachovia.  This is unlike WaMu or even Lehman, which had long periods where investors had 
time to reduce exposure.  Even in the latter two cases, the disruption to the liquidity markets has 
been severe.   

 
 

 
1. Fund holdings of WB liabilities represent a significant systemic risk.  Based on the 

August 31, 2008 report, US Mutual funds hold $66.1 bn of WB’s liabilities.  This breaks 
down into the following debt types: 

a. Corporate Notes: $34.6 bn 
b. CDs: $10.1 bn 
c. Floaters: $7.5 bn 
d. Tender Option Bonds: $8.0 bn 

                                                 
1 This memo was constructed using various MIS reference reports.  As a result there may be timing or data 
aggregation differences in some of the numbers.  The differences are not significant in relation to the main themes of 
this memo.  Data for provider by Wachovia legal entity was not available. 
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Exposed Funds include2

a. Dreyfus: $7.9 bn (Please note that Dreyfus was showing signs of strain 
immediately after the Lehman failure and the Reserve Fund break-the-buck event.  
A Wachovia event would likely lead to renewed redemption issues @ Dreyfus) 

: 

b. Federated Investors: $4.3 bn 
c. PIMCO: $4.4 bn 
d. Fidelity: $3.5 bn 
e. Vanguard: $3.4 bn 
f. Columbia Mgmt: $3.2 bn 
g. Morgan Stanley: $2.7 bn 
 

2. US broker-dealers are also large investors in Wachovia with investments totaling $38.9 
bn.  The investment banking sector is already weak and exposed to low levels of 
confidence.  Broker dealers could become even more reliant on Federal Reserve support 
programs, such as the PDCF, to support operations in the event of a Wachovia lead 
disruption.  Wachovia liabilities on BD balance sheets include $23.9 bn in money 
markets3

 

, $5.7 bn in ABCP (VFCC), $4.3 bn in corp notes, and $2.0 bn in Tender option 
bonds.   

3. Financial institution exposure to Wachovia is $15.4 bn, primarily in the form of corporate 
notes of $9.4 bn.  Again, this is a weak sector exposed to already eroded confidence. 

 

                                                 
2 The fund listing was done by large fund provider by name, not provider type.  Other large fund providers may also 
have been included in the categorization, but that data wasn’t readily available. 
3 The money market volume is notable in reference to WB liquidity, since it is likely to leave the company quickly 
should a Wachovia specific event occur. 
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4. Breakdown of investors by investor type and product 
 

Stated as Combination BOOK VALUE/P  
OUTSTANDING LIABILITIES

(MILLIONS)

Low Floater

Tender 
Option 
Bonds VFCC-CP

United
Hamilton Bank Notes BKEL CD CDEL

Wachovia 
CP

Deposit 
Note EUROS

Fed Funds 
(ON)

Fed Funds 
(Term)

Corporate 
Notes MMDA MMDEPGIC PC Loan Part TDOA

Affiliate 513              (0)               -          -              20               -          503         165   -          -          344      -              -                  10,102       -         -            -   1             -     
Broker/Dealer(US) 364              2,012         5,663      685             622             -          1,338      26     0             1             -       -              -                  4,298         23,944    -            -   -          -     
Corporation/Companies(US) 1,016           100            959         60               220             -          1,915      1       3,842       -          3,214   41               -                  6,800         -         2                0      -          -     
Fed Govt & Agencies 1                  -             -          -              -             -          1,385      -   -          -          -       12,500        250                 841            -         -            -   -          -     
Financial Institutions(FGN) -               -             -          -              129             -          376         -   206          -          1,437   24               -                  7,021         -         500            -   -          -     
Financial Institutions(US) 1,577           236            -          -              2,477          -          642         0       -          -          9          808             225                 9,388         -         -            -   -          -     
Individual(US) 142              -             -          -              -             -          0             -   4             -          0          -              -                  (0)              -         -            -   -          -     
Mutual Funds(US) 7,481           8,043         4,121      1,255          206             -          10,108    -   250          -          16        -              -                  34,607       -         -            -   -          -     
Other(FGN) 96                131            1,388      -              -             -          104         (0)     11            -          871      -              -                  4,121         -         -            -   -          -     
Other(US) (559)             90              -          -              4,908          30           50           159   11            -          41        -              -                  12,112       -         -            -   -          -     
State & Muncipalities 1                  22              43           -              50               -          275         -   123          -          24        -              -                  1,109         -         40              0      -          -     
Trust 10                -             -          -              -             -          20           -   15            -          8          -              -                  201            -         0                -   -          -     

10,639         10,633       12,175    2,000          8,631          30           16,717    352   4,462       1             5,965   13,374        475                 90,600       23,944    542            0      1             -     

5.3% 5.3% 6.1% 1.0% 4.3% 0.0% 8.3% 0.2% 2.2% 0.0% 3.0% 6.7% 0.2% 45.2% 11.9% 0.3% 0.0% 0.0% 0.0%
* includes inventory and unidentified contras

WACHOVIA BANK and WACHOVIA CAPITAL MARKETS, LLC
All Products Combined

as of  08.31.2008
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5. Large Fund by product: 

 

Top 5 Total Funding Counterparties
Dreyfus Investment Advisors, Inc. 6,485        
State Street Global Advisors, Inc. 5,840        
Federated Investors 4,389        
PIMCO 4,380        
BlackRock Financial Management, Inc. 3,978        

25,072      

Top 5 VRDN Counterparties
Federated Investors 1,400        
The Dreyfus Corporation 1,032        
The Vanguard Group, Inc. 755           
BlackRock Financial Management, Inc. 679           
Wells Fargo Bank NA 664           

4,530        

Top 5 TOB Counterparties
The Vanguard Group, Inc. 2,110        
JP Morgan Investment Management, Inc. 2,081        
Fidelity Management and Research Company 1,271        
Federated Investors 1,110        
Charles Schwab and Co. 659           

7,231        

Top 5 ABCP Counterparties
Morgan Stanley 2,057        
Lehman 1,938        
Columbia Management Advisors, LLC 1,510        
Morgan Stanley Investment Advisors, Inc. 984           
Infiniti SPC Limited 969           

7,458        

Top 5 CD Counterparties
The Dreyfus Corporation 6,335        
Morgan Stanley Investment Advisors, Inc. 985           
FHLB San Francisco 980           
Western Asset Management Co. 975           
Garban Capital Markets LLC 670           

9,945         



Restricted- FR 

 
6. Large Fund providers by name: 
 

Account  or  Account Group Outstandings

Dreyfus affiliated accounts 7,859

BONY Mellon affiliated accounts 6,573

State Street Global Advisors 5,840

Federated Investors 4,388

Pacific Investment Management 4,379

Blackrock Financial Management 3,978

Fidelity Management & Research Company 3,498

The Vanguard Group 3,409

JP Morgan affiliated accounts 3,362

Columbia  Management Advisors LLC 3,217

Barclay's Global Investors 3,180

Morgan Stanley affiliated accounts 2,763

Charles Schwab & Company 2,056

Western Asset Management Co. 1,956

UBS Global Asset Management 1,822

JP Morgan Chase Bank 1,805

Dodge & Cox 1,763

Northern Trust Company 1,595

State Administration of Foreign Exchange 1,435

AIM Advisors Inc. 1,138

AIG Global Investment Corp 1,131

Wells Capital Management 1,057

Royal Bank of Canada 1,056

Wells Fargo Bank 1,012

FHLB San Francisco 980

Citigroup Alternative Investments 973

Infiniti SPC Limited 969

Barclay's Bank NYC/London 833

Fannie Mae 826

The Carlyle Group 824

Goldman Sachs Asset Management 819

Boise Land and Timber 818

Capital Management & Research Company 798

FAF Advisors 682

Garban Capital Markets 670

Neuberger Berman LLC 641

Credit Suisse US 598

Putnam, LLC 558

T Rowe Price Associates 555

Keybank National Association 538

Securities Finance Trust Company 530

Dresdner Bank AG US 526

Lehman Brothers Asset Management 520

Bank Leumi Israel 500  



"Maher, Patrice (CORPTSY)" 
< Patrice. Mahe r@morganstanley.com> 

09/28/2008 05:38 PM 

This message has been replied to and forwarded. 

To 

ee 

bee 

Subject 

'William.BRODOWS@ny.frb.org" 
<'William.BRODOWS@ny.frb.org'>, 
"Arthur.Angulo@ny.frb.org" <'Arthur.Angulo@ny.frb.org'> 

"Wong, David K (CORPTSY)" 
<David.Wong@morganstanley.eom>. "Vesey. Robert 
(CORPTSY)" <Robert.Vesey@morganstanley.eom> 

RE: MS Liquidity Changes 

Dill and Arthur. Please see the attached. updated yersion ofthe change in liquidity schedule. The prior yersion ,yas missing a line of 
intormation due to a broken link. PI"ase let us know if YOU haye any questions. Patrice 

From: MaheL Patrice (CORPTSY) Sent: Sunday. September 28.20084:56 PMTo: 'William.BRODOWS:ilnY.frb.org': 
'ArthuLAngulol{i'ny.trb.org'Cc: Wong. Dayid K (CORPTSYISubject: MS Liquidity Changes Patrice MaherMorgan Stanley I Finance75C 

Se\Tenth ,L\\Tenuc, 2~'th Flchlf I Ne\v York, NY Ion 19Phc'ne + I 212 762-10 II "F'fltnce 1\ raher,'i7:'1110rga]1stanleY C0111 "JCITI(-:P; TfreceJ\Ted in errOL please destro\" and n()t~c 

sender. SenJer dues nolinlend III "ai\e cunfidentialil\ ur pri\llege. Fse l'fillli email", prohibIted "henrecei\eJ in ercur [J] -BU Daily Changes Summary 

091508-091908 - FED_1.pdf 
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Liquidity Level Drivers 

Prima Broke.rage. (Frae. Cre.dits & Margin Excass) 
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Kirsten Harlow/NY/FRS 

10/22/2008 0451 PM 

Summary 

To 

cc 

bcc 

Subject 

Timothy Geithner/NY /FRS@FRS, Terrence Checki/NY 
IFRS@FRS, William Rutledge/NY/FRS@FRS, Arthur 
Angulo/NY /FRS@FRS. Sandy Krieger/NY /FRS@FRS, 
William Dudley/NY/FRS@FRS, Brian Peters/NY/FRS@FRS. 
Sarah Dahlgren/NY/FRS@FRS, Patricia Mosser/NY 
IFRS@FRS, Susan McLaughlin/NY/FRS@FRS. Thomas 
Baxter/NY/FRS@FRS, Christine Cumming/NY/FRS@FRS, 
Michael Silva/NY/FRS@FRS, Meg McConnell/NY 
IFRS@FRS, Lucinda M Brickler/NY/FRS@FRS. Chris 
McCurdy/NY/FRS@FRS, Michael Held/NY/FRS@FRS. Til 
Schuermann/NY/FRS@FRS, William BRODOWS/NY 
IFRS@FRS 

Amy White/NY/FRS@FRS, Craig Leiby/NY/FRS@FRS. 
Kirsten Harlow/NY/FRS@FRS 

Morgan, Goldman and Merrill Afternoon Update: October 22 

Close attention on Merrill's liquidity pool continues, as they further investigate their options for alternative 
funding, should any unexpected outflows occur on Thursday and Friday (see below for details). On a 
positive note, all three institutions showed gradual signs of improvement in both the secured and 
unsecured space, with some greater signs of interest in term funding. Intraday collateral required for 
certain clearing/agency banks has also been reportedly on the decline for both Morgan and Goldman. 
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Morgan 
Liquidity Pool: Early estimate for liquidity pool is a drain of about $1 billion from yesterday's close 
of $53.3 billion. 
Funding: In NY, some positive developments in the non-traditional FI space, as Wells Fargo and 
Key Bank increased their O/N funding of CP incrementally (WF from $675 million to $750 million; 
Key from $600 million to $700 million), while Chase came back into this market with $1 billion in 
overnight money. 
Prime Brokerage: Also very quite with balances stable. Wires out of about $700 million are 
expected today for PB and IPB combined. Yesterday's activity was a net outflow of just over $500 
million. 
Clearing Banks: Effective tomorrow, DB will no longer require the $500 million deposit in NY to 
support EUR activity. 

Goldman 
Liquidity Pool: Increased $3 billion last night, to close at $94 billion. Treasury staff informed us 
that over the next few days they will be redirecting collateral from GSCo to GSI to take advantage 
of GSl's significant overfunded position and reduce POCF usage in New York. GSl's net funding 
position has been running $8-10 billion higher than historic levels. GSCo is overfunded by $4.5 
billion and GSI is overfunded by $45 billion. 
Funding: As expected, GSI rolled $1.7 billion with BNP and Rabobank (both v. equities, 1-3 month 
term); Euroclear Bank and Axa withdrew $630 million. GSCo has extremely light maturities this 
week; no reportable counterparty comments/concerns to add. 
Clearing Banks: JPMC agreed to allow Goldman to withdraw its $3 billion cash balance; although 
noted it may request the maintenance of balances again as it deems necessary. 

Merrill 
Liquidity Pool 

Yesterday's pool was down by $3.9 billion to $36.8 billion. Today's pool is expected to be up 
$1.6 billion to $38.4 billion 
Given the drop management is looking at a number of funding alternatives (some of which were 
mentioned yesterday): 

ML is registered with the new CP program which is to start on Monday 10/27 and expect to 
utilize $8 billion, 
Conduit facility issuers were approached to fund $3 to $5 billion of ABCP (non-US domiciled 
loans which are not POCF eligible), 
Additional $2.6 billion of the BAC secured lending facility available, and most importantly 
ML is in daily discussions with BAC on liquidity needs and ML management stated they are 
finalizing a $5 to $10 billion unsecured revolver along with, if needed, BAC to purchase ML 
CP overnight until the revolver is in place sometime next week. According to ML 
management, this CP purchase plan from BAC will be implemented if operating cash drops 
to $20 billion before the end of this week. 

Outflows: As has previously been reported, known large outflows through Monday include L TO 
maturities of $3 billion on 10/23 and $1.2 billion on 10/27. 
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Funding: 
The repo trader reported seeing better funding conditions today with lower rates and tighter 
collateral spreads and noted that they did a one month term trade with UBS O'Conner for $100 
million for high yield collateral, the first one month trade since the Lehman default. 
Tuesday, Merrill issued $382 million in CP with a WAM of 1.8 days against $444 million of 
maturities. Merrill was able to issue $594 million in CP today with a 5 day WAM against $343 
million of maturities. 

Fails: in the u.s Treasury market have decreased to $28.6 billion down from $36.5 billion on 
Monday. 

CPC Updates 
(Compiled by Craig Leiby) 
Assignments: Citi reports Morgan ($256 million) and Goldman ($171 million) again among its top three 
counterparties. 
Novations: CS noted that it turned down a novation request from a hedge fund client (Basso Capital 
Management) wanting to novate $250 million of MS exposure. CS emphasized that it continues to 
accept nearly all novation requests for MS and continues to communicate directly with MS regarding 
discussion of any denied novation requests. 

Kirsten J. Harlow 
Federal Reserve Bank of New York 
Office: (212_ 720-2912; Blackberry: (646) 413-1305 
kirsten.harlow@ny.frb.org 
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From: Cave, Jason C.
To: Bair, Sheila C.
Cc: Villarreal, Jesse O.
Subject: Fw: CONFIDENTIAL - Citigroup - Deterioration of Stock Price and CDS Spreads
Date: Thursday, November 20, 2008 7:46:09 PM

----- Original Message -----
From: Richardson, Mark D.
To: Corston, John H.; Cave, Jason C.; Thompson, Sandra L.; Spoth, Christopher J.; Ellis, Diane; Murton,
Arthur J.
Cc: Lane, John M.; Burns, Robert L.; Hirsch, Pete D.; Grum, Christine; Frye, Daniel E.; Watkins, James
C.; Conneely, John P.; Wyka, Gregory P.; Fahey, Joseph F.
Sent: Thu Nov 20 19:38:02 2008
Subject: RE: CONFIDENTIAL - Citigroup - Deterioration of Stock Price and CDS Spreads

UBS was the only major counterparty that has reduced its lines ($1.8 billion).  The other three
counterparties were hedge funds (names were not given) and totaled $300 million.  However, the
considerable amount of inquiries from investors about Citi's viability is a major cause for concern.

The private bank also had deposit inflows today of $350 million, so the net deposit outflow was $590
million.  Deposit details for the entire bank for today will be available by tomorrow afternoon.

The Fed funds were purchased below market, but at levels approximately 10bps higher than the past
few days.  Citi has been able to purchase Fed funds below many of the other large financial institutions,
including Bank of America and JPMorgan.  However, today it purchased Fed funds at the same rate as
these financial institutions.

Mark

-----Original Message-----
From: Corston, John H.
Sent: Thursday, November 20, 2008 7:09 PM
To: Cave, Jason C.; Thompson, Sandra L.; Spoth, Christopher J.; Ellis, Diane; Murton, Arthur J.
Cc: Lane, John M.; Burns, Robert L.; Hirsch, Pete D.; Grum, Christine; Frye, Daniel E.; Watkins, James
C.; Richardson, Mark D.; Conneely, John P.; Wyka, Gregory P.
Subject: Re: CONFIDENTIAL - Citigroup - Deterioration of Stock Price and CDS Spreads

I just talked to Mike Brosnan at the OCC and he noted that 4 counterparties reduced their lines with the
bank and $940MM was pulled out of private banking of which $710MM was pulled as a result of the
stock price and CDS spreads. They were able to purchase FFs at below market so the above trends
while small relative to the size of the bank are worth noting and will be of concern if they continue. On
the plus side the passage of the TLGP rule will have a stabling impact on the bank.
--------------------------
Sent from my BlackBerry Wireless Handheld

----- Original Message -----
From: Corston, John H.
To: Cave, Jason C.; Thompson, Sandra L.; Spoth, Christopher J.; Ellis, Diane; Murton, Arthur J.
Cc: Lane, John M.; Burns, Robert L.; Hirsch, Pete D.; Grum, Christine; Frye, Daniel E.; Watkins, James
C.
Sent: Thu Nov 20 18:48:38 2008
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Subject: CONFIDENTIAL - Citigroup - Deterioration of Stock Price and CDS Spreads

The on-site DE staff provides the following:

Company: Citigroup Inc., New York, NY (TA $2.05 trillion, RFI 332/3-3)
Lead Bank:Citibank, NA, Las Vegas, NV (TA $1.20 trillion, UFIR 223333/3)

Citigroup’s stock declined 26% to $4.71 on heavy volume and CDS spreads widened by 30bps to 400bps
today due to general concerns for financial institutions, along with Citigroup’s restructuring, which was
announced on Monday, the purchase of the SIV trading account assets by Citibank, and the liquidation
of Citigroup’s CSO hedge fund (European Leveraged Loan Fund with $1.2 billion in assets).  The stock
price traded below $5 mark for the first time since 1994.  The parent company and broker dealer
funding was only down a little today and Citigroup has had minimal counterparty pressure.  However,
UBS did pull $1.8B of repo lines today and Citigroup has gotten a considerable amount of inquiries from
investors about its viability.  The bank remains long cash.  Estimated total foreign and domestic deposits
decreased by 1% or $7B from Tuesday to Wednesday.

Supervisory Perspective:  Citigroup and its subsidiary banks have been under enhanced monitoring by
FDIC dedicated examiners since the current financial crisis began.  Given the recent deterioration in
Citigroup’s stock price and CDS spreads and the considerable amount of negative inquiries from
investors, the region is marshalling additional resources to assist in the risk assessment of the
institution, including the use of examination specialists from the Large Bank Section.

Potential Impact on FDIC Insurance and Resolutions Missions:  No immediate impact on the Resolution
Mission.

Importance to the Banking Industry:  This situation carries significant importance due to Citigroup’s
considerable systemic risk.

--------------------------
Sent from my BlackBerry Wireless Handheld



From: Bair, Sheila C.
To: Cave, Jason C.; Krimminger, Michael H.
Cc: Villarreal, Jesse O.
Subject: Re:
Date: Saturday, November 22, 2008 8:43:59 AM

Good

We did commit to consult with the pfr on tlpg so let occ and frb know that we are requesting the info. 

I want them to use it. Just in a controlled way until we have a better handle on the situation

mike I think you should make a staff level contact to fsa to see if we can get info directly on what they
are doing. Are they ringfencing deposits or is it just the b/d operations?

From: Cave, Jason C. 
To: Bair, Sheila C. 
Cc: Villarreal, Jesse O. 
Sent: Sat Nov 22 08:31:37 2008
Subject: Re: 

Assembling the team for call at 845 to get moving here. I think we should call citi directly--helfer--and
put the question of tlpg debt to him--note they publicly noted they would use the program, but we need
more specs. 

Also checking with frb and treas on whether there is a principals call this am. 

From: Bair, Sheila C. 
To: Spoth, Christopher J. 
Cc: Bovenzi, John F.; Thompson, Sandra L.; Cave, Jason C.; Lane, John M.; Krimminger, Michael H.;
Murton, Arthur J. 
Sent: Sat Nov 22 06:58:31 2008
Subject: Re: 

We will likely be asked to provide some assistance under systemic risk. I need to know how bad their
underlying condition is and to what extent it is in the bank(s). 

Mike is there anything in our mou with fsa that could be the basis for a discussion with them on
ringfencing? 

We should be developing our own views about what types of assistance we would and would not be
willing to provide. Whatever it is I want to be sure it fixes the problem. Even under systemic risk we
should be looking to minimize our costs and evaluating potential assistance on both the asset and
liabilty side. 

Near term do we have any views on the guaranteed debt issuance? We should at least be consulted in
advance on how much they are going to issue and the maturity
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Jason has the lead for me on this so please work with him

Thanks
Sheila

From: Spoth, Christopher J. 
To: Bair, Sheila C. 
Cc: Bovenzi, John F.; Thompson, Sandra L.; Cave, Jason C.; Lane, John M. 
Sent: Fri Nov 21 23:32:46 2008
Subject: 

Just got off the phone with D. Bailey. She called me. Understand that fed VC has called you as well. 

In short, I will characterize the liquidity and confidence situation as negative and deteriorating such that
viability may be threatened without outside support. 

Foreign govts are beginning to grab cash/ring fence (e.g., UK for the broker dealer), and credit
sensitive funds are leaving or demanding collateral. 

My conversation might not have been exactly clear, but it sounds as if the bank is proposing to divest a
large amount of assets ($300B) without recourse (funding ??) with a concurrent capital raise (source ?
?). 

The liquidity details in the email below from our examiner will help with conversations. Some of the
details were already provided to you this evening by John Lane. Please read to the bottom past
general economic info to see liquidity details. 

Chris

From: Richardson, Mark D. 
To: Eberley, Doreen R.; Frye, Daniel E.; Watkins, James C.; Wyka, Gregory P.; Hirsch, Pete D.; Burns,
Robert L.; Cox, Richard L.; Corston, John H.; Lane, John M.; Gibson, Kathleen M.; Egan, Kenneth M.;
Richardson, Mark D.; Achurch, James; Conneely, John P.; Martinez, Christopher A.; Fahey, Joseph F.;
Shanahan, Christopher M.; Simpson, Millen L.; Spoth, Christopher J.; Owens, Serena L.; Fitzgerald, Tracy
E.; Butler, Edward B.; Thompson, Sandra L.; Cave, Jason C. 
Sent: Fri Nov 21 23:04:55 2008
Subject: 11-21-08 Citi Liquidity call notes 

11-21-08 Citi Liquidity Notes

The notes include a summary from Friday’s Liquidity Calls with Citi risk management.

Let me know if you have any questions.

Mark

Market commentary

•       Citi’s stock decreased 20% to $3.77 today and 60% for the week.  As of
8:00PM tonight, the stock had increased 6% to $4.01 in after hours trading.



•       CDS spreads widen by 75bps to 512.5bps.

•       Citi experienced a more significant impact on liquidity today and
customer/investor concerns intensified.

•       Citi had buy back requests for its parent company commercial paper
($200MM), wholesale certificate of deposits ($1B), and the Palisades ABCP program
($213MM).

•       A composite index of Europe's manufacturing and service industries
contracted to 39.7, the lowest since the survey began in 1998.

•       ECB President Jean-Claude Trichet said the bank may cut interest rates
again in December amid signs that Europe's recession is deepening.

•       The U.S. Treasury announced it will help liquidate a money-market fund
from Reserve Management Corp., acting as a buyer of last resort.

•       Asian markets rallied on speculation governments will step up efforts to
revive economies.

•       European stocks fell after Goldman Sachs said the U.S. is in a deeper
recession than it previously forecasted, and U.S. stocks surged Friday on reports that
President-elect Barack Obama selected New York Federal Reserve chief Timothy
Geithner to be Treasury Secretary.

Stock Price – Today’s Changes

•       C = down 20%

•       JPM = down 3%

•       BAC = up 2%

•       WFC = down 3%

•       GE = up 9%

•       MS = up 9%

•       GS = up 3%

•       AXP = up 8%

CDS - Today’s Closing Spreads:

•       C = 500/525

•       JPM = 190/205

•       BAC = 200/215



•       WFC = 152/167

•       GE = 490/510

•       GS = 370/390

•       AXP =  450/475

New Issue Spreads – bps over Libor (daily change)

•       5 year = 702bps (+70bps)

•       10 year = 658bps (+48bps)

UK FSA Cash Lock-Up Requirement (summary from FRB notes)

•       Imposed a $6.4B cash lockup requirement, which was communicated as a
measure to protect the interests of the UK broker dealer and consists of the
following two components: 1) $3B operational expense, 3 months coverage:  Citi
indicated that the UK FSA arrived at this by assuming a $750mm per month
operational expenses plus a cushion and 2) $3.4B net free credits coverage.

•       Citi indicated that they will be negotiating both components as: 1) they
believe the operational expense estimate is overstated and 2) given the $1.5B
outflow from UK Prime Brokerage, Citi expects that the net free credits coverage
should be reduced to $1.9B (i.e. the remainder of the net free credits).

•       Lastly, this cash lockup will be moving on Monday from Citibank, NA (where
the deposit was made today) to either a central bank account in the UK or to
Euroclear.  Citi indicated that a move to Euroclear could provide an option of posting
either cash and/or collateral for the lockup.

•       In addition, the UK broker dealer is preparing to use two ECB facilities next
week to extract liquidity from non USD collateral that is unencumbered: 1) European
Investment Bank: approx $2B of capacity and 2) Central Bank of Luxembourg:
 approx $1.5B of capacity.

•       As I noted in my earlier email, these lockups could become very damaging
to Citi’s liquidity, especially if other foreign regulators follow the FSA’s lead.  The FSA
is going to look at Citi’s UK banks on Monday and may require lockups for them. 
These UK banks are subsidiaries of Citibank, NA.

TLGP

•       Citi management is still reviewing the final rule for the TLGP, but appears
very happy with the modifications.

•       As of late today, they did not yet have an issuance plan for guaranteed debt
as they were still reviewing the final rule, but expect to have discussions about it
over the weekend.

Fed Funds



•       Long cash – approximately $16B late in the afternoon.

•       Citi had $9.2B of Fed Funds purchased at rates, which were well below the
Fed Funds effective rate and in line with other large financial institutions.  $6.1B of
the $9.2B of Fed Funds purchased were purchased in the wholesale market.  Three
counterparties (FHLMC, FHLB – Indianapolis, and Co-Bank) refused to sell Citi Fed
Funds in the wholesale market today.

•       Citi had $20.1B of reverse repos and Fed Funds and Eurodollars sold,
including funds left O/N at the Fed of $5.3B.  These amounts are down significantly
from the prior day when Citi had $47.3B of reverse repos and Fed Funds and
Eurodollars sold, including funds left O/N at the Fed of $22.6B.

Deposits

•       Today’s deposit outflows.  Private bank deposits down $1B today with
$353MM withdrawn due to Citi name concerns.  LATAM deposits down $100MM.  US
deposits down $500MM.  I will have a better estimate of deposit totals for today on
Monday afternoon.

•       Thursday’s deposits - Total foreign and domestic deposits decreased by
$2.2B from Wednesday to Thursday; however, the entire decrease was attributable
to changes in foreign exchange rates.  Excluding the foreign exchange impact,
deposit totals were actually higher by $100MM.  US consumer deposits were down
$500MM, international retail deposits were up $600MM, global wealth management
deposits were down $1.9B, and institutional client group deposits were up $2.0B.

FHLB

Citi rolled some FHLB borrowings today at quote “pretty good prices” (rate
details not available).  FHLB borrowings remain at $84.1B.  FHLB borrowing
capacity remains at $11.4B.

Broker/Dealer Funding

•       Broker dealer cash box was estimated at $15.3B at 5pm today, but
ultimately finished at $11.4B due to additional prime brokerage outflows, higher
Class A Box, and cash outflows to cover shorts.

•       Broker dealer cash box decreased to $11.4B on Friday from $20.2B on
Thursday due to a decrease in UK Funding ($7.6B, which consisted of the FSA cash
lock-up requirement of $6.4B, lower equity secured finance of $900MM from a HSBC
dividend lock-up transaction that will reverse next week, IPB outflows of $600MM,
and debt payment of $500mm, offset partially by an increase in unsecured funding
$700MM ), US Equity prime brokerage outflows ($2.7B), Smith Barney outflows
($900MM), UK prime brokerage outflows ($1.4B), and higher class A box ($500MM). 
These outflows were partially offset by an increase in PDCF ($4.0B), mark-to-market
on equities ($1.2B), inflows from money funds ($700MM), and an increase in NY
equity secured finance ($800MM).

•       PDCF borrowings increased to $15.9B from $11.9B.  This is the first time
that the PDCF borrowings have exceeded the cash box.



•       Trading desks at some counterparties decided to move away from Citi
today, but their decisions were reversed by their senior management after Citi’s
senior management spoke with them.  UBS initially cut equity finance lines in half to
Citi from $1.8B to $900MM.  The decision was reversed and UBS fully rolled its
secured financing of $1.8B in UK and $1.1B in NY; Citi is concerned about its rolls
with UBS on Monday.  Citi had a similar experience with Deutsche Bank and
Rabobank today.

•       RZB (Raiffeisen Zentralbank Österreich AG) pulled its UK equity finance repo
line today ($350MM), which was partially offset by an increase in ING’s repo line
($150MM).

•       On Monday, UBS will require Citi to post 5% additional collateral and will no
longer accept convertible collateral ($500 million), which is all PDCF eligible. 
Northern Trust will increase its haircuts on Citi collateral by 3%.  State Street will
discontinue its $1.6 billion non-traditional collateral repos.  The collateral for this
repo line is PDCF eligible.

Dakota and Palisades (Citi’s Credit Card Issuance Trust CP Programs)

Dakota had $1.3B maturing today.  Today's trades include $677MM rolled O/N
@ 1%, $20MM rolled to Dec 11 @ L-19bps, $100MM rolled to Jan 12 @ L-
42bps, and $500MM rolled to Feb 19 @L-40bps. Dakota has $827MM rolling on
Monday and $877MM next week.
Palisades had $3.6B maturing today.  Today's trades include $3.3B rolled O/N
@ 1.25% (Citibank (South Dakota), NA purchased $1.9B and another $200MM
was put to a dealer balance sheet), $250MM rolled to Dec 1 @ L+ 66bps,
$100MM rolled to Dec 3 @ L+66bps, and $25MM rolled to Dec 8 @L+66bps.
Palisades has $3.8B rolling on Monday and $3.9B for next week.  Management
registered the Palisades Program with the FRB’s commercial paper funding
facility (CPFF) today.  Palisades will be able to sell up to $8.5B into the CPFF
starting next Tuesday.

ABCP Multi-Seller Conduits

•       Citi multi-seller conduits had nothing to roll today and virtually none to roll
the rest of the month. There were no investor communications or activity in the
market suggesting any significant concern about Citi conduit CP.

Parent Company Commercial Paper

•       Maturities = $2.4B

•       Issued $1.9B today at a WAM of 6 days and WAC of 0.73%.

•       The portfolio now stands at $19.8B with a WAM of 29 days and a WAC of
2.57%.

•       Management registered the parent company commercial paper program with
the CPFF on Thursday.  The parent company will be able to sell up to $39B into the
CPFF starting next Monday.

Parent Company Liquidity Portfolio



•       Parent Company Liquidity Portfolio declined to $31.4B today from $33.1B
on Thursday. 



From: Krimminger, Michael H.
To: Murton, Arthur J.; Thomas, John V.; Thompson, Sandra L.; Spoth, Christopher J.; Lane, John M.; Wigand,

James; Glassman, Mitchell; Osterman, Richard; Aboussie, Richard T.; Anderson, Marilyn E.; Cave, Jason C.
Subject: RE: Proposed Conduit
Date: Saturday, November 22, 2008 10:52:34 AM

At this stage, it is probably appropriate to be clear and direct that the US government will
not allow Citi to fail to meet its obligations.  The issue is how that support is provided, and
John and Rick make good points on this.
Mike
 

From: Murton, Arthur J. 
Sent: Saturday, November 22, 2008 10:19 AM
To: Thomas, John V.; Krimminger, Michael H.; Thompson, Sandra L.; Spoth, Christopher J.; Lane, John
M.; Wigand, James; Glassman, Mitchell; Osterman, Richard; Aboussie, Richard T.; Anderson, Marilyn E.;
Cave, Jason C.
Subject: RE: Proposed Conduit
 
John makes very good points
 
Given that the immediate risk is liquidity, the way to address that is by letting counterparties know that
they will be protected both at bank and holding company level.  The question is how explicit to make
this.  It could range from calls to central banks and other key parties or to a public statement from
Treasury, Fed, FDIC to that effect.
 
Putting capital in may help confirm/strengthen that signal; but to be clear – the main point is to let the
world know that we will not pull a Lehman.
 

From: Thomas, John V. 
Sent: Saturday, November 22, 2008 9:57 AM
To: Krimminger, Michael H.; Thompson, Sandra L.; Spoth, Christopher J.; Lane, John M.; Wigand,
James; Glassman, Mitchell; Murton, Arthur J.; Osterman, Richard; Aboussie, Richard T.; Anderson,
Marilyn E.; Cave, Jason C.
Subject: RE: Proposed Conduit
 
My thoughts below head in an alternative direction.  Reactions please.
 
Underlying Premise/Concern:
The Bank Insurance Fund and the capital of the banks that would be subject to a systemic risk
assessment cannot take the hit that would come from a first loss position on $300 billion of bad assets-
-that are bad enough to threatenCiti's viability.
Because: a probably $60-120 billion hit (order of magnitude guess based on the marks we are seeing
on bad assets generally) would exhaust the $34 billion or so in the DIF and badly deplete the capital of
the remaining banks.  All that without accounting for the losses we are likely to get with other bank
failures that we can expect to come to us regardless of Citi.
 
Likely follow on effects if we did take a first loss position in  that order of magnitude:

The DIF guarantees, both as a deposit insurer and as a guarantor under TLGP, would be called
into question by the markets; and

The creditworthiness of all other banks that do not have a lot of excess capital would be
undermined.
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Possible Approach(if we need to do more than see what happens on Monday with TLGP and the FRB
lending facilities in place):

1. TARP puts in capital now (between $25-60 billion)--with whatever direct oversight or
management changes is considered appropriate;

2. SEC bans short selling of (financial) stocks through the end of 2009 (yes; I know I am the only
person in the world who thinks the shorts are creating self fulfilling prophesies; but I think the
economics behind some of the short selling is no more sound than the economics behind $140
a barrel oil were 2 months ago.) 

3. FRB provides liquidity in every conceivable way--including non-recourse if there is not enough
TARP money put in to make clear that Citi can cover all of its losses.

4. If those things are done (or at least 1 and 3, if I remain the lone wolf on 2), then the FDIC
guarantees all (bank) creditors.  [I am really reluctant to guarantee creditors of the holding
company, broker-dealer, or foreign banks.  That said, if enough TARP capital comes in we might
have to guarantee it all.]  This would require a systemic risk determination by FDIC, FRB, and
Treasury (after consultation with the President).

Rick/Rick/Marilyn: there is to be an 11:30 conference call.  Feel free to join.

1-877-998-1124

Code  8785001#

From: Krimminger, Michael H.
Sent: Sat 11/22/2008 9:22 AM
To: Thompson, Sandra L.; Spoth, Christopher J.; Lane, John M.; Wigand, James; Thomas, John V.;
Glassman, Mitchell; Murton, Arthur J.
Subject: FW: Proposed Conduit

Here is the Conduit structure.

Please add thoughts, details, and counter-arguments.  Thanks.

_____________________________________________
From: Krimminger, Michael H.
Sent: Friday, November 21, 2008 12:08 PM
To: Bair, Sheila C.
Cc: Villarreal, Jesse O.; Cave, Jason C.
Subject: Proposed Conduit

Here is the proposed Conduit structure as discussed.

Please let me know if you need anything else.

Thanks,
Mike

<<FDIC Asset Conduit-1.doc>>

FDIC Asset Conduit

The Issue:  One of the difficulties in the current market is market illiquidity and the volume
of impaired and opaque assets on financial institution’s balance sheets.  The absence of on
and off-balance funding for assets has constricted market liquidity and credit availability. 



Asset Conduit Approach:  One approach is creation of a FDIC Asset Conduit to purchase
assets from financial institutions and re-liquify them over time through sale and/or structured
finance. 

Conduit Capital and Funding: The Asset Conduit would be capitalized through funding
from the Troubled Asset Relief Program and would have access to collateralized liquidity
facilities from the Federal Reserve.  By using TARP funds as a capital base the Asset
Conduit will allow TARP funds to be leveraged to make a significant impact in the market. 
Conduit funding would be replenished through the sale of conduit-acquired assets.

Asset Purchases: The Asset Conduit would use these funds to purchase assets from financial
institutions.  The purchase prices could be determined using a number of options: 

•       purchases at set prices,

•       purchases at discounted cash value prices,

•       pricing contingent on structured finance proceeds, or

•       purchases at par value combined with preferred debt from the financial
institution.  The redemption price for the debt would be defined by ultimate losses on the
purchased assets and redemption could be required by a specific time period. 

Asset Transfers: The value of troubled assets could be improved by appropriate loss
mitigation, including streamlined loan modifications that would yield a positive net present
value.  The Asset Conduit could then resell the assets with loss sharing or financing support
or issue term funding, covered bonds, or securities based on the assets with appropriate credit
support.

The conduit sale and resale of assets or asset interests would provide liquidity to these asset
classes and foster new lending.
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From: Cox, Richard L.
To: Corston, John H.; Hoyer, Brent D.
Subject: FW: Funding Vulnerabilities Memo
Date: Sunday, January 11, 2009 11:49:02 AM
Attachments: 1.11.09 FRB and OCC BAC Funding Vulnerabilities memo.doc

 
I have not read yet.  Printing now to do so.

Rick 
704 548-1950, ext. 4217 - Charlotte Field Office 
704 819-6266 Cell

From: Jennifer.Burns@rich.frb.org [mailto:Jennifer.Burns@rich.frb.org] 
Sent: Sunday, January 11, 2009 11:37 AM
To: Cox, Richard L.; morris.morgan@occ.treas.gov
Cc: Lisa.A.White@rich.frb.org
Subject: Funding Vulnerabilities Memo
 

Rick, 

As promised please see the attached memo on BAC's funding vulernabilities and potential implications
for other market participants.  Thanks! 

Jennifer 

Jennifer  Joseph Burns
Banking Supervision and Regulation
The Federal Reserve Bank of Richmond, Charlotte Branch
Office 704· 358· 2550 ·  Cell  704· 287· 2813
jennifer.burns@rich.frb.org
www.richmondfed.org

 

 

mailto:/O=FDIC/OU=FDIC/CN=RECIPIENTS/CN=RCOX
mailto:/O=FDIC/OU=FDIC/CN=RECIPIENTS/CN=JCorston
mailto:/O=FDIC/OU=FDIC/CN=RECIPIENTS/CN=BHoyer
mailto:jennifer.burns@rich.frb.org
http://www.richmondfed.org/
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Date:
January 10, 2009


To:
Rick Cox, FDIC


From:
FRB and OCC Staff  

Subject:    Bank of America Corporation (BAC) Funding Vulnerabilities and Implications for Other Financial Market Participants.

Although the reputation of global banking organizations has been tarnished during the current market crisis, BAC’s name is currently held in high esteem among market participants and consumers.  BAC’s potential fall from grace could shake market and consumer confidence in financial institutions, resulting in spill over effects that could include deposit runs on perceived weaker institutions, dislocation in the slowly improving term markets, a continued frozen unsecured funding market, reluctance to finance all but the most pristine collateral positions, increased margin requirements for secured and derivative counterparties, reactionary draws on unfunded loan commitments, and a disruption in global payment systems.


		(in millions)

		Overnight

		Total



		Deposits

		

		$980,000



		

		

		



		Unsecured

		

		



		     Federal Funds

		$68,107

		$97,384



		     Long-term Debt

		$4

		$362,233



		     Other

		$14,577

		$120,891



		

		

		



		Secured 

		

		



		     GC Repo

		$309,030

		$439,724



		     Non-GC Repo

		$74,842

		$130,957



		     FHLB

		$500

		$92,106



		     ABCP

		$13,870

		$59,464





The firm is the largest deposit holder in the United States.  As of December 31, 2008, legacy BAC reported $883 billion of deposits, with ML adding an additional $97 billion.  Deposits include $193 billion of consumer time deposits, $125 billion of personal checking balances, and $106 billion of personal money market savings.  The amount of retail and corporate deposits greater than $250,000 is $93 billion.  At recent stressed institutions, deposit run off was particularly seen in commercial MMDAs and sweep deposit accounts.  As of year-end, legacy BAC and ML held approximately $48 billion ($32 billion in business MMDAs) and $64 billion, respectively (all sweep).  In addition, BAC has identified $4 billion in deposits collateralizing RESI  (on-balance sheet synthetic securitizations) transactions that will be withdrawn if their short-term senior unsecured debt rating drops below A1/P1/FI, or their long-term senior unsecured debt rating drops below A/A2/A by S&P, Moody’s and Fitch, respectively.


BAC’s long tem debt is $453 billion, with 18 percent maturing in 2009 and a further 16 percent maturing before the end of 2010.  BAC’s largest immediate unsecured funding exposure is overnight Federal Funds and Eurodollars purchased.  As of January 8, 2009, BAC had a Federal Funds and Eurodollars purchased position of $68 billion.  Recently, the institution has been a large net taker of funds, mostly, to take advantage of the spread between price and interest paid on its Federal Reserve account.  Staff thinks the overnight unsecured position is one the most vulnerable funding positions at the company.  This is critical because the Federal Funds position effectively funds the institution’s cash position of $67 billion.  If fund providers back away from BAC, it would significantly reduce the institution’s liquid asset buffer and result in early dependence on contingent liquidity sources.  Furthermore, it is likely that other financial institutions could experience similar constraints based on the perception of more wide spread industry issues given BAC’s strong reputation.      

BAC’s largest secured funding source is repo and securities lending.  BAC is also the largest user of tri-party repo funding through BONY that could result in significant systemic risk.  The potential exists for the tri-party repo market to become frozen due to reluctance of counterparties to finance positions.  Repo and securities lending totaled $571 billion, with $384 billion or 67 percent rolled overnight.  The quality of the repo and securities lending collateral is generally good with $440 billion consisting of Treasury and agency collateral.  This collateral class is less vulnerable to counterparties pulling away, but could result in additional haircuts which currently are 0-2 percent for Treasuries and 3-5 percent for agency pass-through securities.  The remaining repo and securities lending collateral is more vulnerable to investors pulling away or requiring higher haircuts and consist of $83 billion in investment grade bonds, $22 billion of liquid equities, and $26 billion of other collateral.  Management reported illiquid repo collateral totaling $50 billion, which is most vulnerable to funding difficulties.  The company’s current unencumbered investment collateral totaled $85 billion, which consist mostly of agency MBS. 


 The banking organizations representing the largest fund providers to BAC are shown in Table 1 on page 9.


The company also utilizes FHLB funding to finance longer-term assets.  At year-end, the company’s FHLB funding totaled $92 billion.  Generally, the majority of this funding is relatively short with $11 billion maturing within 1-month and $41 billion maturing within 1-year.  This funding source is less vulnerable, and the company reports $77 billion of available loan collateral that could be pledged to the FHLBs for funding.  


Legacy BAC has been a substantial user of government related liquidity programs. Utilizing three depository subsidiaries, legacy BAC has accessed the TAF in varying amount since September 2008.  The current outstanding balance is $55 billion, with $30 billion maturing in January, and $25 billion maturing in March.  In addition, the institution will be bidding for $20 billion in the 28-day auction on January 12th.  The discount window capacity is $106 billion.  While Banc of America Securities LLC has reduced its usage of the PDCF and TSLF to zero, ML entities still use these programs for a combined amount of $21 billion.  In terms of unsecured funding, legacy BAC has issued $15 billion to the CPFF which matures in January.  More recently, the institution has issued $20 billion in 2- to 3½-year medium term notes guaranteed under the TLGP, with 108 billion of additional capacity.


BAC has a variety of contingent liquidity exposures that could be a drain on the liquidity position.  Adverse market perception could result in draws on commitments and investors pulling out of ABCP programs.  BAC has $1.3 trillion in unfunded loan commitments, of which $827 billion are credit card commitments for which normal funding through the securitization market is no longer available.  BAC has $338 billion is unfunded commercial loan commitments which includes $1 billion in unfunded leverage loans that are expected to fund in January.  BAC has ABCP with a committed balance of $89 billion and a current outstanding balance of $54 billion, of which at least $5 billion is currently not eligible for the CPFF, and the remaining amount would also become ineligible for the CPFF if the company is downgraded below A-1/P-1.


BAC is a major player in a wide range of derivative markets, both as a counterparty to OTC trades and as a broker.  Adverse market perception could result in several actions that could impact BAC’s market-making ability.  Specifically, BAC may have difficulty entering into uncollateralized trading positions, thereby losing access to the dealer market.  In addition, similar to the reaction legacy BAC had to other troubled firms, dealers may only want to enter into trades with BAC that reduce the dealer’s counterparty exposure to these entities.  These actions could make it difficult for BAC to enter into transactions to meet client needs and hedge the company’s own risk exposures. In addition, the combination of legacy BAC and ML has effectively resulted in reducing the number of market-makers.  Therefore, if BAC’s market-making abilities are impaired this could result in a broader systemic risk to the market-place.


Adverse perception in the market-place could lead to counterparties wanting to renegotiate credit support agreements on derivative transactions in order to increase collateral margin requirements.  On January 9, 2009, BAC had approximately $121 billion in collateral posted with $154 billion received related to derivatives trading.  A 1- notch downgrade in rating would result in a contractual increase in collateral posting by $10 billion, with an additional $3 billion for a 2-notch downgrade.  However, as previously mentioned adverse market perception could result in renegotiations that would increase collateral requirements.

Legacy BAC is a significant participant in U.S. payment and securities settlement systems as well as in several foreign payment systems.  For example, legacy BAC settles significant values over both CHIPS and Fedwire.
  It is a direct participant and settles foreign exchange transactions through CLS.  Legacy BAC is also a direct participant in the Depository Trust Company (DTC), the Fixed Income Clearing Corporation (FICC), and the National Securities Clearing Corporation (NSCC) and participates in derivatives clearing activity. 

Under the Interagency Paper on Sound Practices to Strengthen the Resilience of the U.S. Financial System, legacy BAC is a significant market participant in three of the five critical financial markets (wholesale payments, foreign exchange, and U.S. government and agency securities), and ML is a significant market participant in a fourth market (corporate and municipal securities).
  An inability of these organizations to fulfill their obligations in these markets and the related systems would lead to widespread disruptions in payment and settlement systems in the U.S. as well as abroad.

		Significant in Critical Financial Market 



		Firm

		Wholesale Payments


		Foreign Exchange

		Commercial Paper

		Corporate Securities

		U.S. Gov’t


& Agency Securities




		Bank of America

		(

		(

		

		

		(



		Merrill Lynch

		

		

		

		(

		





Legacy BAC is a significant automated clearing house (ACH) participant within the debit and credit retail payments channel.  According to the most recent data, legacy BAC’s more than 2.8 trillion ACH items processed placed them second in transaction volume among all U.S. banks.
  

Table 1


Banking Organizations Providing Funding/Exposures to Bank of America


		Banking Organizations

		Funding/Exposures Provided In Billions



		Bank of New York

		$46.1



		State Street

		$45.3



		JPM Chase

		$41.6



		Fidelity Investments

		$27.8



		Citibank

		$24.5



		Northern Trust Corp

		$24.3



		Blackrock

		$20.9



		JP Morgan Asset Mgmt

		$18.0



		Goldman Sachs Asset Management

		$18.0



		PIMCO

		$16.4



		Barclays Global Investors

		$14.6



		Wells Capital Management

		$13.3



		Deutsche/BT

		$12.8



		Bank of New York Mellon Asset Mgmt

		$11.6



		HSBC

		$11.4



		BNP Paribas

		$11.2



		Goldman Sachs Capital Markets

		$10.8



		Charles Schwab Corporation

		$10.4



		Bank of International Settlements

		$9.1



		Mellon Financial Corporation

		$8.4



		Dresdner Bank AG

		$8.4



		Federated

		$7.8



		Mizuho Corporate Bank LTD

		$6.6



		Goldman Sachs International

		$5.8



		Barclays Bank PLC

		$5.6



		

		



		Total Consolidated Top 25

		$430.7 *





*  Total difference from BAC source is caused by rounding.  BAC also provides funding/exposures to the above counterparties totaling $67.6B.   


� In 2005, legacy BAC was among the top five participants in both CHIPS and Fedwire, as measured by the dollar value of transfers.


� The last update to the market-share data used to determine which firms are “significant” was in 2005.


� Federal funds activity and other overnight funding transactions depend on wholesale payment systems for settlement.  As such, disruptions in wholesale payment systems can have significant implications for the supply of and demand for overnight funds.  Because of this dependency and the fact that reliable information on the Fed Funds market is limited, the agencies do not identify key Fed Funds participants separately from key wholesale payments participants.  The agencies view firms with at least five percent of the combined total dollar value of transfers over the Fedwire funds service and CHIPS as significant in wholesale payments.


� The U.S. government and agency securities market includes U.S. government bills, notes, bonds, and agency securities, including mortgage-backed securities issued by government-sponsored enterprises, as well as repurchase and reverse repurchase agreements and tri-party repurchase agreements involving U.S. government and agency securities.


� 2007 NACHA, Electronic Payment Associate Facts and Statistics 





PAGE  

Page 1 of 7





Restricted Controlled (FR) 

Page 1 of 7 

Date: January 10, 2009 

To: Rick Cox, FDIC 

From: FRB and OCC Staff   

Subject:    Bank of America Corporation (BAC) Funding Vulnerabilities and 
Implications for Other Financial Market Participants. 

 

Although the reputation of global banking organizations has been tarnished during 

the current market crisis, BAC’s name is currently held in high esteem among market 

participants and consumers.  BAC’s potential fall from grace could shake market and 

consumer confidence in financial institutions, resulting in spill over effects that could 

include deposit runs on perceived weaker institutions, dislocation in the slowly improving 

term markets, a continued frozen unsecured funding market, reluctance to finance all but 

the most pristine collateral positions, increased margin requirements for secured and 

derivative counterparties, reactionary draws on unfunded loan commitments, and a 

disruption in global payment systems. 

 
 
(in millions) Overnight Total 
Deposits  $980,000 
   
Unsecured   
     Federal Funds $68,107 $97,384 
     Long-term Debt $4 $362,233 
     Other $14,577 $120,891 
   
Secured    
     GC Repo $309,030 $439,724 
     Non-GC Repo $74,842 $130,957 
     FHLB $500 $92,106 
     ABCP $13,870 $59,464 
 
 

The firm is the largest deposit holder in the United States.  As of December 31, 

2008, legacy BAC reported $883 billion of deposits, with ML adding an additional $97 

billion.  Deposits include $193 billion of consumer time deposits, $125 billion of 

personal checking balances, and $106 billion of personal money market savings.  The 
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amount of retail and corporate deposits greater than $250,000 is $93 billion.  At recent 

stressed institutions, deposit run off was particularly seen in commercial MMDAs and 

sweep deposit accounts.  As of year-end, legacy BAC and ML held approximately $48 

billion ($32 billion in business MMDAs) and $64 billion, respectively (all sweep).  In 

addition, BAC has identified $4 billion in deposits collateralizing RESI  (on-balance 

sheet synthetic securitizations) transactions that will be withdrawn if their short-term 

senior unsecured debt rating drops below A1/P1/FI, or their long-term senior unsecured 

debt rating drops below A/A2/A by S&P, Moody’s and Fitch, respectively. 

 

BAC’s long tem debt is $453 billion, with 18 percent maturing in 2009 and a 

further 16 percent maturing before the end of 2010.  BAC’s largest immediate unsecured 

funding exposure is overnight Federal Funds and Eurodollars purchased.  As of January 

8, 2009, BAC had a Federal Funds and Eurodollars purchased position of $68 billion. 

 Recently, the institution has been a large net taker of funds, mostly, to take advantage of 

the spread between price and interest paid on its Federal Reserve account.  Staff thinks 

the overnight unsecured position is one the most vulnerable funding positions at the 

company.  This is critical because the Federal Funds position effectively funds the 

institution’s cash position of $67 billion.  If fund providers back away from BAC, it 

would significantly reduce the institution’s liquid asset buffer and result in early 

dependence on contingent liquidity sources.  Furthermore, it is likely that other financial 

institutions could experience similar constraints based on the perception of more wide 

spread industry issues given BAC’s strong reputation.       

 

BAC’s largest secured funding source is repo and securities lending.  BAC is also 

the largest user of tri-party repo funding through BONY that could result in significant 

systemic risk.  The potential exists for the tri-party repo market to become frozen due to 

reluctance of counterparties to finance positions.  Repo and securities lending totaled 

$571 billion, with $384 billion or 67 percent rolled overnight.  The quality of the repo 

and securities lending collateral is generally good with $440 billion consisting of 

Treasury and agency collateral.  This collateral class is less vulnerable to counterparties 

pulling away, but could result in additional haircuts which currently are 0-2 percent for 
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Treasuries and 3-5 percent for agency pass-through securities.  The remaining repo and 

securities lending collateral is more vulnerable to investors pulling away or requiring 

higher haircuts and consist of $83 billion in investment grade bonds, $22 billion of liquid 

equities, and $26 billion of other collateral.  Management reported illiquid repo collateral 

totaling $50 billion, which is most vulnerable to funding difficulties.  The company’s 

current unencumbered investment collateral totaled $85 billion, which consist mostly of 

agency MBS.  

 

 The banking organizations representing the largest fund providers to BAC are 

shown in Table 1 on page 9. 

 

The company also utilizes FHLB funding to finance longer-term assets.  At year-

end, the company’s FHLB funding totaled $92 billion.  Generally, the majority of this 

funding is relatively short with $11 billion maturing within 1-month and $41 billion 

maturing within 1-year.  This funding source is less vulnerable, and the company reports 

$77 billion of available loan collateral that could be pledged to the FHLBs for funding.   

 

Legacy BAC has been a substantial user of government related liquidity 

programs. Utilizing three depository subsidiaries, legacy BAC has accessed the TAF in 

varying amount since September 2008.  The current outstanding balance is $55 billion, 

with $30 billion maturing in January, and $25 billion maturing in March.  In addition, the 

institution will be bidding for $20 billion in the 28-day auction on January 12th.  The 

discount window capacity is $106 billion.  While Banc of America Securities LLC has 

reduced its usage of the PDCF and TSLF to zero, ML entities still use these programs for 

a combined amount of $21 billion.  In terms of unsecured funding, legacy BAC has 

issued $15 billion to the CPFF which matures in January.  More recently, the institution 

has issued $20 billion in 2- to 3½-year medium term notes guaranteed under the TLGP, 

with 108 billion of additional capacity. 

 

BAC has a variety of contingent liquidity exposures that could be a drain on the 

liquidity position.  Adverse market perception could result in draws on commitments and 
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investors pulling out of ABCP programs.  BAC has $1.3 trillion in unfunded loan 

commitments, of which $827 billion are credit card commitments for which normal 

funding through the securitization market is no longer available.  BAC has $338 billion is 

unfunded commercial loan commitments which includes $1 billion in unfunded leverage 

loans that are expected to fund in January.  BAC has ABCP with a committed balance of 

$89 billion and a current outstanding balance of $54 billion, of which at least $5 billion is 

currently not eligible for the CPFF, and the remaining amount would also become 

ineligible for the CPFF if the company is downgraded below A-1/P-1. 

 

BAC is a major player in a wide range of derivative markets, both as a 

counterparty to OTC trades and as a broker.  Adverse market perception could result in 

several actions that could impact BAC’s market-making ability.  Specifically, BAC may 

have difficulty entering into uncollateralized trading positions, thereby losing access to 

the dealer market.  In addition, similar to the reaction legacy BAC had to other troubled 

firms, dealers may only want to enter into trades with BAC that reduce the dealer’s 

counterparty exposure to these entities.  These actions could make it difficult for BAC to 

enter into transactions to meet client needs and hedge the company’s own risk exposures. 

In addition, the combination of legacy BAC and ML has effectively resulted in reducing 

the number of market-makers.  Therefore, if BAC’s market-making abilities are impaired 

this could result in a broader systemic risk to the market-place. 

 

Adverse perception in the market-place could lead to counterparties wanting to 

renegotiate credit support agreements on derivative transactions in order to increase 

collateral margin requirements.  On January 9, 2009, BAC had approximately $121 

billion in collateral posted with $154 billion received related to derivatives trading.  A 1- 

notch downgrade in rating would result in a contractual increase in collateral posting by 

$10 billion, with an additional $3 billion for a 2-notch downgrade.  However, as 

previously mentioned adverse market perception could result in renegotiations that would 

increase collateral requirements. 
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Legacy BAC is a significant participant in U.S. payment and securities settlement 

systems as well as in several foreign payment systems.  For example, legacy BAC settles 

significant values over both CHIPS and Fedwire.1

 

  It is a direct participant and settles 

foreign exchange transactions through CLS.  Legacy BAC is also a direct participant in 

the Depository Trust Company (DTC), the Fixed Income Clearing Corporation (FICC), 

and the National Securities Clearing Corporation (NSCC) and participates in derivatives 

clearing activity.  

Under the Interagency Paper on Sound Practices to Strengthen the Resilience of 

the U.S. Financial System, legacy BAC is a significant market participant in three of the 

five critical financial markets (wholesale payments, foreign exchange, and U.S. 

government and agency securities), and ML is a significant market participant in a fourth 

market (corporate and municipal securities).2

 

  An inability of these organizations to fulfill 

their obligations in these markets and the related systems would lead to widespread 

disruptions in payment and settlement systems in the U.S. as well as abroad. 

Significant in Critical Financial Market  

FIRM 
WHOLESALE 
PAYMENTS3 

FOREIGN 
EXCHANGE 

COMMERCIAL 
PAPER 

CORPORATE 
SECURITIES 

U.S. GOV’T 
& AGENCY 

SECURITIES4

Bank of America 

 

     

Merrill Lynch      

 

                                                 
1 In 2005, legacy BAC was among the top five participants in both CHIPS and Fedwire, 
as measured by the dollar value of transfers. 
2 The last update to the market-share data used to determine which firms are “significant” 
was in 2005. 
3 Federal funds activity and other overnight funding transactions depend on wholesale payment systems for 
settlement.  As such, disruptions in wholesale payment systems can have significant implications for the supply 
of and demand for overnight funds.  Because of this dependency and the fact that reliable information on the Fed 
Funds market is limited, the agencies do not identify key Fed Funds participants separately from key wholesale 
payments participants.  The agencies view firms with at least five percent of the combined total dollar value of 
transfers over the Fedwire funds service and CHIPS as significant in wholesale payments. 
4 The U.S. government and agency securities market includes U.S. government bills, notes, bonds, and agency 
securities, including mortgage-backed securities issued by government-sponsored enterprises, as well as 
repurchase and reverse repurchase agreements and tri-party repurchase agreements involving U.S. government 
and agency securities. 



Restricted Controlled (FR) 

Page 6 of 7 

Legacy BAC is a significant automated clearing house (ACH) participant within 

the debit and credit retail payments channel.  According to the most recent data, legacy 

BAC’s more than 2.8 trillion ACH items processed placed them second in transaction 

volume among all U.S. banks.5

 

   

                                                 
5 2007 NACHA, Electronic Payment Associate Facts and Statistics  
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Table 1 
 

Banking Organizations Providing Funding/Exposures to Bank of America 
 

Banking Organizations Funding/Exposures Provided In Billions 
Bank of New York $46.1 
State Street $45.3 
JPM Chase $41.6 
Fidelity Investments $27.8 
Citibank $24.5 
Northern Trust Corp $24.3 
Blackrock $20.9 
JP Morgan Asset Mgmt $18.0 
Goldman Sachs Asset Management $18.0 
PIMCO $16.4 
Barclays Global Investors $14.6 
Wells Capital Management $13.3 
Deutsche/BT $12.8 
Bank of New York Mellon Asset Mgmt $11.6 
HSBC $11.4 
BNP Paribas $11.2 
Goldman Sachs Capital Markets $10.8 
Charles Schwab Corporation $10.4 
Bank of International Settlements $9.1 
Mellon Financial Corporation $8.4 
Dresdner Bank AG $8.4 
Federated $7.8 
Mizuho Corporate Bank LTD $6.6 
Goldman Sachs International $5.8 
Barclays Bank PLC $5.6 
  
Total Consolidated Top 25 $430.7 * 
 
*  Total difference from BAC source is caused by rounding.  BAC also provides funding/exposures to the above 
counterparties totaling $67.6B.    
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Clara Morain

From: Carl McCarden
Sent: Thursday, September 16, 2010 5:49 PM
To: Clara Morain
Subject: FW: Response to FCIC Hearing requests
Attachments: GS MBS 0000038856.xlsx

 
 

From: Chris Seefer  
Sent: Thursday, July 15, 2010 3:20 PM 
To: Clara Morain; Carl McCarden 
Subject: FW: Response to FCIC Hearing requests 
 
Same drill.  
 

From: Michaels, Susan [Fin]   
Sent: Thursday, July 15, 2010 3:15 PM 
To: Chris Seefer 
Cc: Smith, Sarah [Fin]; Lee, Brian-J (FI Controllers) [Fin]; Simpson, Michael [Fin]; Fredman, Sheara [Fin]; Broeckel, Janet 
[Legal] 
Subject: Response to FCIC Hearing requests 
 
  
Chris, 
  
We have attached a spreadsheet (bearing production number GS MBS 0000038856) that shows: (i) the status of each trade that was 
not included in the Maiden Lane 
III transaction as of November 6, 2008; (ii) the status of those same trades as of July 6, 2010; and (iii) the net proceeds received upon 
termination for all trades terminated prior to July 6. Please 
let us know if you have any questions or would like someone to walk you through the spreadsheet. 
  
  
  
Please note the following: 
  
The Goldman Sachs Group, Inc. (“GS Group”) used various technology and manual resources to generate some of the documents for 
production to you in response to your requests.  While GS Group believes that these documents are reasonably accurate, we cannot 
make an absolute representation that it is complete or that there are not some inadvertent errors in the preparation of the 
spreadsheet.  We will provide further updates or corrections if we discover missing information or errors. 
  
Additionally, pursuant to Section 5 of the Fraud Enforcement and Recovery Act of 2009, Pub. L. No. 111‐21, 123 Stat. 1617, we 
hereby request on behalf of GS Group that this letter and the material to which it refers be maintained in a secure manner and not 
be disclosed to the public, including in response to any request under the Freedom of Information Act, 5 U.S.C. § 552.  If you wish to 
release any of these documents publicly, GS Group respectfully requests reasonable advance notice of your intent to do so and the 
opportunity to object to, or to seek to limit, such a release. 
  
Please confirm receipt. 
  
Regards, 
  
Sue 
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This message may contain information that is confidential or proprietary. If you are not the intended recipient, please advise the sender immediately and delete this 
message and any attachments. Follow this link for further information on confidentiality and the risks inherent in electronic communication: 
http://www.gs.com/disclaimer/email/ 

  
  
  



AIG - CDS Exposure/Collateral Call Summary (Non MLIII Related)
November 6, 2008 & July 6, 2010

Per CSA Collateral Collateral
Name Cusip / ISIN Notional Current Face GS Exposure Threshold Due Posted

TRIAX 2006-2A A1B1 896008AB5 500,000,000          496,109,845         243,093,824         0.00% 243,093,824        213,578,000         
ORKNEY HOLDINGS, LLC 686335AA8 600,000,000          600,000,000         324,000,000         0.00% 324,000,000        245,734,800         
ROMULUS FINANCE S.R.L. XS0161620868 194,294,981          194,294,981         65,424,742           0.00% 65,424,742          N/A
ABACUS04-1 N/A 1,760,000,000       1,760,000,000      515,207,116         0.00% 515,207,116        503,395,310         
ABACUS05-2 N/A 1,000,000,000       1,000,000,000      335,961,932         0.00% 335,961,932        324,609,180         
ABACUS05-CB1 N/A 480,000,000          240,642,687         87,952,756           0.00% 87,952,756          85,887,729           
ABACUS04-2 N/A 730,000,000          730,000,000         152,514,155         0.00% 152,514,155        140,844,623         
ABACUS05-3 N/A 1,200,000,000       593,502,471         226,969,545         0.00% 226,969,545        206,620,043         
ABACUS06-NS1 IG N/A 329,000,000          326,533,915         172,683,598         Rating based -                       -                       
ABAC07-18 N/A 470,000,000          470,000,000         328,739,422         0.00% 328,739,422        308,147,741         
Misc. CMBS CDS Numerous 2,002,500,000       2,002,500,000      321,797,064         0.00% 321,797,064        271,464,113         

9,265,794,981       8,413,583,899    2,774,344,154    2,601,660,556     2,300,281,539    

Per CSA Collateral Collateral
Name Cusip / ISIN Notional Current Face GS Exposure Threshold Due Posted

TRIAX 2006-2A A1B1 896008AB5 500,000,000          145,187,109         10,889,033           0.00% 10,889,033          10,889,033           
ABACUS05-3 N/A 1,200,000,000       439,919,926         261,316,792         0.00% 261,316,792        261,316,792         
ABACUS06-NS1 IG N/A 329,000,000          326,329,506         220,658,613         0.00% 220,658,613        220,658,613         
ABAC07-18 N/A 470,000,000          470,000,000         387,028,807         0.00% 387,028,807        387,028,807         
Misc. CMBS CDS Numerous 1,427,500,000       1,427,500,000      307,910,399         0.00% 307,910,399        307,910,399         

3,926,500,000       2,808,936,541    1,187,803,644    1,187,803,644     1,187,803,644    

Name Cusip / ISIN Settlements
Collateral Prior to 

Termination Net Proceeds
ORKNEY HOLDINGS, LLC 686335AA8 359,997,667          468,000,000         (108,002,333)        
ROMULUS FINANCE S.R.L. XS0161620868 84,003,652           N/A 84,003,652           
ABACUS04-1 N/A 805,492,319          805,858,926         (366,607)              
ABACUS05-2 N/A 519,462,344          510,095,518         9,366,826             
ABACUS05-CB1 N/A 143,070,903          142,119,719         951,184                
ABACUS04-2 N/A 259,697,424          253,938,906         5,758,518             
Misc. CMBS CDS Numerous 28,737,323           41,955,338           (13,218,015)         

2,200,461,632       2,221,968,407    (21,506,775)       

Note: ROMULUS FINANCE was in the Goldman Sachs Bank USA entity which had numerous trades across various products.  Collateral balances were not manually
tracked on a transactional level.

November 6th, 2008

July 6th, 2010

Unwinds and Terminations



 
From: Dave.Caperton  
Sent: Tuesday, November 02, 2010 6:51 PM
To: Bruce McWilliams
Cc: Chris Seefer; Cassidy Waskowicz; Greg Feldberg; Gordon Shemin
Subject: Re: Wachovia Liquidity Westerkamp question
 
Bruce, the following information is confidential and should be treated as confidential and non-public in
accordance with our nondisclosure agreement.   

Per Rich Westerkamp: 

As far as the quote below: 

 $65 billion in debt; this represented nearly 50% of outstanding notes and bonds of the banks and holding
company 

  WB did not have to pay these
funds from a contractual basis (they had not matured), but would have difficulty issuing to these
providers going forward given the reluctance to repay early.   This information was a verbal disclosure
at the end of the day on the 26th.  This number was never verified  (they were just requests from
funding managers at other counterparties) and the funding managers at WB just gave an estimate to
senior management to indicate the gravity of the situation.  This number has also been quoted in the
financial press from interviews with former Wachovia management which I can't verify to their accuracy.
 

  

Hope this helps. 

Rich 
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From: Kim Shafer
Sent: Wednesday, December 08, 2010 6:00 PM
To:
Cc:
Subject: email rather than MFR is source

Read below 
 
 
Kim Leslie Shafer | Senior Research Consultant | Financial Crisis Inquiry Commission |  | 

 
 
From: Ann Rutledge  
Sent: Tuesday, November 16, 2010 12:06 PM 
To: Kim Shafer 
Subject: Re: comment on CDOs sought - would any or all of these work- feel free to call if easier 
 
Hi Kim, #2 (with the addition) and #3 are both great! I’d say, whichever you like better—I like #3. Thanks! Ann 
 
 
On 11/16/10 11:40 AM, "Kim Shafer"  wrote: 

The accepted wisdom was that the search for diversity had taken a wrong turn because the asset managers who 
selected the portfolios for the troubled CDOs were not experts in sectors as diverse as airplane leases and equity 
mutual funds. But, in fact, that wasn’t the problem at all:  The real problem was that [CDOs based on structured 
product ratings][re-securitizations] are especially dangerous.  Ann Rutledge, a structured finance expert, 
explained to the FCIC:   
 
 
OR 
  
The danger with CDOs is when they are based on structured finance ratings.  Ratings are not predictive of future defaults; 
they only describe a ratings management process…. and a mean and static expectation of security loss.   However, the 
security loss expectation necessarily changes over the life of the structured product.  (Those changes can be more sudden 
and dramatic than is typical with corporate credit.)  Thus, it is easy to mask large losses building up in the original 
portfolio.   
 
OR – with perhaps too much rewriting at the end 
  
ABS CDOs are especially dangerous because they are based on ratings—the estimated (“expected”) default or loss. When 
a portfolio of RMBS securities is put into a new capital structure that has more leverage, it becomes acutely sensitive to 
unexpected changes in portfolio risk.  Those unexpected changes may have been part of the original loss distribution; 
they just were not the mean, which is what the rating presented.  The leverage adds danger. 
 
Footnote:  Ann Rutledge is a principal in R&R Consulting, co‐author of Oxford University Press’ Elements of Structured 
Finance (2010) and a former employee of Moody’s Investor Service.  She and co‐principal Sylvain Raines first spoke to 
the FCIC on April 12, 2010. 
 
 
Kim Leslie Shafer | Senior Research Consultant | Financial Crisis Inquiry Commission | 
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From: Ann Rutledge  
Sent: Tuesday, November 16, 2010 9:50 AM 
To: Kim Shafer 
Subject: Re: comment on CDOs sought 
Importance: High 
 
The danger with CDOs is when they are based on structured finance ratings.  Corporate ratings are typically stable and 
valid through the cycle because the underlying operations do not change much in the short‐ to medium‐term, but 
ratings of structured products are intrinsically dynamic, and this dynamism is not reflected in the static rating. Because 
the ratings on ABS and RMBS are not updated to reflect these dynamics, it is easy to mask the build up of large losses 
building up in the original portfolio. 
  
 
 
On 11/15/10 10:15 PM, "Kim Shafer" < wrote: 
Thanks.  Am trying to get closer to the language you originally said.  And to capture in simple language what you meant 
by linear and non‐linear. 
  
The danger with CDOs is when they are based on structured finance ratings.  Ratings on corporate (companies) typically 
……. , but ratings of structured products mask the risk of large losses [or some better but simple explanation of cliff risk if 
that is what you meant]. 
  
  
CDOs were bogus because they were based on ratings and not on real collateral.  My notes also say:  “repackaging” and 
“corporate is linear; structured finance is non‐linear.”   
 
  
 
 
Kim Leslie Shafer | Senior Research Consultant | Financial Crisis Inquiry Commission | 

 

 
 
From: Ann Rutledge  
Sent: Monday, November 15, 2010 8:50 PM 
To: Kim Shafer 
Subject: FW: comment on CDOs sought 
 
Or, to simplify it a bit, 
 
Moreover, RMBS CDOs are especially dangerous because they based on ratings—the estimated (“expected”) default or loss. When a 
portfolio of RMBS securities is put into a new capital structure that has more leverage, it becomes acutely sensitive to unexpected 
changes in portfolio risk. This is the concept of convexity applied to credit risk—the incremental change in value for an arbitrarily 
small change in portfolio defaults or losses. 
 
‐‐‐‐‐‐ Forwarded Message 
From: Ann 
Date: Mon, 15 Nov 2010 19:01:11 ‐0500 
To: Kim Shafer 
Conversation: comment on CDOs sought 
Subject: Re: comment on CDOs sought 
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Thank you for the opportunity to comment! This is the whole explanation. Pls feel free to use part of it, if you like, or none if it 
doesn’t work!  
 
CDOs differ from ABS and RMBS in important respects. With a CDO, there is no information arbitrage—no discovery of value—
because the original motivation was to hide risk under Basel. No default risk analysis is conducted at the point of sale, and collateral 
risk measure is based on the rating, not empirical performance data. While hiding risk in a CDO may defeat the purpose of Basel, it 
does not necessarily cause a buildup of unforeseen risk if the ratings are more or less predictive of future defaults. Unfortunately, this 
is not the case. Ratings are not predictive of future defaults. Moreover, RMBS CDOs are especially dangerous because when an 
RMBS security is placed in a new capital structure with more leverage, its expected behavior will correspond to a point further out in 
the risk distribution—not the original mean loss expectation. 
 
 
On 11/15/10 6:42 PM, "Kim Shafer"  wrote: 
Was just looking for 2‐3 sentences. 
Timing is important. 
  
 
 
Kim Leslie Shafer | Senior Research Consultant | Financial Crisis Inquiry Commission | 

 

 



 
 
From: Ross, Steven 
Sent: Tuesday, December 21, 2010 2:52 PM
To: Chris Seefer
Cc: Prober, Raphael
Subject: Magnetar
 
Chris--You asked about a $4.5 million amount Magnetar received in connection
with the Norma CDO transaction.  From approximately September 2006 through
March 2007, funds advised by Magnetar invested in the equity and lower debt
tranches of subprime mortgage CDOs.  Magnetar sought to negotiate the best price
for these investments, including seeking various forms of discount to increase the
effective yield for investors in the Magnetar funds. 
 
        One type of discount was in the form of a rebate set against Magnetar’s
purchase price.  Magnetar proposed to a variety of dealers that Magnetar receive in
the neighborhood of 30 basis points of the notional amount of a CDO transaction. 
The payment may have been referred to variously as a commitment fee, an upfront
fee, or a sourcing fee. 
 
        No matter the label, the amounts were simply a discount in the form of a
rebate to the purchase price of long positions taken by Magnetar funds, and they
were consistently treated that way by Magnetar.  Magnetar always allocated,
booked, and treated the amount as a discount in the form of a rebate to the long
CDO positions that its funds purchased.  Magnetar was only an investor in the
CDO transaction and did not provide any goods or services for this amount. 
Because the discounts were not payments in return for any goods or services, the
Magnetar funds did not take them into income and appropriately accounted for the
amounts as a reduction of the basis of the funds’ investments.
 
        As far as Magnetar was aware, the dealers fully understood that Magnetar
intended the amounts to be discounts.  Magnetar does not know how others
described or accounted for the amounts on their books and records. 
 
        Specifically in connection with the closing of the Norma CDO, Magnetar
received $4,500,000 on March 1, 2007.  This payment represented the previously
agreed amount of 30 basis points of the notional value of the CDO.  Magnetar
applied the $4,500,000 amount as a discount to the basis of the Norma securities it
purchased.



 
I hope this information is helpful to the Commission.
 
Steve Ross
 
 
____________________________________
IRS Circular 230 Notice Requirement: This communication is not given in the 
form of a covered opinion, within the meaning of Circular 230 issued by the 
United States Secretary of the Treasury. Thus, we are required to inform you 
that you cannot rely upon any tax advice contained in this communication for 
the purpose of avoiding United States federal tax penalties. In addition, 
any tax advice contained in this communication may not be used to promote, 
market or recommend a transaction to another party.    
 
The information contained in this e-mail message is intended only for the 
personal and confidential use of the recipient(s) named above. If you have 
received this communication in error, please notify us immediately by e-mail, 
and delete the original message.



-----Original Message-----
From: Black, William 
Sent: Wednesday, December 22, 2010 4:07 PM
To: 
Subject: RE: fcic text

Yes, though to clarify, that was an annual figure for new, fraudulent originations by 2005 and 2006.  The percentage of total loans that were liar's loans grew in 2007, but the collapse of
many of the leading lenders making predominatly liar's loan occurred early enough in 2007 that the absolute number of fraudulent loans fell in 2007.

Best,
Bill Black
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