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Ace Mortgage Brokers

"We Make Your Dreams Come True"

And we can give you a really really low interest
rate for a few years. We'll raise it later, okay?

Sure, no problem. Umm, there's one other thing....
my employer is a real prick and might not verify
my employment. Would that be a problem?

Nope. We can get you a special
“Liar's Loan" and you can verify your —_

own employment and income!

|




Credit Crisis Timeline

Summer 2007:

Blackstone IPO

Bear Stearns
hedge funds
collapse
because of
CDO exposure

March 2008:

Bear Stearns
collapses; Fed
intervenes

September 2008:
Lehman Bankruptcy
AIG Bailout

FDIC's receivership
of WaMu

BOA to acquire
Merrill

Apr. 2007 July 2007 Oct. 2007 Jan. 2008 Apr. 2008

July 2008

Oct. 2008




o My

HMANDEDLY UNDERMINE THE AUCTION
ASKL

D FOR AN IMMEDRATE

Frances Constable, August 22, 2007:

“I' HAD NOT SEEN THIS PIECE UNTIL
JUST NOW AND IT MAY SINGLE
HANDEDLY UNDERMINE THE

.  HAVE ASKED
FOR AN IMMEDIATE CLARIFICATION

AUCTION MARKET. ..

TO BE PUBLISHED AND A

RETRACTION OF THIS.” [Emphasis

added.]

_

% Merrill Lynch
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John Price, November 19, 2007:

“Market is collapsing. No more $2k
|~ dinners at CRU!! ... More firings over
at Citi . . . Inventory flooding the street. .

-\ /

Thanks QNN ... Will osll later. Market is collspsing. Bo more $2k
dinners at CRD!! The Financlals arse being ievicersted| More firings

% Merrill Lynch



From: Constable, Frances {GM] NY - VARS)

Semt: Monday, November 26, 2007 1206 PM

Tua Price, John {(Americas Credit Sales & Trading)

Subject: RE: Limit Report: Manicipal Makets Group by Risk Facior @ 11-23-2007 12:27 PM

That would be ioo scary, & the el netes one ganaraly 12%. We 7 working i highsr 1o of least be consistent
with wiwers w hivee I TE. closed end hunda. Tha gioves s off snd wa e ot concsmsd witk issus
parcaption of our atilties and the compsiiion. Giotia move Bose microwave ovensi

—original Message—
Fram: Price, John [Americss Credt Sees & Trading)

Sents Mondsry, Novembar 36, 2007 12:10 AM

To: Constable, Frances (G NY - WARS); Liu, Peler [Mart Risk

Oz Curdand, Edwand (GMI NYMURT); Liior, Joba L | GMI Mamicipal Marets)

Subject: RE: Linit Report: Municpal Marety Group by Fisk Fectes @ 11-23-2007 1277 P

= a pricng e Msanng - can we chasoen e e doss b B bl reees 1 e more proous? Ths
s what we are doing in DRD and Tamsbie comec’?

—riginnl Mersage—

From: Corsdahis, Frahon (0ME NY - VARS)
Sant: Monayy, Novermber 2, 2007 100 AM
o Ly, Pt (Miarket Misk Management )

s Curfand, Edwand (GMI NTHUMI); Lawier, John ). [GMI Municipsl Markets); Price, Jobn
| Avmepricrs Crecil Saies & Traing)

[Peter, the suction kst desk W postion is currently 51, 9830 (S200MM of
$1E5. TN nabie), sighily ower our sk Bl of §18n Muru-nnwpm
Tronkagiing week whira wa N dcuble suctions on Wednesday and wrhaly mo
Wednesday or Friday.  Thai nob , we coniine fo g saling from
mmwmwwumnumnm Mol sure
muunwwmmmum-umu—mwmm
A0 6%, versm SIFMA mcaxof 3.88%. Much of ihe sirest is following sul.

—Criginal Messags——

muj,mr{mlu IManagemiant)
MWEWIJIJH

T Brwrwvar, Jon (GMI NY - WARS)] Wihite, Chelstopher {GMI - - NYNLIN); Reze, Arithorny (41

m:,'rmm:mﬂm;, Yanser, lana [Markot Risk )
Subject: Limk Report: Municipal Markets Group by Risk Factor @ 11-23-2007 12:27 P

Ml Lymch Chwee W Feger Perirpey
Municipal Markets Group by Risk Factor

. Rscipaents: R G (0N b
OO b E
. s .
H .-ﬂ.h
COM; Destitsch, Pral; iy, Peter; Passs, Tom, Tirs,

Frances Constable, November 26:

“[W]e continue to experience selling
from larger corporate accounts and
concern from retail about the liquidity in
the markets in general.

“The gloves are off and we are not
concerned with issuer perception of our
abilities and the competition. Gotta
move those microwave ovens”
[Emphasis added]

@g Merrill Lynch
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John Price, December 19, 2007:

“Please be aware that the contagion
that has engulfed all has been
especially harsh on the AMPS product . .
Inventory higher yesterday. Fighting
hard to get it down.” [Emphasis added.]

% Merrill Lynch



Credit Crisis Timeline

Summer 2007:

Blackstone IPO November 2007:
Bear Stearns
AT “Inventory flooding the
collapse
street...
because of
CDO exposure “Gotta Move Those

Microwave Ovens”

March 2008:

Bear Stearns
collapses; Fed
intervenes

September 2008:
Lehman Bankruptcy
AIG Bailout

FDIC's receivership
of WaMu

BOA to acquire
Merrill

Apr. 2007 July 2007 Oct. 2007 Jan. 2008 Apr. 2008

July 2008

Oct. 2008




/

Frosm Congiabie, Frances (GMI NY - VARE)

Sent Frday. January 18, 2008 8 41 AM

T N m-.,u.q {0t - WY Dbt Trscing), Szymanski, Steve (GA Technakogy), Ramanal
Fmrnasserry (G0 - MY Debt Trading] Nn"\l era Venkataragesh LGMI N\‘ Dbt 'I'mnm

Ce= Chaoyer, Raj (G Dwbi Teahology)

Subjct: RE Thin i what | gat ween | iry o being up the iracing system - | nesd is Sxed S5ap

mporance High

Wil o e 1 @ doubes day and we s I3 SI80 Duy BECK Mafy of e Mecuntes Tom he ML rrpm

morming. ot i Feeeice we are about 1o oot sheslacked Som iemiles invesicrs and w MME'IT)SEL:. rW'EN ORY!

P waporyd 1 e ALAF arwd el e hnow where we o

Tim wowtet | et wte [y 0 g o P Peieg femhen - | aent B e by
imprme

Service Temporarily Unavailable
The server is temporanily unshle 1o mrvice your reques due 10 Mmamenence dowalime or caparity problems

Please try spuin lser

Apache/T 0.55 (Unix) DAVT mosd_jk/).1 15 Server o vars worldwet sl com Pare [ 3086

e
[ G l
[ , 5
™ g, Mt (e W fete Teweg L) ibees pie Tochruogy), Bamarthen, By [GH] - WY Dabt
radegl b Vers Vesismapep (T80 - WY B Triieg)
= - Ry ™ ln-u‘_-'mi
Sumcy

INVENTORY!!”

“Mike and team:
we have to also buy back many of the
securities from the MLI account early
this morning, not to mention we are
about to get shallacked from terrified
investors and we HAVE TO SELL

\

Frances Constable, January 18, 2008:

It's a double day and

_

% Merrill Lynch



From: Constable, Frances (GMI NY - VARS)

Sent: Tuesday, January 29, 2008 4:45 PM

To: Price, John (Americas Credit Sales & Trading)
Subject: FW: CEF Insights 1/28/08: Leverage, Real Estate
Attachments: CEF Insights_01_29_08.pdf

Its like the Sorcerer's Apprentice...cant someone make these people stop bucketing us with

-unglnammoc
Frmgiﬂ.lld‘d (GPC Investments & Wealth Management)
Sent: Tuesday, January 29, 2008 4:40 PM
Subject: CEF Insights 1/29/08: Leverage, Real Estate

INTERNAL USE ONLY

CEF Leverage...Funding Issues Ahead?
The closed-end rate p d market th Its first falled auction since 1990, Although it

was a relatively small urri:erofsharesmatmm there have been a lot of questions surrounding this event.

For Contrarian Investors..

A of ,muu:he ct risk appetite of course, have begun to speculate with renewed
Investments in the housing market. In light of the past years’ declines in real estate, many closed end funds that are
concentrated in real estate securities have sold off drastically. Although the distribution yields of these securities have
increased due to market weakness, for the most part the NAV of these funds have declined as well, indicating that there
are fundamental issues with many funds.

g

CEF
5_01_29_08.pdi

Please note; Some of the funds mentioned in this newsleﬂe mlghl equira 6-6 apprcwel to solicit. Please refer to the

mmmmwamamasmmm 6-6 A f located on the GPC
i Daily website for confi 1. Financial advi wﬂl have to contact their bran:h compliance managers to

obtain the approval

Frances Constable, January 29, 2008:

[In response to news that “the closed-
end auction rate preferred market
recently experienced its first failed
auction since 1990]:

“Its like the Sorcerer’s
Apprentice...cant someone make
these people stop bucketing us with

&ter...” /







Credit Crisis Timeline

Summer 2007:

September 2008:

Blackstone IPO Lehman Bankruptcy

Bear Stearns

AIG Bailout
hedge funds _ _
collapse FDIC's receivership
because of of WaMu

CDO exposure BOA to acquire

Merrill

March 2008:

Bear Stearns
collapses; Fed
intervenes

Apr. 2007 July 2007 Oct. 2007 Jan. 2008 Apr. 2008 July 2008 Oct. 2008




Table 1: Example of Basic CDO Capital Structure

Amount Pct. of Subordina- Ratings
Class ($ millions) Deal tion (%) (Moody's/S&P)

Class A 243.0 81.0 19.0 Aaa/AAA
Class B 13.5 4.5 14.5 Aa2/AA
Class C 10.5 3.5 11.0 A2/A
Class D 9.0 3.0 8.0 Baa2/BBB
Class E 9.0 3.0 5.0 Ba2/BB
Equity 15.0 5.0 0.0 not rated




December 15, 2006:

“Rating agencies continue to

create an even bigger
monster — the CDO market.

Let’'s hope we are all wealthy
and retired by the time this
house of cards falters. :0)”

--Christopher Meyer,
Associate Director,
Global CDO Group

STANDARD

&POOR’S
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April 2007 IM exchange STANDARD
Shannon Mooney: &POOR’S

“Model def does not
capture half the risk.”

Rahul Shah: “We should
not be rating it.”

}07 3:55:44 PM EDT Shah, Rabul Dilip (Stractured Fhmcc ‘New York): IM
scssion is being recordod and may be reviewed for compliance by MoGraw-Hill

- :35 PM EDT Moouney, Shannon: i dido't tca.]ly potice...bul now that i think
she talks

EDT Shah, RIhﬂ]Dllp(Stml:ﬁnodqum New York): well she
anything of substanc to say...but keeps hinking that she docs.
Shah, Rahu! Dilip (Structured Finance - New York): (I'tn done

Mooney: “We rate every
deal . ... It could be
structured by cows and

. Shmnnn.lc take
we would rate it A

Shmm ge< you later ; '
Dilip (Structered Finance - Hmank} ok
ilip (Structured Finance - New Yerk): btw - that

73:58:42 PM EDT

Thursday, April 05, 2007 3:59:05 PM EDT Moancy, Shlnmmilcnuw right . .model def does mot capture
half of the rish
Thursday, April 05, 2007 3:59:08 PM EDT Mooncy, Shannon: risk ' '
Tharsday, Apxil 05, 2007 3:59: DEPMEDTS!::I:, R.I.ImlDﬂ:p(Suumdmeca New York): mthmﬂd
not be rating it
Thmrsday, April 05, JﬂﬂTijkl?PMEDTMmy Shannon: we rate every deal”
Thursday, Apnlﬂj.MJJBJHPMEJHMmr,Shmmntmﬂdhcmmﬂdhymmm“
wanld rake it
Thwsday, Apdl 05, 200?35954PMEDTMWD5]Q1{MF&IM Newle:} but there's
" alot of risk sssocisted with it - I pecsonally doa't feel comfy signing off a3 & commitice member,




“[By 1994,] [m]anagement
undertook a concerted effort to
make the firm more issuer-
friendly, since issuers largely paid
the bills by then. In my view, the
focus of Moody’s shifted from
protecting investors to being a
marketing-driven organization.”

Jerome Fons, Ph.D., former
member of Moody’s Credit Policy
Committee and Federal Reserve
economist -- Testimony, Oct. 22,
2008, Before the House
Committee on Oversight and
Reform

Moody’s Investors Service



~ ™

“Originators of structured
securities typically chose the
agency with the lowest
standards, engendering a
race to the bottom in terms of
rating quality.”

Moody’s Investors Service



“Ratings became embedded
or ‘hard-coded’ into
Investment guidelines, bond
Indices, and private
contracts. .. . The over-
reliance on statistical,
backward-looking models
needs to be replaced by an
Increase reliance on common
sense.”

Moody’s Investors Service



Amount (in Trillions)

$60.00

$50.00

$40.00

$30.00

$20.00
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$0.00

Credit Default Swaps vs. Other Debt Instruments

Corporate debt Asset-backed debt
Type

Credit default swaps



CDO Plus
Hedge Fund
(“protection seller)

Q.?S% per annum Wachovia
750,000 (“initial margin”> (“protection buyer”)

“reference obligation” — Forge ABS High Grade
CDO -

$10,000,000 of class B tranche

Maturity: 2053



Credit Crisis Timeline

November 2007:

CDO Plus changes name to

May 2007:

CDO Plus sells
$10 million

VGC Special Opportunities
Master Fund

credit-default
swap to
Wachovia

Summer 2007:

September 2008:

Blackstone IPO Lehman Bankruptcy

Bear Stearns AIG Bailout

hedge funds . .

collapse FDIC'’s receivership

because of el el

CDO exposure BOA to acquire
Merrill

March 2008:

Bear Stearns
collapses; Fed
intervenes

Margin calls

$10,400,000

Apr. 2007 July 2007 Oct. 2007 Jan. 2008 Apr. 2008 July 2008 Oct. 2008







THE RISE AND FALL OF
LONG-TERM CAPITAL MANAGEMENT

WHEN
GENIUS

“Story-telling
journalism at its best.”
—The Economist

ROGER LOWENSTEIN

Author of Baffeti: The Makiog of an American Capitalist




THE

BLACK SWAN

_—
!_,.
=

The Impact of 1he

HIGHLY IMPROBABLE

Nassim Nicholas Taleb
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