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THE PRUDENTIAL INSURANCE
COMPANY OF AMERICA, PARK
PLACE COMMERCE INVESTMENTS,
LLC, PRU ALPHA FIXED INCOME
OPPORTUNITY MASTER FUND I,
L.P,, PRUDENTIAL TRUST
COMPANY, and THE GIBRALTAR
LIFE INSURANCE COMPANY, LTD,

Plaintiffs,

-against-
RBS FINANCIAL PRODUCTS, INC.
(f'k/a GREENWICH CAPITAL
FINANCIAL PRODUCTS, INC.), RBS
ACCEPTANCE, INC. (f/k/a
GREENWICH CAPITAL
ACCEPTANCE, INC)), FINANCIAL
ASSET SECURITIES CORP., and RBS
SECURITIES, INC. (f/k/a GREENWICH
CAPITAL MARKETS, INC.),

Defendants,
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Dated: August 21, 2012
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Kirsten McCaw Grossman
Nukk-Freeman & Cerra, P.C,
636 Morris Turnpike, Suvite 2F
Short Hills, New Jersey 07078
Tel: (973) 564-9100

Fax: (973) 564-9112
Attorneys for Plaintiffs




THE PRUDENTIAL INSURANCE
COMPANY OF AMERICA, PARK PLACE
COMMERCE INVESTMENTS, LLC, PRU
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RBS FINANCIAL PRODUCTS, INC. (f/k/a
GREENWICH CAPITAL FINANCIAL
PRODUCTS, INC.), RBS ACCEPTANCE,
INC. (f’k/a GREENWICH CAPITAL
ACCEPTANCE, INC.), FINANCIAL ASSET
SECURITIES CORP., and RBS
SECURITIES, INC. (f/k/a GREENWICH
CAPITAL MARKETS, INC.),

Defendants.

SUPERIOR COURT OF NEW JERSEY
LAW DIVISION; ESSEX COUNTY

e
Q1
Lo

E.

Civil Action

DOCKETNo, .+

COMPLAINT AND JURY DEMAND



TABLE OF CONTENTS

Page
NATURE OF ACTION ....coooiiiiiitiirnncnncioressisesistssssessssesssesesssesasesssssssssssessssessesessssssessassssnsssosens 1
PARTIES ..ottt sttt vttt st st st sa st e b s s st e s s an st e ne s sebs st sae st sba et sbseaebeorerseenessesresnesnnnc 5
JURISDICTION AND VENUE ......ociiirimniinntsieinnsresiesiosessseressesssssssssssssssssssssessessossssssesssssssons 9
BACKGROUND ....oiiiiiirrietiiretssenrirneesrasserassesssssssssssesasssessssassessessesessssesssssssensassnsnsensessesserssresnes 10
A. Mechanics of Mortgage Securitization ........c.ccvivrerivrerinrereseesrersesesesesesssscaeseeseenss 10
B. Securitization of Mortgage Loans: The Traditional Model .........c.cococeeecvnvinnnnen. 13
C. The Systemic Violation of Underwriting Standards in the Mortgage
Securitization INAUSEIY .....covvvvieiiiiieiiieniirernnesiins e ree e e reeessesesereossessessnensons 14
D. Defendants’ Integrated, Vertical RMBS Operations .......cccveevevecvrecereeseeseeeeneenns 17
SUBSTANTIVE ALLEGATIONS ..o sssissssseseressssessssessssesssssasesssssanssesssessnne 19
L DEFENDANTS’ FALSE STATEMENTS OF MATERIAL FACT .....ccocevvviecrerrienene. 19
A. Defendants’ Misrepresentations Regarding Compliance With the Stated
Underwriting Guidelines.......cueevureivrnrnrenrnirnrenrinnreecrieerisreeenesessseeesesesseseessenenss 19
(1)  Defendants’ Misrepresentations Regarding Underwriting Standards........ 20
(2) Defendants’ Omissions Regarding Due Diligence Results ............c.......... 22
B. Defendants’ Misrepresentations Regarding Owner-Occupancy Rates.................. 22
C. Defendants” Misrepresentations Regarding the Appraisal Process ...........couvue.n. 23
D. Defendants” Misrepresentations Regarding LTV Ratios and CLTV Ratios ......... 24
E. Defendants’ Failure to Assign Mortgages to the TIUSIS .vovvevveriveernicnreeees e 25
EF. Defendants’ Misrepresentations Regarding Credit Ratings.........o.eceveereeveceeeinnnn, 29
II. EVIDENCE THAT DEFENDANTS® REPRESENTATIONS WERE FALSE
AND MISLEADING ..ot nreseesssssase st sssss e ssssasssesssessssessensassesesassaesssssns 30
A. An Analysis of the Mortgage Loans and Certificates Directly at Issue................. 30
(1) A forensic analysis of the mortgaged properties” true occupancy
status revealed a systemic misrepresentation problem ......covvovverevinnnn. 30



@)

3)

4)

A forensic analysis of the Mortgage Loans’ true LTV and CLTV
ratios revealed a systemic misrepresentation problem...........cocvevrnvrveennne.e,

A forensic analysis of the Mortgage Loans’ title transfers revealed
a systemic misrepresentation problem........ccevieeveerrerieceeseeneeiss e eseenien

The dismal performance of these Mortgage Loans and Certificates
confirms they were infected by Defendants’ and the Originators®
systemic underwriting problems ........covcrrecrrerrreerneeerrescarie e

In-Depth Reports on Individual Mortgage Loans Confirm Defendants’

Systemic Violation of Stated Underwriting Standards..........ccooveeeeveeveonevvrcenresnns
(1) Loans Underlying EMLT 2004-2 ......c.ccveveiveeeiremeeeerreresesssensssessesenesees
(2)  Loans Underlying EMLT 2004-3 .......ccoovieieriernrirermiernreserssrnneseerssesnsenes
(3)  Loans Underlying EMLT 2005-1 .....cc.coeveiiirerineieeisesissstierereeonseesesnnns
4 Loans Underlying FHLT 2004-1 .......ccooiviiiineiieceee e
(3)  Loans Underlying FHLT 2004-2 ......c.cccoceiievrrimieenerreeeeeensseresesessnaranenns
(6) Loans Underlying FHLT 2004-D .....c.covvoiiiiieineseceeeereeveerisvese s eeserenens '
(7N Loans Underlying MMLT 2005-2 ......ccoiiiiriinineseseeceeeeeesrrevesecseeeneeas
(8) Loans Underlying SVHE 2004-WMCT .......ccocorereneineeneiiesnr s eesreenens
9 Loans Underlying SVHE 2006-EQ2 ........c.cocoremirieireecieeenssreseerereneen.
(10) Loans Underlying SVHE 2006-NLC1......cccooveeieririeeerercenrenerererecrisneneens '
(11)  Loans Underlying SVHE 2006-OPT1 .......cccvivurernnneermsrerisnesrisessseennes
(12)  Loans Underlying SVHE 2006-OPT2 .....c.covovrnvirnicncecneeeesnnsnns
(13)  Loans Underlying SVHE 2006-OPT3 .......cooceomivrieeieceeereseercessereressssonen
(14) Loans Underlying SVHE 2006-OPT4 ........ovireiiieerciineeeieeeseresesveronases
(15) Loans Underlying SVHE 2006-OPT5 ...oovovcrvireeeeriseeesereesseessesessenesessees

The Results of Defendants’ Third-Party Due Diligence Confirms They
Were Systematically Securitizing Defective Loans.........cccevereeevereerveenninenonen.

The Systemic Abandonment of the Third-Party Originators Confirms the
Mortgage Loans Were MisSrepreSented. ..o ieirirerieesreessessessesneenssiesssssassens

ii



(D Third-party Originator Option One Mortgage Corporation
systematically abandoned its underwriting guidelines ..........c..cccvvevevuvne.e. 69

(2) Third-party Originator Fremont Investment & Loan systematically
abandoned its underwriting guidelings ...........coccevereiveeenvers e 72

(3) Third-party Originator WMC Mortgage Corporation systematically
abandoned its underwriting guidelings ......oovecvveveveeirririrs e eseeeeeee e eeeene 76

(4)  Third-party Originator First NLC systematically abandoned its
underwriting UIdElINES .......covviciiviriioeireiet e sr st es e ereeee e 82

(5)  Third-party Originator EquiFirst systematically abandoned its
underwriting gUIElINES .....cveieviiiirirrerierirecrrerieresie e eeseres s eeessssteseees 85

(6)  Third-party Originator PHH systematically abandoned its .
underwriting UIdelines ........ccccvviverisiversesinineie st e 86

(7) Third-party Originator GreenPoint systematically abandoned its
underwriting guIdelines .......covvvviviiiriiiiire e e aeanans 87

(8) Third-party Originator First National Bank of Nevada
systematically abandoned its underwriting guidelines ........ccocccoveirirvenn. 88

E. Additional Evidence That Defendants Systematically Misrepresented The

Quality of Thelr SecuritiZations.......covieevcrrecneriniiee e s 89

III. ~ DEFENDANTS KNEW THEIR REPRESENTATIONS WERE FALSE AND
MISLEADING.......cocoiiiiinnierincircertrieineseseeressesssssssssesssonssasesesestosesssossssstessssossessmsosenes 98
IV.  PRUDENTIAL’S DETRIMENTAL RELIANCE AND DAMAGES ...o.oooooeeeeere.o. I12
A Prudential’s Reasonable RELANCE........ccovvirieriirenieercrieresrsenereensseseeseseenssnnas 112
B. Prudential’s Damages .....ccccveveerereririereresrieceneesenesserssssssesissersssssssssssenssesssssnsnenens 117
V. DEFENDANTS’ CONCEALMENT OF THEIR MISCONDUCT .....cccoooveeveiirevnrieninnns 121
FIRST CAUSE OF ACTION ....ooiiiiriirictrnssenerensenesrmrnessssssessesssssssssssssssssssssssssssssssesesssesssrossnes 123
SECOND CAUSE OF ACTION ......oriieretrineininirsirresensseissssnsesseessessssssssesssesesessssesessssssssossons 124
THIRD CAUSE OF ACTION ....oviiiirimnrriesrenssiesmssessssesssesssessosesssessessssssssassssssesssssssesonns 126
FOURTH CAUSE OF ACTION .....oicotiiiiieensiriesnsieseseressseesessssssssssssssssesssssssssssasassesosens 129
PRAYER FOR RELIEF ..oiiiiiiiiniiriirnie it esesesennsssstsse s anessssssssssssssssesessasssessassassssosens 139
JURY TRIAL DEMANDED......cccouetnnienenernrarnreneniessnsassesssrorssessssessssssssssssossssssssssssssssssssssens 139

it



Plaintiffs The Prudential Insurance Company of America, Park Place Commerce
Investments, LLC, Pru Alpha Fixed Income Opportunity Master Fund 1, L.P., Prudential Trust
Company, and The Gibraltar Life Insurance Co., Ltd. (collectively, “Prudential”), by and through
their attorneys, Quinn Emanuel Urquhart & Sullivan, LLP and Nukk-Freeman and Cerra, P.C.
bring this action against RBS Financial Products, Inc. (f/k/a Greenwich Capital Financial
Products, Inc.), RBS Acceptance, Inc. (f’k/a Greenwich Capital Acceptance, Inc.), Financial
Asset Securities Corp., and RBS Securities, Inc. (f/k/a Greenwich Capital Markets, Inc.)
(collectively, “RBS” or “Defendants™), and allege as follows:

NATURE OF ACTION

1. Prudential seeks to recover damages it suffered as a result of Defendants’
fraudulent sale of over $343 million in mortgage-backed securities (the “Certificates™).!
Prudential made its purchases in reliance on Defendants’ misrepresentations regarding the
quality of the Certificates and the residential mortgages underlying them (the “Mortgage
Loans™). Prudential has undertaken its own analysis of the specific loans backing the
Certificates, and found them not to comply with Defendants’ representations. Prudential’s loan-
level analysis has revealed systematic failures in Defendants’ loan underwriting and assignment
practices that caused Prudential’s Certificates to be backed by countless Mortgage Loans that
have since defaulted, been foreclosed upon, and for which Defendants lack proper title to seek
recourse.

2. In addition, recent governmental, regulatory, and civil investigations into
Defendants’ operations, as well as those of the third-party lenders that contributed mortgages to

Defendants (the “Originators™), have made public a flood of previously hidden information.

! The securitizations at issue {collectively, the “Securitizations” or the “Offerings™) are described in the
Exhibits to this Complaint, which are all incorporated as if set forth fully herein.



Multiple investigators have reached the same conclusion: Defendants and other Wall Street
Banks were engaged in a wide-ranging fraud.

3. To induce investors like Prudential to purchase their Certificates, Defendants
provided investors with information about the Certificates through Offering Materials, including
registration statements, prospectuses, prospectus supplements, free writing prospectuses, term
sheets, and other draft and final written materials (the “Offering Materials™). Prudential’s loan-
level analysis has revealed that many of the representations Defendants made to investors about
the underlying collateral were false, and Defendants knew it.‘

4, The Offering Materials falsely represented that a stated set of underwriting
guidelines would be followed. Underwriting guidelines set the rules used to decide whether to
grant, or securitize, a given loan. Though “exceptions” can be made, Defendants represented
these would be limited to loans where “compensating factors” were present. If the underwriting
guidelines are not actually followed—or if “exceptions” are granted where there are no
compensating factors—the quality of the collateral underlying the Certificates is badly
compromised. Contrary to Defendants’ representations, Defendants and the Originators
systematically abandoned their stated guidelines and repeatedly granted exceptions on loans that
had no compensating factors. This is confirmed by Prudential’s forensic analysis of 10,817 of
the Mortgage Loans at issue here, and many other facts discussed below.

5. Defendants fraudulently omitted their “waiver” of loans flagged as being
defective. Recently released reports confirm that Defendants’ due diligence processes were
consistently flagging numerous loans that were both outside the guidelines and that did not show
signs of any purported “compensating factors.” These same reports show that Defendants

nonetheless provided “waivers” of over a quarter of these defective loans. Defendants



fraudulently omitted the high rate to which they were providing such “waivers,” rendering the
Offering Materials even more misleading.

6. The Offering Materials falsely represented that a specific number of properties
would be owner-occupied. Whether or not a borrower is living at a mortgaged house is
important, because borrowers are less likely to default on their primary residence. At the time
Prudential made its investments, there was no way for investors to “test” Defendants’
representations about owner-occupancy. However, recent advancements allowed Prudential to
analyze the tax and property records for 16,817 of the Mortgage Loans. This analysis revealed
that the Offering Materials for each Certificate inflated owner-occupancy statistics. For
example, Prudential’s forensic analysis revealed that, for the EMLT 2004-3 Securitization, the
Offering Materials overstated the percentage of owner-occupied properties by over 12%,

7. The Offering Materials misrepresented the appraisal process, and presented

Salse and misleading loan-to-value statistical data. The Offering Materials state that the
mortgaged properties would be appraised using a particular process, such as the Uniform
Standards of Professional Appraisal Practice. These appraisals were then used to calculate
important statistics about the Mortgage Loans, such figures as their loan-to-value (“LTV”) and
combined loan-to-value (“CLTV?) ratios. These representations were material because they tell
investors how much of an equity “cushion” the borrower has, and the likely recovery in the event
of foreclosure.

8. The falsity of these representations is confirmed by Prudential’s forensic analysis.
Using an unbiased, industry-standard, automated valuation model, Prudential was recently able

to test the reasonableness of Defendants’ appraisal values. Across every Certificate, Defendants



consistently inflated the property values. The consistency and size of the “gap” confirms that the
appraisal process was being rigged, and that Defendants knew it.

9. The Offering Materials falsely represented that the credit ratings would
reasonably relate to Certificates being offered. Defendants fed the rating agencies the same
false data discussed herein. Because the quality of the credit ratings is only as good as the
quality of the data given to the agencies, this rendered Defendants’ representations regarding the
credit ratings false and misleading.

10.  Assignment of Mortgage Loans to the Trusts, The Offering Materials
represented (a) that the underlying Mortgage Loans had been validly assigned to the RMBS
trusts (the “Trusts”) that issued the Certificates (or to MERS), and (b) that the Trusts, acting
through loan servicers or the trustees, would have the ability to foreclose in the event of
borrower defaults on the loans. But in fact, as reflected in Prudential’s loan-level analysis of the
chain of title of 10,817 Mortgage Loans underlying its securities, Defendants did not actually
assign over 36% of these Mortgage Loans to either the Trusts or to MERS. And of the Mortgage
Loans that were assigned to the Trusts, over 60% were not properly assigned, as represented in
the Offering Materials. Defendants’ misrepresentations and failures related to the transfer of title
have harmed Prudential.

11.  Defendants knew the representations were false. Defendants knew that large
quantities of loans were defective, but securitized them anyway.

12. Defendants used a third-party due diligence firm, Clayton Holdings, Inc.
(“Clayton™), to pre-screen the loans they were securitizing. They were told that many of these
loans were defective but securitized them anyway and sold the securities to Prudential and other

investors. Specifically, Clayton gave loans that failed to meet the guidelines and lacked any



“compensating factors™ a failing grade of “3.” These grades——and the reasoning for them—were
given to Defendants on a daily basis. Defendants could see in real time how many defective
loans they were purchasing. Defendants were told that 78% of the loans failed to meet the
guidelines and lacked any “compensating factors,” yet they “waived” in 53% of these loans into
its securitizations.

13.  Testimony from Clayton’s representatives confirms that Defendants were using
the defect information to negotiate a lower price with the Originators. In other words,
Defendants used their due diligence processes not as a way to ensure the accuracy of the
Offeﬁng Materials, but merely as bargaining leverage to increase their own profits.

14.  As detailed below, numerous sources show a systemic underwriting breakdown.
Prudential’s forensic analysis of 10,817 Mortgage Loans confirms those systemic problems
infected the Certificates at issue. It is not surprising, then, that the Mortgage Loans have
performed terribly. Overall, over 21% of the Mortgage Loans have had to be written off at a loss
already. And the situation will only get worse—of the remaining Loans, over 40% are
themselves currently delinquent. The Certificates’ credit ratings have also plummeted. Even
though all started out with high, “investment-grade” ratings, almost all are now rated as “junk
bonds.” With the underlying loans performing so poorly, the value of Prudential’s Certificates
has plummeted, causing Prudential to incur significant losses. These losses were not caused by
the housing market downtown, but by Defendants’ knowing failure to originate and securitize
these Mortgage Loans in accordance with the stated underwriting guidelines.

PARTIES
Plaintiffs
15.  Plaintiff The Prudential Insurance Company of America (“Prudential Insurance™)

is an insurance company formed under the laws of, and domiciled in, the State of New Jersey,



with its principal place of business at 751 Broad Street, Newark, New Jersey 07102, Prudential
Insurance is a wholly owned subsidiary of Prudential Holdings, LLC, and ultimately Prudential
Financial, Inc.

16, Plaintiff Park Place Commerce Investments, LLC (“Park Place”} is a company
formed under the laws of, and domiciled in, the State of Delaware, with its principal place of
business in Wilmington, Delaware. Park Place is a wholly-owned subsidiary of The Prudential
Insurance Company of America, and ultimately Prudential Financial, Inc.,

17. Plaintiff Pru Alpha Fixed Income Opportunity Master Fund I, L.P. (“Pru Alpha™)
is a company formed under the laws of Delaware, with its principal place of business at 2
Gateway Center, Third Floor, Newark, New Jersey 07102, Pru Alpha is a wholly-owned
subsidiary of Prudential Investment Management, Inc., and ultimately Prudential Financial, Inc.

18.  Plaintiff Prudential Trust Company is a corporation formed under the laws of
Pennsylvania, with its principal place of business at 30 Scranton Office Park, Scranton,
Pennsylvania 18507, Prudential Trust Company is a wholly-owned subsidiary of Prudential
Investment Management, Inc., and ultimately Prudential Financial, Inc.

19, Plaintiff The Gibraltar Life Insurance Company, L.td is an insurance company
formed under the laws of, and domiciled in Japan, with its principal place of business in Tokyo,
Japan. It sells life insurance and annuity products. The Gibraltar Life Insurance Co,, Ltd. is a
wholly-owned subsidiary of Prudential Holdings of Japan, Inc., and ultimately Prudential
Financial, Inc..

20. The plaintiffs made the purchases described in Exhibit B. These purchases were
all made from New Jersey, and the decisions to purchase, including reliance on the Offering

Materials, also took place in New Jersey.



The Defendants

21. At all relevant times, Defendants committed the acts, caused or directed others to
commit the acts, or permitted others to commit the acts alleged in this Complaint. Any
allegations about acts of the corporate Defendants means that those acts were committed through
their officers, directors, employees, agents, and/or representatives while those individuals were
acting within the actual or implied scope of their authority.

22, The Underwriter. Defendant RBS Securities, Inc. (“RBS Securities™) is an SEC-

registered broker-dealer. RBS Securities is principally located at 600 Washington Boulevard,
Stamford, CT 06901. Prior to April 2009, RBS Securities was known as Greenwich Capital
Markets, Inc. It is primarily engaged in the business of investment banking. It, or its
predecessor, was the underwriter for each of the Certificates as issue here.

23, RBS Securities participated in structuring the Securitizations, including by
participating in the preparation of the Offering Materials and in the active marketing of the
securitizations to investors. RBS Securities is prominently identified on the first page of the
Prospectus Supplements for the Securitizations. The solicitation of Prudential was the result of
the underwriter, depositor, and seller/sponsor’s joint effort to market the Certificates through the
creation and distribution of the Offering Materials. Thus, RBS Securities made, authorized, or
caused the relevant misrepresentations alleged herein,

24, The Sponsor. Defendant RBS Financial Products is a Delaware corporation
incorporated in 1990, and is principally located at 600 Washington Boulevard, Stamford, CT

06901. Prior to April 2009, RBS Financial Products was known as Greenwich Capital Financial



Products, Inc. RBS Financial Products acted as the sponsor for ten of the offerings of mortgage-
backed securities at issue in this case.’

25. RBS Financial Products structured the transactions in which it participated. This
includes working on the Securitizations through their control of the depositor-defendants (who
were special-purpose entities used to merely carry out the transactions). RBS Financial
Products, along with the depositors and the underwriters, participated in the preparation of the
Offering Materials, and are identified prominently on the front page of the Prospectus
Supplements for the transactions in which it participated. Thus, it made, authorized, or caused
the relevant misrepresentations alleged herein.

26. The Depositors. Defendant Financial Asset Securities Corp. (“FAS Corp.”)is a

Delaware corporation with its principal place of business in at 600 Washington Boulevard,
Stamford, CT 06901. It is an affiliate of RBS. It was the depositor for 14 of the 16
Securitizations, as set forth in Exhibit A.

27. Defendant RBS Acceptance, Inc. (“RBS Acceptance™) is located at 600
Washington Boulevard, Stamford, CT 06901. Prior to August 2009, RBS Acceptance was
known as Greenwich Capital Acceptance, Inc., It was the depositor for the RBSGC 2005-A
Securitization, as set forth in Exhibit A.

28.  The depositors are considered issuers of the Certificates within the meaning of
Section 2(a)(4) of the Securities Act of 1933, 15 U.S.C. § 77b(a)(4), and in accordance with
Section 11(a), 15 U.S.C. § 77k(a), and filed the relevant registration statements with the
Securities and Exchange Commission (“SEC”). The depositors, in conjunction with the

sponsors/sellers and the underwriter, directly made the relevant misrepresentations alleged

2 Five of the six remaining offerings were sponsored by Option One Mortgage Corp, which aiso originated
or acquired the loans for those five offerings. The other remaining offering was sponsored by Fremont Investment
& Loan, which also originated or acquired the loans for that offering,



herein. They are prominently identified on the front page of the Prospectus Supplements for the
Securitizations in which they participated. Thus, the depositors made, authorized, or caused the

relevant misrepresentations alleged herein.

29.  Relevant Non-Parties. The loans underlying the Certificates were acquired by the
sponsor for each Securitization from non-party mortgage originators. The Originators at issue
here include EquiFirst Corp., Fremont Investment & Loan, First National Bank of Nevada, PHH
Mortgage Corp., GreenPoint Mortgage Funding, Inc., WMC Mortgage Corp., First NLC
Financial Services, L.LC, and Option One.

30.  Each Certificate was issued by a trust established by RBS. The Trusts are
managed by trustees. The trustees for the Securitizations are Deutsche Bank National Trust
Company, HSBC Bank USA, N.A., and U.S. Bank, N.A.

31.  Non-party Royal Bank of Scotland Group PLC is a multi-national corporation that
delivers banking and financial services throughout the world. Its principal office in the United
States is located at 600 Washington Boulevard, Stamford, CT 06901. Royal Bank of Scotland
Group PLC is the sole owner of RBS Holdings USA, Inc.

32. Non-party RBS Holdings USA, Inc. is a wholly owned subsidiary of Royal Bank
of Scotland Group PLC and is located at 600 Washington Boulevard, Stamford, CT 06901. Prior
to April 2009, it was known as Greenwich Capital Holdings, Inc. RBS Holdings USA, Inc. is the
parent of defendants RBS Securities, RBS Financial Products, RBS Acceptance, and an affiliate
of defendant FAS Corp.

JURISDICTION AND VENUE

33.  Pursuant to R. 4:4-4(a)(6), this Court has jurisdiction over Defendants because
Defendants transact business in New Jersey and because Defendants committed acts in New

Jersey causing injury to plaintiffs.



34.  Venue is proper in this County pursuant to R, 4:3-2(a) because each cause of
action arose, in part, in Essex County, because Prudential resides within this county and has its
principal places of business here, and because the causes of action set forth in this complaint

arose in New Jersey.

BACKGROUND
A, Mechanics of Mortgage Securitization
35.  Mortgage pass-through securities, or certificates, represent interests in a pool of

mortgage loans. Although the stracture and underlying collateral may vary by offering, the basic
principle of pass-through securities is that the cash flow from the pool of mortgages is “passed
through” to the certificateholders when payments are made by the underlying mortgage
borrowers.

36.  The initial step in creating a mortgage pass-through security is the origination or
acquisition of an inventory of loans by a “seller” or “sponsor.” The sponsor cither originates the
loans itself (by giving mortgage loans to borrowers) or acquires them from third-party lenders.
The sponsor is often an affiliate of a bank, like the seller/sponsor defendant here. In order to
ensure that Defendants had access to sufficient numbers of loans to feed its securitization
machine, on information and belief, in many cases Defendants and their affiliates would provide
a warehouse line of credit to the loan originator, with the warehouse line providing the funds that
were loaned to the ultimate borrower.

37.  After pooling the loans, the sponsor transfers them to the “depositor.” The
depositor is typically a special-purpose affiliate of the sponsor, and exists solely to receive and
pass on the rights to the pools of loans. It is also often controlled directly by the same officers
and directors who run the sponsor. Here, the depositors are primarily special-purpose entities

that are affiliates of the sponsors.
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38. Upon acquisition of the loans, the depositor transfers (or “deposits™) the acquired
loan pool to an “issuing trust.” The depositor then securitizes the loan pool in the issuing trust so
that the rights to the cash flows from the pool can be sold to investors. The securitization
transactions are structured such that the risk of loss is divided among different levels of
investment, or “tranches.” Tranches consist of multiple series of related securities offered as part
of the same offering, each with a different level of risk and reward. Any losses on the underlying
loans are generally applied in reverse order of seniority. As such, the most senior tranches of
pass-through securities receive the highest credit ratings. Junior tranches, being less insulated
from risk, typically obtain lower credit ratings.

39.  Once the tranches are established, the issuing trust passes the certificates back to
the depositor, who becomes the issuer of the securities. The depositor then passes the securities
to one or more underwriters, who offer and sell the securities to investors in exchange for cash
that is passed back to the depositor, minus any fees owed to the underwriters. Alternatively, the
underwriters sometimes make a “firm commitment” to purchase the securities, keeping any
proceeds they obtain by re-selling them to investors.

40.  Because the cash flow from the underlying loans is the source of payments to
holders of the securities issued by the trust, the credit quality of the securities depends upon the
credit quality of the loans in the collateral pool. The most important information about the credit
quality of the loans is contained in the “loan files” that the mortgage originators develop while
assessing loan applications, and which securitizers review as part of their “due diligence” in
purchasing and securitizing the loans.

41.  For residential mortgage loans, a loan file generally contains the borrower’s

application for the loan; documents relating to verification of the borrower’s income, assets, and
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employment; references; credit reports on the borrower; an appraisal of the property that will
secure the loan and provide the basis for measures of credit quality, such as loan-to-value ratios;
and a statement of the occupancy status of the property. The loan file also typically contains the

record of the investigation by the loan originator of the documents and information provided by

the borrower, as well as detailed notes of the underwriter setting forth the rationale for the

making of each loan.

42.

Investors like Prudential were not given (and still do not have) access to these

loan files. Rather, investors must rely on representations Defendants made in the Offering

Materials about the quality and nature of the loans that form the security for their investments.

43,

The collateral pool for each securitization usually includes thousands of loans.

The sponsor, depositor, and underwriter are responsible for gathering, verifying, and presenting

to potential investors accurate and complete information about the credit quality and

characteristics of the loans that are deposited in the trust. In accordance with industry standards,

this involves performing due diligence on the loan pool and the originators to ensure the

representations being made to investors are accurate.

44,
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B. Securitization of Mortgage Loans; The Traditional Model

45.  Traditionally, mortgage originators financed their mortgage business through
customer deposits, retained ownership of the loans they originated, and directly received the
mortgage payment streams. When an originator held a mortgage through the term of the loan, it
bore the risk of loss if the borrower defaulted and if the value of the collateral was insufficient to
repay the loan. As a result, the originator had a strong economic incentive to verify the
borrower’s creditworthiness through prudent underwriting, and to obtain an accurate appraisal of
the value of the underlying property.

46.  Mortgage loan securitization, however, shifted the traditional “originate to hold”
model to an “originate to distribute” model, in which originators sell residential mortgages and
transfer credit risk to investors through the issuance and sale of securities. Under the new model,
originators no Jonger hold the mortgage loans to maturity. Instead, by selling the mortgages to
trusts, which provide their securities to investors, the originators obtain the funds to make more
loans. Securitization also enables originators to earn most of their income from transaction and
loan-servicing fees, rather than from the “spread” between interest rates paid on deposits and
interest rates received on mortgage loans, as in the traditional model. Thus, the “originate to
distribute” model gives originators an incentive to increase the number of mortgages they issue
regardless of credit quality. However, contractual terms, adherence to solid underwriting
standards, and sound business practices obligate originators to underwrite loans in accordance
with their stated policies and to obtain accurate appraisals of the mortgaged properties.

47.  Most mortgage securitizations were traditionally conducted through the major
Government Sponsored Enterprises (the “Agencies”), i.e., the Federal National Mortgage

Association (“Fannie Mae”), the Federal Home Loan Mortgage Corporation (“Freddie Mac™),
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and the Government National Mortgage Association (“Ginnie Mae™). The Agencies purchased
loans from originators and securitized the loans. These Agency securitizations had high credit

quality because the Agencies required the underlying loans to be originated in accordance with
strict underwriting guidelines.

48.  During the 1980s and 1990s, the mortgage securitization business grew rapidly,
making it possible for mortgage originators to make more loans than would have been possible
using only the traditional primary source of funds from deposits. Originators during that period
generally made loans in accordance with their stated underwriting and appraisal standards and
provided accurate information about the loans, borrowers, and mortgaged properties to the Wall
Street banks that securitized the loans. Most non-Agency mortgage securitizations also had
relatively high credit quality because they typically complied with the Agencies’ underwriting
standards. In turn, the banks generally provided accurate information about the loans, borrowers,
and properties to investors.

C. The Systemic Violation of Underwriting Standards in the Mortgage
Securitization Industry

49.  Unbeknownst to investors, the game fundamentally changed in the early 2000s.
While both originators and banks, through the 1990s, generally played by the rules and complied
with their obligations to underwrite loans responsibly and provide accurate information to
investors, this ceased to be the case in the following decade.

50.  With historically low interest rates decreasing the profits of traditional lending
and securitization through Fannie Mae or Freddie Mac, banks looked for new ways to increase
fees, Banks began to focus on creating products outside the traditional lending guidelines and
expanding the number of borrowers who could purportedly qualify for loans, while also charging

those borrowers higher fees than they would have paid on conforming loans.
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51. The shift towards non-traditional loans sparked a growing focus on the “originate
to distribute” model. Originators, underwriters, and others in the securitization chain were
incentivized to pump out as many loans as possible, as long as they could transfer the risk of
non-payment to investors. According to an April 2010 report by the Financial Crisis Inquiry
Commission (“FCIC™), loans that did not conform to Fannie Mae and Freddy Mac underwriting
guidelines grew from around $670 billion in 2004 to over $2 trillion in 2006. Originators and
securitizers, like Defendants, were willing to abandon sound underwriting practices and 1o
misrepresent the loan collateral to ensure the securities’ marketability.

52.  The history of this disastrous change in the market was investigated by the FCIC,
created by the Fraud Enforcement and Recovery Act of 2009, which “reviewed millions of pages
of documents, interviewed more than 700 witnesses, and held 19 days of public hearings,” and
which issued a report in January 2011 (the “FCIC Report”). The FCIC Report concluded that, as
a result of the practices such as Defendants’, “[t]rillions of dollars in risky mortgages had
become embedded throughout the financial system.” (FCIC Report at xi, xvi.} As the FCIC also
concluded: “The originate-to-distribute mode! undermined responsibility and accountability for
the long-term viability of the mortgages and mortgage-related securities and contributed to the
poor quality of mortgage loans.” (Id. at 125.)

53. The underwriters of the offerings and originators of the underlying mortgage
loans make large amounts of money from the fees and other transaction revenues associated with
their efforts to create and sell mortgage-backed securities. These fees and revenues are generally
calculated as a percentage of the securitization’s principal balance, and can amount to millions of
dollars in large transactions. From 2000 through 2008, Wall Street banks learned that they could

carn much more from arranging and selling residential mortgage-backed securities (“RMBS™)

15



than by selling mortgage loans to borrowers. The securitization business was a gold mine for
investment banks able to control significant market share.

54.  Underwriters of RMBS offerings like those at issue here typically would collect
between 0.2% to 1.5% in discounts, concessions, or commissions. These commissions would
have yielded Defendants millions of dollars in underwriting fees. By providing warehouse loans
and serving as a sponsor and depositor in some of the offerings, Defendants earned even more.
The fees Defendants were receiving for their promised underwriting, diligence, and oversight
kept Defendants in the business of acquiring mortgage loans from originators for securitization,
even while Defendants knew the loans did not comport with basic underwriting practices.

55. Spurred on by the economic incentives behind the originate-to-distribute model,
Defendants securitized ever-increasing volumes of residential mortgage loans. RBS Financial
Products initially securitized a relatively small volume of mortgage loans—less than $1 billion in
2000, less than $1 billion in 2001, and $2.4 billion in 2002. In 2003, however, the volume of
mortgage loans that RBS Financial Products securitized more than quadrupled to $10.7 billion.
In 2004, the volume tripled from to $30.4 billion, a number that rose to $47.9 billion in 2005,
and almost $40 billion in 2006.

56.  To accomplish this tremendous volume growth, Defendants misrepresented the
nature of the loans they securitized. Since the payment streams from borrowers ultimately fund
the return to investors, if enough loans in the pool default, investors will not be paid the interest
returns promised and may even lose their principal. Any representation bearing on the riskiness
of the underlying mortgage loans was thus highly material. By misrepresenting the true risk

profile of the underlying loan pools, Defendants defrauded Prudential. The Certificates’ market
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value has declined substantially as the true risk profile of the underlying mortgage pool has been
revealed.

D. Defendants’ Integrated, Vertical RMBS Operations

57.  RBS was a vertically integrated operation. Indeed, in most of the Securitizations,
RBS operated—and made huge profits—on multiple levels, acting as sponsors, depositors, and
underwriter. Defendants’ vertical integration allowed them to control the securitization machine,
and provided them many direct windows into the lax practices at issue here.

58. On information and belief, and in accordance with industry standards, many of the
Mortgage Loans were originated or acquired, in the first instance, by mortgage lenders that
received substantial lines of credit from RBS (the so-called “warehouse lender”) to finance the
loan origination.

59.  RBS Financial Products acted as the sponsor in many of the Securitizations. As
sponsor, it was responsible for structuring the Securitizations, including transferring the
Mortgage Loans to the depositor and using and controlling the depositor in carrying out the
transactions and participating in the preparation of the offering materials.

60.  FAS Corp. and RBS Acceptance—special-purpose vehicles created by RBS—
acted as depositor in all but one of the Securitizations. The depositor is the “issuer” of the
securities, and works, along with the sponsor, underwriter, and trust, to securitize the loan pools
through the use of the Offering Materials.

61.  RBS Securities was the sole underwriter in many of the Securitizations, and at
least a co-underwriter in all of the Securitizations. In the role of underwriter, RBS Securities was
responsible for underwriting and managing the sale of the Certificates to Prudential and other
investors, including screening the mortgage loans for compliance with stated underwriting

guidelines.
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62.  RBS Securities: (a) worked with the depositor and sponsor affiliates to structure
the transactions; (b) took the lead in coordinating the flow of documents and information among
the rating agencies and parties to the transactions; (c) purchased the mortgage-backed securities
issued in the transactions on a firm commitment basis pursuant to written agreements with the
depositor(s); and (d) offered and sold certificates to investors, such as Prudential. RBS
Securities also made decisions on the volume of the securitizations to effectuate, and their
executives made decisions regarding the due diligence, quality control, and repurchase protocols
to be followed by their other affiliates,

63. The Defendants, in their relevant securitizations, thus exercised complete control
over virtually every step of the securitization process. This provided them with unique and
intimate knowledge of the quality of the individual mortgage loans underlying the pertinent
Certificates, as well as the quality of the loan pools supporting each offering at issue.

64.  LEuropean regulators have said that a “series of ‘very poor decisions’” by
executives at RBS lead to the bank’s near-collapse. The head of the Financial Services Authority
in the United Kingdom found that these failings were “demonstrated over a prolenged period,”
and there was a “clear track record of a series of misjudgments by executives at RBS.”

65.  In November of 2011, RBS agreed to pay $52 million to seitle allegations that it
financed, purchased, and securitized subprime loans that were “presumptively unfair” under
Massachuseits state law. The state had alleged that RBS bundled loans despite the lenders not
“reasonably believing” the borrowers could meet their obligations. The Massachusetts Attorney
general at the time of the settlement concluded that “The securitization of subprime loans by

investment banks is a major cause of the economic crisis. The only way we are going to return
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to a healthy economy is to hold these banks accountable in order to achieve real relief for
homeowners.”

SUBSTANTIVE ALLEGATIONS

L DEFENDANTS’ FALSE STATEMENTS OF MATERIAL FACT

66.  Below is just a sample of the misrepresentations Defendants made. The Offering
Materials all contain substantially similar, or identical, statements of material fact. Additional
example misrepresentations for each Certificate are detailed in the Exhibits. In addition to the
affirmative misrepresentations discussed herein, Defendants” Offering Materials were replete
with fraudulent omissions relating to the same topics. For instance, it is misleading to provide
statistical information about the loan pool without simultaneously disclosing that there had been
a systemic abandonment of the underwriting standards, that loans were knowingly given based
on falsified information, and that the statistical descriptors themselves were baseless.

A. Dcfendants® Misrepresentations Regarding Compliance With the Stated
Underwriting Guidclines

67.  The underwriting process used to originate the pools of mortgage loans
underlying the Certificates was a critical factor in Prudential’s decision to purchase securities.
The underwriting process is designed to ensure loan quality; loan quality in turn determines the
risk of the certificates backed by those loans. If the stated guidelines are not actually followed,
then the underlying loans will be of lesser quality than represented, increasing the probability of
defaults by borrowers and shortfalls in principal and interest payments to investors.

68.  Defendants’ representations regarding their own and the Originators’
underwriting practices were false and misleading. The Mortgage Loans underlying Prudential’s
Certificates did not, in fact, comply with the underwriting standards described in the Offering

Materials, because those standards were systematically abandoned. Loans were offered with
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virtually no regard for borrowers’ actual repayment ability or for the value and adequacy of
mortgaged property that was used as collateral. This is confirmed by Prudential’s loan-level
analysis of the specific Mortgage Loans at issue here, the collateral pools’ dismal performance,
and other facts set forth below.

69.  Subsections (1) and (2) below highlight just a sample of the representations
Defendants made to Prudential and other investors about underwriting standards.

(D Defendants® Misrepresentations Regarding Underwriting Standards

70.  The Offering Materials for the Securitizations all confirm that the Mortgage
Loans would be generated in accordance with the described set of underwriting guidelines. For
instance, the Prospectus Supplement for the EMLT 2004-2 Securitization represented that “[a]ll
of the Mortgage Loans were originated or acquired by the Originator, generally in accordance
with the underwriting criteria described herein.” (EMLT 2004-2 Prospectus Supplement, dated
June 28, 2004, at S-48.) The stated goal of these guidelines was “intended to assess the ability
and willingness of the borrower to repay the debt and to evaluate the adequacy of the mortgaged
property as collateral for the mortgage loan.” (Id. at §-49.)

71.  The Offering Materials also described how the underwriting programs would
operate to reach these goals. For instance, in EMLT 2004-2, “[t]he Originator considers, among
other things, a mortgagor’s credit history, repayment ability and debt service-to-income ratio
(‘Debt Ratio’), as well as the value, type and use of the mortgaged property” and “[t]he
Originator’s underwriting staff fully reviews each loan to determine whether the Originator’s
guidelines for income, assets, employment and collateral are met,” (Id. at S-49.)

72. The Offering Materials also detailed the verifications that would be performed:

As part of the description of the borrower’s financial condition, the borrower

generally is required to provide a current list of assets and liabilities and a
statement of income and expenses, as well as an authorization to apply for a credit
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report which summarizes the borrower’s credit history with local merchants and
lenders and any record of bankruptcy. Generally, an employment verification is
obtained from an independent source, which is typically the borrower’s employer.
The verification reports the borrower’s length of employment with its employer,
current salary, and expectations of continued employment. If a prospective
borrower is self-employed, the borrower may be required to submit copies of
signed tax returns. The borrower may also be required to authorize verification of
deposits at financial institutions where the borrower has demand or savings
accounts.

(EMLT 2004-2 Prospectus, dated April 23, 2004, at 34.)
73.  The Offering Materials also represented that the originators used extensive quality
control procedures:

The Originator conducts a number of quality control procedures, including a post-
funding aundit as well as a full re-underwriting of a random selection of loans to
assure asset quality. Under the audit, all loans are reviewed to verify credit
grading, documentation compliance and data accuracy. Under the asset quality
procedure, a random and targeted selection of each month’s originations is
reviewed. The loan review confirms the existence and accuracy of legal
documents, credit documentation, appraisal analysis and underwriting decision.
A report detailing audit findings and level of error is provided to the underwriters
and reviewed monthly by senior management. Adverse findings are tracked
monthly. This review procedure allows the Originator to assess programs for
potential guideline changes, program enhancements, appraisal policies, areas of
risk to be reduced or eliminated and the need for additional staff training.

(EMLT 2004-2 Prospectus Supplement, at §-50.)
74.  The Offering Materials represented that exceptions to the underwriting guidelines
would be allowed only in specific circumstances:

On a case by case basis, the Originator may determine that, based upon
compensating factors, a prospective mortgagor not strictly qualifying under the
underwriting risk category guidelines described within warrants an underwriting
exception. Compensating factors may include, but are not limited to, low loan-to-
value ratio, low Debt Ratio, substantial liquid assets, good credit history, stable
employment and time in residence at the applicant’s current address. It is not
expected that a substantial portion of the Mortgage Loans may represent such
underwriting exceptions.

(Id. at S-49, 50 (emphasis added).)
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2) Defendants’ Omissions Regarding Due Diligenee Results

75. Defendants’ representations were understood reasonably by investors, including
Prudential, to mean that Defendants had taken appropriate measures to ensure that non-compliant
loans would not be included in the mortgage pools. For example, in the Prospectus for the
SVHE 2006-EQ2 offering, Defendants stated:

All loans acquired by the sponsor are subject to due diligence prior to purchase.

Portfolios are reviewed for issues including, but not limited to, credit,

documentation, litigation, default and servicing related concerns as well as a

thorough compliance review with loan level testing, Broker Price Opinions
(BPOs) are also obtained on a selective basis.

(SVHE 2006-EQ2 Prospectus, August 10, 2006.). Defendants made similar representations in
the Offering Materials for many of the Securitizations.

76.  Just the opposite was true. Defendants concealed that: (1) they were
manipulating their review processes not to ensure quality, but to gain market share through
increased volume, whether or not the loans met underwriting standards; (2) Defendants were
informed by their quality review process that a substantial percentage of loans were defective,
but Defendants “waived” the defects on a substantial percentage of these loans; (3) rather than
excluding defective loans, Defendants kept these loans in the Securitizations, but used the
knowledge force a lower sales price, leaving themselves a larger profit margin in the
Securitizations; and (4) Defendants improperly failed to adjust their review practices when their
due diligence identified a high number of non-conforming loans being issued by originators.

77.  This is confirmed by recently released reports from Defendants’ third-party due
diligence provider, related governmental testimony, and other facts set forth herein.

B. Defendants’ Misrepresentations Regarding Owner-Occupancy Rates

78.  Homeowners who reside in mortgaged properties pose less risk of default than

owners of investment properties or vacation homes. Therefore, owner-occupancy statistics were
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material to Prudential because high owner-occupancy rates would make the Certificates safer
investments than certificates backed by second homes or investment properties.

79.  The Offering Materials each contain detailed statistics regarding the owner-
occupancy characteristics of the Mortgage Loans in the collateral pools. For example, the
Offering materials for EMLT 2004-3 represent that 97.54% of the properties would be owner-
occupied. And those for EMLT 2005-1 Offering represented that 97.76% were.

80.  These representations were false and misleading. In truth, a much lower
percentage of the loans were owner-occupied. For instance, the true rate of occupancy for the
Mortgage Loans in the EMLT 2004-3 Offering was only 84.74%, and that for the Mortgage
Loans in EMLT 2005-1 was only 85.04%, i.e., Defendants had overstated the number of owner-
occupied properties in both deals by over 11%. The falsity of the Offering Materials’
representations as to the Certificates is confirmed by Prudential’s loan-level analysis of the
Mortgage Loans at issue, and other facts set forth below,

C. Defendants’ Misrepresentations Regarding the Appraisal Process

81.  Defendants represented that the properties being mortgaged would be subject to
particular appraisal practices. Such representations are material, because the reliability of the
process used to value the property bears directly on the reliability of the valuation itself.

82.  For example, the Offering Materials for SVHE 2004-WMC1 represented that all
appraisals would comply with:

applicable federal and state laws and regulations and require, among other things,

(1) an appraisal of the mortgaged property which conforms to Uniform Standards

of Professional Appraisal Practice and (2) an audit of such appraisal by an

originator-approved appraiser or by the originator’s in-house collateral auditors

(who are typically licensed appraisers), which audit may in certain circumstances
consist of a second appraisal, a field review or a desk review.

(SVHE 2004-WMC1 Prospectus Supplement dated December 20, 2004, at S-46, 47.)
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83.  Similarly, the Prospectus Supplement for SVHE 2006-OPT]1 represented:

Mortgaged properties that are to secure mortgage loans generally are appraised by
qualified independent appraisers. Such appraisers inspect and appraise the subject
property and verify that such property is in acceptable condition. Following each
appraisal, the appraiser prepares a report which includes a market value analysis
based on recent sales of comparable homes in the area and, when deemed
appropriate, replacement cost analysis based on the current cost of constructing a
similar home. All appraisals are required to conform to the Uniform Standards of
Professional Appraisal Practice adopted by the Appraisal Standards Board of the
Appraisal Foundation and are generally on forms acceptable to Fannie Mae and
Freddie Mac.

(Prospectus Supplement dated March 7, 2006.)

84.  Defendants knew that the appraisals underlying the Mortgage Loans did not
follow the processes disclosed in the Offering Materials. Instead, the appraisals were designed
merely to generate a value high enough to justify loan approval. This is confirmed by a loan-
level analysis of the specific Mortgage Loans at issue here, and other facts set forth below.

D. Defendants® Misrepresentations Regarding LTV Ratios and CLTV Ratios

85.  An LTV ratio is the ratio of the original principal balance of the mortgage loan to
the appraised value of the mortgaged property. The related CLTV ratio takes into account other
liens on the property (such as “second” mortgages, and home equity loans). These ratios were
material to Prudential and other investors because higher ratios are correlated with a higher risk
of default. A borrower with a small equity position in a property has less to lose if he or she
defaults on the loan. There is also a greater likelihood a foreclosure will result in a loss for the
lender if the borrower fully leverages the property. Analysts and investors commonly use these
metrics to evaluate the price and risk of RMBS.

86. The Offering Materials contain detailed statistics regarding these ratios for the
Mortgage Loans in the collateral pool. These representations were false and misleading. For

example, while the Defendants represented that none of the Mortgage Loans had LTV ratios
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above 100% (i.e., the property was worth less than the loan amount), in some cases over 56% of
the relevant Loans were underwater, with LTV ratios above 100%.

87.  Defendants, as well as the Originators and appraisers, knew that the appraisals
being used were inflated. They thus also knew the LTV and CLTV ratio statistics—derived from
and dependent on the (baseless) appraisal values—were false and misleading because they did
not reasonably relate to the true value of the underlying properties. The CLTV ratios also
omitted the effect of additional liens on the underlying properties, rendering them even further
from the truth. That the LTV and CLTV statistics were false and misleading is confirmed by a
loan-level analysis of the specific Mortgage Loans at issue here, and other facts set forth below.

E. Defendants’ Failure to Assign Mortegages to the Trusts

88. A fundamental step in the mortgage securitization process is the transfer of title to
the mortgage loans that collateralize each securitization. Title is transferred from the loan
originator, to the depositor, and then to the issuing trust for the securitization. This transfer is
necessary for the trust to be entitled to enforce the mortgage loans if a borrower defaults. Each
of these transfers must be valid under applicable state law in order for the trust to have good title
to the mortgage loans.

89.  Two documents relating to each mortgage loan must be validly transferred to the
trust as part of the securitization process—a promissory note and a security instrument (either a
mortgage or a deed of trust). Generally, state laws and Pooling and Servicing Agreements
(“PSAs”), which are contracts that govern the administration of RMBS trusts, require the
promissory note and security instrument to be transferred by endorsement, in the same way that a
check can be transferred by endorsement, or by sale. In addition, state laws generally require
that the trustee have physical possession of the original, manually signed note in order for the

loan to be enforceable by the trustee against the borrower in case of default.
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90.  Defendants represented that they would properly transfer title to the Mortgage
Loans to each Trust. For example, in the Offering Materials for SVHE 2006-OPT2, Defendants
represented that “[o]n the Closing Date, the Depositor will transfer to the Trust all of its right,
title and interest in and to each Initial Mortgage Loan, the related mortgage note, Mortgage,
assignment of mortgage in recordable form in blank or to the Trustee and other related
documents (collectively, the ‘Related Documents’), including all scheduled payments with
respect to each such Mortgage Loan due after the Cut-off Date.” (SVHE 2006-OPT2 Prospectus
Supplement, March 14, 2006.) The corresponding PSA likewise provided that:

The Depositor, concurrently with the execution and delivery hereof, does hereby
transfer, assign, set over and otherwise convey in trust to the Trustee without
recourse for the benefit of the Certificateholders all the right, title and interest of
the Depositor, including any security interest therein for the benefit of the
Depositor, in and to (i) each Mortgage Loan identified on the Mortgage Loan
Schedule, including the related Cut-off Date Principal Balance, all interest
accruing thereon on and after the Cut-off Date and all collections in respect of
interest and principal due after the Cut-off Date; (ii) property which secured each
such Mortgage Loan and which has been acquired by foreclosure or deed in lieu
of foreclosure; (iii) its interest in any insurance policies in respect of the Mortgage
Loans; (iv) the rights of the Depositor under the Mortgage Loan Purchase
Agreement; (v) the right to receive any amounts payable under the Cap Contract;
(vi) all other assets included or to be included in the Trust Fund; and (vii) all
proceeds of any of the foregoing. Such assignment includes all interest and
principal due and collected by the Depositor or the Servicer after the Cut-off Date
with respect to the Mortgage Loans.

(SVHE 2006-OPT2 PSA, April. 1, 2006, at § 2.01.) The Offering Materials and PSAs for each
of the Securitizations at issue here had the same or similar representations.

91.  Defendants made detailed representations about the documents that would be
transferred to the Trustees in connection with the transfer and assignment of the Mortgage
Loans. For example, in the FHLT 2004-1 Offering Materials, Defendants stated:

[TThe depositor will deliver to the trustee or a custodian the following items in

connection with each loan in the related trust fund: the original mortgage note or

contract, endorsed without recourse in blank or to the order of the trustee; in the
case of Single Family Loans, Home Equity Loans or Multifamily Loans, the
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mortgage, deed of trust or similar instrument (each, a ‘mortgage’) with evidence
of recording indicated on the mortgage; however, in the case of any mortgage not
returned from the public recording office, the depositor will deliver or cause to be
delivered a copy of the mortgage together with a certificate stating that the
original mortgage was delivered to the recording office; in the case of a contract,
other than an unsecured contract, the security interest in the mortgaged property
securing the contract; an assignment of the mortgage or contract to the trustee,
which assignment will be in recordable form in the case of a mortgage assignment
or evidence that the mortgage is held for the trustee through the MERS(R)
System; and any other security documents as may be specified in the related
prospectus supplement, including those relating to any senior lienholder interests
in the related mortgaged property.

(FHLT 2004-1 Prospectus, April 23, 2004, at 62, 63.) The Offering Materials and/or PSAs for
most of the securitizations at issue here had the same or similar representations.

92.  PSAs generally require the transfers of mortgage loans to the trust to be
completed within a strict time limit after formation of the trust in order to ensure that the trust is
properly formed. For example, the PSA for SVHE 2006-EQ2 represented that Defendants would
deliver the Mortgage Loan files to the trustee “concurrently with the execution and delivery” of
the PSA. (SVHE 2006-EQ2 PSA, December 1, 2006, § Section 2.01.) Similarly, the Prospectus
Supplement for SVHE 2006-EQ2 represented that Defendants would deliver the Mortgage Loan
files “On the Closing Date.” (SVHE 2006-EQ2 Prospectus Supplement, December 20, 2006.)
The PSAs and/or Offering Materials for each of the securitizations at issue here had the same or
similar representations.

93.  Applicable state trust law generally requires strict compliance with the trust
documents, including the PSA, and failure to comply strictly with the timeliness, endorsement,
physical delivery and other requirements of the PSA with respect to the transfers of notes and
mortgages results in void transfers and lack of good title.

94, In the Offering Materials, Defendants also represented that each Mortgage Loan

represented a valid lien such that the Trust could foreclose upon the mortgage in the event of a
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borrower’s default. For example, the Offering Materials for EMLT 2004-2 represented that
“Each loan constituted a valid lien on, or a perfected security interest with respect to, the related
mortgaged property.” (EMLT 2004-2 Prospectus, April 23, 2004, at 36.) The Offering
Materials for each of the Securitizations at issue here had the same or similar representations.

95.  The Offering Materials noted that, in some cases, “assignments of the mortgages
for some or all of the mortgage loans in the related trust will be registered electronically through
the MERS(R) System™ rather than the mortgages being assigned directly to the trustee. (FHLT
2004-2 Prospectus, April 23, 2004, at 62.) Nonetheless, Defendants assured investors that the
transfer of mortgages through the MERS system was sufficient to ensure that the Mortgage
Loans could be foreclosed upon in the event of a borrower’s default. For example, the FHLT
2004-2 Prospectus states that, “[w]ith respect to mortgage loans registered through the MERS(R)
System, MERS shall serve as mortgagee of record solely as a nominee in an administrative
capacity on behalf of the trustee and shall not have any interest in any of those mortgage loans.”
(Id.) The Offering Materials for most of the securitizations at issue here had the same or similar
representation.

96.  Defendants knew that the assignments of title of the underlying the Mortgage
Loans did not follow the process disclosed in the Offering Materials. Many of the titles were
never assigned to either the Trusts nor to MER S—and many of those that have been nominally
so assigned are defective, given the title chain is missing key intervening assighments. Given the
ownership of title is a fundamental part of the securitization process, this was a material
omission. But it also rendered affirmatively false many of Defendants’ representations above.
For instance, the assignments were often incomplete and did not result in the Trusts possessing

“all of its right, title and interest in and to each Initial Mortgage Loan.” (MMLT 2005-2
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Prospectus Supplement, June 17, 2005, at $-55.) This is confirmed by a loan-level analysis of
the specific Mortgage Loans at issue here, as set forth below.,

F. Defendants’ Misrepresentations Regarding Credit Ratings

97.  Credit ratings are assigned to RMBS tranches by the credit rating agencies. Each
credit rating agency uses its own scale with letter designations to designate various levels of risk.
In general, AAA ratings (or Aaa rating from Fitch) are at the top of the credit rating scale and are
intended to designate the safest investments.

98.  Credit ratings have been one tool among many for investors, including Prudential,
to gauge risk. Almost every residential mortgage-backed security transaction requires, as a
condition to the issuance of the securities, that the offered securities be rated in one of the four
highest rating categories.

99.  Credit ratings were a material factor to Prudential because (1) they were necessary
for its regulatory reserve requirements and (2) they provided greater comfort that Prudential
would receive the expected interest and principal payments.

100.  The Offering Materials represented that the ratings were based upon an
assessment of the likelihood of delinquencies and defaults in the underlying mortgage pools:

A securities rating addresses the likelihood of the receipt by a certificateholder of

distributions on the mortgage loans. The rating takes into consideration the

characteristics of the Mortgage Loans and the structural, legal and tax aspects
associated with the certificates.

(MMLT 2005-2 Prospectus Supplement dated June 2, 2005, at S-113.) Each Certificate did, in
fact, receive a rating, which is set forth further below.

101.  These representations were false and misleading, Defendants fed the rating
agencies the same false data regarding underwriting guidelines, debt-to-income ratios, loan-to-

value ratios, owner-occupancy status, and home values that they provided in the Offering
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Materials. The rating agencies then input this false data into their models to determine the
ratings on the Securitizations. As a result, Defendants pre-determined the ratings by feeding bad
data into the ratings system. This not only rendered false and misleading the Defendants’
representations that the ratings process would “tak[e] into consideration the characteristics of the
Mortgage Loans,” but also assured that the ratings themselves in no way reflected the actual risk
underlying the Certificates. Defendants knew the ratings did not reasonably relate to the
Certificates delivered to Prudential, and fraudulently omitted that the ratings process was being
rigged with false data,

IL EVIDENCE THAT DEFENDANTS’ REPRESENTATIONS WERE FALSE AND
MISLEADING

A, An Analysis of the Mortgage Loans and Certificates Directly at Issue

(1) A forensic analysis of the mortgaged properties® true occupancy
status revealed a systemic misrepresentation problem

102, Although Prudential still does not have access to the loan files for the Mortgage
Loans, Prudential was recently able to test Defendants’ representations regarding the
Certificates. Using methodologies that were previously unavailable, Prudential sought to test
10,817 of the underlying Mortgage Loans.

103, For the 14 Offerings Prudential tested, Prudential attempted to analyze 400
defaunlted loans and 400 randomly sampled loans. This sample size is more than sufficient to
provide statistically significant data to demonstrate the degree of Defendants’
misrepresentations.

104.  Statistical sampling is an accepted method of establishing reliable conclusions
about broader data sets, and is routinely used by courts, government agencies, scholars, and
private businesses. As the size of a sample increases, the reliability of its estimations of the total

population’s characteristics increases as well. Experts in RMBS cases have found a sample size
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of just 400 loans can provide statistically significant data, regardless of the size of the actual loan
pool, because it is unlikely so large a sample would yield results vastly different from results for
the entire population.

105.  Prudential’s loan-level analysis of the Mortgage Loans at issue here shows the
owner-occupancy statistics Defendants provided to investors were false. Across all the tested
Offerings, Defendants significantly overstated the number of owner-occupied properties, thus
understaling the true riskiness of the loans.

106. To determine whether a borrower actually occupied the property as claimed,
Prudential investigated tax information for the sampled loans. One would expect a borrower
residing at a property to have the tax bills sent to that address, and would take applicable tax
exemptions available to residents of that property. A borrower sending tax records to another
address is evidence that the borrower is not actually residing at the mortgaged property. A
borrower declining to make certain tax exemption elections that depend on living at the property
is also strong evidence the borrower is living elsewhere.

107. A review of credit records was also conducted. People generally have bills sent to
their primary address. If a borrower had creditors send bills to another address, even six months
after buying the property, such conduct is good evidence the borrower was living elsewhere.

108.  Prudential also conducted a review of property records. It is less likely a
borrower lives in any one property if that borrower owns multiple properties. It is even less
likely the borrower resides at the mortgaged property if a concurrently owned, separate property
did not have its own tax bills sent to the property included in the mortgage pool.

109. A review of other lien records was also conducted. A property being subject to

additional liens, but those materials being sent elsewhere, is good evidence a borrower is not
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living at the mortgaged property. If the other lien involved a conflicting declaration of
residency, that, too, would be good evidence a borrower is not living in the subject property.

110.  Although the methodologies that enable investors like Prudential to perform these
analyses on the large volume of data were not available until recently (see Section IV.A), these
tests draw from data largely contemporaneous with the transactions at issue. Thus, though
Prudential could not have run these tests at the time of its purchases (or any other time until
within the last few years), the results are thus evidence that a then-existing fact—owner-
occupancy-—was misrepresented. Even though this recently available technique draws on
contemporaneous information, and provides a robust test of Defendants’ representations for
pleading purposes, it still does not contain the level of information that was uniquely in
Defendants® control, such as the loan files. Prudential still does not have access to those files.

111, Tailing more than one of the above tests is strong evidence the borrower did not in
fact reside at the mortgaged properties. The results of Prudential’s loan-level analysis are set
forth below, which compares the percentage of Mortgage Loans for owner-occupied properties
as represented in the Defendants’ Offering Materials, with the actual percentage of loans for

owner-occupied properties for each Trust. Defendants consistently overstated these percentages

for the Mortgage Loans underlying the Certificates Prudential purchased:

e : % R JELL e
EMLT 2004-2 M5 Aggregate 85.24% 11.25%
EMLT 2004-3 M2, M4, All loans (no 84.74% 12.80%

MS, Me, groups)
M7
EMLT 2005-1 M2, M3, All loans (no 97.76% 85.04% 12.72%
M4, M5, groups)
M6
FHLT 2004-1 M1, M6 Aggregate 90.58% 80.95% 9.63%
FHLT 2004-2 M2 Aggregate 92% 81.68% 10.32%
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MMLT 2005-2 M2 Aggregate 94.77% 83.24% 11.53%

RBSGC 2005-A 3A Group 3 49.82% 41.06% 8.77%

SVHE 2004- M2, M3, Apprepate 92.39% 81.76% 10.63%

WMC] M4

SVHE 2006-EQ2 A4 All loans (no 93.67% 85.24% 8.43%
groups)

SVHE 2006-OPT1 2A4 Group 2 87.42% 77.38% 10.04%

SVHE 2006-OPT2 Ad All loans (no 88.87% 78.75% 10.12%
groups)

SVHE 2006-OPT3 2A4 Group 2 92.97% 83.04% 9.93%

SVHE 2006-OPT4 2A4 Group 2 92.43% 81.81% 10.62%

SVHE 2006-OPT5 2A4 Group 2 91.88% 82.47% 9.41%

112.  The consistency of these results shows that the divergence between Defendants’
representations and reality was not due to phenomena such as borrowers changing their mind
about where to live. Instead, these results reflect the fact that Defendants and their Originators
knew borrowers were misrepresenting their intent to live at the property. Defendants and their
Originators allowed the falsification of these statistics in order to maneuver the loans through the
approval and securitization process. They knew, but fraudulently omitted to disclose, that those
statistics were baseless.

113.  The consistency and scale of these misrepresentations also confirms that the
abandonment of sound underwriting practices was systematic. Loans actually put through the
underwriting processes stated in the Offering Materials would not so consistently emerge on the
other end mis-described.

114.  The facts alleged in this Complaint show Defendants’ problems were systemic,
and such is confirmed by the consistency of the results set forth above—the results of reviewing
10,817 Mortgage Loans across 14 offerings. The two Offerings (FHLT 2004-D and SVHE

2006-NLC1) and one relevant loan group (the aggregate loans for SVHE 2006-OPT4) for which
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Prudential did not test involved many of the same affiliated parties, nearly identical disclosures,
and both the underlying loans and the Certificates themselves were being generated around the
same time and purportedly according to the same processes. As such, on information and belief,
the Offering Materials for FHLT 2004-D, SVHE 2006-NLC1, and the aggregate loans for SVHE
2006-OPT4 also misrepresented the owner-occupancy information at approximately the same,
material rate as seen in the large sample of Certificates and Mortgage Loans discussed above.

(2) A forensie analysis of the Mortgage Loans’ true LTV and CLTV
ratios revealed a systemic misrepresentation problem

115, Prudential also had a sample of the Mortgage Loans valued by an industry-
standard automated valuation model (“AVM™). AVMs are roufinely used in the industry as a
way of valuing properties during prequalification, origination, portfolio review, and servicing.
AVM use is specifically outlined in regulatory guidance and discussed in the Dodd-Frank Act.

116.  AVMs employ data similar to what appraisers use—primarily, county assessor
records, tax rolls, and data on comparable properties. AVMSs produce independent, statistically
derived valuation estimates by applying modeling techniques to this data. The AVM Prudential
used incorporates a database of 500 million mortgage transactions covering zip codes
representing more than 97% of the homes, occupied by more than 99% of the population, in the
United States, Independent testing services have determined that this AVM is the most accurate
of all such models.

117.  The results of this analysis are set forth in the Exhibits. Applying the AVM to the
available data for the loans underlying these Certificates shows the appraisal values used by
Defendants were materially and consistently inflated. This caused the disclosed ratios to be

lower than they really were, i.e., Defendants represented that borrowers had more of an equity
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“cushion” than really existed, and that prospects for recovery of funds upon a foreclosure were
much greater than accurate data supported.

118.  As noted, although the methodologies that enable investors like Prudential to
gather the information and run these analyses did not exist until recently (see Section IV.A),
these analyses draw from data contemporaneous with the transactions at issue. These results
thus confirm that the LTV and CLTV ratios were misrepresented at the time the representations
were made. Further, as with the owner-occupancy data, though this recently available technique
draws on contemporaneous information, and provides a robust test of Defendants’
representations for pleading purposes, it still does not contain the level of information that was
uniquely in Defendants’ control, such as the loan files.

119.  In certain of the Offerings, Defendants provided information regarding the
Mortgage Loans’ LTV ratios (that is, the ratios not taking into account any second liens).
Specifically, Defendants made representations about the percent of loans that had LTV ratios
above 80%. LTV ratios in excess of 80% provide the lender little value cushion to protect
against borrower default and loss upon foreclosure. Consequently, an accurate disclosure is

important to investors in assessing the security’s riskiness. But a much greater percentage than

what Defendants represented actually had LTVs higher than 80%:

i SRR 2 o 80e e ol
EMLT 2004-2 M5 Aggregate 76.55% 84.00% 7.45%
EMLT 2004-3 M2, M4, All loans (no 76.46% 79.06% 2.60%

M5, M6, groups)
M7
EMLT 2005-1 M2, M3, All loans (no 72.60% 76.83% 4.23%
M4, M5, groups)
M6
FHILT 2004-1 M1, M6 Apgregate 48.69% 52.75% 4.06%
FHLT 2004-2 M2 Aggregate 49.94% 51.65% 1.71%
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120.  The Offering Materials also misrepresented the number of the Mortgage Loans in

the subject loan pools had LTV ratios greater than 90%. LTV ratios in excess of 90% provide

the lender even less cushion to protect against borrower default and loss upon foreclosure.

EMLT 2004-2 M5 Apgregate 49.17% 68.37% 19.20
EMLT 2004-3 M2, M4, All loans (no 52.58% 64.40% 11.82%
M5, Me, groups)
M7
EMLT 2005-1 M2, M3, All loans (no 48.05% 60.20% 12.15%
M4, M5, groups)
Mé
FHLT 2004-1 M1, M6 Aggregate 26.98% 28.50% 1.52%
FHLT 2004-2 M2 Aggregate 24.48% 32.09%% 7.61%
RBSGC 2005-A 3A Group 3 4.26% 25.24% 20.98%
SVHE 2006-EQ2 Ad Al loans (no 46.46% 48.11% 1.65%
- groups)

121.  The Offering Materials also misrepresented how many loans were underwater.

Loans that are underwater are inherently very risky given that they afford the lender no equity

cushion and leave the lender with inadequate collateral from the outset of the loan.

EMLT 2004-2 M5 Aggrepate 0% 51.51% 51.51%
EMLT 2004-3 M2, M4, All loans (no 0% 43.19% 43.19%
M5, Me, groups)
M7
EMLT 2005-1 M2, M3, All loans (no 0% 41.56% 41.56%
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FHLT 2004-1 M1, M6 Appregate 0% 15.25% 15.25%

FHLT 2004-2 M2 Agpregate 0% 16.26% 16.26%

RBSGC 2005-A 3A Group 3 0% 10.00% 10.00%

SVHE 2006-EQ2 Ad All loans (no 0% 30.51% 30.51%
groups)

122, While some of the Offering Materials here provided LTV ratios, many instead
provided information regarding CLTV ratios. An accurate CLTV ratio not only takes into
account the value of the property, but also takes into account the total value of liens on the
property, including any pre-existing “senior” lien on the property, as such additional liens
diminishes the owner’s equity and has to be paid first upon foreclosure. As with the LTV
statistics, Defendants significantly understated the CLTV ratios and thus again understated the
riskiness of the Mortgage Loans.

123, Just as with LTVs, loans with CLTV ratios in excess of 80% provide the lender

little value cushion to protect against borrower default and loss upon foreclosure. Defendants

again misrepresented this risk feature:

?’3" 3‘13. e e s A = D S e 4 ‘"<. e ‘?_y"’:” i
MMLT 2005-2 M2 Aggregate 62.65% 25.06%
SVHE 2004- M2, M3, Aggregate 46.26% 82.17% 35.91%
WMC1 M4
SVHE 2006-OPT1 2A4 Group 2 62.27% 81.47% 19.2%
SVHE 2006-OPT2 Ad All loans (no 32% 71.17% 39.17%

groups)
SVHE 2006-OPT3 2A4 Group 2 63.23% 83.72% 20.49%
SVHE 2006-0OPT4 2A4 Group 2 60.41% 87.91% 27.5%
SVHE 2006-OPT5 2A4 Group 2 56.62% 83,74% 27.12%
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124,  Defendants also misrepresented how many Mortgage Loans had CLTV ratios in

excess of 90%:

BN

e

£ R T R s s e M0 Ve e M g

MMLT 2005-2 M2 Aggregate 52.56% 78%

SVHE 2004- M2, M3, Aggrepate 29.06% 69.88% 40.82%
WMCI M4

SVHE 2006-0PT1 2A4 Group 2 42.51% 69.12% 26.61%
SVHE 2006-OPT2 A4 All loans (no 17.75% 55.89% 38.14%

groups)

SVHE 2006-OPT3 2A4 Group 2 44.04% 71.83% 27.79%
SVHE 2006-OPT4 2A4 Group 2 44.14% 78.3% 34,16%
SVHE 2006-OPT5 2A4 Group 2 42.18% 74.14% 31.96%

125.  As was the case with LTVs, Defendants dramatically understated the number of

Mortgage Loans with a CLTV ratio in excess of 100%:

S nn b bﬁ&%“% i

MMIT 2005-2 M2 Aggregate 0% 54.86% 54.86%
SVHE 2004- M2, M3, Aggrepate 0% 44.34% 44.34%
WMC1 M4

SVHE 2006-OPT1 2A4 Group 2 0% 48.69% 48.69%
SVHE 2006-0OPT2 Ad All loans (no 0% 38.85% 38.85%

groups)

SVHE 2006-0OPT3 2A4 Group 2 0% 49.87% 49.87%
SVHE 2006-OPT4 2A4 Group 2 9.13% 56.59% 47.46%
SVHE 2006-0OPT5 2A4 Group 2 0% 50.49% 50.49%

126,  Prudential also analyzed the weighted average CLTV ratio of the Mortgage Loans

in these pools and found that these, too, were understated:

MMLT 2005-2 M2 Aggrepate 86.58% 98.82% 12.24%
SVHE 2004- M2, M3, Agprepate 81.76% 93.91% 12.15%
WMCI M4
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SVHE 2006-OPT|

2A4 Group 2 82.03% 94,03% 12.00%

SVHE 2006-OPT?2 A4 All loans (no 71.7% 90.74% 13.04%
groups)

SVHE 2006-OPT3 2A4 Group 2 82.79% 94.00% 11.21%

SVHE 2006-OPT4 2A4 Group 2 82.71% 93.39% 10.68%

SVHE 2006-OPT35 2A4 Group 2 82.48% 93.02% 10.54%

127.  The consistency and scale of these misrepresentations confirms that the
abandonment of sound underwriting practices was systematic. The consistency and size of these
misrepresentations also confirms that the appraisers, Originators, and Defendants knew the
appraisals being used were not reasonable indicators of the properties® value, but were inflated
figures generated to shepherd the loans through the approval and securitization process. These
results (and other facts discussed herein) thus also demonstrate that the factual representations
relating 1o appraisal practices were false. Independent appraisers following the stated practices
would not consistently generate appraisals that deviate so significantly (and so consistently
upward) from the values found using an industry-standard AVM. Instead of following the
disclosed appraisal processes, the appraisers worked with Defendants and other mortgage loan
Originators to generate appraisal values that were not meant to approximate the actual value of
the property, but to justify issuance of the mortgage loan.

128.  The facts alleged in this Complaint show Defendants’ problems were systemic,
and the systemic nature of the problems is confirmed by the consistency of the results set forth
above—the results of reviewing 10,817 Mortgage Loans across 14 offerings. The two Offerings
(FHLT 2004-D and SVHE 2006-NLC1) and one relevant loan group (the aggregate loans for
SVHE 2006-OPT4) for which Prudential did not test involved many of the same affiliated
parties, neatly identical disclosures, and both the underlying loans and the Certificates

themselves were being generated around the same time and purportedly according to the same
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processes. As such, on information and belief, the Offering Materials for FHLT 2004-D, SVHE
2006-NLC1, and the aggregate loans for SVHE 2006-OPT4 also likely misrepresented the LTV
and CLTV ratio information at approximately the same, material rate as seen in the large sample
of Certificates and Mortgage Loans discussed above.

129, The consistency of Defendants’ misrepresentations also supports the conclusion
that Defendants knew the appraisals were being intentionally inflated. Such is confirmed by the
statements provided by former employees, as discussed below. It is also confirmed by
Congressional testimony and other statements made by those in the industry about the
widespread corruption in the appraisal processes during all times relevant to this complaint.

130.  For instance, Richard Bitner, a former executive of a subprime lender for 15
years, testified in April 2010 that “the appraisal process [was] highly susceptible to
manipulation,” and that the rise in property values was in part due to “the subprime industry’s
acceptance of overvalued appraisals.” Similarly, Patricia Lindsay, a former wholesale lender,
testified in April 2010 that in her experience appraisers were “often times pressured into coming
in “at value,” i.e., at least the amount needed for the loan to be approved. The appraisers
“fearing” their “future business and their livelihoods” would choose properties “that would help
support the needed value rather than finding the best comparables to come up with the most
accurate value.”

131. Jim Amorin, President of the Appraisal Institute, testified in April 2009 that “in
many cases, appraisers are ordered or severely pressured to doctor their reports to convey a
particular, higher value for a property, or else never see work from those parties again . . . [T]oo

often state licensed and certified appraisers are forced into making a ‘Hobson’s Choice.””
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132, The FCIC’s January 2011 report recounts the similar testimony of Dennis T,
Black, an appraiser with 24 years of experience who held continuing education services across
the country. “He heard complaints from appraisers that they had been pressured to ignore
missing kitchens, damaged walls, and inoperable mechanical systems. Black told the FCIC,
“The story I have heard most often is the client saying he could not use the appraisal because the
value was [not] what they needed.” The client would hire somebody else.”

3) A forensic analysis of the Mortgage Loans’ title transfers revealed a
systemic misrepresentation problem

133.  Defendants’ representations about the valid transfer of title to the Mortgage Loans
to the Trusts were false. In many instances, the collateral did not properly secure the underlying
Mortgage Loans and the Trusts could not foreclose on delinquent borrowers because Defendants
either lost, failed to timely create, or failed to timely deliver the paperwork necessary to prove
title to the mortgages.

134.  Contrary to their representations, Defendants did not properly assign large
numbers of the Mortgage Loans to the Trusts. In their rush to securitize loans and thereby
offload risky collateral onto investors such as Prudential, Defendants did not comply with the
strict rules governing assignment of mortgages and the transfer of promissory notes and loan
files. Defendants lost much of the paperwork relating to the Loans underlying the
securitizations, or made no attempt to assign the Mortgage Loans and deliver the original
mortgage notes fo the issuing trusts, as represented.

135.  As part of its loan-level forensic analysis of the Mortgage Loans underlying its
Certificates, Prudential also examined whether the chain of mortgage assignments was complete

with respect to the Mortgage Loans. The review demonstrates that Defendants’ representations
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regarding the title for the Mortgage Loans were false and misleading, and that Defendants
fraudulently failed to disclose problems in the chain of title for the Mortgage Loans.

136.  Asdiscussed above, and further in Section IV(A), this analysis could not have
been performed by investors before 2010, because investors were not able to identify the specific
properties at issue at the time. Nor was it industry practice for investors to do an independent
loan-level assessment of the accuracy of the representations made in the Offering Materials—
Prudential reasonably relied upon Defendants to represent the Mortgage Loans correctly in the
Offering Materials.

137. The review demonstrates, for the 14 Securitizations Prudential tested: (a) how
many Mortgage Loans are currently held by the RMBS trust; (b) how many are held in the
MERS electronic-recording system; (c) how many are still held in the originator’s name; and (d)
how many were assigned to a third party. Loans that are still held by the originator, or were

assigned to a third party other than the Trust or MERS, violate Defendants’ representations that

the loans would be assigned to the Trust (or, in some cases, would be held by MERS).

Zin}

EMLT 2004-2 M5 5 232 34.55%
EMLT 2004-3 M2, M4, 5 47 7.67%
MS5, M6,
M7
EMLT 2005-1 M2, M3, 17 32 7.06%
M4, MS,
M6
FHLT 2004-1 MI, M6 3] 579 88.13%
FHLT 20042 M2 30 113 19.38%
MMLT 2005-2 M2 4 14 3.06%
RBSGC 2005-A 3A 38 27 16.54%
SVHE 2004-WMC1 | M2, M3, 6 34 12.76%
M4
SVHE 2006-EQ2 A4 214 20 37.44%
SVHE 2006-OPT] 2A4 33 332 77.17%

3 This percentage was calculated by omitting those loans in the samples for which no data was available.
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SVHE 2006-OPT2 Ad 38 227 64.16%
SVHE 2006-OPT3 2A4 39 298 67.81%
SVHE 2006-OPT4 ZA4 33 317 68.9%
SVHE 2006-OPT5 2A4 51 320 68.83%

138.  Even among Loans that were assigned to the Trusts, a large number were still

missing intervening assignments:

EMLT 2004-2 M5 58 39 67.24%
EMLT 2004-3 M2, M4, M35, M6, 36 32 88.89%
M7
EMLT 2005-1 M2, M3, M4, M5, 72 50 69.44%
M6
FHLT 2004-] M1, M6 8 S 62.5%
FHLT 2004-2 M2 22 17 77.27%
MMLT 2005-2 M2 61 33 4.1%
RBSGC 2005-A 3A 24 8 33.33%
SVHE 2004-WMC1 M2, M3, M4 16 14 87.5%
SVHE 2006-EQ2 Ad 391 N/A N/A
SVHE 2006-OPT1 2A4 103 50 48.54%
SVHE 2006-OPT2 Ad 141 38 48.54%
SVHE 2006-OPT3 2A4 158 95 62.41%
SVHE 2006-OPT4 2A4 154 94 61.04%
SVHE 2006-QPTS5 2A4 165 116 70.3%

139.  Insum, among the 8,116 Loans for which sufficient data is available to conduct
this analysis, 564 were improperly assigned to a third party (other than MERS) and 2,592 were
still held in the originator’s name—an over 41% defect rate. Further, of the loans that were
nominally assigned to the Trust, over 60% are missing necessary intervening assignments. Each
of these loans also represent breaches of Defendants’ representations.

140.  As with the occupancy and appraisal analysis discussed above, the consistency
and size of Defendants’ title-related misrepresentations confirms that the abandonment of sound

underwriting practices with Defendants’ entire operation was systemic.
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141, The facts alleged in this Complaint show Defendants’ problems were systemic,
and the systemic nature of the problems is confirmed by the consistency of the results set forth
above—ithe results of reviewing 10,817 Mortgage Loans across 14 offerings. The two Offerings
(FHLT 2004-D and SVHE 2006-NLC1) and one relevant loan group (the aggregate loans for
SVHE 2006-OPT4) for which the data was insufficient to run these tests involved many of the
same affiliated parties, nearly identical disclosures, and both the underlying loans and the
Certificates themselves were being generated around the same time and purportedly according to
the same processes. As such, on information and belief, the Offering Materials for FHLT 2004-
D, SVHE 2006-NLC1, and the aggregate loans for SVHE 2006-OPT4 also misrepresented the
title-transfer information at approximately the same, material rate as seen in the large sample of
Certificates and Mortgage Loans discussed above.

142, Defendants also defrauded Prudential by stating that an assignment to MERS
ensured that each Trust could foreclose upon the underlying collateral. As multiple courts have
held, because the actual mortgage note is typically not transferred to MERS, MERS is a nullity.
See, e.g., Bank of New York v. Silverberg, 86 AD.3d 274 (N.Y. App. Div. 2d Dep’t 2011). In
February 2011, MERS instructed its lender members to stop foreclosing in the name of MERS in
light of overwhelming authority that beneficial ownership of an underlying mortgage cannot be
transferred to MERS. Defendants’ representations in the Offering Materials that MERS would
be the “beneficial owner” of each Mortgage were false. As MERS Recommended Foreclosure
Procedure 8 provides, “MERS does not create or transfer beneficial interests in mortgage loans

or create electronic assignments of the mortgage.”
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(4) The dismal performance of thesc Mortgage Loans and Certificates
confirms thcy werc infected by Defendants’ and the Originators’
systemic underwriting problems

143.  The extremely high default rates of the Mortgage Loans and the precipitous drop
in the credit ratings of the Certificates are themselves evidence that the investments at issue were
infected by a systemic underwriting problem.

144, Prudential’s Certificates were supposed to be long-term, stable investments; yet
they have already experienced payment problems significantly beyond what was expected for
loan pools that were properly underwritten and which contained loans that actually had the
characteristics Defendants’ Offering Materials claim. Overall, over 21% of the Mortgage Loans
have had to be written off at a loss already. Many deals are much worse. For instance, in each
of the SVHE 2006-EQ2, SVHE 2006-OPT1, SVHE 2006-OPT2, SVHE 2006-OPT3, SVHE
2006-OPT4, SVHE 2006-OPT5, and MMLT 2005-02 Securitizations, at least 25% of the

Mortgage Loans have been written off for a loss. By way of further examples:

G T i R & ] i s e S IR
EMLT 2004-2 M5 Aggregate 17.81%
EMLT 2004-3 M2, M4, M5, M6, M7 All loans {no groups) 17.60%
EMLT 2005-1 M2, M3, M4, M5, M6 All loans (no groups) 19.24%
FHLT 2004-1 M1, M6 Aggregate 7.90%
FHLT 2004-2 M2 Aggregate 10.52%
FHLT 2004-D M1 Agaregate 13.93%
MMLT 2005-2 M2 Aggregate 30.84%
RBSGC 2005-A 3A Group 3 21.10%
SVHE 2004-WMCI1 M2, M3, M4 Aggregate 15.15%
SVHE 2006-EQ2 A4 All loans (no groups) 49.01%
SVHE 2006-NLC1 A2, A3 All loans 33.33%
SVHE 2006-OPT1 2A4 Group 2 40.79%
SVHE 2006-0OPT2 Ad All loans (no groups) 38.40%
SVHE 2006-OPT3 2A4 Group 2 46.51%
SVHE 2006-OPT4 2A4 Group 2 44.14%
SVHE 2006-0PT4 M]1 Agpregate 41.80%
SVHE 2006-OPT5 2A4 Group 2 50.24%
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145.  Not only have the Certificates experienced extraordinary rates of delinquency and

default, their ratings have significantly deteriorated. Many initially received the highest possible

rating and a// were initially investment-grade certificates—but almost all have now been

downgraded to “junk-bond” status by at least one agency:*

s i e N
EMLT 2004-2

T JA2/A

o
-/Ba3-(sf)y/BB+(sf)

EMLT 2004-3 M2 AAsf/Aal/AA AA-SUAT(SH/AA(SH
EMLT 2004-3 M4 A+stiAa3/A+ BBBs{/Bal-(sf)/A+(s)
EMLT 2004-3 M5 AATIA Bsi/Ba3-(sT)/Asf)
EMLT 2004-3 M6 A-/A2/A- CCCstB2-(st/A-(sD)
EMLT 2004-3 M7 BBB+/A3/BBB+ CCsf/Caa3(sf)/BBB+sD
EMLT 2005-1 M2 AAsTAA2/Aa(sD AA-STA2(sH/AA(SH)
EMLT 2005-1 M3 AA-sT/A3/AA(sf) AA-SHA2(sD/AA(sH
EMLT 2005-1 M4 AHATAT Bsi/Caal (sf)/BBB(sf)
EMLT 2005-1 M5 AIA2A CECsfiCa(sf)/BB-(sf)
EMLT 2005-1 M6 A-IA3IA- CCsf/Ca(st)/B-(sf)
FHLT 2004-1 M1 AA+sTAal/AAA(S BBBsf/A 1-(sf)/*
FHLT 2004-1 M6 A-JA3/A CsfiCa(st)/B-(sf)
FHLT 2004-2 M2 AMARIAA Bsf/Ba2-(sf)/AA+(sT)
FHLT 2004-D M1 JAal/- JBal(sH/AAY
MMLT 2005-2 M2 AA/A2IAAT Bsf/Caal(sf)/B-(s)
RBSGC 2005-A 3A JAaalAAA “iCaa2(sf)/CCC(sh)
SVHE 2004-WMC1 M2 -JAa2/IAA /B3 +(sE/A-(sf)
SVHE 2004-WMCl M3 JAa3/AA -/Cat(sD)/B+(sf)
SVHE 2004-WMC1 M4 JAL/AA- -/Ca+(sf)/B-(s1)
SVHE 2006-EQ2 A4 AAAAa/AAA CsH/Ca(sH/CCC(sh)
SVHE 2006-NLC1 A2 JAaa/AAA -/Ca(sf/CCC(sh)
SVHE 2006-NLC1 A3 JAa/AAA -/Ca(s)/CCC(sh)
SVHE 2006-OPT1 2A4 AAA/Aa/AAA CCCsHiCaa2(sh) A-(sf)
SVHE 2006-OPT2 Ad Aaa/AAA ~/Caa2(sD/BBB(sf)
SVHE 2006-OPT3 SA4 TAsa/AAA -/Caa2(sfA(sD)
SVHE 2006-OPT4 2A4 JAaa/AAA JC(sT/CCC(sh)
SVHE 2006-OPT4 M1 IAQ2IAA -/C(sH)/CC(sh)
SVHE 2006-OPT5 2A4 JAaa/AAA Caa3(sf)/B-(s)

146.  The economic downturn cannot explain the abnormally high percentage of

defaults, foreclosures, and delinquencies observed in the loan pools. Loan pools that were

properly underwritten and contained loans with the represented characteristics would have

“ Any instrument rated lower than BBB (or Baa for ratings provided by Moody’s) is considered below
investment-grade.

The symbol “*” represents the fact that the credit rating given to the particular tranche/loan group has
not been updated since issuance,
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experienced substantially fewer payment problems and substantially lower percentages of
defaults, foreclosures, and delinquencies.

B. In-Depth Reports on Individual Mortgage Loans Confirm the Systemic
Violation of Stated Underwriting Standards

147.  As described above in Section II(A), Prudential carried out a forensic analysis of
10,817 Mortgage Loans that collateralize its Certificates. The analysis demonstrates that
Defendants misrepresented the owner-occupancy status, LTV ratios, CLTV ratios, and transfer-
of-title process for the specific Mortgage Loans underlying Prudential’s Certificates.

148.  Prudential also commissioned a second, separate loan-level analysis of the
Mortgage Loans. Like the forensic analysis discussed previously, this too depended on the
identification of the exact properties underlying Prudential’s Certificates. As discussed above,
Prudential does not and did not have the loan files for the Mortgage Loans—the files containing
the backup documentation. The proprietary databases and methodologies required to “reverse
engineer” the jdentity of the collateral properties were not available to investors until well after
July 2008.

149.  Prudential’s second loan-level analysis was focused on investigating specific
documents relating to specific Loans and borrowers. For instance, while both the analysis above
and that discussed below used an “AVM?” to judge the reasonableness of Defendants’ LTV ratio
representations, this second analysis also dives into records such as bankruptcy filings. Such
records require the borrowers to make representations to the bankruptcy court regarding their
income and assets. A review of such records thus provides a way to test Defendants’
representations regarding such key risk features as the borrowers’ income, assets, and debt-to-

income (“DTI”) ratios.
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150. Defendants” misrepresentations of borrowers’ income, assets, and DTI ratios were
material because low income and assets, and a high DTI ratio, create an increased risk for
investors such as Prudential. Borrowers that owe more on their property, relative to their other
assets, are less able to repay the loan that a borrower who owes less on the property, compared to
their income. A DTI ratio over 100% means the borrower spends more each month simply
paying down debt than that borrower takes in in income—calling into serious question the
borrower’s ability to make timely payments on a consistent, long-term basis.

151.  Prudential’s analysis focused on 34 Mortgage Loans underlying 15 of the
Securitizations. The following subheadings summarize the findings for each of the sampled
Mortgage Loans.’ These individual reports are a representative sample that illustrate the
broader, systemic breakdown in underwriting standards and misrepresentations of statistical data
that affected the Mortgage Loans underlying each of the Securitizations, A broader analysis of
additional loans underlying the Securitizations would show the same misrepresentations on a
broader scale.

(1) Loans Underlying EMLT 2004-2

152, Prudential commissioned in-depth reports on 2 loans that collateralized its
investments in EMLT 2004-2.

153.  Loan A was issued to Borrower 1 on a property in Georgia (“Subject Property A™)
in March 2004, The borrower subsequently filed for bankruptcy. Discrepancies between the
bankruptey filing and the Offering Materials show that the DTI and LTV ratios for Subject
Property 1 were misrepresented in the Offering Materials. The EMLT 2004-2 Prospectus

provided maximum DTI ratios of 50% and 55%. Contrary to these representations, in his

¢ Prudential has withheld borrower names, property addresses, and other identifying information from the
descriptions below to protect their privacy.
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bankruptcy filing, the borrower listed monthly income of only $2,598 in 2004. The bankruptcy
filing also showed that the borrower had a second lien loan on Subject Property A and an auto
loan, and owed alimony payments and back taxes. Factoring in his combined monthly income
and monthly debt payments, Borrower 1°s actual DTI ratio was likely /38%. Property A’s actual
value prior to closing was $63,900 less than its appraised value. Based on the AVM analysis, the
actual LTV ratio on Loan A was 128%, rather than the 85% represented in the Offering
Materials—a difference of 43%.

154.  Loan B was issued to Borrower 2 on a property in Colorado (“Subject Property
B”) in March 2004. The borrower subsequently filed for bankruptcy. Discrepancies between the
bankruptcy filing and the Offering Materials show that the DTI and LTV ratios for Subject
Property B were misrepresented in the Offering Materials. The EMLT 2004-2 Prospectus
provided maximum DTI ratios of 50% and 55%. Contrary to these representations, in his
bankruptcy filing, the borrower listed monthly income of only $1,227.17 in 2004. Factoring in
his combined monthly income and monthly debt payments, which included a second lien loan on
Subject Property B, Borrower 2’s actual DTI ratio was likely 175%. Property B’s actual value
prior to closing was $89,800 less than its appraised value. Based on the AVM analysis, the
actual LTV ratio on Loan B was 119%, rather than the 80% represented in the Offering
Materials—a difference of 39%.

2) Loans Underlying EMLT 2004-3

155.  Prudential commissioned in-depth report on 2 loans that collateralized its
investments in EMLT 2004-3,

156. Loan C was issued to Borrower 3 on a property in Illinois (“Subject Property C”)
in September 2004. The borrower subsequently filed for bankruptcy. Discrepancies between the

bankruptcy filing and the Offering Materials show that the DTT ratio for Subject Property C was
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misrepresented in the Offering Materials, The EMLT 2004-3 Prospectus provided maximum
DTI ratios of 50%. Contrary to these representations, in his bankruptcy filing, the borrower
listed monthly income of only $2,666.67 in 2004. The bankruptcy filing also showed that the
borrower had a second lien loan on Subject Property C, and a mortgage loan on another property.
Factoring in his combined monthly income and monthly debt payments, Borrower 3’s actual DTI
ratio was likely 135%.

157.  Loan D was issued to Borrower 4 on a property in Texas (“Subject Property D)
in August 2004. The borrower subsequently filed for bankruptey, The EMLT 2004-3 mortgage
loan schedule stated that Subject Property D was owner occupied. But the borrower’s
bankruptcey filing listed another property in Texas as his home address, and listed Subject
Property D as a rental property. The DTI and LTV ratios for Subject Property D were also
misrepresented in the Offering Materials. The EMLT 2004-3 Prospectus provided maximum
DTI ratios of 50%. Contrary to these representations, in his bankruptcy filing, the borrower
listed monthly income of only $2,316.25 in 2004. The bankruptcy filing also shows that the
borrower had a second lien loan on Subject Property D, an auto loan, and a mortgage loan on the
property that the borrower actually occupied. Factoring in his combined monthly income and
monthly debt payments, which included a second lien loan on Subject Property D, Borrower 4°s
actual DTT ratio was likely 167%. Property D’s actual value prior to closing was $30,800 less
than its appraised value. Based on the AVM analysis, the actual LTV ratio on Loan 4 was 87%,
rather than the 80% represented in the Offering Materials—a difference of 7%.

(3)  Loans Underlying EMLT 2005-1

158.  Prudential commissioned in-depth report on 2 loans that collateralized its

investments in EMLT 2005-1.
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159. Loan E was issued to Borrowers 5 and 6 on a property in Tennessee (*“Subject
Property E”) in December 2004. The borrowers subsequently filed for bankruptcy.
Discrepancies between the bankruptey filing and the Offering Materials show that the DTI ratio
for Subject Property E was misrepresented in the Offering Materials. The EMLT 2005-1
Prospectus provided maximum DTI ratios of 50% and 55%. Contrary to these representations, in
their bankruptcy filing, the borrowers listed combined monthly income of enly $1,750 in 2004
and $1,934 in 2005. Factoring in their combined monthly income and monthly debt payments,
which included two auto loans, the borrowers’ actual DTI ratio was likely between 97% and
107%.

160. Loan F was issued to Borrowers 7 and 8 on a property in North Carolina
(“Subject Property F”) in January 2005. The borrowers subsequently filed for bankruptcy.
Discrepancies between the bankruptey filing and the Offering Materials show that the DTI ratio
for Subject Property F was misrepresented in the Offering Materials. The EMLT 2005-1
Prospectus provided maximum DTI ratios of 50% and 55%. Contrary to these representations, in
their bankruptey filing, the borrowers listed combined monthly income of only $2,438.33 in
2004 and $1,385.00 in 2005. Factoring in their combined monthly income and monthly debt
payments, the borrowers’ actual DTI ratio was likely between 103% and 182%.

(4)  Loans Underlying FHLT 2004-1

161.  Prudential commissioned in-depth report on 2 loans that collateralized its
investments in FHLT 2004-1.

162, Loan G was issued to Borrower 9 on a property in Texas (“Subject Property G™)
in December 2003. The borrower subsequently filed for bankruptey. Discrepancies between the
bankruptcy filing and the Offering Materials show that the DTI ratio for Subject Property G was

misrepresented in the Offering Materials. The FHLT 2004-1 Prospectus provided maximum
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DTI ratios of 50% and 55%. Contrary to these representations, in his bankruptey filing,
Borrower 9 listed combined monthly income of enly $1,000 in 2003. Factoring in his monthly
income and monthly debt payments, the borrower’s actual DTI ratio was likely 104%.

163.  Loan H was issued to Borrowers 10 and 11 on a property in California (“Subject
Property H”) in December 2003. The borrowers subsequently filed for bankruptey,
Discrepancies between the bankruptcy filing and the Offering Materials show that the DTI and
LTV ratios for Subject Property 8 were misrepresented in the Offering Materials. The FHLT
2004-1 Prospectus provided maximum DTI ratios of 50% and 55%. Contrary to these
representations, in their bankruptcy filing, the borrowers listed combined monthly income of
only $1,411.67 in 2004. Factoring in their combined monthly income and monthly debt
payments, which included a second lien loan on Subject Property 8, the borrowers’ actual DTI
ratio was likely 188%. Property H’s actual value prior to closing was $51,300 less than its
appraised value. Based on the AVM analysis, the actual LTV ratio on Loan H was 94%, rather
than the 80% represented in the Offering Materials—a difference of 14%.

(5) Loans Underlying FHLT 2004-2

164.  Prudential commissioned in-depth report on 2 loans that collateralized its
investments in FHLT 2004-2.

165.  Loan I was issued to Borrower 12 on a property in Texas (“Subject Property I”*) in
May 2004, The borrower subsequently filed for bankruptcy. Discrepancies between the
bankruptey filing and the Offering Materials show that the DTI ratio for Subject Property I was
misrepresented in the Offering Materials. The FHLT 2004-1 Prospectus provided maximum
DTI ratios of 50% and 55%. Contrary to these representations, in his bankruptcy filing, the
borrower listed combined monthly income of enfy $2,065.75 in 2004. Factoring in his monthly

income and monthly debt payments, Borrower 12’s actual DTI ratio was likely between 113%.
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166.  Loan J was issued to Borrower 13 on a property in New Jersey (“Subject Property
J”) in May 2004. The borrower subsequently filed for bankruptcy. Discrepancies between the
bankruptcy filing and the Offering Materials show that the DTT ratio for Subject Property J was
misrepresented in the Offering Materials. The FHLT 2004-2 Prospectus provided maximum
DTI ratios of 50% and 55%. Contrary to these representations, in his bankruptcy filing, the
borrower listed combined monthly income of only $971.08 in 2004, Factoring in his combined
monthly income and monthly debt payments, Borrower 13°s actual DTI ratio was likely 239%.

6) Loans Underlying FHLT 2004-D

167. Prudential commissioned in-depth report on 2 loans that collateralized its
investments in FHLT 2004-D.

168.  Loan K was issued to Borrower 14 on a property in Oregon (“Subject Property
K”) in August 2004. The borrower subsequently filed for bankruptcy. Discrepancies between
the bankruptey filing and the Offering Materials show that the DT and LTV ratios for Subject
Property K were misrepresented in the Offering Materials, The FHLT 2004-D Prospectus
provided maximum DTI ratios of 50% and 55%. Contrary to these representations, in his
bankruptey filing, the borrower listed combined monthly income of only $1,854.08 in 2004.
Factoring in his monthly income and monthly debt payments, Borrower 14’s actual DTI ratio
was likely 711%. Property K’s actual value prior to closing was §18,000 less than its appraised
value. Based on the AVM analysis, the actual LTV ratio on Loan K was 91%, rather than the
86.35% represented in the Offering Materials—a difference of 4.65%.

169.  Loan L was issued to Borrower 15 on a property in Illinois (“Subject Property L")
in July 2004. The borrower subsequently filed for bankruptcy. The FHLT 2004-D mortgage
loan schedule stated that Subject Property L. was owner occupied. But the borrower’s

bankruptcy filing listed another property in Illinois as his home address. The DTI and LTV
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ratios for Subject Property L were also misrepresented in the Offering Materials. The FHLT
2004-D Prospectus provided maximum DTI ratios of 50% and 55%. Contrary to these
representations, in his bankruptey filing, the borrower listed monthly income of only $4,791.67
in 2004. Factoring in his monthly income and monthly debt payments, which included two auto
loans and two mortgage loans on his actual residence, Borrower 15°s actual DTI ratio was likely
149%. Property L’s actual value prior to closing was $178,221 less than its appraised value,
Based on the AVM analysis, the actual LTV ratio on Loan L was 132%, rather than the 90%
represented in the Offering Materials—a difference of 42%.

) Loans Underlying MMLT 2005-2

170.  Prudential commissioned in-depth reports on 3 loans that collateralized its
investments in MMLT 2005-2,

171. Loans M and N were issued to Borrower 16 on a property in California (“Subject
Property M”) in April 2005. The borrower subsequently filed for bankruptcy. Discrepancies
between the bankruptcy filing and the Offering Materials show that the DTI ratio for Subject
Property M was misrepresented in the Offering Materials. The MMLT 2005-2 Prospectus
Supplement (at S-27) stated that most of the Mortgage Loans had a DTI of 50% of less, and that
none of the Mortgage Loans had a DTI greater than 65%. Contrary to these representations, in
her bankruptcey filing, the borrower listed yearly income of only $37,046 in 2005, surrounding
the closing on Subject Property M. Factoring in her monthly income and monthly debt payments
from two auto loans, a student loan, credit card debt, and other expenses, the borrower’s actual
DTI ratio was likely 89%. The Offering Materials also misrepresented the CLTV ratios for
Loans M and N. Property M’s actual value prior to closing was $47,000 less than its appraised
value. Based on the AVM analysis, the actual LTV ratio on Loan M was 94.3%, rather than the

80% represented in the Offering Materials—w difference of 14.3%. Similarly, the actual CLTV
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ratio on Loans M and N was 117%, not the 100% that was represented in the Offering
Materials—a difference of 17%.

172. Loan O was issued to Borrower 17 on a property in Indiana (“Subject Property
N”) in May 2005. The borrower subsequently filed for bankruptcy. Discrepancies between the
bankruptcy filing and the Offering Materials show that the DTI ratio for Subject Property N was
misrepresented in the Offering Materials. The MMLT 2005-2 Prospectus Supplement (at S-27)
stated that most of the Mortgage Loans had a DTI of 50% of less, and that none of the Mortgage
Loans had a DTI greater than 65%. Contrary to these representations, in his bankruptey filing,
the borrower listed a fotal loss of $40,000 in 2005 from a construction and remodeling business.
the borrower also listed monthly debt payments on an auto loan, boat loan, appliance loan, and
spousal support. Factoring in his complete lack of monthly income and high monthly debt
payments, Borrower 17°s actual DTI ratio cannot even be calculated.

8 Loans Underlying SVHE 2004-WMC1

173.  Prudential commissioned in-depth reports on 2 loans that collateralized its
investments in SVHE 2004-WMC1.

174.  Loan P was issued to Borrower 18 on a property in California (“Subject Property
07} in October 2004, The borrower subsequently filed for bankruptcy. The SVHE 2004-WMC1
mortgage loan schedule stated that Subject Property O was owner occupied. But the borrower’s
bankruptcy filing listed another property in California as his home address, and listed Subject
Property O as his mailing address. The DTI and LTV ratios for Subject Property O were also
misrepresented in the Offering Materials. The SVHE 2004-WMC1 Prospectus provided
maximum DTI ratios of 50% and 55%. Contrary to these representations, in his bankruptcy
filing, the borrower listed monthly income of only $3,000 in 2004, surrounding the closing on

Subject Property O. Factoring in his monthly income and monthly debt payments, Borrower
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18’s actual DTT ratio was likely a 132%. Property O’s actual value prior to closing was $64,000
less than its appraised value. Based on the AVM analysis, the actual LTV ratio on Loan P was
107%, rather than the 95% represented in the Offering Materials—a difference of 12%.

175, Loan Q was issued to Borrowers 19 and 20 on a property in Illinois (“Subject
Property P”) in October 2004. The borrowers subsequently filed for bankruptcy. The DTI ratio
for Subject Property P was misrepresented in the Offering Materials. The SVHE 2004-WMC1
Prospectus provided maximum DT ratios of 50% and 55%. Contrary to these representations, in
their bankruptey filing, the borrowers listed combined monthly income of only $7,666.67 in
2004, surrounding the closing on Subject Property P. The bankruptcy filing also shows that the
borrowers had two auto loans, and furniture loans. Factoring in their monthly income and
monthly debt payments, the borrowers’ actual DTI ratio was likely 77%.

(9)  Loans Underlying SVHE 2006-EQ2

176.  Prudential commissioned in-depth reports on 2 loans that collateralized its
investments in SVHE 2006-EQ2.

177.  Loan R was issued to Borrower 21 on a property in California (“Subject Property
Q”) in September 2006. The borrower subsequently filed for bankruptcy. The SVHE 2006-EQ2
mortgage loan schedule stated that Subject Property Q was owner occupied. But the borrower’s
bankruptcey filing listed another property in California as his home address. The DTI ratio for
Subject Property Q was also misrepresented in the Offering Materials. The SVHE 2006-EQ2
Prospectus provided maximum DTI ratios of 50% and 55%. Contrary to these representations, in
her bankruptcy filing, the borrower listed monthly income of enly $$876.76 in 2006,
surrounding the closing on Subject Property Q. The bankruptey filing also shows that the

borrower had a second lien loan on Subject Property Q and a mortgage loan on the property that
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the borrower Q actually occupied. Factoring in her monthly income and monthly debt payments,
Borrower 21°s actual DTI ratio was likely a staggering 846%.

178. Loan S was issued to Borrowers 22 and 23 on a property in North Carolina
(“Subject Property R”) in October 2006, The borrowers subsequently filed for bankruptcy. The
SVHE 2006-EQ2 mortgage loan schedule stated that Subject Property R was owner occupied.
But the borrowers’ bankruptey filing listed another property in North Carolina as their home
address, and yet another property in North Carolina as their prior address. The DTI ratio for
Subject Property R was also misrepresented in the Offering Materials. The SVHE 2006-EQ2
mortgage loan schedule stated that the borrowers” DT was 48.41%, and the SVHE 2006-EQ2
Prospectus provided maximum DTI ratios of 50% and 55%. Contrary to these representations, in
their bankruptcy filing, the borrowers listed combined monthly income of enly $2,500 in 2006,
surrounding the closing on Subject Property R. The bankruptcy filing also shows that the
borrowers had a second lien loan on Subject Property 18, two auto loans, and a mortgage loan on
the property that they actually occupied. Factoring in their monthly income and monthly debt
payments, the borrowers” actual DTI ratio was likely 289%.

(10) Loans Underlying SVHE 2006-NLC1

179.  Prudential commissioned in-depth reports on 5 loans that collateralized its
investments in SVHE 2006-NLCI.

180. Loan T was issued to Borrowers 24 and 25 on a property in Texas (“Subject
Property §”) in August 2006. The borrowers subsequently filed for bankruptcy. Discrepancies
between the bankruptcey filing and the Offering Materials show that the DTI ratio for Subject
Property S was misrepresented in the Offering Materials. The SVHE 2006-NLC1 Offering
Circular (at 42-45) provided maximum DTI ratios of 50% and 55%. Contrary to these

representations, in their bankruptcy filing, the borrowers listed combined monthly income of
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only $1,787 in 2006, surrounding the closing on Subject Property S. Factoring in their monthly
income and monthly debt payments, the borrowers’ actual DTI ratio was likely 101%.

181. Loan U was issued to Borrower 26 on a property in California (“Subject Property
T”) in September 2006. The borrower subsequently filed for bankruptcy. Discrepancies
between the bankruptey filing and the Offering Materials show that the DTI ratio for Subject
Property T was misrepresented in the Offering Materials. The SVHE 2006-NCI.1 Offering
Circular (at 42-45) provided maximum DTI ratios of 50% and 55%. Contrary to these
representations, in his bankruptey filing, the borrower listed monthly income of only $4,085.74
in 2006, surrounding the closing on Subject Property T. The bankruptcy filing also shows that
the borrower had a second lien loan on Subject Property T and an auto loan. Factoring in his
monthly income and monthly debt payments, Borrower 26°s actual DTI ratio was likely 89%.

182. Loan V was issued to Borrower 27 on a property in California (“Subject Property
U”) in July 2006. The borrower subsequently filed for bankruptcy. Discrepancies between the
bankruptcy filing and the Offering Materials show that the DT ratio for Subject Property U was
misrepresented in the Offering Materials. The SVHE 2006-NCL1 Offering Circular (at 42-45)
provided maximum DTI ratios of 50% and 55%. Contrary to these representations, in her
bankrupicy filing, the borrower listed monthly income of only $383.75 in 2006, surrounding the
closing on Subject Property U. Factoring in her monthly income and monthly debt payments,
Borrower 27°s actual DTI ratio was likely a staggering 781%.

183. Loan W was issued to Borrower 28 on a property in Arizona (“Subject Property
V”) in September 2006. The borrower subsequently filed for bankruptey. Discrepancies
between the bankruptey filing and the Offering Materials show that the DT ratio for Subject

Property 22 was misrepresented in the Offering Materials. The SVHE 2006-NCL1 Offering
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Circular (at 42-45) provided maximum DTI ratios of 50% and 55%. Contrary to these
representations, in his bankruptcy filing, the borrower listed monthly income of enly $1,250 in
2006, surrounding the closing on Subject Property V. Factoring in his monthly income and
monthly debt payments, which included a second lien loan on Subject Property V, an auto loan,
and home owner’s association fees, Borrower 28°s actual DTI ratio was likely 142%.

184. Loan X was issued to Borrower 29 on a property in California (“Subject Property
W) in September 2006. The borrower subsequently filed for bankruptcy. Discrepancies
between the bankruptey filing and the Offering Materials show that the DTI ratio for Subject
Property W was misrepresented in the Offering Materials. The SVHE 2006-NCL1 Offering
Circular (at 42-45) provided maximum DTI ratios of 50% and 55%. Contrary to these
representations, in his bankruptey filing, the borrower listed zero monthly income in 2006,
surrounding the closing on Subject Property W. The bankrupicy filing also showed that the
borrower had a second lien loan on Subject Property W, and an auto loan. Factoring in his
complete lack of monthly income and multiple monthly debt payments, Borrower 29’s actual
DI ratio cannot even be calculated.

(11) Loans Underlying SVHE 2006-OPT1

185.  Prudential commissioned in-depth reports on 2 loans that collateralized its
investments in SVHE 2006-OPT1. Prudential’s Certificates are backed by loans from the Group
II'loan pool in the Securitization, and the two loans analyzed below are likewise drawn from the
Group 1I loan pool.

186. Loan Y was issued to Borrower 30 on a property in Colorado (“Subject Property
X”) in December 2005. The borrower subsequently filed for bankruptcy. Discrepancies
between the bankruptey filing and the Offering Materials show that the DTI ratio for Subject

Property X was misrepresented in the Offering Materials. The SVHE 2006-OPT1 Prospectus
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provided maximum DTI ratios of 55% and 60%. Contrary to these representations, in her
bankruptcy filing, the borrower listed zero income in 2006, surrounding the closing on Subject
Property X. Factoring in her complete lack of monthly income and monthly debt payments,
which included a motorcycle loan, property taxes, and insurance, the borrower’s actual DTI ratio
cannot even be calculated. The LTV ratio for Loan Y was also misrepresented. Property X’s
actual value prior to closing was $182,100 less than its appraised value. Based on the AVM
analysis, the actual LTV ratio on Loan Y was 144%, not the 94.87% represented in the Offering
Materials-—a difference of 49.13%.

187. Loan Z was issued to Borrower 31 on a property in Virginia (“Subject Property
Y”) in January 2006. The borrower subsequently filed for bankruptcy. Discrepancies between
the bankruptcy filing and the Offering Materials show that the DTI and LTV ratios for Subject
Property Y were misrepresented in the Offering Materials, The SVHE 2006-OPT1 Prospectus
provided maximum DTI ratios of 55% and 60%. Contrary to these representations, in his
bankruptcy filing, the borrower listed monthly income of only $5,413.16 for 2005 and $7,525 for
2006. Factoring in his monthly income and monthly debt payments, the borrower’s actual DTI
ratio was between 114% and 159%. Subject Property Y’s actual value prior to closing was
$188,200 less than its appraised value. Based on the AVM analysis, the actual LTV ratio on
Loan Z was 95%, not the 79.96% represented in the Offering Materials—-a difference of 15.04%.

(12) Loans Underlying SVHE 2006-OPT2

188.  Prudential commissioned in-depth reports on 2 loans that collateralized its
investments in SVHE 2006-OPT2.

189. Loan AA was issued to Borrower 32 on a property in Massachusetts (“Subject
Property Z”) in March 2006. The borrower subsequently filed for bankruptcy. The SVHE 2006-

OPT2 mortgage loan schedule stated that Subject Property Z was owner occupied. But Borrower
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32’s bankruptcy filing listed another property in Massachusetts as the borrower’s home address.
The DT1 and LTV ratios for Subject Property Z were also misrepresented in the Offering
Materials. The SVHE 2006-OPT2 mortgage loan schedule stated that the borrower’s DTI was
only 46.95%%, and the SVHE 2006-OPT2 Prospectus provided maximum DTI ratios of 55%
and 60%. Contrary to these representations, in his bankruptcy filing, the borrower listed monthly
income of enly $355 from social security in 2006, Factoring in his monthly income and monthly
debt payments, including from a second lien loan on Subject Property Z, Borrower 32°s actual
DTl ratio was likely a staggering 977%. Property Z’s actual value prior to closing was $47,000
less than its appraised value. Based on the AVM analysis, the actual LTV ratio on Loan AA was
90%, not the 79.95% represented in the Offering Materials—a difference of 10.05%.

190. Loan BB was issued to Borrower 33 on a property in California (“Subject
Property AA”) in February 2006. The borrower subsequently filed for bankruptcy. The SVHE
2006-OPT2 mortgage loan schedule stated that Subject Property AA was owner occupied. But
the borrower’s bankruptcy filing listed another property in California as her home address. The
DTI and LTV ratios for Subject Property AA were also misrepresented in the Offering Materials.
The SVHE 2006-OPT2 mortgage loan schedule stated that the borrower’s DTI was only 38.92%,
and the SVHE 2006-OPT2 Prospectus provided maximum DTI ratios of 55% and 60%.

Contrary to these representations, in her bankruptcy filing, the borrower listed monthly income
of only $333 in 2006. Factoring in her monthly income and monthly debt payments, including a
mortgage loan on the property that she actually occupied, the borrower’s actual DTI ratio was
likely 982%. Property AA’s actual value prior to closing was $47,000 less than its appraised
value. Based on the AVM analysis, the actual LTV ratio on Loan BB was 115%, not the 100%

represented in the Offering Materials—a difference of 15%.
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(13) Loans Underlying SVHE 2006-OPT3

191, Prudential commissioned in-depth reports on two loans that collateralized its
investments in SVHE 2006-OPT3. Prudential’s Certificates are backed by loans from the Group
Il loan pool in the Securitization, and the loan analyzed below is likewise drawn from the Group
IT loan pool.

192.  Loan CC was issued to Borrower 34 on a property in California (“Subject
Property BB”) in January 2006. The borrower subsequently filed for bankruptey. Discrepancies
between the bankruptey filing and the Offering Materials show that the DTI and LTV ratio for
Subject Property BB was misrepresented in the Offering Materials. The SVHE 2006-OPT3
Prospectus provided maximum DTI ratios of 55% and 60%. Contrary to these representations, in
his bankruptcy filing, the borrower listed zero monthly income at the time Loan CC closed in
2006, and only $1,696 of monthly income later in 2006. Factoring in his monthly income and
monthly debt payments, the borrower’s actual DT ratio was likely either 397%, or cannot be
calculated at all. Property BB’s actual value prior to closing was $333,000 less than its
appraised value. Based on the AVM analysis, the actual LTV ratio on Loan CC was 84%, not
the 63% represented in the Offering Materials-—a difference of 21%.

193.  Loan DD was issued to Borrower 35 on a property in Nevada (“Subject Property
CC”) in March 2006. The borrower subsequently filed for bankruptcy. The DTI ratio for
Subject Property CC was misrepresented in the Offering Materials. The SVHE 2006-OPT3
Prospectus provided maximum DTI ratios of 55% and 60%. Contrary to these representations, in
her bankruptcy filing, the borrower stated that she was a homemaker, and listed zero monthly
income for 2006. Factoring in her complete lack of monthly income and high monthly debt
payments, the borrower’s actual DT ratio cannot even be calculated. The LTV ratio for Loan

DD was also misrepresented. Property CC’s actual value prior to closing was $451,000 less than

62



its appraised value. Based on the AVM analysis, the actual LTV ratio on Loan DD was 111 %,
not the 74.98% represented in the Offering Materials—a difference of 36.02%.

(14) Loans Underlying SVHE 2006-OPT4

194.  Prudential commissioned in-depth reports on 2 loans that collateralized its
investments in SVHE 2006-OPT4. Prudential’s Certificates are backed by loans from the Group
II and aggregate loan pools in the Securitization, and the loans analyzed below are drawn from
the Group II loan pool.

195.  Loan EE was issued to Borrower 36 on a property in Ohio (“Subject Property
DD} in March 2006. The borrower subsequently filed for bankruptcy. The DTI and LTV ratios
for Subject Property DD were misrepresented in the Offering Materials. The SVHE 2006-OPT2
mortgage loan schedule stated that the borrower’s DTI was only 41.82%, and the SVHE 2006-
OPT2 Prospectus provided maximum DTI ratios of 55% and 60%. Contrary to these
representations, in her bankruptcy filing, the borrower listed monthly income of only $2,772.68
in 2006. Factoring in her monthly income and monthly debt payments, including on an auto loan
and a piano loan, Borrower 36°s actual DTI ratio was likely 238%. Property DD’s actual value
prior to closing was only $289,400—1/ess than half of its appraised value. Based on the AVM
analysis, the actual LTV ratio on Loan EE was 190%, not the 74.97% represented in the Offering
Materials—a difference of 115.03%.

196.  Loan FF was issued to Borrower 37 on a property in California (“Subject Property
EE”) in March 2006. The borrower subsequently filed for bankruptey. The DTI and LTV ratios
for Subject Property EE were misrepresented in the Offeriﬁg Materials. The SVHE 2006-OPT4
mortgage loan schedule stated that the borrower’s DTI was only 53.97%, and the SVHE 2006-
OPT4 Prospectus provided maximum DTI ratios of 55% and 60%. Contrary to these

representations, in his bankruptcy filing, the borrower listed monthly income of only $6,459.66
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in 2006. Factoring in his monthly income and monthly debt payments, which included two auto
loans and a furniture loan, Borrower 37°s actual DTI ratio was likely 178%. Property EE’s
actual value prior to closing was $162,000 less than its appraised value. Based on the AVM
analysis, the actual LTV ratio on Loan FF was 115%, not the 95% represented in the Offering
Materials—a difference of 20%.

(15) Loans Underlying SVHE 2006-OPT5S

197.  Prudential commissioned in-depth reports on 2 loans that collateralized its
investments in SVHE 2006-OPTS5. Prudential’s Certificates are backed by loans from the Group
II loan pool in the Securitization, and the loans analyzed below are likewise drawn from the
Group II loan pool.

198.  Loan GG was issued to Borrower 37 on a property in Colorado (“Subject Property
FF”) in March 2006. The borrower subsequently filed for bankruptcy. The DTI ratio for Subject
Property FF was misrepresented in the Offering Materials. The SVHE 2006-OPT5 mortgage
loan schedule stated that the borrower’s DTI was only 39%, and the SVHE 2006-OPT5
Prospectus provided maximum DTI ratios of 55% and 60%. Contrary to these representations, in
her bankruptcy filing, the borrower listed monthly income of only $3,285 in 2006. Factoring in
her monthly income and monthly debt payments, which included an auto loan and a student loan,
the borrower’s actual DTI ratio was likely 95%. The LTV ratio for Loan GG was also
misrepresented. Property FF’s actual value prior to closing was $51,000 less than its appraised
value. Based on the AVM analysis, the actual LTV ratio on Loan GG was 116%, not the 96.89%
represented in the Offering Materials—a difference of 19.11%.

199.  Loan HH was issued to Borrower 38 on a property in Georgia (“Subject Property
GG”) in April 2006. The borrower subsequently filed for bankruptcy. The SVHE 2006-OPTS5

mortgage loan schedule stated that Subject Property GG was owner occupied. But the
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borrower’s bankruptey filing listed another property in Georgia as his home address. The DTI
and LTV ratios for Subject Property GG were also misrepresented in the Offering Materials.
The SVHE 2006-OPTS5 Prospectus provided maximum DTTI ratios of 55% and 60%. Contrary to
these representations, in his bankruptey filing, the borrower listed monthly income of only
$2,666.66 in 2006. The bankruptcy filing also shows that the borrower had an auto loan, a
student loan, and mortgage loans on two other properties in Georgia. Factoring in his monthly
income and monthly debt payments, Borrower 38’s actual DTI ratio was likely 219%. Property
GG’s actual value prior to closing was only $110,000—l/ess than half of its appraised value.
Based on the AVM analysis, the actual LTV ratio on Loan HH was 195%, not the 99.96%
represented in the Offering Materials—a difference of 95.04%.

C. The Results of Defendants® Third-Party Due Diligence Confirms They Were
Systematically Securitizing Defective Loans

200. As discussed above, Defendants purchased many of the Mortgage Loans from
unaffiliated Originators to fuel their securitization machines. Prior to a loan auction, the
Originators would provide Defendants with bid sheets, which, among other things, dictated:

(1) the percentage of the pool on which the investment banks would be permitted to conduct due
diligence; and (2) the number of loans Defendants could “kick out” due to borrower deficiencies,
payment delinquencies, early payment defaults, lack of documentation, and other problems.
Prior to bid submission, Originators also send Defendants spreadsheets known as loan tapes,
which contained various loan data. Defendants were supposed to “crack™ the loan tapes, analyze
them, and determine what prices to bid for the loan pools. Once this “bid package” analysis was
complete, Defendants submitted their bids.

201. If the Originator accepted a bid, Defendants typically had a defined period of time

prior to the settlement date to conduct due diligence on the loans. Defendants had their own due
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diligence teams, and also sometimes hired third-party due diligence firms such as Clayton or the
Bohan Group (“Bohan”) to conduct this review under their supervision. If an investment bank
chose to kick out a large number of loans from a pool (e.g., because the loans failed to conform
to the mortgage originator’s guidelines), it risked being excluded from future loan purchases. As
a result, the banks, including Defendants, performed increasingly cursory due diligence on the
loans they securitized.

202, As described by the FCIC’s January 2011 report, reviews conducted by such
entities as Clayton were intended to cover three areas: “credit, compliance, and valuation.”
(FCIC Report at 166.) This included answering such questions as whether the “loans meet the

k-1

underwriting guidelines,” “comply with federal and state laws, notably predatory-lending laws
and truth-in-lending requirements,” and “were the reported property values accurate.” (Id.) The
review also analyzed whether, to the extent a loan was deficient, there were any “compensating
factors.” (Id.)

203.  Once Clayton identified deviations, the seller had the option to attempt to cure
them by providing missing documentation or otherwise explaining to Clayton why a loan
complied with the underwriting standards. If additional information was provided, Clayton re-
graded the loan.

204.  During 2006 and the first half of 2007, Clayton reviewed 911,039 loans issued by
originators for securitization by its clients (including Defendants). According to the FCIC
Report, only 54% of the nearly one-million loans reviewed by Clayton Holdings “met
guidelines.” (FCIC Report at 166.)

205. Each day, Clayton generated reports for RBS, as well as the loan seller, that

summarized Clayton’s review findings, including summaries of the loan files that suffered from

66



exceptions to the relevant underwriting standards. Clayton provided its findings in exceptional
detail, and despite the restrictions put on Clayton’s activities, Clayton managed to identify a
stunningly high number of defective loans.

206.  For instance, the FCIC found that from the first quarter of 2006 to the first quarter
of 2007, 18% of the mortgages RBS submitted to Clayton for review were rejected as outside
underwriting guidelines. RBS did not reject non-compliant loans, nor did it look to undertake
additional diligence with respect to those faulty loans. Instead, the FCIC showed that RBS
“waived” 53% of those rejected loans into securitizations.

207. That Defendants were providing so many “waivers™ as a matter of course during
the period at issue in this case confirms that Defendants were systematically securitizing
defective loans-—and, thus, confirms the Certificates here were similarly defective. On
information and belief, these high percentages of non-compliant loans were identified despite
Defendants pressuring Clayton and other third-party due-diligence firms to provide reports in a
very short time frame, with only limited re-verification of data, and to approve as many loans as
possible. (See Section III below.) Thus, on information and belief, the percentage of loans
securitized by Defendants that were truly problematic was in fact much higher than the
astounding rates Clayton’s reports indicate these firms managed to discover despite the
limitations placed on its activities.

D. The Systemic Abandonment of the Third-Party Originators Confirms the
Mortgage Loans Were Misrepresented

208.  As set forth below, the loans in the Securitizations were initially originated by

third parties.

EMLT 2004 2 Aggregate EqulF:rst Corp

EMLT 2004-3 M2, M4, M5, M6, All loans (no EquiFirst Corp, 100%
M7 groups)
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EMLT 2005-1 M2, M3, M4, M5, All loans (no EquiFirst Corp. 100%
M6 groups)
FHLT 2004-1 M1, Mo Aggregate Fremont Investment & 100%
Loan
FHLT 2004-2 M2 Aggrepate Fremont Investment & 100%
Loan
FHLT 2004-D M1 Aggregate Fremont Investment & 100%
Loan
MMLT 2005-2 M2 Agppregate Meritage Mortgage Corp. 100%
RBSGC 2005-A 3A Group 3 First National Bank of 52.69%
Nevada
PHH Mortgage Corp. 17.49%
GreenPoint Mortgage 14.16%
Funding, Inc,
SVHE 2004- M2, M3, M4 Agpregate WMC Mortgage Corp. 100%
WMC1
SVHE 2006-EQ2 Ad All loans (no EquiFirst Corp. 100%
groups)
SVHE 2006-NLC1 A2, A3 All loans (no First NLC Financial 100%
groups) Services, LLC
SVHE 2006-OPT1 2A4 Group 2 Option One Mortgage 100%
Corp.
SVHE 2006-OPT2 A4 All loans (no Option One Mortgage 100%
groups) Corp.
SVHE 2006-OPT3 2A4 Group 2 Option One Mortgage 100%
Corp.
SVHE 2006-OPT4 2A4 Group 2 Option One Mortgage 100%
Corp.
SVHE 2006-OPT4 M1 Aggregate Option One Mortgage 100%
Corp.
SVHE 2006-OPTS 2A4 Group 2 Option One Mortgage 1060%
Corp.

209.  The systemic breakdown of Defendants’ own processes outlined above, showing
a breakdown in the quality-control processes that should have prevented the securitization of
defective loans, supports the conclusion that, in fact, Defendants routinely securitized defective
loans, regardless of originator. That the Mortgage Loans initiated by the third-party Originators
is also supported Prudential’s loan-level analysis of the Mortgage Loans’ misrepresented features
and their recent dismal performance. But the defective nature of the third-party originated loans
is further confirmed by recent revelations about the Originators themselves. It has recently come

to light that the third-party Originators had themselves systematically abandoned the stated
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underwriting guidelines. A sample of the governmental, documentary, and testimonial evidence
of the third-party Originator’s abandonment is summarized below.

(1) Third-party Originator Option One Mortgage Corporation
systematieally abandoned its underwriting guidelines

210.  Option One Mortgage Corporation (“Option One™) originated all of the Mortgage
Loans underlying the SVHE 2006-OPT1, SVHE 2006-OPT2, SVHE 2006-OPT3, SVHE 2006-
OPT4, and SVHE 2006-OPTS5 Securitizations.

211.  Option One was a national mortgage lender formerly owned by H&R Block, Inc.,
until its assets were sold to American Home Mortgage Servicing, Inc., in April 2008. According
to the Comptroller of the Currency’s “Worst Ten in the Worst Ten” list, a compilation of the
worst mortgage originators in the ten metropolitan areas with the highest foreclosure rates,
Option One was ranked as the sixth-worst mortgage originator by number of foreclosures as of
March 22, 2010.

212, Confidential witnesses confirm Option One’s systemic abandonment of
underwriting guidelines. Confidential Witness 1 (“CW1™) was the Post-Closing Team Lead at
Option One from December 2002 until 2007, when Option One shut down. CW1 stated that,
during the appraisal process, mortgage loan underwriters at Option One would call their
“appraiser friends” and communicate to the appraiser the requisite appraisal value for approval
of the mortgage loan being underwritten.

213.  Confidential Witness 2 (“CW2”) was a National Credit Underwriting Manager at
Option One from 2001 to 2004. According to CW2, the institutions that purchased loans from
Option One “didn’t care” about underwriting guidelines and only cared about the FICO scores of

the borrowers.
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214, CW2 often saw that loans he refused to underwrite were subsequently
underwritten by his co-workers. In addition, if an applicant had a FICO score within guidelines,
CW?2 was not empowered to reject the application, even if he did not think the borrower would
be able to repay the loan.

215.  Confidential Witness 3 (“CW3”) was a Mortgage Underwriter at Option One
from 2004 to 2006. CW3 stated that Option One’s sales force was primarily paid on
commission, so the volume of mortgage loans originated was critical to them. According to
CW3, there was no consequence, either to Account Executives or Underwriters, if a borrower
defaulted on his or her first mortgage payment. In addition, Account Executives often went
behind the backs of Underwriters who rejected a loan and would simply seek approval from
management.

216.  According to CW3, stated income loans were difficult, and at times, impossible to
verify. Loans that met the guidelines but looked dubious, such as a cosmetologist or landscaper
making an annual income of over $100,000, were made every day. In spite of the fact that CW3
felt that the cosmetologist likely was not earning the income stated on the application, CW3 did
not have discretion to reject the loan. According to CW3, numerous loans with such
misrepresentations were approved on a daily basis. As to owner-occupancy fraud, CW3
estimated that approximately one loan file a day had a misrepresentation regarding owner
occupancy status, and several such loans were funded every week.

217. Confidential Witness 4 (“CW4”") was an Underwriting Project Lead at Clayton,
who oversaw third party due diligence of sample pools of loans, including those originated by
Option One. CW4 discovered that Option One loans were exceptionally “bad loans . . . about as

bad as could be.” According to CW4, Option One employed a practice known as “rugging,”

70



This meant attributing purported “compensating factors” to loan applicants that bore no logical
relationship to a lower credit risk. Consequently, borrowers would be upgraded into products
they could not afford based on what CW4 stated could, at best, be considered “wishful thinking.”
CW4 also noted that Option One made loans with DTIs as high as 60% and relied on appraisals
that were “real goofy.” In addition, according to CW4, Option One frequently refinanced loans
that were six to eight months old, a practice that produces loans that are inherently presumed to
be high risk.

218.  On June 3, 2008, the Massachusetts Attorney General filed an action against
Option One, and its past and present parent companies, for their unfair and deceptive origination
and servicing of mortgage loans. (See Complaint, Commonwealth v. H&R Block, Inc., CV No.
08-2474-BLS (Mass. Super. Ct. June. 3, 2008) (the “Option One Complaint™).) According to the
Massachusetts Attorney General, since 2004, Option One had “increasingly disregarded
underwriting standards . . . and originated thousands of loans that [Option One] knew or should
have known the borrowers would be unable to pay, all in an effort to increase loan origination
volume so as to profit from the practice of packaging and selling the vast majority of [Option
One’s] residential subprime loans to the secondary market.” (See Option One Complaint at §4.)
The Massachusetts Attorney General alleged that Option One’s agents and brokers “frequently
overstated an applicant’s income and/or ability to pay, and inflated the appraised value of the
applicant’s home.” (Id. ar 98.) It also “avoided implementing reasonable measures that would
have prevented or limited these fraudulent practices.” (Jd.) Option One’s “origination policies .
... employed from 2004 through 2007 have resulted in an explosion of foreclosures.” (Jd. at §1.)

219.  On November 24, 2008, the Superior Court of Massachusetts granted a

preliminary injunction in the case, which prevented Option One from foreclosing on thousands
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of loans issued to Massachusetts residents. (See Commonwealth v. H&R Block, Inc., No. 08-
2474-BLS1, 2008 WL 5970550 (Mass. Super. Ct. Nov, 24, 2008).) On October 29, 2009, the
Appeals Court of Massachusetts affirmed the preliminary injunction. (See Commonwealth v.
Option One Mortgage Co., No. 09-P-134, 2009 WL 3460373 (Mass. App. Ct. Oct. 29, 2009).)

220.  On August 9, 2011, the Massachusetts Attorney General announced that H&R
Block, Inc., Option One’s parent company, had agreed to settle the suit for approximately $125
million. (See Massachusetts Attorney General Press Release, “H&R Block Mortgage Company
Will Provide $125 Million in Loan Modifications and Restitutions,” Aug. 9, 2011.)

(2) Third-party Originator Fremont Investment & Loan systematically
abandoned its underwriting guidelines

221.  Fremont Investment & Loan (“Fremont™) originated all of the Mortgage Loans
underlying the FHL.T 2004-1, FHLT 2004-2, and FHLT 2004-D Securitizations.

222,  According to the Senate Permanent Subcommittee:

Fremont Investment & I.oan was once the fifth largest subprime mortgage lender

in the United States. At its peak in 2006, it had $13 billion in assets, 3,500

employees, and nearly two dozen offices. Fremont Investment & Loan was

neither a bank nor a thrift, but an “industrial loan company” that issued loans and

held insured deposits. . . . . In June 2008, Fremont General Corporation declared
bankruptcy under Chapter 11 .. . .

SPSI Report at 237-38,

223.  Fremont was shuttered by the FDIC in March 2007. In 2009, it was reported that
the FDIC’s move against Fremeont, at the direction of Chairperson Sheila Bair, was the first
government action against a subprime lender. As reported in the New Yorker: “Fremont was
among the worst of the subprime offenders, using all the now familiar practices: targeting
people with bad credit, ignoring traditional standards for underwriting home loans, paying third-
party brokers handsomely to bring in gullible customers, and then infecting the larger financial

system by selling off the hazardous loans. ‘We ordered them out of the business,’ she said.
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‘And they weren’t happy about it.”” (Ryan Lizza, The Contrarian: Sheila Bair and the White
House financial debate, New Yorker, July 6, 2009.) On June 18, 2008, Fremont filed for
bankruptcy.

224. The FDIC, in its Order to Cease and Desist in the action styled /n the Matter of
Fremont Investment & Loan, Brea, California, Docket No. FDIC-07-035b, concluded that
Fremont had been, among other things: “engaging in unsatisfactory lending practices, . . .
marketing and extending [ARM] products to subprime borrowers in an unsafe and unsound
manner, . . . approving borrowers without considering appropriate documentation and/or
verification of their income, . . . approving loans or ‘piggyback’ loan arrangements with loan-to-
value ratios approaching or exceeding 100 percent of the collateral . . . [and] making mortgage
loans without adequately considering the borrower’s ability to repay the mortgage according to
its terms.”

225.  On December 9, 2008, the Supreme Judicial Court of Massachusetts affirmed a
preliminary injunction that prevented Fremont from foreclosing on thousands of loans issued to
Massachusetts residents. As a basis for its unanimous ruling, the Supreme Judicial Court found
that the record supported the conclusion that “Fremont made no effort to determine whether
borrowers could ‘make the scheduled payments under the terms of the loan,”” and that “Fremont
knew or should have known that [its lending practices and loan terms] would operate in concert
essentially to guarantee that the borrower would be unable to pay and default would follow.”
(Commonwealth v. Fremont Inv. & Loan, 897 N.E.2d 548, 556 (Mass, 2008).) The terms of the
preliminary injunction were made permanent by the June 9, 2009 settlement.

226.  On June 9, 2009, Massachusetts Attorney General Martha Coakley announced a

$10 million settlement with Fremont that resolved charges “that the company was selling risky
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loan products that it knew was designed to fail, such as 100% financing loans and ‘no
documentation loans.’” As alleged in the Attorney General’s complaint:
Fremont issued thousands of subprime loans, with multiple layers of risk, through
mortgage brokers who regularly provided Fremont with false information that
Fremont intentionally, recklessly or negligently failed to verify or audit . . . .
Fremont knew or should have known substantial numbers of its subprime loans,
especially absent prompt refinancing, would foreseeably fail and result in

foreclosure, but nonetheless made the loans to promptly package and sell to the
secondary market,

(Commonwealth of Massachusetts v. Fremont Investment & Loan, Case No. SUCV 2007-
4373, dated October 4, 2007, at §2.)

227.  Roger Ehrnman, Fremont’s former regulatory compliance and risk manager,
substantiated the findings of the Massachusetts Attorney General and the FDIC when he told the
FCIC that Fremont repeatedly attempted to place rejected loans into the pools of mortgages that
were 10 be sold to investors and “had a policy of putting loans into subsequent pools until they
were kicked out three times.” (FCIC Report at 168.)

228. Fremont was singled out by Senator Carl Levin in his opening remarks to the
Permanent Subcommittee and Investigations’ hearing on Wall Street and the financial crisis,
noting they are “known for loans with high rates of delinquency.” In her testimony to the FCIC,
Vicki Beal, Senior Vice President of the due-diligence firm Clayton, was asked whether there
were “some loan originators who just weren’t as good as [the] others.” She identified, among
others, Fremont.

229.  Confidential Witness 5 (“CWS5™) was a Senior Loan Processor at Fremont from
2001 through May 2007. CW5’s job was to gather the documents necessary to satisfy the
“stipulations™ required by Fremont’s underwriters (such as paystubs, tax returns, and appraisals).
CWS5 felt a sense of urgency and a pressure to close loans, and to possibly compromise lending

standards, because of the “catch-22” created by the fact that underwriters and loan processors
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were only given bonuses on how many loans were closed—not how many were reviewed. In
gathering documents, CW5 had suspicions about incomes being claimed, such as “a waitress
[that] was making an obscene amount of money.” Nonetheless, “we had to accept it.” The high
claims of income, according to CWS5, became a joke amongst personnel in the lending center.
According to CWS5, another “joke” amongst Fremont’s lending center personnel was inflated
appraisals. It was “obvious” that many appraisers were “not impartial” and engaged in “a lot of
shady stuff.”

230.  Confidential Witness 6 (“CW6”) was a loan processor at Fremont from 2002 to
2004, and a Senior Account Manager for Fremont in 2006. CW6’s duties included ensuring that
the needed documents were included in the loan file. There was not only a quota of loans that
the underwriters had to hit, but they were paid for every extra loan, and the entire team got paid
even more if they collectively closed a given number of loans. According to CW6, there were
“some dubious loans” at the time, and underwriters would be “persuaded” to approve loans they
were unsure about. Appraisals could “get a little sticky,” and CW6 had heard of instances where
comparable sales were left off because they did not assist the needed appraisal.

231.  Confidential Witness 7 (“CW7”) was a Compliance Analyst at Fremont in 2005
and 2006 that was responsible for investigating suspicious activity, CW7 noted that Fremont had
very high loan production goals for its lending centers, but its compliance staffing was “very
low.” CW7 formed the conclusion that management’s understanding and interest in risk and
compliance matters was “fairly low.” Overall, the percentage of files CW7 examined that had
compliance-related shortcomings was “pretty high,” suggesting a “structural process problem.”
He could not help but notice that many large loans were being granted to borrowers claiming

assets in the form of automobiles and jewelry—yet, suspiciously, little cash in the bank.
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232.  On information and belief, former Fremont employees will testify that:

» Fremont’s Regulatory Risk Management group submitted numerous, repeated
adverse written findings to senior Fremont executives in 2005 and 2006, which
highlighted, among other things, unfair and deceptive acts, poor underwriting, and
problematic incentive compensation.

. Fremont filed repeated Suspicious Activity Reports (“SARs™) regarding broker
fraud as to certain brokers, but Fremont executives would not end its relationships
with the identified brokers.

. Fremont underwriters were instructed that Fremont’s underwriting policies were
merely a “guide,” and broad use of exceptions to the policies was promoted in
order to drive loan quantity, Indeed, between 2005 and 2007, an estimated 30%
of Fremont’s leans had some sort of exception, partly because anyone from an
assistant manager on up had the authority to approve exceptions.

. Fremont would convert borrowers who were rejected under full documentation
loan applications to “stated income” loans—with a higher reported income than
previously documented—so that the loans were ultimately approved.

. Fremont underwriters would ignore obviously fraudulent documents when
approving loans, and when information could not be falsified—such as pay

stubs—Fremont underwriters would simply remove it from the application files.

. Fremont underwriters would call appraisers and directly request that they inflate
their appraisal values in order to close a deal.

) Fremont experienced rampant fraud with regard to appraisals, such as appraisals
that were incomplete, did not match the address of the property, or described the

home as owner-occupied, when it was rented.

3) Third-party Originator WMC Mortgage Corporation systematically
abandoned its underwriting guidelines

233,  WMC Mortgage Corporation (“WMC”) originated all of the Mortgage I.oans
underlying the SVHE 2004-WMC]1 Securitization.

234, WMC employed reckless underwriting standards and practices that resulted in a
huge amount of foreclosures, ranking WMC fourth in the report presented to the FCIC in April
2010 identifying the “Worst Ten” mortgage originators in the “Worst Ten” metropolitan areas.

See OCC Press Release, “Worst Ten in the Worst Ten.” General Electric, which had purchased
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WMC in 2004, closed down operations at WMC in late 2007 and took a $1.4 billion charge in
the third quarter of that year. (See, e.g., Diane Brady, Adventures of a Subprime Survivor,
Bloomberg Businessweek, Oct. 29, 2007, available at hitp://www.businessweek.com/magazine
/content/07_44/b4056074.htm.)

235.  In June 2008, the Washington State Department of Financial Institutions, Division
of Consumer Services filed a Statement of Charges and Notice of Intention to Enter an Order to
Revoke License, Prohibit From Industry, Impose Fine, Order Restitution and Collect
Investigation Fees against WMC Mortgage and its principal owners individually. (See Statement
of Charges, No. C-07-557-08-SC01, Jun. 4, 2008.)

236. The Statement of Charges referenced a review of 86 loan files, which revealed
that at least 76 of 86 loans originated by WMC as late as October 6, 2006 were defective or
otherwise in violation of Washington state law. (/d.) Among other things, the investigation
uncovered that WMC had originated loans with unlicensed or unregistered mortgage brokers,
understated amounts of finance charges on loans, understated amounts of payments made to
escrow companies, understated annual percentage rates to borrowers, and committed many other
violations of Washington State deceptive and unfair practices laws. (Id.)

237. Areview by a mortgage-backed securities trustee holding WMC loans—and thus,
by someone who, unlike Prudential, has access to WMC’s actual loan files—also found that
many of them were defective. The trustee found that WMC’s such basic representations as that
no fraud had taken place, and that the loans complied with WMC’s underwriting guidelines,
“were false when made.” A review of 200 loan files (some of which were from a co-originator,

EquiFirst, also at issue in this case) found a 75% error rate.
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238, For example, the trustee’s re-underwriting found that a Mortgage Loan
originated by WMC was plagued with misrepresentations of the borrower’s income, debt
liabilities and occupancy status. In particular, whereas the borrower stated on his loan
application that he earned $14,782 per month performing “account analysis,” the borrower’s
income tax returns for the 2005 and 2006 years made it unambiguously clear that he was a taxi
driver with a monthly income of only $1,548. Further, the borrower’s credit report disclosed two
additional mortgages in the amount of $435,000, or an additional monthly liability of $3,094,
which the borrower failed to disclose on his loan application. Finally, contrary to the borrower’s
representations, the property he sought to purchase with the loan in question was not the
borrower’s primary residence, and as a result, the rental obligations of the borrower’s actual
primary residence added another $2,200 of monthly debt liabilities. In sum, if the borrower’s
characteristics were viewed in a true and accurate light, the borrower’s debt to income ratio
(“DTI”) rose from an acceptable 34.9% to an incredible 761.7%.

239.  According to the trustee’s review of the related loan file and other information,
another Mortgage Loan originated by WMC likewise contained numerous misrepresentations of
the borrower’s income, the co-borrower’s income, and the borrower’s undisclosed debt
liabilities. Specifically, instead of her stated $9,200 monthly income as a billing manager, the
borrower actually worked as an optometric technician, making $2,405 per month. Similarly, the
co-borrower misrepresented his income and occupation to be $8,800, earned as a grade check,
rather than the actual $2,843, earned as a laborer. Moreover, in the same month the borrower
closed this loan, the borrower had also refinanced another, unrelated property, which increased
her debt liabilities by over $100,000. The borrower’s loan application did not reflect the

refinancing and the associated DTI increase. Even without the additional debt obligation
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resulting from the refinancing, the borrower’s actual DTT increased from a reasonable 31.7%
percent to an impermissible 108.8%.

240, Based on the trustee’s re-underwriting of a large sample of loans—the same type
of loans, generated by the same originator, at the same time as at issue in this case-—the trustee
had “compelling reason to believe that the vast majority” of the WMC loans it held were infected
with similar frauds. The consistency of the trustee’s findings with Prudential’s own loan-level
analysis of the specific WMC loans at issue in this case, as well as its consistency with the
findings of the Washington State Department of Financial Institutions, confirms that WMC’s
underwriting problems were systemic.

241,  OnJanuary 20, 2012, the L.A. Times reported that the FBI and United States
Department of Justice have been investigating possible mortgage origination fraud at WMC,
According to the L.4. Times, “the government is asking whether WMC used falsified paperwork,
overstated income and other tactics to push through questionable loans™; “the FBI’s San
Francisco office ... has been looking into WMC’s business practices for nearly two years”; and
“the bureau has examined individual WMC loan files and has begun contacting former
employees about how the lender handled the sales of mortgages to investors.” (Michael Hudson
and E. Scott Reckard, “GE Lending Unit Said to be Target of U.S. Probe,” L.4. Times (January
20, 2012), available at htip://articles.latimes.com/2012/jan/20/business/la-fi-mortgage-probe-
20120120.)

242.  Former WMC employees have also provided first-hand evidence that WMC not
only abandoned its underwriting standards and practices, but that WMC and its employees
engaged in out-and-out fraud to increase profits and commissions. These employees provided

this evidence in interviews with iWatch News, which acts as an online publication dedicated to
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investigative and accountability reporting for the Center for Public Integrity, one of the oldest
and largest non-partisan, non-profit investigative news organizations. Dave Riedel, a former
compliance manager at WMC who supervised a quality-control team of a dozen or more people
in Southern California, told iWartch News that WMC “sales reps intent on putting up big numbers
used falsified paperwork, bogus income documentation and other tricks to get loans approved
and sold off to Wall Street investors.” (Michael Hudson, “Fraud and folly: The untold story of
General Electric’s subprime debacle,” iWatch News (January 6, 2012, last updated January 23,
2012), available at http://www.iwatchnews.org/2012/01/06/7802/fraud-and-folly-untold-story-
general-electric-s-subprime-debacle.)

243.  Reidel and his team uncovered numerous examples of fraud committed by WMC
employees. “These included faking proofs of loan applicants’ employment and faking
verifications that would-be home buyers had been faithfully paying rent for years rather than,
say, living with their parents. Some employees also fabricated borrowers’ incomes by creating
bogus W-2 tax forms ....” In 2005, Riedel and his team became particularly concerned about a
sales manager who oversaw the funding of hundreds of loans each month. Riedel told iWarch
News that “[a]n audit of those loans... found that many of the deals showed evidence of fraud or
other defects such as missing documents.” Riedel brought these concerns to WMC’s
management, which took no disciplinary action against the sales manager. Later, Riedel
informed a visiting GE compliance official of the audit and of WMC’s failure to respond. As
apparent payback for alerting management to the fraud he uncovered, Riedel lost his office and
staff and was demoted.

244.  In May of 2006, Riedel presented GE officials with results of an internal audit of

loans that investors had asked WMC to repurchase, which indicated that “78 percent of them had
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been fraudulent” and “nearly four out of the five loan applications backing these mortgages had
contained misrepresentations about borrower’s incomes or employment.” Upon information and
belief, WMC made no changes to its origination practices, procedures, or internal control in
response to Riedel’s presentation.

245.  Gail Roman, a former loan auditor at WMC’s regional offices in Orangeburg,
NY, informed iWatch News that she “dug up persuasive evidence of inflated borrower incomes
and other deceptions on loan applications,” but “[m]anagement ignored [her] reports and
approved the loans anyway.” Roman reported that WMC “didn’t want to hear what you found . .
- .[e]ven if you had enough documentation to show that there was fraud or questionable activity.”

246, Victor Argueta, a former risk analyst at WMC, told iWarch News that “one top
sales staffer escaped punishment even though it was common knowledge he was using his
computer to create fake documents to bolster applicants’ chances of getting approved.” These
documents included bank statements, W-2s and ““[a]nything to make the loan look better than
what was the real story.”” In another instance, Argueta reported to management that certain
salespeople “were putting down fake jobs on borrowers’ loan applications” and “listing their
own cell phone numbers so they could pose as the borrowers’ supervisors and ‘confirm’ that the
borrowers were working at the made-up employers.” Despite’s Argueta’s report, WMC’s
management took no action against the offending salespeople.

247.  Confidential witnesses independent of the WMC employees interviewed by
iWatch further corroborate the iWatch News reports that WMC abandoned its underwriting
guidelines completely. One confidential witness, an underwriter for WMC during the time of the
Securitizations, described WMC as being “pretty crooked.” The witness stated that WMC

underwriters knew that brokers were altering documents needed for the loan application, such as
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bank statements. The witness recounted that a broker from Florida routinely presented
fraudulent documents, which would prompt her team to reject his brokered applications;
however, the Florida broker would circumvent the denials by escalating the applications to upper
management, which would approve the loans.

248. A second confidential witness, who was also an underwriter at WMC during the
time of the Securitizations, stated that he found instances of material misrepresentation and
mortgage fraud on a daily basis in the loan applications that came to him for review. His doubts
about the quality of the loans were sufficiently grave that in many instances he did not feel
comfortable approving the loan. In those cases, the loan application would be directed to a
manager at a higher level, because “there was always someone who could paint a pretty picture
out of any scenario.” In addition, the witness was told “in a not so nice way” that WMC was in
the business of making loans, not turning them down. This witness said that he was frustrated
that when he reported instances of origination fraud to the quality assurance manager, they were
never brought to the attention of law enforcement officials. For example, the witness once
discovered, after detecting similarities among loan applications that he was reviewing, that the
buyer was related to the loan officer or appraiser through a company they had formed, and that
multiple properties the buyer was mortgaging were being appraised for three times their value.
The witness described the scheme as a straw buying operation. The witness stated that
management at WMC “swept it under a rug” by disapproving the loans but failing to report the
individuals involved to law enforcement.

4) Third-party Originator First NLC systematically abandoned its
underwriting guidelines

249.  First NLC Financial Services, Inc. (“First NLC”) originated all of the Mortgage

Loans underlying the SVHE 2006-NIL.C1 Securitization.
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250.  First NLC was one of the top subprime residential mortgage lenders in the United
States. The company was sold in 2007 to an affiliate of the private equity firm Sun Capital
Partners. In January of 2008, the company announced that it had ceased loan origination, and
filed for bankruptcy later that month.

251.  In 2000, First NLC’s first full year of operations, its loan origination volume sat at
$308.9 million. First NLC was able to expand its loan originations over the next six years,
becoming one of the top subprime originators, accounting for over $7.4 billion in mortgage loans
in 2006 alone.

252. Tirst NLC accomplished this growth by abandoning its underwriting guidelines
and sound business practices, as confirmed by numerous investigations, as well as its own
bankruptcy filings.

253.  For instance, First NLC settled accusations with the Pennsylvania Department of
Banking, based on writing mortgages from an unlicensed location.

254.  Aninvestigation by the Washington Department of Financial Institutions,
Division of Consumer Services found that First NLC did not maintain proper books and records,
in violation of the state Consumer Loan Act. This was based on First NLC’s repeated failures to
locate loan files that the government had requested for examination. The failure to even be able
to produce loan files requested by a government agency evidences the complete breakdown that
occurred within First NLC’s operations.

255.  Of the loan files First NLC was able to actually produce, the Washington
Department of Financial Institutions found that 22% demonstrated on their face that lending-law
violations had occurred. Engaging in lending-law violations represent an obvious failure to

generate loans within the stated guidelines. Indeed, the Offering Materials for SVHE 2006-
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NLCI confirmed that: “The Originator [i.e., First NLC] will represent that as of the Closing
Date, each Mortgage Loan originated by the Originator is in compliance with applicable federal,
state and local laws and regulations.”

256, A final order was entered against First NLC, revoking its license to conduct
business in the state of Washington, and prohibiting it from participating in any other consumer
loan companies for a period of five years.

257. A similar investigation by the California Department of Corporations also found
that First NLC was “conducting residential mortgage lending and/or servicing business . . . in
such an unsafe and injurious manner as to render further operations hazardous to the public or to
customers.” The Department of Corrections also later found that First NLC had not maintained
and filed the lending reports required by state law, such as an Independent Auditor’s Report on
Internal Controls. The company was ordered to cease lending and servicing activities in the
state, and later had its license revoked.

258.  Before closing, First NLC disclosed large loss provisions, and was increasing its
reserves, in response to costs associated with the expected need for the company to buyback
defective loans. Nonetheless, First NLC was forced to close its doors after being asked by Wall
Street banks that had securitized its loan to buy back millions of dollars worth loans due to
breaches of First NLC’s representations and warranties. Indeed, the bankruptey filings revealed
that the top seven unsecured creditors—six of them, banks that were heavily involved in the
securitization of mortgage loans, like Defendants here—all had claims arising out of breaches of

First NLC’s representations and warranties.
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(5}  Third-party Originator EquiFirst systematically abandoned its
underwriting guidelines

259.  EquiFirst Corp. (“EquiFirst”) originated all of the Mortgage Loans underlying the
EMLT 2004-2, EMLT 2004-3, EMLT 2005-1, and SVHE 2006-EQ?2 Securitizations.

260. EquiFirst was at one time the twelfth largest subprime mortgage wholesale
originator in the United States. It used over 9,000 independent brokers, but had only 600
employees to oversee those brokers and ensure they were abiding by the stated underwriting
standards. Months after being acquired by Barclays, the acquiring bank began slashing jobs, and
eventually shut down the company’s operations entirely less than a year later.

261. A review by a mortgage-backed securities trustee holding EquiFirst loans—and
thus, by someone who, unlike Prudential, has access to EquiFirst’s actual loan files—found that
many of them were defective. The trustee found that EquiFirst’s such basic representations as
that no fraud had taken place, and that the loans complied with EquiFirst’s underwriting
guidelines “were false when made.” A review of 200 loan files (some of which were from a co-
originator, WMC, also at issue in this case) found a 75% error rate.

262.  For example, the trustee’s re-underwriting found that a Mortgage Loan originated
by EquiFirst was afflicted with borrower misrepresentations as to income, undisclosed debt
liabilities and occupancy status. In particular, the borrower’s employment and income as stated
on the original loan application, indicated that the borrower worked as a defense contract
program director, earning total monthly income of $13,250. However, a subsequent verification
with the borrower’s place of employment revealed that the borrower actually worked as an
associate, earning a monthly income of $9,019. Further, the borrower was qualified for the loan
based on his total housing expense of $4,771 and total monthly obligations of $1,710, resulting

in total monthly liabilities of $6,481.37. However, according to his credit report and other public
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documents, the borrower had additional monthly debt obligations in the amounts of $1,764,
$1,408, $2,976, $2,301, $4,227, $647, $1,025, and $1,190, which in aggregate added $15,538 to
the borrower’s debt obligations per month. As a result of his lower income and higher debt
obligations, the borrower’s DTI rose from an acceptable 48.9% to an unacceptable 244.1%.
Finally, although the borrower had represented that the underlying property for the loan would
be his primary residence, public records demonstrate that the borrower did not occupy the
subject property as a primary residence and that two unrelated individuals had turned on the
utilities at the property—an indicator that the borrower utilized the subject property as a rental.

263. Based on the trustee’s re-underwriting of a large sample of loans—the same type
of loans, generated by the same originator, at the same time as at issue in this case-—the trustee
had “compelling reason to believe that the vast majority” of the EquiFirst loans it held were
infected with similar frauds. The consistency of the trustee’s findings with Prudential’s own
loan-level analysis of the specific EquiFirst Mortgage Loans at issue in this case confirms that
EquiFirst’s underwriting problems were systemic.

(6) Third-party Originator PHH systematically abandoned its
underwriting guidelines

204. PHH Mortgage Corp. (“PHH”) originated 17.49% of the Mortgage Loans
underlying the RBSGC 2005-A Securitization. In its Form 10-Q filed on August 8, 2008, PHH
admitted to “loans with origination flaws,” and that the demand for its mortgages in the
secondary market had therefore declined. Confidential Witness 8 (“CW8”) was a Junior
Underwriter at PHH from 2005 until October 2007, and had been with PHH in other capacities
since 1996. CW8 noted that PHH approved anything when it came to stated income-stated asset

loans because there was next to no documentation required. Even when CW8 would submit
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possible fraudulent loans to PHH’s fraud department, nearly all such loans were returned to her
with approval.

265.  On information and belief, former PHH employees will confirm the breakdown of
PHH’s underwriting process. For example, they will testify that: (a) PHH employees faced
intense pressure to close loans at any cost, primarily because their commissions were based on
the number of loans they closed; (b) PHH employees manipulated data in order to close loans,
and knowingly included false information and inflated values in loan applications; (¢) PHH had a
policy that prohibited underwriters from investigating the veracity of the income stated on loan
applications; and (d) PHH increasingly approved risky, low- or no-documentation loans without
adequate review.

7 Third-party Originator GreenPoint systematically abandoned its
underwriting guidelines

266, GreenPoint originated 14.16% of the Mortgage Loans underlying the RBSGC
2005-A Securitization.

267. In November 2008, Businessweek Magazine reported that GreenPoint’s
employees and independent mortgage brokers targeted borrowers who were less able to afford
the loan payments they were required to make, and many had no realistic ability to pay back the
loans. GreenPoint Mortgage Funding, Inc.’s parent corporation, Capital One Financial Corp.,
eventually liquidated GreenPoint in December 2008, taking an $850 million write-down due to
mortgage-related losses associated with GreenPoint’s origination business.

268.  GreenPoint’s pervasive disregard of underwriting standards resulted in its
inclusion among the worst ten originators in the 2008 “Worst Ten in the Worst Ten” Report.
GreenPoint was identified 7th worst in Stockton, California, and 9th worst in both Sacramento,

California, and Las Vegas, Nevada. In the 2009 “Worst Ten in the Worst Ten” Report,
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GreenPoint was listed as 3rd worst in Modesto, California, 4th worst in Stockton, Merced, and
Vallejo-Fairfield-Napa, California, 6th worst in Las Vegas, Nevada; and 9th in Reno, Nevada.

269. GreenPoint is now a defendant in numerous lawsuits atleging misrepresentations
regarding the quality of the loans GreenPoint underwrote and originated. For example, in U.S.
Bank Nat’l Ass’nv. GreenPoint Mortgage Funding, Inc., No. 09-600352 (N.Y. Sup. Ct. filed
Apr. 22, 2009), a consultant’s investigation concluded that 93 percent of the loans that
GreenPoint sold contained errors, omissions, misrepresentations, and negligence related to
origination and underwriting. The investigation found that GreenPoint loans suffered from
serious defects including:

. Pervasive misrepresentations and/or negligence with respect to the statement of
the income, assets or employment of the borrower.

° Violations of GreenPoint’s own underwriting guidelines and prudent mortgage
lending practices, including loans made to borrowers (i) who made unreasonable
claims as to their income, (ii) with multiple, unverified social security numbers,
(iii) with credit scores below the required minimum, (iv) with debt-to-income

and/or loan-to-value ratios above the allowed maximum or (v) with relationships
to GreenPoint or other non-arm’s-length relationships.

. Misrepresentations of the borrower’s intent to occupy the property as the
borrower’s residence and subsequent failure to so occupy the property.

» Inflated appraisal values.

270. OnMarch 3, 2010, the court denied GreenPoint’s motion to dismiss this claim,
holding that discovery would be required to determine whether GreenPoint would be required
under the parties’ contract to repurchase all 30,000 loans based on the deficiencies in individual
loans identified by U.S. Bank.

(8) Third-party Originator First National Bank of Nevada systematically
abandoned its underwriting guidelines

271, First National Bank of Nevada (“FNBN”) originated 52.69% of the Mortgage

Loans underlying the RBSGC 2005-A Securitization.
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272,  The Office of the Comptroller of the Currency closed the First National Bank of
Nevada; the Federal Deposit Insurance Corporation was appointed as its receiver. According to
the Comptroller, the bank had engaged in “unsafe and unsound business practices.” Multiple
courts, including the First Circuit, have upheld allegations that First National Bank of Nevada
had engaged in a “wholesale abandonment of underwriting standards. ” See Plumbers’ Union
Local No. 12 Pension Fund v. Nomura Asset Acceptance Corp., 632 F.3d 762 (6th Cir. 201 1); In
re Morgan Stanley Mortg. Pass-Through Cert. Litig., 810 F. Supp. 650 (S.D.N.Y. 2011). These
courts’ findings, as well as the statements of former insiders those courts relied, are confirmed by
Prudential’s own loan-level analysis of the Mortgage Loans at issue here, showing that the loans
from the deal in which First National Bank of Nevada contributed were systematically
misrepresented.

E. Additional Evidence That Defendants Systematically Misrepresented The
Quality of Their Seeuritizations

273. Defendants’ systematic misrepresentation of the quality of the RMBS that they
created and sold to investors like Prudential is further evidenced by numerous investigations and
lawsuits regarding Defendants’ operations.

274, For instance, the Federal Housing Finance Agency (“FHFA™), as conservator for
Fannie Mae and Freddie Mac, conducted a forensic review of 2,405 loans from the SVHE 2007-
OPT! Securitization. The forensic review—which, Prudential cannot do because it has not been
given access to the loan files like FHF A has—found that an astonishing 84% of the loan files
revealed that the mortgage had not been written within the stated guidelines, or otherwise
breached RBS’s representations. FHFA conducted a similar loan-file review for 200 loans in the

OOMLT 2007-4 Securitization. The forensic review found that an astonishing 86 % of the loan
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files revealed that the mortgage had not been written within the stated guidelines, or otherwise
breached RBS’s representations.

275.  The Securitizations that FHFA analyzed are probative of problems underlying
Prudential’s Certificates because the defendants’ problems were systemic, and because the
collateral pools for the securitizations that FHF A investigated were composed of the same type
of collateral underlying some of Prudential’s Certificates. The SVHE 2007-OPT1 Securitization
was in the same series of offerings, and featured the same parties (RBS Financial Products as
sponsor, FAS Corp. as depositor and RBS Securities as underwriter), same originator (Option
One), and nearly identical structure and disclosures as the as the SVHE 2006-OPT1, SVHE
2006-OPT2, SVHE 2006-OPT3, SVHE 2006-OPT4, and SVHE 2006-OPT5 Securitizations that
Prudential purchased. Similarly, the OOMLT 2007-4 Securitization included Option One as the
originator, and RBS Securities as the underwriter, as did the SVHE 2006-OPT1, SVHE 2006-
OPT2, SVHE 2006-OPT3, SVHE 2006-OPT4, and SVHE 2006-OPT5 Securitizations that
Prudential purchased. In addition, FHFA’s findings are consistent with, and confirmed by,
Prudential’s statistical analyses of the Certificates here, discussed above. Thus, on information
and belief, all of FHFA’s findings , made upon a review of the defendants’ own loan files, apply
equally to all of the Certificates at issue here.

276. FHFA’s reviews consisted of an analysis of the loan file for each loan, including
the documents submitted by the individual borrowers in support of their loan applications, as
well as an analysis of extrinsic information, such as a borrower’s motor vehicle registration,
documents indicating a borrower’s assets or residence, and other information that was available
at the time of the loan application. It also included documents drawn from the borrowers’ filings

in bankruptcy proceedings, and other sources of information.
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277. Contrary to representations regarding the loans’ adherence to a given set of
underwriting guidelines, purportedly designed to assess the borrowers’ ability to repay, FHFA’s
loan-file review found such pervasive problems as: (a) fajlure to test the reasonableness of the
borrower’s stated income, resulting in a material misrepresentation of income; (b) failure to
investigate the intention to occupy the property, despite red flags existing in the loan files that
the borrower never intended to occupy the property; (c) failure to calculate properly the
borrower’s outstanding debts, causing such statistics as the debt-to-income ratio to exceed the
maximum allowed under the guidelines; and (d) failure to investigate red flags on the borrower’s
credit reports that should have alerted the underwriter to misrepresentations of outstanding debt.

278.  For example, according to FHFA, in the following loans there was no evidence in
the loan file that the underwriter tested the reasonableness of the borrower’s stated income for
the employment listed on the application, as required by the applicable guidelines. A forensic
review by FHFA confirmed that, in fact, the income for the following example loans were
misrepresented:

. A loan that closed in March 2007 with a principal amount of $71,400 was

originated under Option One’s Stated Income loan program and included in the
SVHE 2007-OPT1 Securitization. The loan application stated that the borrower
was an account representative earning $20,000 per month. The borrower’s stated
income exceeded Payscale.com’s 90th percentile salary for an account
representative in the same geographic region, which should have put a reasonably
prudent underwriter on notice for potential misrepresentation, There is no
evidence in the file that the underwriter tested the reasonableness of the stated
income. Had the underwriter done so, the misrepresentation of income would
have been uncovered. Moreover, in a Statement of Financial Affairs filed by the
borrower as part of a Chapter 7 bankruptey proceeding, the borrower reported an
income in 2007 of $3,500 per month. A recalculation of DTI based on the
borrower’s verified income yields a DTI of 234.97 percent, which grossly exceeds
the guideline maximum allowable DTI of 55 percent. The loan defaulted and the

property was liquidated in a foreclosure sale, resulting in a loan loss of
$43,762.78, which is over 61 percent of the original loan amount.
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A loan that closed in February 2007 with a principal amount of $270,505 was
originated under Option One’s Low Documentation Program and included in the
SVHE 2007-OPT1 Securitization. The loan application stated that the borrower
was employed as a truck driver earning $9,653.00 per month. The borrower’s
stated income exceeded CBSalary.com’s 90th percentile salary for a truck driver
in the same geographic region, which should have put a reasonably prudent
underwriter on notice for potential misrepresentation. There is no evidence in the
file that the underwriter tested the reasonableness of the stated income. Had the
underwriter done so, the misrepresentation of income would have been
uncovered. Moreover, in a Statement of Financial Affairs filed by the borrower
as part of a Chapter 7 bankruptcy proceeding, the borrower reported a 2006
income of $2,055 per month, A recalculation of DTI based on the borrower’s
verified same year income yields a DTT of 219.29 percent which grossly exceeds
the guideline maximum allowable DTI of 55 percent. The loan defaulted and the
property was liquidated in a foreclosure sale, resulting in a loan loss of
$251,800.59, which is 93 percent of the original loan amount,

A loan that closed in February 2007 with a principal amount of $285,000 was
originated under Option One’s Low Documentation loan program and included in
the SVHE 2007-OPT1 Securitization. The loan application stated that the
borrower was a refrigeration technician for 26 years, earning $15,000 per month.
The borrower’s stated income exceeded the U.S. Bureau of Labor Statistics’s 90th
percentile salary for a refrigeration technician in the same geographic region,
which should have put a reasonably prudent underwriter on notice for potential
misrepresentation. There is no evidence in the file that the underwriter tested the
reasonableness of the stated income. Had the underwriter done so, the
misrepresentation of income would have been uncovered. Moreover, in a
Statement of Financial Affairs filed by the borrower as part of a Chapter 13
bankruptcy proceeding, the borrower reported an income in 2007 of $5,229 per
month. A recalculation of DTI based on the borrower’s verified income yields a
DTI of 120.56 percent, which grossly exceeds the guideline maximum allowable
DTI of 55 percent. The loan defaulted and the property was liquidated in a
foreclosure sale, resulting in a loan loss of $217,393.96, which is 76 percent of the
original loan amount.

A loan that closed in March 2007 with a principal amount of $214,200 was
originated under Option One’s Low Documentation loan program. The loan
application stated that the borrower was a clinical auditor earning $8,258 a month.
The borrower’s stated income exceeded CBSalary.com’s 90th percentile salary
for a clinical auditor in the same geographic region, which should have put a
reasonably prudent underwriter on notice for potential misrepresentation.
Moreover, in a Statement of Financial Affairs filed by the borrower as part of a
Chapter 7 bankruptcy proceeding, the borrower reported an income in 2007 of
$1,062 per month. A recalculation of DTI based on the borrower’s verified
income yields a DTI of 549.3 percent, which grossly exceeds the guideline
maximum allowable DTI of 55 percent. The loan defaulted and the property was
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279.

liquidated in a foreclosure sale, resulting in a Joan loss of $92,172.92, which is
over 43 percent of the original loan amount,

A loan that closed in December 2006 with a principal balance of $288,000 was
originated under Option One’s Stated Income Loan Program and included in the
OOMLT 2007-4 Securitization. The loan application stated that the borrower was
employed as a medical administrator earning $6,675 per month. The borrower’s
stated income exceeded Payscale.com’s 90th percentile salary for a medical
administrator in the same geographic region, Moreover, in the Statement of
Financial Affairs filed January 15, 2008 by the borrower as part of a Chapter 7
bankruptcy proceeding, the borrower reported total income of $23,985 for 2006,
resulting in an average monthly income of $1,999. There is no evidence in the
file that the underwriter tested the reasonableness of the stated income. Had the
underwriter done so, the misrepresentation of income would have been
uncovered. A recalculation of DTI based on the borrower’s verified income
yields a DTI of 157.32 percent, which exceeds the guideline maximum allowable
DTI of 50 percent. The loan defaulted and the property was liquidated in a
foreclosure sale, resulting in a loss of $221,801, which is 77 percent of the
original loan amount,.

By way of further examples, FHFA reviewed the loan files and other evidence to

whether there were red flags regarding the purported intent of the borrower to occupy the

mortgaged properties. FHFA found that, for many properties, such red flags were simply

ignored:

A loan that closed in March 2007 with a principal amount of $171,000 was
originated under Option One’s Low Documentation Program. The loan was a rate
and term refinance transaction. The underwriting guidelines for this loan required
that at least one of the borrowers occupy the subject property and the loan was
represented as owner occupied. The home owner’s insurance policy for the
subject property has a different mailing address for the borrower than the subject
property. No evidence in the file indicates that the underwriting process
addressed this inconsistency, and the loan was underwritten as if the property was
owner occupied. The loan defanlted and the property was liquidated in a
foreclosure sale, resulting in a loan loss of $190,507.37, which is more than 100
percent of the original loan amount.’

A loan that closed in March 2007 with a principal amount of $235,000 was
originated under Option One’s Full Documentation Program. The loan was a
cash out refinance. The underwriting guidelines for this loan required that at least
one of the borrowers occupy the subject property and the loan was represented as

7

Loan losses may amount to more than 100 percent of the original loan amount due to loan service costs

and costs incurred in the course of foreclosure and liquidation of the property.
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owner-occupied. The loan application reflected the borrowers’ mailing address as
being different than the subject property. One of the borrowers provided a current
pay stub for primary and secondary employment and six 2006 W-2 forms that all
listed a different address than the subject property. The co-borrower provided a
current Social Security award letter with a different address than the subject
property. At closing, the borrowers completed an “Address and Phone Number
Certification” that listed the borrowers’ nearest relative, who was not living with
the borrowers, as the occupant of the subject property. No evidence in the file
indicates that the underwriting process addressed these inconsistencies, and the
loan was underwritten as if the property was owner occupied. The loan defaulted
and the property was liquidated in a foreclosure sale, resulting in a loan loss of
$173,112.57, which is more than 73 percent of the original loan amount,

A loan that closed in December 2006 with a principal amount of $61,200 was
originated under Option One’s Full Documentation Program. The loan was a
refinance. The underwriting guidelines for this loan required that at least one of
the borrowers occupy the subject property and the loan was represented as owner
occupied. The loan file contained income documentation, hazard insurance,
origination credit report, payoff statements and 2005 tax returns that each
reflected the borrowers’ rental property address in Florida as their primary
residence, and not the subject property’s address, which is in Pennsylvania. No
evidence in the file indicates that the underwriting process addressed these
inconsistencies, and the loan was underwritten as if the property was owner
occupied. The borrowers have filed for bankruptcy and the loan is delinquent,
with a current unpaid balance of $60,243.08, which is more than 98 percent of the
original loan amount.

A loan that closed in November 2006 with a principal balance of $120,000 was
originated under Option One’s Stated Income Loan Program and included in the
OOMLT 2007-4 Securitization. The underwriting guidelines for this loan
required that the borrower occupy the subject property, and the loan was
represented as owner occupied. However, a forensic review of the loan file
reveals that the borrower did not reside at the subject property. Although the loan
was approved as a re-finance of an owner-occupied residence, the tax bill for the
subject property, which appeared in the origination loan file, shows that there was
no homestead exemption, i.e., a tax exemption for primary residences, taken for
taxes due in October 2006. At the time of closing, county tax records indicated
that the borrower had previously purchased another property, and Department of
Motor Vehicle records reflected that the borrower had resided at the other address
from June 1988 through May 2007. No evidence in the file indicates that the
underwriting process addressed these inconsistencies, and the loan was
underwritten as if the property was owner occupied. The loan defaulted and the
property was liquidated in a foreclosure sale, resulting in a loss of $58,568.91,
which is more than 48 percent of the original loan amount.

94



280. FHFA provided more examples of loan files that revealed that the loans had been
generated far outside the guidelines, despite clear red flags:

. A loan that closed in March 2007 with a principal amount of $53,400 was
originated under Option One’s Full Documentation Program. A credit report
included in the origination loan file dated prior to closing showed additional
liabilities totaling $59,330. In addition, the borrower’s pay stub dated prior to
closing revealed deductions for court-ordered child support totaling $444 per
meonth. A recalculation of the DTI that includes the borrower’s undisclosed debt
results in an increase from 42.32 percent to 61.13 percent, which exceeds the
applicable underwriting guideline maximum of 55 percent. The loan defaulted
and the property was liquidated in a foreclosure sale, resulting in a loss of
$54,642.76, which is more than 100 percent of the original loan amount.

. A loan that closed in March 2007 with a principal amount of $205,485 was
originated under Option One’s Full Documentation Program. A credit report
included in the origination loan file dated prior to closing shows 15 inquiries
within the prior 90 days, including numerous inquiries from mortgage lenders and
servicers. In the two months prior to the closing of the subject loan, the
borrowers obtained three undisclosed mortgages totaling $614,725. There was no
evidence in the origination loan file that the loan underwriter researched these
credit inquiries or took any action to verify that such inquiries were not indicative
of undisclosed liabilities of the borrowers. A recalculation of DTI based on the
borrowers’ undisclosed debt yielded a DTI of 108.73 percent, which grossly
exceeds the applicable underwriting guideline maximum of 55 percent. The loan
defaulted and the property was liquidated in a foreclosure sale, resulting in a loss
of $222,500.76, which is more than 100 percent of the original loan amount.

. A loan that closed in March 2007 with a principal amount of $220,575 was
originated under Option One’s Full Documentation Program. A credit report
included in the origination loan file dated prior to closing shows 29 inquiries
within the prior 90 days, including numerous inquiries from mortgage lenders and
servicers. In the six months prior to the closing of the subject loan, the borrowers
obtained three undisclosed mortgages totaling $742,500. There was no evidence
in the origination loan file that the loan underwriter researched these credit
inquiries or took any action to verify that such inquiries were not indicative of
undisclosed liabilities of the borrowers. A recalculation of DTI based on the
borrowers’ undisclosed debt yields a DTT of 119.07 percent, which grossly
exceeds the applicable underwriting guideline maximum of 55 percent. The loan
defaulted and the property was liquidated in a foreclosure sale, resulting in a loss
of $165,518.85, which is 75 percent of the original loan amount.

. A loan that closed in March 2007 with a principal amount of $130,500 was

originated under Option One’s Low Documentation Program. A credit report
included in the origination loan file dated prior to closing shows 16 inquiries
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within the prior 90 days, including numerous inquiries from mortgage lenders and
servicers. In the month prior to the closing of the subject loan, the borrowers
obtained an undisclosed mortgage in the amount of $486,400 and in the month
after the closing of the subject loan, the borrowers obtained an undisclosed
mortgage in the amount of $394,250, totaling $880,650 in undisclosed mortgages.
There was no evidence in the origination loan file that the loan underwriter
researched these credit inquiries or took any action to verify that such inquiries
were not indicative of undisclosed liabilities of the borrowers. A recalculation of
DTI based on the borrowers’ undisclosed debt yielded a DTI 0f 123.11 percent,
which grossly exceeds the guideline maximum allowable D'TT of 55 percent. The
loan defaulted and the property was liguidated in a foreclosure sale, resulting in a
loss of $95,233.28, which is more than 72 percent of the original loan amount.

A loan that closed in March 2007 with a principal amount of $198,000 was
originated under Option One’s Low Documentation Program. A credit report
included in the origination loan file dated prior to closing shows 17 inquiries
within the prior 90 days, including numerous inquiries from mortgage lenders and
servicers. Around three months prior to the closing of the subject loan, the
borrower obtained an undisclosed mortgage in the amount of $713,124. There
was no evidence in the origination loan file that the loan underwriter researched
these credit inquiries or took any action to verify that such inquiries were not
indicative of undisclosed liabilities of the borrower. A recalculation of D17 based
on the borrower’s undisclosed debt yields a DTI of 143.39 percent, which grossly
exceeds the guideline maximum allowable DT of 55 percent. The loan defaulted
and the property was liquidated in a foreclosure sale, resulting in a loss of
$164,494.75, which is 83 percent of the original loan amount.

A loan that closed in October 2006 with a principal balance of $79,000 was
originated under Option One’s Stated Income Loan Program and included in the
OOMLT 2007-4 Securitization, A credit report included in the loan origination
file and dated prior to closing showed that in October 2006 the borrower obtained
an auto loan with a $385 monthly payment and refinanced a second home with a
$3,101 monthly payment. There is no evidence in the file that the loan
underwriter took these additional debt obligations into account in originating the
loan despite being on notice of them through the credit report. Moreover, the
credit report included in the loan origination file and dated prior to closing
showed a credit inquiry from the lender that listed the auto loan as well as an
additional eight credit inquiries over the previous 90 days. There is no evidence
in the file that the loan underwriter took these nine credit inquiries into account in
originating the loan. A recalculation of the DTI that includes the borrower’s
undisclosed debt (auto loan and second home refinance) results in an increase
from 31.68 percent to 69.94 percent, which exceeds the guideline maximum of 55
percent, The loan defaulted and the property was liquidated in a foreclosure sale,
resulting in a loss of $83,101.85, which is more than 100 percent of the original
loan amount.
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A loan that closed in January 2007 with a principal balance of $193,500 was
originated under Option One’s Full Documentation Loan Program and included in
the OOMLT 2007-4 Securitization. A forensic review of the loan file reveals that
the borrower obtained a mortgage for a different property prior to the closing of
the subject loan, which resulted in an additional monthly payment of $4,090. This
loan was not listed on the application for the subject loan. There is no evidence in
the file that the loan underwriter took this additional loan into account in
originating the loan. A recalculation of the DTI that includes the borrower’s
undisclosed debt results in an increase from 43.91 percent to 378.67 percent,
which cxceeds the guideline maximum of 55 percent. The loan defaulted and the
property was liquidated in a foreclosure sale, resulting in a loss of $253,041.66,
which is more than 100 percent of the original loan amount.

A loan that closed in January 2007 with a principal balance of $79,000 was
originated under Option One’s Full Documentation Loan Program and included in
the OOMLT 2007-4 Sccuritization. A forensic review of the loan file reveals that
the borrower obtained two mortgages on two other properties prior to the closing
of the subject loan, which resulted in additional monthly obligations of $1,113.
These loans were not listed on the application for the subject loan. There is no
evidence in the file that the loan underwriter took these two additional loans into
account in originating the loan. The loan application was approved despite the
borrower having a DTI based on disclosed debt which exceeded the guideline
maximum of 55 percent. A recalculation of the DTI that inciudes the borrower’s
undisclosed debt results in an increase from 55.46 percent to 72.88 percent, which
also exceeds the guideline maximum of 55 percent. The loan defaulted and the
property was liquidated in a foreclosure sale, resulting in a loss of $70,761, which
is more than 89 percent of the original loan amount.

A loan that closed in February 2007 with an original balance of $68,400 was
originated under Option One’s Full Documentation Loan Program and included in
the OOMLT 2007-4 Securitization. A credit report included in the origination file
dated prior to closing shows 15 credit inquiries in the previous 60 days, including
numerous inquiries from mortgage lenders and servicers, and three undisclosed
mortgage loans obtained by the borrower before the closing date. There was no
evidence in the file that the loan underwriter researched these credit inquiries.
Had the loan underwriter investigated the 15 credit inquiries in the previous 60
days reflected on the origination credit report, the undisclosed mortgage debts
would have been discovered. The mortgages on the three non-disclosed
properties totaled an additional $4,171 monthly payment. These debts were not
included in the calculation of the borrower’s total debt or DTT ratio during the
loan underwriting process. A recalculation of the DTI based on these undisclosed
debts is 192.79 percent, which exceeds the guideline allowable maximum DTI of
50 percent. The subject loan defaulied without a single payment, and the property
was liquidated in a foreclosure sale, resulting in a loss of $86,384.64, which is
more than 100 percent of the original loan amount.
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III. DEFENDANTS KNEW THEIR REPRESENTATIONS WERE FALSE AND
MISLEADING

281. The same evidence discussed above demonstrating the consistent and pervasive
falsity of Defendants’ representations also supports the conclusion Defendants’ knew their
Offering Materials were false. For instance, Prudential’s analysis found not just that the
Mortgage Loans were misrepresented—but were consisfently misrepresented. Occupancy rates
were misrepresented across the Offerings, by as much as 12.72%. The number of loans with
LTV and CLTV ratios above 100% was misrepresented across the Offerings, by as much as
54.86%.

282. The average LTV and CLTV ratios were misrepresented across the Offerings, by
as much as 12.24%. Improperly assigned loans account for over 60% of the Mortgage Loans at
issue.

283.  Such problems have manifested themselves in skyrocketing default rates—
overall, ever 21% of the Mortgage Loans have already had to be written off for a loss. The
problems are only going to get worse. Over 40% of the remaining Mortgage Loans are
themselves currently delinquent.

284. The consistency of these findings go beyond the numerous Offerings Prudential
analyzed. As discussed above, evidence exists that these problems infected even more of
Defendants’ securitizations. As described above, a loan-file review performed by FHFA (which
Prudential could not do, given it does not have access to the loan files) found an astonishing 80%
defect rate based on the loan files it re-underwrote. It found evidence of owner-occupancy and
appraisal fraud in connection with over 68 different RBS offerings.

285. The remarkable default and delinquency rates, understated LTV and CLTV ratios,

overstated owner-occupancy rates, and consistently botched chains of title are not only evidence
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that the Mortgage Loans underlying the Offerings were defective. They are strong evidence that
Defendants knew they were defective. Simply put, Defendants could not have purchased,
pooled, and securitized so many defective Mortgage Loans without knowing that, contrary to
their representations, the Loans had vastly different features than what they were claiming.
Courts have repeatedly recognized that a consistent patitern of large misstatements can itself be
strong evidence of scienter. See generally, e.g., EP Medsystems, Inc. v. EchoCath, Inc., 235 F.3d
865, 881 (3d Cir. 2000) (“[W]e believe that when multiple promised events fail to occur, there is
a point where a strong inference of fraud can be made.”).

286. That Defendants could not have (and did not) securitize so many Mortgage Loans
without gaining knowledge of, or being reckless as 1o, the fact that the Loans did not have the
stated features is confirmed by the multiple rounds of due diligence that Defendants conducted,
the vertically integrated nature of Defendants’ operations, and their prominence and experience
in this marketplace. Defendants’ unique position in the market gave them a direct window into
the lax underwriting practices at issue here.

287.  In connection with its purchase of the Mortgage Loans from the non-affiliated
originators, and consistent with industry practice, Defendants performed due diligence to
determine the quality of the loans they were originating, purchasing, and securitizing.
Defendants operated quality assurance and risk management departments tasked with
discovering whether the loans met the stated standards. They conducted due diligence on the
originators it was purchasing loans from. Defendants also conducted due diligence on the loans
included in each offering to ensure compliance with the approved underwriting guidelines, To

make a determination about the quality of the loans and of the originators, Defendants employed

99



a team of underwriters who reviewed a sample of the purchased loans to confirm that they both
conformed to the representations made by the originators and complied.

288. The Offering Materials confirm such reviews, consistent with industry practice,
were performed. For instance, those for SVHE 2006-EQ2 represented that “[a]ll loans acquired
by the sponsor are subject to due diligence prior to purchase. Portfolios are reviewed for issues
including, but not limited to, credit, documentation, litigation, default and servicing related
concerns as well as a thorough compliance review with loan level testing.” (SVHE 2006-OPT3
Prospectus April 26, 2006.) Other of the Offering Materials at issue here contain the same or
similar confirmations of Defendants’ due diligence practices.

289.  Such practices included, consistent with industry practice, participation in loan
auctions. Prior to the auction, originators provided bid sheets that would specify, among other
things, the percentage of loans on which Defendants would be permitted to conduct due
diligence. The originators also provided a loan tape that described characteristics of the loan
pool. Based upon this information, Defendants prepared their bid. 1f they won, they were
allowed to conduct additional due diligence prior to the settlement date. As successful
purchasers of the loans, and consistent with industry practice and in line with Defendants’
extensive business relationships, this due diligence benefitted from Defendants” access to the
Originators’ personnel and internal information. This included access to information, personnel,
and documents not just regarding the Originators® operations and procedures in general, but also
access to information, personnel, and documents regarding the specific loans being offered for
sale. As would-be-securitizers, Defendants’ motives at this point were also skewed. Rejecting
loans would leave a smaller pool to securitize—meaning smaller fees for Defendants’

securitization efforts. And rejecting too many loans could even convince originators to stop
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selling loans to them, cutting off Defendants’ pipeline entirely.

290. Defendants’ access to information—and its skewed motives——was heightened by,
on information and belief, the fact they also provided “warehouse” lines of credit to originators.
In such a relationship, a bank provides money to an originator, who uses the money to fund
mortgages. The originator then sells the loan to the warehouse-provider, essentially paying the
warehouse loan back by delivering the loans for securitization. Entering into such relationships
helps the warehouse lender secure a pipeline of mortgages for its securitization machine.
Warehouse loans give the warehouse lender the ability to control the practices of the originator,
and give it an even more in-depth look at the true quality of that originator’s operations. As one
industry publication explained, warehouse lenders have “detailed knowledge of the lender’s
operations.” (Kevin Connor, Wall Street and the Making of the Subprime Disaster, November
2007 at 11.) The presence of a warehouse lending relationship also perverts the lender’s due-
diligence incentives. Refusing to buy the proffered loans—funded with the warehouse line of
credit—risked the system collapsing, as it could leave the originator unable to pay the warehouse
loan,

291. That Defendants, occupying the privileged positions described above, and
conducting due diligence at so many different stages, were able to (and did) uncover the
misrepresented nature of these Mortgage Loans is confirmed by government-released data,
showing Defendants were consistently able to uncover loan defects—but just as consistently
were willing to securitize the defective loans anyway.

292. Asdiscussed above, Defendants often engaged third-party due diligence firms,
such as Clayton or Bohan, to conduct some of the due diligence steps discussed above. These

firms gave Defendants daily reports indicating exactly how many loans failed to meet the
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guidelines—and which lacked any purported “compensating factors.” Documents that were
made public by the government’s investigation confirmed that Defendants were being informed
that many of the loans they had reviewed were defective-—but Defendants knowingly approved
them for use in securitizations anyway. That Defendants were receiving daily reports regarding
how many loans were defective confirms they acted knowingly in securitizing the defective
Mortgage Loans at issue here,

293,  Clayton prepared a wide range of reports for banks such as Defendants. These
reports generally took the form of: (i) daily reports, which contain a variety of information
regarding the characteristics of a particular mortgage loan on a daily basis; (ii) final reports,
which reflect all of the information contained in the daily reports for a mortgage loan, including
any grade changes, waivers, and comments; and (iii) trending reports, which track the
performance and treatment of a mortgage loan over time. The information contained in the
daily, final, and trending reports includes, but is not limited to, information regarding: (i)
whether a loan complied with the applicable underwriting guidelines; (ii) whether a loan was
eligible for an exception to the applicable underwriting guidelines, including whether any
compensating factors applied, and any comments; (iii) the borrower’s assets; (iv) documentation
missing from the loan application; (v) the status and condition of the underlying property; (vi)
the disposition of the loan, including any transfers or foreclosure; and (vii) whether the loan
complied with applicable laws and regulations. Clayton made each of these types of reports, as
well as any other loan-specific information, available at the request of its clients, such as
Defendants.

294,  Clayton’s clients were generally only given read access to Clayton’s reports. An

exception was made for waivers. Clients such as Defendants were given passwords to access
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Clayton’s reports in order to waive loans that did not meet the applicable underwriting standards
into securitizations. If a client made a waiver call, the date and time on which it was made
would be reflected in Clayton’s reports.

295.  As discussed above, the FCIC found that 18% of the loans reviewed by Clayton
for Defendants both failed to meet the stated guidelines, and were not subject to any
“compensating factors” justifying the use of an “exception.” RBS nonetheless securitized 53 %
of these flagged loans. Based on the systemic nature of the problems that have been uncovered,
the overlap in time with the Securitizations at issue, and Prudential’s loan-level forensic analysis
of the Mortgage Loans, on information and belief, Defendants’ internal and third-party due
diligence processes here similarly caught high numbers of defective loans—and yet Defendants
fraudulently “waived” them into the Securitizations at issue here anyway.

296.  Further, on information and belief, the “waiver” rate revealed by the FCIC’s
investigation understates the number of defective loans allowed into the Securitizations. Firms
such as Clayton were put under extreme pressure to give as many loans as possible a pass, and
conducted increasingly cursory reviews. Thus, Defendants knew the true rates of defects were
actually much higher, and that they were allowing in even more defective loans than Clayton’s
data have since revealed. This is confirmed by the testimony of numerous confidential
witnesses.

297.  Confidential Witness 9 (“CW9”’} was an Underwriting Project Lead at Clayton
from 2003 until October 2006. According to CW9, the task of a Project Lead included having
direct dealings with representatives from clients, such as Defendants. At various times, CW9

also worked as a QC Underwriter, reviewing the work conducted by other underwriters.
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298, In CW9’s view, the quality and experience of Clayton’s underwriters decreased as
Clayton hired more and more underwriters during the real estate boom. Many underwriters were
in their 20s, and some even in their late teens, without much, if any, underwriting experience.

299.  According to CW9, the review process typically began with receipt of a “loan
tape,” which contained data on what the loans features were supposed to be, i.e., whether they
were owner-occupied or not, what their LTV ratios were, the documentation process used to
grant the loan, etc. The purpose of Clayton’s diligence, in CW9’s view, was to ensure that the
actual loan files supported the descriptions of the loans contained in the “loan tapes,” and to
evaluate the loans to ensure that the loan fell within the underwriter’s guidelines. Loans graded
as “3s” were to be kicked from the loan pools.

300. During CW9’s tenure at Clayton, “a lot of 3s were changed to 2s and 1s.” Loans
that were missing documentation that was later supplied by the lender or the client could be re-
graded during a “stip clearing” process—but sometimes this new documentation appeared as if
by “miracle.” According to CW9, others were simply waived in. And, even when
“compensating” factors were purportedly found to justify a “2” grade, rather than a “3” grade,
CW9 characterized many of these factors as “almost wishful thinking” and “pretty weak.” CW9
estimates that 80% of loans initially graded “3” were ultimately re-graded.

301. CWS9 understood that Clayton was not supposed to assign too many failing grades
to loans so as not to “upset™ the client (such as Defendants) and the lender that was selling the
loans, which could lead to business being taken to Clayton’s competitors. This was conveyed to
Clayton by the clients, the lenders which had originated the loans, and even by other Project

Leads. This point was made explicitly by one client, which told CW9 to “get this [expletive] guy
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out of here,” after a Clayton underwriter who was an expert on appraisals was kicking out too
many loans based on problems with the appraisals.

302.  From CW9’s perspective, representatives of the purchasers saw Clayton as
irrelevant, given the larger objective of securitizing the loans. As such, they were not interested
in the real quality of the loans being reviewed. In fact, one client representative colorfully
admitted that he did not “give a flying [expletive] about DTI [debt-to-income ratios]” and other
characteristics of the loans. Another client similarly told Clayton to “get this [expletive] done
and get out of here, and don’t make a big deal” about any issues, even though CW9 had found
problems such as inflated appraisals and missing documents,

303.  While at Clayton, CW9 typically reviewed 8 to 10 loans a day. Later, CW9 was
pressured to increase that to 21 loans per day. CW?9 protested that this afforded an insufficient
amount of time to review each loan. CW?9 was further instructed to simply “get the deal done.”
This made CW?9 feel that the due diligence reviews were “just going through the motions,”
performing only a cursory review of loans. CW9 admitted that Clayton “did a bad job on stated
incomes,” as borrowers with “average jobs” were approved based on claims of making $300,000
to $400,000 per year. CW9 also admitted that many of the appraisals suffered from “bad
comps.”

304. CW9 singled out a borrower’s debt profile as something that was only given a
cursory review. For instance, when it came to detailing a borrower’s history of late payments,
Clayton personnel were told to just “ballpark it.” And aspects of a borrower’s debt—such as car
payments—were simply ignored based on assumptions about the borrower’s behavior,

305.  Other former Clayton and Bohan employees have confirmed that the high

rejection and waiver rates just scratched the surface of the problems in the origination pipeline.
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For instance, according to Confidential Witness 10 (“CW10”), who worked at Clayton reviewing
loans from 2003 to 2006, reviewers were not given much time to review loan files—as little as
half an hour for home equity loans and only 40 to 60 minutes for standard mortgages. Further
limiting CW10’s review (and thus making the high rejection rates all the more astounding) was
the fact that CW 10 was not authorized to conduct any independent outside confirmation, but
only to mechanically check to see that the files contained, for example, a list of three other
properties. According to CW10, Clayton’s analysis was further handicapped by the fact that
reviewers were expected to know how to apply differing guidelines depending on the client. In
addition, a loan file had to have four deviations from the applicable guidelines before it was even
considered for rejection. And even then, the loan was not immediately rejected, but rather
simply elevated for further review.

306. Confidential Witness 11 (“CW11”) was a Contract Underwriter at Clayton from
2003 to 2004, and a Transaction Specialist there from 2005 to 2007. CW11’s team would
underwrite loans, including by visiting a client’s offices to conduct the review. CW11 confirmed
that reports were run daily that would provide notes on the reasons for low grades, and that these
reports were usually sent to the client. According to CW11, clients sometimes would call to
discuss low grades given to certain loans. If the client still wanted to buy the loan, the grade
would sometimes be changed, sometimes based on the receipt of additional documents that
supposedly cured the deficiency, but also sometimes merely by agreement.

307. Similarly, Confidential Witness 12 (“CW12”) worked for Clayton as a Contract
Underwriter. Like CW 10, CW12 stated that reviewers were only given 45 minutes to an hour to

approve or reject a loan file. Also like CW10, CW12 recalled a lot of pressure to approve loans.
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According to CW12, Clayton’s team leaders had the ability to “fix” CW12’s findings, and CW12
was told to keep CW12’s mouth shut rather than raising questions,

308. Another former Clayton Contract Underwriter, Confidential Witness 13
(“CW13™), further confirmed that unreasonable loans were regularly included in loan pools
under clients’ directions. CW13 recalled instances in which borrowers working at fast food
chains claimed to have incomes as high as $10,000 a month. Even though underwriters “kicked”
these patently unreasonable loans, according to CW13, the clients would still purchase them.
CW13 explained that the attitude toward stated income loans was that the asserted incomes
“could be true,” and thus were acceptable.

309. CW13, who had previously worked as an appraiser earlier in his career, also
stated that he regularly encountered what he believed to be inflated appraisals in the loans he
reviewed. Thus, when he reviewed a loan with a particularly high LTV ratio, he “always kicked
it.” Invariably, however, the Project Lead at Clayton informed him that the high LTV ratio was
fine and instructed him not to reject the loan,

310. Confidential Witness 14 (“CW14”) was a Senior Project Lead at Clayton from
2004 to 2009. In this role, CW14 oversaw teams of underwriters assigned to review samples of
loan pools being considered for purchase by clients. CW14’s due diligence teams reviewed loan
pools originated by, among others, Fremont. CW14 again confirmed that Clayton’s clients
received daily reports on the progress of reviews, as well as a final report summarizing the total
results at the end of a project. CW14 even stated that certain clients could access the reports in
real-time using Clayton’s software application. The reports reflected the results of CW14’s
teams’ review of the loans as against the underwriting guidelines they were given to apply. The

reviews CW14 supervised sometimes would take place at the client’s location, because some
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clients did not want the loan files to leave their premises. CW14 also confirmed that Clayton
was asked to review only a sample of the loans—and often the client dictated what loans made
up that “sample.”

311.  According to CW14, at the end of a review, a “stipulation clearing” process was
undertaken in which loans were re-reviewed to see if grade “3s” could be promoted to grade “2s”
or grade “lIs,” such as through the provision of supplemental documentation in the loan file. In
other situations, however, clients simply waived the requirements that necessitated the “3” grade,
and the loan was re-graded. According to CW 14, there was often “no thyme or reason” offered
by the client as to why the waivers were being provided. Rather, underwriters would simply
make the grade change in the system. CW14 harbored doubts about whether the borrowers could
and would repay the loans. CW 14 stated that loans were approved of by way of accepting
clearly unreasonable income claims.

312. Confidential Witness 15 (“CW15”) was the Director of Client Service
Management at Clayton from October 2001 until December 2005, and a Vice President of
Business Development from December 2005 until October 2007. In these roles, CW15 oversaw
due diligence on both conduit and bulk loan pools that Clayton reviewed.

313. CW15 recalled several instances in which loan originators would progressively
apply pressure up the hierarchy until either Clayton or the banks yielded and accepted loans that
had been graded as non-compliant. According to CW15, if the originator could not persuade the
Clayton Team Lead to re-grade a defective loan, the originator would contact CW15. If CW15
resisted, the originator would contact the bank’s asset manager, who would apply pressure on
CW15 to re-grade the rejected loan. Frequently, the pressure to accept a rejected loan would

come directly from a bank’s trading desk, which needed a certain number of loans to complete a
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deal it had structured. If Clayton refused to re-grade the loan, the bank’s traders would “flip
their lid.” On numerous occasions, CW15 was directly contacted by asset managers and traders
from banks who would “pound” on him unti! he re-graded a loan.

314, While noting that pressure from the originator or bank representative often caused
Clayton to re-grade a rejected loan, CW15 explained that even loans that received the highest
grade were suspect because the lender’s or bank’s guidelines were extremely loose. As such,
borrowers with credit scores as low as 560 met the guidelines, despite no verifiable source of
income. According to CW15, the banks were “buying [expletive] loans because the guidelines
allowed [expletive] loans.”

315. Confidential Witness 16 (“CW16") worked as a Contract Underwriter at another
third party due diligence firm, the Bohan Group (“Bohan”), from 2004 until 2006. CW16
described a similar fast-pace review process as discussed above with Clayton. Specifically,
underwriters were expected to review 10 to 12 loans per day, which meant that the reviewers
“didn’t get into the meat of the loan.” Indeed, the time constraints often meant that the review
was limited to “data entry” because the reviewers had to take everything at “face value.” CW16
said that Team Leads instructed reviewers not to look closely at appraisals, credit reports, asset
or income documents, or at the reasonableness of stated income or assets.

316. According to CW16, Bohan Team Leads and Quality Control Underwriters could
change loan scores without the underwriter’s knowledge. When CW16 would bring
discrepancies to a Team Lead’s attention, CW16 would sometimes be told “not to worry”
because the “loans were pretty much purchased” already, and thus the reviewers “just need[ed]
to get the audit done.” The most common problems CW16 could recall were FICO scores that

were lower than guidelines required, DTI and LTV ratios higher than the guidelines allowed,

109



suspect income calculations, and Truth-in-Lending Disclosure violations. The loans looked like
“garbage” to CW16.

317. Confidential Witness 17 (“CW17”) worked as a Deal Manager at Bohan during
the 1990s and into 2006. In that role, CW17 communicated with clients to help determine how
to configure the Bohan Risk Analysis Information Network (“BRAIN”) to reflect the
underwriting parameters the client wanted tested, and would communicate with the underwriters
on how to run those tests. Clients often gave Bohan looser guidelines than used by the
originators, and on top of that would instruct Bohan not to give a “3” grade unless the loan failed
the applicable guidelines by a certain margin of error.

318. CW17 would email the day’s resuits to the client nightly. According to CW17,
clients would change grade “3” loans to grade “2” loans “constantly.” An example that CW17
had “no doubt” happened, or certainly something similar, was that a housekeeper might claim an
income of $100,000 and Bohan would grade the loan “3” because of the income’s
unreasonableness. Nonetheless, the client would change it to a “2.” A review with 40 percent
grade “3” loans was not abnormal, according to CW17. The reasons why a loan was given a “3”
grade was to be noted in the reports, so that the client could see why a given loan failed.

319. Despite all of these limitations and pressures placed on the third-party due
diligence firms, and the opportunities to cure or otherwise change the grades from fail to pass,
the third party reports still showed high numbers of loans that were identified by the due
diligence firms as failing the given underwriting guidelines. These numbers show that
Defendants regularly securitized large numbers of defective loans, including in all of

Defendants’ Offerings at issue here, contrary to Defendants’ representations.
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320. The proper response to Clayton’s conclusions would have been to refuse to buy a
loan pool, or to use the findings of the due diligence firm to probe the loans’ quality more
deeply. Instead, Defendants used the deficiencies in the loan pool to increase their own profit
margins on the Securitizations. According to the September 2010 testimony before the Federal
Crisis Inquiry Commission by Clayton’s former president, D. Keith Johnson, the purchasing
banks, like Defendants, would use the exception reports to force a lower price. In other words,
rather than reject defective loans from collateral pools, or cease doing business with consistently
failing originators, Defendants would instead use the Clayton Holdings data simply to insist on a
lower price from the loan originators, leaving more room for their own profits when the problem
loans were hidden in securitization pools.

321. Defendants’ hidden “waiver” of rejected loans into the securitizations was a
fraudulent omission and rendered Defendants’ disclosures even more misleading. As the FCIC
report concluded:

[M]any prospectuses indicated that the loans in the pool etther met guidelines

outright or had compensating factors, even though Clayton’s records show that

only a portion of the loans were sampled, and that of those that were sampled, a
substantial percentage of Grade 3 loans were waived in.

[O]ne could reasonably expect [the untested loans] to have many of the same
deficiencies, at the same rate, as the sampled loans. Prospectuses for the ultimate
investors in the mortgage-backed securities did not contain this information, or
information on how few of the loans were reviewed, raising the question of
whether the disclosures were materially misleading, in violation of the securities
laws.

(FCIC Report at 167, 170 (emphasis added).)
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IV.  PRUDENTIAL’S DETRIMENTAL RELIANCE AND DAMAGES

A, Prudential’s Reasonable Relianee

322. Prudential typically purchased senior or highly rated mezzanine classes of
mortgage-backed securities. Prudential purchased the Certificates to generate income and total
return through safe investments. Prudential also purchased these securities with the expectation
that the investments could be—and indeed some were—purchased and sold on the secondary
market.

323. Prudential invested in the Certificates as part of a broader plan to invest in a
diverse array of carefully underwritten mortgage-backed securities. Its purchase decisions were
based on due diligence done on multiple levels. For instance, Prudential’s investment manager
has credit research analysts specifically tasked with analyzing potential risks. The research
analysts’ recommendations have never been overridden with respect to residential mortgage-
backed securities.

324. In making the investments, Prudential relied upon Defendants’ representations
and assurances regarding the quality of the mortgage collateral underlying the Certificates,
including the quality of the underwriting processes related to the underlying Mortgage Loans.
Prudential received, reviewed, and relied upon the Offering Materials, which described in detail
the Mortgage Loans underlying each offering. Offering Materials containing the representations
outlined above and in the Exhibits (or materially similar counterparts thereto) were obtained,
reviewed, and relied upon in making the purchase.

325.  As part of its business practice, Prudential reviewed draft Offering Materials and
term sheets as well as the final Offering Materials. Prudential also reviewed other materials such

as the related Pooling and Servicing Agreements, and any documents related to insurance-based
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credit enhancements on the securities. Such materials (or materially similar counterparts thereto)
were made available prior to purchase.

326. Specifically, but without limitation, prior to purchasing mortgage-backed
securities Prudential reviewed and considered the underwriting guidelines of the originators or
conduits involved. Prudential gained an understanding of the purported processes in the Offering
Materials at issue here, and also understood them from its review of similar offering materials
issued by and about Defendants and the Originators over the course of the many years Prudential
has been purchasing residential mortgage backed securities. For instance, representations such
as that the guidelines would be followed, that the guidelines were intended to in some reasonable
way assess the borrower’s capacity for repayment, and that “exceptions” would only be made
when “compensating factors” exist are common to many of Defendants’ securitizations,
including those at issue here. The consistency of these core representations reinforces the
reasonability of Prudential’s actual reliance on the Offering Materials at issue here, as well as the
fraudulent nature of Defendants” key omission of facts regarding its systemic underwriting
abandonment.

327. Prudential would also review, prior to purchase, the specific representations made
about the Mortgage Loans—such as whether the loans were backed by owner-occupied
properties, and the loan’s LTV and CLTV ratios. At no point did Defendants disclose to
Prudential that these statistics were misrepresented, and indeed, baseless.

328.  Prudential fully explored all information made available to investors before
purchasing residential mortgage-backed securities. Indeed, Prudential also often visited
originators’ offices on-site. Prudential also regularly attended industry conferences and met with

originators and underwriters who attended.
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329.  Prudential continued to monitor its investments after purchase, including with
respect to the Certificates here. However, Prudential did not and could not have uncovered the
misrepresentations at issue here prior to purchase—and, indeed, did not know of the wrongdoing
alleged herein until recently. For similar reasons, Prudential did not and could not have
discovered the losses caused by the misrepresentations——i.e., its injuries—at issue here until
recently. Indeed, as noted below, nearly all of Prudential’s Certificates retained strong credit
ratings through at least mid-2009, and Prudential did not take any material credit-related “write-
downs” on these securities until after July 2008.

330.  Asdiscussed above, the Offering Materials contained certain information
purporting to describe the Mortgage Loans. More detailed information was contained in “loan
tapes,” but these loan tapes were often not made available to investors. Even if they were, such
would still not provide investors with the information necessary to discover the fraud. This is
because the loan tapes are simply rows of numerical data—data that, as alleged above, was itself
false. Thus, without the loan files containing the backup materials standing behind those
numerical descriptions—documents that were never made available to investors, and which
could not have been given to Prudential without violating rules regarding the selective
dissemination of material, non-public information—even having the loan tapes full of (false)
data would not have revealed the fraud.

331,  Still without access to the loan files, investors such as Prudential have only
recently been able to test representations about the risk attributes of the underlying loans. For
instance, investors might be provided a table claiming that one property was owner-occupied,
had an LTV ratio of 75%, and the borrower had a debt-to-income ratio of 30%. Simply seeing

that loan-by-loan breakdown, however, in no way informed investors that the originators had
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disregarded their guidelines or were making underwriting “exceptions™ (such as those for high-
LTV loans) without regard to whether there were “compensating factors.”

332. Investors like Prudential were not given loan files containing full documentation
that would have shed light on whether Defendants’ representations had a reasonable basis in fact,
Indeed, the materials provided to investors often did not even include the specific property
addresses, nor did it identify the consumers tied to the loans. There was thus no practical way,
until recently, for investors to “look behind” the tables of numbers in order to assess whether
those numbers were actually reflective of the mortgage loans being securitized. Thus, prior to
May 2009, as explained below, the only information investors could obtain on the nature of the
morigage loans was what they were told in the Offering Materials.

333. Asnoted above, using currently available technology, Prudential has used a
“loan-level analysis” for the purposes of this Complaint that tests the representations at issue.
However, it was not until well after the purchases at issue here that investors were offered the
ability to access proprietary databases, developed by a data vendor over the course of many years
and at a significant cost, that would allow them to determine the accuracy of the loan-level
information provided in the Offering Materials. It was only through such databases that enough
data could be linked together, through the use of proprietary algorithms, that investors could
even identify the specific loans underlying offerings. Without knowing a property’s address,
investors obviously could not know anything about the property’s actual value other than what
they were told in the Offering Materials. Thus, prior to the development of these informational
services, there was no publicly available means of consistently identifying the specific loans
underlying mortgage-backed securities offerings, and thus no way of verifying the

representations made to investors about the features of those loans.
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334. In May 2009, an carly form of informational service, called TrueLTV, was first
made public. It allowed investors, for the first time (but even then, af a significant cost) to
determine what specific properties were actually being included in a collateral pool. For
instance, the database compares the property zip code, loan amount, and date of origination
(high-level information provided in the Offering Materials) and compares those points across
other databases to see if there is a “match” in the same zip code. This is a simplified
explanation; the actual algorithm used is proprietary. But the point is that it typically takes an
enormous database to even identify the property included in the collateral pool.

335. Investors like Prudential would need the specific property address in order to
verify representations made in the Offering Maferials, such as the LTV ratios. Prudential is not
aware of any other similar service or process that could have reasonably provided this
information prior to May 2009, Though the identification of the property addresses was
available in May 2009 through the TrueLTV service, that service did not have the data elements
necessary to evaluate owner occupancy claims. The data sets necessary fo test occupancy claims
were added in 2010 and included in a new service called Reps and Warranties. Only through the
Reps and Warranties service, released in 2010, was it possible fo compare the property addresses
against other borrower information to validate the occupancy claims made in the Offering
Materials. Prudential is not aware of any other similar service or process that could have
reasonably provided this information prior to 2010,

336, In purchasing the Certificates, Prudential justifiably relied on Defendants’
misrepresentations and omissions of material facts detailed above, including the misstatements
and omissions in the Offering Materials. But for the misrepresentations and omissions in the

Offering Materials, Prudential would not have purchased or acquired the Certificates as it
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ultimately did, because those representations and omissions were material to its decision to
acquire the Certificates.

B. Prudential’s Damages

337. The false and misleading statements of, and omissions of, material facts in the
Offering Materials directly caused Prudential damage, because the Certificates were in fact far
riskier than Defendants had described them to be. The Mortgage Loans underlying the
Certificates experienced defaults and delinquencies at very high rates due to Defendants’
abandonment of the disclosed underwriting guidelines. Again, however, it was not until much
later that Prudential could have known it was injured, and not until much later that it could have
known they were caused by Defendants’ misrepresentations. The poor collateral performance
resulted in downgrades to the Certificates’ ratings, which made them unmarketable at anywhere
near the prices Prudential paid, thus confirming that Prudential paid far more for the Certificates
than the value it actually received.

338. Even in the context of the housing downturn, the Certificates would have held
much higher value had the securities been as represented in the Offering Materials, because their
mortgage pools would not have defaulted at nearly the same high rate. This decreased value is
evidenced collectively by, but need not be measured solely by: (a) the high rates of default and
delinquency of the Mortgage Loans; (b) the Certificates’ plummeting ratings; (¢) lower-than-
expected past and projected cash flow; and (d) lower market value.

339. Prudential has incurred substantial losses due to the poor quality of the collateral
underlying the Certificates and Defendants’ failure to properly transfer title to the Loans.
Because of the declining collateral base, it is likely that Prudential will not realize the full

payments it expected. This is reflected in the significantly diminished market value for these
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securities, which, again, is a strong indicator that the true value of the Certificates was far less
than what Prudential paid.

340. The disclosure of irregularities in the underwriting practices actually used with
respect to the Mortgage Loans, the increased risk regarding future cash flow, and problems with
transfer of title, have further fed the substantial decline in market value of the Certificaies.
Prudential purchased the Certificates not only for their income stream, but also with an
expectation of possibly reselling the Certificates on the secondary market. Prudential thus
viewed market value as a critical aspect of the Certificates it purchased. Prudential incurred
substantial losses on the Certificates due to a drastic decline in market value attributable to the
misrepresentations. Prudential has already incurred losses on the Certificates it has sold on the
secondary market.

341, The loans underlying the Certificates have experienced default and delinquency at
extraordinarily high rates due to the abandonment of the disclosed underwriting guidelines.
These rates of default are much higher than what a pool of loans that had the features Defendants
described would have experienced in the same economic conditions—and thus, Prudential’s
losses have been much greater than they would have been if the Certificates and the loans
underlying them were as Defendants described them to be. For example, the fact that the loans
were not backed by owner-occupied properties at their claimed rate made them more prone to
default, thus making the Certificates poorer investments, accelerating their decline in value. The
diminished prospect of continued cash flows dictates that the Certificates are less valuable than
they would have been but for the misrepresentations. Prudential is seeking recovery for past and

current damages either through a damage award or rescission.
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342.  As the court explained in /n re Countrywide, the failure to properly transfer title
to the mortgage loans that collateralized investors® securities also harmed Prudential because
such a failure can reduce the securities’ cash flow and decrease their market value:

If title is not transferred properly, then the trustee cannot foreclose on a
defaulted loan. An RMBS purchaser may be harmed either directly or
indirectly in such a scenario. First, an RMBS purchaser may be directly
harmed if the trustee is unable to foreclose on a loan and the trust therefore
receives nothing (rather than the foreclosure value). Second, if the market
realizes that, due to title transfer problems, RMBS that contain defaulted
loans will pay less than anticipated, the market should discount RMBS
containing defaulted or likely-to-default loans by an appropriate amount.
In either event, a purchaser would not have become aware of the damages

portion of its claim until it became clear that title transfer problems were
widespread and preventing foreclosures,

(/n re Countrywide, No. 11-ML-02265 (C.D. Cal. Mar, 9, 2012), Order at 11.)

343. Upon information and belief, Prudential’s securities have been affected by
problems with transfers of title, with reductions in payment streams on the securities and their
market value. The failure to assign the Mortgage Loans to each Trust in a manner sufficient to
allow the Trust to foreclose upon the underlying property in the event of a default, has affected
the flow of funds into the RMBS Trusts and thus to Prudential. Those payment problems have
also reduced the price that other investors are willing to pay for the securities.

344.  Prudential’s damages can be quantified using secondary-market pricing. Though
the secondary market may have temporarily “seized up” during the height of the financial crisis,
today there is a functioning, liquid, secondary market for mortgage-backed securities such as the
Certificates. Numerous brokers are active in, and have trading desks specifically dedicated to,
the secondary market for residential mortgage-backed securities, including without limitation
Barclays, Bank of America, Citigroup, Deutsche Bank, Goldman Sachs, Royal Bank of Scotland,

JPMorgan, Nomura, and Morgan Stanley.
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345.  In April 2011, the Wall Street Journal reported that “AlG Bonds are in Demand,”
finding that the Federal Reserve Bank of New York’s “much anticipated™ auction of $1.5 billion
in subprime bonds was “deemed successful by industry participants.” (Anusha Shrivastava, AIG
Bonds Are in Demand, Investors Line Up for Fed’s First Auction of Subprime Debt, WAL ST.
J. (Apr. 7, 2011), http://online.wsj.com/article/SB100014240527487041016045762 4725063
8752780.html.) “Industry participants said dealers saw solid interest from investors.” (/d.)
According to a CEO quoted by the article, “[t]he overwhelming majority of the list [of bonds]
traded at more than the estimated price, indicating healthy demand by dealers and investors.”
({d.)

346. The liquidity of the market has continued since then, with the Wall Street Journal
reporting in March 2012 that investors were “[b]ullish” on subprime mortgage bonds. According
to the report, in the first two months of 2012, “investors bought $42.4 billion and scld more than
$50 billion [of RMBS] through dealers.” (Al Yoon, Investors Bullish On Subprime, Nonagency
Mortgage Bonds, Survey, WALL ST, J. SMART MONEY, (Mar. 30, 2012), http://www.smart
money.com/news/on/?story=0N-20120330-000647&cid=1259.) Those numbers continued in
March 2012, when “[i]nvestors bought $21.3 billion in subprime and other risky residential
morigage bonds through Wall Street dealers . . ., exceeding the $20.4 billion they sold.” (Id.)
'This data was released by the Financial Industry Regulatory Authority, or FINRA, which began
reporting data on the volume of RMBS trades in mid-2011,

347. Prudential viewed market value as a critical aspect of the Certificates it
purchased. Prudential has lost much of the market value in these securities—much more than it
would have lost if the Certificates had been backed by loans of the quality Defendants

represented.
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348. In short, defaults were much higher than they would have been if the Mortgage
Loans had been properly underwritten; this revealed that the true value of the Certificates was a
significant discount to what Prudential paid. This is evidenced by the drop in market value of the
securities. Loans which were properly underwritten would have withstood the same economic
conditions much better than those Defendants offloaded onto Prudential. Securities backed by
loans with the features Defendants described would currently have a much higher value than
Prudential’s Certificates, and thus Prudential was damaged by Defendants’ wrongdoing. That
this loss in the Certificates’ value represents an actionable injury caused by Defendants’
misrepresentations, however, could not have been discovered by Prudential until relatively
recently.

349,  Prudential’s damages here are separate and severable from any losses Prudential
may have sustained by the economic downturn, and such could be measured through the
discovery process. For instance, but without limitation, upon discovery of the full extent of
Defendants’ misrepresentations, expert testimony may compare the performance of the acrual
Certificates and/or loan pools here, with the performance of securities and/or loan pools that had
the features described in the Offering Materials, as one potential measure of Prudential’s
damages. However, it is well beyond Prudential’s pleading burden to perform such analysis
here, and in any event the full extent of Defendants’ misrepresentations is unknown.

V. DEFENDANTS’ CONCEALMENT OF THEIR MISCONDUCT

350. The key information cited and relied upon herein did not generally become
available to Prudential until, at the earliest, mid-2009, and often later. This key information
includes, for example, the FCIC report (January 2011), and information associated with the FCIC
Report, such as documents and testimony relating to Clayton (September 2010-January 2011).

Indeed, as noted above, Prudential could not have performed a loan-level analysis until 2010—
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which should have provided evidence of Defendants’ misrepresentations regarding the specific
Mortgage Loans at issue here.

351.  As discussed above, most of the Certificates that Prudential purchased from
Defendants’ Offerings now have been downgraded to non-investment grade by at least one rating

agency. The following chart summarizes the dates of downgrade to below investment grade:

EMLT 2004-2 M5 4/8/2010 (Moody’s)
3/3/2011 (Standard & Poor’s)
EMLT 2004-3 M4 3/7/2011 (Moody’s)
EMLT 2004-3 M5 3/22/2011 (Fitch)
3/7/2011 (Moody’s)
EMLT 2004-3 M6 5/14/2010 (Fitch)
4/8/2010 (Moody’s)
EMIL.T 2004-3 M7 7/2/2009 (Fitch)
4/8/2010 (Moody’s)
EMLT 2005-1 M3 7/18/2011 (Moody’s)
EMLT 2005-1 M4 1/19/2012 (Fitch)
1/13/2010 (Moody’s)
5/11/2011 (Standard & Poor’s)
EMLT 2005-1 M5 6/12/2009 (Fitch)

3/13/2009 {(Moody’s)

9/9/2008 (Standard & Poor’s)
EMLT 2005-1 M6 6/12/2009 (Fitch)

2/26/2009 (Moody’s)

9/9/2008 (Standard & Poor’s)
FHLT 2004-1 Mo 7/2{2009 (Fitch)

3/21/2011 (Moody’s)
11/17/2009 (Standard & Poor’s)

FHLT 2004-2 M2 3/22/2011 (Fitch)
3/21/2011 (Moody’s)
FHLT 2004-D M1 3/21/11 (Moody’s)
MMLT 2005-2 M2 1/10/2011 (Fitch)
3/20/2009 (Moody’s)
8/4/2009 (Standard & Poor’s)
RBSGC 2005-A 3A 1/14/2010 (Moody’s)
7/24/2009 (Standard & Poor’s)
SVHE 2004-WMCI M2 3/13/2011 (Moody’s)
SVHE 2004-WMCl1 M3 3/13/2011 (Moody’s)
9/30/2009 (Standard & Poor’s)
SVHE 2004-WMC1 M4 4/8/2010 (Moody’s)
9/30/2009 (Standard & Poor’s)
SVHE 2006-EQ2 A4 11/24/2008 (Fitch)
2/26/2009 (Moody’s)
8/24/2009 (Standard & Poor’s)
SVHE 2006-NLC1 A2 10/23/2008 (Moody’s)

8/4/2009 (Standard & Poor’s)
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SVHE 2006-NLC1 A3 10/23/2008 (Moody’s)
9/2/2008 (Standard & Poor’s)
SVHE 2006-OPT1 2A4 6/12/2009 (Fitch)
1/13/2010 (Moody’s)
SVHE 2006-OPT2 Ad 3/17/2009 (Moody’s)
10/21/2011 (Standard & Poor’s)
SVHE 2006-OPT3 2A4 1/13/2010 (Moody’s)
SVHE 2006-OPT4 2A4 3/17/2009 (Moody’s)
8/4/2009 (Standard & Poor’s)
SVHE 2006-0OPT4 M1 10/23/2008 (Moody’s)
§/19/2008 (Standard & Poor’s)
SVHE 2006-OPT5 2A4 3/17/2009 (Moody’s)
8/4/2009 (Standard & Poor’s)

352.  As this chart reflects, nearly all of Prudential’s Certificates retained strong credit
ratings through at least mid-2009. Several of the Certificates continued to receive investment
grade ratings well into 2011,

353. Thus, information that either put Prudential on actual notice of the legal violations
at issue here, or was sufficient to lead to such actual knowledge in the exercise of reasonable
diligence, was affirmatively concealed by Defendants and did not publicly emerge prior to mid-
2009, if not even later.

FIRST CAUSE OF ACTION
(Common-Law Fraud/Fraudulent Inducement Against All Defendants)

354. Prudential realleges each allegation above as if fully set forth herein.

355.  This count is against all Defendants. It is against each Defendant only for those
transactions in which it played a role, as set forth above and in Exhibit A.

356. Each Defendant made, authorized or caused the representations at issue, which
are identified and summarized in Section I above and further identified in the Exhibits.

357. The material representations set forth above were fraudulent, and Defendants’

representations fraudulently omitted material statements of fact.
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358.  Each of the Defendants knew their representations and omissions were false
and/or misleading at the time they were made. Each made the misleading statements with an
intent to defraud Prudential.

359. Defendants had reason to expect that Prudential was among the class of persons
who would receive and rely on such representations, and intended that their misleading
statements would induce Prudential to purchase the Certificates.

360. Prudential justifiably relied on Defendants’ false representations and misleading
omissions.

36]1. Had Prudential known the true facts regarding the Defendants’ underwriting
practices and quality of the loans making up the securitizations, it would not have purchased the
Certificates as it ultimately did.

362.  Asaresult of the foregoing, Prudential has suffered damages according to proof,

In the alternative, Prudential hereby demands rescission and makes any necessary tender of the

Certificates.
SECOND CAUSE OF ACTION
(Aiding and Abetting Common Law Fraud/Fraudulent Inducement Against All
Defendants)

363. Prudential realleges each allegation above as if fully set forth herein.

364. This is a claim for aiding and abetting brought against all defendants arising from
the intentional and substantial assistance each rendered to the others to advance the fraud on
Prudential. It is against each Defendant only for those transactions in which it played a role, as
set forth above and in Exhibit A.

365. Each of the defendants knew of the fraud perpetrated by the other defendants.
Each knew of the representations and omissions made by the others. Each also knew that the

representations and omissions made by each of the other defendants were false and/or misleading
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at the time they were made.

366. As discussed above, Defendants were all highly interdependent businesses with
overlapping management and a constant flow of information among Defendants. All of the
defendants had actual knowledge of, and substantially assisted in, the fraudulent scheme to
securitize each of the trusts at issue and market and sell the Certificates to investors, including
Prudential, without disclosing the truth about those investments.

367.  All of the defendants, through their employees and representatives, substantially
assisted in, among other things: (a) acquiring the Mortgage Loans; (b) packaging up those loans
into pools which were transferred to the depositor then the Trusts; (c¢) waiving into the collateral
pools of the Trusts loans previously rejected by Clayton, despite the lack of compensating
factors; (d) creating and structuring the Trusts whose Certificates would be sold to investors
including Prudential; and (e) preparing the Offering Materials which would be used to market the
Certificates to investors like Prudential. Through overlapping personnel, strategies and
intertwined business operations, and the fluid transfer of information among the defendants, each
of the defendants knew of the fraud perpetrated on Prudential. Each acted in concert to defrand
Prudential.

368. Each of the defendants provided each of the others with substantial assistance in
making the fraudulent representations and omissions. Specifically, but without limitation, RBS
Financial Products acquired the Mortgage Loans and sponsored their securitization, assisted in
preparation of the Offering Materials, transferred the loans to the depositor, and made
representations regarding the quality of the loans. Specifically, but without limitation FAS Corp.
and RBS Acceptance, Inc. issued the securities, entered into agreements with the relevant trusts,

filed and signed the registration statements, and assisted in the preparation of the Offering
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Materials. Specifically, but without limitation, RBS Securities assisted in the preparation of the
Offering Materials, and acted as broker-dealer with regard to the issuance and underwriting of
the Certificates.

369. Each of the defendants made representations regarding the characteristics of the
Mortgage Loans, including applicable underwriting guidelines, due diligence results, owner-
occupancy rates, loan-to-value and/or combined loan-to-value statistics, credit ratings, title-
transfer process, and/or underwriting exceptions.

370. Defendants could not have perpetrated their fraud without the substantial
assistance of each other defendant, and they all provided financial, strategic, and marketing
assistance for their scheme. Defendants are highly intertwined and interdependent businesses
and each benefited from the success of the scheme. Through the fraudulent sale of the
Certificates to Prudential, Defendants were able to materially improve their financial condition
by reducing their exposure to declining subprime-related assets and garnering thousands of
dollars in fees from the structuring and sale of the Certificates.

371.  Asadirect, proximate, and foreseeable result of the Defendants’ actions,
Prudential has suffered damages according to proof.

THIRD CAUSE OF ACTION
(Negligent Misrepresentation Against All Defendants)

372.  Prudential realleges each allegation above as if fully set forth herein.

373. This count is against all defendants. It is against each Defendant only for those
transactions in which it played a role, as set forth above and in Exhibit A.

374. Because Defendants arranged the Securitizations, and originated or acquired,
underwrote, and serviced most of the underlying Mortgage Loans, they had unique and special

knowledge about the loans in the offerings. In particular, they had unique and special knowledge
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and expertise regarding the quality of the underwriting of those loans, as well as the servicing
practices employed as to such loans.

375. Because Prudential could not evaluate the loan files for the Mortgage Loans
underlying its Certificates, and because Prudential could not examine the underwriting quality or
servicing practices for the Mortgage Loans in the offerings on a loan-by-loan basis, it was
heavily reliant on Defendants’ unique, special, and superior knowledge regarding the Mortgage
Loans when determining whether to make each investment in the Certificates. Prudential was
entirely reliant on Defendants to provide accurate information regarding the loans in engaging in
that analysis. Accordingly, Defendants were uniquely situated to evaluate the economics of each
offering.

376. Going back over many years covering these numerous purchases, Prudential
relied on Defendants’ unique, special, and superior knowledge regarding the quality of the
underlying Mortgage Loans and their underwriting when determining whether to invest in the
Certificates at issue in this action. Prudential’s longstanding relationship with Defendants,
coupled with Defendants’ unique and special knowledge about the underlying loans, created a
special relationship of trust, confidence, and dependence between Defendants and Prudential.

377. Defendants were in the business of providing information for use by others,
including Prudential. Specifically, but without limitation, Defendants were in the business of
providing information by way of the Offering Materials so that investors could rely on them in
deciding whether to invest in the securities being offered. ‘This information was for the use of a
small class of large, institutional investors.

378. Defendants were aware that Prudential relied on their unique, special, and

superior knowledge, expertise, and experience and depended upon them for accurate and truthful
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information in making the decision to invest in each of the Certificates. Defendants were also
aware that the representations regarding the underwriting standards, as well as those regarding
the characteristics of the Mortgage Loans, would be used for the particular purpose of deciding
whether to invest in those Certificates. Defendants also knew that the facts regarding their
compliance with their underwriting standards were exclusively within their knowledge.

379. Based on their expertise, superior knowledge, and relationship with Defendants,
Defendants owed a duty to Prudential to provide complete, accurate, and timely information
regarding the Mortgage Loans and the offerings. Defendants breached their duty to provide such
information to Defendants.

380. Defendants breached their duty to provide such information to Prudential by
making misrepresentations that induced Prudential’s investment in the offerings. The
misrepresentations are set forth in Section I above and in the Exhibits. At the time Defendants
made these misrepresentations, they were, at a minimum, negligent in their due diligence and/or
understanding of the extent to which the Mortgage Loans underlying the Certificates complied
with the underwriting guidelines and had the characteristics represented in the Offering
Materials. Thus, Defendants were at the very least negligent in making statements that were
false, misleading, and incorrect. Such information was known or reasonably should have been
known by Defendants, and was not known or readily knowable by Prudential. In addition,
Defendants knew that Prudential was acting in reliance on that information.

381. Prudential reasonably relied on the information Defendants did provide and was
damaged as a result of these misrepresentations. Had Prudential known the true facts regarding
Defendants’ underwriting practices and the quality of the loans making up the offerings, it would

not have purchased the Certificates as it ultimately did.
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382, Asaresult of the foregoing, Prudential has suffered damages according to proof.

FOURTH CAUSE OF ACTION
(New Jersey Civil RICO, N.J.S.A. 2C:41-1 ef seq., Against All Defendants)

383. Prudential realleges each allegation above as if fully set forth herein.

384. For the purposes of this Count Four, Prudential alleges that Defendants acted with
the knowledge and intent required to violate the statutes identified as racketeering activity below
and/or were willfully blind to or deliberately ignorant of the falsity of the information they
conveyed to Prudential.

385. Defendants violated the New Jersey Civil RICO statute by committing or
conspiring amongst themselves and others to commit a pattern of racketeering activity in
violation of N.J.S.A. 2C:41-2(c) and -2(d).

The Enterprise

386. Defendants have commitied a pattern of racketeering activity through their
agreement to participate in and actual participation in an association-in-fact enterprise comprised
of the persons and entities that acquired thousands of residential mortgage loans and then
processed the underlying loans into mortgaged-backed securities so that the Defendants could
sell certificates at inflated values to investors such as Prudential on the basis of false and
fraudulent Offering Materials (the “RBS Enterprise™).

387. 'The RBS Enterprise included at least the following persons, businesses, or other
legal entities that played the following discrete and well-defined roles in RBS’s carefully
planned, highly organized scheme:

(a) RBS Financial Products, which acted as the Seller and Sponsor in certain

of the Securitizations purchased by Prudential, as set forth in Exhibit A;

129



(b) FAS Corp., which acted as the depositor in certain of the Securitizations
purchased by Prudential, as set forth in Exhibit A;

(c) RBS Acceptance, Inc., which acted as the depositor in certain of the
Securitizations purchased by Prudential, as set forth in Exhibit A;

(d) RBS Securities, which sold unsuspecting investors various mortgaged-
backed securities, including but not limited to the Certificates, on the basis of false and
fraudulent misrepresentations of fact; and

(e) Non-parties Royal Bank of Scotland Group PLC and RBS Holdings USA,
Inc., which formed the other RBS Enterprise entities to perform specific tasks required to
acquire mortgages, securitize those mortgages, and then sell securities to Prudential and
other investors in order to maximize corporate profits. These parent companies also had
the ability to direct and did in fact direct, purposefully engage in, assist, and/or further the
RBS Enterprise, as they funded the activities of the other members of the Enterprise,
managed and supervised the operations of the Enterprise; set the methods for the
Enterprise (including the intentional increase in the sale of residential mortgaged-backed
securitizations and deliberate indifference to, or circumvention of, stated underwriting
guidelines); directed the goals of the Enterprise, which included the maximization of
short-term profits and fees from the sale of residential mortgaged-backed securities
through the use of false and fraudulent Offering Materials; and received and consolidated
the funds generated by the Enterprise’s activities.

388. The members of the RBS Enterprise played specific and well-defined roles in the

process of originating and then securitizing loans into residential mortgage-backed securities, as
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described above, and, without limitation, in Section D of the “Background” section further
above.

389. The members of the RBS Enterprise shared the common purpose of obtaining
pecuniary gain, including money, in connection with the fraudulent sale of inflated mortgaged-
backed securities to investors, including Prudential.

390. Atall relevant times, the RBS Enterprise was and remains engaged in trade or
commerce in activities affecting trade or commerce in connection with the sale and purchase of
securities in the State of New Jersey.

391. The RBS Enterprise is an enterprise within the meaning of N.J.S.A. 2C:41-1(c).

The Pattern of Racketeering Activity

392. Defendants, along with the other members of the RBS Enterprise, engaged ina
pattern of racketeering activity consisting of two or more separate and distinct acts of
racketeering activity. Defendants committed this pattern of racketeering activity during at least
2004 to 2007 and beyond, and in connection with but not limited to the Securitizations in which
Prudential purchased Certificates. The acts of racketeering include, but are not limited to, those
set forth below:

a. Violations of the New Jersey Uniform Securities Act
(N.JLS.A. 49:3-47 et seq.)

393,  Under N.J.S.A. 49:3-52(b), it is “unlawful for any person, in connection with the
offer, sale, or purchase of any security, directly or indirectly [t]o make any untrue statement of a
material fact or to omit to state a material fact necessary in order to make the statements made, in
the light of the circumstances under which they are made, not misleading,”

394. Similarly, under N.J.S.A. 49:3-52(a) and -52(c), it is unlawful for any person to

offer, sell or purchase a security by employing “any device, scheme, or artifice to defraud” or by
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engaging “in any act, practice or course of business which operates or would operate as a frand
or deceit upon any person.”

395. Defendants are “persons” within the meaning of N.J.S.A. 49:3-49(i).

396, The Certificates purchased by Prudential are “securities” within the meaning of
N.J.S.A. 49:3-49(m).

397. Defendants and the Trusts (although not named as defendants) qualify as offerors
or sellers of the Certificates in the Securitizations because they issued, marketed, and/or sold the
Certificates to Prudential and other members of the public for their own financial benefit within
the meaning of N.J.S.A. 49:3-49(j)(1)-(2).

398. Defendants and the Trusts offered and sold the Certificates in the Securitizations
to Prudential in the State of New Jersey within the meaning of N.J.S.A. 2C:1-3.

399. As identified above in Sections I and II, and in the Exhibits, on two or more
occasions, in violation of N.J.S.A. 49:52(a), (b), and (¢), Defendants made numerous material
misstatements in the Offering Materials used to sell Prudential the Certificates in Securitizations.
In addition, Defendants made numerous omissions of fact that made the Offering Materials false
and misleading.

400, As alleged in detail above in Sections I and 11, and in the Exhibits, the Offering
Materials in the Securitizations created and utilized by Defendants and the Trusts were
materially false and misleading because, among other things, they misrepresented the
underwriting standards applicable to the mortgage loans backing the Certificates, misrepresented
the owner-occupancy information for the loans, misrepresented the LTV and CLTV ratios and
appraisal information for the loans, misrepresented the title-assignment process and status, and

misrepresented information relevant to the credit ratings process for the Certificates.
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401. Defendants knew that the Offering Materials included untrue statements of
material fact and misleading omissions.

402. 1n the alternative, Defendants recklessly and consciously disregarded a substantial
and unjustifiable risk that the Offering Materials in the Securitizations included untrue
statements of material fact and misleading omissions. Given the nature of this risk, the access of
these Defendants to the loan files for the mortgages underlying the Certificates, and the central
role each entity played in the mortgage securitization process, the disregard by these Defendants
of the risk that the Offering Materials were materially misleading or fraudulent constituted a
gross deviation from the standard of conduct that a reasonable person would observe in the same
situation.

403. Defendants made these misrepresentations and omissions with the purpose and
intent of convincing Prudential to purchase the Certificates in the Securitizations.

404. Prudential did not know, and in the exercise of due diligence could not have
known, of the untruths and omissions.

405. RBS Financial Products is not only liable as primary violator, it is also jointly and
severally liable because they controlled one or more of the primary violators, including with
respect to the Securitizations.

406, FAS Corp. and RBS Acceptance are not only liable as primary violators, they also
are jointly and severally liable because they controlled one or more of the primary violators,
including with respect to the Securitizations.

407. Defendants’ violations of N.J.S.A. 49:3-52(a), -(b), and ~(c), as well as 49:3-70(a)
and -(b), constitute racketeering activity pursvant to N.J.S.A. 2C:41-1(a)(p).

b. Deceptive Business Practices (N.J.S.A. 2C:21-7i)
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408. On two or more occasions, Defendants committed, attempted to commit, solicited
another to commit, conspired to commit, or engaged in intentional acts involving deceptive
business practices.

409.  As alleged in detail above Sections I and I, and in the Exhibits, Defendants in the
course of their business made false or misleading statements in the Offering Materials connected
with the offer and sale of Certificates in the Securitizations, or omitted material information
required by law to be disclosed therein.

410. Defendants knew that the Offering Materials included those untrue statements of
fact or material omissions.

411. The Certificates offered by Defendants and purchased by Prudential on the basis
of Defendants’ false and misleading Offering Materials are “securities” within the meaning of
N.J.S.A. 2C:21-71.

412. Defendants made these misrepresentations and omissions for the purpose of
promoting the sale of securities to Prudential and other investors at inflated values for their own
pecuniary gain.

413. Defendants’ violations of N.J.S.A. 2C:21-7i constitute racketcering activity
pursuant to N.J.S.A. 2C:41-1(a)(0).

c. Theft by Deception (N.J.S.A. 2C:20-4)

414. On two or more occasions, Defendants purposefully committed, attempted to
commit, solicited another to commit, conspired to commit, or engaged in acts involving theft by
deception by obtaining the property of another by deceitful means and artful practices with the

intention of depriving Prudential and other investors of their property.
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415, Asalleged in detail above in Sections I and II, and in the Exhibits, Defendants
repeatedly used false and misleading Offering Materials in the Securitizations to induce
Prudential to purchase the identified Certificates. By this conduct, Defendants created or
reinforced Prudential’s false impression of existing facts, including facts relating and directly
relevant to the value of the Certificates, which Defendants knew or believed to be false, in
violation of N.J.S.A. 2C:20-4(a).

416. Defendants also prevented Prudential from acquiring information pertinent to the
disposition of its funds, including information that would have contradicted the false
representations of fact in the Offering Materials in the Securitizations, in violation of N.J.S.A.
2C:20-4(b).

417. By failing to amend the materially false and misleading Offering Materials and/or
notify Prudential of the true underwriting standards, owner-occupancy statistics, LTV and CLTV
ratios, title-transfer process, and credit ratings process relevant to the in the Securitizations,
Defendants also failed to correct a false impression, which allowed Defendants to hide their
enterprise from discovery by Prudential and other investors. Defendants’ failure to correct the
false impression they created or reinforced in the Offering Materials was in violation of N.J.S.A.
2C:20-4(c).

418. Defendants’ repeated and related violations of N.J.S.A. 2C:20-4(a), -4(b), and -
4(c) constitute racketeering activity pursuant to N.J.S. A, 2C:41-1(a)(n).

d. Falsifying Records (N.J.S.A. 2C:21-4(a))

419.  On two or more occasions, Defendants committed, attempted to commit, solicited

another to commit, conspired to commit, or engaged in acts involving falsifying or tampering

with records with the intention of deceiving or injuring Prudential and other investors.
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420. As alleged in detail above in Sections I and 11, and in the Exhibits, Defendants
repeatedly used false and misleading Offering Materials in the Securitizations to knowingly
falsify, remove, or conceal material facts relevant to the value of the securities they sold to
investors such as Prudential, including but not limited to the pertinent underwriting guidelines,
owner-occupancy statistics, LTV and CLTV ratios, due diligence process, title-transfer process,
and credit ratings connected with the Certificates purchased by Prudential.

421. The Offering Materials created and utilized by Defendants constitute a “writing or
record” within the meaning of N.J.S.A. 2C:21-4(a).

429, Defendants’ violations of N.J.S.A. 2C:21-4(a) constitute racketeering activity
pursuant to N.J.S.A. 2C:41-1(a)(0).

e. Relatedness of the Acts of Racketeering Activity

423. The incidents of racketeering activity committed by the Defendant/members of
the RBS Enterprises had, among other things, the same or similar intents, results, victims, and
methods of commission.

424. The acts of racketeering activity committed by Defendants relating to the
Securitizations involve transactions or purported transactions with or affecting Prudential.

425. The acts of racketeering activity committed by Defendants relating to the
Securitizations have the same or similar intents in that they sought to obtain property, including
but not limited to Prudential’s money, through illegal means.

426. The acts of racketeering activity committed by Defendants relating to the
Securitizations have the same or similar results, in that Defendants actually obtained personal

property, including but not limited to Prudential’s money, through illegal means.
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427.  The acts of racketeering activity committed by Defendants relating to the
Securitizations have the same or similar victims: investors (including Prudential) in RBS’s
residential mortgage-backed securities, including the Certificates.

428. The methods by which Defendants committed the incidents of racketeering
activity relating to the Securitizations were the same or similar, including by way of example and
not limitation, inducing Prudential to pay Defendants hundreds of millions of dollars to purchase
residential mortgaged-backed securities on the basis of materially false and misleading Offering
Materials.

429, In the RBS Enterprise, the acts of racketeering committed by the Defendants
serving as members thereto are interrelated by distinguishing characteristics and are not isolated
incidents. The acts involve the same or similar methods of commission, the same or similar
types of misrepresentations or omissions, the same or similar benefits to Defendants, the same or
similar injuries to Prudential, and the same or similar efforts by Defendants’ to conceal their
misconduct.

Defendants’ Violations of the New Jersey RICO Statute

430. Defendants violated N.J.S.A. 2C:41-2(c) by associating with an enterprise and
conducting or participating, indirectly or indirectly, in that enterprise through a pattern of
racketeering activity.

431. Defendants also violated N.J.S.A. 2C:41-2(d) by conspiring with others, including
but not limited to the other members of the RBS Enterprises, to violate N.J.S.A. 2C:41-2(c). In
furtherance of that conspiracy, Defendants committed overt acts that include but are not limited
to the racketeering activity alleged above.

Proximate Cause of Injury to Prudential by
Defendants’ New Jersey RICO Violations
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432, Defendants’ behavior directly targeted Prudential, which purchased the
Certificates in the Securitizations based on the false and fraudulent representations in the
Offering Materials. As a result, Prudential purchased securities at falsely inflated values that
have experienced significant downgrades, defaults, and delinquencies. Defendants’
misrepresentations and omissions have adversely affected both the value of the securities
purchased by Prudential and the income flow therefrom. As a result, Prudential’s injuries flow
directly from acts of racketeering activity committed by Defendants that constitute part of the
pattern of racketeering activity.

433, Prudential has been injured by reason of these violations of N.J.S.A. 2C:41-2 and
is entitled to recover three times the actual damages it has sustained pursuant to N.J.S.A. 2C:41-
4(c).

434, Pursuant to N.J.S.A. 2C:41-4(c), Prudential is also entitled to recover its
attorneys” fees in the trial and appellate courts, and its costs of investigation and litigation
reasonably incurred.

435, Pursuant to N.J.S.A. 2C:41-4(a), Prudential is also entitled to such other and
further relief that this Court may deem just and proper, including but not limited to the
dissolution or reorganization of Defendants’ RICO enterprise; the denial, suspension, or
revocation of Defendants® licenses to do business in the State of New Jersey; and any and all

appropriate cease and desist orders necessary to discontinue Defendants’ acts or conduct.
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PRAYER FOR RELIEF

WHEREFORE Prudential prays for relief as follows:

An award in favor of Prudential against Defendants, jointly and severally, for all damages
sustained as a result of Defendants’ wrongdoing, in an amount to be proven at trial, but including
at a minimum:

a. Prudential’s monetary losses, including loss of market value and loss of principal
and interest payments;

b. Treble damages;

C. Rescission and recovery of the consideration paid for the Certificates, with
interest thereon; Prudential is prepared to tender the Certificates in the event the Court grants

such relief}

d. Attorneys’ fees and costs;
e. Prejudgment interest at the maximum legal rate; and
g. Such other and further relief as the Court may deem just and proper.

JURY TRIAL DEMANDED

Prudential hereby demands a trial by jury on all issues triable by jury.
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DATED: August 21, 2012 NUKK-FREEMAN & CERRA, P.C.

By: ’W /[/ C%O(/ ﬂ)?ﬂm,/’

KIRSTEN MCCAW GROSSMAN

636 Morris Turnpike, Suite 2F

Short Hills, NJ 07078

Telephone: (973) 564-9100

Fax: (973) 564-9112
kgrossman@nfclegal.com

Attorneys for The Prudential Insurance
Company of America, Park Place Commerce
Investments, LLC, Pru Alpha Fixed Income
Opportunity Master Fund I, L.P., Prudential
Trust Company, and The Gibraltar Life
Insurance Co., Ltd.

QUINN EMANUEL URQUHART & SULLIVAN, LLP

Daniel L. Brockett (pro hac vice application forthcoming)
David D. Burnett (pro hac vice application forthcoming)
51 Madison Avenue, 22nd Floor

New York, New York 10010-1601

Telephone: (212) 849-7000

Fax: (212) 849-7100

danbrockett@quinnemanuel.com
daveburnett@quinnemanuel.com

Jeremy D. Andersen (pro hac vice application forthcoming)
Chris Barker (pro hac vice application forthcoming)

865 South Figueroa Street, 10th Floor

Los Angeles, California 90017

Telephone: 213-443-3000

Fax: 213-443-3100

jeremyandersen@quinnemanuel . com
chrisbarker@quinnemanuel.com

v
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CERTIFICATION PURSUANT TO R. 4:5-1

I hereby certify that the matter in controversy is not the subject of any other action
pending in any Court or of a pending arbitration proceeding and that no other action or

arbitration proceeding is contemplated.

bt Y7

KIRSTEN MCCA}W"GROS MAN

Dated: August 21, 2012

QUINN EMANUEL URQUHART & SULLIVAN, LLP

Daniel L. Brockett (pro hac vice application forthcoming)
David D. Burnett (pro hac vice application forthcoming)
51 Madison Avenue, 22nd Floor

New York, New York 10010-1601

Telephone: (212) 849-7000

Fax: (212) 849-7100

danbrockett@quinnemanuel.com
daveburnett@quinnemanuel.com

Jeremy D. Andersen (pro hac vice application forthcoming)
Chris Barker (pro hac vice application forthcoming)

865 South Figueroa Street, 10th Floor

Los Angeles, California 90017

Telephone: 213-443-3000

Fax: 213-443-3100

jeremyandersen@quinnemanuel.com
chrisbarker@quinnemanuel.com
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Atiorney(s)  ROBIN H. ROME, ESQ.

Office Addrass VIKKFREEMAN & CERRA, PC. Superior Court of
160 AIESS e3¢ MORRIS TURNPIKE, SUITE 2F New Jersey
Town, State, Zip Code SHORT HILLS, NJ 07078
Telephone Number (9733 564-9100 Essex COUNTY
Attorney(s) for Plaintiff Al Plaintiffs - See Exhibit A LAW DIVISION
THE PRUDENTIAL INSURANCE COMPANY Docket No:
OF AMERICA, et al.
Plaintiff(s)
CIVIL ACTION
V. SUMMONS

RBS FINANCIAL PRODUCTS, INC., ot al.

Defendant(s)
From The State of New Jersey To The Defendant(s) Named Above:

The plaintiff, named above, has filed a lawsuit against you in the Superior Court of New Jersey. The
complaint attached to this summons states the basis for this lawsuit. 1f you dispute this complaint, you or
your atforney must file a written answer or motion and proof of service with the deputy clerk of the
Superior Court in the county listed above within 35 days from the date you received this summons, not
counting the date you received it. (The address of each deputy clerk of the Superior Court is provided.)
If the complaint is one in foreclosure, then you must file your written answer ot motion and proof of
service with the Clerk of the Superior Court, Hughes Justice Complex, P.O. Box 971, Trenton, NJ 08625-
0971. A filing fee payable to the Treasurer, State of New Jersey and a completed Case Information
Statement (available from the deputy clerk of the Superior Court) must accompany your answer or motion
when it is filed. You must also send a copy of your answer or motion to plaintiff's attorney whose name
and address appear above, ot to plaintiff, if no attorney is named above. A telephone call will not protect
your rights; you must file and serve a written answer or motion (with fee of $135.00 and completed Case
Information Statement) if you want the court to hear your defense.

If you do not file and serve a written answer or motion within 35 days, the court may enter a
Jjudgment against you for the relief plaintiff demands, plus interest and costs of suit, If judgment is
entered against you, the Sheriff may seize your money, wages or property to pay all or part of the
judgment.

If you cannot afford an attorney, you may call the Legal Services office in the county where you live
or the Legal Services of New Jersey Statewide Hotline at 1-888-LSNJ-LAW (1-888-576-5529). A list of
these offices is provided. If you do not have an attorney and are not eligible for free legal assistance, you
may obtain a referral {o an attorney by calling one of the Lawyer Referral Services. A list of these
numbers is also provided,

Jennifer M. Perez,
Clerk of the Superior Court
DATED:  08/21/2012

Name of Defendant to Be Served: See Exhibit A.

Address of Defendant to Be Served:  See Exhibit A,

NOTE: The Case Information Statement is available at www.njcourts.com.
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Directory of Superior Court Deputy Clerk’s Offices
County Lawyer Referral and Legal Services Offices

ATLANTIC COUNTY:

Deputy Clerk of the Superior Court
Civil Division, Direct Filing

1201 Bacharach Blvd., First FI.
Atlantic City, NJ 08401

BERGEN COUNTY:

Deputy Clerk of the Superior Court
Civil Division, Room 115

Justice Center, 10 Main St.
Hackensack, NJ 07601

BURLINGTON COUNTY:
Deputy Clerk of the Superior Court
Central Processing Office

Attn: Judicial Intake

First F1., Courts Facility

49 Rancocas Rd.

Mt. Holly, NJ 08060

CAMDEN COUNTY:

Deputy Clerk of the Superior Court
Civil Processing Office

Hall of Justice

1st Fl., Suite 150

101 South 5" Street

Camden, NJ 08103

CAPE MAY COUNTY:

Deputy Clerk of the Superior Court
9 N. Main Street

Cape May Court House, NJ 08210

CUMBERLAND COUNTY:
Deputy Clerk of the Superior Court
Civil Case Management Office

60 West Broad Street

P.O. Box 10

Bridgeton, NJ 08302

ESSEX COUNTY:

Deputy Clerk of the Superior Court
Civil Customer Service

Hall of Records, Room 201

465 Dr. Martin Luther King Jr. Blvd,

Newark, NJ 07102

LAWYER REFERRAL
(609) 345.3444
LEGAL SERVICES
(609) 348-4200

LAWYER REFERRAL
(201) 488-0044
LEGAL SERVICES
(201) 487-2166

LAWYER REFERRAL
(609) 261-4862
LEGAL SERVICES
(800) 496-4570

LAWYER REFERRAL
(856) 964-4520
LEGAL SERVICES
(856) 964-2010

LAWYER REFERRAL
(609) 463-0313
LEGAL SERVICES
(609) 465-3001

LAWYER REFERRAL
(856) 696-5550
LEGAL SERVICES
(856) 691-0494

LAWYER REFERRAL
(973) 622-6204
LEGAL SERVICES
(973) 624-4500

Revised 11/14/2011, CN 10792-English (Appendix X11-A)
Directory of Superior Court Deputy Clerk's Offices / County Lawyer Referral and Legal Services
Revised 11/2010, CN 10153-English Page 2 of 4



GLOUCESTER COUNTY:
Deputy Clerk of the Superior Court
Civil Case Management Office
Attn; Intake

First Fl,, Court House

1 North Broad Street

Woodbury, NJ 08096

HUDSON COUNTY:

Deputy Clerk of the Superior Court
Superior Court, Civil Records Dept.
Brennan Court House--1st Floor
583 Newark Ave.

Jersey City, NJ 07306

HUNTERDON COUNTY;
Deputy Clerk of the Superior Court
Civil Division

65 Park Avenue

Flemington, NJ 08822

MERCER COUNTY:

Deputy Clerk of the Superior Court
Local Filing Office, Courthouse
175 S. Broad Sireet, P.O. Box 8068
Trenton, NJ 08650

MIDDLESEX COUNTY:

Deputy Clerk of the Superior Court,
Middlesex Vicinage

Znd Floor - Tower

56 Paterson Street, P.O, Box 2633
New Brunswick, NJ 08903-2633

MONMOUTH COUNTY:
Deputy Clerk of the Superior Court
Court House

P.O. Box 1269

Frechold, NJ 07728-1269

MORRIS COUNTY:

Morris County Courthouse
Civil Division

Washington and Court Streets
P.0O.Box 910

Morristown, NJ 07963-0910

OCEAN COUNTY:

Deputy Clerk of the Superior Court
118 Washington Street, Room 121
P.O. Box 2191

Toms River, NJ 08754-2191

Revised 11/14/2011, CN 10792-English (Appeadix X11-A)

Directory of Superior Court Deputy Clerk's Offices f County Lawyer Referral and Legal Services
Revised 11/2010, CN 10153-English

LAWYER REFERRAL
(856) 848-4580
LEGAL SERVICES
(856) 848-5360

LAWYER REFERRAL
(201) 798-2727
LEGAL SERVICES
(201) 792-6363

LAWYER REFERRAL
(908) 735-2611
LEGAL SERVICES
(908) 782-7979

LAWYER REFERRAL
(609) 585-6200
LEGAL SERVICES
(609) 695-6249

LAWYER REFERRAL
(732) 828-0053
LEGAL SERVICES
(732) 249-7600

LAWYER REFERRAL
(732) 431-5544
LEGAL SERVICES
(732) 866-0020

LAWYER REFERRAL
(973) 267-5882
LEGAL SERVICES
(973)285-6911

LAWYER REFERRAL
(732) 240-3666
LEGAL SERVICES
(732) 341-2727
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PASSAIC COUNTY:

Deputy Clerk of the Superior Court
Civil Division

Court House

77 Hamilton Street

Paterson, NJ 07505

SALEM COUNTY:

Deputy Clerk of the Superior Coust
Attn: Civil Case Management Office
92 Market Street

Salem, NJ 08079

SOMERSET COUNTY:

Deputy Clerk of the Superior Court
Civil Division

P.O. Box 3000

40 North Bridge Street

Somerville, N.J. 08876

SUSSEX COUNTY:

Deputy Clerk of the Superior Court
Sussex County Judicial Center
43-47 High Street

Newton, NJ 07860

UNION COUNTY:

Deputy Clerk of the Superior Court
ist FL, Court House

2 Broad Street

Elizabeth, NJ 07207-6073

WARREN COUNTY:

Deputy Clerk of the Superior Court
Civil Division Office

Court House

413 Second Street

Belvidere, NJ 07823-1500

Revised 11/14/2011, CN 10792-Engfish (Appendix X{1-A)
Directory of Superior Court Deputy Cierk’s Offices / County Lawyer Referral and Legal Services

Revised 11/2010, CN 10153-English

LAWYER REFERRAL
(973) 278-9223
LEGAL SERVICES
(973) 523-2900

LAWYER REFERRAL
(856) 935-5629
LEGAL SERVICES
(856) 451-0003

LAWYER REFERRAL
(908) 685-2323
LEGAL SERVICES
(908) 231-0840

LAWYER REFERRAL
(973) 267-5882
LEGAL SERVICES
(973) 383-7400

LAWYER REFERRAL
{908) 353-4715
LEGAL SERVICES
(908) 354-4340

LAWYER REFERRAL
(973) 267-5882
LEGAL SERVICES
(908) 475-2010
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THE PRUDENTIAL INSURANCE
COMPANY OF AMERICA, PARK
PLACE COMMERCE INVESTMENTS,
LLC, PRU ALPHA FIXED INCOME
OPPORTUNITY MASTER FUND I, L.P.,
PRUDENTIAL TRUST COMPANY, and
THE GIBRALTAR LIFE INSURANCE
COMPANY, L'TD.,

Plaintiffs,
~against-

RBS FINANCIAL PRODUCTS, INC.
(f/k/a GREENWICH CAPITAL
FINANCIAL PRODUCTS, INC.), RBS
ACCEPTANCE, INC. (f/k/a
GREENWICH CAPITAL
ACCEPTANCE, INC.), FINANCIAL
ASSET SECURITIES CORP., and RBS
SECURITIES, INC. (f/k/a GREENWICH
CAPITAL MARKETS, INC.),

Defendants.

SUPERIOR COURT OF NEW JERSEY
LAW DIVISION, ESSEX COUNTY
Civil Action

DOCKET NO.

“EXHIBIT A” TO CIVIL ACTION
SUMMONS

I. ATTORNEYS FOR PLAINTIFFES

The Prudential Insurance Company of America, Park Place Commerce Investments, LLC, Pru
Alpha Fixed Income Opporiunity Master Fund I, L.P., Prudential Trust Company, and The

Gibraltar Life Insurance Company, Ltd..

Robin H. Rome, Esq.
NUKK-FREEMAN & CERRA, P.C.
636 Morris Turnpike, Suite 2F

Short Hills, NJ 07078

Telephone: (973) 564-9100

Fax: (973) 564-9112
rrome@nfclegal.com



Daniel L. Brockett, Esq. (pro hac vice application forthcoming)
David D. Burnett, Esq. (pro hac vice application forthcoming)
QUINN EMANUEL URQUHART & SULLIVAN, LLP

51 Madison Avenue, 22nd Floor

New York, New York 10010-1601

Telephone: (212) 849-7000

Fax: (212) 849-7100

Jeremy D. Andersen, Esq. (pro hac vice application {forthcoming)
Chris Barker, Esq. (pro hac vice application forthcoming)
QUINN EMANUEL URQUHART & SULLIVAN, LLP

865 South Figueroa Street, 10th Floor

Los Angeles, California 90017

Telephone: 213-443-3000

Fax: 213-443-3100

NAMES AND ADDRESSES OF DEFENDANTS TO BE SERVED

RBS FINANCIAL PRODUCTS, INC. (f’/k/a GREENWICH CAPITAL FINANCIAL
PRODUCTS, INC.)

c¢/o The Corporation Trust Company
820 Bear Tavern Road
West Trenton, NJ 08628

Attn: Litigation Department
600 Washington Boulevard
Stamford, CT 06901

RBS ACCEPTANCE, INC. (f/k/a GREENWICH CAPITAL ACCEPTANCE, INC.)

c/o The Corporation Trust Company
820 Bear Tavern Road
West Trenton, NJ 08628

Attn: Litigation Department
600 Washington Boulevard
Stamford, CT 06901



FINANCIAL ASSET SECURITIES CORP

c/o The Corporation Trust Company
820 Bear Tavern Road
West Trenton, NJ 08628

Attn: Litigation Department
600 Washington Boulevard
Stamford, CT 06901

RBS SECURITIES, INC. (f/k/a GREENWICH CAPITAL MARKETS, INC,)

¢/o The Corporation Trust Company
820 Bear Tavern Road
West Trenton, NJ 08628

Attn: Litigation Department
600 Washington Boulevard
Stamford, CT 06901



