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SUPREME COURT OF THE STATE OF NEW Y ORK

COUNTY OF NEW YORK

PHOENIX LIGHT SF LIMITED, BLUE :
HERON FUNDING Il LTD., BLUEHERON : Index No.
FUNDINGV LTD., BLUE HERON :

FUNDING VI LTD., BLUE HERON - SUMMONS
FUNDING VII LTD., BLUE HERON
FUNDING IX LTD., SILVER ELMSCDO I
LIMITED and KLEROS PREFERRED
FUNDING V PLC,

Plaintiffs,
VS,

THE GOLDMAN SACHS GROUP, INC.,,
GOLDMAN SACHS & CO., GOLDMAN
SACHS MORTGAGE COMPANY and GS
MORTGAGE SECURITIES CORP.,

Defendants.
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TO:

The Goldman Sachs Group, Inc.

c/o Richard H. Klapper
Theodore Edelman

Tracy Richelle High
Ann-Elizabeth Ostrager
Sullivan & Cromwell LLP
125 Broad Street

New York, NY 10004

Goldman Sachs & Co.

c/o Richard H. Klapper
Theodore Edelman

Tracy Richelle High
Ann-Elizabeth Ostrager
Sullivan & Cromwell LLP
125 Broad Street

New York, NY 10004

Goldman Sachs Mortgage Company
c/o Richard H. Klapper

Theodore Edelman

Tracy Richelle High

Ann-Elizabeth Ostrager

Sullivan & Cromwell LLP

125 Broad Street

New York, NY 10004

GS Mortgage Securities Corp.
c/o Richard H. Klapper
Theodore Edelman

Tracy Richelle High
Ann-Elizabeth Ostrager
Sullivan & Cromwell LLP
125 Broad Street

New York, NY 10004

TO: THE ABOVE NAMED DEFENDANTS

YOU ARE HEREBY SUMMONED to answer the complaint in this action and to serve a
copy of your answer, or, if the complaint is not served with this summons, to serve a notice of
appearance, on plaintiffs’ attorneys within 20 days after the service of this summons, exclusive
of the day of service (or within 30 days after the service is complete if this summons is not
personally delivered to you within the State of New Y ork); and in case of your failure to appear
or answer, judgment will be taken against you by default for the relief demanded in the
complaint.

Plaintiffs designate New Y ork County as the place of trial. Venue is proper because the
defendants do business in or derive substantial revenue from activities carried out in this County,
and many of the wrongful acts alleged herein occurred in this County.

DATED: July 3, 2013 ROBBINS GELLER RUDMAN

& DOWD LLP
SAMUEL H. RUDMAN

s SAMUEL H. RUDMAN

SAMUEL H. RUDMAN
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58 South Service Road, Suite 200
Melville, NY 11747

Telephone: 631/367-7100
631/367-1173 (fax)

ROBBINS GELLER RUDMAN
& DOWD LLP

ARTHUR C. LEAHY

SCOTT H. SAHAM

LUCASF.OLTS

NATHAN R. LINDELL

655 West Broadway, Suite 1900

San Diego, CA 92101

Telephone: 619/231-1058

619/231-7423 (fax)

Attorneysfor Plaintiffs
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Plaintiffs Phoenix Light SF Limited (“Phoenix”), Blue Heron Funding Il Ltd. (“Blue Heron
11"), BlueHeron Funding V Ltd. (“BlueHeron V"), BlueHeron Funding VI Ltd. (“BlueHeron VI”),
BlueHeron Funding V11 Ltd. (“BlueHeron VI1”), BlueHeron Funding I X Ltd. (“BlueHeron [ X"),
Silver EImsCDO Il Limited (* Silver EIms|11”) and Kleros Preferred Funding V PLC (“Kleros V")
(collectively, “plaintiffs’), by their attorneys Robbins Geller Rudman & Dowd LLP, for their
complaint herein against defendants The Goldman Sachs Group, Inc., Goldman Sachs & Co.,
Goldman Sachs M ortgage Company and GS M ortgage Securities Corp. (collectively, “defendants’),
allege, on information and belief, except asto plaintiffs own actions, as follows:

I SUMMARY OF THE ACTION

1 This action arises out of plaintiffs’ purchases of more than $450 million worth of
residential mortgage-backed securities (“RMBS’).> The specific RMBS at issue are generally
referred to as “certificates.” The certificates are essentially bonds backed by a large number of
residential real estateloans, which entitletheir holdersto receive monthly distributions derived from
the payments made on those loans. The claims at issue herein arise from 45 separate certificate
purchases made in 23 different offerings (the “Goldman Sachs Offerings’), all of which were
structured, marketed, and sold by defendants during the period from 2005 through 2007. See
Appendix A.

2. Defendantsused U.S. Securitiesand Exchange Commission (“ SEC”) forms, such as

registration statements, prospectuses and prospectus supplements, aswell as other documents—such

1 Asfurther explained infra, at §I1.A, some of plaintiffs purchases consisted of purchases by

plaintiffs (including their agents) directly from defendants or others. However, in other cases,
plaintiffs obtained their claims through assignment. That is, for some of the certificate purchases
alleged herein, the certificates were initially purchased by third parties but all rights, title, interest
and causes of action in and related to the certificates were assigned to plaintiffs. Accordingly, all
references herein to plaintiffs purchases of certificates include both plaintiffs direct purchases as
well as plaintiffs’ claims arising by assignment.

-1-
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as pitch books, term sheets, loan tapes, offering memoranda, draft prospectus supplements, “red,”
“pink” and “free writing” prospectuses and electronic summaries of such materials—to market and
sall the certificates to plaintiffs. In addition, defendants also disseminated the key information in
these documentsto third parties— such astherating agencies (the* Credit Rating Agencies’), broker-
dealers and analytics firms, like Intex Solutions, Inc. (“Intex”) — for the express purpose of
marketing the certificates to plaintiffs and other investors. Collectively, all of the documents and
information disseminated by defendantsfor the purpose of marketing and/or selling the certificates
to plaintiffs are referred to herein asthe “ Offering Documents.” Each purchase at issue herein was
made in direct reliance on the information contained in the Offering Documents.?

3. As further detailed herein, the Offering Documents were materially false and
misleading at the time they were issued by defendants and relied on by plaintiffs and/or their
assignors.  Specifically, the Offering Documents both failed to disclose and affirmatively
misrepresented material information regarding the very nature and credit quality of the certificates
and their underlying loans. The Offering Documentsfurther failed to disclosethat, at the sametime
Goldman Sachswas offering the certificatesfor saleto plaintiffs, the bank was privately betting that
the same and similar certificates would soon default at significant rates. Defendants used these
Offering Documentsto defraud plaintiffsand their assignorsinto purchasing supposedly “investment
grade” certificatesat falsely inflated prices. Plaintiffs’ certificatesare now all rated at junk statusor

below, and are essentially worthlessinvestments, while defendants, onthe other hand, have profited

2 Asfurther detailedinfra, at §V.B, some of the purchase decisionsat i ssue herein were made prior

to the date of the final prospectus supplements for the offerings from which such certificates were
purchased. On information and belief, however, all such purchases were made in direct reliance
upon draft prospectus supplements that were distributed by defendants and were identical in all
material respects to the final prospectus supplements for such offerings.

2.
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handsomely — both from their roles in structuring, marketing and selling the certificates, and from
their massive “short” bets against the certificates they, themselves, sold to plaintiffs.

II. PARTIES
A. Plaintiffs

4. Plaintiff Phoenix is a limited liability company incorporated in Ireland, with its
principal place of businessin Dublin, Ireland. Phoenix brings its claims against defendants as an
assignee of claimsregarding certificates that wereinitially purchased by three separate and distinct
legal entities that collapsed or nearly collapsed as a direct result of defendants’ misconduct, as
alleged herein. The three assignors are identified below:

(@ During the relevant time period, WestLB AG (“WestLB”) was a German
corporation with its principal place of businessin Disseldorf, Germany. OnJuly 1, 2012, WestLB
underwent arestructuring, pursuant to which WestL B transferred the majority of itsremaining assets
to a public winding-up agency known as Erste Abwicklungsanstalt (“EAA”). Asaresult of the
restructuring measures, WestL B discontinued its banking business and now operates solely as a
global provider of portfolio management services, under the name of Portigon AG. Asfurther set
forth infra, WestLB purchased certificates at issue herein, which were subsequently assigned to
Phoenix, along with all associated rights, title, interest, causes of action and claimsin and related to
such certificates, including al claims at issue herein.

(b) During therelevant time period, Greyhawk Funding LLC (* Greyhawk™) wasa
Delaware limited liability company, which maintained its principal place of businessin Delaware
and was controlled by an independent board of directors. Greyhawk was an asset-backed
commercia paper program, which issued commercia paper to numerous externa investors.
Greyhawk was subsequently liquidated and is no longer active. During the relevant time period,

Greyhawk was an independent company that invested in RMBS and other securities, and hired
-3-

851933 1



Brightwater Capital Management (“ Brightwater”) to manage such investments. Asfurther set forth
infra, Greyhawk purchased a certificate at i ssue herein, which was subsequently assigned to Phoenix,
along with all associated rights, title, interest, causes of action and claims in and related to such
certificate, including all claims at issue herein.

(c) During the relevant time period, Blue Heron Funding |11 Ltd. (“Blue Heron
[11") was a Cayman |slands company with its principal place of businessin George Town, Cayman
Islands. Blue Heron |11 was organized as afully independent special purpose vehicle, with aboard
of directors functioning to control its operations. During the relevant time period, Blue Heron 111
invested in RMBS and other securities, and hired Brightwater to manage such investments. Blue
Heron 111 was subsequently liquidated and isno longer alegally viable entity. Asfurther set forth
infra, Blue Heron 111 purchased a certificate at issue herein, which was subsequently assigned to
Phoenix, along with all associated rights, title, interest, causes of action and claimsin and related to
such certificate, including al claims at issue herein.

5. Phoenix acquired the legal claims at issue in this case in exchange for rescue
financing and other good and valuable consideration. The certificates at issue in this case were
severely damaged on or before the day they were transferred to Phoenix, and continue to be
damaged, inan amount to be proven at trial. Phoenix has standing to sue defendantsto recover those
damages as an assignee of all rights, title, interest, causes of action and claims regarding securities
initially purchased by the three assignors identified above. Asaresult, use of the term “Phoenix”
herein shall also refer to each of the above-identified assignors.

6. Plaintiff Blue Heron Il is a Cayman Islands company with its principal place of
business in George Town, Cayman Islands. Blue Heron Il isafully independent special purpose
vehiclewith aboard of directorswho controlsitsoperations. Blue Heron |1 has numerousinvestors
holding debt and income securities issued by the company. Blue Heron Il was organized for the

-4-
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purpose of investing in RMBS and other securities. Each of the claims asserted herein by Blue
Heron |1 relate to certificates that were purchased by Blue Heron |1 in accordance with investment
parameters developed by Blue Heron |1’ s external agents and professional investors.

7. Plaintiff Blue Heron V is a Cayman Islands company with its principal place of
businessin George Town, Cayman Islands. Blue Heron V is afully independent special purpose
vehicle with a board of directors who controls its operations, and numerous investors holding
securities issued by the company. Blue Heron V was organized for the purpose of investing in
RMBS and other securities. Each of the claimsasserted herein by Blue Heron V relateto certificates
that were purchased by Blue Heron V in accordance with investment parameters devel oped by Blue
Heron V’s external agents and professional investors.

8. Plaintiff Blue Heron VI is a Cayman Islands company with its principal place of
businessin George Town, Cayman Islands. Blue Heron VI isafully independent specia purpose
vehicle with a board of directors who controls its operations, and numerous investors holding
securities issued by the company. Blue Heron VI was organized for the purpose of investing in
RMBS and other securities. Each of the claims asserted herein by Blue Heron VI relate to
certificates that were purchased by Blue Heron V1 in accordance with investment parameters
developed by Blue Heron VI’ s external agents and professional investors.

9. Plaintiff Blue Heron VI is a Cayman Islands company with its principal place of
businessin George Town, Cayman Islands. Blue Heron V11 isafully independent special purpose
vehicle with a board of directors who controls its operations, and numerous investors holding
securities issued by the company. Blue Heron VII was organized for the purpose of investing in
RMBS and other securities. Each of the claims asserted herein by Blue Heron VII relate to
certificates that were purchased by Blue Heron VII in accordance with investment parameters
developed by Blue Heron V11’ s external agents and professional investors.

-5-
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10.  Plaintiff Blue Heron IX is a Cayman Islands company with its principal place of
business in George Town, Cayman Islands. Blue Heron IX isafully independent special purpose
vehicle with a board of directors who controls its operations, and numerous investors holding
securities issued by the company. Blue Heron I1X was organized for the purpose of investing in
RMBS and other securities. Each of the claims asserted herein by Blue Heron IX relate to
certificates that were purchased by Blue Heron 1X in accordance with investment parameters
developed by Blue Heron [ X’ s external agents and professional investors.

11.  Plaintiff Silver EIms|I isapublic limited company incorporated under the laws of
Ireland with its principal place of businessin Dublin, Ireland. Silver EIms|1 isafully independent
company with a board of directors who controls its operations. Silver EIms Il has numerous
investors holding debt and income securitiesissued by the company. Silver EIms|| assertsitsclaims
herein as an assignee of certificates that were initially purchased by other entities and were
subsequently assigned to Silver Elms 11, along with all associated rights, title, interest, causes of
action and claimsin and related to such certificates, including al claimsat issue herein. Asfurther
set forthinfra, the certificatesassigned to Silver EIms|| wereinitially purchased by WestL B and an
entity known as Paradigm Funding LLC (“Paradigm”). Paradigm was a Delaware limited liability
company during the relevant time period but is now defunct.

12.  Plaintiff KlerosV isapublic limited company organized under the laws of Ireland,
with its principal place of business in Dublin, Ireland. Kleros V is a fully independent special
purpose vehicle with aboard of directors who controlsits operations. KlerosV was organized for
the purpose of investing in RMBS and other securities and has numerousinvestors holding debt and
income securitiesissued by the company. KlerosV assertsclaimsherein both asaninitial purchaser
and as an assignee of certificates purchased by WestLB. The certificates initially purchased by
WestLB wereassigned to Kleros V, along with all associated rights, title, interest, causes of action
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and claims in and related to such certificates, including al claims at issue herein. The certificate
initially purchased by KlerosV was acquired in accordance with investment parameters devel oped
by Kleros V's external agents and professional investors.

13. All of these entities are collectively referred to herein as “ plaintiffs,” except where
there are differencesin the methodsthat they employed to make the subject investments. Moreover,
unless otherwise noted, all references herein to plaintiffs’ purchases of certificates include both
plaintiffs’ direct purchases aswell as plaintiffs’ claims arising by assignment.

B. The “Goldman Sachs Defendants”

14. As further set forth below, each of the following defendants was actively involved
with and/or liable for some or all of the Goldman Sachs Offerings at issue herein. See 81V, infra.
Additional detailed information concerning each Goldman Sachs Offering is aso set forth in
Appendix A, attached hereto.

15.  Defendant The Goldman Sachs Group, Inc. is incorporated in Delaware with its
principal place of businessin New Y ork, New Y ork. The Goldman Sachs Group, Inc. isafinancial
holding company and is the ultimate parent company of co-defendants Goldman Sachs & Co. (the
selling and lead underwriter of al Goldman Sachs Offerings alleged herein), Goldman Sachs
Mortgage Company (the sponsor for 19 of the 23 Goldman Sachs Offerings at issue herein) and GS
M ortgage Securities Corp. (the depositor for 19 of the 23 Goldman Sachs Offerings at issue herein).
Defendant The Goldman Sachs Group, Inc. directly participated in and exercised dominion and
control over the business operations and conduct aleged herein of the other Goldman Sachs
Defendants during the relevant time period.

16.  Defendant Goldman Sachs & Co. isincorporated in New Y ork and hasiits principal
place of businessin New Y ork, New Y ork. Goldman Sachs & Co. isawholly-owned subsidiary of
co-defendant The Goldman Sachs Group, Inc. and is its principal U.S. broker-dealer. Goldman
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Sachs & Co. wasan underwriter and broker-deal er for each of the Goldman Sachs Offeringsalleged
herein. Plaintiffs purchased all but 2 of the 45 certificates they purchased in the Goldman Sachs
Offerings directly from defendant Goldman Sachs & Co. inits capacity as underwriter and broker-
dealer of such offerings. Goldman Sachs & Co., as underwriter, was intimately involved in the
Goldman Sachs Offeringsalleged herein, asit investigated theloans at i ssue herein, and participated
in the drafting and dissemination of the Offering Documents used to sell the certificatesto plaintiffs.

17.  Defendant Goldman Sachs Mortgage Company (“GSMC”) isaNew York limited
partnership and hasits principal place of businessin New York, New York. GSMC is the parent
company of co-defendant GS Mortgage Securities Corp. (the depositor for 19 of the 23 Goldman
Sachs Offerings alleged herein), and an affiliate of co-defendant Goldman Sachs & Co. (the lead
underwriter in all of the Goldman Sachs Offerings herein) through their mutual ultimate parent
ownership by co-defendant The Goldman Sachs Group, Inc. GSM C served asthe sponsor for 19 of
the 23 Goldman Sachs Offerings alleged herein. In its capacity as the sponsor for such offerings,
GSMC organized and initiated the deals by acquiring the mortgage loans to be securitized,
negotiating the principal securitization transaction documents and working with the securities
underwritersto structurethe offerings. By the end of 2006, GSM C had sponsored the securitization
of over $160 billion of residential mortgage loans. See GSAMP 2007-NC1 Prospectus Supplement
(“Pros. Supp.”) (dated Feb. 15, 2007).

18.  Defendant GS Mortgage Securities Corp. (*GSMSC”) isincorporated in Delaware
and has its principal place of business in New York, New York. GSMSC is a wholly-owned
subsidiary of co-defendant The Goldman Sachs Group, Inc. and an affiliate of co-defendants
Goldman Sachs& Co. and GSMC. GSM SC served asthe depositor for 19 of the 23 Goldman Sachs
Offerings aleged herein. Accordingly, under the U.S. securitieslaws, GSM SC wasthe “issuer” of
all of the certificates sold to plaintiffsin these Goldman Sachs Offerings.
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19.  Defendants The Goldman Sachs Group, Inc., Goldman Sachs & Co., GSMC and
GSMSC arecollectively referred to herein aseither “ defendants,” the * Goldman Sachs Defendants’
or “Goldman Sachs.”

III.  JURISDICTION AND VENUE

20.  ThisCourt has subject matter jurisdiction over thisaction pursuant to Article VI, 87
of theNew Y ork State Constitution, which authorizesit to serve asacourt of “general [and] original
jurisdiction in law and equity.” The amount in controversy exceeds the minimum threshold of
$150,000 pursuant to §202.70(a) of the Uniform Civil Rules of the New Y ork Supreme Court.

21.  The Court’s personal jurisdiction over defendantsis founded upon C.P.L.R. §8301
and 302 as each defendant transacts business within the State of New Y ork within the meaning of
C.P.L.R. 8302(a)(1), and each of them committed atortious act inside the State of New Y ork within
the meaning of C.P.L.R. 8302(a)(2).

22.  Defendants regularly and systematically transact business within the State of New
York and derive substantial revenue from activities carried out in New York. A majority of
defendants’ acts pertaining to the securitization of the RMBS giving rise to the causes of action
alleged herein occurred in New York. Each defendant was actively involved in the creation,
solicitation and/or sale of the subject certificatesto plaintiffsin the State of New Y ork. Specificaly,
defendants originated and/or purchased the loans at issue, prepared, underwrote, negotiated,
securitized and marketed the offerings, and sold and/or marketed the certificates to plaintiffs, in
substantial part, in New Y ork County, New Y ork.

23. Since numerous witnesses with information relevant to the case and key documents
arelocated within the State of New Y ork, any burdens placed on defendants by being brought under

the State’ s jurisdiction will not violate fairness or substantial justice.

851933 1



24.  This Court also has personal jurisdiction over many of the defendants based on
consent under C.P.L.R. 8301 dueto their unrevoked authorization to do businessin the State of New
York and their designations of registered agents for service of processin New Y ork.

25.  ThisCourt haspersonal jurisdiction over any foreign defendants because they transact
businesswithin the State of New Y ork either directly or through their wholly-owned subsidiaries, by
selling securities in the State, and/or maintaining offices in the State. Any subsidiaries, affiliates
and/or agents of such foreign defendants conducting business in this State are organized and
operated asinstrumentalitiesand/or alter egos of such foreign defendants. Such foreign defendants
arethedirect or indirect holding companies that operate through their subsidiaries, affiliates and/or
agentsin this State.

26.  Venue is proper in this Court pursuant to C.P.L.R. 8503(c) because most of the
defendants maintain their principal place of businessin New Y ork County, and pursuant to C.P.L.R.
8503(a) as designated by plaintiffs. Many of the alleged acts and transactions, including the
preparation and dissemination of the Offering Documents, also occurred in substantial part in New
York County, New Y ork.

IV. BACKGROUND ON RMBS OFFERINGS IN GENERAL AND
DEFENDANTS’ INVOLVEMENT IN THE PROCESS

A. The Mortgage-Backed Securities Market

27.  Thiscaseinvolvessecuritiesthat are supported by residential mortgages. Residential
mortgages areloans made to homeownersthat are secured by apiece of collateral —aresidence. The
loans generate specific, periodic payments, and the related collateral interest gives the lender the
right to “foreclose” on the loan by seizing and selling the property to recover the amount of money

that was | oaned.
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28.  The mortgage-backed securities market has existed for decades. In 1980, the
market’s size was about $100 billion. By 2004, the size of that market had reached over $4.2
trillion. To place thisfigurein context, in 2004 the total size of the U.S. corporate debt market was
$4.6 trillion. Investors from all over the world purchased mortgage-backed securities, and that
demand drove down mortgage borrowing costs in the United States.

29. Creating RMBS involves a process called “ securitization.”

B. Organizations and Defendant Entities Involved in the Securitization
Process

30. The securitization process requires a number of parties, including: (1) mortgage
originators; (2) borrowers; (3) RMBS sponsors (or “sellers’); (4) mortgage depositors; (5) securities
underwriters; (6) trusts that issue certificates backed by mortgages; (7) Nationally Recognized
Statistical Rating Organizations (“NRSROS”), three of which arethe Credit Rating Agencies; and (8)
investors. Following is adescription of their rolesin order.

31.  Mortgage originators accept mortgage applications and other information from
prospective borrowers. They set borrowing standards, purport to evaluate a borrower’ s ability to
repay, and appraisethe value of the collateral supporting theborrower’ sobligations. Thisprocessis
called “underwriting” a mortgage. The key mortgage originators at issue herein are set forth in
111385-511.

32.  Borrowers who purport to satisfy the originators underwriting criteria sign
documentation memorializing the terms and conditions of the mortgages. Those documents
typically include a promissory note and lien securing repayment — which together form what is
known asthe mortgage. Originatorsare then ableto sell such mortgages to securitization sponsors

in alarge secondary market. Some of the specific borrowers at issue herein are described in Y55,

-11-
851933 1



68, 81, 95, 110, 123, 138, 153, 169, 183, 198, 213, 228, 242, 256, 269, 282, 295, 308, 321, 334, 347
and 360.

33. Sponsors(or “sellers’) typically organize and initiate the securiti zation aspect of the
process by acquiring large numbers of mortgages, aggregating them, and then selling them through
an affiliated intermediary into an issuing trust. In this case, the sponsor for most of the RMBS
offerings at issue herein was defendant GSMC. GSMC was generally responsible for pooling the
mortgage loans to be securitized by the depositors, negotiating the principal securitization
transaction documents and participating with the underwriters to structure the RMBS offerings.

34.  Depositors typically buy the pools of mortgages from the sponsors (or “sellers’),
settle the trusts, and deposit the mortgages into those trusts in exchange for the certificates to be
offered to investors, which the depositors in turn sell to the underwriters, for ultimate sale to
investors. Under the U.S. securities laws, depositors are technically considered “issuers’ of the
securities, and are strictly liable for material misrepresentations and omissionsin any registration
statement under the Securities Act of 1933. Defendant GSM SC acted as depositor in most of the
RMBS offeringsat issue herein. A more detailed summary of therole of that GSM SC performedin
connection with plaintiffs' certificates follows:

(@ First, GSMSC acquired discrete pools of mortgages from the offering’'s
“gponsor,” in most cases, GSMC. The sponsor typically transferred those mortgagesto the depositor
via written mortgage purchase agreements that typically contained written representations and
warranties about the mortgages (“Mortgage Purchase Agreements’).

(b) Second, the depositor settled the issuing trusts, and “ deposited” the discrete
pools of mortgages acquired from the offering sponsor, along with their rights under the Mortgage
Purchase Agreements, into the issuing trusts, in exchange for the certificates, which were then
transferred to the underwriter for ultimate sale to investors such as plaintiffs. The sponsor was
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responsible for making sure title to the mortgage |oans was properly and timely transferred to the
trustsand/or trustees of thetrusts. The mortgagesand their rights, among other things, constitutethe
trusts' res. The trusts — their res, trustee and beneficiaries — are defined by a written pooling and
servicing agreement (“Pooling Agreement”).

(c) Third, the depositor, who istechnically the“issuer” under the U.S. securities
laws, filed a “shelf” registration statement with the SEC, which enabled the depositor to issue
securitiesrapidly in*“shelf take-downs.” In order to be offered through thismethod, it was necessary
for the certificates to be deemed “investment grade” quality by the NRSRO processes described
herein.

35.  Securitiesunderwriters purchasethe certificatesfrom the depositorsand resell them
toinvestors, such asplaintiffs. Theterms of aparticular underwriter’ sliabilitiesand obligationsin
connection with the purchase, sale and distribution of RMBS certificates aretypically set forthina
written agreement between the depositor and the underwriter (“Underwriting Agreement”).
Moreover, the underwriters also have obligations and responsibilities placed upon them by U.S.
securities laws, including, without limitation, that they investigate the loans and ensure
representations about the loans in the offering documents are true and correct. The “underwriter
defendant” at issue hereinis Goldman Sachs& Co, which served asunderwriter in all of theRMBS
offerings at issue herein.

36. I ssuing trusts hold the mortgages and all accompanying rights under the Mortgage
Purchase Agreements. Pursuant to the terms of the Pooling Agreements, theissuing trustsissuethe
certificates to the depositors, for ultimate sale to investors by the securities underwriters. The
certificates entitle the investors to principal and interest payments from the mortgages held by the
trusts. Trusteesvoluntarily agreeto administer thetrustsand voluntarily agreeto satisfy contractual
and common law dutiesto trust beneficiaries — the plaintiff certificate investorsin this case.
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37.  NRSROs, whichincludethe Credit Rating Agenciesherein, analyze performance data
on mortgage loans of every type and use that information to build software programs and models,
which are ultimately used to assign credit ratings to RMBS. These computer models generate
various “levels’ of subordination and payment priorities that are necessary to assign “investment
grade” credit ratings to the certificates that the RMBS trusts issue. The rules generated by the
NRSRO models are then written into the Pooling Agreements drafted by the sponsor and the
securities underwriter(s). Asalleged above, in order to be issued pursuant to a“shelf take-down,”
the certificates must receive “investment grade” credit ratings from the NRSROs.

38. Investors, like plaintiffs, purchase the RMBS certificates, and thus, provide the
funding that compensates all of the securitization participantsidentified above.

39.  Theillustration below further summarizestherolesof thevariouspartiesinan RMBS
securitization. In this illustration, the green arrows — moving from investors to home buyers or
borrowers—illustrate fundsflow, and the grey cellsidentify certain defendant entitiesin the context

of their rolesin the securitization process:
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C. To Market the Certificates, Defendants Registered Them with the
SEC on “Investment Grade” Shelves

40.  Receiving strong credit ratings assigned to a particular RMBS is what enables
securities dealers, like defendants, to register those securities on a “shelf” with the SEC. Issuing
securitiesin thisway involves two steps. First, an issuer must file a“shelf” registration statement
with the SEC, governing potentially dozens of individual issuances of securities, or “shelf take-
downs,” that the issuer plans to conduct in the future. Second, to market a particular issuance, the
issuer must file aprospectus “ supplement” to theregistration statement. The registration statement
describes the shelf program in general, while the prospectus supplement and other offering

documents describe in detail the particular securities offered to investors at that time.
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41.  Many of the securities at issue in this case were “taken down” from shelves that
defendants created, in most cases, aprocessthat never would have been possi ble without investment
grade ratings from the Credit Rating Agencies.

V. C.P.L.R. §3016 PARTICULARITY ALLEGATIONS

Asdetailedimmediately below, all of the Offering Documents distributed by defendantsand
relied on by plaintiffs and/or their assignors were materially false and misleading, as they omitted
and affirmatively misrepresented material information regarding the certificatesand their underlying
loans. Moreover, as set forth infra, defendants were well aware of each of the following material
misrepresentations and omissions. See 8VII, infra.

A. Each of the Offering Documents Omitted Material Information

42.  TheOffering Documentsfor each of the 23 offerings at issuefailed to disclosecritical
information within defendants’ possession regarding the Certificates and their underlying loans.
Specifically, prior to selling the Certificates to plaintiffs, defendants hired Clayton Holdings, Inc.
(“Clayton”) and/or other due diligence providersto re-underwrite samples of the loans underlying
each of the specific certificates purchased by plaintiffs.®> For each of the 23 offerings, Clayton
and/or the other due diligence providers determined that a significant percentage of the loans had
been defectively underwritten and/or were secured by inadequate collateral, and were thuslikely to
default. In aggregate, during 2006 and 2007 — the time period during which the vast majority of
offeringsat issue here occurred — Clayton determined that 23% of all loansit reviewed for Goldman

Sachs' offerings were defective. Thisinformation was directly provided to the defendants prior to

®  During therelevant time frame, Clayton reviewed loan samplesfor approximately 50% to 70%

of all RMBS offerings brought to market by third-party investment banks, including Goldman Sachs.
Based upon Clayton’ sre-underwriting of sampled loans, the due diligence firm was ableto establish,
at a 95% confidence level, the overall defect rate for the specific pool of loans underlying the
offerings at issue.
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the offerings, but defendants affirmatively chose not to includeit in the Offering Documents, even
though Clayton expressy recommended that it be so included.

43. The Offering Documents al so failed to disclose what defendantsdid with the material,
undisclosed information they received from Clayton and/or their other due diligence providers.
Specifically, with regard to the test samples of loans that were reviewed by Clayton, defendants
actually “waived” back into the purchase poolsfor their offerings approximately 30% of the specific
loansthat had been affirmatively identified as defective. 1n addition, former employees of Bohan
Group (“Bohan”), another firm who performed due diligence of loans purchased by Goldman Sachs,
have confirmed that from 2005 through 2007 Goldman Sachs ignored Bohan'’ s findings that loans
did not meet underwriting guidelines, exerted constant pressure to stop Bohan underwriters from
removing defective loans from pools, and would even alter underwriting guidelines to allow more
defective loans into loan pools. One former Bohan due diligence underwriter from 2005 through
2007 who reviewed loans purchased by Goldman Sachs stated that 50% of the loans she reviewed
were defective, that “you would have to be an idiot not to know that the loans were no good,” and
that the Wall Street banks—including Goldman Sachs—knew they were purchasing defectiveloans
because they received daily reports summarizing the due diligence findings.

44, With regard to the unsampl ed portion of the purchase pools—i.e., thevast mgjority of
the loans — defendants simply purchased the loans in their entirety, sight unseen. Moreover, on
information and belief, defendants also used the significant, undisclosed material defect rates
uncovered by their due diligence providers asleverageto force their loan suppliersto accept lower
purchase pricesfor the loans, without passing the benefits of such discounts onto plaintiffsand other
investors. Noneof theforegoing information was disclosed in the Offering Documentsrelied on by
plaintiffs and their assignors, making such documents materially misleading.
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45.  TheOffering Documentsalso failed to disclosethat, at the sametime Goldman Sachs
was offering the certificates for sale to plaintiffs, the bank was aso acquiring a massive “short”
position on the RMBS market, through the use of credit default swaps (“CDSs") and other similar
instruments, essentially betting that the very same certificates they were selling would default at
significant rates.* See§VI1.C, infra. Asthe Levin-Coburn Report described it, “ Goldman obtained
CDS protection and essentially bet against the very securitiesit was selling to clients. In each case,
Goldman profited from thefall in value of the same securitiesit sold to its clients and which caused
those clients to suffer substantial losses.” Levin-Coburn Report at 516.°

46. In fact, Goldman Sachs shorted some of the very securitiesit sold to plaintiffs here.
On May 17, 2007, a trader on Goldman Sachs' Mortgage Department’s ABS Desk wrote to his
supervisor about losses in the LBMLT 2006-A offering: “[B]ad news. . . [the loss] wipes out the
m6s [ mezzanine tranche] and makesawipeout of them5S imminent. . . . [C]ostsusabout 2.5 [million
dollarg]. . ..[G]ood news. . . [w]e own 10 [million dollars] protection at them6 . . . [w]e make $5
[million].” 1d. at 514. Asexplained by the Levin-Coburn Report, while“Goldman lost $2.5 million
from the unsold Long Beach securities till on its books, [it] gained $5 million from the CDS
contract shorting those same securities. Overall, Goldman profited from the decline of the sametype

of securitiesit had earlier sold to its customers.” |d.

4 A CDSisafinancial swap agreement in which the seller of the CDS agreesit will compensate

the buyer in the event of adefault or other credit event. Much like an insurance contract, the buyer of
the CDS makes a series of payments to the seller and, in exchange, receives a payoff if the credit
event occurs. Goldman Sachsused CDSto bet certain RMBSwould suffer credit eventsand decline
invalue.

> Carl Levin & Tom Coburn, Wall Sreet and the Financial Crisis: Anatomy of a Financial
Collapse, Mgjority and Minority Staff Report, Permanent Subcommittee on Investigations, United
States Senate, 112th Congress (Apr. 13, 2011) (“Levin-Coburn Report”).
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47.  These short bets — which were placed with the benefit of material, undisclosed
information provided to Goldman Sachs by its due diligence providers and otherwise through the
bank’s role in the RMBS structuring and offering process — ultimately made the Goldman Sachs
Defendants billions of dollars in profits, in addition to the hefty fees the bank raked in for the
structuring and sale of the certificatesto plaintiffs and other investors. Indeed, the Goldman Sachs
Defendantsreceived at |east $14 billion in CDS-related paymentsfrom AlG and Al G-related entities
alone. SeeTheFinancial CrisisInquiry Report (“FCIC Report”) at 376-78. AsDaniel Sparks, head
of Goldman Sachs’ mortgage department, bragged internally to fellow Goldman Sachs colleaguesin
January 2007, Goldman Sachsused its CDS scheme* * to make some lemonade from some big old
lemons.’” Id. at 236. Plaintiffs, however, were not nearly asfortunate, asthisinformation was never
disclosed in the Offering Documents distributed to and relied on by plaintiffs, making such
documents materially misleading. Accordingly, it isno surprise that defendant Goldman Sachs &
Co.”s own Chairman and CEO, Lloyd Blankfein, subsequently admitted to the Financial Crisis
Inquiry Commission (“FCIC”) on January 13, 2010, that defendants’ conduct of selling certificates
toinvestorslike plaintiffs, while ssmultaneously purchasing CDSs and shorting the certificates, was
“improper.” See 8VII.C, infra.

48.  As arecent magazine article explained it, Goldman Sachs undisclosed shorting
scheme “was like a car dealership that realized it had a whole lot full of cars with faulty brakes.
Instead of announcing a recall, it surged ahead with a two-fold plan to make a fortune: first, by
dumping the dangerous products on other people, and second, by taking out lifeinsuranceagainst the
foolswho bought thedeadly cars.” Matt Taibbi, The Peoplevs. Goldman Sachs, Rolling Stone, May
26, 2011, available at http://www.rollingstone.com/politics/news/the-peopl e-vs-goldman-sachs-
20110511. Similarly, aleading structured finance expert recently called this undisclosed scheme
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““the most cynical use of credit information that | have ever seen,” and compared it to ‘buying fire
insurance on someone else’s house and then committing arson.”” See FCIC Report at 236.

B. Each of the Offering Documents Contained Material
Misrepresentations

1. The GSAA 2007-1 Certificates

49.  The GSAA Home Equity Trust 2007-1, Asset-Backed Certificates, Series 2007-1
(“GSAA 2007-1 Certificates’) wereissued pursuant to a Prospectus Supplement dated January 26,
2007. Thefollowing defendants played critical rolesin the fraudulent structuring, offering and sale
of the GSAA 2007-1 Certificates: GSM SC (depositor); GSMC (sponsor); Goldman Sachs & Co.

(underwriter).

50. Plaintiffsand/or their assignors purchased thefollowing GSAA 2007-1 Certificates:
Original Tranche Purchase Original
Plaintiff g CUSIP Face Seller
Purchaser | Purchased Date
Amount
Phoenix | WestLB A4A 3622EQAES | 1/30/2007 | $10,000,000 | Goldman Sachs
& Co.
Phoenix | WestLB A4B 3622EQAF2 | 1/30/2007 | $17,651,000 | Goldman Sachs
& Co.
51. Each of the above purchases was made by WestL B’ sinvestment manager, Dynamic

Credit Partners (“DCP”), in direct reliance upon the GSAA 2007-1 Offering Documents, including
draft and/or final GSAA 2007-1 Prospectus Supplements. DCP sdiligent investment processes are
described in great detail in 8VI11.D.2, infra.

a. Underwriting Guidelines

52. TheGSAA 2007-1 Offering Documentsdisclosed that: approximately 43.26% of the
GSAA 2007-1 Certificates underlying loans were acquired by the sponsor, GSMC, from loan
originator Countrywide Home Loans, Inc. (* Countrywide”); approximately 50.27% of the GSAA

2007-1 Certificates' underlying loans were acquired by the sponsor, GSMC, through the Goldman
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SachsMortgage Conduit Program (“ GS Conduit Program”); and approximately 6.48% of the GSAA
2007-1 Certificates' underlying loans were acquired by the sponsor, GSMC, from “one (1) other
[undisclosed] mortgage loan seller.” See GSAA 2007-1 Prosp. Supp. at S-46.

53.  With regard to the Countrywide loans, the GSAA 2007-1 Offering Documents
represented that “Countrywide[’s] . . . underwriting standards are applied by or on behalf of
Countrywide Home Loans to evaluate the prospective borrower’s credit standing and repayment
ability and the value and adequacy of the mortgaged property ascollateral.” Id. at S-54. The GSAA
2007-1 Offering Documents further represented that “a prospective borrower must generally
demonstrate that the ratio of the borrower’s monthly housing expenses (including principa and
interest on the proposed mortgage loan and, as applicable, the related monthly portion of property
taxes, hazard insurance and mortgage insurance) to the borrower’s monthly gross income and the
ratio of total monthly debt to the monthly gross income (the ‘debt-to-income’ ratios) are within
acceptablelimits.” 1d. Asfurther detailed infra, these representations were false and misleading at
the time they were made. Contrary to defendants' affirmative representations, the truth was that
Countrywide had compl etely abandoned its stated underwriting guidelines and was simply seeking
to originate as many loans as possible, without any regard for its borrowers actual repayment
abilities or the true value and adequacy of its mortgaged properties to serve as collateral. See
8VI.A 4, infra.

54.  With regard to the GS Conduit Program loans, the GSAA 2007-1 Offering
Documents represented that “the originating lender makes a determination about whether the
borrower’ s monthly income (when verified or stated) will be sufficient to enable the borrower to
meet their monthly obligations on the mortgage |oan (including taxes and insurance) and their other
non-housing obligations (such asinstallment and revolving loans),” and that “[g]enerally, theratio of
total monthly obligations divided by total monthly grossincomeislessthan or equal to 50%.” See
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GSAA 2007-1 Prosp. Supp. at S-60. The GSAA 2007-1 Offering Documents further represented
that “[a]n appraisal is generally conducted on each mortgaged property by the originating lender.”
Id. at S-62. Asfurther detailed infra, these representations were false and misleading at the time
they were made. Contrary to defendants’ affirmative representations, the truth was that the loans
acquired through the GS Conduit Program were originated by lenders that had completely
abandoned their stated underwriting guidelines and were simply seeking to originate as many |oans
as possible, without any regard for their borrowers' actual repayment abilities or thetrue value and
adequacy of their mortgaged properties to serve as collateral. See 88VI.A.2, VII, infra.

55.  The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators’ failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained a loan for $851,200 in 2006 which was contained within the GSAA 2007-1
offering. The loan was originated through the GS Conduit Program, one of the loan originators
identified in the GSAA 2007-1 Offering Documents. This borrower had income in 2006 of only
$875 per month, according to the borrower’ s sworn bankruptcy filings. However, the borrower’s
monthly debt paymentswereat least $8,064, far in excess of the borrower’ smonthlyincome. The
borrower’ s monthly debt paymentswere in addition to the borrower’ s monthly expensesfor things
such as taxes, utilities, groceries, health care, transportation and the like. Clearly, this borrower
could not afford to repay the loan. This is confirmed by the fact that the borrower declared
bankruptcy after obtaining the loan at issue, in 2007.

b. Loan-to-Value Ratios

56. The GSAA 2007-1 Offering Documents also made certain misrepresentations

regarding theloan-to-value (“LTV”) ratios associated with the loans supporting the GSAA 2007-1

-2
851933 1



Certificates purchased by plaintiffsand/or their assigning entities.® Specifically, the GSAA 2007-1
Offering Documents represented that only avery small percentage of theloans supporting plaintiffs
GSAA 2007-1 Certificates had LTV ratios over 80%, and that none of the loans supporting
plaintiffs GSAA 2007-1 Certificateshad LTV ratios over 100%.

57. Plaintiffs, however, have performed an industry-accepted historical vauationanalysis
on the actual loans underlying plaintiffs GSAA 2007-1 Certificates, which reveals that the LTV
ratio percentages stated in the GSAA 2007-1 Offering Documents were materially false at thetime
they were made. The following chart summarizesthe LTV ratio percentages stated in the GSAA
2007-1 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs’ industry-accepted analysis”:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans Of Loans of Loans
Purchased pporting 'VINZ | Having LTV | Having LTV | Having LTV
Loan Group | LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
A4A 3622EQAES | All 2.91% 39.52% 0.00% 7.76%
A4B 3622EQAF2 | All 2.91% 39.52% 0.00% 7.76%
c. Owner Occupancy Rates

58. The GSAA 2007-1 Offering Documents also made certain misrepresentations
regarding the owner occupancy rates (* OOR” or “Primary Residence Percentages’) associated with

the loans supporting the GSAA 2007-1 Certificates purchased by plaintiffs and/or their assigning

®  For thereasons set forthinfra, LTV ratios are very important to RMBS investors. See §8VI.B,
IX.A,infra.

”  Consistent with defendants representations in the Offering Documents, all LTV ratio

percentages herein are stated as a percentage of the aggregate outstanding loan balance of the
supporting loan group or groups at issue.
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entities.® Specifically, the GSAA 2007-1 Offering Documents represented that alarge percentage of
the loans supporting plaintiffs’ GSAA 2007-1 Certificates were issued to borrowers that actually
livedinthe propertiesserving ascollateral for their |oans, significantly decreasing thelikelihood that
those borrowers would default on their loans.

59. Plaintiffs, however, have performed an in-depth investigation of the actual borrowers,
loans and properties underlying plaintiffs GSAA 2007-1 Certificates, which reveals that the OOR
percentages stated in the GSAA 2007-1 Offering Documentswere materially false at thetime they
weremade. Thefollowing chart summarizesthe Primary Residence Percentages stated inthe GSAA
2007-1 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs investigation:®

Primary Percent
Applicable | Residence Actual
. . Overstatement of
Tranche CUSIP Supporting | Percentage Primary Actual Primar
Purchased Loan Stated in the Residence " ! y
X Residence
Group Offering Percentage
Percentage
Documents
A4A 3622EQAES | All 80.27% 72.54% 10.65%
A4B 3622EQAF2 | All 80.27% 72.54% 10.65%

d. Credit Ratings
60. The GSAA 2007-1 Offering Documents also represented that the GSAA 2007-1
Certificates purchased by plaintiffs had been assigned certain high “investment grade” credit ratings

by Standard & Poor’'s (“S&P’) and Moody’s Investor Services (“Moody’s’), indicating that the

8 For the reasons set forth infra, OOR percentages are very important to RMBS investors. See

88VI.C, IX.A, infra.
®  Consistent with defendants’ representationsin the Offering Documents, all Primary Residence
Percentages herein are stated as a percentage of the aggregate outstanding loan balance of the
supporting loan group or groups at issue.
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securities were very strong, safe investments with an extremely low probability of default.®
Specifically, the GSAA 2007-1 Offering Documents represented that plaintiffs GSAA 2007-1
Certificates had each been assigned AAA/aaa ratings — the highest, safest credit ratings available,
which arein fact the same as, or even higher than, the current credit rating of U.S. Treasury debt.*!

61.  These representations, however, were false and misleading when made. In truth,
plaintiffs GSAA 2007-1 Certificates should not have received AAA/aaacredit ratings, because they
were not safe, “investment grade” securities with “less than [a] 1% probability of incurring
defaults.” Rather, as defendants were well aware, plaintiffsS GSAA 2007-1 Certificates were
extremely risky, speculative grade“junk” bonds or worse, backed by low credit quality, extremely
risky loans. Indeed, one of the primary reasons that S& P and Moody’s had assigned such high
ratings to plaintiffs GSAA 2007-1 Certificates was because defendants had fed them falsified
information regarding the GSAA 2007-1 Certificates underlying loans, including, without
limitation, false loan underwriting guidelines, false LTV ratios, false borrower FICO scores, false
borrower debt-to-income (“DTI”) ratios, and false OOR percentages.

62.  Thefalsity of thecredit ratings set forth inthe GSAA 2007-1 Offering Documentsis
confirmed by subsequent events. Specifically, more than 30% of the loans supporting plaintiffs
GSAA 2007-1 Certificatesare currently in default because they were made to borrowerswho ether

could not afford them or never intended to repay them.*? Moreover, each of plaintiffs “investment

19 For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §§V|1.D,
IX.B, infra.

1 Asexplainedinfra, “[t]raditionally, investments holding AAA ratings have had a lessthan 1%
probability of incurring defaults.” See 8VI.D, infra (citing Levin-Coburn Report at 6).

12 When used herein to describe the status of aloan or group of loans, theterms“in default,” “into
default” or “defaulted” are defined to include any loan or group of loans that is delinquent, in
bankruptcy, foreclosed or bank owned.
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grade” GSAA 2007-1 Certificatesis now rated at “junk” status. Clearly, plaintiffs GSAA 2007-1
Certificateswerenot the highly rated, “investment grade” securities defendants represented themto
be. The evidence supporting the falsity of the GSAA 2007-1 Certificates credit ratingsisset forth

in further detail in 8V1.D, infra, and summarized by the following chart:

Applicable | Current
Tranche Supporting | Percentage of s . , .
Purchased custe Loan Outstanding Loan Moody’s Ratings | S&P’s Ratings
Group Balance in Default
Initial | Current | Initial | Current
A4A 3622EQAES | All 31.18% Aaa | Ca AAA | CCC
A4B 3622EQAF2 | All 31.18% Aaa | C AAA | CCC
2. The LBMLT 2006-A Certificates
63.  ThelLongBeach Mortgage L oan Trust 2006-A, Mortgage Pass-Through Certificates,

Series 2006-A (“LBMLT 2006-A Certificates’) were issued pursuant to a Prospectus Supplement

dated April 26, 2006. Defendant Goldman Sachs & Co., as co-lead underwriter, played a critical

role in the fraudulent structuring, offering and sale of the LBMLT 2006-A Certificates.

64.  Plaintiffsand/or their assignors purchased thefollowing LBMLT 2006-A Certificates:
o Original Tranche Purchase Original
Plaintiff CUSIP Face Seller
Purchaser Purchased Date
Amount
Blue Blue Heron | M1 542515AD3 | 4/27/2006 | $3,000,000 | Goldman
Heron |1 ] Sachs & Co.
Blue Blue Heron | M1 542515AD3 | 4/27/2006 | $3,000,000 | Goldman
HeronIX | IX Sachs & Co.
Blue Blue Heron | M1 542515AD3 | 4/27/2006 | $3,000,000 | Goldman
Heron V \% Sachs & Co.
Blue Blue Heron | M1 542515AD3 | 4/27/2006 | $3,000,000 | Goldman
Heron VI | VI Sachs & Co.
Blue Blue Heron | M1 542515AD3 | 4/27/2006 | $3,000,000 | Goldman
Heron VII | VII Sachs & Co.
Phoenix Blue Heron | M1 542515AD3 | 4/27/2006 | $3,000,000 | Goldman
Il Sachs & Co.
65.  The above purchases were made by the original purchasers investment manager,

Brightwater, indirect reliance uponthe LBMLT 2006-A Offering Documents, including draft and/or

851933 1
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final LBMLT 2006-A Prospectus Supplements. Brightwater’s diligent investment processes are
described in great detail in 8VIIILA, infra.

a. Underwriting Guidelines

66. TheLBMLT 2006-A Offering Documents disclosed that 100% of theLBMLT 2006-
A Certificates' underlying loanswere acquired fromloan originator L ong Beach Mortgage Company
(“Long Beach”). See LBMLT 2006-A Prosp. Supp. at S-1.

67. The LBMLT 2006-A Offering Documents represented that Long Beach's
“underwriting guidelines are primarily intended to evaluate the applicant’s credit standing and
repayment ability and the value and adequacy of the mortgaged property as collateral for the
mortgageloan.” Id. at S-10; seealsoid. at S-27. TheLBMLT 2006-A Offering Documentsfurther
represented that Long Beach’s “considerations in underwriting a mortgage loan include a
mortgagor’s credit history, repayment ability and debt service-to-income ratio and the value and
adequacy of the mortgaged property as collateral, as well as the type and use of the mortgaged
property.” Id. at S-10; seealsoid. at S-27. Asfurther detailed infra, these representationswerefalse
and misleading at thetime they were made. Contrary to defendants’ affirmative representations, the
truth was that Long Beach had completely abandoned its stated underwriting guidelines and was
simply seeking to originate as many loans as possible, without any regard for its borrowers actua
repayment abilities or the true value and adequacy of its mortgaged propertiesto serveascollateral.
See 8VI.A.10, infra.

68.  The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators’ failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained asecond-lien loan for $155,000 in 2005 which was contained withinthe LBMLT
2006-A offering. Theloan was originated through L ong Beach, theloan originator identified inthe
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LBMLT 2006-A Offering Documents. This borrower had income in 2005 of $3,653 per month,
according to the borrower’s sworn bankruptcy filings. However, the borrower’s monthly debt
payments were at least $5,835, far in excess of the borrower’s monthly income. The borrower’s
monthly debt payments were in addition to the borrower’s monthly expenses for things such as
taxes, utilities, groceries, health care, transportation, and the like. Clearly, this borrower could not
afford to repay theloan. Thisisconfirmed by thefact that the borrower declared bankruptcy shortly
after obtaining the loan at issue, in 2006.

b. LTV Ratios

69. The LBMLT 2006-A Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the LBMLT 2006-A Certificates
purchased by plaintiffsand/or their assigning entities.*® Specifically, the LBMLT 2006-A Offering
Documents represented that none of the loans supporting plaintiffs LBMLT 2006-A Certificates
had LTV ratios over 100%.

70. Plaintiffs, however, have performed an industry-accepted historical vauationanalysis
on the actual loansunderlying plaintiffs LBMLT 2006-A Certificates, which revealsthat the LTV
ratio percentages stated in the LBMLT 2006-A Offering Documents were materially false at the
time they were made. The following chart summarizes the LTV ratio percentages stated in the
LBMLT 2006-A Offering Documents, and the actual percentages that should have been stated

according to plaintiffs’ industry-accepted analysis:

Stated Actual
Applicable Percentage Percentage
Tranche CUSIP Supportin of Loans of Loans
Purchased pporting Having LTV | Having LTV

Loan Group Ratios Over | Ratios Over

100% 100%

3 For thereasons set forth infra, LTV ratios are very important to RMBS investors. See §§VI1.B,
IX.A, infra.
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Stated Actual
. Percentage Percentage
Tranche CUSIP glfph(f:tli)rlle of Loans of Loans
Purchased LO‘;E Cro g Having LTV | Having LTV
up Ratios Over | Ratios Over

100% 100%

M1 542515AD3 | All 0.00% 27.80%
c. Owner Occupancy Rates

71. The LBMLT 2006-A Offering Documents also made certain misrepresentations
regarding the OOR percentages associated with the loans supporting the LBMLT 2006-A
Certificates purchased by plaintiffsand/or their assigning entities.** Specifically, the LBMLT 2006-
A Offering Documents represented that 100% of the loans supporting plaintiffs LBMLT 2006-A
Certificates were issued to borrowers that actually lived in the properties serving as collateral for
their loans, significantly decreasing thelikelihood that those borrowerswould default on their loans.

72.  Plaintiffs, however, have performed an in-depth investigation of the actual borrowers,
loansand propertiesunderlying plaintiffs LBMLT 2006-A Certificates, which reveal sthat the OOR
percentages stated inthe LBMLT 2006-A Offering Documentswere materially falseat thetimethey
were made. The following chart summarizes the OOR percentages stated in the LBMLT 2006-A

Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:
Primary
. Residence Actual Percent
Applicable . Overstatement of
Tranche CUuUSIP Supportin Percentage Primary Actual Primar,
Purchased PP s Stated in the Residence . y
Loan Group . Residence
Offering Percentage
Percentage
Documents
M1 542515AD3 | All 100% 94.70% 5.60%

14" For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.
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d. Credit Ratings

73.  TheLBMLT 2006-A Offering Documentsalso represented that the LBMLT 2006-A
Certificates purchased by plaintiffs had been assigned certain high “investment grade” credit ratings
by S&P and Moody’s, indicating that the securities were very strong, safe investments with an
extremely low probability of default.™ Specifically, the LBMLT 2006-A Offering Documents
represented that plaintiffs LBMLT 2006-A Certificates had each been assigned AA/Aa&2 ratings—
signifying extremely safe and stable securities.

74.  These representations, however, were false and misleading when made. In truth,
plaintiffS LBMLT 2006-A Certificates should not have received AA/Aa&2 credit ratings, because
they werenot safe, “investment grade” securities. Rather, asdefendantswerewell aware, plaintiffs
LBMLT 2006-A Certificateswere extremely risky, speculative grade “junk” bonds, backed by low
credit quality, extremely risky loans. Indeed, one of the primary reasonsthat S& P and Moody’ shad
assigned such high ratings to plaintiffs LBMLT 2006-A Certificates was because defendants had
fed them falsified information regarding the LBMLT 2006-A Certificates underlying loans,
including, without limitation, false loan underwriting guidelines, false LTV ratios, false borrower
FICO scores, false borrower DTI ratios, and false OOR percentages.

75.  Thefdsity of thecredit ratings set forth inthe LBMLT 2006-A Offering Documents
is confirmed by subsequent events. Specifically, nearly 20% of the loans supporting plaintiffs
LBMLT 2006-A Certificates are currently in default because they were made to borrowers who
either could not afford them or never intended to repay them. Moreover, each of plaintiffs
“investment grade” LBMLT 2006-A Certificatesisnow rated at “junk” status. Indeed, the ratings

have been officially withdrawn by the rating agencies. Clearly, plaintiffSs LBMLT 2006-A

> For thereasons set forthinfra, credit ratingsare very important to RMBSinvestors. See §§VI1.D,
IX.B, infra.
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Certificateswerenot the highly rated, “investment grade” securities defendants represented themto
be. Theevidencesupporting thefalsity of theLBMLT 2006-A Certificates credit ratingsisset forth

in further detail in 8V1.D, infra, and summarized by the following chart:

Applicable Current

Tranche Supportin Percentage of
CUuSIP PP g Outstanding Moody’s Ratings S&P’s Ratings

Purchased Loan .

Grou Loan Balance in

p Default
Initial Current Initial | Current

M1 542515AD3 | All 18.49% Aa? WR AA NR

3. The FFML 2006-FF13 Certificates

76.  The First Franklin Mortgage Loan Trust 2006-FF13, Mortgage Pass-Through
Certificates, Series 2006-FF13 (“FFML 2006-FF13 Certificates’) were issued pursuant to a
Prospectus Supplement dated September 26, 2006. Thefollowing defendants played critical rolesin
the fraudulent structuring, offering and sale of the FFML 2006-FF13 Certificates: GSMSC
(depositor); GSMC (sponsor); Goldman Sachs & Co. (underwriter).

77. Plaintiffs and/or their assignors purchased the following FFML 2006-FF13

Certificate:
s Original Tranche Purchase Original Face
Plaintiff Purchaser Purchased CUSIP Date Amount Seller
Phoenix | WestLB A2D 30247DAEL | 9/28/2006 | $30,000,000 | Goldman Sachs
& Co.

78.  The above purchase was made by WestLB'’s investment manager, DCP, in direct
reliance upon the FFM L 2006-FF13 Offering Documents, including draft and/or final FFML 2006-
FF13 Prospectus Supplements. DCP sdiligent investment processesare described in great detail in

8VII.D.2, infra.
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a. Underwriting Guidelines

79.  TheFFML 2006-FF13 Offering Documents disclosed that 100% of the FFML 2006-
FF13 Certificates' underlying loanswere acquired by the sponsor, GSMC, from |loan originator First
Franklin Financial Corporation (“First Franklin®). See FFML 2006-FF13 Prosp. Supp. at S-9.

80. The FFML 2006-FF13 Offering Documents represented that First Franklin's
“acquisition underwriting standards are primarily intended to assessthe ability and willingness of the
borrower to repay the debt and to eval uate the adequacy of the mortgaged property as collateral for
the mortgage loan.” 1d. at S-37. The FFML 2006-FF13 Offering Documents further represented
that “the third party originators must consider, among other things, a mortgagor’s credit history,
repayment ability and debt servicetoincomeratio (‘ Debt Ratio’), aswell asthe value, type and use
of the mortgaged property.” Id. As further detailed infra, these representations were false and
misleading at the time they were made. Contrary to defendants’ affirmative representations, the
truth was that First Franklin had completely abandoned its stated underwriting guidelines and was
simply seeking to originate as many loans as possible, without any regard for its borrowers actual
repayment abilities or the true value and adequacy of its mortgaged propertiesto serveascollateral.
See 8VI.A.7, infra.

81l.  The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained aloan for $907,000 in 2006 which was contained within the FFM L 2006-FF13
offering. Theloan wasoriginated through First Franklin, theloan originator identified inthe FFML
2006-FF13 Offering Documents. Thisborrower had incomein 2006 of $6,774 per month, according
to the borrower’ s sworn bankruptcy filings. However, the borrower’ smonthly debt paymentswere
at least $9,353, far in excess of the borrower’s monthly income. The borrower’s monthly debt
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payments were in addition to the borrower’s monthly expenses for things such as taxes, utilities,
groceries, health care, transportation, and thelike. Clearly, thisborrower could not afford to repay
the loan. Thisis confirmed by the fact that the borrower declared bankruptcy after obtaining the
loan at issue, in 2007.

b. LTV Ratios

82. The FFML 2006-FF13 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the FFML 2006-FF13 Certificate
purchased by plaintiffsand/or their assigning entities.'® Specifically, the FFML 2006-FF13 Offering
Documents represented that only asmall percentage of the loans supporting plaintiffs FFML 2006-
FF13 Certificate had LTV ratios over 80%, and that none of the loans supporting plaintiffs FFML
2006-FF13 Certificate had LTV ratios over 100%.

83.  Paintiffs, however, have performed an industry-accepted historical valuation analysis
ontheactual loansunderlying plaintiffs FFML 2006-FF13 Certificate, which revealsthat the LTV
ratio percentages stated in the FFML 2006-FF13 Offering Documents were materially false at the
time they were made. The following chart summarizes the LTV ratio percentages stated in the
FFML 2006-FF13 Offering Documents, and the actual percentages that should have been stated

according to plaintiffs’ industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting VINE | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
A2D 30247DAE1L | Group Il 29.25% 46.49% 0.00% 13.24%

1 For the reasons set forth infra, LTV ratios are very important to RMBS investors. See §8VI1.B,
IX.A, infra.
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c. Owner Occupancy Rates

84. The FFML 2006-FF13 Offering Documents also made certain misrepresentations
regarding the OOR percentages associated with the loans supporting the FFML 2006-FF13
Certificate purchased by plaintiffs and/or their assigning entities.*” Specifically, the FFML 2006-
FF13 Offering Documents represented that a large percentage of the loans supporting plaintiffs
FFML 2006-FF13 Certificate wereissued to borrowersthat actualy lived in the properties serving as
collateral for their loans, significantly decreasing the likelihood that those borrowers would default
on their loans.

85. Plaintiffs, however, have performed an in-depth investigation of the actual borrowers,
loansand propertiesunderlying plaintiffs FFML 2006-FF13 Certificate, which revealsthat the OOR
percentages stated in the FFML 2006-FF13 Offering Documents were materially false at the time
they weremade. Thefollowing chart summarizesthe OOR percentages stated in the FFML 2006-
FF13 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs’ investigation:

. Primary Percent
Tranche gl?ph(f:tti)ll,e Residence ?:lt:lzlr Overstatement of
CUSIP PP g Percentage Stated nary Actual Primary
Purchased Loan . . Residence .
Grou in the Offering Percentage Residence
P Documents g Percentage
A2D 30247DAE1 | Group Il 96.25% 82.66% 16.44%

d. Credit Ratings

86.  The FFML 2006-FF13 Offering Documents al so represented that the FFML 2006-
FF13 Certificate purchased by plaintiffs had been assigned a high “investment grade” credit rating

by S&P and Moody’s, indicating that the security was a very strong, safe investment with an

" For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.
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extremely low probability of default.’® Specifically, the FFML 2006-FF13 Offering Documents
represented that plaintiffs FFML 2006-FF13 Certificate had been assigned aAAA/Aaarating —the
highest, safest credit rating available, which isin fact the same as, or even higher than, the current
credit rating of U.S. Treasury debt.™®

87.  These representations, however, were false and misleading when made. In truth,
plaintiffs FFML 2006-FF13 Certificate should not have received aAAA/Aaacredit rating, because
it was not a safe, “investment grade” security with “less than [a] 1% probability of incurring
defaults.” Rather, as defendants were well aware, plaintiffs FFML 2006-FF13 Certificate was an
extremely risky, speculative grade“junk” bond, backed by low credit quality, extremely risky loans.
Indeed, one of the primary reasons that S&P and Moody’s had assigned such a high rating to
plaintiffs FFML 2006-FF13 Certificate was because defendants had fed them falsified information
regarding the FFML 2006-FF13 Certificate' s underlying loans, including, without limitation, false
loan underwriting guidelines, false LTV ratios, false borrower FICO scores, false borrower DTI
ratios, and false OOR percentages.

88.  Thefalsity of thecredit ratings set forthinthe FFML 2006-FF13 Offering Documents
isconfirmed by subsequent events. Specifically, morethan 47% of the loans supporting plaintiffs
FFML 2006-FF 13 Certificate are currently in default because they were made to borrowers who
either could not afford them or never intended to repay them. Moreover, plaintiffs’ “investment
grade” FFML 2006-FF13 Certificateisnow rated at “junk” status. Clearly, plaintiffs FFML 2006-

FF13 Certificate was not the highly rated, “investment grade” security defendants represented it to

18 For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §§V|1.D,
IX.B, infra.

19 Asexplainedinfra, “[t]raditionally, investments holding AAA ratings have had a lessthan 1%
probability of incurring defaults.” See 8VI.D, infra (citing Levin-Coburn Report at 6).
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be. The evidence supporting the falsity of the FFML 2006-FF13 Certificate’ s credit rating is set

forthin further detail in 8V1.D, infra, and summarized by the following chart:

Applicable | Current
Tranche Supporting | Percentage of , . , .
Purchased CUSIP Loan Outstanding Loan Moody’s Ratings S&P’s Ratings
Group Balance in Default
Initial | Current | Initial | Current
A2D 30247DAE1L | Group || 47.67% Aaa | Caa3 AAA | CCC

4. The GSAA 2006-10 Certificates

89. TheGSAA HomeEquity Trust 2006-10, Asset-Backed Certificates, Series 2006-10
(“GSAA 2006-10 Certificates’) were issued pursuant to a Prospectus Supplement dated June 26,
2006. Thefollowing defendants played critical rolesin the fraudulent structuring, offering and sale
of the GSAA 2006-10 Certificates: GSM SC (depositor); GSMC (sponsor); Goldman Sachs & Co.
(underwriter).

90.  Plaintiffsand/or their assignors purchased thefollowing GSAA 2006-10 Certificates:

.. Original Tranche Purchase Original Face

Plaintiff Purgchaser Purchased CUSIP Date Am(g)unt Seller

Silver EIms | WestLB | AF5 362375AE7 | 5/26/2006 | $7,000,000.00 | Goldman

I Sachs & Co.
Silver EIms | WestLB | M4 362375AK3 | 5/26/2006 | $4,579,000.00 | Goldman

1 Sachs & Co.
Silver EIms | WestLB | M5 362375AL1 | 5/26/2006 | $2,000,000.00 | Goldman

I Sachs & Co

9l Each of the above purchases was made by WestLB’s investment manager, Eiger
Capital (“Eiger”), in direct reliance upon the GSAA 2006-10 Offering Documents, including draft
and/or final GSAA 2006-10 Prospectus Supplements. Eiger’s diligent investment processes are
described in great detail in 8VI11.C.2, infra.

a. Underwriting Guidelines

92.  TheGSAA 2006-10 Offering Documentsdisclosed that approximately 49.74% of the

GSAA 2006-10 Certificates underlying loans were acquired by the sponsor, GSMC, from loan
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originator American Home Mortgage Corp. (“American Home"); approximately 36.35% of the
GSAA 2006-10 Certificates underlying loanswere acquired by the sponsor, GSMC, through the GS
Conduit Program; and approximately 13.91% of the GSAA 2006-10 Certificates' underlying loans
were acquired by the sponsor, GSMC, from “six other mortgage loan sellers.” See GSAA 2006-10
Prosp. Supp. at S-38.

93.  Withregard to the American Homeloans, the GSAA 2006-10 Offering Documents
represented that “[t]he Originator’ s underwriting philosophy isto weigh al risk factorsinherent in
the loan file, giving consideration to the individual transaction, borrower profile, the level of
documentation provided and the property used to collateralize the debt,” and that “[t]he Originator
underwritesaborrower’ s creditworthiness based solely on information that the Originator believesis
indicative of the applicant’ swillingness and ability to pay the debt they would beincurring.” Id. at
S-42. The GSAA 2006-10 Offering Documents al so represented that “[i]n addition to the monthly
housing expense, the underwriter must evaluate the borrower’s ability to manage all recurring
payments on all debts, including the monthly housing expense,” and that “[w]hen evaluating the
ratio of all monthly debt payments to the borrower’ s monthly income (debt-to-income ratio), the
underwriter should be aware of the degree and frequency of credit usage and its impact on the
borrower’ sability to repay theloan.” Id. at S-43. The GSAA 2006-10 Offering Documentsfurther
represented that “[€]very mortgage loan is secured by a property that has been appraised by a
licensed appraiser in accordance with the Uniform Standards of Professional Appraisa Practice of
the Appraisal Foundation.” Id. As further detailed infra, these representations were false and
misleading at the time they were made. Contrary to defendants’ affirmative representations, the
truth wasthat American Home had completely abandoned its stated underwriting guidelines and was
simply seeking to originate as many loans as possible, without any regard for its borrowers actual
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repayment abilitiesor the true value and adequacy of its mortgaged propertiesto serveascollateral.
See 8VI.A.6, infra.

94.  With regard to the GS Conduit Program loans, the GSAA 2006-10 Offering
Documents represented that “the originating lender makes a determination about whether the
borrower’s monthly income (if required to be stated) will be sufficient to enable the borrower to
meet its monthly obligations on the mortgage loan and other expenses related to the property,
including property taxes, utility costs, standard hazard insurance and other fixed and revolving
obligations other than housing expenses,” and that “[g]enerally, schedul ed payments on amortgage
loan during the first twelve months of its term plustaxes and insurance and all scheduled payments
on obligationsthat extend beyond ten months may equal no more than a specified percentage of the
prospective borrower’s grossincome. . . determined on the basis of various underwriting criteria,
including the LTV ratio of the mortgage loan and, in certain instances, the amount of liquid assets
availableto the borrower after origination.” See GSAA 2006-10 Prosp. Supp. at S-45. The GSAA
2006-10 Offering Documentsfurther represented that “[a]n appraisal isgenerally conducted on each
mortgaged property by the originating lender . . . in accordance with established appraisal procedure
guidelines acceptableto the originator in order to determine the adequacy of the mortgaged property
as security for repayment of therelated mortgageloan.” 1d. at S-47. Asfurther detailed infra, these
representations were false and misleading at the time they were made. Contrary to defendants
affirmative representations, the truth was that the loans acquired through the GS Conduit Program
were originated by lendersthat had completely abandoned their stated underwriting guidelines and
were simply seeking to originate as many loans as possible, without any regard for their borrowers
actual repayment abilities or the true value and adequacy of their mortgaged properties to serve as
collateral. See 88VI.A.2, VII, infra.
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95.  The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained aloan for $2,000,000 in 2006 which was contained within the GSAA 2006-10
offering. Theloan was originated by American Home, one of the loan originatorsidentified in the
GSAA 2006-10 Offering Documents. This borrower had income in 2006 of $4,696 per month,
according to the borrower’s sworn bankruptcy filings. However, the borrower’s monthly debt
paymentswere at least $16,934, far in excess of the borrower’smonthly income. The borrower’s
monthly debt payments were in addition to the borrower’s monthly expenses for things such as
taxes, utilities, groceries, health care, transportation and the like. Clearly, this borrower could not
afford to repay theloan. Thisis confirmed by the fact that the borrower declared bankruptcy after
obtaining the loan at issue, in 2007.

b. LTV Ratios

96. The GSAA 2006-10 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAA 2006-10 Certificates
purchased by plaintiffs and/or their assigning entities.®® Specifically, the GSAA 2006-10 Offering
Documents represented that only avery small percentage of theloans supporting plaintiffs GSAA
2006-10 Certificates had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAA 2006-10 Certificates had LTV ratios over 100%.

97. Plaintiffs, however, have performed an industry-accepted historical vauationanalysis
on the actual loans underlying plaintiffs GSAA 2006-10 Certificates, which reveals that the LTV

ratio percentages stated inthe GSAA 2006-10 Offering Documentswere materially falseat thetime

2 For the reasons set forth infra, LTV ratios are very important to RMBS investors. See §8VI1.B,
IX.A, infra.
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they were made. The following chart summarizesthe LTV ratio percentages stated in the GSAA
2006-10 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased Lo s 'VI"E | Having LTV | Having LTV | Having LTV
oan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
AF5 362375AE7 | All 5.85% 39.59% 0.00% 11.09%
M4 362375AK3 | All 5.85% 39.59% 0.00% 11.09%
M5 362375AL1 | All 5.85% 39.59% 0.00% 11.09%
c. Owner Occupancy Rates

98. The GSAA 2006-10 Offering Documents also made certain misrepresentations
regarding the OOR percentages associ ated with the loans supporting the GSAA 2006-10 Certificates
purchased by plaintiffs and/or their assigning entities.* Specifically, the GSAA 2006-10 Offering
Documents represented that alarge percentage of the loans supporting plaintiffs GSAA 2006-10
Certificates were issued to borrowers that actually lived in the properties serving as collateral for
their loans, significantly decreasing thelikelihood that those borrowerswould default on their [oans.

99.  Plaintiffs, however, have performed an in-depth investigation of the actual borrowers,
loansand propertiesunderlying plaintiffs GSAA 2006-10 Certificates, which revea sthat the OOR
percentagesstated in the GSA A 2006-10 Offering Documentswere materially false at thetimethey
were made. The following chart summarizes the OOR percentages stated in the GSAA 2006-10
Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:

1 For the reasons set forth infra, OOR percentages are very important to RMBS investors. See

88VI.C, IX.A, infra.
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Primary Percent
. Residence Actual
Applicable . Overstatement of
Tranche CUSIP S G Percentage Primary Actual Pri
Purchased Lup porting Stated in the Residence ctuat Frimary
oan Group Offeri P Residence
ering ercentage Percentage

Documents
AF5 362375AE7 | All 71.72% 60.87% 17.83%
M4 362375AK3 | All 71.72% 60.87% 17.83%
M5 362375AL1 | All 71.72% 60.87% 17.83%

d. Credit Ratings

100. The GSAA 2006-10 Offering Documents also represented that the GSAA 2006-10
Certificates purchased by plaintiffs had been assigned certain high “investment grade” credit ratings
by S&P and Moody’s, indicating that the securities were very strong, safe investments with an
extremely low probability of default. > Specifically, the GSAA 2006-10 Offering Documents
represented that plaintiffs GSAA 2006-10 Certificateshad each been assigned Aaa/AAA S, ALA+
and A2/A ratings, respectively, signifying that they were extremely safe “investment grade’
securities.

101. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAA 2006-10 Certificates should not havereceived AaalAAA, AL/A+and A2/A credit
ratings, because they were not safe, “investment grade” securities. Rather, as defendantswerewell
aware, plaintiffs’ GSAA 2006-10 Certificateswere extremely risky, speculative grade“junk” bonds
or worse, backed by low credit quality, extremely risky loans. Indeed, one of the primary reasons
that S& P and M oody’ s had assigned such high ratingsto plaintiffs’' GSAA 2006-10 Certificateswas

because defendants had fed them falsified information regarding the GSAA 2006-10 Certificates

22 For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §§V|1.D,
IX.B, infra.

2 AaalAAA arethe highest, safest credit ratings available, which arein fact the same as, or even
higher than, the current credit rating of U.S. Treasury debt. As explained infra, “[t]raditionally,
investments holding AAA ratings have had alessthan 1% probability of incurring defaults.” See
IVI.D, infra (citing Levin-Coburn Report at 6).
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underlying loans, including, without limitation, fal seloan underwriting guidelines, false LTV ratios,
false borrower FICO scores, false borrower DTI ratios, and false OOR percentages.

102. Thefalsity of thecredit ratings set forth in the GSAA 2006-10 Offering Documentsis
confirmed by subsequent events. Specifically, over 27% of theloans supporting plaintiffs GSAA
2006-10 Certificatesare currently in default because they were made to borrowerswho either could
not afford them or never intended to repay them. Moreover, each of plaintiffs “investment grade”
GSAA 2006-10 Certificatesisnow rated at “junk” statusor below. Clearly, plaintiffs GSAA 2006-
10 Certificateswere not the highly rated, “investment grade” securities defendants represented them
to be. The evidence supporting the falsity of the GSAA 2006-10 Certificates credit ratingsis set

forth in further detail in 8V1.D, infra, and summarized by the following chart:

Current

Tranche Applicable Percentage of
CUSIP Supporting Outstanding Moody’s Ratings | S&P’s Ratings
Purchased .
Loan Group | Loan Balance in
Default
Initial | Current | Initial Current

AF5 362375AE7 | All 27.38% Aaa | Caa3 AAA | D
M4 362375AK3 | All 27.38% Al WR A+ D
M5 362375AL1 | All 27.38% A2 WR A D

5. The GSAA 2006-11 Certificates

103. TheGSAA HomeEquity Trust 2006-11, Asset-Backed Certificates, Series 2006-11
(“GSAA 2006-11 Certificates”) were issued pursuant to a Prospectus Supplement dated June 29,
2006. Thefollowing defendants played critical rolesin the fraudulent structuring, offering and sale
of the GSAA 2006-11 Certificates: GSM SC (depositor); GSMC (sponsor); Goldman Sachs & Co.
(underwriter).

104. Plaintiffsand/or their assignors purchased thefollowing GSAA 2006-11 Certificate:

o Original Tranche Purchase Original Face
Plaintiff Purchaser | Purchased Cusip Date Amount Seller
Phoenix | WestLB | 2A3B 362367AE4 | 6/30/2006 | $26,748,000.00 | Goldman Sachs
& Co.
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105. The above purchase was made by WestLB’s investment manager, DCP, in direct
reliance upon the GSAA 2006-11 Offering Documents, including draft and/or final GSAA 2006-11
Prospectus Supplements. DCP’s diligent investment processes are described in great detail in
8VII1.D.2, infra.

a. Underwriting Guidelines

106. TheGSAA 2006-11 Offering Documentsdisclosed that: approximately 42.33% of the
GSAA 2006-11 Certificates underlying loans were acquired by the sponsor, GSMC, from loan
originator Countrywide; approximately 12.32% of the GSAA 2006-11 Certificates underlying loans
were acquired by the sponsor, GSMC, through the GS Conduit Program; approximately 14.25% of
the GSAA 2006-11 Certificates underlying loans were acquired by the sponsor, GSMC, through
loan originator National City Mortgage Co. (“National City”); approximately 13.48% of the GSAA
2006-11 Certificates' underlying loanswere acquired by the sponsor, GSMC, from loan originator
GreenPoint Mortgage Funding, Inc. (* GreenPoint”); and approximately 17.61% of the GSAA 2006-
11 Certificates' underlying loans were acquired by the sponsor, GSMC, from “the other two (2)
mortgage loan sellers.” See GSAA 2006-11 Prosp. Supp. at S-44.

107. With regard to the Countrywide loans, the GSAA 2006-11 Offering Documents
represented that “ Countrywide Home Loans' underwriting standards are applied by or on behalf of
Countrywide Home Loans to evaluate the prospective borrower’s credit standing and repayment
ability and the value and adequacy of the mortgaged property ascollateral.” 1d. at S-52. The GSAA
2006-11 Offering Documents further represented that “a prospective borrower must generally
demonstrate that the ratio of the borrower’s monthly housing expenses (including principal and
interest on the proposed mortgage loan and, as applicable, the related monthly portion of property
taxes, hazard insurance and mortgage insurance) to the borrower’s monthly gross income and the
ratio of total monthly debt to the monthly gross income (the ‘debt-to-income’ ratios) are within
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acceptablelimits.” 1d. Asfurther detailed infra, these representations were false and misleading at
the time they were made. Contrary to defendants’ affirmative representations, the truth was that
Countrywide had compl etely abandoned its stated underwriting guidelines and was simply seeking
to originate as many loans as possible, without any regard for its borrowers actual repayment
abilities or the true value and adequacy of its mortgaged properties to serve as collateral. See
8VI.A 4, infra.

108. With regard to the GS Conduit Program loans, the GSAA 2006-11 Offering
Documents represented that “the originating lender makes a determination about whether the
borrower’s monthly income (if required to be stated) will be sufficient to enable the borrower to
meet its monthly obligations on the mortgage loan and other expenses related to the property,
including property taxes, utility costs, standard hazard insurance and other fixed and revolving
obligations other than housing expenses,” and that “[g]enerally, schedul ed payments on amortgage
loan during the first twelve months of its term plustaxes and insurance and all scheduled payments
on obligations that extend beyond ten months may equal no more than a specified percentage of the
prospective borrower’ sgrossincome.” See GSAA 2006-11 Prosp. Supp. at S-58. The GSAA 2006-
11 Offering Documents further represented that “[a]n appraisal is generally conducted on each
mortgaged property by the originating lender.” Id. at S-61. As further detailed infra, these
representations were false and misleading at the time they were made. Contrary to defendants
affirmative representations, the truth was that the loans acquired through the GS Conduit Program
were originated by lendersthat had completely abandoned their stated underwriting guidelines and
were simply seeking to originate as many loans as possible, without any regard for their borrowers
actual repayment abilities or the true value and adequacy of their mortgaged properties to serve as

collateral. See 88VI.A.2, VII, infra.

851933 1



109. With regard to the Nationa City and the GreenPoint loans, and “the other two”
mortgage loan sellers loans, the GSAA 2006-11 Offering Documents represented that these
mortgage loans “were originated or acquired generally in accordance with the underwriting
guidelines described in [the] prospectus supplement” of either Countrywide or the GS Conduit
Program. See GSAA 2006-11 Prosp. Supp. at S-45. Asfurther detailed infra, these representations
were false and misleading at the time they were made. Contrary to defendants affirmative
representations, the truth was that the loans acquired through the GS Conduit Program were
originated by lendersthat had completely abandoned their stated underwriting guidelines and were
simply seeking to originate as many loans as possible, without any regard for their borrowers’ actual
repayment abilities or the true value and adequacy of their mortgaged properties to serve as
collateral. See 88VI.A.2, VII, infra.

110. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained a loan for $680,000 in 2006 which was contained within the GSAA 2006-11
offering. Theloan wasoriginated by GreenPoint, one of theloan originatorsidentified inthe GSAA
2006-11 Offering Documents. This borrower had income in 2006 of only $340 per month,
according to the borrower’s sworn bankruptcy filings. However, the borrower’s monthly debt
payments were at least $6,452, far in excess of the borrower’s monthly income. The borrower’s
monthly debt payments were in addition to the borrower’s monthly expenses for things such as
taxes, utilities, groceries, health care, transportation and the like. Clearly, this borrower could not
afford to repay theloan. Thisis confirmed by the fact that the borrower declared bankruptcy after
obtaining the loan at issue, in 2007.
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b. LTV Ratios

111. The GSAA 2006-11 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAA 2006-11 Certificate
purchased by plaintiffs and/or their assigning entities.** Specifically, the GSAA 2006-11 Offering
Documents represented that only avery small percentage of theloans supporting plaintiffs GSAA
2006-11 Certificate had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAA 2006-11 Certificate had LTV ratios over 100%.

112. Plaintiffs, however, have performed anindustry-accepted historical vauationanalysis
on the actual loans underlying plaintiffs GSAA 2006-11 Certificate, which reveals that the LTV
ratio percentages stated in the GSAA 2006-11 Offering Documentswere materially false at thetime
they were made. The following chart summarizesthe LTV ratio percentages stated in the GSAA
2006-11 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs’ industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting 'VI"E | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
2A3B 362367AE4 | All 5.92% 37.57% 0.00% 7.84%
c. Owner Occupancy Rates
113. The GSAA 2006-11 Offering Documents also made certain misrepresentations

regarding the OOR percentages associated with the loans supporting the GSAA 2006-11 Certificate

purchased by plaintiffs and/or their assigning entities.® Specifically, the GSAA 2006-11 Offering

% For the reasons set forthinfra, LTV ratios are very important to RMBS investors. See §8VI1.B,
IX.A,infra.

> For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.
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Documents represented that a large percentage of the loans supporting plaintiffs GSAA 2006-11
Certificate wereissued to borrowersthat actually lived in the properties serving as collateral for their
loans, significantly decreasing the likelihood that those borrowers would default on their loans.
114. Plaintiffs, however, have performed anin-depth investigation of the actual borrowers,
loans and properties underlying plaintiffs: GSAA 2006-11 Certificate, which reveal s that the OOR
percentages stated in the GSAA 2006-11 Offering Documentswere materially false at thetimethey
were made. The following chart summarizes the OOR percentages stated in the GSAA 2006-11

Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:
Primary
. Residence Actual Percent
Applicable . Overstatement of
Tranche CUuSIP Supportin Percentage Primary Actual Primar
Purchased Pp g Stated in the Residence . y
Loan Group . Residence
Offering Percentage
Percentage
Documents
2A3B 362367AE4 | All 80.52% 71.16% 13.15%

d. Credit Ratings

115. The GSAA 2006-11 Offering Documents also represented that the GSAA 2006-11
Certificate purchased by plaintiffshad been assigned ahigh “investment grade” credit rating by S& P
and Moody’ s, indicating that the security was avery strong, safe investment with an extremely low
probability of default. ® Specifically, the GSAA 2006-11 Offering Documents represented that
plaintiffs GSAA 2006-11 Certificate had been assigned a AAA/Aaa rating — the highest, safest
credit rating available, which isin fact the same as, or even higher than, the current credit rating of

U.S. Treasury debt.?’

% For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §§V|1.D,
IX.B, infra.

" Asexplainedinfra, “[t]raditionally, investments holding AAA ratings have had a lessthan 1%
probability of incurring defaults.” See VI1.D, infra (citing Levin-Coburn Report at 6).
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116. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAA 2006-11 Certificate should not have received aAAA/Aaacredit rating, becauseit
wasnot asafe, “investment grade” security with “lessthan [a] 1% probability of incurring defaults.”
Rather, as defendants were well aware, plaintiffs GSAA 2006-11 Certificate was an extremely
risky, speculative grade “junk” bond, backed by low credit quality, extremely risky loans. Indeed,
one of the primary reasons that S& P and Moody’ s had assigned such a high rating to plaintiffs
GSAA 2006-11 Certificate was because defendants had fed them fal sified information regarding the
GSAA 2006-11 Certificate’ sunderlying loans, including, without limitation, fal seloan underwriting
guidelines, false LTV ratios, false borrower FICO scores, false borrower DTI ratios, and false OOR
percentages.

117. Thefasity of thecredit ratings set forth in the GSAA 2006-11 Offering Documentsis
confirmed by subsequent events. Specifically, more than 30% of the loans supporting plaintiffs
GSAA 2006-11 Certificatearecurrently in default because they were made to borrowerswho either
could not afford them or never intended to repay them. Moreover, plaintiffs “investment grade”
GSAA 2006-11 Certificate is now rated at “junk” status. Clearly, plaintiffS GSAA 2006-11
Certificatewasnot the highly rated, “investment grade” security defendantsrepresentedittobe. The
evidence supporting thefalsity of the GSAA 2006-11 Certificate’ scredit rating isset forth in further

detail in 8V1.D, infra, and summarized by the following chart:

Applicable | Current
Tranche Supporting | Percentage of , . , .
Purchased CusIp Loan Outstanding Loan Moody’s Ratings S&P’s Ratings
Group Balance in Default
Initial | Current | Initial | Current
2A3B 362367AE4 | All 31.23% Aaa |C AAA | CCC

6. The GSAA 2006-13 Certificates
118. The GSAA Home Equity Trust 2006-13, Asset-Backed Certificates, Series 2006-13

(“GSAA 2006-13 Certificates”) wereissued pursuant to a Prospectus Supplement dated August 23,
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2006. Thefollowing defendants played critical rolesin thefraudulent structuring, offering and sale
of the GSAA 2006-13 Certificates: GSM SC (depositor); GSMC (sponsor); Goldman Sachs & Co.
(underwriter).

119. Plaintiffsand/or their assignors purchased the following GSAA 2006-13 Certificates:

. Original Tranche Purchase | Original Face
Plaintiff Purchaser Purchased CUSIP Date Amount Seller
Silver EIms | West LB AF4 36244SAD0 | 8/4/2006 $10,000,000 Goldman Sachs & Co.
I
Silver EIms | West LB AF5 36244SAE8 | 8/4/2006 $10,000,000 Goldman Sachs & Co.
I

120. Each of the above purchases was made by West LB’ sinvestment manager, Eiger, in
direct reliance upon the GSAA 2006-13 Offering Documents, including draft and/or final GSAA
2006-13 Prospectus Supplements. Eiger’ sdiligent investment processes are described in great detail
in 8VII1.C.2, infra.

a. Underwriting Guidelines

121. TheGSAA 2006-13 Offering Documents disclosed that: approximately 66.51% of the
GSAA 2006-13 Certificates underlying loanswere acquired by the sponsor, GSMC, through the GS
Conduit Program, from loan originator Opteum Financial Services, LLC (“Opteum”); approximately
11.05% of the GSAA 2006-13 Certificates underlying loanswere acquired by the sponsor, GSMC,
through the GS Conduit Program from originator DHI Mortgage Company, Ltd. (“DHI”); and
approximately 22.44% of the GSAA 2006-13 Certificates underlying loans were acquired by
GSMC from “various other [undisclosed] mortgage loan sellers’ under the GS Conduit Program.
See GSAA 2006-13 Prosp. Supp. at S-37.

122. With regard to the GS Conduit Program loans, the GSAA 2006-13 Offering
Documents represented that “the originating lender makes a determination about whether the
borrower’s monthly income (if required to be stated) will be sufficient to enable the borrower to
meet its monthly obligations on the mortgage loan and other expenses related to the property,
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including property taxes, utility costs, standard hazard insurance and other fixed and revolving
obligations other than housing expenses.” 1d. at S-54. The GSAA 2006-13 Offering Documents
further represented that “[a]n appraisal is generally conducted on each mortgaged property by the
originating lender.” Id. at S-56. As further detailed infra, these representations were false and
misleading at the time they were made. Contrary to defendants’ affirmative representations, the
truth was that the loans acquired through the GS Conduit Program were originated by lenders that
had compl etely abandoned their stated underwriting guidelines and were simply seekingto originate
asmany loans as possible, without any regard for their borrowers’ actual repayment abilities or the
true value and adequacy of their mortgaged properties to serve as collateral. See 88VI.A.2, VII,
infra.

123. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators’ failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained a loan for $616,750 in 2006 which was contained within the GSAA 2006-13
offering. The loan was originated by Opteum, one of the loan originators identified in the GSAA
2006-13 Offering Documents. Thisborrower had incomein 2006 of $4,465 per month, according to
the borrower’ ssworn bankruptcy filings. However, theborrower’ smonthly debt paymentswere at
least $8,697, far in excess of the borrower’s monthly income. The borrower’s monthly debt
payments were in addition to the borrower’s monthly expenses for things such as taxes, utilities,
groceries, health care, transportation and the like. Clearly, this borrower could not afford to repay
theloan. Thisisconfirmed by the fact that the borrower declared bankruptcy shortly after obtaining

the loan at issue, in 2007.
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b. LTV Ratios

124. The GSAA 2006-13 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAA 2006-13 Certificates
purchased by plaintiffs and/or their assigning entities.?® Specifically, the GSAA 2006-13 Offering
Documents represented that only avery small percentage of theloans supporting plaintiffs GSAA
2006-13 Certificates had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAA 2006-13 Certificateshad LTV ratios over 100%.

125. Plaintiffs, however, have performed anindustry-accepted historical vauationanalysis
on the actual loans underlying plaintiffs GSAA 2006-13 Certificates, which revealsthat the LTV
ratio percentages stated in the GSAA 2006-13 Offering Documentswere materially false at thetime
they were made. The following chart summarizesthe LTV ratio percentages stated in the GSAA
2006-13 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs’ industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting 'VI"E | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
AF4 36244SADO0 | All 7.42% 42.16% 0.00% 11.20%
AF5 36244SAES8 | All 7.42% 42.16% 0.00% 11.20%
c. Owner Occupancy Rates
126. The GSAA 2006-13 Offering Documents also made certain misrepresentations

regarding the OOR percentages associ ated with the loans supporting the GSAA 2006-13 Certificates

8 For the reasons set forthinfra, LTV ratios are very important to RMBS investors. See §8VI1.B,
IX.A, infra.

-51-
851933 1



purchased by plaintiffs and/or their assigning entities.® Specifically, the GSAA 2006-13 Offering
Documents represented that a large percentage of the loans supporting plaintiffs GSAA 2006-13
Certificates were issued to borrowers that actually lived in the properties serving as collateral for
their loans, significantly decreasing thelikelihood that those borrowerswould default on their [oans.

127. Plaintiffs, however, have performed anin-depth investigation of the actual borrowers,
loansand propertiesunderlying plaintiffs' GSAA 2006-13 Certificates, which revealsthat the OOR
percentages stated in the GSA A 2006-13 Offering Documentswere materially false at thetimethey
were made. The following chart summarizes the OOR percentages stated in the GSAA 2006-13

Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:
Primary
. Residence Actual Percent
Applicable . Overstatement of
Tranche CUSIP Supportin Percentage Primary Actual Primar
Purchased upporting Stated in the Residence " ! y
Loan Group . Residence
Offering Percentage
Percentage
Documents
AF4 36244SADO0 | All 83.06% 72.54% 14.51%
AF5 36244SAES8 | All 83.06% 72.54% 14.51%

d. Credit Ratings

128. The GSAA 2006-13 Offering Documents also represented that the GSAA 2006-13
Certificates purchased by plaintiffs had been assigned certain high “investment grade” credit ratings
by S&P and Moody’s, indicating that the securities were very strong, safe investments with an
extremely low probability of default. * Specifically, the GSAA 2006-13 Offering Documents

represented that plaintiffs GSAA 2006-13 Certificates had each been assigned AAA/aaaratings—

% For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.

% For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §§V|1.D,
IX.B, infra.
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the highest, safest credit ratings available, which are in fact the same as, or even higher than, the
current credit rating of U.S. Treasury debt.*

129. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAA 2006-13 Certificates should not have received AAA/aaa credit ratings, because
they were not safe, “investment grade” securities with “less than [a] 1% probability of incurring
defaults.” Rather, as defendants were well aware, plaintiffs GSAA 2006-13 Certificates were
extremely risky, speculative grade“junk” bonds or worse, backed by low credit quality, extremely
risky loans. Indeed, one of the primary reasons that S& P and Moody’s had assigned such high
ratings to plaintiffs GSAA 2006-13 Certificates was because defendants had fed them falsified
information regarding the GSAA 2006-13 Certificates underlying loans, including, without
l[imitation, false loan underwriting guidelines, false LTV ratios, false borrower FICO scores, false
borrower DTI ratios, and false OOR percentages.

130. Thefasity of thecredit ratings set forth in the GSAA 2006-13 Offering Documentsis
confirmed by subsequent events. Specifically, more than 30% of the loans supporting plaintiffs
GSAA 2006-13 Certificates are currently in default because they were made to borrowers who
either could not afford them or never intended to repay them. Moreover, each of plaintiffs
“investment grade” GSAA 2006-13 Certificates is now rated at “junk” status or below. Clearly,
plaintiffs GSAA 2006-13 Certificates were not the highly rated, “investment grade” securities
defendants represented them to be. The evidence supporting the falsity of the GSAA 2006-13
Certificates credit ratings is set forth in further detail in 8VI.D, infra, and summarized by the

following chart:

3 Asexplained infra, “[t]raditionally, investments holding AAA ratings have had a lessthan 1%
probability of incurring defaults.” See 8VI.D, infra (citing Levin-Coburn Report at 6).
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Applicable | Surrent
T h S PP i Percentage of
Pranc N CUSIP upporting Outstanding Moody’s Ratings S&P’s Ratings

urchased Loan Loan Balance
Group in Default
Initial Current Initial Current
AF4 36244SADO0 | All 30.82% Aaa Caa3 AAA | D
AF5 36244SAES8 | All 30.82% Aaa Caa3 AAA | D
7. The GSAA 2006-14 Certificates
131. TheGSAA HomeEquity Trust 2006-14, Asset-Backed Certificates, Series 2006-14

(“GSAA 2006-14 Certificates’) wereissued pursuant to a Prospectus Supplement dated August 23,
2006. Thefollowing defendants played critical rolesin the fraudulent structuring, offering and sale
of the GSAA 2006-14 Certificates: GSM SC (depositor); GSMC (sponsor); Goldman Sachs & Co.

(underwriter).

132. Plaintiffsand/or their assignors purchased the following GSAA 2006-14 Certificates:
. Original | Tranche Purchase | Original Face
Plaintiff Purchaser | Purchased CUSIP Date Amount Seller
Phoenix | WestLB A3A 36298Y AC4 | 8/16/2006 | $8,024,000.00 | Goldman
Sachs & Co.
Phoenix | WestLB A3B 36298Y AD2 | 8/16/2006 | $20,837,000.00 | Goldman
Sachs & Co.
133. Each of the above purchases was made by WestL B’ sinvestment manager, DCP, in

direct reliance upon the GSAA 2006-14 Offering Documents, including draft and/or final GSAA
2006-14 Prospectus Supplements. DCP sdiligent investment processes are described in great detail
in 8VIII.D.2, infra.

a. Underwriting Guidelines

134. The GSAA 2006-14 Offering Documentsdisclosed that: approximately 40.04% of the
GSAA 2006-14 Certificates' underlying loans were acquired by the sponsor, GSMC, from loan
originator Countrywide; approximately 22.35% of the GSAA 2006-14 Certificates underlying loans

were acquired by the sponsor, GSMC, through the GS Conduit Program; approximately 16.99% of
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the GSAA 2006-14 Certificates underlying loans were acquired by the sponsor, GSMC, through
loan originator National City; approximately 15.85% of the GSAA 2006-14 Certificates' underlying
loans were acquired by the sponsor, GSMC, from loan originator GreenPoint; and approximately
4.78% of the GSAA 2006-14 Certificates underlying loans were acquired by the sponsor, GSMC,
from “the two other mortgage loan sellers.” See GSAA 2006-14 Prosp. Supp. at S-41.

135. With regard to the Countrywide loans, the GSAA 2006-14 Offering Documents
represented that “ Countrywide Home Loans' underwriting standards are applied by or on behalf of
Countrywide Home Loans to evaluate the prospective borrower’s credit standing and repayment
ability and the value and adequacy of the mortgaged property ascollateral.” Id. at S-47. The GSAA
2006-14 Offering Documents further represented that “a prospective borrower must generally
demonstrate that the ratio of the borrower’s monthly housing expenses (including principal and
interest on the proposed mortgage loan and, as applicable, the related monthly portion of property
taxes, hazard insurance and mortgage insurance) to the borrower’s monthly grossincome and the
ratio of total monthly debt to the monthly gross income (the ‘debt-to-income’ ratios) are within
acceptablelimits.” 1d. Asfurther detailed infra, these representations were false and misleading at
the time they were made. Contrary to defendants' affirmative representations, the truth was that
Countrywide had compl etely abandoned its stated underwriting guidelines and was simply seeking
to originate as many loans as possible, without any regard for its borrowers actua repayment
abilities or the true value and adequacy of its mortgaged properties to serve as collateral. See
8VI.A 4, infra.

136. With regard to the GS Conduit Program loans, the GSAA 2006-14 Offering
Documents represented that “the originating lender makes a determination about whether the
borrower’s monthly income (if required to be stated) will be sufficient to enable the borrower to
meet its monthly obligations on the mortgage loan and other expenses related to the property,
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including property taxes, utility costs, standard hazard insurance and other fixed and revolving
obligations other than housing expenses,” and that “[g]enerally, schedul ed payments on amortgage
loan during the first twelve months of itsterm plustaxes and insurance and all scheduled payments
on obligationsthat extend beyond ten months may equal no more than a specified percentage of the
prospective borrower’ sgrossincome.” See GSAA 2006-14 Prosp. Supp. at S-53. The GSAA 2006-
14 Offering Documents further represented that “[a]n appraisal is generally conducted on each
mortgaged property by the originating lender.” Id. at S-55. As further detailed infra, these
representations were false and misleading at the time they were made. Contrary to defendants
affirmative representations, the truth was that the loans acquired through the GS Conduit Program
were originated by lendersthat had completely abandoned their stated underwriting guidelines and
were simply seeking to originate as many loans as possible, without any regard for their borrowers
actual repayment abilities or the true value and adequacy of their mortgaged properties to serve as
collateral. See 88VI.A.2, VII, infra.

137. Withregardto the National City and GreenPoint |oans, the GSAA 2006-14 Offering
Documents represented that these mortgage loans “were originated or acquired generaly in
accordance with the underwriting guidelines described in [the] prospectus supplement” of either
Countrywide or the GS Conduit Program. See GSAA 2006-14 Prosp. Supp. at S-41. As further
detailed infra, these representationswere fal se and misleading at the time they weremade. Contrary
to defendants' affirmative representations, the truth was that the loans acquired through the GS
Conduit Program were originated by lenders that had completely abandoned their stated
underwriting guidelinesand were simply seeking to originate as many loans as possibl e, without any
regard for their borrowers actual repayment abilities or the true value and adequacy of their
mortgaged propertiesto serve as collateral. See 88VI.A.2, VII, infra.
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138. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, two
borrowers obtained a loan for $468,000 in 2006 which was contained within the GSAA 2006-14
offering. The loan was originated through the GS Conduit Program, one of the loan originators
identified in the GSAA 2006-14 Offering Documents. The borrowers had joint income in 2006 of
$8,933.33 per month, according to their sworn bankruptcy filings. However, the borrowers
monthly debt payments were at least $14,591, far in excess of their monthly income. The
borrowers’ monthly debt paymentswere in addition to the borrowers' monthly expensesfor things
such astaxes, utilities, groceries, health care, transportation and the like. Clearly, these borrowers
could not afford to repay the loan. This is confirmed by the fact that the borrowers declared
bankruptcy after obtaining the loan at issue, in 2007.

b. LTV Ratios

139. The GSAA 2006-14 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAA 2006-14 Certificates
purchased by plaintiffs and/or their assigning entities.* Specifically, the GSAA 2006-14 Offering
Documents represented that only avery small percentage of theloans supporting plaintiffs GSAA
2006-14 Certificates had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAA 2006-14 Certificates had LTV ratios over 100%.

140. Plaintiffs, however, have performed anindustry-accepted historical vauationanalysis
on the actual loans underlying plaintiffs GSAA 2006-14 Certificates, which revealsthat the LTV

ratio percentages stated inthe GSAA 2006-14 Offering Documentswere materially falseat thetime

% For thereasons set forthinfra, LTV ratios are very important to RMBS investors. See §§V1.B,
IX.A, infra.
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they were made. The following chart summarizesthe LTV ratio percentages stated in the GSAA
2006-14 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting 'VI"E | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
A3A 36298YAC4 | All 6.64 % 39.36% 0.00% 7.38%
A3B 36298YAD2 | All 6.64 % 39.36% 0.00% 7.38%
c. Owner Occupancy Rates

141. The GSAA 2006-14 Offering Documents also made certain misrepresentations
regarding the OOR percentages associ ated with the loans supporting the GSAA 2006-14 Certificates
purchased by plaintiffs and/or their assigning entities.®® Specifically, the GSAA 2006-14 Offering
Documents represented that a large percentage of the loans supporting plaintiffs GSAA 2006-14
Certificates were issued to borrowers that actually lived in the properties serving as collateral for
their loans, significantly decreasing thelikelihood that those borrowerswould default on their [oans.

142. Plaintiffs, however, have performed anin-depth investigation of the actual borrowers,
loansand propertiesunderlying plaintiffs GSAA 2006-14 Certificates, which revea sthat the OOR
percentagesstated in the GSA A 2006-14 Offering Documentswere materially false at thetimethey
were made. The following chart summarizes the OOR percentages stated in the GSAA 2006-14
Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:

% For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.
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Primary Percent
Applicable | Residence Actual
. . Overstatement of
Tranche CUSIP Supporting | Percentage Primary Actual Primar
Purchased Loan Stated in the Residence ctu y
. Residence
Group Offering Percentage
Percentage
Documents
A3A 36298YAC4 | All 78.04% 67.62% 15.40%
A3B 36298YAD2 | All 78.04% 67.62% 15.40%

d. Credit Ratings

143. The GSAA 2006-14 Offering Documents also represented that the GSAA 2006-14
Certificates purchased by plaintiffs had been assigned certain high “investment grade” credit ratings
by S&P and Moody’s, indicating that the securities were very strong, safe investments with an
extremely low probability of default. ** Specifically, the GSAA 2006-14 Offering Documents
represented that plaintiffs GSAA 2006-14 Certificates had each been assigned AAA/Aaaratings—
the highest, safest credit ratingsavailable, which arein fact the same, or even higher than, the current
credit rating of U.S. Treasury debt.®

144. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAA 2006-14 Certificates should not have received AAA/Aaa credit ratings, because
they were not safe, “investment grade” securities with “less than [a] 1% probability of incurring
defaults.” Rather, as defendants were well aware, plaintiffs GSAA 2006-14 Certificates were
extremely risky, speculative grade“junk” bonds, backed by low credit quality, extremely risky loans.
Indeed, one of the primary reasons that S&P and Moody’s had assigned such high ratings to
plaintiffs GSAA 2006-14 Certificates was because defendants had fed them falsified information

regarding the GSAA 2006-14 Certificates underlying loans, including, without limitation, falseloan

% For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §8V|1.D,
IX.B, infra.

% Asexplained infra, “[t]raditionally, investments holding AAA ratings have had a lessthan 1%
probability of incurring defaults.” See 8VI.D, infra (citing Levin-Coburn Report at 6).

-89 -

851933 1



underwriting guidelines, false LTV ratios, false borrower FICO scores, false borrower DTI ratios,
and false OOR percentages.

145. Thefasity of thecredit ratings set forth in the GSAA 2006-14 Offering Documentsis
confirmed by subsequent events. Specifically, more than 30% of the loans supporting plaintiffs
GSAA 2006-14 Certificates are currently in default because they were made to borrowers who
either could not afford them or never intended to repay them. Moreover, each of plaintiffs
“investment grade” GSAA 2006-14 Certificatesis now rated at “junk” status. Clearly, plaintiffs
GSAA 2006-14 Certificates were not the highly rated, “investment grade” securities defendants
represented them to be. The evidence supporting the falsity of the GSAA 2006-14 Certificates

credit ratingsis set forth in further detail in 8V1.D, infra, and summarized by the following chart:

Applicable Current
Tranche Supportin Percentage of
P CUSIP PP g Outstanding Moody’s Ratings S&P’s Ratings

urchased Loan Loan Balance
Group in Default
Initial Current Initial Current
A3A 36298YAC4 | All 30.63% Aaa Caa3 AAA CcCC
A3B 36298YAD2 | All 30.63% Aaa C AAA CcCC
8. The GSAA 2006-16 Certificates
146. The GSAA Home Equity Trust 2006-16, Asset-Backed Certificates, Series 2006-16

(“GSAA 2006-16 Certificates”) wereissued pursuant to a Prospectus Supplement dated September
27,2006. Thefollowing defendants played critical rolesin the fraudulent structuring, offering and
sale of the GSAA 2006-16 Certificates: GSMSC (depositor); GSMC (sponsor); Goldman Sachs &
Co. (underwriter).

147. Plaintiffsand/or their assignors purchased thefollowing GSAA 2006-16 Certificate:

Plaintiff

Original
Purchaser

Tranche
Purchased

CUSIP

Purchase
Date

Original Face
Amount

Seller

Phoenix

WestLB

A3A

362256AC3

9/28/2006

$30,000,000.00

Goldman
Sachs & Co.
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148. The above purchase was made by WestLB’s investment manager, DCP, in direct
reliance upon the GSAA 2006-16 Offering Documents, including draft and/or final GSAA 2006-16
Prospectus Supplements. DCP’s diligent investment processes are described in great detail in
8VII1.D.2, infra.

a. Underwriting Guidelines

149. The GSAA 2006-16 Offering Documentsdisclosed that: approximately 33.39% of the
GSAA 2006-16 Certificates underlying loans were acquired by the sponsor, GSMC, from loan
originator Countrywide; approximately 31.30% of the GSAA 2006-16 Certificates underlying loans
were acquired by the sponsor, GSMC, through the GS Conduit Program; approximately 10.18% of
the GSAA 2006-16 Certificates underlying loans were acquired by the sponsor, GSMC, through
loan originator PHH Mortgage Corporation (“PHH”); approximately 15.79% of the GSAA 2006-16
Certificates underlying loans were acquired by the sponsor, GSMC, from loan originator
GreenPoint; and approximately 9.35% of the GSAA 2006-16 Certificates' underlying loans were
acquired by the sponsor, GSMC, from “the four other mortgage loan sellers.” See GSAA 2006-16
Prosp. Supp. at S-41.

150. With regard to the Countrywide loans, the GSAA 2006-16 Offering Documents
represented that “ Countrywide Home Loans' underwriting standards are applied by or on behalf of
Countrywide Home Loans to evaluate the prospective borrower’s credit standing and repayment
ability and the value and adequacy of the mortgaged property ascollateral.” 1d. at S-47. The GSAA
2006-16 Offering Documents further represented that “a prospective borrower must generally
demonstrate that the ratio of the borrower’s monthly housing expenses (including principal and
interest on the proposed mortgage loan and, as applicable, the related monthly portion of property
taxes, hazard insurance and mortgage insurance) to the borrower’s monthly gross income and the
ratio of total monthly debt to the monthly gross income (the ‘debt-to-income’ ratios) are within
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acceptablelimits.” 1d. Asfurther detailed infra, these representations were false and misleading at
the time they were made. Contrary to defendants’ affirmative representations, the truth was that
Countrywide had compl etely abandoned its stated underwriting guidelines and was simply seeking
to originate as many loans as possible, without any regard for its borrowers actual repayment
abilities or the true value and adequacy of its mortgaged properties to serve as collateral. See
8VI.A 4, infra.

151. With regard to the GS Conduit Program loans, the GSAA 2006-16 Offering
Documents represented that “the originating lender makes a determination about whether the
borrower’s monthly income (if required to be stated) will be sufficient to enable the borrower to
meet its monthly obligations on the mortgage loan and other expenses related to the property,
including property taxes, utility costs, standard hazard insurance and other fixed and revolving
obligations other than housing expenses,” and that “[g]enerally, schedul ed payments on amortgage
loan during the first twelve months of its term plustaxes and insurance and all scheduled payments
on obligations that extend beyond ten months may equal no more than a specified percentage of the
prospective borrower’ sgrossincome.” See GSAA 2006-16 Prosp. Supp. at S-53. The GSAA 2006-
16 Offering Documents further represented that “[a]n appraisal is generally conducted on each
mortgaged property by the originating lender.” Id. at S-55. As further detailed infra, these
representations were false and misleading at the time they were made. Contrary to defendants
affirmative representations, the truth was that the loans acquired through the GS Conduit Program
were originated by lendersthat had completely abandoned their stated underwriting guidelines and
were simply seeking to originate as many loans as possible, without any regard for their borrowers
actual repayment abilities or the true value and adequacy of their mortgaged properties to serve as
collateral. See 88VI.A.2, VII, infra.
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152.  With regard to the PHH and GreenPoint loans, and “the four other” mortgage loan
sellers’ loans, the GSAA 2006-16 Offering Documents represented that these mortgage loans“were
originated or acquired generally in accordance with the underwriting guidelines described in [the]
prospectus supplement” of either Countrywide or the GS Conduit Program. See GSAA 2006-16
Prosp. Supp. at S-41. Asfurther detailed infra, these representations were false and misleading at
thetimethey weremade. Contrary to defendants’ affirmative representations, thetruth wasthat the
loans acquired through Countrywide and the GS Conduit Program were originated by lenders that
had compl etely abandoned their stated underwriting guidelines and were simply seekingto originate
asmany loans as possible, without any regard for their borrowers’ actual repayment abilities or the
true value and adequacy of their mortgaged properties to serve as collateral. See 88VI.A.2, VII,
infra.

153. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained a first-lien loan for $650,000 in 2006 which was contained within the GSAA
2006-16 offering. The loan was originated through the GS Conduit Program, one of the loan
originators identified in the GSAA 2006-16 Offering Documents. The borrower also obtained a
second mortgage on the property at the same time he obtained thefirst-lien loan. The borrower had
joint (with his wife) income in 2006 of $4,167 per month, according to the borrower’s sworn
bankruptcy filings. However, the borrower’ s debt paymentson the subject property alonewere at
least $5,971.52 per month, far in excess of the borrower’ smonthly income, plusthe borrower had
other additional monthly debts. The borrower’s monthly debt payments were in addition to the
borrower’ smonthly expensesfor things such astaxes, utilities, groceries, health care, transportation
and the like. Clearly, this borrower, whose mortgage payments on the subject property alone
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exceeded his income, could not afford to repay the loan. This is confirmed by the fact that the
borrower declared bankruptcy after obtaining the loan at issue, in 2007.

b. LTV Ratios

154. The GSAA 2006-16 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAA 2006-16 Certificate
purchased by plaintiffsand/or their assigning entities.*® Specifically, the GSAA 2006-16 Offering
Documents represented that only avery small percentage of the loans supporting plaintiffs GSAA
2006-16 Certificate had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAA 2006-16 Certificate had LTV ratios over 100%.

155. Plaintiffs, however, have performed anindustry-accepted historical vauationanalysis
on the actual loans underlying plaintiffs GSAA 2006-16 Certificate, which reveals that the LTV
ratio percentages stated inthe GSAA 2006-16 Offering Documentswere materially falseat thetime
they were made. The following chart summarizesthe LTV ratio percentages stated in the GSAA

2006-16 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting 'VINg | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
A3A 362256AC3 | All 7.55% 43.04% 0.00% 8.72%
c. Owner Occupancy Rates
156. The GSAA 2006-16 Offering Documents also made certain misrepresentations

regarding the OOR percentages associated with the loans supporting the GSAA 2006-16 Certificate

% For thereasons set forthinfra, LTV ratios are very important to RMBS investors. See §§V1.B,
IX.A, infra.
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purchased by plaintiffs and/or their assigning entities.®” Specifically, the GSAA 2006-16 Offering
Documents represented that a large percentage of the loans supporting plaintiffs GSAA 2006-16
Certificate wereissued to borrowersthat actually lived in the properties serving as collateral for their
loans, significantly decreasing the likelihood that those borrowers would default on their loans.
157. Plaintiffs, however, have performed anin-depth investigation of the actual borrowers,
loans and properties underlying plaintiffs: GSAA 2006-16 Certificate, which reveal s that the OOR
percentages stated in the GSA A 2006-16 Offering Documentswere materially false at thetimethey
were made. The following chart summarizes the OOR percentages stated in the GSAA 2006-16

Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:
Prn'nary Percent
. Residence Actual
Applicable . Overstatement of
Tranche CUuSIP Supportin Percentage Primary Actual Primar
Purchased PP 8 Stated in the Residence . y
Loan Group . Residence
Offering Percentage
Percentage
Documents
A3A 362256AC3 | All 78.90% 69.83% 12.99%

d. Credit Ratings

158. The GSAA 2006-16 Offering Documents also represented that the GSAA 2006-16
Certificate purchased by plaintiffshhad been assigned ahigh “investment grade” credit rating by S& P
and Moody’ s, indicating that the security was avery strong, safe investment with an extremely low
probability of default. ® Specifically, the GSAA 2006-16 Offering Documents represented that

plaintiffs GSAA 2006-16 Certificate had been assigned a AAA/Aaa rating — the highest, safest

3" For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.

% For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §§V|1.D,
IX.B, infra.
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credit rating available, which isin fact the same as, or even higher than, the current credit rating of
U.S. Treasury debt.*

159. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAA 2006-16 Certificate should not have received aAAA/Aaacredit rating, becauseit
wasnot asafe, “investment grade” security with “lessthan [a] 1% probability of incurring defaults.”
Rather, as defendants were well aware, plaintiffs GSAA 2006-16 Certificate was an extremely
risky, speculative grade “junk” bond, backed by low credit quality, extremely risky loans. Indeed,
one of the primary reasons that S& P and Moody’ s had assigned such a high rating to plaintiffs
GSAA 2006-16 Certificate was because defendants had fed them fal sified information regarding the
GSAA 2006-16 Certificate’ sunderlying loans, including, without limitation, falseloan underwriting
guidelines, false LTV ratios, false borrower FICO scores, false borrower DTI ratios, and false OOR
percentages.

160. Thefasity of thecredit ratings set forth in the GSAA 2006-16 Offering Documentsis
confirmed by subsequent events. Specifically, more than 30% of the loans supporting plaintiffs
GSAA 2006-16 Certificatearecurrently in default because they were made to borrowerswho either
could not afford them or never intended to repay them. Moreover, plaintiffs’ “investment grade’
GSAA 2006-16 Certificate is now rated at “junk” status. Clearly, plaintiffS GSAA 2006-16
Certificatewasnot the highly rated, “investment grade” security defendantsrepresentedittobe. The
evidence supporting thefalsity of the GSAA 2006-16 Certificate’ scredit rating isset forth in further

detail in 8V1.D, infra, and summarized by the following chart:

% Asexplained infra, “[t]raditionally, investments holding AAA ratings have had a lessthan 1%
probability of incurring defaults.” See 8VI.D, infra (citing Levin-Coburn Report at 6).
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Applicable Current

Tranche Supporting Percentage of
CUSIP Outstanding Moody’s Ratings S&P’s Ratings

Purchased Loan .

Gro Loan Balance in

up Default
Initial Current Initial Current

A3A 362256AC3 | All 31.65% Aaa Ca AAA | CCC

9. The GSAA 2006-17 Certificates

161. TheGSAA HomeEquity Trust 2006-17, Asset-Backed Certificates, Series2006-17
(“GSAA 2006-17 Certificates’) wereissued pursuant to a Prospectus Supplement dated October 26,
2006. Thefollowing defendants played critical rolesin the fraudulent structuring, offering and sale
of the GSAA 2006-17 Certificates: GSM SC (depositor); GSMC (sponsor); Goldman Sachs & Co.
(underwriter).

162. Plaintiffsand/or their assignors purchased thefollowing GSAA 2006-17 Certificate:

o Original Tranche Purchase Original Face
Plaintiff Purchaser | Purchased CUSIP Date Amount Seller
Phoenix | WestLB | A3B 362257AD9 | 10/17/2006 | $19,875,000.00 | Goldman
Sachs & Co.

163. The above purchase was made by WestLB'’s investment manager, DCP, in direct
reliance upon the GSA A 2006-17 Offering Documents, including draft and/or final GSAA 2006-17
Prospectus Supplements. DCP's diligent investment processes are described in great detail in
8VIII.D., infra.

a. Underwriting Guidelines

164. TheGSAA 2006-17 Offering Documentsdisclosed that: approximately 29.36% of the
GSAA 2006-17 Certificates' underlying loans were acquired by the sponsor, GSMC, from loan
originator Countrywide; approximately 22.94% of the GSAA 2006-17 Certificates underlying loans
were acquired by the sponsor, GSMC, through the GS Conduit Program; approximately 22.29% of
the GSAA 2006-17 Certificates' underlying loans were acquired by the sponsor, GSMC, from loan
originator SunTrust Mortgage, Inc. (“SunTrust”); approximately 11.97% of the GSAA 2006-17
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Certificates underlying loans were acquired by the sponsor, GSMC, through loan originator
IndyMac Bank, F.S.B (“IndyMac”); and approximately 13.43% of the GSAA 2006-17 Certificates
underlying loanswere acquired by the sponsor, GSMC, fromloan originator GreenPoint. See GSAA
2006-17 Prosp. Supp. at S-42.

165. With regard to the Countrywide loans, the GSAA 2006-17 Offering Documents
represented that “ Countrywide Home Loans underwriting standards are applied by or on behalf of
Countrywide Home Loans to evaluate the prospective borrower’s credit standing and repayment
ability and the value and adequacy of the mortgaged property ascollateral.” Id. at S-48. The GSAA
2006-17 Offering Documents further represented that “a prospective borrower must generally
demonstrate that the ratio of the borrower’s monthly housing expenses (including principal and
interest on the proposed mortgage loan and, as applicable, the related monthly portion of property
taxes, hazard insurance and mortgage insurance) to the borrower’ s monthly gross income and the
ratio of total monthly debt to the monthly gross income (the ‘debt-to-income’ ratios) are within
acceptablelimits.” 1d. Asfurther detailed infra, these representations were false and misleading at
the time they were made. Contrary to defendants' affirmative representations, the truth was that
Countrywide had compl etely abandoned its stated underwriting guidelines and was simply seeking
to originate as many loans as possible, without any regard for its borrowers actual repayment
abilities or the true value and adequacy of its mortgaged properties to serve as collateral. See
8VI.A 4, infra.

166. With regard to the GS Conduit Program loans, the GSAA 2006-17 Offering
Documents represented that “the originating lender makes a determination about whether the
borrower’s monthly income (if required to be stated) will be sufficient to enable the borrower to
meet its monthly obligations on the mortgage loan and other expenses related to the property,
including property taxes, utility costs, standard hazard insurance and other fixed and revolving
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obligations other than housing expenses,” and that “[g]enerally, schedul ed payments on amortgage
loan during the first twelve months of its term plustaxes and insurance and all scheduled payments
on obligationsthat extend beyond ten months may equal no more than a specified percentage of the
prospective borrower’ sgrossincome.” See GSAA 2006-17 Prosp. Supp. at S-54. The GSAA 2006-
17 Offering Documents further represented that “[a]n appraisal is generally conducted on each
mortgaged property by the originating lender.” Id. at S-56. As further detailed infra, these
representations were false and misleading at the time they were made. Contrary to defendants
affirmative representations, the truth was that the loans acquired through the GS Conduit Program
were originated by lendersthat had completely abandoned their stated underwriting guidelines and
were simply seeking to originate as many loans as possible, without any regard for their borrowers
actual repayment abilities or the true value and adequacy of their mortgaged properties to serve as
collateral. See 88VI.A.2, 1V, infra.

167. With regard to the SunTrust loans, the GSAA 2006-17 Offering Documents
represented that their “underwriting guidelines generally follow standard Fannie Mae guidelines.
They aredesigned to evaluate the borrower’ s capacity to repay theloan, to evaluate the credit history
of the borrower, to verify the availability of funds required for closing and cash reserves for fully
documented loans, and to evaluate the acceptability and marketability of the property to be used as
collateral.” 1d. at S-58. The GSAA 2006-17 Offering Documentsfurther represented that “ generally
an independent appraisal is made of each mortgaged property considered for financing.” Id. at S-59.
Asfurther detailed infra, these representationswere fal se and mideading at thetime they were made.
Contrary to defendants’ affirmative representations, the truth was that SunTrust had completely
abandoned its stated underwriting guidelines and was simply seeking to originate as many loans as
possible, without any regard for its borrowers actual repayment abilities or the true value and
adequacy of its mortgaged propertiesto serve as collateral. See 8VI.A.12, infra.
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168. With regard to the IndyMac and GreenPoint loans, the GSAA 2006-17 Offering
Documents represented that these mortgage loans “were originated or acquired generaly in
accordance with the underwriting guidelines described in [the] prospectus supplement” of either
Countrywide, the GS Conduit Program or SunTrust. See GSAA 2006-17 Prosp. Supp. at S-42, S-43.
Asfurther detailed infra, these representationswerefal se and miseading at the time they were made.
Contrary to defendants’ affirmative representations, the truth wasthat the loans acquired through the
GS Conduit Program were originated by lenders that had completely abandoned their stated
underwriting guidelines and were simply seeking to originate as many loans as possible, without any
regard for their borrowers actual repayment abilities or the true value and adequacy of their
mortgaged propertiesto serve ascollateral. See 8VI.A.2.

169. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators’ failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained a loan for $371,068 in 2006 which was contained within the GSAA 2006-17
offering. The loan was originated through the GS Conduit Program, one of the loan originators
identified in the GSAA 2006-17 Offering Documents. This borrower had joint (with his wife)
income in 2006 of $4,472 per month, according to the borrower’ s and hiswife’ s sworn bankruptcy
filings. However, the borrower’smonthly debt paymentswere at least $5,841, far in excess of the
borrower’s monthly income. The borrower’s monthly debt payments were in addition to the
borrower’ smonthly expensesfor things such astaxes, utilities, groceries, health care, transportation
andthelike. Clearly, thisborrower could not afford to repay theloan. Thisisconfirmed by the fact

that the borrower and his wife declared bankruptcy after obtaining the loan at issue, in 2007.
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b. LTV Ratios

170. The GSAA 2006-17 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAA 2006-17 Certificate
purchased by plaintiffs and/or their assigning entities.”® Specifically, the GSAA 2006-17 Offering
Documents represented that only avery small percentage of theloans supporting plaintiffs GSAA
2006-17 Certificate had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAA 2006-17 Certificate had LTV ratios over 100%.

171. Plaintiffs, however, have performed anindustry-accepted historical vauationanalysis
on the actual loans underlying plaintiffs GSAA 2006-17 Certificate, which reveals that the LTV
ratio percentages stated in the GSAA 2006-17 Offering Documentswere materially false at thetime
they were made. The following chart summarizesthe LTV ratio percentages stated in the GSAA
2006-17 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs’ industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting 'VI"E | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
A3B 362257AD9 | All 4.42 % 44.36% 0.00% 11.09%
c. Owner Occupancy Rates

172. The GSAA 2006-17 Offering Documents also made certain misrepresentations
regarding the OOR percentages associated with the loans supporting the GSAA 2006-17 Certificate

purchased by plaintiffsand/or their assigning entities.** Specifically, the GSAA 2006-17 Offering

0" For thereasons set forthinfra, LTV ratios are very important to RMBS investors. See §§V1.B,
IX.A-B, infra.

*1 " For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C/IX.A, infra.
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Documents represented that a large percentage of the loans supporting plaintiffs GSAA 2006-17
Certificate wereissued to borrowersthat actually lived in the properties serving as collateral for their
loans, significantly decreasing the likelihood that those borrowers would default on their loans.
173. Plaintiffs, however, have performed anin-depth investigation of the actual borrowers,
loans and properties underlying plaintiffs: GSAA 2006-17 Certificate, which revealsthat the OOR
percentages stated in the GSAA 2006-17 Offering Documentswere materially false at thetimethey
were made. The following chart summarizes the OOR percentages stated in the GSAA 2006-17

Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:
Prn.nary Percent
. Residence Actual
Applicable . Overstatement of
Tranche CUSIP Supportin Percentage Primary Actual Primar
Purchased PP g Stated in the Residence . y
Loan Group . Residence
Offering Percentage
Percentage
Documents
A3B 362257AD9 | All 81.74% 71.07% 15.02%

d. Credit Ratings

174. The GSAA 2006-17 Offering Documents also represented that the GSAA 2006-17
Certificate purchased by plaintiffshad been assigned ahigh “investment grade” credit rating by S& P
and Moody’ s, indicating that the security was avery strong, safe investment with an extremely low
probability of default. > Specifically, the GSAA 2006-17 Offering Documents represented that
plaintiffs GSAA 2006-17 Certificate had been assigned a AAA/Aaa rating — the highest, safest
credit rating available, which isin fact the same as, or even higher than, the current credit rating of

U.S. Treasury debt.*®

2 For the reasons set forth infra, credit ratings are very important to RMBS investors. See§IV.D;
IX.B, infra.

8 Asexplainedinfra, “[t]raditionally, investments holding AAA ratings have had a lessthan 1%
probability of incurring defaults.” See 81V.D, infra (citing Levin-Coburn Report at 6).
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175. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAA 2006-17 Certificate should not have received aAAA/Aaacredit rating, becauseit
wasnot asafe, “investment grade” security with “lessthan [a] 1% probability of incurring defaults.”
Rather, as defendants were well aware, plaintiffs GSAA 2006-17 Certificate was an extremely
risky, speculative grade “junk” bond, backed by low credit quality, extremely risky loans. Indeed,
one of the primary reasons that S& P and Moody’ s had assigned such a high rating to plaintiffs
GSAA 2006-17 Certificate was because defendants had fed them fal sified information regarding the
GSAA 2006-17 Certificate’ sunderlying loans, including, without limitation, fal seloan underwriting
guidelines, false LTV ratios, false borrower FICO scores, false borrower DTI ratios, and false OOR
percentages.

176. Thefasity of thecredit ratings set forth in the GSAA 2006-17 Offering Documentsis
confirmed by subsequent events. Specifically, over 35% of theloans supporting plaintiffs GSAA
2006-17 Certificateare currently in default because they were made to borrowerswho either could
not afford them or never intended to repay them. Moreover, plaintiffs’ “investment grade’” GSAA
2006-17 Certificateisnow rated at “junk” status. Clearly, plaintiffs GSAA 2006-17 Certificate was
not the highly rated, “investment grade” security defendants represented it to be. The evidence
supporting thefalsity of the GSAA 2006-17 Certificate' scredit rating is set forth in further detail in

8VI1.D, infra, and summarized by the following chart:

Applicable Current
Tranche Supporting Percentage of
CUuSIP Outstanding Moody’s Ratings S&P’s Ratings
Purchased Loan
Grou Loan Balance
P in Default
Initial | Current | Initial | Current
A3B 362257AD9 All 35.58% Aaa |C AAA | CCC
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10. The GSAA 2006-19 Certificates

177. TheGSAA Home Equity Trust 2006-19, Asset-Backed Certificates, Series 2006-19
(“GSAA 2006-19 Certificates”) wereissued pursuant to a Prospectus Supplement dated November
21, 2006. Thefollowing defendants played critical rolesin the fraudulent structuring, offering and
sale of the GSAA 2006-19 Certificates: GSM SC (depositor); GSMC (sponsor); Goldman Sachs &
Co. (underwriter).

178. Plaintiffsand/or their assignors purchased the following GSAA 2006-19 Certificates:

o Original Tranche Purchase | Original Face
Plaintiff Purchaser Purchased CUsIP Date Amount Seller
Phoenix WestLB A3A 362244AC9 | 11/17/2006 | $18,006,000 Goldman Sachs & Co.
Phoenix WestLB A3B 362244AD7 | 11/17/2006 | $9,612,000 Goldman Sachs & Co.

179. Each of the above purchases was made by WestL B’ sinvestment manager, DCP, in
direct reliance upon the GSA A 2006-19 Offering Documents, including draft and/or final Prospectus
Supplements. DCP sdiligent investment processes are described in great detail in8VI11.D.2, infra.

a. Underwriting Guidelines

180. TheGSAA 2006-19 Offering Documentsdisclosed that: approximately 32.16% of the
GSAA 2006-19 Certificates' underlying loans were acquired by the sponsor, GSMC, from loan
originator Countrywide; approximately 17.46% of the GSAA 2006-19 Certificates underlying loans
were acquired by the sponsor, GSMC, from SunTrust; approximately 17.17% of the mortgage loans
were acquired by GSMC from First National Bank of Nevada (“FNBN"); approximately 16.06% of
the GSAA 2006-19 certificates’ underlying loanswere acquired by GSM C through the GS Conduit
Program from “various other [undisclosed] mortgage loan sellers’; approximately 13.47% of the
GSAA 2006-19 Certificates underlying loans were acquired by the sponsor, GSMC, from
GreenPoint; and approximately 3.66% of the CSAA 2006-19 Certificates' underlying loans were
acquired by GSMC from “one additional [undisclosed] mortgage loan seller.” See GSAA 2006-19
Prosp. Supp. at S-41.
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181. With regard to the Countrywide loans, the GSAA 2006-19 Offering Documents
represented that “Countrywide[’s] . . . underwriting standards are applied by or on behalf of
Countrywide Home Loans to evaluate the prospective borrower’s credit standing and repayment
ability and the value and adequacy of the mortgaged property ascollateral.” 1d. at S-47. The GSAA
2006-19 Offering Documents further represented that “a prospective borrower must generally
demonstrate that the ratio of the borrower’s monthly housing expenses (including principal and
interest on the proposed mortgage loan and, as applicable, the related monthly portion of property
taxes, hazard insurance and mortgage insurance) to the borrower’s monthly grossincome and the
ratio of total monthly debt to the monthly gross income (the ‘debt-to-income’ ratios) are within
acceptablelimits.” 1d. Asfurther detailed infra, these representations were false and misleading at
the time they were made. Contrary to defendants' affirmative representations, the truth was that
Countrywide had compl etely abandoned its stated underwriting guidelines and was simply seeking
to originate as many loans as possible, without any regard for its borrowers actua repayment
abilities or the true value and adequacy of its mortgaged properties to serve as collateral. See
8VI.A 4, infra.

182. Withregardtothe SunTrust, FNBN, GreenPoint, and GS Conduit Program loans, the
GSAA 2006-19 Offering Documents represented that these mortgage loans “were originated or
acquired generaly in accordance with the underwriting guidelines described in [the] prospectus
supplement” of either Countrywide or the GS Conduit Program. See GSAA 2006-19 Prosp. Supp.
at S-42. The GSAA 2006-19 Offering Documents stated that before aloan was purchased into the
GS Conduit Program, “the originating lender makes a determination about whether the borrower’s
monthly income (if required to be stated) will be sufficient to enable the borrower to meet its
monthly obligations on the mortgage loan and other expenses related to the property, including
property taxes, utility costs, standard hazard insurance and other fixed and revolving obligations
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other than housing expenses.” Seeid. at S-53. The GSAA 2006-19 Offering Documents further
represented that “[a]ln appraisal is generally conducted on each mortgaged property by the
originating lender.” Id. at S-55. As further detailed infra, these representations were false and
misleading at the time they were made. Contrary to defendants’ affirmative representations, the
truth was that the loans acquired through the GS Conduit Program were originated by lenders that
had compl etely abandoned their stated underwriting guidelinesand were simply seekingto originate
asmany loans as possible, without any regard for their borrowers’ actual repayment abilities or the
true value and adequacy of their mortgaged properties to serve as collateral. See 88VI.A.2, VII,
infra.

183. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained a loan for $337,850 in 2006 which was contained within the GSAA 2006-19
offering. The loan was originated through the GS Conduit Program, one of the loan originators
identified in the GSAA 2006-19 Offering Documents. Thisborrower had incomein 2006 of only
$540 per month, according to the borrower’ s sworn bankruptcy filings. However, the borrower’s
monthly debt paymentswereat least $3,179, far in excess of the borrower’ smonthlyincome. The
borrower’ s monthly debt payments were in addition to the borrower’ s monthly expenses for things
such as taxes, utilities, groceries, health care, transportation and the like. Clearly, this borrower
could not afford to repay the loan. This is confirmed by the fact that the borrower declared
bankruptcy after obtaining the loan at issue, in 2006.

b. LTV Ratios

184. The GSAA 2006-19 Offering Documents also made certain misrepresentations

regarding the LTV ratios associated with the loans supporting the GSAA 2006-19 Certificates
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purchased by plaintiffs and/or their assigning entities.** Specifically, the GSAA 2006-19 Offering
Documents represented that only avery small percentage of the loans supporting plaintiffs GSAA
2006-19 Certificates had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAA 2006-19 Certificates had LTV ratios over 100%.

185. Plaintiffs, however, have performed anindustry-accepted historical vauationanalysis
on the actual loans underlying plaintiffs GSAA 2006-19 Certificates, which revealsthat the LTV
ratio percentages stated inthe GSAA 2006-19 Offering Documentswere materially falseat thetime
they were made. The following chart summarizesthe LTV ratio percentages stated in the GSAA

2006-19 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting Vg | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
A3A 362244AC9 | All 4.72% 42.96% 0.00% 11.84%
A3B 362244AD7 | All 4.72% 42.96% 0.00% 11.84%
c. Owner Occupancy Rates
186. The GSAA 2006-19 Offering Documents also made certain misrepresentations

regarding the OOR percentages associ ated with the loans supporting the GSAA 2006-19 Certificates
purchased by plaintiffs and/or their assigning entities.”® Specifically, the GSAA 2006-19 Offering

Documents represented that a large percentage of the loans supporting plaintiffs GSAA 2006-19

* For thereasons set forthinfra, LTV ratios are very important to RMBSinvestors. See §§V1.B,
IX.A, infra.

%> For the reasons set forth infra, OOR percentages are very important to RMBS investors, See
88VI.C, IX.A, infra.
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Certificates were issued to borrowers that actually lived in the properties serving as collateral for
their loans, significantly decreasing thelikelihood that those borrowerswould default on their loans.

187. Plaintiffs, however, have performed anin-depth investigation of the actual borrowers,
loansand propertiesunderlying plaintiffs' GSAA 2006-19 Certificates, which revealsthat the OOR
percentages stated in the GSAA 2006-19 Offering Documentswere materially false at thetimethey
were made. The following chart summarizes the OOR percentages stated in the GSAA 2006-19

Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:
Primary
Applicable | Residence Actual Percent
. . Overstatement of
Tranche CUSIP Supporting | Percentage Primary Actual Primar
Purchased Loan Stated in the Residence . y
. Residence
Group Offering Percentage
Percentage
Documents
A3A 362244AC9 | All 75.42% 64.76% 16.46%
A3B 362244AD7 | All 75.42% 64.76% 16.46%

d. Credit Ratings

188. The GSAA 2006-19 Offering Documents also represented that the GSAA 2006-19
Certificates purchased by plaintiffs had been assigned certain high “investment grade” credit ratings
by S&P and Moody’s, indicating that the securities were very strong, safe investments with an
extremely low probability of default. “® Specifically, the GSAA 2006-19 Offering Documents
represented that plaintiffs GSAA 2006-19 Certificates had each been assigned AAA/aaaratings—
the highest, safest credit ratings available, which are in fact the same as, or even higher than, the

current credit rating of U.S. Treasury debt.*’

" For thereasons set forthinfra, credit ratingsare very important to RMBSinvestors. See §§V|1.D;
IX.B, infra.

47 Asexplained infra, “[t]raditionally, investments holding AAA ratings have had a less than 1%
probability of incurring defaults.” See 8VI.D, infra (citing Levin-Coburn Report at 6).
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189. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAA 2006-19 Certificates should not have received AAA/aaa credit ratings, because
they were not safe, “investment grade” securities with “less than [a] 1% probability of incurring
defaults.” Rather, as defendants were well aware, plaintiffs GSAA 2006-19 Certificates were
extremely risky, speculative grade*junk” bonds, backed by low credit quality, extremely risky loans.
Indeed, one of the primary reasons that S&P and Moody’s had assigned such high ratings to
plaintiffs GSAA 2006-19 Certificates was because defendants had fed them falsified information
regarding the GSA A 2006-19 Certificates underlying loans, including, without limitation, falseloan
underwriting guidelines, false LTV ratios, false borrower FICO scores, false borrower DTI ratios,
and false OOR percentages.

190. Thefasity of thecredit ratings set forth in the GSAA 2006-19 Offering Documentsis
confirmed by subsequent events. Specifically, morethan 37% of the loans supporting plaintiffs
GSAA 2006-19 Certificates are currently in default because they were made to borrowers who
either could not afford them or never intended to repay them. Moreover, each of plaintiffs
“investment grade” GSAA 2006-19 Certificates is now rated at “junk” status. Clearly, plaintiffs
GSAA 2006-19 Certificates were not the highly rated, “investment grade” securities defendants
represented them to be. The evidence supporting the falsity of the GSAA 2006-19 Certificates

credit ratings is set forth in further detail in 8V1.D, infra, and summarized by the following chart:

Applicable Current
Tranche Supporting Percentage of
CUuSIP Outstanding Moody’s Ratings S&P’s Ratings
Purchased Loan .
Group Loan Balance in
Default
Initial Current | Initial Current
A3A 362244AC9 | All 37.21% Aaa Ca AAA | CCC
A3B 362244AD7 | All 37.21% Aaa C AAA | CCC
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11. The GSAA 2006-20 Certificates

191. TheGSAA Home Equity Trust 2006-20, Asset-Backed Certificates, Series 2006-20
(“GSAA 2006-20 Certificates’) wereissued pursuant to a Prospectus Supplement dated December
26, 2006. The following defendants played critical rolesin the fraudulent structuring, offering and
sale of the GSAA 2006-20 Certificates: GSM SC (depositor); GSMC (sponsor); Goldman Sachs &
Co. (underwriter).

192. Plaintiffsand/or their assignors purchased thefollowing GSAA 2006-20 Certificate:

o Original Tranche Purchase | Original Face
Plaintiff Purchaser Purchased CUSIP Date Amount Seller
Phoenix WestLB A4B 362351AF5 | 12/13/2006 | $15,000,000 Goldman Sachs & Co.

193. The above purchase was made by WestLB’s investment manager, DCP, in direct
reliance upon the GSA A 2006-20 Offering Documents, including draft and/or final GSAA 2006-20
Prospectus Supplements. DCP's diligent investment processes are described in great detail in
8VII1.D.2, infra.

a. Underwriting Guidelines

194. The GSAA 2006-20 Offering Documentsdisclosed that: approximately 23.31% of the
GSAA 2006-20 Certificates' underlying loans were acquired by the sponsor, GSMC, from loan
originator Countrywide; approximately 35.96% of the GSAA 2006-20 Certificates underlying loans
were acquired by the sponsor, GSM C, through the GS Conduit Program; approximately 10.65% of
the GSAA 2006-20 Certificates underlying loans were acquired by the sponsor, GSMC, from
National City; approximately 16.62% of the GSAA 2006-20 Certificates underlying loans were
acquired by the sponsor, GSMC, from SunTrust; and approximately 13.46% of the GSAA 2006-20
Certificates underlying loans were acquired by the sponsor, GSMC, from “the other two (2)

mortgage loan sellers.” See GSAA 2006-20 Prosp. Supp. at S-45.
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195. With regard to the Countrywide loans, the GSAA 2006-20 Offering Documents
represented that “ Countrywide Home Loans' underwriting standards are applied by or on behalf of
Countrywide Home Loans to evaluate the prospective borrower’s credit standing and repayment
ability and the value and adequacy of the mortgaged property as collateral.” See GSAA 2006-20
Prosp. Supp. a S53. The GSAA 2006-20 Offering Documents further represented that “a
prospective borrower must generally demonstrate that the ratio of the borrower’ s monthly housing
expenses (including principal and interest on the proposed mortgage loan and, as applicable, the
related monthly portion of property taxes, hazard insurance and mortgage insurance) to the
borrower’ s monthly gross income and the ratio of total monthly debt to the monthly gross income
(the*DEBT-TO-INCOME' ratios) arewithin acceptablelimits.” Id. Asfurther detailedinfra, these
representations were false and misleading at the time they were made. Contrary to defendants
affirmative representations, the truth was that Countrywide had completely abandoned its stated
underwriting guidelines and was simply seeking to originate as many |oans as possible, without any
regard for itsborrowers’ actual repayment abilities or the true value and adequacy of its mortgaged
propertiesto serve as collateral. See 8VI.A .4, infra.

196. With regard to the GS Conduit Program loans, the GSAA 2006-20 Offering
Documents represented that “the originating lender makes a determination about whether the
borrower’s monthly income (when verified or stated) will be sufficient to enable the borrower to
meet their monthly obligations on the mortgage |oan (including taxes and insurance) and their other
non housing obligations (such asinstallment and revolving loans),” and that “[g]enerally, theratio of
total monthly obligations divided by total monthly grossincomeislessthan or equal to 50%.” See
GSAA 2006-20 Prosp. Supp. at S-59. The GSAA 2006-20 Offering Documentsfurther represented
that “[a]n appraisal isgenerally conducted on each mortgaged property by the originating lender.”
Id. at S-61. Asfurther detailed infra, these representations were false and misleading at the time
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they were made. Contrary to defendants’ affirmative representations, the truth was that the loans
acquired through the GS Conduit Program were originated by lenders that had completely
abandoned their stated underwriting guidelines and were simply seeking to originate as many |oans
as possible, without any regard for their borrowers' actual repayment abilities or the true value and
adequacy of their mortgaged propertiesto serve as collateral. See 88VI.A.2, VII, infra.

197. With regard to the National City and SunTrust loans as well as the loans from the
“two (2) mortgage loan sellers,” the GSAA 2006-20 Offering Documents represented that these
mortgage loans “were originated or acquired generally in accordance with the underwriting
guidelines described in [the] prospectus supplement” of either Countrywide or the GS Conduit
Program, described above. See GSAA 2006-20 Prosp. Supp. at S-45. As further detailed infra,
these representationswere fal se and misleading at the timethey were made. Contrary to defendants
affirmative representations, the truth was that the loans acquired through the GS Conduit Program
were originated by lendersthat had completely abandoned their stated underwriting guidelines and
were simply seeking to originate as many loans as possible, without any regard for their borrowers
actual repayment abilities or the true value and adequacy of their mortgaged properties to serve as
collateral. See 88VI.A.7, VI.A.12.

198. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained a loan for $324,080 in 2006 which was contained within the GSAA 2006-20
offering. The loan was originated by IndyMac, one of the originators at issue in this case. This
borrower had incomein 2006 of $2,010 per month, according to the borrower’ s sworn bankruptcy
filings. However, the borrower’s monthly debt payments were at least $2,256, more than the
borrower’s monthly income. Thisborrower subsequently sued her lender, alleging that the lender
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“knew her monthly income was | ess than the projected monthly [loan] payments.” The borrower’s
monthly debt payments were in addition to the borrower’s monthly expenses for things such as
taxes, utilities, groceries, health care, transportation and the like. Clearly, this borrower could not
afford to repay theloan. Thisis confirmed by the fact that the borrower declared bankruptcy after
obtaining the loan at issue, in 2007.

b. LTV Ratios

199. The GSAA 2006-20 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAA 2006-20 Certificate
purchased by plaintiffs and/or their assigning entities.”® Specifically, the GSAA 2006-20 Offering
Documents represented that only avery small percentage of theloans supporting plaintiffs GSAA
2006-20 Certificate had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAA 2006-20 Certificate had LTV ratios over 100%.

200. Paintiffs, however, have performed an industry-accepted historical valuation analysis
on the actual loans underlying plaintiffs GSAA 2006-20 Certificate, which reveals that the LTV
ratio percentages stated in the GSAA 2006-20 Offering Documentswere materially false at thetime
they were made. The following chart summarizesthe LTV ratio percentages stated in the GSAA
2006-20 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs’ industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting VIE | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
A4B 362351AF5 | All 3.68% 43.71% 0.00% 11.21%

* For thereasons set forthinfra, LTV ratios are very important to RMBS investors. See §§V1.B,

IX.A, infra.
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c. Owner Occupancy Rates

201. The GSAA 2006-20 Offering Documents also made certain misrepresentations
regarding the OOR percentages associated with the loans supporting the GSAA 2006-20 Certificate
purchased by plaintiffs and/or their assigning entities.”® Specifically, the GSAA 2006-20 Offering
Documents represented that a large percentage of the loans supporting plaintiffs GSAA 2006-20
Certificate wereissued to borrowersthat actually lived in the properties serving as collateral for their
loans, significantly decreasing the likelihood that those borrowers would default on their loans.

202. Plaintiffs, however, have performed anin-depth investigation of the actual borrowers,
loans and properties underlying plaintiffs° GSAA 2006-20 Certificate, which reveal s that the OOR
percentages stated in the GSAA 2006-20 Offering Documentswere materially false at thetimethey
were made. The following chart summarizes the OOR percentages stated in the GSAA 2006-20

Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:
Prn.nary Percent
. Residence Actual
Applicable . Overstatement of
Tranche CUuSIP Supportin Percentage Primary Actual Primar
Purchased PP g Stated in the Residence . y
Loan Group . Residence
Offering Percentage
Percentage
Documents
A4B 362351AF5 | All 77.85% 69.21% 12.48%

d. Credit Ratings

203. The GSAA 2006-20 Offering Documents also represented that the GSAA 2006-20
Certificate purchased by plaintiffshad been assigned ahigh “investment grade” credit rating by S& P

and Moody’s, indicating that the security wasavery strong, safe investmentswith an extremely low

9" For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.
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probability of default. *® Specifically, the GSAA 2006-20 Offering Documents represented that
plaintiffs GSAA 2006-20 Certificate had been assigned a Aaal/AAA rating — the highest, safest
credit rating available, which isin fact the same as, or even higher than, the current credit rating of
U.S. Treasury debt.>*

204. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAA 2006-20 Certificate should not havereceived aAaa/AAA credit rating, becauseit
wasnot asafe, “investment grade” security with “lessthan [a] 1% probability of incurring defaults.”
Rather, as defendants were well aware, plaintiffs GSAA 2006-20 Certificate was an extremely
risky, speculative grade “junk” bond, backed by low credit quality, extremely risky loans. Indeed,
one of the primary reasons that S& P and Moody’ s had assigned such a high rating to plaintiffs
GSAA 2006-20 Certificate was because defendants had fed them fal sified information regarding the
GSAA 2006-20 Certificate’ sunderlying loans, including, without limitation, falseloan underwriting
guidelines, false LTV ratios, false borrower FICO scores, false borrower DTI ratios, and false OOR
percentages.

205. Thefalsty of thecredit ratings set forth in the GSAA 2006-20 Offering Documentsis
confirmed by subsequent events. Specifically, more than 30% of the loans supporting plaintiffs
GSAA 2006-20 Certificatearecurrently in default because they were made to borrowerswho either
could not afford them or never intended to repay them. Moreover, plaintiffs “investment grade”
GSAA 2006-20 Certificate is now rated at “junk” status. Clearly, plaintiffS GSAA 2006-20

Certificatewasnot the highly rated, “investment grade” security defendantsrepresentedittobe. The

0 For thereasons set forthinfra, credit ratings are very important to RMBSinvestors. See §V1.D,
IX.B, infra.

L Asexplained infra, “[t]raditionally, investments holding AAA ratings have had a less than 1%
probability of incurring defaults.” See 8VI.D, infra (citing Levin-Coburn Report at 6).
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evidence supporting thefalsity of the GSAA 2006-20 Certificate’ scredit rating is set forth in further

detail in 8V1.D, infra, and summarized by the following chart:

Applicable | Current Percentage
Tranche Supporting | of Outstanding , . , .
Purchased CUuSIP Loan Loan Balance in Moody’s Ratings S&P’s Ratings
Group Default
Initial | Current | Initial | Current
A4B 362351AF5 | All 30.49% Aaa | C AAA | CCC

12. The GSAA 2006-5 Certificates

206. The GSAA Home Equity Trust 2006-5, Asset-Backed Certificates, Series 2006-5
(“GSAA 2006-5 Certificates’) were issued pursuant to a Prospectus Supplement dated March 28,
2006. Thefollowing defendants played critical rolesin the fraudulent structuring, offering and sale
of the GSAA 2006-5 Certificates: GSM SC (depositor); GSMC (sponsor); Goldman Sachs & Co.
(underwriter).

207. Plaintiffsand/or their assignors purchased thefollowing GSAA 2006-5 Certificates:

. . Original Tranche Purchase | Original Face
Plaintiff Purgchaser Purchased CusIp Date Am(g)unt .
Silver EIms|l | Paradigm | M3 362334GW8 | 3/26/2006 | $2,000,000.00 | Goldman Sachs & Co.
Silver ElIms|| | Paradigm | M4 362334GX6 | 3/26/2006 | $2,000,000.00 | Goldman Sachs & Co.
Silver Elms|l | Paradigm | M5 362334GY4 | 3/26/2006 | $2,000,000.00 | Goldman Sachs & Co.

208.  Each of the above purchases was made by Paradign’ sinvestment manager, Eiger, in
direct reliance upon the GSAA 2006-5 Offering Documents, including draft and/or final GSAA
2006-5 Prospectus Supplements. Eiger’ sdiligent investment processes are described in great detail
in 8VIII.C.2, infra.

a. Underwriting Guidelines

209. TheGSAA 2006-5 Offering Documentsdisclosed that: approximately 15.14% of the
GSAA 2006-5 Certificates underlying loans were acquired by the sponsor, GSMC, from loan
originator Countrywide; approximately 36.28% of the GSAA 2006-5 Certificates underlying loans

were acquired by the sponsor, GSMC, through the GS Conduit Program; approximately 22.59% of
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the GSAA 2006-5 Certificates underlying loans were acquired by the sponsor, GSMC, from
GreenPoint; and approximately 25.99% of the GSAA 2006-5 Certificates' underlying loans were
acquired by the sponsor, GSMC, from “four other mortgageloan sellers.” See GSAA 2006-5 Prosp.
Supp. at S-42.

210. With regard to the GreenPoint loans, the GSAA 2006-5 Offering Documents
represented that “[g]enerally, the GreenPoint underwriting guidelines are applied to evaluate the
prospective borrower’s credit standing and repayment ability and the value and adequacy of the
mortgaged property as collateral.” 1d. at S-53. The GSAA 2006-5 Prospectus Supplement also
provided that “[i]n determining whether a prospective borrower has sufficient monthly income
available to meet the borrower’s monthly obligation on the proposed mortgage loan and monthly
housing expenses and other financial obligations, GreenPoint generally considerstheratio of those
amounts to the proposed borrower’s monthly gross income,” and that “[t]he ratios generally are
limited to 40% but may be extended to 50% with adequate compensating factors.” 1d. at S-54. The
GSAA 2006-5 Prospectus Supplement further provided that “[i]n determining the adequacy of the
property as collateral, an independent appraisal is generally made of each property considered for
financing.” Id. at S-55. Asfurther detailed infra, these representationswere fal seand misleading at
the time they were made. Contrary to defendants’ affirmative representations, the truth was that
GreenPoint had completely abandoned its stated underwriting guidelines and was simply seeking to
originate as many loans as possible, without any regard for itsborrowers’ actual repayment abilities
or thetrue value and adequacy of itsmortgaged propertiesto serveascollateral. See8VI.A.8, infra.

211. With regard to the GS Conduit Program loans, the GSAA 2006-5 Offering
Documents represented that “the originating lender makes a determination about whether the
borrower’s monthly income (if required to be stated) will be sufficient to enable the borrower to
meet their monthly obligations on the mortgage loan and other expenses related to the property,

-87-
851933 1



including property taxes, utility costs, standard hazard insurance and other fixed and revolving
obligations other than housing expenses,” and that “[g]enerally, schedul ed payments on amortgage
loan during the first twelve months of itsterm plustaxes and insurance and all scheduled payments
on obligationsthat extend beyond ten months may equal no more than a specified percentage of the
prospective borrower’ sgrossincome. . . [which] permitted percentageis determined on the basis of
various underwriting criteria, including the loan-to-value ratio of the mortgage loan and, in certain
instances, the amount of liquid assets availableto the borrower after origination.” See GSAA 2006-5
Prosp. Supp. a S49. The GSAA 2006-5 Offering Documents further represented that “[a]n
appraisal isgenerally conducted on each mortgaged property by theoriginating lender.” 1d. at S-52.
Asfurther detailed infra, these representationswere fal se and miseading at the time they were made.
Contrary to defendants’ affirmative representations, the truth wasthat the |oans acquired through the
GS Conduit Program were originated by lenders that had completely abandoned their stated
underwriting guidelinesand were simply seeking to originate as many |oans as possible, without any
regard for their borrowers actual repayment abilities or the true value and adequacy of their
mortgaged propertiesto serve as collateral. See 88VI.A.2, VII, infra.

212.  Withregardtothe Countrywideloansand theloansfrom “four other . . . loan sellers,”
GSAA 2006-5 Offering Documents represented that these mortgage loans “were originated or
acquired generaly in accordance with the underwriting guidelines described in [the] prospectus
supplement” of either GreenPoint or the GS Conduit Program. See GSAA 2006-5 Prosp. Supp. at S
43. Asfurther detailed infra, these representations were fal se and misleading at the time they were
made. Contrary to defendants' affirmative representations, the truth was that the loans acquired
through the GS Conduit Program were originated by lenders that had completely abandoned their
stated underwriting guidelines and were simply seeking to originate as many loans as possible,
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without any regard for their borrowers actual repayment abilities or the true value and adequacy of
their mortgaged properties to serve as collateral. See 8VI.A.4.

213. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators’ failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained a loan for $303,950 in 2005 which was contained within the GSAA 2006-5
offering. Thisborrower hadincomein 2005 of $3,193 per month, according to the borrower’ ssworn
bankruptcy filings. However, the borrower’s monthly debt payments were at least $3,266, more
than the borrower’s monthly income. The borrower’s monthly debt payments werein addition to
the borrower’s monthly expenses for things such as taxes, utilities, groceries, health care,
transportation, and the like. Clearly, this borrower could not afford to repay the loan. Thisis
confirmed by the fact that the borrower declared bankruptcy after obtaining the loan at issue, in
2007.

b. LTV Ratios

214. The GSAA 2006-5 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAA 2006-5 Certificates
purchased by plaintiffs and/or their assigning entities.>* Specifically, the GSAA 2006-5 Offering
Documents represented that only avery small percentage of the loans supporting plaintiffs GSAA
2006-5 Certificates had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAA 2006-5 Certificateshad LTV ratios over 100%.

215. Plaintiffs, however, have performed an industry-accepted historical vauationanalysis

on the actual loans underlying plaintiffs’ GSAA 2006-5 Certificates, which reveals that the LTV

2 For thereasons set forthinfra, LTV ratios are very important to RMBS investors. See §§V1.B,
IX.A, infra.
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ratio percentages stated in the GSA A 2006-5 Offering Documents were materially false at thetime
they were made. The following chart summarizesthe LTV ratio percentages stated in the GSAA
2006-5 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting 'VINg | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
M3 362334GW8 | All 3.65% 43.39% 0.00% 9.54%
M4 362334GX6 | All 3.65% 43.39% 0.00% 9.54%
M5 362334GY4 | All 3.65% 43.39% 0.00% 9.54%
c. Owner Occupancy Rates

216. The GSAA 2006-5 Offering Documents also made certain misrepresentations
regarding the OOR percentages associated with the loans supporting the GSAA 2006-5 Certificates
purchased by plaintiffs and/or their assigning entities.>® Specifically, the GSAA 2006-5 Offering
Documents represented that a large percentage of the loans supporting plaintiffs GSAA 2006-5
Certificates were issued to borrowers that actually lived in the properties serving as collateral for
their loans, significantly decreasing thelikelihood that those borrowerswould default on their loans.

217. Plaintiffs, however, have performed an in-depth investigation of the actual borrowers,
loans and properties underlying plaintiffs’ GSAA 2006-5 Certificates, which reveals that the OOR
percentages stated in the GSAA 2006-5 Offering Documents were materially false at thetimethey
were made. The following chart summarizes the OOR percentages stated in the GSAA 2006-5
Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:

3 For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.
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Primary Percent
Applicable | Residence Actual Overstatement of
Tranche CUSIP Supporting | Percentage Primary Actual Primar
Purchased Loan Stated in the Residence RZs!ldence y
Group Offering Percentage P ! ¢
Documents ercentage
M3 362334GW8 | All 76.20% 67.54% 12.81%
M4 362334GX6 | All 76.20% 67.54% 12.81%
M5 362334GY4 | All 76.20% 67.54% 12.81%
d. Credit Ratings
218. The GSAA 2006-5 Offering Documents also represented that the GSAA 2006-5

Certificates purchased by plaintiffs had been assigned certain high “investment grade” credit ratings
by S&P and Moody’s, indicating that the securities were very strong, safe investments with an
extremely low probability of default. ** Specifically, the GSAA 2006-5 Offering Documents
represented that plaintiffs GSAA 2006-5 Certificates had each been respectively assigned Aa3/AA-,
A1/A and A3/A- ratings.

219. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAA 2006-5 Certificates should not have received Aa3/AA-, AL/A and A3/A- credit
ratings, because they were not safe, “investment grade” securities. Rather, as defendantswere well
aware, plaintiffs GSAA 2006-5 Certificates were extremely risky, speculative grade “junk” bonds
or worse, backed by low credit quality, extremely risky loans. Indeed, one of the primary reasons
that S& P and Moody’ s had assigned such high ratingsto plaintiffs GSAA 2006-5 Certificates was
because defendants had fed them falsified information regarding the GSAA 2006-5 Certificates

underlying loans, including, without limitation, fal seloan underwriting guidelines, false LTV ratios,

false borrower FICO scores, false borrower DTI ratios, and false OOR percentages.

> For thereasons set forth infra, credit ratingsare very important to RMBSinvestors. See §§V1.D,
IX.B, infra.
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220. Thefasity of the credit ratings set forth in the GSAA 2006-5 Offering Documentsis
confirmed by subsequent events. Specifically, more than 28% of the loans supporting plaintiffs
GSAA 2006-5 Certificatesare currently in default because they were made to borrowerswho ether
could not afford them or never intended to repay them. Moreover, each of plaintiffs’ “investment
grade” GSAA 2006-5 Certificatesisnow rated at “junk” statusor below. Clearly, plaintiffs GSAA
2006-5 Certificateswere not the highly rated, “investment grade” securities defendants represented
themto be. The evidence supporting the falsity of the GSAA 2006-5 Certificates' credit ratingsis

set forth in further detail in 8V1.D, infra, and summarized by the following chart:

Applicabl Current
T h S PP 1cat. © Percentage of
Pranc N CUuSIP upporting Outstanding Moody’s Ratings S&P’s Ratings

urchased Loan Loan Balance
Group in Default
Initial | Current Initial | Current

M3 362334GW8 | All 28.39% Aa3 | WR AA- |D
M4 362334GX6 All 28.39% Al WR A D
M5 362334GY 4 All 28.39% A3 WR A- D

13. The GSAA 2006-6 Certificates

221. The GSAA Home Equity Trust 2006-6, Asset-Backed Certificates, Series 2006-6
(“GSAA 2006-6 Certificates”) were issued pursuant to a Prospectus Supplement dated April 26,
2006. Thefollowing defendants played critical rolesin the fraudulent structuring, offering and sale
of the GSAA 2006-6 Certificates: GSM SC (depositor); GSMC (sponsor); Goldman Sachs & Co.
(underwriter).

222. Plaintiffsand/or their assignors purchased thefollowing GSAA 2006-6 Certificates:
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s Original Tranche Purchase | Original Face

Plaintiff Purchaser Purchased Cusip Date Amount Seller

Silver EIms | WestLB AF4 362334MF8 | 4/3/2006 $10,000,00.00 | Goldman Sachs & Co.
I

Silver EIms | WestLB M1 362334MJ0 | 4/3/2006 $2,000,000.00 | Goldman Sachs & Co.
I

Silver EIms | WestLB M4 362334MM3 | 4/3/2006 $3,317,000.00 | Goldman Sachs & Co
I

223.  Each of the above purchases was made by WestL B’ sinvestment manager, Eiger, in
direct reliance upon the GSAA 2006-6 Offering Documents, including draft and/or final GSAA
2006-6 Prospectus Supplements. Eiger’ sdiligent investment processes are described in great detail
in 8VI11.D.2, infra.

a. Underwriting Guidelines

224. TheGSAA 2006-6 Offering Documents disclosed that: approximately 92.02% of the
GSAA 2006-6 Certificates underlying loans were acquired by the sponsor, GSMC, from loan
originator American Home; approximately 7.61% of the GSAA 2006-6 Certificates underlying
loans were acquired by the sponsor, GSMC, through the GS Conduit Program; and approximately
0.36% of the GSAA 2006-6 Certificates underlying loans were acquired by the sponsor, GSMC,
from “one additional mortgage loan seller.” See GSAA 2006-6 Prosp. Supp. at S-39.

225.  With regard to the American Home loans, the GSAA 2006-6 Offering Documents
represented that “[t]he Originator’ s underwriting philosophy isto weigh al risk factorsinherent in
the loan file, giving consideration to the individual transaction, borrower profile, the level of
documentation provided and the property used to collateralize the debt,” and that “[t]he Originator
underwritesaborrower’ s creditworthiness based solely on information that the Originator believesis
indicative of the applicant’ swillingness and ability to pay the debt they would beincurring.” Seeid.
at S-43. The GSAA 2006-6 Offering Documents al so represented that “ [i]n addition to the monthly
housing expense, the underwriter must evaluate the borrower’s ability to manage all recurring

payments on all debts, including the monthly housing expense. When evaluating the ratio of all
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monthly debt payments to the borrower’ s monthly income (debt-to-income ratio), the underwriter
should be aware of the degree and frequency of credit usage and itsimpact on the borrower’ sability
to repay theloan.” 1d. at S-44. The GSAA 2006-6 Offering Documents further represented that
“[e]very mortgage loan is secured by a property that has been appraised by alicensed appraiser in
accordance with the Uniform Standards of Professional Appraisal Practice of the Appraisa
Foundation.” Id. Asfurther detailed infra, these representations were false and misleading at the
time they were made. Contrary to defendants affirmative representations, the truth was that
American Home had completely abandoned its stated underwriting guidelines and was simply
seeking to originate as many loans as possible, without any regard for its borrowers actua
repayment abilities or the true value and adequacy of its mortgaged propertiesto serveascollateral.
See §VI.A.6, infra.

226. With regard to the GS Conduit Program loans, the GSAA 2006-6 Offering
Documents represented that “the originating lender makes a determination about whether the
borrower’s monthly income (if required to be stated) will be sufficient to enable the borrower to
meet its monthly obligations on the mortgage loan and other expenses related to the property,
including property taxes, utility costs, standard hazard insurance and other fixed and revolving
obligations other than housing expenses,” and that “[g]enerally, schedul ed payments on amortgage
loan during the first twelve months of its term plustaxes and insurance and all scheduled payments
on obligations that extend beyond ten months may equal no more than a specified percentage of the
prospective borrower’ s grossincome . . . determined on the basis of various underwriting criteria,
including theloan-to-valueratio of the mortgageloan and, in certain instances, the amount of liquid
assets available to the borrower after origination.” See GSAA 2006-6 Prosp. Supp. at S-46. The
GSAA 2006-6 Offering Documents further represented that “[a]n appraisal is generally conducted
on each mortgaged property by the originating lender . . . in accordance with established appraisal
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procedure guidelines acceptable to the originator in order to determine the adequacy of the
mortgaged property as security for repayment of therelated mortgageloan.” 1d. at S-48. Asfurther
detailed infra, these representationswere fal se and misleading at thetime they weremade. Contrary
to defendants' affirmative representations, the truth was that the loans acquired through the GS
Conduit Program were originated by lenders that had completely abandoned their stated
underwriting guidelinesand were simply seeking to originate as many loans as possible, without any
regard for their borrowers actual repayment abilities or the true value and adequacy of their
mortgaged propertiesto serve ascollateral. See 8VI.A.2, VII, infra.

227. With regard to the loans acquired by the sponsor, GSMC, from “one additional
mortgage loan seller,” these loans “were originated or acquired generally in accordance with the
underwriting guidelines described in [the] prospectus supplement” of either American Home or the
GS Conduit Program. See GSAA 2006-6 Prosp. Supp. at S-39. As further detailed infra, these
representations were false and misleading at the time they were made. Contrary to defendants
affirmative representations, the truth was that the loans acquired through the GS Conduit Program
were originated by lendersthat had completely abandoned their stated underwriting guidelines and
were simply seeking to originate as many loans as possible, without any regard for their borrowers
actual repayment abilities or the true value and adequacy of their mortgaged properties to serve as
collateral. See§VI.A.2.

228. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained a loan for $259,000 in 2005 which was contained within the GSAA 2006-6
offering. Theloan was originated through American Home, one of theloan originatorsidentifiedin
the GSAA 2006-6 Offering Documents. This borrower had income in 2005 of $2,958 per month,
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according to the borrower’s sworn bankruptcy filings. However, the borrower’s monthly debt
payments were at least $3,575, more than the borrower’s monthly income. The borrower’s
monthly debt payments were in addition to the borrower’s monthly expenses for things such as
taxes, utilities, groceries, health care, transportation, and the like. Clearly, this borrower could not
afford to repay theloan. Thisisconfirmed by thefact that the borrower declared bankruptcy shortly
after obtaining the loan at issue, in 2006.

b. LTV Ratios

229. The GSAA 2006-6 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAA 2006-6 Certificates
purchased by plaintiffs and/or their assigning entities.>> Specifically, the GSAA 2006-6 Offering
Documents represented that only avery small percentage of theloans supporting plaintiffs GSAA
2006-6 Certificates had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAA 2006-6 Certificateshad LTV ratios over 100%.

230. Plaintiffs, however, have performed an industry-accepted historical vauationanalysis
on the actual loans underlying plaintiffs GSAA 2006-6 Certificates, which reveals that the LTV
ratio percentages stated in the GSA A 2006-6 Offering Documents were materially false at thetime
they were made. The following chart summarizesthe LTV ratio percentages stated in the GSAA
2006-6 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting 'VI"g | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%

> For thereasons set forth infra, LTV ratios are very important to RMBSinvestors. See §§VI1.B,

IX.A, infra.
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Stated Actual Stated Actual
Appli ate Percentage Percentage Percentage
Tranche pplicable Percentage of of Loans of Loans of Loans
CUSIP Supporting Loans Having . . .
Purchased . Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios Rati . .
Over 80% atios Over | Ratios Over | Ratios Over
80% 100% 100%
AF4 362334MF8 | All 7.17% 49.32% 0.00% 16.87%
M1 362334MJ0 | All 7.17% 49.32% 0.00% 16.87%
M4 362334MM3 | All 7.17% 49.32% 0.00% 16.87%
c. Owner Occupancy Rates
231. The GSAA 2006-6 Offering Documents also made certain misrepresentations

regarding the OOR percentages associated with the loans supporting the GSAA 2006-6 Certificates

purchased by plaintiffs and/or their assigning entities.®® Specifically, the GSAA 2006-6 Offering

Documents represented that a large percentage of the loans supporting plaintiffs GSAA 2006-6

Certificates were issued to borrowers that actually lived in the properties serving as collateral for

their loans, significantly decreasing thelikelihood that those borrowerswould default on their loans.

232.

Plaintiffs, however, have performed an in-depth investigation of the actual borrowers,

loans and properties underlying plaintiffs GSAA 2006-6 Certificates, which reveals that the OOR

percentages stated in the GSAA 2006-6 Offering Documents were materially false at thetimethey

were made. The following chart summarizes the OOR percentages stated in the GSAA 2006-6

Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:
Primary
Applicable | Residence Actual l(’)ercrel:; tement of
Tranche CUSIP Supporting | Percentage Primary AZteu;l P:imear 0
Purchased Loan Stated in the Residence Residen y
Group Offering Percentage Pes N tce
Documents ercentage
AF4 362334MF8 | All 74.00% 65.46% 13.05%
M1 362334MJ0 | All 74.00% 65.46% 13.05%
M4 362334MM3 | All 74.00% 65.46% 13.05%

% For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.
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d. Credit Ratings

233. The GSAA 2006-6 Offering Documents also represented that the GSAA 2006-6
Certificates purchased by plaintiffs had been assigned certain high “investment grade” credit ratings
by S&P and Moody’s, indicating that the securities were very strong, safe investments with an
extremely low probability of default. *” Specifically, the GSAA 2006-6 Offering Documents
represented that plaintiffs GSAA 2006-6 Certificates had each been assigned Aaa/AAA ™, Aal/AA+
and A1/AA- ratings, respectively, which are safe “investment grade” ratings.

234.  These representations, however, were false and misleading when made. In truth,
plaintiffs GSAA 2006-6 Certificates should not have received AaalAAA, Aal/AA+ and AT/AA-
credit ratings, becausethey werenot safe, “investment grade” securities. Rather, asdefendantswere
well aware, plaintiffs GSAA 2006-6 Certificates were extremely risky, speculative grade “junk”
bonds or worse, backed by low credit quality, extremely risky loans. Indeed, one of the primary
reasons that S& P and Moody’s had assigned such high ratings to plaintiffs GSAA 2006-6
Certificates was because defendants had fed them fal sified information regarding the GSAA 2006-6
Certificates underlyingloans, including, without limitation, fal seloan underwriting guidelines, false
LTV ratios, false borrower FICO scores, false borrower DTI ratios, and false OOR percentages.

235. Thefasity of thecredit ratings set forth in the GSAA 2006-6 Offering Documentsis
confirmed by subsequent events. Specifically, approximately 29% of the loans supporting

plaintiffs GSAA 2006-6 Certificatesare currently in default becausethey were madeto borrowers

> For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §§V|1.D,
IX.B, infra.

% AaalAAA ratingsarethe highest, safest credit ratingsavailable, which arein fact the sameaas, or
even higher than, the current credit rating of U.S. Treasury debt. Asexplainedinfra, “[t]raditionally,
investments holding AAA ratings have had alessthan 1% probability of incurring defaults.” See
8VI.D, infra (citing Levin-Coburn Report &t 6).
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who either could not afford them or never intended to repay them. Moreover, each of plaintiffs
“investment grade” GSAA 2006-6 Certificates is now rated at “junk” status or below. Clearly,
plaintiffs GSAA 2006-6 Certificates were not the highly rated, “investment grade’ securities
defendants represented them to be. The evidence supporting the falsity of the GSAA 2006-6
Certificates credit ratings is set forth in further detail in 8VI.D, infra, and summarized by the

following chart:

Current

Tranche Applicable Percentage of
CUuSIP Supporting Outstanding Moody’s Ratings S&P’s Ratings
Purchased .
Loan Group | Loan Balance in
Default
Initial | Current | Initial | Current
AF4 362334MF8 | All 28.80% Aaa | Caa3 AAA | D
M1 362334MJ0 | All 28.80% Aal |WR AA+ | D
M4 362334MM3 | All 28.80% Al WR AA- | D
14. The GSAA 2006-7 Certificates
236. The GSAA Home Equity Trust 2006-7, Asset-Backed Certificates, Series 2006-7

(“GSAA 2006-7 Certificates’) were issued pursuant to a Prospectus Supplement dated April 25,
2006. Thefollowing defendants played critical rolesin the fraudulent structuring, offering and sale
of the GSAA 2006-7 Certificates: GSM SC (depositor); GSMC (sponsor); Goldman Sachs & Co.

(underwriter).

237. Plaintiffsand/or their assignors purchased thefollowing GSAA 2006-7 Certificates:
o Original Tranche Purchase | Original Face
Plaintiff Purchaser | Purchased CUSIP Date Amount Seller
Silver Elms|l | WestLB AF4A 362334ND2 | 4/12/2006 | $9,500,000.00 | Goldman Sachs & Co.
Silver EImsll | WestLB M4 362334NJ9 | 4/12/2006 | $744,000.00 Goldman Sachs & Co.
238. Each of the above purchases was made by WestL B’ sinvestment manager, Eiger, in

direct reliance upon the GSAA 2006-7 Offering Documents, including draft and/or final GSAA
2006-7 Prospectus Supplements. Eiger’sdiligent investment processes are described in great detail
in 8VIII.C.2, infra.
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a. Underwriting Guidelines

239. TheGSAA 2006-7 Offering Documentsdisclosed that: approximately 24.37% of the
GSAA 2006-7 Certificates underlying loans were acquired by the sponsor, GSMC, from loan
originator PHH; and approximately 75.63% of the GSAA 2006-7 Certificates underlying loanswere
acquired by the sponsor, GSMC, through the GS Conduit Program. See GSAA 2006-7 Prosp. Supp.
at S-40.

240. With regard to the PHH loans, the GSAA 2006-7 Offering Documents represented
that “[t]he application of the underwriting standards represent abalancing of several factorsthat may
affect the ultimate recovery of the loan amount, including but not limited to, the applicant’ s credit
standing and ability to repay the loan, aswell asthe value and adequacy of the mortgaged property
ascollateral,” and that “ PHH’ sunderwriting guidelines are applied to eval uate an applicant’ scredit
standing, financia condition, and repayment ability, as well as the value and adequacy of the
mortgaged property ascollateral for any loan made.” See GSAA 2006-7 Prosp. Supp. at S-49-S-50.
The GSAA 2006-7 Offering Documents further represented that “[i]n evaluating the applicant’s
ability and willingness to repay the proposed loan, PHH reviews the applicant’ s credit history and
outstanding debts, as reported on the credit report,” “PHH also evaluates the applicant’ sincome to
determineits stability, probability of continuation, and adequacy to service the proposed PHH debt
payment,” and that “[i]n determining the adequacy of the property as collateral for afirst lien
mortgage |oan, a Fannie Mae/Freddie Mac conforming appraisal of the property isperformed by an
independent appraiser selected by PHH, except as noted in this prospectus supplement.” Id. at S-50.
Asfurther detailed infra, these representations were fal se and misleading at the time they were made.
Contrary to defendants affirmative representations, the truth was that PHH had completely

abandoned its stated underwriting guidelines and was simply seeking to originate as many loans as
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possible, without any regard for its borrowers actual repayment abilities or the true value and
adequacy of its mortgaged propertiesto serve as collateral. See 8VI.A.11, infra.

241. With regard to the GS Conduit Program loans, the GSAA 2006-7 Offering
Documents represented that “the originating lender makes a determination about whether the
borrower’s monthly income (if required to be stated) will be sufficient to enable the borrower to
meet its monthly obligations on the mortgage loan and other expenses related to the property,
including property taxes, utility costs, standard hazard insurance and other fixed and revolving
obligations other than housing expenses,” and that “[g]enerally, schedul ed payments on amortgage
loan during the first twelve months of its term plustaxes and insurance and all scheduled payments
on obligationsthat extend beyond ten months may equal no more than a specified percentage of the
prospective borrower’ s gross income [which] permitted percentage is determined on the basis of
various underwriting criteria, including the LTV [loan-to-value] ratio of the mortgage loan and, in
certain instances, theamount of liquid assetsavailableto the borrower after origination.” See GSAA
2006-7 Prosp. Supp. at S-44. The GSAA 2006-7 Offering Documentsfurther represented that “[a]n
appraisal isgenerally conducted on each mortgaged property by the originating lender.” Id. at S-46.
Asfurther detailed infra, these representationswerefal se and miseading at the time they were made.
Contrary to defendants’ affirmative representations, the truth wasthat the |oans acquired through the
GS Conduit Program were originated by lenders that had completely abandoned their stated
underwriting guidelines and were simply seeking to originate as many |oans as possible, without any
regard for their borrowers actua repayment abilities or the true value and adequacy of their
mortgaged propertiesto serve as collateral. See 88VI.A.2, VII, infra.

242. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators’ failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
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borrower obtained a loan for $284,000 in 2005 which was contained within the GSAA 2006-7
offering. The loan was originated through either PHH or the GS Conduit Program, both of which
were identified in the GSAA 2006-7 Offering Documents. This borrower had no employment
income but instead had unemployment and rental income of $2,369 per month in 2005, according
totheborrower’ ssworn bankruptcy filings. However, the borrower’ smonthly debt paymentswere
at least $2,997, morethan the borrower’ smonthly income. Theborrower’ smonthly debt payments
were in addition to the borrower’s monthly expenses for things such as taxes, utilities, groceries,
health care, transportation and thelike. Thisborrower could not afford to repay theloan, which was
confirmed by the fact that the borrower declared bankruptcy in 2007.

b. LTV Ratios

243. The GSAA 2006-7 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAA 2006-7 Certificates
purchased by plaintiffs and/or their assigning entities.® Specifically, the GSAA 2006-7 Offering
Documents represented that only avery small percentage of theloans supporting plaintiffs GSAA
2006-7 Certificates had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAA 2006-7 Certificateshad LTV ratios over 100%.

244.  Plaintiffs, however, have performed an industry-accepted historical valuation analysis
on the actual loans underlying plaintiffs’ GSAA 2006-7 Certificates, which reveals that the LTV
ratio percentages stated in the GSAA 2006-7 Offering Documents were materially false at thetime
they were made. The following chart summarizesthe LTV ratio percentages stated in the GSAA
2006-7 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs’ industry-accepted analysis:

% For thereasons set forthinfra, LTV ratios are very important to RMBS investors. See §§V1.B,
IX.B, infra.
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Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting VIE | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
AF4A 362334ND2 | All 5.32% 31.11% 0.00% 7.64%
M4 362334NJ9 | All 5.32% 31.11% 0.00% 7.64%
c. Owner Occupancy Rates

245. The GSAA 2006-7 Offering Documents also made certain misrepresentations
regarding the OOR percentages associated with the loans supporting the GSAA 2006-7 Certificates
purchased by plaintiffs and/or their assigning entities.®® Specifically, the GSAA 2006-7 Offering
Documents represented that a large percentage of the loans supporting plaintiffs GSAA 2006-7
Certificates were issued to borrowers that actually lived in the properties serving as collateral for
their loans, significantly decreasing thelikelihood that those borrowerswould default on their loans.

246. Plaintiffs, however, have performed an in-depth investigation of the actual borrowers,
loans and properties underlying plaintiffs GSAA 2006-7 Certificates, which reveals that the OOR
percentages stated in the GSAA 2006-7 Offering Documents were materially false at thetimethey
were made. The following chart summarizes the OOR percentages stated in the GSAA 2006-7

Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:
Primary
. Residence Actual Percent
Applicable . Overstatement of
Tranche CUSIP Supportin Percentage Primary Actual Primar
Purchased PP g Stated in the Residence . y
Loan Group . Residence
Offering Percentage
Percentage
Documents
AF4A 362334ND2 | All 76.89% 68.79% 11.78%
M4 362334NJ9 | All 76.89% 68.79% 11.78%

% For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.
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d. Credit Ratings

247. The GSAA 2006-7 Offering Documents also represented that the GSAA 2006-7
Certificates purchased by plaintiffs had been assigned certain high “investment grade” credit ratings
by S&P and Moody’s, indicating that the securities were very strong, safe investments with an
extremely low probability of default. ® Specifically, the GSAA 2006-7 Offering Documents
represented that plaintiffs GSAA 2006-7 Certificates had each been assigned Aaal/AAA and A2/A
ratings, respectively —theformer being the highest, safest credit rating available, whichisinfact the
same as, or even higher than, the current credit rating of U.S. Treasury debt.®

248. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAA 2006-7 Certificates should not have received Aaal/AAA and A2/A credit ratings,
because they were not safe, “investment grade” securities. Rather, as defendants were well aware,
plaintiffS GSAA 2006-7 Certificates were extremely risky, speculative grade “junk” bonds or
worse, backed by low credit quality, extremely risky loans. Indeed, one of the primary reasonsthat
S& P and Moody’s had assigned such high ratings to plaintiffS GSAA 2006-7 Certificates was
because defendants had fed them falsified information regarding the GSAA 2006-7 Certificates
underlying loans, including, without limitation, fal seloan underwriting guidelines, false LTV ratios,
false borrower FICO scores, false borrower DTI ratios, and false OOR percentages.

249. Thefasity of thecredit ratings set forth in the GSAA 2006-7 Offering Documentsis
confirmed by subsequent events. Specifically, morethan 18% of the loans supporting plaintiffs

GSAA 2006-7 Certificatesarecurrently in default because they were made to borrowerswho either

®1 " For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §§V|1.D,
IX.B, infra.

%2 Asexplainedinfra, “[t]raditionally, investments holding AAA ratings have had a lessthan 1%
probability of incurring defaults.” See 8VI.D, infra (citing Levin-Coburn Report at 6).
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could not afford them or never intended to repay them. Moreover, each of plaintiffs “investment
grade” GSAA 2006-7 Certificatesisnow rated at “junk” statusor below. Clearly, plaintiffs GSAA
2006-7 Certificateswere not the highly rated, “investment grade” securities defendants represented
them to be. The evidence supporting the falsity of the GSAA 2006-7 Certificates credit ratingsis

set forth in further detail in 8V1.D, infra, and summarized by the following chart:

. Current
Tranche glll) ph::tli)rlle Percentage of
CUSIP PP g Outstanding Moody’s Ratings S&P’s Ratings
Purchased Loan .
Group Loan Balance in
Default
Initial Current | Initial | Current

AF4A 362334ND2 | All 18.40% Aaa Caa3 AAA | D

M4 362334NJ9 | All 18.40% A2 WR A D

15. The GSAA 2007-2 Certificates

250. The GSAA Home Equity Trust 2007-2, Asset-Backed Certificates, Series 2007-2
(“GSAA 2007-2 Certificates’) wereissued pursuant to a Prospectus Supplement dated February 21,
2007. Thefollowing defendants played critical rolesin the fraudulent structuring, offering and sale
of the GSAA 2007-2 Certificates: GSM SC (depositor); GSMC (sponsor); Goldman Sachs & Co.
(underwriter).

251. Plaintiffsand/or their assignors purchased thefollowing GSAA 2007-2 Certificates:

Plainditt | P8 e | Purchasea | CUSIP Date | amnt | Seller
Blue Blue AF3 3622EUACO | 2/8/2007 | $12,500,000 | Goldman Sachs
Heron X | Heron IX & Co.
Blue Blue AF3 3622EUACO | 2/8/2007 | $12,500,000 | Goldman Sachs
HeronV | HeronV & Co.

252. Each of the above purchases was made by Blue Heron 1X and Blue Heron V's
investment manager, Brightwater, in direct reliance upon the GSAA 2007-2 Offering Documents,
including draft and/or final GSAA 2007-2 Prospectus Supplements. Brightwater’s diligent

investment processes are described in great detail in 8VIII.A, infra.
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a. Underwriting Guidelines

253. TheGSAA 2007-2 Offering Documents disclosed that: approximately 36.68% of the
GSAA 2007-2 Certificates underlying loans were acquired by the sponsor, GSMC, from loan
originator SunTrust; approximately 28.98% of the GSAA 2007-2 Certificates' underlying loanswere
acquired by the sponsor, GSMC, from “various other [undisclosed] mortgage loan sellers’ through
the GS Conduit Program; approximately 16.73% of the GSAA 2007-2 Certificates underlying loans
were acquired by the sponsor, GSMC, from HSBC Mortgage Corporation (USA) (“HSBC”);
approximately 14.44% of the mortgage |oans were acquired by the sponsor from GreenPoint; and
approximately 3.18% of the mortgage loans were acquired by the sponsor from “one other
[undisclosed] mortgage loan seller.” See GSAA 2007-2 Prosp. Supp. at S-42.

254.  With regard to the SunTrust loans, the GSAA 2007-2 Offering Documents
represented that “ SunTrust underwriting guidelines are designed to eval uate the borrower’ s capacity
to repay the loan, to evaluate the credit history of the borrower, to verify the availability of funds
required for closing and cash reservesfor fully documented |oans, and to evaluate the acceptability
and marketability of the property to be used ascollateral.” 1d. at S-46. The GSAA 2007-2 Offering
Documents further represented that SunTrust’ s origination processincluded requirementsthat “the
borrower’s sources of income have the probability of continuance, are stable sources and are
sufficient to support repayment of the mortgage |oan requested when disclosure and verification is
required,” and that “an independent appraisal” generaly be made of each mortgaged property
considered for financing. Id. at S-46-S-47. As further detailed infra, these representations were
false and midsleading at the time they were made. Contrary to defendants affirmative
representations, the truth was that SunTrust had completely abandoned its stated underwriting

guidelines and was simply seeking to originate as many loans as possible, without any regard for its
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borrowers’ actual repayment abilities or the true value and adequacy of its mortgaged propertiesto
serve as collateral. See 8VI.A.12, infra.

255.  With regard to the HSBC loans, the GreenPoint loans, the “[undisclosed] seller”
loans, and the GS Conduit Program loans, the GSAA 2007-2 Offering Documents represented that
these mortgage loans “were originated or acquired generally in accordance with the underwriting
guidelinesdescribed in [the] prospectus supplement” of either SunTrust or the GS Conduit Program.
See GSAA 2007-2 Prosp. Supp. at S-43. The GSAA 2007-2 Offering Documents stated that, prior
to a loan being purchased through the GS Conduit Program, “the originating lender makes a
determination about whether the borrower’s monthly income (when verified or stated) will be
sufficient to enable the borrower to meet their monthly obligations on the mortgage loan (including
taxes and insurance) and their other non housing obligations (such as installment and revolving
loans),” and that “[g]enerally, theratio of total monthly obligations divided by total monthly gross
incomeislessthan or equal to 50%.” See GSAA 2007-2 Prosp. Supp. at S-48. The GSAA 2007-2
Offering Documents further represented that “[a]n appraisa is generally conducted on each
mortgaged property by the originating lender.” Id. at S-51. As further detailed infra, these
representations were false and misleading at the time they were made. Contrary to defendants
affirmative representations, the truth was that the loans acquired through the GS Conduit Program
were originated by lendersthat had completely abandoned their stated underwriting guidelines and
were simply seeking to originate as many loans as possible, without any regard for their borrowers
actual repayment abilities or the true value and adequacy of their mortgaged properties to serve as
collateral. See 88VI.A.2, VII, infra.

256. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators’ failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
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borrower obtained a loan for $324,000 in 2006 which was contained within the GSAA 2007-2
offering. The loan was originated through the GS Conduit Program, one of the loan originators
identified in the GSAA 2007-2 Offering Documents. This borrower had no income in 2006,
according to the borrower’s sworn bankruptcy filings. However, the borrower’s monthly debt
paymentswereat least $3,191.80, far in excess of the borrower’ smonthly income. Theborrower’s
monthly debt payments were in addition to the borrower’s monthly expenses for things such as
taxes, utilities, groceries, health care, transportation and the like. Clearly, this borrower could not
afford to repay theloan. Thisis confirmed by the fact that the borrower declared bankruptcy after
obtaining the loan at issue, in 2007.

b. LTV Ratios

257. The GSAA 2007-2 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAA 2007-2 Certificates
purchased by plaintiffs and/or their assigning entities.®® Specifically, the GSAA 2007-2 Offering
Documents represented that only avery small percentage of theloans supporting plaintiffs GSAA
2007-2 Certificates had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAA 2007-2 Certificateshad LTV ratios over 100%.

258. Plaintiffs, however, have performed an industry-accepted historical valuation analysis
on the actual loans underlying plaintiffs’ GSAA 2007-2 Certificates, which reveals that the LTV
ratio percentages stated in the GSAA 2007-2 Offering Documents were materially false at thetime
they were made. The following chart summarizesthe LTV ratio percentages stated in the GSAA
2007-2 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs’ industry-accepted analysis:

% For the reasons set forth infra, LTV ratios are very important to RMBS investors. See §VI.B,
IX.A, infra.
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Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting VIE | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
AF3 3622EUACO | All 6.21% 47.43% 0.00% 13.24%
c. Owner Occupancy Rates
259. The GSAA 2007-2 Offering Documents also made certain misrepresentations

regarding the OOR percentages associated with the loans supporting the GSAA 2007-2 Certificates

purchased by plaintiffs and/or their assigning entities.®* Specifically, the GSAA 2007-2 Offering

Documents represented that a large percentage of the loans supporting plaintiffs GSAA 2007-2

Certificates were issued to borrowers that actually lived in the properties serving as collateral for

their loans, significantly decreasing thelikelihood that those borrowerswould default on their loans.

260.

Plaintiffs, however, have performed anin-depth investigation of the actual borrowers,

loans and properties underlying plaintiffs GSAA 2007-2 Certificates, which reveals that the OOR

percentages stated in the GSAA 2007-2 Offering Documents were materially false at thetimethey

were made. The following chart summarizes the OOR percentages stated in the GSAA 2007-2

Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:
Primary
. Residence Actual Percent
Applicable . Overstatement of
Tranche CUuUSIP Supportin Percentage Primary Actual Primar
Purchased PP s Stated in the Residence . y
Loan Group . Residence
Offering Percentage
Percentage
Documents
AF3 3622EUACO | All 85.15% 73.38% 16.04%

% For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.
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d. Credit Ratings

261. The GSAA 2007-2 Offering Documents also represented that the GSAA 2007-2
Certificates purchased by plaintiffs had been assigned certain high “investment grade” credit ratings
by S&P and Moody’s, indicating that the securities were very strong, safe investments with an
extremely low probability of default.®® Specificaly, the GSAA 2007-2 Offering Documents
represented that plaintiffs GSAA 2007-2 Certificates had each been assigned AAA/aaaratings—the
highest, safest credit ratingsavailable, which areinfact the same as, or even higher than, the current
credit rating of U.S. Treasury debt.®®

262. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAA 2007-2 Certificates should not havereceived AAA/aaacredit ratings, because they
werenot safe, “investment grade” securitieswith “lessthan a1% probability of incurring defaults.”
Rather, as defendantswerewell aware, plaintiffs GSAA 2007-2 Certificateswere extremely risky,
speculativegrade“junk” bonds, backed by low credit quality, extremely risky loans. Indeed, one of
the primary reasons that S& P and Moody’s had assigned such high ratings to plaintiffs GSAA
2007-2 Certificates was because defendants had fed them falsified information regarding the GSAA
2007-2 Certificates underlying loans, including, without limitation, false loan underwriting
guidelines, false LTV ratios, false borrower FICO scores, false borrower DTI ratios, and false OOR
percentages.

263. Thefalsity of thecredit ratings set forth in the GSAA 2007-2 Offering Documentsis

confirmed by subsequent events. Specifically, approximately 40% of the loans supporting

% For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §8V|1.D,
IX.B, infra.

%  Asexplainedinfra, “[t]raditionally, investments holding AAA ratings have had a lessthan 1%
probability of incurring defaults.” See 8VI.D, infra (citing Levin-Coburn Report at 6).
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plaintiffs GSAA 2007-2 Certificatesarecurrently in default because they were madeto borrowers
who either could not afford them or never intended to repay them. Moreover, each of plaintiffs
“investment grade” GSAA 2007-2 Certificates is now rated at “junk” status. Clearly, plaintiffs
GSAA 2007-2 Certificates were not the highly rated, “investment grade” securities defendants
represented themto be. The evidence supporting thefalsity of the GSAA 2007-2 Certificates credit

ratingsis set forth in further detail in 8VI.D., infra, and summarized by the following chart:

Applicable Current
Tranche Supporting Percentage of
Purchas | CUSIP Loan Outstanding Moody’s Ratings S&P’s Ratings
ed Group Loan Balance in
Default
Initial | Current Initial | Current
AF3 3622EUACO | All 39.61% Aaa | Ca AAA | CCC

16. The GSAMP 2005-NC1 Certificates

264. The GSAMP Trust 2005-NC1, Mortgage Pass-Through Certificates, Series 2005-
NC1 (“GSAMP 2005-NC1 Certificates’) were issued pursuant to a Prospectus Supplement dated
February 16, 2005. The following defendants played critical roles in the fraudulent structuring,
offering and sale of the GSAMP 2005-NC1 Certificates: GSMSC (depositor); GSMC (sponsor);
Goldman Sachs & Co. (underwriter).

265. Plaintiffs and/or their assignors purchased the following GSAMP 2005-NC1

Certificate:
o Original Tranche Purchase Original Face
Plaintiff Purchaser Purchased CUSIP Date Amount Seller
KlerosV | WestLB M3 36242DUJ0 | 12/13/2006 | $2,514,000 | Merrill Lynch

266. Theabove purchase was made by WestLB’ s investment manager, Strategos Capital
Management LLC (“Strategos’), in direct reliance upon the GSAMP 2005-NC1 Offering
Documents, including draft and/or final GSAMP 2005-NC1 Prospectus Supplements. Strategos's

diligent investment processes are described in great detail in 8VI11.B., infra.
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a. Underwriting Guidelines

267. The GSAMP 2005-NC1 Offering Documents disclosed that GSMC, the sponsor,
acquired 100% of the loans underlying the GSAMP 2005-NC1 Certificates from NC Capital
Corporation, an affiliate of the loans' originator, New Century Mortgage Corporation (“New
Century”). See GSAMP 2005-NC1 Prosp. Supp. at S-24.

268.  Withregardtothe New Century loans, the GSAMP 2005-NC1 Offering Documents
represented that New Century originated the loans in accordance with underwriting guidelines
“primarily intended to assessthe borrower’ sability to repay the mortgage loan, to assessthe value of
the mortgaged property and to eval uate the adequacy of the property as collateral for the mortgage
loan.” 1d. at S-28. The GSAMP 2005-NC1 Offering Documents further represented that “[e]ach
applicant completes an application which includes information with respect to the applicant’s
liabilities, income, credit history, employment history and personal information,” and that
“properties that are to secure mortgage loans generally are appraised by qualified independent
appraisers . . . [that] inspect and appraise the subject property and verify that the property isin
acceptable condition.” 1d. at S-28. Asfurther detailed infra, these representations were false and
misleading at the time they were made. Contrary to defendants’ affirmative representations, the
truth was that New Century had completely abandoned its stated underwriting guidelines and was
simply seeking to originate as many loans as possible, without any regard for its borrowers actua
repayment abilities or the true value and adequacy of its mortgaged propertiesto serveascollateral.
See 8VI.A.3, infra.

269. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one

borrower obtained aloan for $390,000 in 2004 which was contained within the GSAM P 2005-NC1

-112 -
851933 1



offering. The loan was originated through New Century, the loan originator identified in the
GSAMP 2005-NC1 Offering Documents. While this borrower had incomein 2004 of $4,333 per
month, according to her sworn bankruptcy filings, she also had monthly debt paymentsof at least
$3,091, which gave thisborrower a DTI ratio of over 71%, far in excess of the 50% to 55% DTI
ratio limits allowed by New Century’s loan underwriting guidelines described in the GSAMP
2005-NC1 Offering Documents. I ndeed, accordingto a prominent Wall Street investment bank, a
borrower with a “DTI [ratio] . . . beyond 50% leav[es] little for the borrower to pay other
expenses,” demonstrating that this borrower, with a 71% DTI ratio, clearly could not afford to
repay her loan. Moreover, this borrower also had multiple money judgments entered against her,
plus an outstanding auto loan, other outstanding debts, plus basic monthly recurring expenses for
utilities, food, and the like that were not factored into the calculation of her DTI ratio, further
establishing that she could not afford to repay the loan. As a result, the borrower declared
bankruptcy shortly after obtaining the loan at issue, in 2005.

b. LTV Ratios

270. The GSAMP 2005-NC1 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAMP 2005-NC1 Certificate
purchased by plaintiffs and/or their assigning entities.®” Specifically, the GSAMP 2005-NC1
Offering Documents represented that less than 40% of the loans supporting plaintiffs GSAMP
2005-NC1 Certificate had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAMP 2005-NC1 Certificate had LTV ratios over 100%.

271. Plaintiffs, however, have performed an industry-accepted historical vauationanalysis

ontheactual loansunderlying plaintiffs: GSAMP 2005-NCL1 Certificate, which revealsthat the LTV

®" For the reasons set forthinfra, LTV ratios are very important to RMBS investors. See §8VI1.B,
IX.A, infra.
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ratio percentages stated in the GSAM P 2005-NC1 Offering Documentswere materially falseat the
time they were made. The following chart summarizes the LTV ratio percentages stated in the

GSAMP 2005-NC1 Offering Documents and the actual percentages that should have been stated

according to plaintiffs’ industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting 'VINg | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
M3 36242DUJ0 | All 37.28% 55.29% 0.00% 14.93%
c. Owner Occupancy Rates
272. The GSAMP 2005-NC1 Offering Documents also made certain misrepresentations

regarding the OOR percentages associated with the loans supporting the GSAMP 2005-NC1
Certificate purchased by plaintiffsand/or their assigning entities.®® Specifically, the GSAM P 2005-
NC1 Offering Documents represented that a large percentage of the loans supporting plaintiffs
GSAMP 2005-NC1 Certificate wereissued to borrowersthat actually lived in the properties serving
as collateral for their loans, significantly decreasing the likelihood that those borrowers would
default on their loans.

273.  Plaintiffs, however, have performed an in-depth investigation of the actual borrowers,
loans and properties underlying plaintiffss GSAMP 2005-NC1 Certificate, which reveals that the
OOR percentages stated in the GSAM P 2005-NC1 Offering Documentswere materially false at the
timethey weremade. Thefollowing chart summarizesthe OOR percentages stated in the GSAMP

2005-NC1 Offering Documents and the actual percentagesthat should have been stated according to

plaintiffs’ investigation:

% For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.
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Primary Percent
Applicable | Residence Actual
. . Overstatement of
Tranche CUSIP Supporting | Percentage Primary Actual Primar
Purchased Loan Stated in the Residence ¢ u y
. Residence
Group Offering Percentage
Percentage
Documents
M3 36242DUJ0 | All 94.82% 85.12% 11.39%

d. Credit Ratings

274.  The GSAMP 2005-NC1 Offering Documents a so represented that the GSAM P 2005-
NCL1 Certificate purchased by plaintiffs had been assigned ahigh “investment grade” credit rating by
S& Pand Moody’s, indicating that the security wasavery strong, safe investment with an extremely
low probability of default.®® Specifically, the GSAMP 2005-NC1 Offering Documents represented
that plaintiffs GSAMP 2005-NC1 Certificate had been assigned an A3/A- rating.

275. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAMP 2005-NC1 Certificate should not havereceived an A3/A- credit rating, becauseit
was not a safe, “investment grade” security. Rather, as defendants were well aware, plaintiffs
GSAMP 2005-NC1 Certificate was an extremely risky, speculative grade “junk” bond, backed by
low credit quality, extremely risky loans. Indeed, one of the primary reasonsthat S& Pand Moody’ s
had assigned such ahighrating to plaintiffs GSAMP 2005-NC1 Certificate was because defendants
had fed them falsified information regarding the GSAM P 2005-NC1 Certificate’ sunderlying loans,
including, without limitation, false loan underwriting guidelines, false LTV ratios, false borrower
FICO scores, false borrower DTI ratios, and false OOR percentages.

276. The falsity of the credit ratings set forth in the GSAMP 2005-NC1 Offering
Documents is confirmed by subsequent events. Specifically, 42% of the loans supporting

plaintiffs GSAMP 2005-NC1 Certificate are currently in default because they were made to

% For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §§V|1.D,
IX.B, infra.
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borrowerswho either could not afford them or never intended to repay them. Moreover, plaintiffs
“investment grade” GSAMP 2005-NC1 Certificateisnow rated at “junk” status. Clearly, plaintiffs
GSAMP 2005-NC1 Certificate was not the highly rated, “investment grade” security defendants
represented it to be. The evidence supporting the falsity of the GSAMP 2005-NC1 Certificate's

credit rating is set forth in further detail in 8V1.D, infra, and summarized by the following chart:

Applicable Current

Tranche Supporting Percentage of
CUSIP Outstanding Moody’s Ratings S&P’s Ratings

Purchased Loan .

Gr Loan Balance in

oup Default
Initial Current Initial | Current

M3 36242DUJ0 | All 41.99% A3 C A- | cc

17. The GSAMP 2006-FM2 Certificates

277. The GSAMP Trust 2006-FM2, Mortgage Pass-Through Certificates, Series 2006-
FM2 (“GSAMP 2006-FM2 Certificates’) were issued pursuant to a Prospectus Supplement dated
September 28, 2006. The following defendants played critical roles in the fraudulent structuring,
offering and sale of the GSAMP 2006-FM2 Certificates: GSMSC (depositor); GSMC (sponsor);
Goldman Sachs & Co. (underwriter).

278. Plaintiffs and/or their assignors purchased the following GSAMP 2006-FM2

Certificate:
o Original Tranche Purchase Original Face
Plaintiff Purchaser Purchased CusIp Date Amount Seller
Phoenix | WestLB A2D 36245DAEOQ | 9/27/2006 | $10,000,000.00 | Goldman
Sachs & Co.

279. The above purchase was made by WestLB'’s investment manager, DCP, in direct
reliance upon the GSAMP 2006-FM 2 Offering Documents, including draft and/or final GSAMP
2006-FM 2 Prospectus Supplements. DCP's diligent investment processes are described in great

detail in 8VI11.D, infra.
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a. Underwriting Guidelines

280. TheGSAMP 2006-FM2 Offering Documentsdisclosed that all of the GSAM P 2006-
FM2 Certificates underlying loans were acquired by the sponsor, GSMC, from loan originator
Fremont Investment & Loan (“Fremont”). See GSAMP 2006-FM 2 Prosp. Supp. at S-11, S-39.

281. With regard to the Fremont loans, the GSAMP 2006-FM2 Offering Documents
represented that “ Fremont’ sunderwriting guidelines are primarily intended to assessthe ability and
willingness of the borrower to repay the debt and to eval uate the adequacy of the mortgaged property
as collateral for the mortgage loan.” Id. at S-40. The GSAMP 2006-FM2 Offering Documents
further represent that “ Fremont’ sunderwriting guidelines. . . require an appraisal of the mortgaged
property, and if appropriate, a review appraisal.” Id. at S-41. As further detailed infra, these
representations were false and misleading at the time they were made. Contrary to defendants
affirmative representations, the truth was that Fremont had completely abandoned its stated
underwriting guidelines and was simply seeking to originate as many |oans as possible, without any
regard for itsborrowers’ actual repayment abilities or the true value and adequacy of its mortgaged
propertiesto serve as collateral. See 8VI.A.5, infra.

282. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originator’ s failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained aloan for $454,000 in 2006 which was contai ned within the GSAM P 2006-FM 2
offering. The loan was originated through Fremont, the loan originator identified in the GSAMP
2006-FM 2 Offering Documents. Thisborrower had monthly incomein 2006 of $5,968, according to
the borrower’ s sworn bankruptcy filings. However, theborrower’ smonthly debt paymentswereat
least $7,566, far in excess of the borrower’s monthly income. The borrower’s monthly debt

payments were in addition to the borrower’s monthly expenses for things such as taxes, utilities,
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groceries, health care, transportation and the like. Clearly, thisborrower, who was a so supporting
five minor children, could not afford to repay the loan. This is confirmed by the fact that the
borrower declared bankruptcy after obtaining the loan at issue, in 2007.

b. LTV Ratios

283. The GSAMP 2006-FM2 Offering Documents a so made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAMP 2006-FM2 Certificate
purchased by plaintiffs and/or their assigning entities.”® Specifically, the GSAMP 2006-FM2
Offering Documents represented that only avery small percentage of theloans supporting plaintiffs
GSAMP 2006-FM?2 Certificate had LTV ratios over 80%, and that none of the loans supporting
plaintiffs GSAMP 2006-FM 2 Certificate had LTV ratios over 100%.

284. Plaintiffs, however, have performed an industry-accepted historical valuation analysis
on theactual loansunderlying plaintiffs: GSAMP 2006-FM 2 Certificate, which revead sthat the LTV
ratio percentages stated in the GSAM P 2006-FM 2 Offering Documents were materially false at the
time they were made. The following chart summarizes the LTV ratio percentages stated in the
GSAMP 2006-FM 2 Offering Documents, and the actual percentages that should have been stated

according to plaintiffs’ industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting 'VINE | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
A2D 36245DAEOQ | All 26.27% 64.66% 0.00% 18.13%

" For the reasons set forth infra, LTV ratios are very important to RMBS investors. See §VI.B,
infra.
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c. Owner Occupancy Rates

285. The GSAMP 2006-FM2 Offering Documents al so made certain misrepresentations
regarding the OOR percentages associated with the loans supporting the GSAMP 2006-FM2
Certificate purchased by plaintiffsand/or their assigning entities.”* Specifically, the GSAM P 2006-
FM2 Offering Documents represented that a large percentage of the loans supporting plaintiffs
GSAMP 2006-FM2 Certificate wereissued to borrowersthat actually lived in the properties serving
as collateral for their loans, significantly decreasing the likelihood that those borrowers would
default on their loans.

286. Plaintiffs, however, have performed anin-depth investigation of the actual borrowers,
loans and properties underlying plaintiffs GSAMP 2006-FM2 Certificate, which reveals that the
OOR percentages stated in the GSAM P 2006-FM 2 Offering Documentswere materially falseat the
timethey weremade. Thefollowing chart summarizesthe OOR percentages stated inthe GSAMP
2006-FM 2 Offering Documents, and the actual percentages that should have been stated according

to plaintiffs investigation:

Primary
. Percent
. Residence Actual
Applicable . Overstatement of
Tranche CUSIP S ortin Percentage Primary Actual Primar
Purchased upporting Stated in the Residence u ! y
Loan Group . Residence
Offering Percentage
Percentage
Documents
A2D 36245DAEOQ | All 94.21% 81.14% 16.11%
d. Credit Ratings

287. The GSAMP 2006-FM 2 Offering Documentsal so represented that the GSAM P 2006-
FM2 Certificate purchased by plaintiffshad been assigned ahigh “investment grade’ credit rating by

S& Pand Moody’ s, indicating that the security wasavery strong, safeinvestment with an extremely

™" For the reasons set forth infra, OOR percentages are very important to RMBS investors. See

8VI.C, infra.
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low probability of default. * Specifically, the GSAM P 2006-FM 2 Offering Documents represented
that plaintiffs GSAMP 2006-FM2 Certificate had been assigned a AAA/aaa rating — the highest,
safest credit rating available, which is in fact the same as, or even higher than, the current credit
rating of U.S. Treasury debt.”

288. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAM P 2006-FM 2 Certificate should not have received aAAA/aaacredit rating, because
itwasnot asafe, “investment grade” security with “lessthan a 1% probability of incurring defaults.”
Rather, asdefendantswerewell aware, plaintiffs GSAMP 2006-FM 2 Certificate was an extremely
risky, speculative grade “junk” bond, backed by low credit quality, extremely risky loans. Indeed,
one of the primary reasons that S& P and Moody’ s had assigned such a high rating to plaintiffs
GSAMP 2006-FM 2 Certificate was because defendants had fed them fal sified information regarding
the GSAMP 2006-FM2 Certificate's underlying loans, including, without limitation, false loan
underwriting guidelines, false LTV ratios, false borrower FICO scores, false borrower DTI ratios,
and false OOR percentages.

289. The falsity of the credit ratings set forth in the GSAMP 2006-FM2 Offering
Documents is confirmed by subsequent events. Specifically, more than 45% of the loans
supporting plaintiffs GSAMP 2006-FM2 Certificate are currently in default because they were
made to borrowers who either could not afford them or never intended to repay them. Moreover,
plaintiffs’ “investment grade” GSAMP 2006-FM 2 Certificateisnow rated at “junk” status. Clearly,

plaintiffs GSAMP 2006-FM2 Certificate was not the highly rated, “investment grade”’ security

2 For thereasons set forthinfra, credit ratings are very important to RMBSinvestors. See §V1.D,
infra.

" Asexplainedinfra, “[t]raditionally, investments holding AAA ratings have had a lessthan 1%
probability of incurring defaults.” See 8VI.D, infra (citing Levin-Coburn Report at 6).
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defendants represented it to be. The evidence supporting the falsity of the GSAMP 2006-FM 2
Certificate’s credit rating is set forth in further detail in 8VI1.D, infra, and summarized by the

following chart:

Applicable Current

Tranche Supportin Percentage of
CUuSIP PP g Outstanding Moody’s Ratings S&P’s Ratings

Purchased Loan .

Grou Loan Balance in

p Default
Initial | Current | Initial Current

A2D 36245DAEO | All 45.58% Aaa Ca AAA CCC

18. The GSAMP 2007-NC1 Certificates

290. The GSAMP Trust 2007-NC1, Mortgage Pass-Through Certificates, Series 2007-
NC1 (“GSAMP 2007-NC1 Certificates’) were issued pursuant to a Prospectus Supplement dated
February 15, 2007. The following defendants played critical roles in the fraudulent structuring,
offering and sale of the GSAMP 2007-NCL1 Certificates: GSMSC (depositor); GSMC (sponsor);
Goldman Sachs & Co. (underwriter).

291. Plaintiffs and/or their assignors purchased the following GSAMP 2007-NC1

Certificate:
s Original Tranche Purchase Original Face
Plaintiff Purchaser Purchased CUSIP Date Amount Seller
KlerosV | KlerosV | M4 3622MGAJ7 | 6/21/2007 | $5,469,000 | Goldman Sachs &
Co.

292. Theabove purchasewasmade by KlerosV’ sinvestment manager, Strategos, in direct
reliance upon the GSAMP 2007-NC1 Offering Documents, including draft and/or final GSAMP
2007-NC1 Prospectus Supplements. Strategos' sdiligent investment processesare described in great
detail in 8V1I1.B, infra.

a. Underwriting Guidelines

293. The GSAMP 2007-NC1 Offering Documents disclosed that GSMC, the sponsor,

acquired 100% of the loans underlying the GSAMP 2007-NC1 Certificates from NC Capital
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Corporation, an affiliate of the loans' originator, New Century. See GSAMP 2007-NC1 Prosp.
Supp. at S-12.

294.  Withregardto the New Century loans, the GSAMP 2007-NC1 Offering Documents
represented that New Century originated the loans in accordance with underwriting guidelines
“primarily intended to assessthe borrower’ sability to repay the mortgage loan, to assessthe value of
the mortgaged property and to eval uate the adequacy of the property as collateral for the mortgage
loan.” Id. at S-45. The GSAMP 2007-NC1 Offering Documents further represented that “[€]ach
applicant completes an application that includes information with respect to the applicant’s
liabilities, income, credit history, employment history and personal information,” and that
“properties that are to secure mortgage loans generally are appraised by qualified independent
appraisers . . . [that] inspect and appraise the subject property and verify that the property isin
acceptable condition.” 1d. at S-46. Asfurther detailed infra, these representations were false and
misleading at the time they were made. Contrary to defendants’ affirmative representations, the
truth was that New Century had completely abandoned its stated underwriting guidelines and was
simply seeking to originate as many loans as possible, without any regard for its borrowers actual
repayment abilities or the true value and adequacy of its mortgaged propertiesto serveascollateral.
See 8VI.A.3, infra.

295. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originator’ s failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained aloan for $696,000 in 2006 which was contained within the GSAMP 2007-NC1
offering. The loan was originated through New Century, the loan originator identified in the
GSAMP 2007-NC1 Offering Documents. This borrower had income in 2006 of up to $4,841 per
month, according to the borrower’ s sworn bankruptcy filings. However, the borrower’s monthly
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debt payments were at least $5,513, far in excess of the borrower’s monthly income. The
borrower’ s monthly debt payments were in addition to the borrower’s monthly expenses for things
such as taxes, utilities, groceries, health care, transportation, and the like. Clearly, this borrower
could not afford to repay the loan. This is confirmed by the fact that the borrower declared
bankruptcy after obtaining the loan at issue, in 2007.

b. LTV Ratios

296. The GSAMP 2007-NC1 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSAMP 2007-NC1 Certificate
purchased by plaintiffs and/or their assigning entities.”* Specifically, the GSAMP 2007-NC1
Offering Documents represented that less than 40% of the loans supporting plaintiffs GSAMP
2007-NC1 Certificate had LTV ratios over 80%, and that none of the loans supporting plaintiffs
GSAMP 2007-NC1 Certificate had LTV ratios over 100%.

297. Plaintiffs, however, have performed an industry-accepted historical valuation analysis
ontheactual loansunderlying plaintiffs GSAMP 2007-NC1 Certificate, which revealsthat the LTV
ratio percentages stated in the GSAMP 2007-NC1 Offering Documentswere materially falseat the
time they were made. The following chart summarizes the LTV ratio percentages stated in the
GSAMP 2007-NC1 Offering Documents and the actual percentages that should have been stated

according to plaintiffs’ industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting VIE | Having LTV | Having LTV | Having LTV
Loan Group | LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
M4 3622MGAJ7 | All 39.26% 63.14% 0.00% 19.68%

™ For thereasons set forth infra, LTV ratios are very important to RMBS investors. See §§V1.B,
IX.A, infra.
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c. Owner Occupancy Rates

298. The GSAMP 2007-NC1 Offering Documents also made certain misrepresentations
regarding the OOR percentages associated with the loans supporting the GSAMP 2007-NC1
Certificate purchased by plaintiffsand/or their assigning entities.”” Specifically, the GSAMP 2007-
NC1 Offering Documents represented that a large percentage of the loans supporting plaintiffs
GSAMP 2007-NC1 Certificate were issued to borrowersthat actually lived in the properties serving
as collateral for their loans, significantly decreasing the likelihood that those borrowers would
default on their loans.

299. Plaintiffs, however, have performed an in-depth investigation of actual borrowers,
loans and properties underlying plaintiffss GSAMP 2007-NC1 Certificate, which reveals that the
OOR percentages stated in the GSAM P 2007-NC1 Offering Documentswere materially false at the
timethey weremade. Thefollowing chart summarizesthe OOR percentages stated inthe GSAMP
2007-NC1 Offering Documents and the actual percentagesthat should have been stated according to

plaintiffs’ investigation:

Primary Percent
Applicable Residence Actual
. . Overstatement of
Tranche CUSIP Supporting | Percentage Primary Actual Primar
Purchased Loan Stated in the Residence u ! y
X Residence
Group Offering Percentage
Percentage
Documents
M4 3622MGAJ7 | All 90.55% 83.20% 8.84%

d. Credit Ratings

300. TheGSAMP2007-NC1 Offering Documentsal so represented that the GSAM P 2007-
NC1 Certificate purchased by plaintiffs had been assigned ahigh “investment grade” credit rating by

S& Pand Moody’ s, indicating that the security wasavery strong, safeinvestment with an extremely

> For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
8VI.C, infra.
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low probability of default. ® Specifically, the GSAMP 2007-NC1 Offering Documents represented
that plaintiffs GSAMP 2007-NC1 Certificate had been assigned an A1/A+ rating.

301. These representations, however, were false and misleading when made. In truth,
plaintiffs GSAMP 2007-NC1 Certificate should not havereceived an AL/A+ credit rating, because
it was not a safe, “investment grade” security. Rather, as defendants were well aware, plaintiffs
GSAMP 2007-NC1 Certificate was an extremely risky, speculative grade “junk” bond or worse,
backed by low credit quality, extremely risky loans. Indeed, one of the primary reasons that S& P
and Moody’s had assigned such a high rating to plaintiffs GSAMP 2007-NC1 Certificate was
because defendants had fed them falsified information regarding the GSAMP 2007-NC1
Certificate’ sunderlying loans, including, without limitation, fal seloan underwriting guidelines, false
LTV ratios, false borrower FICO scores, false borrower DTI ratios, and false OOR percentages.

302. The falsity of the credit ratings set forth in the GSAMP 2007-NC1 Offering
Documents is confirmed by subsequent events. Specifically, over 36% of the loans supporting
plaintiffs GSAMP 2007-NC1 Certificate are currently in default because they were made to
borrowerswho either could not afford them or never intended to repay them. Moreover, plaintiffs
“investment grade” GSAMP 2007-NC1 Certificateisnow rated at “junk” statusor below. Clearly,
plaintiffS GSAMP 2007-NC1 Certificate was not the highly rated, “investment grade” security
defendantsrepresented it to be. The evidence supporting thefalsity of plaintiffs GSAMP 2007-NC1
Certificate’s credit rating is set forth in further detail in 8VI1.D, infra, and summarized by the

following chart:

® For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §§V|1.D,
IX.B, infra.
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Applicable Current
Tranche Supporting Percentage of
Purchased CUSIP L Outstanding Moody’s Ratings S&P’s Ratings
urchase oan .
Group Loan Balance in
Default
Initial | Current | Initial | Current
M4 3622MGAJ7 | All 36.01% Al WR A+ D
19. The NCAMT 2006-ALT?2 Certificates
303. The New Century Alternative Mortgage Loan Trust 2006-ALT2, Asset-Backed

Certificates, Series 2006-ALT2 (“NCAMT 2006-ALT2 Certificates’) were issued pursuant to a
Prospectus Supplement dated October 26, 2006. The following defendants played critical rolesin

the fraudulent structuring, offering and sale of the NCAMT 2006-ALT2 Certificates: GSMSC

(depositor); GSMC (sponsor); Goldman Sachs & Co. (underwriter).

304. Paintiffs and/or their assignors purchased the following NCAMT 2006-ALT2

Certificates:
. . Original Tranche Purchase Original Face
Plaintiff Purgchaser Purchased CusIp Date Am%unt .
Blue Blue Heron | AF3 643529AC4 | 10/19/2006 | $5,000,000 | Goldman
HeronIX | IX Sachs & Co.
Blue Blue Heron | AF3 643529AC4 | 10/19/2006 | $12,000,000 | Goldman
HeronV |V Sachs & Co.
Blue Blue Heron | AF3 643529AC4 | 10/19/2006 | $23,000,000 | Goldman
Heron VI | VI Sachs & Co.
Blue Blue Heron | AF3 643529AC4 | 10/19/2006 | $5,000,000 | Goldman
Heron VII Sachs & Co.
VIl
305. Eachof theabove purchaseswas made by BlueHeron X, BlueHeron V, Blue Heron

VI and Blue Heron VII's mutual investment manager, Brightwater, in direct reliance upon the
NCAMT 2006-ALT2 Offering Documents, including draft and/or final NCAMT 2006-ALT2

Prospectus Supplements. Brightwater’ sdiligent investment processes are described in great detail in

8VIIIL.A, infra.
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a. Underwriting Guidelines

306. The NCAMT 2006-ALT2 Offering Documents disclosed that New Century, or
Homel23 Corporation, its affiliate, originated 100% of the mortgage loans (the “New Century
loans’) underlyingthe NCAMT 2006-AL T2 Certificates. S;ceNCAMT 2006-AL T2 Prosp. Supp. at
S-37, S-40. Both entitiesarewholly owned subsidiaries of New Century Financial Corporation. 1d.
at S-40.

307. Withregardtothe New Century loans, the NCAMT 2006-AL T2 Offering Documents
represented that New Century originated the loans in accordance with underwriting guidelines
“primarily intended to assessthe borrower’ sability to repay the mortgage loan, to assessthe value of
the mortgaged property and to eval uate the adequacy of the property as collateral for the mortgage
loan.” Id. at S-41. The NCAMT 2006-AL T2 Offering Documents further represented that “[e]ach
prospective borrower completes an application that includes information with respect to the
applicant’s liabilities, income, credit history, employment history and personal information,” and
that “[qJualified independent appraisers in accordance with pre-established appraisal guidelines
appraise mortgaged propertiesthat areto secure mortgageloans. . . and verify that the property isin
acceptable condition.” 1d. at S-41-S-42. Asfurther detailed infra, these representations were false
and misleading at thetime they were made. Contrary to defendants’ affirmative representations, the
truth was that New Century had completely abandoned its stated underwriting guidelines and was
simply seeking to originate as many loans as possible, without any regard for its borrowers actual
repayment abilities or the true value and adequacy of its mortgaged propertiesto serveascollateral.
See 8VI.A.3, infra.

308. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators failure to comply with guidelines

resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
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borrower obtained aloan for $616,000 in 2006 which was contained withintheNCAMT 2006-AL T2
offering. Theloan wasoriginated through New Century, one of theloan originatorsidentified in the
NCAMT 2006-AL T2 Offering Documents. Thisborrower had incomein 2006 of $2,250 per month,
according to the borrower’s sworn bankruptcy filings. However, the borrower’s monthly debt
paymentswere at least $12,039, far in excess of the borrower’s monthly income. The borrower’s
monthly debt payments were in addition to the borrower’s monthly expenses for things such as
taxes, utilities, groceries, health care, transportation, and the like. Clearly, this borrower could not
afford to repay theloan. Thisisconfirmed by thefact that the borrower declared bankruptcy shortly
after obtaining the loan, in 2007.

b. LTV Ratios

309. TheNCAMT 2006-ALT2 Offering Documents al so made certain misrepresentations
regarding the LTV ratios associated with theloans supportingthe NCAMT 2006-AL T2 Certificates
purchased by plaintiffs and/or their assigning entities.”” Specifically, the NCAMT 2006-ALT2
Offering Documents represented that only avery small percentage of theloans supporting plaintiffs
NCAMT 2006-ALT2 Certificateshad LTV ratios over 80%, and that none of the loans supporting
plaintiffs NCAMT 2006-ALT2 Certificateshad LTV ratios over 100%.

310. PHaintiffs, however, have performed an industry-accepted historical valuation analysis
on the actual loans underlying plaintiffS NCAMT 2006-ALT2 Certificates, which revealsthat the
LTV ratio percentagesstated intheNCAMT 2006-AL T2 Offering Documentswere materially false
at thetimethey weremade. Thefollowing chart summarizestheL TV ratio percentages stated in the
NCAMT 2006-AL T2 Offering Documents and the actual percentagesthat should have been stated

according to plaintiffs’ industry-accepted analysis:

" For the reasons set forth infra, LTV ratios are very important to RMBS investors. See §V1.B,
IX.A, infra.
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Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting VIE | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
AF3 643529AC4 | All 2.42% 49.59% 0.00% 12.57%
c. Owner Occupancy Rates

311. TheNCAMT 2006-AL T2 Offering Documents al so made certain misrepresentations
regarding the OOR percentages associated with the loans supporting the NCAMT 2006-ALT2
Certificates purchased by plaintiffsand/or their assigning entities.” Specifically, theNCAMT 2006-
ALT2 Offering Documents represented that a large percentage of the loans supporting plaintiffs
NCAMT 2006-ALT2 Certificates were issued to borrowers that actualy lived in the properties
serving as collateral for their loans, significantly decreasing the likelihood that those borrowers
would default on their loans.

312. Plaintiffs, however, have performed an in-depth investigation of the actual borrowers,
loans and propertiesunderlying plaintiffs NCAMT 2006-AL T2 Certificates, which revealsthat the
OOR percentages stated in the NCAMT 2006-AL T2 Offering Documents were materially false at
the time they were made. The following chart summarizes the OOR percentages stated in the
NCAMT 2006-AL T2 Offering Documents and the actual percentagesthat should have been stated

according to plaintiffs’ investigation:

Primary Percent
. Residence Actual
Applicable . Overstatement of
Tranche CUuUSIP Supportin Percentage Primary Actual Primar
Purchased PP g Stated in the Residence . y
Loan Group . Residence
Offering Percentage
Percentage
Documents
AF3 643529AC4 | All 89.39% 80.77% 10.67%

" For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
8VI.C, IX.A,infra.

- 129 -

851933 1



d. Credit Ratings

313. The NCAMT 2006-ALT2 Offering Documents also represented that the NCAMT
2006-AL T2 Certificates purchased by plaintiffs had been assigned certain high “investment grade’
credit ratings by S& P and Moody’ s, indicating that the securitieswerevery strong, safeinvestments
with an extremely low probability of default. ™ Specifically, the NCAMT 2006-AL T2 Offering
Documents represented that plaintiffS NCAMT 2006-AL T2 Certificates had each been assigned
AAA/aaaratings—the highest, safest credit ratings available, which arein fact the same as, or even
higher than, the current credit rating of U.S. Treasury debt.®

314. These representations, however, were false and misleading when made. In truth,
plaintiffs NCAMT 2006-ALT2 Certificates should not have received AAA/aaa credit ratings,
because they were not safe, “investment grade” securities with “less than a 1% probability of
incurring defaults.” Rather, as defendants were well aware, plaintiffs NCAMT 2006-ALT2
Certificates were extremely risky, speculative grade “junk” bonds or worse, backed by low credit
quality, extremely risky loans. Indeed, one of the primary reasons that S& P and Moody’s had
assigned such high ratingsto plaintiffs NCAMT 2006-AL T2 Certificates was because defendants
had fed them falsified information regarding the NCAMT 2006-ALT2 Certificates underlying
loans, including, without limitation, false loan underwriting guidelines, false LTV ratios, false
borrower FICO scores, false borrower DTI ratios, and false OOR percentages.

315. The fasity of the credit ratings set forth in the NCAMT 2006-ALT2 Offering

Documents is confirmed by subsequent events. Specifically, more than 20% of the loans

™ For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §8V|1.D,
IX.B, infra.

8  Asexplainedinfra, “[t]raditionally, investments holding AAA ratings have had a lessthan 1%
probability of incurring defaults.” See 8VI.D, infra (citing Levin-Coburn Report at 6).
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supporting plaintiffs NCAMT 2006-AL T2 Certificatesarecurrentlyin default becausethey were
made to borrowers who either could not afford them or never intended to repay them. Moreover,
each of plaintiffs’ “investment grade” NCAMT 2006-AL T2 Certificatesisnow rated at “junk” status
or below. Clearly, plaintiffSs NCAMT 2006-ALT2 Certificates were not the highly rated,
“investment grade” securities defendants represented them to be. The evidence supporting the
falsity of the NCAMT 2006-AL T2 Certificates' credit ratingsisset forth in further detail in 8V1.D,

infra, and summarized by the following chart:

Applicable Current

Tranche Supporting Percentage of
CUuSIP Outstanding Moody’s Ratings S&P’s Ratings

Purchased Loan

Gro Loan Balance

up in Default
Initial | Current Initial Current

AF3 643529AC4 | All 20.11% Aaa | Caa3 AAA | D

20. The NCHET 2006-S1 Certificates

316. The New Century Home Equity Loan Trust 2006-S1, Asset-Backed Notes, Series
2006-S1 (“NCHET 2006-S1 Certificates’) were issued pursuant to a Prospectus Supplement dated
February 17, 2006. Goldman Sachs & Co., asthe primary underwriter, played acritical roleinthe
fraudulent structuring, offering and sale of the NCHET 2006-S1 Certificates.

317. Paintiffs and/or their assignors purchased the following NCHET 2006-S1

Certificates:
. . Original Tranche Purchase Original Face

Plaintiff Pur%haser Purchased CUSIP Date Am%unt Seller

Blue Blue A2b 64352V QN4 | 2/24/2006 | $16,560,500 | Goldman Sachs
Heron VI | Heron VI & Co.

Blue Blue A2b 64352V QN4 | 2/24/2006 | $16,560,500 | Goldman Sachs
Heron Heron VI & Co.
VI

318. Each of the above purchases was made by Blue Heron VI and Blue Heron VII's

investment manager, Brightwater, in direct reliance upon the NCHET 2006-S1 Offering Documents,
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including draft and/or final NCHET 2006-S1 Prospectus Supplements. Brightwater’s diligent
investment processes are described in great detail in 8VIII.A, infra.

a. Underwriting Guidelines

319. The NCHET 2006-S1 Offering Documents disclosed that New Century originated
100% of the mortgage loans underlying the NCHET 2006-S1 Certificates. See NCHET 2006-S1
Prosp. Supp. at S-30.

320. With regard to the New Century loans, the NCHET 2006-S1 Offering Documents
represented that New Century originated the loans in accordance with underwriting guidelines
“primarily intended to assessthe borrower’ s ability to repay the related mortgage loan, to assessthe
value of the mortgaged property and to evaluate the adequacy of the property as collateral for the
mortgage loan.” Id. at S-31. The NCHET 2006-S1 Offering Documents further represented that
“[e]lach [loan] applicant completes an application that includes information with respect to the
applicant’s liabilities, income, credit history, employment history and personal information,” and
that “ properties that are to secure mortgage loans generally are appraised by qualified independent
appraisers . . . [who] inspect and appraise the subject property and verify that the property isin
acceptable condition.” 1d. at S-31-S-32. Asfurther detailed infra, these representations were false
and misleading at thetime they were made. Contrary to defendants’ affirmative representations, the
truth was that New Century had completely abandoned its stated underwriting guidelines and was
simply seeking to originate as many loans as possible, without any regard for its borrowers actual
repayment abilities or the true value and adequacy of its mortgaged propertiesto serveascollateral.
See 8VI.A.3, infra.

321. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originator’ s failure to comply with guidelines

resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
-132-
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borrower obtained a second-lienloan for $98,504 in 2005, which was contained withinthe NCHET
2006-S1 offering. The loan was originated through New Century, the loan originator identified in
the NCHET 2006-S1 Offering Documents. This borrower had income in 2005 of only $598 per
month, according to the borrower’ s sworn bankruptcy filings. However, the borrower’s monthly
debt payments were at least $5,281, far in excess of the borrower’s monthly income. The
borrower’ s monthly debt paymentswere in addition to the borrower’ s monthly expensesfor things
such as taxes, utilities, groceries, health care, transportation, and the like. Clearly, this borrower
could not afford to repay the loan. This is confirmed by the fact that the borrower declared
bankruptcy after obtaining the loan at issue, in 2007.

b. Credit Ratings

322. TheNCHET 2006-S1 Offering Documentsal so represented that the NCHET 2006-S1
Certificates purchased by plaintiffs had been assigned certain high “investment grade” credit ratings
by S&P and Moody’s, indicating that the securities were very strong, safe investments with an
extremely low probability of default. 8 Specifically, the NCHET 2006-S1 Offering Documents
represented that plaintiffsS NCHET 2006-S1 Certificates had each been assigned AAA/aaaratings—
the highest, safest credit ratings available, which are in fact the same as, or even higher than, the
current credit rating of U.S. Treasury debt.®

323. These representations, however, were false and misleading when made. In truth,
plaintiffs NCHET 2006-S1 Certificates should not have received AAA/aaacredit ratings, because

they were not safe, “investment grade” securities with “less than a 1% probability of incurring

8 For thereasons set forthinfra, credit ratings are very important to RMBSinvestors. See §8V|1.D,
IX.B, infra.

8  Asexplained infra, “[t]raditionally, investments holding AAA ratings have had a lessthan 1%
probability of incurring defaults.” See 8VI.D, infra (citing Levin-Coburn Report at 6).
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defaults.” Rather, as defendants were well aware, plaintiffs NCHET 2006-S1 Certificates were
extremely risky, speculative grade “junk” bonds or worse, backed by low credit quality, extremely
risky loans. Indeed, one of the primary reasons that S& P and Moody’s had assigned such high
ratings to plaintiffs NCHET 2006-S1 Certificates was because defendants had fed them falsified
information regarding the NCHET 2006-S1 Certificates underlying loans, including, without
limitation, false loan underwriting guidelines, false borrower FICO scores and false borrower DTI
ratios.

324. Thefalsity of thecredit ratingsset forthinthe NCHET 2006-S1 Offering Documents
is confirmed by subsequent events. Specifically, 10% of the loans supporting plaintiffs NCHET
2006-S1 Certificatesarecurrently in default because they were made to borrowerswho either could
not afford them or never intended to repay them. Moreover, each of plaintiffs “investment grade’
NCHET 2006-S1 Certificates is now rated at “junk” status or below. Clearly, plaintiffs NCHET
2006-S1 Certificateswere not the highly rated, “investment grade” securities defendants represented
themtobe. Theevidencesupporting thefalsity of the NCHET 2006-S1 Certificates credit ratingsis

set forth in further detail in 8V1.D, infra, and summarized by the following chart:

Current

Tranche Applicable Percentage of
CUSIP Supporting Outstanding Moody’s Ratings S&P’s Ratings
Purchased
Loan Group | Loan Balance
in Default
Initial | Current Initial | Current

A2b 64352VQN4 | All 10.03% Aaa |C AAA |D

21. The GSR 2006-8F Certificates

325. TheGSR Mortgage L oan Trust 2006-8F, Mortgage Pass- Through Certificates, Series
2006-8F (“GSR 2006-8F Certificates’) were issued pursuant to a Prospectus Supplement dated

August 24, 2006. The following defendants played critica roles in the fraudulent structuring,
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offering and sale of the GSR 2006-8F Certificates: GSM SC (depositor); GSM C (sponsor); Goldman
Sachs & Co. (underwriter).

326. Paintiffsand/or their assignors purchased the following GSR 2006-8F Certificate:

o Original Tranche Purchase Original Face
Plaintiff Purchaser | Purchased CUSIP Date Amount Seller
KlerosV | WestLB | 3A10 362611BC8 | 12/19/2006 | $7,130,000.00 | Robert W.
Baird & Co.

327. Theabove purchase was made by WestL B’ sinvestment manager, Strategos, indirect
reliance upon the GSR 2006-8F Offering Documents, including draft and/or final GSR 2006-8F
Prospectus Supplements. Strategos' s diligent investment processes are described in great detail in
8VII1.B, infra.

a. Underwriting Guidelines

328. TheGSR 2006-8F Offering Documents disclosed that: approximately 28.38% of the
GSR 2006-8F Certificates underlying loans were acquired by the sponsor, GSMC, from loan
originator Countrywide; approximately 26.63% of the GSR 2006-8F Certificates underlying loans
were acquired by the sponsor, GSMC, from National City; approximately 27.48% of the GSR 2006-
8F Certificates underlying loans were acquired by the sponsor, GSMC, from Washington Mutual
Bank (“WaMu”); approximately 8.90% of the GSR 2006-8F Certificates underlying loans were
acquired by the sponsor, GSM C, through the GS Conduit Program; and approximately 8.62% of the
GSR 2006-8F Certificates’ underlying loanswere acquired by the sponsor, GSMC, from PHH. See
GSR 2006-8F Prosp. Supp. at S-B-9, S-42.

329. With regard to the Countrywide loans, the GSR 2006-8F Offering Documents
represented that Countrywide’ s* underwriting standards are applied by or on behalf of Countrywide
Home Loans to evaluate the prospective borrower’ s credit standing and repayment ability and the

value and adequacy of the mortgaged property as collateral.” Seeid. at S-48. The GSR 2006-8F
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Offering Documents further represented that “a prospective borrower must generally demonstrate
that the ratio of the borrower’ s monthly housing expenses (including principa and interest on the
proposed mortgage loan and, as applicable, the related monthly portion of property taxes, hazard
insurance and mortgage insurance) to the borrower’s monthly gross income and the ratio of total
monthly debt to the monthly gross income (the ‘debt-to-income’ ratios) are within acceptable
limits.” Id. Asfurther detailed infra, these representations were false and misleading at the time
they weremade. Contrary to defendants’ affirmative representations, the truth wasthat Countrywide
had compl etely abandoned its stated underwriting guidelines and was simply seeking to originate as
many loans as possible, without any regard for its borrowers’ actual repayment abilities or the true
value and adequacy of its mortgaged properties to serve as collateral. See 8VI.A 4, infra.

330. Withregardtothe GS Conduit Program loans, the GSR 2006-8F Offering Documents
represented that “the originating lender makes a determination about whether the borrower’s
monthly income (if required to be stated) will be sufficient to enable the borrower to meet its
monthly obligations on the mortgage loan and other expenses related to the property, including
property taxes, utility costs, standard hazard insurance and other fixed and revolving obligations
other than housing expenses,” and that “scheduled payments on a mortgage loan during the first
twelve months of its term plus taxes and insurance and all scheduled payments on obligations that
extend beyond ten months may equal no more than a specified percentage of the prospective
borrower’s gross income,” which “is determined on the basis of various underwriting criteria,
including the LTV ratio of the mortgage loan and, in certain instances, the amount of liquid assets,
available to the borrower after origination. “ See GSR 2006-8F Prosp. Supp. a S-44. The GSR
2006-8F Offering Documentsfurther represented that “[a]n appraisal isgenerally conducted on each
mortgaged property by the originating lender . . . in accordance with established appraisal procedure
guidelines acceptabl eto the originator in order to determine the adequacy of the mortgaged property
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assecurity for repayment of the related mortgageloan.” Id. at S-46. Asfurther detailed infra, these
representations were false and misleading at the time they were made. Contrary to defendants
affirmative representations, the truth was that the loans acquired through the GS Conduit Program
were originated by lendersthat had completely abandoned their stated underwriting guidelines and
were simply seeking to originate as many loans as possible, without any regard for their borrowers
actual repayment abilities or the true value and adequacy of their mortgaged properties to serve as
collateral. See 88VI.A.2, VII, infra.

331. With regard to the National City loans, the GSR 2006-8F Offering Documents
represented that “[t]he originator’ s underwriting standards are applied to evaluate the prospective
borrower’s credit standing and repayment ability and the value and adequacy of the mortgaged
property as collateral.” See GSR 2006-8F Prospectus Supplement at S-52. The GSR 2006-8F
Offering Documents further represented that “[i]n determining whether a prospective borrower has
sufficient monthly income available (i) to meet the borrower’ smonthly obligation on their proposed
mortgage loan and (ii) to meet the monthly housing expenses and other financial obligation on the
proposed mortgage loan, the originator generally considers, when required by the applicable
documentation program, the ratio of such amounts to the proposed borrower’s acceptable stable
monthly grossincome.” 1d. at S-53. Asfurther detailed infra, these representationswere false and
misleading at the time they were made. Contrary to defendants’ affirmative representations, the
truth was that National City had completely abandoned its stated underwriting guidelines and was
simply seeking to originate as many loans as possible, without any regard for its borrowers’ actua
repayment abilities or the true value and adequacy of its mortgaged propertiesto serveascollateral.
See 8VI.A7, infra.

332.  With regard to the PHH loans, the GSR 2006-8F Offering Documents represented
that “[t]he application of the underwriting standards represent abalancing of severa factorsthat may
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affect the ultimate recovery of the loan amount, including but not limited to, the applicant’ s credit
standing and ability to repay the loan, aswell asthe value and adequacy of the mortgaged property
ascollateral.” See GSR 2006-8F Prospectus Supplement at S-56-S-57. The GSR 2006-8F Offering
Documents also represented that “ PHH Mortgage’ s underwriting guidelines are applied to evaluate
an applicant’ s credit standing, financial condition, and repayment ability, as well as the value and
adequacy of the mortgaged property as collateral for any loan made,” and that “[i]n evaluating the
applicant’s ability and willingness to repay the proposed loan, PHH Mortgage reviews the
applicant’s credit history and outstanding debts, as reported on the credit report.” 1d. at S-57.
According to the GSR 2006-8F Offering Documents, “ PHH Mortgage al so eval uatesthe applicant’s
incometo determineits stability, probability of continuation, and adequacy to service the proposed
PHH Mortgage debt payment.” 1d. The GSR 2006-8F Offering Documentsfurther represented that
“[i]n determining the adequacy of the property as collateral for afirst lien mortgage loan, a Fannie
Mae/Freddie Mac conforming appraisal of the property is performed by an independent appraiser
selected by PHH Mortgage, except as noted in this prospectus supplement.” 1d. Asfurther detailed
infra, these representations were false and misleading at the time they were made. Contrary to
defendants’ affirmative representations, the truth wasthat the PHH loanswere originated by lenders
that had completely abandoned their stated underwriting guidelines and were simply seeking to
originate as many loans as possible, without any regard for their borrowers actual repayment
abilities or the true value and adequacy of their mortgaged properties to serve as collateral. See
8VI.A.11, infra.

333.  Withregardtothe WaMu loans, the GSR 2006-8F Offering Documents represented
that “WAMU'’s underwriting guidelines generally are intended to evaluate the prospective
borrower’s credit standing and repayment ability and the value and adequacy of the mortgaged
property as collateral.” See GSR 2006-8F Prosp. Supp. at S-63. The GSR 2006-8F Offering
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Documents also represented that “[i]n evaluating a prospective borrower’s ability to repay a
mortgage loan, the loan underwriter considers the ratio of the borrower’ s mortgage payments, real
property taxes and other monthly housing expenses to the borrower’ s gross income (referred to as
the‘housing-toincomeratio’ or ‘front endratio’), and theratio of the borrower’ stotal monthly debt
(including non-housi ng expenses) to the borrower’ sgrossincome (referred to asthe * debt-to-income
ratio’ or ‘back end ratio’).” Id. The GSR 2006-8F Offering Documents further represented that
“[t]he adequacy of the mortgaged property ascollateral generally isdetermined by an appraisal made
in accordancewith pre-established appraisal guidelines.” Id. at S-64. Asfurther detailedinfra, these
representations were false and misleading at the time they were made. Contrary to defendants
affirmative representations, the truth was that WaMu had completely abandoned its stated
underwriting guidelines and was simply seeking to originate asmany loans as possible, without any
regard for itsborrowers’ actual repayment abilities or the true value and adequacy of its mortgaged
propertiesto serve as collateral. See 8VI.A.10, infra.

334. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originators’ failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, two
borrowers obtained a loan for $664,000 in 2006 which was contained within the GSR 2006-8F
offering. Theloan wasoriginated through Countrywide, one of theloan originatorsidentified inthe
GSR 2006-8F Offering Documents. These borrowers had income in 2006 of $4,799 per month,
according to the borrowers sworn bankruptcy filings. However, the borrowers monthly debt
payments were at least $5,213, far in excess of the borrowers' monthly income. The borrowers’
monthly debt payments were in addition to the borrowers monthly expenses for things such as
taxes, utilities, groceries, health care, transportation, and thelike. Clearly, these borrowers could not
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afford to repay theloan. Thisisconfirmed by the fact that the borrowers declared bankruptcy after
obtaining the loan at issue, in 2008.

b. LTV Ratios

335. The GSR 2006-8F Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the GSR 2006-8F Certificate
purchased by plaintiffs and/or their assigning entities.®® Specifically, the GSR 2006-8F Offering
Documents represented that only avery small percentage of the loans supporting plaintiffs GSR
2006-8F Certificatehad LTV ratiosover 80%, and that none of theloans supporting plaintiffs GSR
2006-8F Certificate had LTV ratios over 100%.

336. Plaintiffs, however, have performed anindustry-accepted historical valuation analysis
ontheactual loansunderlying plaintiffs' GSR 2006-8F Certificate, which revealsthat the LTV ratio
percentages stated in the GSR 2006-8F Offering Documents were materially false at the time they
weremade. Thefollowing chart summarizesthe LTV ratio percentages stated in the GSR 2006-8F

Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting 'VINg | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
3A10 362611BC8 | All 2.96% 29.77% 0.00% 10.85%
c. Owner Occupancy Rates
337. The GSR 2006-8F Offering Documents also made certain misrepresentations

regarding the OOR percentages associated with the loans supporting the GSR 2006-8F Certificate

8 For thereasons set forthinfra, LTV ratios are very important to RMBS investors. See §§V1.B,
IX.A, infra.
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purchased by plaintiffs and/or their assigning entities®* Specifically, the GSR 2006-8F Offering
Documents represented that a large percentage of the loans supporting plaintiffs GSR 2006-8F
Certificate wereissued to borrowersthat actually lived in the properties serving as collateral for their
loans, significantly decreasing the likelihood that those borrowers would default on their loans.
338. Plaintiffs, however, have performed an in-depth investigation of the actual borrowers,
loans and properties underlying plaintiffs GSR 2006-8F Certificate, which reveals that the OOR
percentages stated in the GSR 2006-8F Offering Documents were materially false at the time they
were made. The following chart summarizes the OOR percentages stated in the GSR 2006-8F

Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:
Prn'nary Percent
. Residence Actual
Applicable . Overstatement of
Tranche CUuSIP Supportin Percentage Primary Actual Primar
Purchased PP 8 Stated in the Residence . y
Loan Group . Residence
Offering Percentage
Percentage
Documents
A4A 362611BC8 | All 92.65% 82.46% 12.36%

d. Credit Ratings

339. The GSR 2006-8F Offering Documents also represented that the GSR 2006-8F
Certificate purchased by plaintiffs had been assigned a high “investment grade” credit rating by
Moody’ sand Fitch, indicating that the security wasavery strong, safe investment with an extremely
low probability of default.® Specifically, the GSR 2006-8F Offering Documents represented that

plaintiffs GSR 2006-8F Certificate had been assigned an Aaa/AAA rating —the highest, safest credit

8 For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.

% For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §§V|1.D,
IX.B, infra.
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rating available, which isin fact the same as, or even higher than, the current credit rating of U.S.
Treasury debt.®

340. These representations, however, were false and misleading when made. In truth,
plaintiffs’ GSR 2006-8F Certificate should not havereceived an Aaa/AAA credit rating, because it
was not asafe, “investment grade” security with “lessthan a 1% probability of incurring defaults.”
Rather, asdefendantswerewell aware, plaintiffs GSR 2006-8F Certificate wasan extremely risky,
speculative grade “junk” bond, backed by low credit quality, extremely risky loans. Indeed, one of
the primary reasonsthat Moody’ sand Fitch had assigned such ahighrating to plaintiffs GSR 2006-
8F Certificate was because defendants had fed them falsified information regarding the GSR 2006-
8F Certificate’ sunderlying loans, including, without limitation, fal se loan underwriting guidelines,
falseLTV ratios, false borrower FICO scores, fal se borrower DT ratios, and false OOR percentages.

341. Thefalsity of the credit ratings set forth in the GSR 2006-8F Offering Documentsis
confirmed by subsequent events. Specifically, morethan 19% of the loans supporting plaintiffs
GSR 2006-8F Certificateare currently in default because they were made to borrowerswho either
could not afford them or never intended to repay them. Moreover, plaintiffs’ “investment grade’
GSR 2006-8F Certificateisnow rated at “junk” status or below. Clearly, plaintiffs GSR 2006-8F
Certificatewasnot the highly rated, “investment grade” security defendantsrepresentedittobe. The
evidence supporting the falsity of the GSR 2006-8F Certificate’' s credit rating is set forth in further

detail in 8V1.D, infra, and summarized by the following chart:

Applicable Current
Tranche Supporting Percentage of
CUuSIP Outstanding Moody’s Ratings Fitch’s Ratings
Purchased Loan .
Grou Loan Balance in
P Default
Initial | Current Initial | Current

8 Asexplainedinfra, “[t]raditionally, investments holding AAA ratings have had alessthan 1%
probability of incurring defaults.” See 8VI.D, infra (citing Levin-Coburn Report at 6).
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Applicable Current

Tranche Supporting Percentage of
CUSIP Outstanding Moody’s Ratings Fitch’s Ratings

Purchased Loan .

Gro Loan Balance in

up Default
Initial | Current Initial | Current

A4A 362611BC8 | All 19.82% Aaa Caal AAA | C

22. The LBMLT 2006-WL1 Certificates

342. The Long Beach Mortgage Loan Trust 2006-WL1, Mortgage Pass-Through
Certificates, Series 2006-WL1 (“LBMLT 2006-WL1 Certificates’) were issued pursuant to a
Prospectus Supplement dated January 25, 2006. Defendant Goldman Sachs & Co., asunderwriter,
played a critical role in the fraudulent structuring, offering and sale of the LBMLT 2006-WL1
Certificates.

343. Paintiffs and/or their assignors purchased the following LBMLT 2006-WL1

Certificate:
o Original Tranche Purchase Original Face
Plaintiff Purchaser Purchased CUSIP Date Amount Seller
Phoenix | Greyhawk M1 542514QW7 | 1/10/2006 | $15,000,000 | Goldman
Sachs & Co.

344. The above purchase was made by the original purchasers’ investment manager,
Brightwater, in direct reliance upon the LBMLT 2006-WL 1 Offering Documents, including draft
and/or final LBMLT 2006-WL1 Prospectus Supplements. Brightwater’s diligent investment
processes are described in great detail in 8VIIILA, infra.

a. Underwriting Guidelines

345. TheLBMLT 2006-WL1 Offering Documents disclosed that 100% of the LBMLT
2006-WL1 Certificates underlying loans were acquired from loan originator Long Beach. See
LBMLT 2006-WL1 Prosp. Supp. at S-1.

346. The LBMLT 2006-WL1 Offering Documents represented that Long Beach's
“underwriting guidelines are primarily intended to evaluate the applicant’s credit standing and
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repayment ability and the value and adequacy of the mortgaged property as collateral for the
mortgage loan.” 1d. at S-11; seealsoid. at S-34. The LBMLT 2006-WL1 Offering Documents
further represented that Long Beach’s “ considerations in underwriting a mortgage loan include a
mortgagor’s credit history, repayment ability and debt service-to-income ratio and the value and
adequacy of the mortgaged property as collateral, as well as the type and use of the mortgaged
property.” Id.at S-11; seealsoid. at S-34. Asfurther detailed infra, these representationswerefalse
and misleading at thetime they were made. Contrary to defendants’ affirmative representations, the
truth was that Long Beach had completely abandoned its stated underwriting guidelines and was
simply seeking to originate as many loans as possible, without any regard for its borrowers actua
repayment abilities or the true value and adequacy of its mortgaged propertiesto serveascollateral.
See 8VI.A.10, infra.

347. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originator’ s failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower obtained aloan for $560,000 in 2005 which was contained withinthe LBMLT 2006-WL 1
offering. Theloan wasoriginated through Long Beach, theloan originator identifiedintheLBMLT
2006-WL 1 Offering Documents. Thisborrower had incomein 2005 of $3,750 per month, according
to the borrower’ s sworn bankruptcy filings. However, the borrower’ smonthly debt paymentswere
at least $11,268, far in excess of the borrower’s monthly income. The borrower’s monthly debt
payments were in addition to the borrower’s monthly expenses for things such as taxes, utilities,
groceries, health care, transportation, and the like. Clearly, thisborrower could not afford to repay
the loan. Thisis confirmed by the fact that the borrower declared bankruptcy after obtaining the
loan, in 2007.
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b. LTV Ratios

348. TheLBMLT 2006-WL 1 Offering Documents al so made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the LBMLT 2006-WL1 Certificate
purchased by plaintiffs and/or their assigning entities.®” Specifically, the LBMLT 2006-WL1
Offering Documents represented that only a small percentage of the loans supporting plaintiffs
LBMLT 2006-WL1 Certificate had LTV ratios over 80%, and that none of the loans supporting
plaintiffs LBMLT 2006-WL1 Certificate had LTV ratios over 100%.

349. Plaintiffs, however, have performed anindustry-accepted historical valuation analysis
ontheactual loansunderlying plaintiffs LBMLT 2006-WL 1 Certificate, whichrevealsthat the LTV
ratio percentages stated inthe LBMLT 2006-WL 1 Offering Documentswere materially false at the
time they were made. The following chart summarizes the LTV ratio percentages stated in the
LBMLT 2006-WL 1 Offering Documents, and the actual percentages that should have been stated

according to plaintiffs’ industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting 'VI"E | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
M1 542514QW7 | All 24.30% 47.92% 0.00% 12.80%
c. Owner Occupancy Rates

350. TheLBMLT 2006-WL1 Offering Documents al so made certain misrepresentations
regarding the OOR percentages associated with the loans supporting the LBMLT 2006-WL 1

Certificate purchased by plaintiffsand/or their assigning entities.®® Specifically, theLBMLT 2006-

8" For thereasons set forthinfra, LTV ratios are very important to RMBS investors. See §§V1.B,
IX.A,infra.

8 For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.
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WL1 Offering Documents represented that a large percentage of the loans supporting plaintiffs
LBMLT 2006-WL 1 Certificate wereissued to borrowersthat actualy lived in the properties serving
as collateral for their loans, significantly decreasing the likelihood that those borrowers would
default on their loans.

351. Plaintiffs, however, have performed an in-depth investigation of the actual borrowers,
loans and properties underlying plaintiffs LBMLT 2006-WL 1 Certificate, which reveals that the
OOR percentagesstated inthe LBMLT 2006-WL 1 Offering Documentswere materially falseat the
timethey weremade. The following chart summarizesthe OOR percentages stated inthe LBMLT
2006-WL 1 Offering Documents, and the actual percentagesthat should have been stated according

to plaintiffs' investigation:

Primary Percent
Applicable | Residence Actual
. . Overstatement of
Tranche CUSIP Supporting | Percentage Primary Actual Primar
Purchased Loan Stated in the Residence " ! y
X Residence
Group Offering Percentage
Percentage
Documents
M1 542514QW7 | All 91.65% 81.41% 12.57%

d. Credit Ratings

352. TheLBMLT 2006-WL 1 Offering Documentsal so represented that theLBMLT 2006-
WL1 Certificate purchased by plaintiffs had been assigned a high “investment grade” credit rating
by S&P and Moody’s, indicating that the security was a very strong, safe investment with an
extremely low probability of default.®® Specifically, the LBMLT 2006-WL 1 Offering Documents
represented that plaintiffs LBMLT 2006-WL 1 Certificate had been assigned an AA+/Aal rating —

signifying an extremely safe and stable security.

8 For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §§V|1.D,
IX.B, infra.
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353. These representations, however, were false and misleading when made. In truth,
plaintiffS LBMLT 2006-WL1 Certificate should not have received an AA+/Aal credit rating,
because it was not a safe, “investment grade” security. Rather, as defendants were well aware,
plaintiffs LBMLT 2006-WL 1 Certificate was an extremely risky, speculative grade “junk” bond,
backed by low credit quality, extremely risky loans. Indeed, one of the primary reasons that S& P
and Moody’s had assigned such a high rating to plaintiffs LBMLT 2006-WL1 Certificate was
because defendants had fed them falsified information regarding the LBMLT 2006-WL1
Certificate’ sunderlying loans, including, without limitation, fal seloan underwriting guidelines, false
LTV ratios, false borrower FICO scores, false borrower DTI ratios, and false OOR percentages.

354. The falsty of the credit ratings set forth in the LBMLT 2006-WL1 Offering
Documents is confirmed by subsequent events. Specifically, nearly 40% of the loans supporting
plaintiffSs LBMLT 2006-WL1 Certificate are currently in default because they were made to
borrowers who either could not afford them or never intended to repay them. Moreover, plaintiffs
“investment grade” LBMLT 2006-WL 1 Certificateisnow rated at “junk” status. Clearly, plaintiffs
LBMLT 2006-WL1 Certificate was not the highly rated, “investment grade” security defendants
represented it to be. The evidence supporting the falsity of the LBMLT 2006-WL1 Certificate's

credit rating is set forth in further detail in 8V1.D, infra, and summarized by the following chart:

Applicable Current
Tranche Supporting Percentage of
CUSIP Outstanding Moody’s Ratings S&P’s Ratings
Purchased Loan .
Grou Loan Balance in
P Default
Initial | Current Initial | Current
M1 542514QW7 | All 38.13% Aal C AA+ | CCC

23. The ACCR 2005-4 Certificates

355. The Accredited Mortgage Loan Trust 2005-4, Asset-Backed Notes, Series 2005-4

(“ACCR 2005-4 Certificates’) were issued pursuant to a Prospectus Supplement dated November

- 147 -
851933 1



18, 2005. Goldman Sachs & Co., asthe primary underwriter, played acritical rolein the fraudulent
structuring, offering and sale of the ACCR 2005-4 Certificates.

356. Plaintiffsand/or their assignors purchased thefollowing ACCR 2005-4 Certificates:

o Original Tranche Purchase Original Face
Plaintiff Purchaser Purchased Cusip Date Amount .
Blue Blue M1 004375EK 3 | 11/10/2005 | $10,000,000 | Goldman Sachs
Heron Heron VI & Co.
\4
Blue Blue M1 004375EK 3 | 11/10/2005 | $10,000,000 | Goldman Sachs
Heron Heron VII & Co.
Vil

357. Each of the above purchases was made by Blue Heron VI and Blue Heron VII's
investment manager, Brightwater, in direct reliance upon the ACCR 2005-4 Offering Documents,
including draft and/or final ACCR 2005-4 Prospectus Supplements. Brightwater’'s diligent
investment processes are described in great detail in 8VIII.A, infra.

a. Underwriting Guidelines

358. The ACCR 2005-4 Offering Documents disclosed that all of the ACCR 2005-4
Certificates underlying loans were “originated or purchased by the sponsor,” Accredited Home
Lenders, Inc. (“Accredited”). See ACCR 2005-4 Prosp. Supp. at S-26.

359. With regard to the Accredited loans, the ACCR 2005-4 Offering Documents
represented that “ Accredited’ s underwriting process is intended to assess aloan applicant’s credit
standing and repayment ability and the value and adequacy of thereal property security ascollatera
for the proposed loan.” Id. at S-83. The ACCR 2005-4 Offering Documents also represented that
“Accredited’ s underwriting guidelines require verification or evaluation of the income of each
applicant. . .. Accredited reviews the loan applicant’ s source of income, cal cul ates the amount of
income from sourcesindicated on the loan application or similar documentation, and cal cul ates debt

service-to-income ratios to determine the applicant’s ability to repay the loan,” and that “[a] full
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appraisal of the property proposed to be pledged as collateral is required in connection with the
origination of each first priority loan and each second priority loan greater than $50,000.” 1d. at S
83. The ACCR 2005-4 Offering Documents further represented that “each [subprime mortgage
loan] program relies upon Accredited sanalysis of each borrower’ sability to repay, therisk that the
borrower will not repay the loan, the fees and rates Accredited charges, the value of the collateral,
the benefit Accredited believesit is providing to the borrower, and the loan amountsrelative to the
risk Accredited believesitistaking.” Id. at S-85. Finally, the ACCR 2005-4 Offering Documents
stated that Accredited’s “maximum debt-to-income ratios range from 50% to 55% for Full
Documentation programs, and maximum 45% for Lite Documentation and Stated Income
Programs.” Id. at S-86. Asfurther detailed infra, these representationswere false and misleading at
the time they were made. Contrary to defendants' affirmative representations, the truth was that
Accredited had completely abandoned its stated underwriting guidelines and was simply seeking to
originate asmany loansas possible, without any regard for itsborrowers' actual repayment abilities
or thetrue value and adequacy of itsmortgaged propertiesto serveascollateral. See8VI.A.9, infra.

360. The following example, based upon public bankruptcy filings and other sources,
provides further specificity with respect to how the originator’ s failure to comply with guidelines
resulted in loans being issued to borrowers who could not afford to repay them. Specifically, one
borrower within the ACCR 2005-4 offering obtained aloan for $369,000 in 2005. The loan was
originated through Accredited, one of the loan originatorsidentified in the ACCR 2005-4 Offering
Documents. The borrower had income in 2005 of $2,989 per month, according to the borrower’s
sworn bankruptcy filings. However, the borrower’ smonthly debt paymentswere at | east $3,689, far
in excess of the borrower’s monthly income. The borrower’s monthly debt payments were in
addition to the borrower’ smonthly expensesfor things such astaxes, utilities, groceries, health care,
transportation and the like. Clearly, a cursory check of this borrower’s financia situation would
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have revealed that she could not afford to repay her loan. Thisis confirmed by the fact that the
borrower declared bankruptcy shortly after obtaining the loan at issue, in 2006.

b. LTV Ratios

361. The ACCR 2005-4 Offering Documents also made certain misrepresentations
regarding the LTV ratios associated with the loans supporting the ACCR 2005-4 Certificates
purchased by plaintiffs and/or their assigning entities.*® Specifically, the ACCR 2005-4 Offering
Documents represented that only avery small percentage of the loans supporting plaintiffs ACCR
2005-4 Certificates had LTV ratios over 80%, and that none of the loans supporting plaintiffs
ACCR 2005-4 Certificates had LTV ratios over 100%.

362. Plaintiffs, however, have performed anindustry-accepted historical valuation analysis
on the actual loans underlying plaintiffs ACCR 2005-4 Certificates, which reveals that the LTV
ratio percentages stated in the ACCR 2005-4 Offering Documents were materially false at thetime
they were made. The following chart summarizesthe LTV ratio percentages stated in the ACCR
2005-4 Offering Documents, and the actual percentages that should have been stated according to

plaintiffs industry-accepted analysis:

Actual Stated Actual
Stated
. Percentage Percentage Percentage
Applicable Percentage of
Tranche CUSIP Supportin Loans Havin of Loans of Loans of Loans
Purchased pporting 'VINg | Having LTV | Having LTV | Having LTV
Loan Group LTV Ratios . . .
Over 80% Ratios Over | Ratios Over | Ratios Over
80% 100% 100%
M1 004375EK3 | All 21.40% 49.90% 0.00% 14.31%
c. Owner Occupancy Rates
363. The ACCR 2005-4 Offering Documents also made certain misrepresentations

regarding the OOR percentages associated with the loans supporting the ACCR 2005-4 Certificates

% For the reasons set forth infra, LTV ratios are very important to RMBS investors, See §§VI1.B,
IX.A, infra.
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purchased by plaintiffs and/or their assigning entities.®* Specifically, the ACCR 2005-4 Offering
Documents represented that a large percentage of the loans supporting plaintiffs ACCR 2005-4
Certificates were issued to borrowers that actually lived in the properties serving as collateral for
their loans, significantly decreasing thelikelihood that those borrowerswould default on their [oans.

364. Plaintiffs, however, have performed an in-depth investigation of the actual borrowers,
loans and properties underlying plaintiffs ACCR 2005-4 Certificates, which reveals that the OOR
percentages stated in the ACCR 2005-4 Offering Documents were materially false at thetime they
were made. The following chart summarizes the OOR percentages stated in the ACCR 2005-4

Offering Documents, and the actual percentagesthat should have been stated according to plaintiffs

investigation:
Primary
Applicable Residence Actual Percent

Tranche CUSIP Supporting Percentage Primary Overstatement of

Purchased Loan Group Stated in the Residence Actual Primary
Offering Percentage | Residence Percentage
Documents

M1 004375EK3 | All 96.12% 85.24% 12.77%

d. Credit Ratings

365. The ACCR 2005-4 Offering Documents also represented that the ACCR 2005-4
Certificates purchased by plaintiffs had been assigned certain high “investment grade” credit ratings
by S&P and Moody’s, indicating that the securities were very strong, safe investments with an
extremely low probability of default.”? Specificaly, the ACCR 2005-4 Offering Documents

represented that plaintiffs ACCR 2005-4 Certificates had each been assigned Aal/AA+ ratings.

%1 For the reasons set forth infra, OOR percentages are very important to RMBS investors. See
88VI.C, IX.A, infra.

%2 For thereasons set forth infra, credit ratings are very important to RMBSinvestors. See §§V|1.D,
IX.B, infra.
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366. These representations, however, were false and misleading when made. In truth,
plaintiffs ACCR 2005-4 Certificatesshould not havereceived Aal/AA+ credit ratings, becausethey
were not safe, “investment grade” securities. Rather, as defendants were well aware, plaintiffs
ACCR 2005-4 Certificates were extremely risky, speculative grade “junk” bonds, backed by low
credit quality, extremely risky loans. Indeed, one of the primary reasonsthat S& P and Moody’ shad
assigned such high ratingsto plaintiffs ACCR 2005-4 Certificates was because defendants had fed
them falsified information regarding the ACCR 2005-4 Certificates' underlying loans, including,
without limitation, fal seloan underwriting guidelines, false LTV ratios, falseborrower FICO scores,
false borrower DTI ratios, and false OOR percentages.

367. Thefalsity of thecredit ratings set forth in the ACCR 2005-4 Offering Documentsis
confirmed by subsequent events. Specifically, more than 30% of the loans supporting plaintiffs
ACCR 2005-4 Certificatesare currently in default because they were made to borrowerswho either
could not afford them or never intended to repay them. Moreover, each of plaintiffs “investment
grade” ACCR 2005-4 Certificatesis now rated at “junk” status. Clearly, plaintiffs ACCR 2005-4
Certificateswere not the highly rated, “investment grade” securities defendants represented themto
be. The evidence supporting the falsity of the ACCR 2005-4 Certificates credit ratingsisset forth

in further detail in 8V1.D, infra, and summarized by the following chart:

Applicable | Current
Tranche Supporting | Percentage of , . , .
Purchased CUSIP Loan Outstanding Loan Moody’s Ratings S&P’s Ratings
Group Balance in Default
Initial | Current Initial | Current
M1 004375EK3 | All 30.55% Aal | B3 AA+ | CCC
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VI. DEFENDANTS’ STATEMENTS AND OMISSIONS WERE MATERIALLY
FALSE AND MISLEADING

A. Defendants’ Statements that the Loan Underwriting Guidelines Were
Designed to Assess a Borrower’s Ability to Repay the Loan and to
Evaluate the Adequacy of the Property as Collateral for the Loan
Were Materially False and Misleading

368. Assetforth abovein 8V, the Offering Documentsfor each Goldman Sachs Offering
represented that the underlying loans were originated pursuant to specific, prudent, underwriting
guidelines, which the Offering Documents represented were generally intended to: (1) assess the
borrowers' creditworthinessand/or ability to repay theloans; and/or (2) evaluate the adequacy of the
underlying properties to serve as security for the loans.

369. Theserepresentationswereincredibly material to plaintiffs because they confirmed
that, regardless of the technical guidelines being applied, the certificates underlying loans were
generally being originated on the basis of avalid determination that the borrower would be able to
repay hisor her loans and that the property serving as collateral would provide adequate security in
the event of a default. In other words, these representations assured plaintiffs that the loans
supporting their investments were unlikely to default, and further, unlikely to incur alossin the
unlikely event of default. As such, they were materia to plaintiffs’ investment decision.

370. Unfortunately for plaintiffs, however, defendants material representationsregarding
the underwriting guidelines purportedly being used to originate the certificates underlying loans
were false and misleading at the time defendants made them. As set forth immediately below, the
originators of the certificates underlying loans had, in fact, completely abandoned their stated
underwriting guidelinesand were simply seeking to originate as many |oans as possible, without any
regard for borrowers actual repayment abilities or the true value and adequacy of mortgaged

propertiesto serve as collateral.
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1. The Loan Originators Had Systematically Abandoned the
Underwriting Guidelines Set Forth in the Goldman Sachs
Offering Documents

371. The representations in the Offering Documents for the Goldman Sachs Offerings
concerning the loan originators’ underwriting guidelines were fal se and misleading when made. In
reality, theloan originatorsat issue herein were not originating loansin accordancewith their stated
underwriting guidelines and were not evaluating their borrowers true repayment abilities or
assessing the actual value of the property serving as collateral. Instead, during the relevant time
period, 2004-2007 — when the loans underlying the offerings at issue herein were originated — the
loan originators identified herein had abandoned their stated underwriting guidelines, and were
simply making loans to nearly anyone they could, without regard for the borrowers repayment
abilitiesor the adequacy of the mortgaged property ascollateral. Theselendersmadeloansasfast as
they possibly could and ignored borrowers’ true repayment abilities because they knew defendants
would purchase the loans regardless of whether the lenders had given any consideration to the
borrowers abilities to repay, and regardless of whether the loans otherwise complied with the
lenders’ stated underwriting guidelines. This was the case because the demand for RMBS was
skyrocketing during the relevant time period and defendants were making billions of dollars by
satisfying that demand. Thus, defendants were scrambling to buy as many loans as they could, as
fast as they could, so that they could quickly bundle the loans into RMBS offerings like those at
issue herein, and sell them to unsuspecting investors like plaintiffs.

372. Defendants knew that, contrary to their affirmative representations in the Offering
Documents, the certificates’ underlying loans had not been originated pursuant to underwriting
guidelines that were designed to evaluate borrowers' ability to repay or assess the adequacy of the
mortgaged property to serve ascollateral. Defendantsalso knew, asaresult, that theloanswere not

likely to berepaid. Defendants, however, failed to disclose any of thisinformation. Instead, they
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simply packaged the defective loans as quickly asthey could, concealed them within the offerings,
and passed the risk of their repayment on to plaintiffs.

373. Contrary to their affirmative representationsin the Offering Documents, defendants
knew that theloan originators had, in fact, implemented | oan underwriting policiesthat weresimply
designed to extend mortgages to as many borrowers as possible, regardiess of whether those
borrowers could actually repay them. These policiesincluded, among other things:

o Falsifying borrowers incomes and/or coaching borrowers to misstate their income
on loan applications to qualify them for loans they could not afford to repay, while
making it appear the loans complied with the stated underwriting guidelines,

o Coaching borrowersto omit or understate debts and expenses on |oan applicationsto
qualify them for loans they could not afford to repay, while making it appear the
loans complied with the stated underwriting guidelines;

° Steering borrowers to loans that exceeded their borrowing capacity;

o Approving borrowers based on “teaser rates’ for loans, despite knowing that the
borrower would not be able to afford the fully indexed rate when the loan rate
adjusted; and

o Approving non-qualifying borrowersfor loansunder “ exceptions’ to the originators
underwriting standards based on purported “compensating factors,” when no such
compensating factors ever existed.

374.  Further, theloan originators and their agents had become so aggressive at improperly
approving and funding mortgage loans that many of the loans at issue herein were made to
borrowers who had either not submitted required documents or had falsely altered the required
documentation. In many instances, required income/employment verifications were improperly
performed because the lenders' clerical staff either did not have adequate verification skills or did
not careto exercise such skills, and oftentimes verificationswere provided by inappropriate contacts
at aborrower’ s place of employment (e.g., afriend of the borrower would complete the verification
instead of the human resources department at the borrower’ semployer). Inthisway, many suspect
and falseincome verifications and | oan applications were accepted by the originators at issue herein.
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375. In addition, borrowers who submitted “stated income” loan applications were
routinely approved on the basis of stated income levelsthat wereinflated to extreme levelsrelative
to their stated job titles, in order to give the appearance of compliance with stated underwriting
guidelines. In many cases, the loan originators herein actually coached the borrowers to falsely
inflate their stated incomes in order to qualify under the originators underwriting guidelines.
Inflation of stated income was so rampant that a study cited by Mortgage Asset Research Institute
later found that amost all stated income loans exaggerated the borrower’ s actual income by 5% or
more, and more than half overstated income by at |east 50%.

376. Thistypeof incomeinflation wasadirect result of theloan originators' abandonment
of their stated underwriting guidelines and their complete disregard for borrowers' true repayment
abilities. For instance, many “ statedincome”’ borrowerswere actually wage earnerswho could have
supplied Internal Revenue Service (“IRS’) FormsW-2 or other income-verifying documentation, but
were not required to do so. Instead, they were steered to stated incomeloans by the lenders at issue
herein, who then helped the borrowers “ state” falsely inflated incomes. Originators also routinely
issued loans without requiring the borrower to execute an IRS Form 4506, which would have
allowed the lender to access such borrower’s tax returns from the IRS, because the originators
simply did not want to know that the borrower’ strue income level was less than the income level
reported on the loan application. In other cases, lenders removed documentation of a borrower’s
income from |oan files, because such documentation reveal ed that the borrower’ s stated incomewas
fasely inflated. Thefalsification of incomelevelsby the borrowersand theloan originatorsat issue
herein was rampant.

377. The originators at issue herein also routinely violated their stated underwriting
guidelines by using falsely inflated appraisals and other valuations — which, in turn, resulted in
falsely understated LTV ratios —in order to approve loans that otherwise would have never been
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made. The U.S. Government’s FCIC investigation confirmed that, during the time the loans
underlying plaintiffs certificates were originated, the lenders at issue herein were regularly
pressuring appraisersto falsely inflate their appraisalsin order to meet or exceed the amount needed
for the subject loansto be approved. Thiswas especially true for loans, such asthose at issue here,
which were originated by lenders with the intention of being pooled and sold to defendants for
eventual re-saleto investors like plaintiffs, who would ultimately bear the risk of default.

378. The constant pressure appraisers routinely faced from originators such as those at
issue herein was described by Jim Amorin, President of the Appraisal Institute, who stated in his
April 23, 2009 FCI C testimony that “[i]n many cases, appraisersareordered or severely pressured
to doctor their reports and to convey a particular, higher value for a property, or else never see
work from those partiesagain. . . . [T]oo often state licensed and certified appraisers are forced
into making a ‘Hobson’s Choice.”” This complete lack of independence by appraisers was also
noted by Alan Hummel, Chair of the Appraisal Institute, in his testimony before the U.S. Senate,
where Hummel noted that the dynamic between lenders and apprai sers created a“ terrible conflict of
interest” by which appraisers*” experience[d] systemic problemswith coercion” and were* ordered
to doctor their reports’ or else they would never “ see work from those parties again” and were
placed on “‘exclusionary appraiser lists.’” Testimony on “Legislative Proposals on Reforming
Mortgage Practices’ presented by Alan E. Hummel before the House Committee on Financial
Services, at 5 (Oct. 24, 2007).

379. Asaresult of such pressures, appraisers routinely provided the originators at issue
herein with falsely inflated apprai salsthat had no reasonable basisin fact, in direct contravention of
the Offering Documents’ fal se and misleading representationsthat the certificates’ underlying loans
had been originated pursuant to underwriting guidelines that required the lenders to evaluate the
adequacy of the mortgaged properties to serve as collatera for the loans. Moreover, the falsely
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inflated property values also resulted in artificially understated LTV ratios, which caused the loans
and certificatesto appear to plaintiffsto be of much higher credit quality and to be much lessrisky
than they actually were.

380. Following below are detailed allegations demonstrating that the loan originators for
the offerings at issue herein did not comply with the loan underwriting guidelines stated in the
Offering Documents, thereby rendering the Offering Documents false and misleading. While the
allegations concerning these originators cover most of the offerings, plaintiffs have not provided
such allegations for every originator at issue herein, in an attempt to streamline the allegations.
Nonetheless, oninformation and belief, plaintiffsallegethat all of theloan originatorsat issueherein
engaged in similar conduct, and that such allegations are factually supported by both the
investigations of the FCIC and the U.S. Senate, each of which concluded, after extensive
investigations, that the breakdown in residential loan underwriting standards alleged herein was
systemic in the lending industry during the relevant time period (2004-2007). See FCIC Report at
125 (“Lending standards collapsed, and there was a significant failure of accountability and
responsibility throughout each level of the lending system.”); Levin-Coburn Report at 12 (One of
four major causes of worldwidefinancial collapsewasthat “[I]endersintroduced new levelsof risk
into the U.S. financial system by selling . . . homeloanswith . . . poor underwriting.”); id. at 50
(“The Subcommitteeinvestigation indicatesthat” therewere* ahost of financial institutionsthat
knowingly originated, sold, and securitized billions of dollarsin high risk, poor quality home
loans.”).

381. Infact, in 2005, federal examinersand agencies conducted a“ confidentia . . . study
of mortgage practicesat six companiesthat together had originated . . . almost half the national total”
of mortgages in that year. The study “‘showed a very rapid increase in the volume of these
irresponsible, very risky loans,”” according to Sabeth Siddique, then head of credit risk at the
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Federal Reserve Board’s Division of Banking Supervision and Regulation. For “[a] large
percentage of the[] loans’ reviewed, “the underwriting standards . . . had deteriorated.” FCIC
Report at 172.

382. Inaddition, on December 30, 2007, The Kansas City Star published an articletitled
“American Dreams Built on a Shaky Foundation of Subprime Loans,” analyzing the Nation’s
mortgage meltdown and the reasons behind it. The news article painted a picture of systematic
abandonment of underwriting guidelines by lenders during the relevant time period (2004-2007).
Kurt Eggert, alaw professor and member of the Federal Reserve’s Consumer Advisory Panel was
guoted: “‘ Originators were making loans based on quantity rather than quality. ... They made
loans even when they didn’t make sense from an underwriting standpoint.”” The news article
further stated: “Mark Duda, a research affiliate at Harvard University’s Joint Center for Housing
Studies, said that because brokerswere so intent to quickly sell off loansto investors, they had little
incentive to make sure the loans were suitable for borrowers. ‘They were setting people up to
fail, Dudasaid.” A newsarticlein the San Diego Union-Tribune on November 16, 2008 echoed
these sentiments, stating: “Bankruptcy specialistssay part of what led to the housing market collapse
wassystemic. Lendersset themselvesup for problemsby not requiring buyersto provethey could
affordtheloans. ...”

383. AtaMarch 11, 2009 hearing of the U.S. House of Representatives Subcommittee
investigating the Nation’s mortgage meltdown, Representative Jeb Hensarling from the State of
Texaswas even more blunt about the pervasi ve abandonment of underwriting guidelines: “Mortgage
fraud ran rampant for a decade, on thelenders’ sideand on the borrower side. ... Weknow that
mortgage fraud ran rampant . . . .”

384. Thesystemic abandonment of stated underwriting guidelinesby all of the originators
identified herein during the period 2004-2007, which included the originators’ complete failureto

- 159 -

851933 1



evaluate borrowers repayment abilities, isfurther corroborated by the following allegations, which
demonstrate that the abandonment of loan underwriting guidelines was rampant, pervasive and
commonplace in the residential lending industry during 2004-2007.

2. The Offering Documents Misrepresented the GS Conduit
Program’s Underwriting Standards

385. Asdetailed supra, the underwriting guidelinesthat were purportedly used to originate
loans acquired through the GS Conduit Program were described by defendants in the Offering
Documents. See8V, supra. Theserepresentationswerefalse and mideading when made. Inredlity,
neither the Goldman Sachs Defendants, through the GS Conduit Program, nor the lenders from
which the loans were purchased, actually determined whether the borrowers incomes were
sufficient to meet their loan repayment requirements. Nor did the Goldman Sachs Defendantsor the
lenders from which they acquired the loans determine the adequacy of the properties to serve as
security for theloans. Additional detail regarding this conduct is described in 8VII infra.

386. Inaddition, as set forth hereinin 8V, supra, the GS Conduit Program’s failure to
follow its own underwriting guidelines and assessits borrowers' true repayment abilitiesis further
demonstrated by thefact that loanswere madeto borrowerswho clearly could never afford them. In
oneinstance, the borrower’ sDTI ratio was an astounding 912% ($8,064 in monthly debtsdivided by
only $875 in monthly income), clearly indicating that the borrower’ s debts were more than five
timeslarger than his’/her income. See §55. In other instances, the borrowers’ DTI ratios were 588%
($3,179 in monthly debts divided by only $540 in monthly income) and 163% — again, al clearly
indicating each borrower’s inability to afford the loan. See 11183, 138.

387. Theseexamplesarenot isolated incidents. Infact, stunning numbersof borrowersfor
the offeringsin which theloanswere originated through the GS Conduit Program have defaulted on

their loans, obviously because, among other things, the borrowers’ abilitiesto repay the loans were
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ignored. Indeed, in the offerings in which the loans were originated through the GS Conduit
Program, the default rates were extremely high. See8VI1.D. These extremely high default ratesfor
all of the offerings in which the GS Conduit Program originated loans demonstrate a systemic
failure by the GS Conduit Program to determine whether borrowers could afford to repay their
loans. Seeid.

388. The Offering Documents representations that the GS Conduit Program’s
underwriting guidelines prohibited the making of any loan with an LTV ratio in excess of 100%
were also fal se and misleading, because the GS Conduit Program routinely ignored thisguideline as
well. Thisisdemonstrated by the fact that in all of the offeringsin which the GS Conduit Program
originated loans, therewere numerousloanswith LTV ratiosin excessof 100%. See8V1.B. Indeed,
in all of such offerings, there were many loans with LTV ratios in excess of 100%, with some
offerings containing double-digit percentages of such risky loans, guaranteeing losses to investors
when the loans defaulted (asthey did in large numbers, as discussed immediately above). Id. This
unequivocally establishes that the GS Conduit Program routinely disregarded this underwriting
guideline.

389. ThelLTV ratiosinthe Offering Documentswereal fraudulently understated. The GS
Conduit Program had fraudulently understated those LTV ratiosby using falsely inflated appraisals,
the effect of which wasto makethe LTV ratios appear to belower and in compliance with the stated
underwriting guidelines. The use of inflated appraisals, however, was also a violation of the
underwriting guidelines, asthe GS Conduit Program thereby failed to properly evaluate whether the
properties were adequate collateral for the loans.

390. Theforegoing demonstratesthat, during therelevant time period (2004-2007), the GS
Conduit Program abandoned its stated underwriting guidelines and failed to evaluate both the true
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repayment abilities of its borrowers and the adequacy of the properties used as collateral for its
loans.

3. The Offering Documents Misrepresented the New Century
Originators’ Underwriting Guidelines

391. New Century Mortgage Corporation, Home 123 Corporation, and NC Capital
Corporation arethree affiliated compani esthat originated loansfor the offeringsat issue herein. All
three companieswere subsidiaries of New Century Financial Corporation. New Century Mortgage
Corporation and Homel23 Corporation originated and/or acquired loans directly and sold them to
the sponsors for the offerings at issue herein. For the offerings at issue herein identifying NC
Capital Corporation asan originator, NC Capital Corporation acquired theloansfrom New Century
Mortgage Corporation and then transferred the loans to the sponsors for such offerings. Because
New Century Mortgage Corporation, Home 123 Corporation, and NC Capital Corporation all
operated under the dominion and control of New Century Financia Corporation, and because the
loans they contributed to the trusts at issue herein were all products of the same dubious loan
origination practices, these three originators are collectively referred to herein as“New Century.”

392. Asdetailed supra, New Century’ s supposed underwriting guidelineswere described
by defendants in the Offering Documents. See 8V, supra. For the reasons set forth immediately
bel ow, these representations were fal se and misleading at the time defendants made them. Intruth,
New Century had completely abandoned its stated underwriting guidelines and was routinely
originating loans without any regard for its borrowers true repayment abilities or the actua
adequacy of the mortgaged properties to serve as collateral.

393. TheU.S. Senateinvestigation found that New Century “w][as] known for issuing poor
quality subprimeloans,” but “[d]espite [its] reputation[] for poor quality loans, leading investment

banks [such as the Goldman Sachs Defendants] continued to do business with [New Century] and
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helped [it and other lenders] sell or securitize hundreds of billions of dollars in home mortgages.”
Levin-Coburn Report at 21.

394. In 2007, New Century went into bankruptcy. An examiner was appointed by the
bankruptcy court to investigate New Century and its collapse. After reviewing “alarge volume of
documents’” from numerous sources, including New Century, and interviewing over 100 fact
witnesses, the bankruptcy examiner filed a detailed report concerning New Century. See Final
Report of Michael J. Missal, Inre: New Century TRSHoldings, Inc., No. 07-10416 (D. Del. Feb. 29,
2008) (“Examiner’sReport”) at 14, 16. The examiner confirmed that New Century routinely failed
to follow its stated underwriting guidelines when originating loans during the relevant time period.
The examiner, after his comprehensive fact-gathering process, “conclude[d] that New Century
engaged in a number of significant improper and imprudent practices related to its loan
originations.” Id. at 2. Among other things, the examiner found that:

o “New Century had a brazen obsession with increasing loan originations, without

due regard to the risks associated with that business strategy . . . and trained
mortgage brokersto originate New Century loansin the aptly named ‘ CloseMore

University.”” 1d. at 3.

o “The increasingly risky nature of New Century's loan originations created a
ticking time bomb that detonated in 2007.” 1d.

o “New Century . . . layered the risks of loan products upon the risks of loose
underwriting standardsin itsloan originations to high risk borrowers.” 1d.

o A New Century employee had informed the company’ s senior management in 2005
that, under New Century’s underwriting guidelines, “‘we are unable to actually
determine the borrowers’ ability to afford aloan.”” Id.

o “New Century also made frequent [unmerited] exceptions to its underwriting
guidelinesfor borrowerswho might not otherwise qualify for aparticular loan,” so
much so that a senior officer of New Century warnedinternally that the* number
oneissueisexceptionsto guidelines.”” Id. at 3-4.

. New Century’s Chief Credit Officer had noted as early as 2004 that New Century
had“‘nostandardfor loan quality.”” Id.at4 “‘[L]oan quality’” referredto” New
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395.

Century’s loan origination processes, which were supposed to ensure that New
Century loans met its own internal underwriting guidelines. ...” Id. at 109.

“Instead of focusing on whether borrowers could meet their obligationsunder the
terms of the mortgages, a number of members of [New Century’s|] Board of
Directors and Senior Management told the Examiner that their predominant
standard for loan quality was whether the loans New Century originated could be
sold or securitized . ...” Id. at 4.

A large number of New Century’ sloans did not meet its underwriting guidelines,
suffering from defects such as “ defective appraisals, incorrect credit reports and
missing documentation.” 1d. at 109.

From 2003 forward, New Century’s Quality Assurance and Internal Audit
departments identified “significant flaws in New Century’s loan origination
processes.” Id. at 110.

Notwithstanding all the foregoing facts, New Century’s Board of Directors and
Senior Management did littleto nothing to remedy the company’ sabandonment of
its stated underwriting guidelines. 1d.

The FCIC found that New Century “ignored early warningsthat its own loan quality

was deteriorating and stripped power from two risk-control departments that had noted the

evidence.” FCIC Report at 157. The FCIC reported that New Century’ s Quality Assurance staff

“had found severe underwriting errors,” while New Century’s Internal Audit department had

“identified numerous deficienciesin loan files,” with seven out of nine reviews of the company’s

loan production department resulting in “‘unsatisfactory’” ratings. Id. New Century’s senior

management’ sreaction to therevelation of thisinformation —establishing that New Century was not

complying with its underwriting guidelines — was not what one would expect. Instead of making

efforts designed to bring the company into compliance with its underwriting guidelines, New

Century’s management directed that the negative results be removed from the company’s loan

tracking performance, that the Quality Assurance department be dissolved, and that the Internal

Audit department’ s budget be cut. 1d.
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396. New Century thereafter continued making numerous loans in violation of the
company’ s stated underwriting guidelines, and then sold them to defendants. Indeed, New Century
had apractice during therelevant time period whereby if aloan it attempted to sell to one securitizer
wasrejected because it was found not to comply with New Century’ sunderwriting guidelines, New
Century would put that defective loan into a subsequent pool of loansand sell it to another RMBS
securitizer, i.e., another defendant herein.

397. PatriciaLindsay (“Lindsay”), a former fraud specialist for New Century, told the
FCIC that New Century’ sdefinition of a“good” loan changed during therelevant time period: “‘ The
definition of agood loan changed from “onethat pays’ to “onethat could be sold.””” FCIC Report
at 105. Theimport of this statement wasthat New Century no longer cared if theloan met its stated
underwriting guideline of determining whether the borrower could afford to repay theloan. Rather,
the guideline was ignored, as it only mattered if defendants would purchase the loan. As will
become more evident, defendants did buy huge quantities of such loans—even when the borrowers
could not afford to repay them —and defendants did so knowingly. Infact, Lindsay pointed out that
defendants, i.e., “*Wall Street[,] was very hungry for our product. We had loans sold three months
in advance, beforethey were even madeat onepoint.”” FCIC Report at 117. Given that defendants
bought New Century’s defective loans before they were even made, and thus could not possibly
have determined whether the loans met the stated underwriting guidelines, it is evident that
defendants did not bother to determinewhether the statementsin the Offering Documentsweretrue.
In any event, as aleged more fully below, defendants did in fact know that the Offering
Documents were false.

398. Lindsay also confirmed to the FCIC that New Century subjected its appraisersto the
pressures described above. Specifically, Lindsay stated that New Century’ sappraisers*fear[ed]” for
their “livelihoods,” and therefore cherry picked data “that would help support the needed value
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rather than finding the best comparables to come up with the most accurate value.” Written
Testimony of Patricia Lindsay to the FCIC, April 7, 2010, at 5.

399. TheAttorney General for the Commonwealth of Massachusetts (* Attorney General”)
similarly found that New Century originated numerous loans to borrowers who could not afford
them, and which were illegal and not in compliance with New Century’s purported underwriting
guidelines. On June 24, 2010, the Attorney General announced a settlement with Morgan Stanley
related to its purchase, financing and securitization of New Century loans. Morgan Stanley agreed to
pay $102 million to settle charges that it assisted New Century in making and securitizing awful
loansto borrowerswho could not afford to repay them. In announcing the settlement, the Attorney
General also released the findings of itsinvestigation. The Attorney General found the following
with respect to New Century’s loans:

o The Attorney General found that New Century was making unfair andillegal loans
to borrowersin Massachusetts who could not afford to repay them. The Attorney
General found that New Century unlawfully qualified borrowers for adjustable rate
mortgages by using “teaser” rates, instead of using the “fully indexed rates,” as
required by law. By using teaser rates, New Century wasableto calculate artificially
low DTI ratios to qualify borrowers for loans they could not afford. The Attorney
General found that if the borrowers DTI ratios had been properly cal culated, 41% of
the loans Morgan Stanley purchased from New Century were to borrowers who
could not afford them. Assurance of Discontinuanceat 13, Inre: Morgan Sanley &
Co. Incorporated, No. 10-2538 (Mass. Super. Ct., Suffolk Cty. June 24, 2010).

o The Attorney General found that, by late 2005, New Century engaged in “sloppy
underwriting for many loans and stretching of underwriting guidelines to
encompass or approve loansnot written in accordancewith theguidelines.” Id. at
0.

o The Attorney General found that New Century successfully pressured Morgan
Stanley into buying loans which both parties knew did not comply with the
underwriting guidelines. In March 2006, New Century complained to Morgan
Stanley that it wasrejecting too many loans and further pressured Morgan Stanley to
buy more loans, by suggesting that it would begin shifting its business to other
buyers if Morgan Stanley did not buy more loans. The very next month, in April
2006, Morgan Stanley’ ssenior bankers purchased hundreds of New Centuryloans
that Morgan Stanley’s due diligence team had rejected. In addition, “Morgan
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Stanley’ s due diligence teams began to be more responsive to New Century’ sdesire
to include additional [defective] loans in the purchase pools.” Id. at 10.

The Attorney General found that the majority of loans Morgan Stanley purchased
from New Century and securitized in 2006 and 2007 did not comply with the
underwriting guidelines. According to the Attorney General, Clayton was hired to
determine whether samples of New Century’ sloans* complied with the originator’s
underwriting guidelines and whether the loans were in compliance with applicable
laws. When Clayton’s examination uncovered loans that were in violation of
guidelinesor law in any respect, it graded theloans as ‘ exceptions.”” The Attorney
General’ sinvestigation foundthat “ [iJn Morgan Stanley’ s2006-2007 New Century
[loan] pools, thelarge majority of theloansreviewed by Clayton wereidentified by
Clayton as having some type of exception. Most loans had multiple exceptions.”
The Attorney General further found that “[d]uring 2006 and 2007, Morgan
Stanley waived exceptionson and purchased a large number of theloansfound by
Clayton to violate guidelines without sufficient compensating factors. In thelast
three quarters of 2006, Morgan Stanley waived more than half of all material
exceptions found by Clayton . . . and purchased a substantial number of New
Century loans found by Clayton to violate guidelines without sufficient
compensating factors.” 1d.

The Attorney Genera also found that New Century “loanswith certain exceptions
such as high DTI ratios or high LTV or CLTV ratios that were in excess of
underwriting guidelines but within a tolerance found acceptable to Morgan
Stanley were purchased without areview by Clayton for compensating factors.” 1d.

The Attorney General found that large numbers of New Century sloanshad LTV
ratios exceeding 100%, contrary to representationsin the offering documents. In
the offering documents, defendants represented that pursuant to the underwriting
guidelines, ailmost none of the loans had LTV ratios over 100%. However, the
Attorney General found that “31% of the New Century loanson properties checked
via BPOs ... and securitized by Morgan Stanley in 2006 and 2007 had []LTV
ratios. . . that were greater than 100%.” Id. at 13.

The Attorney General found that New Century’s* stated income” loans contained
falsely inflated borrower incomes. The Attorney General found that “[a]searly as
October 2005, Morgan Stanley's diligence team determined . . . that the stated
income on a number of New Century loans was unreasonable. In early 2006, a
Morgan Stanley empl oyee commented that stated income credit was not adequately
evaluated by New Century. . . . On average, the stated income of these borrowers
was approximately 42% higher than the income of fully documented borrowers.”
Id. at 13-14.

The Attorney General found that New Century's deficient and illegal lending

practices went on unabated throughout the relevant time period. The Attorney
General found that “[n]otwithstanding the problems identified above, Morgan

- 167 -



Stanley continued to . . . purchase and securitize New Century’s subprime
mortgages through 2006 and thefirst half of 2007.” Id. at 14.

400. New Century also made the U.S. Government’s Office of the Comptroller of the
Currency’s(*OCC”) “Worst TenintheWorst Ten” list of lenders, which identified thelenderswith
the highest number of foreclosuresin the ten metropolitan areas with the highest foreclosure rates.
Indeed, New Century was the worst of all the lenders — New Century’'s loans had more
foreclosures than any other lender’s loans originated during the 2005-2007 time period. This
corroborates the fact that New Century did not determine whether borrowers could afford to repay
the loans, thereby rendering the Offering Documents false and midleading.

4. The Offering Documents Misrepresented Countrywide’s
Underwriting Standards

401. Asdetailed supra, Countrywide’ s supposed underwriting guidelineswere described
by defendants in the Offering Documents. See 8V, supra. For the reasons set forth immediately
bel ow, these representations were false and misleading at the time defendants made them. Intruth,
Countrywide had completely abandoned its stated underwriting guidelines and was routinely
originating loans without any regard for its borrowers true repayment abilities or the actual
adequacy of the mortgaged propertiesto serve as collateral.

402. Duringtherelevant time period, Countrywide wasthe largest independent mortgage
lender and loan originator for RMBS offeringsin the United States. Unfortunately for plaintiffs, it
was aso one of theworst, asit repeatedly originated loansin violation of its stated |oan underwriting
guidelines and routinely extended loans to borrowers without any regard for such borrowers' true
repayment abilities, oftentimes relying on falsely inflated appraisals (and thus false LTV ratios),
falsified occupancy data and other false information to do so.

403.  InJune 2009, the SEC initiated a securities fraud action in the United States District

Court for the Central District of California against former Countrywide executives Angelo Mozilo
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(“Mozilo”), David Sambol (“ Sambol”) and Eric Sieracki (“ Sieracki”). On September 16, 2010, the
court denied the Countrywide executives motionsfor summary judgment and held that the SEC had
raised genuine issues of fact as to whether the defendants had misrepresented the quality of
Countrywide’ s underwriting processes from 2005-2007. Specifically, the court held that the SEC
presented evidence that Countrywide “routinely ignored its official underwriting guidelines to
such an extent that Countrywide would underwrite any loan it could sell into the secondary
mortgage market,” and that “a significant percentage (typically in excess of 20%) of
Countrywide's loans were issued as exceptions to its official underwriting guidelines.” SEC v.
Mozlo, No. CV 09-3994-JFW (MANX), 2010 U.S. Dist. LEX1S98203, at * 33-* 34 (C.D. Cal. Sept.
16, 2010). The court held that the evidence presented was such that “a reasonable jury could
conclude that Countrywide all but abandoned managing credit risk through its underwriting
guidelines.” Id. at *35. In 2010, Mozilo, Sambol and Sieracki paid over $73.1 million to settle the
SEC action.

404. Thetestimony and documentsonly recently made availableto plaintiffsby way of the
SEC’sinvestigation confirm that Countrywide was systematically abusing “exceptions’ and low-
documentation processesin order to circumvent itsown underwriting guidelines. For example, inan
April 13, 2006 e-mail, Mozilo, who was Countrywide’s co-founder and Chief Executive Officer
(“CEQ"), wrote to Sieracki and others that he was concerned that certain subprime loans had been
originated “with seriousdisregard for process[and] compliance with guidelines,” resulting inthe
delivery of loans “with deficient documentation.” Mozilo further stated that “I have personally
observed a seriouslack of compliancewithin our origination system asit relatesto documentation
and generally a deterioration in the quality of loans originated versus the pricing of those
loan[s].”
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405. Thetestimony and documents produced in the SEC action a so show that, on June 28,
2005, Sieracki attended a Corporate Credit Risk Committee meeting, “in which hewasinformed that
1/3 of the loans which were referred from CLUES [Countrywide’'s automated underwriting
system] violated ‘major’ underwriting guidelines and 1/3 violated ‘minor’ guidelines.” At a
similar meeting on March 12, 2007, “Risk Management reported that 12% of the loans reviewed
through Countrywide’ s internal quality control process were rated severely unsatisfactory or high
risk, and that one of the principal causesfor such arating wasthat loans had debt-to-income, loan
to value, or FI1CO scores outside Countrywide' s underwriting guidelines.”

406. A separate False Claims Act lawsuit brought by the U.S. Government against
Countrywide and appraisal firm Land Safe Appraisal Services, Inc. (“Land Safe”’) confirms that
Countrywideroutinely violated its stated underwriting guidelines by using falsely inflated appraisals.
See Complaint, United States, exrel. Kyle W. Lagow v. Countrywide Fin. Corp., No. 1:09-cv-02040-
RJID-JIMA (E.D.N.Y. May 13, 2009) (“Lagow Complaint”). According to the allegations of this
action, which are based on the testimony of Kyle Lagow, a former Land Safe employee,
Countrywide and Land Safe conspired together to systematically inflate appraisals. According to
Lagow, Countrywide and Land Safe systematically inflated appraisals for Countrywide loans by,
among other things: (a) paying above-market feesto appraiserswho provided inflated appraisals; (b)
rewarding appraisersthat provided inflated appraisal s with significant amounts of additional work;
(c) black-listing, retaliating against and firing appraisers that refused to provide inflated appraisals;
(d) improperly requiring appraisersto rely on information outside the relevant market that justified
inflated appraisals, (e) providing appraisers with false information concerning “comparable’
properties that led to inflated appraisals, and (f) retaliating against anyone who questioned or
criticized Countrywide and Land Safe’s appraisal inflation scheme. Lagow Complaint, 9. This
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action was settled, as part of a global $1 billion settlement, with Countrywide's parent company,
Bank of America Corp.

407. Inaddition, the FCIC' sfinal report, which wasissued in January 2011, also set forth,
inter alia, findings regarding Countrywide’ skey rolein thefinancial crisisand the lender’ sgeneral
failure to evaluate its borrowers repayment abilities. Specifically, the FCIC Report stated:

Lenders made loans that they knew borrowers could not afford and that

could cause massive losses to investors in mortgage securities. As early as

September 2004, Countrywide executives recognized that many of the loans they

were originating could result in “catastrophic consequences.” Less than a year

later, they noted that certain high-risk loans they were making could result not

only in foreclosures but also in “financial and reputational catastrophe”’ for the

firm. But they did not stop.

See FCIC Report at xxii.

408. Accordingto evidenceinthe FCIC Report, Countrywide sloan productsweresimply
not designed to evaluate borrowers repayment abilities. Indeed, one of Countrywide's loan
products was described as*poison” by thelender’ sown co-founder and CEO, Mozilo, who stated in
an April 17, 2006 e-mail: “‘In all my years in the business | have never seen a more toxic
[product] ...."”” FCIC Report at 20. According to information contained in the FCIC Report, the
reason Countrywide waswilling to offer such productswas becauseits solefocuswas** originating
what was salablein the secondary market,’” i.e., to Wall Street banks such asdefendants. 1d. at 105.
According to the FCIC Report, Countrywide “sold or securitized 87% of the $1.5 trillion in
mortgages it originated between 2002 and 2005.” Id.

409. Moreover, former Countrywide employee Eileen Foster (“Foster”) confirmed, inan
interview with the FCIC, that fraud was rampant in connection with Countrywide' s origination of
loans. Foster worked asamortgage fraud investigator at Countrywide, and confirmed that |oansthat
Countrywide' sfraud investigators or underwritersrejected dueto fraud or non-conformancewith the
underwriting guidelineswereroutinely overruled and approved by Countrywide' ssalesunit, as“the
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rules were bent and broken and twisted regularly and it was . . . an accepted mode of doing
business.” July 30, 2010 FCIC Staff Interview of Eileen Foster. Foster further stated that “ al of the
fraud that may have been taking place [was] being managed out by the sales units,” or in other
words, “‘concealed.”” 1d. She suspected that “there was quite a bit of fraud taking place” in
connection with Countrywide’ sloan originations, which her audit manager “confirmed to [her].” 1d.

410. In fact, according to the FCIC, Countrywide had tens of thousands of internal
company referralsof potentially fraudul ent activity in connection with its mortgage business during
the period from 2005-2007. FCIC Report at 162.

411. Other former Countrywide employees have confirmed that Countrywide originated
loans that did not comply with its stated underwriting criteria because its employees were
incentivized to increase the number of loan originations without concern for borrowers’ repayment
ability. Instead of evaluating repayment ability, Countrywide's Sales Training Facilitator Guide
instructed originatorsto “look for ways to make the loan rather than turn it down.”

412.  According to another former Countrywide manager, the mindset at the company was
“if you had a pulse, Countrywide gave you a loan.”

413. Countrywide' s loan originators would “coach” borrowers as to the level of falsely
inflated incomes they should claim in order to qualify for loans they could not otherwise afford.
Countrywide itself also falsified borrowers’ incomes, or facilitated falsified incomes by steering
otherwise ineligible borrowers to “stated income” loans. According to a former Countrywide
account manager, the company was “infested” with employees that ignored the company’s

underwriting guidelines.
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414. Former Countrywide employees have revealed that as many as 80% of the loans
originated by a Countrywide office in Florida did not meet loan underwriting guidelines.®®
According to another former Countrywide employee, approximately 90% of all reduced
documentation loans sold out of a Chicago office had falsely inflated incomes and one of
Countrywide’ s mortgage brokers, One Source Mortgage Inc., routinely doubled the amount of the
potential borrowers’ income on stated income mortgage applications in order to qualify borrowers
for loans they could not afford.*

415. Moreover, even in the cases when Countrywide employees actually obtained written
income documentation (i.e., aForm W-2) demonstrating that the borrower did not qualify for aloan,
the documentation was ignored by Countrywide and the loan was re-submitted as a stated income
loan with an inflated income number so asto obtain approval of theloan—aloan which the borrower
could not afford to repay. These problemswere systemic within Countrywide at the time the loans
in the offerings at issue herein were originated.

416. Countrywide's general abandonment of its stated underwriting guidelines has also
been the subject of numerouscivil complaints and investigations by state attorneys general, each of
which have alleged facts supporting plaintiffs’ allegations here that Countrywide’ s underwriting
practiceswere not intended to evaluate borrowers’ repayment abilities. See, e.g., Inre Countrywide
Fin. Corp. Derivative Litig., No. 07-CV-06923-MRP (MANX) (C.D. Cal.); Inre Countrywide Fin.
Corp. Sec. Litig., No. 07-CV-05295 MRP (MANX) (C.D. Cal.); The People of the State of Illinoisv.

Countrywide Fin. Corp., No. 2008-CH-22994 (Cook Cty. Cir. Ct., Ch. Div. Ill.); The People of the

% Loans originated in Floridawere included in offerings at issue herein where Countrywide was
identified as alender.

% Loansoriginated in Illinois were included in offerings at i ssue herein where Countrywide was
identified asalender.
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Sate of California v. Countrywide Fin. Corp., No. LC081846 (Cal. Super. Ct., Los Angeles Cty.);
Sate of Connecticut, et al. v. Countrywide Fin. Corp., et al., No. 08-cv-01301 (D. Conn.) (originaly
filed in Conn. Super. Ct., Hartford Jud. Dist.); MBIA Ins. Corp. v. Countrywide, No. 602825/2008
(N.Y. Sup. Ct., N.Y. Cty.). The sheer volume of the lawsuits, al alleging that Countrywide
systematically abandoned its underwriting guidelines, is strong evidence that that is what in fact
occurred.

417. Countrywide, unsurprisingly, made the list of the “Worst Ten in the Worst Ten”
report by the U.S. Government’s OCC, which identified the lenders with the highest number of
foreclosures for loans originated between 2005 and 2007 in the ten metropolitan areas with the
highest rates of foreclosures. The extremely high foreclosure rates for Countrywide's loans
corroborate that the company did not comply with its purported underwriting guideline to evaluate
borrowers’ repayment ability. In addition, the U.S. Senate confirmed that Countrywide had
abandoned its purported underwriting guidelines stated in the Offering Documents: Countrywide
and other “lendersissued billionsof dollarsin high risk, poor quality homeloans.” Levin-Coburn
Report at 239.

5. The Offering Documents Misrepresented Fremont’s
Underwriting Standards

418. Asdetailed supra, Fremont’s supposed underwriting guidelines were described by
defendantsin the Offering Documents. See8V, supra. For thereasons set forthimmediately bel ow,
these representationswere fal se and mid eading at the time defendants made them. Intruth, Fremont
had completely abandoned its stated underwriting guidelines and was routinely originating loans
without any regard for its borrowers true repayment abilities or the actual adequacy of the

mortgaged properties to serve as collateral.
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419. TheU.S. Senateinvestigation found that Fremont “ becameknown insidetheindustry
for issuing high risk, poor quality loans yet during the years leading up to the financial crisis
[Fremont was] ableto securitize and sell [its] homeloanswith few problems.” Levin-Coburn Report
at 21. Moreover, “[d]espite [Fremont’s] reputation[] for poor quality loans, leading investment
banks|[ such asthe Goldman Sachs Defendants| continued to do businesswith [ Fremont] and hel ped
[it] sell or securitize hundreds of billions of dollars in home mortgages.” 1d.

420. InMarch 2007, the Federal Deposit Insurance Corporation (“FDIC”) issued a*“ cease
and desist” order against Fremont (the “FDIC March 7 Order”), requiring the lender to end its
subprime loan business, due to ‘“unsafe and unsound banking practices and violations of law,’”
including operating with ‘“a large volume of poor quality loans”; ‘“unsatisfactory lending
practices”; ‘“excessiverisk’”; and “inadequate capital.” Levin-Coburn Report at 238; FDIC March
7 Order at 2-3. The FDIC determined that Fremont lacked effective risk management practices,
lacked adequate mortgage underwriting criteria, and was ' “ approving loanswith loan to-valueratios
approaching or exceeding 100 percent of the value of the collateral.”” Levin-Coburn Report at 238;
FDIC March 7 Order at 4. In addition, the FDIC concluded that Fremont had been engaging in
unsatisfactory lending practices, by “marketing and extending [ARM] products to subprime
borrowersin an unsafe and unsound manner” that “ greatly increase[d] therisk that borrowers
will default.” FDIC March 7 Order at 3. The FDIC further found that Fremont was “approving
borrowerswithout considering appropriate documentation and/or verification of their income. . .
[and] making mortgage loanswithout adequately considering the borrower’ s ability to repay the
mortgage according toitsterms.” 1d. at 3-4.

421. In addition, on October 4, 2007, the Massachusetts Attorney General brought an
enforcement action against Fremont. Many of the loans in the offerings at issue herein were
originated in Massachusetts by Fremont. The action was for “unfair and deceptive business
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conduct” “on a broad scale” against Fremont. Complaint, Commonwealth of Mass. v. Fremont
Investment & Loan, et al., No. SUCV2007-4373 (Mass. Super. Ct., Suffolk Cty. Oct. 4, 2007) (the
“Fremont Complaint”). According tothe Fremont Complaint, Fremont (a) “ approve[ed] borrowers
without considering or verifying the relevant documentation related to the borrower’s credit
qualifications, including the borrower’s income”; (b) “approv[ed] borrowers for loans with
inadequate debt-to-income analyses that do not properly consider the borrowers’ ability to meet
their overall level of indebtedness and common housing expenses’; (c) “failed to meaningfully
account for [ARM] payment adjustments in approving and selling loans’; (d) “approved
borrowers for these ARM loans based only on theinitial fixed ‘teaser’ rate, without regard for
borrowers' ability to pay after theinitial two year period”; (e) “ consistently failed to monitor or
supervise brokers' practices or to independently verify the information provided to Fremont by
brokers’; and (f) “ ma[de] loans based on information that Fremont knew or should have known
wasinaccurateor false, including, but not limited to, borrowers’ income, property appraisals, and
credit scores.” Fremont Complaint, 1124, 25, 35, 139.

422.  OnDecember 9, 2008, aMassachusetts appeal s court affirmed thelower court’ sorder
enjoining Fremont from foreclosing on thousands of itsloansissued to Massachusettsresidents. The
court found that the factual record supported thelower court’ sconclusionsthat “ Fremont madeno
effort to determinewhether borrowerscould * makethe scheduled paymentsunder thetermsof the
loan,”” and that “ Fremont knew or should have known that [itslending practicesand 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, 558 (M ass.
2008). The terms of the preliminary injunction were made permanent by a settlement reached on
June 9, 2009.
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423. Inaddition, the FCIC found that Fremont had a company policy whereby any loan
that wasrejected by asecuritizer becauseit did not comply with Fremont’ s underwriting guidelines
was nonetheless put into a subsequent pool of Fremont loans and offered for sale to another
securitizer. These defective loans remained in the pools offered for sale until they were either sold
or were rejected by securitizers at least three times. D. Keith Johnson, the former president of
Clayton, thefirm that sampled such loan poolsfor defendants, called this practicethe*‘ three strikes,
you'reout rule.”” FCIC Report at 168.

424. In another instance, the FCIC reported on the case of a rea estate appraiser in
Bakersfield, Californiawho had discovered multipleinstances of lending fraud. When he contacted
aquality assurance officer at Fremont to inform them of the fraudulent activity hewastold: “* Don’t
put your nose where it doesn’t belong.”” 1d. at 14-15.

425. The findings of the Levin-Coburn Report, the FDIC, the FCIC, and the
Commonwealth of Massachusetts are confirmed by statements from former Fremont employeesin
several complaintsalleging that Fremont disregarded its established underwriting guidelinesin order
toincreasethevolume of itsloan originations. For example, in Teachersinsurance & Annuity Ass' n
v. Deutsche Bank AG, et al., No. 11-cv-6141 (S.D.N.Y. Aug. 1, 2011) (the“ TIAA Complaint”), the
plaintiffs cited statements from a senior underwriter for Fremont from September 2002 to August
2007. Thisformer underwriter reported that Fremont engaged in unsatisfactory lending practices,
and that its primary concern wasincreasing the volume of mortgage loansthat it issued and sold to
Wall Street, regardless of the borrower’ s ability to repay. The senior underwriter further reveal ed
that exceptions to Fremont’s stated underwriting guidelines were a “‘standing joke’” and “‘the
exception was the rule.”” TIAA Complaint, 198 n.8. Another former underwriter at Fremont’s
Anaheim, California, officefrom May 2005 until March 2007, stated exceptionsto the underwriting
guidelines*‘weredoneon adaily basis” and estimated that 30% of Fremont’ sloans contained some
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sort of exception. Id. Many of theloansin the offerings at i ssue herein were originated by Fremont
in California. The TIAA Complaint also citesto another Fremont employee who stated that outright
fraud occurred at Fremont from at least 2002-2007, including instances where Fremont brokers
would cut and paste bank statements and forge letters of reference for prospective borrowers.
According to thiswitness, the fraud was so blatant that “ ‘you ha[d] to be brain dead if you didn’t
seeit’”” and that Fremont was “‘just giv[ing] anyone a loan who wants one.”” Id., Y5, 99. In
addition, in another case, Dexia SA/NV, et al. v. Deutsche Bank AG, et al ., No. 11-05672 (S.D.N.Y .),
these same former Fremont employeesare cited to support other claimsthat Fremont did not comply
with its stated underwriting guidelines.

426. Fremont also madethe OCC's“Worst Teninthe Worst Ten” list of originatorswith
the most foreclosures. Fremont had the fifth-highest number of foreclosures on loans originated
between 2005 and 2007. This corroboratesthat Fremont had abandoned its purported underwriting
guidelines, which were supposedly designed to evaluate borrowers’ repayment abilities.

427. Indeed, the U.S. Senate confirmed as much in its report: “[L]enders [such as
Fremont] issued billions of dollarsin high risk, poor quality homeloans.” Levin-Coburn Report
at 239. According to the L evin-Coburn Report, the Goldman Sachs Defendants discovered that up to
50% of the loans they purchased from Fremont and subsequently securitized did not comply with
stated underwriting guidelines. 1d. at 486, 515.

6. The Offering Documents Misrepresented American Home’s
Underwriting Standards

428. As detailed supra, American Home's supposed underwriting guidelines were
described by defendants in the Offering Documents. See 8V, supra. For the reasons set forth
immediately below, these representations were false and misleading at the time defendants made

them. In truth, American Home had completely abandoned its stated underwriting guidelines and
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wasroutinely originating loanswithout any regard for itsborrowers’ true repayment abilitiesor the
actual adequacy of the mortgaged properties to serve as collateral.

429. The SEC instituted fraud charges against the former top executives of American
Home' s parent company, American Home Investment Corp. (“ American Home Investment”), for
their role in misleading investors regarding American Home's systematic disregard of sound
underwriting standards and risky lending practicesthat ultimately led to the lender’ s bankruptcy on
August 6, 2007. “‘These senior executives did not just occupy a front row seat to the mortgage
meltdown —they were part of the show,’” said Robert Khuzami, Director of the SEC’ s Division of
Enforcement in a press release.™ The SEC charged that American Home was not the “prime”
lender it claimed to be, but rather routinely issued high-risk loansto borrowerswith poor creditin
order to drive growth and capture additional market share. American Home Investment’ sformer
CEO paid $2.5 million to settle the SEC’ s fraud charges.

430. Numerous statementsfrom former American Home employeesconfirmthat, inorder
to increase the volume of loan originations, American Home disregarded its stated underwriting
guidelines, failing to evaluate itsborrowers’ true repayment abilitiesand failing to obtain appraisals
that complied with American Home's stated appraisal standards. A former Wholesale Account
Executive, who worked at American Home from January 2005 through July 2007, stated that at
American Home “anybody could buy a house with zero percent down and no proof of ability to
pay [theloan] back.” According to this former employee, American Home regularly extended
loans that are now classified as predatory. Likewise, aformer Operations Manager in the lending
division from 2002 through December 2006 stated that the borrower’ sability to repay theloan was

not a consideration at American Home.

% SEC Press Rel ease 2009-92, “ SEC Charges Former American Home Mortgage Executives for
Mideading Investors About Company’s Financial Condition” (Apr. 28, 2009).
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431. Moreover, another former American Home Vice President from March 2003 through
May 2007 confirmed that appraisal fraud was commonplace at American Home. Specifically, this
former Vice President recounted how loan officersregularly pressured appraisersto falsely inflate
their valuationsin order to come up with the“right number.” Asaresult, the appraisals upon which
American Home' sloanswere based, aswell astheir resultant LTV ratios, fal sely misrepresented the
true level of risk associated with such loans.

432. Contrary to American Home' s stated underwriting policy, American Home was not
weighing al risk factors inherent in aloan file. Instead, according to former underwriters who
worked at American Home, loans that were initialy reected for failing to comply with the
underwriting guidelines were frequently approved by American Home's automated underwriting
software.

433. According to former American Home loan underwriters during the relevant time
period, American Home used automated underwriting software provided by Wall Street bankslike
defendantswhich approved loansthat would not have been approved under American Home' sstated
underwriting guidelines. According to a former Level 5 Underwriter who worked at American
Homefrom 2004 until December 2006, American Home' sinitial rejectionsof |oans becausethey did
not comply with the stated underwriting guidelines were frequently overridden by defendants
automated underwriting software. Defendants’ “guidelines’ were based on what they could
ultimately resell regardless of quality. ThisUnderwriter pointed to anumber of instanceswherethe
automated program approved |oans that made no financial senseand werenot likely to be paid back.
Asaresult, American Home management routinely approved risky loans. Thissituation caused the
Underwriter to “lose respect” for American Home, who believed that an underwriter’ srole was to
look at the totality of the information in the loan application and ask “Does it fit?’ and “Is it
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logical? The Underwriter said that many of the loans approved by the automated underwriting
software were loans on which he “would not have lent adime.”

434. In addition, although American Home' s underwriting guidelines for stated income
applications allowed for loans when there were “ other compensating factors,” such as higher credit
scoresor lower LTV ratios, in fact: (i) American Home allowed credit scores to be manipulated by
the borrower, who would become an approved user on another person’ s credit card or other account
who had better credit ratings; and (ii) American Home had no reasonable basisto believe that lower
LTV ratioswere accurate because American Home was aware that the appraisals being used by the
company were inflated (thus leading to a false, lower LTV ratio). Further, in order to achieve
desired loan production, American Home was as a matter of course granting exceptions to its
underwriting guidelines even where actual “compensating factors’ did not exist. Because
American Home's business was dependent on continually increasing volume, American Home
granted exceptions as a matter of course even when no real exception existed.

435. Inaneffort tokeep loan volume up despiteaslowdown in activity, American Home's
brokers became so aggressive that borrowers were given loans with different terms than they were
originally promised. Borrowers have, in fact, complained that loans were switched on them by
American Home, leaving them with mortgages they could not pay. Further evidence of American
Home' s poor underwriting practices appeared when IndyMac hired over 1,400 of American Home's
former employees. According to a former Senior IndyMac Underwriter, some of the American
Home employees that IndyMac took in operated a “fraud shop” within IndyMac.

436. American Home also landed on the OCC’'s “Worst Ten in the Worst Ten” list of
lenders with the highest numbers of foreclosures, further confirming that American Home did not
originate loans pursuant to underwriting guidelines designed to evaluate repayment ability, as
represented in the Offering Documents.
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7. The Offering Documents Misrepresented National City’s and
First Franklin’s Underwriting Standards

437. National City wasalender based in Ohio, whichwasasubsidiary of parent company
National City Corporation. Defendant First Franklin wasalso amortgage lender and asubsidiary of
National City Corporation, until First Franklin was acquired by Merrill Lynch in December 2006.
Because First Franklin was owned and controlled by National City Corporation for amajority of the
period at issue herein, and because First Franklin engaged in the same dubious|ending practices both
during that time and after its acquisition by Merrill Lynch, National City and First Franklin are
discussed together herein.

438. As detailed supra, National City’s and/or First Franklin's supposed underwriting
guidelineswere described by defendantsin the Offering Documents. See 8V, supra. For thereasons
set forthimmediately bel ow, these representations were fal se and misleading at the time defendants
made them. In truth, National City and First Franklin had completely abandoned their stated
underwriting guidelinesand were routinely originating loanswithout any regard for their borrowers
true repayment abilities or the actual adequacy of the mortgaged properties to serve as collateral.

439. With respect to First Franklin, the company was interested only in making large
numbersof loans, not in whether borrowers could afford to repay theloans. On November 30, 2008,
the S. Petersburg Times reported on the case of former First Franklin loan “closer” Inez Albury,
who worked for First Franklin up until late 2007, processing loan applications. Albury reported that
therewas extreme pressure at the company to fund asmany loansas quickly aspossible, particularly
during the 2006 to early 2007 time period. The St. Petersburg Timesreported that First Franklin
“[m]anagersmadeit clear [to Albury that] they needed to hit their numberseach month” and, as
aresult, Albury “reviewed as many as 20 loan applications a day . . . [yet] [s|he never rgected

one” Inastunningadmission that First Franklin did not even bother to check loan applications
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for compliancewith First Franklin’ sunderwriting guidelines, Albury stated: * *Wehad quotaswe
had to meet. . .. Wedidn’t have timeto look at them [the |loan applications].’”

440. In another news article published on April 28, 2010, the S. Petersburg Times
investigated anumber of extremely risky loans made by First Franklin, revealing that First Franklin
was not following itsunderwriting guideline of evaluating whether aborrower could afford to repay
hisor her mortgageloan. The newsarticlefocused on threeloans First Franklin madein 2006. One
wasto a St. Petersburg, Floridawoman “who owed the IRS several thousand dollars and had been
unableto pay a$95,000 judgment.” First Franklin loaned the woman $138,000, and did not require
adown payment. Soon thereafter, the house went into foreclosure. A second loan was made to a
Clearwater, Floridacouplewho had previoudly filed for bankruptcy, owing hundreds of thousands of
dollarsindebts. A “nothing down” loan to the couple was approved by First Franklinin 2006. That
home also went into foreclosure shortly thereafter. Thethird loan was madeto aPlant City, Florida
man who also had previously gone bankrupt, also owing hundreds of thousands of dollarsin debts.
He too was given a nothing-down loan by First Franklin in 2006, and that home also quickly went
into foreclosure. These examplesdemonstratethat First Franklin did not eval uate whether borrowers
could afford to repay their loans.

441. First Franklin's (and National City’s as well, as discussed below) lack of care or
ignorance of its underwriting guidelines ensured that |oans were not originated pursuant to those
guidelines. However, the lenders lax underwriting practices not only led to a systematic
abandonment of their stated guidelines, but also resulted in the lenders becoming hotbeds for
mortgage fraud. Infact, numerous news reports establish that mortgage fraud was endemic at First
Franklin and National City during the relevant period, and that numerous fraudulent loans that did
not meet the underwriting guidelineswere funded by thoselenders. Stunningly, in some cases, First
Franklin’s and National City’s employees were either actively involved or complicit in mortgage
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frauds. For example, in the November 30, 2008 . Petersburg Times exposé quoted above, a
massive mortgage fraud scheme was revedled by the newspapers investigation, wherein First
Franklin made at least six fraudulent loans in 2006, all of which went into default. The article
described how fraudstersrecruited straw buyers, corrupt appraisersthat provided inflated appraisals,
mortgage brokers who submitted false loan applications, and bank |oan officers that approved the
bogusloans. Thenewspaper consulted prosecutorsand experts, who concluded that “ ‘ [t|hewhole
reason we'rein thismessisbecause of thelenders.’” Those experts concluded “ that often what
allowed scams to work were banks that freely approved loans for borrowers who made absurd
claims, like the carwash employee who supposedly earned $40,000 a month.” First Franklin and
National City were such lenders.

442. For example, in May 2008, the Mansfield News Journal reported that Ohioan Andrew
Pfeifer pled guilty to fraudulently obtaining amortgageloan from First Franklinin 2005. The news
article reported that Pfeifer used falsified income, fasified liabilities and fake employment
information on mortgage loan applications. The Mansfield News Journal article reported that
Pfeifer claimed that lenders like First Franklin were involved with his fraudulent mortgage
scheme: “[M]any people — bank staff, appraisers, accountants — participated in aspects of the
scheme. Lendinginstitutionsencouraged him.” Thearticle quoted Pfeifer saying: “‘1’m not the
only one doing this."”

443. Similarly, the Chicago Tribune reported on February 22, 2009 that First Franklin
borrower and Chicagoan Roy Shannon had sued First Franklin, claiming that First Franklin had
fraudulently altered hisloan application after he signed the loan documents. Shannon claimed that
First Franklin falsely inflated hisincome on the loan application.

444. In Sacramento, California, Vera Kuzmenko and others were indicted for mortgage
fraud, according to a news article in the Sacramento Bee published on November 8, 2011.
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Kuzmenko was charged with recruiting straw buyers for more than two dozen homes in 2006 and
2007, on which First Franklin provided loans. The loans were obtained by using loan applications
with falsely inflated income levels and assets. Kuzmenko “ blamed the problems on lender First
Franklin .. .. Shesaid First Franklin’sloan officers wereresponsible for any irregularitiesin
the loans applications,” according to the Sacramento Bee. A co-defendant also blamed First
Franklin.

445.  First Franklin's lack of care and/or complicity in mortgage fraud led to numerous
instances of fraudulent loans. For example, in Suffolk County, New Y ork, Newsday reported in
December 2008 that a borrower wasindicted for mortgage fraud because he obtained loansin 2006
and 2007 from First Franklin by using straw buyers, inflated appraisals, overstated incomes, and
fal se documents showing bogus borrower funds. Newsday reported that for all theloans, only afew
payments were made before the homes went into foreclosure.

446. On October 4, 2008, the New York Post reported on the participants in a massive
$200 million mortgage fraud scheme in New Y ork and New Jersey. Garri Zhigun and others pled
guilty to fraudulently obtaining loansin 2006 from First Franklin and other lenders, by using false
documents, stolen identities, straw buyers, inflated sales prices, and misrepresentations that the
borrowers would occupy the mortgaged properties.

447.  OnFebruary 20, 2009, the New York Post reported on another mortgage fraud scheme
involving propertiesin Long I sland and Westchester County, New Y ork, in 2006 and 2007. Inflated
appraisals and falsified borrower information were used to obtain loans from severa lenders,
including First Franklin. Thearticle quoted financial risk analyst Christopher Whalen criticizing
thelendersandrevealing their failureto abide by their underwriting guidelines: “ Obvioudy, these
people shouldn’t have been qualified for loansif these [lenders| were doing their duediligence.”
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448. OnMarch 25, 2009, the Sates News Service reported on afederal indictment issued
against 24 mortgage loan professional's, charging them with mortgage fraud. A mortgage broker in
the Chicago area and an accomplice submitted aloan application to First Franklin containing false
verifications of deposits and employment and a false accountant letter. First Franklin funded the
loan.

449. Mortgage fraud involving First Franklin was rampant throughout the United States.
For example, the Pittsburgh Tribune Review published an article on June 17, 2009, reporting on a
borrower who fraudulently obtained a loan from First Franklin by using another person’s social
security number. On December 17, 2009, the Targeted News Service published a news article
reporting on the indictment of a Portland, Oregon, mortgage broker who used falsified and inflated
income and asset information on aborrower’ sloan application to obtain aloan from First Franklinin
2006. On February 9, 2010, the Targeted News Service reported on aHood River, Oregon, man that
pled guilty to mortgage fraud, in connection with obtaining aloan from First Franklin in 2006 by
using falsified financial information, an inflated sales price, and a forged signature on the loan
application. On May 12, 2011, the States News Service reported on a licensed loan originator in
Portland, Oregon, that pled guilty to fraud in connection with obtaining aloan from First Franklin.
The borrower used a false loan application to obtain the loan. On May 20, 2010, the Dow Jones
Business News reported that six people were indicted by the Justice Department in San Diego,
California, for obtaining loans by submitting fal seloan applicationsfor 36 loansworth $20.8 million
to First Franklin and other lenders. The loans were obtained by using straw purchasers, and false
employment and salary histories. On September 15, 2011, the Des Moines Register reported that
four lowans had been indicted for at least 13 fraudulent mortgage loans funded between 2006 and
2008. At least one loan was from First Franklin and involved inflated income and a
misrepresentation that the home would be owner occupied. On February 24, 2011, the Targeted
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News Servicereported that six Kentuckianswereindicted for fraud, for obtaining mortgageloans by
using fal se employment information, fal se bank account balances and other falseinformation during
the period from 2006 to 2008. First Franklin was one of the lenders involved. On November 2,
2010, the Providence Journal reported that Christopher Maselli, a Rhode Island state senator, was
going to plead guilty to fraudulently obtaining two mortgage loans from First Franklin in 2007, by
using a fake borrower, misrepresenting the borrower’ sincome, providing a fake |ease agreement,
and misrepresenting that the borrower would occupy the property. On July 21, 2011, the States
News Service published anewsarticle concerning amortgage fraud schemeinvolving 48 properties
and $7.5 millioninloansin the Cleveland, Ohio area. Romero Minor, one of the participantsin the
scheme, pled guilty to recruiting straw buyers and submitting loan applications with fal se incomes
and assets, inflated appraisals, and fal se representati ons that the propertieswould be owner occupied,
during the period between 2003 and 2006. One of the lenders involved was First Franklin. On
October 22, 2011, the Sun-Sentinel published a news article reporting on a Miami lawyer that was
charged with participating in a mortgage fraud scheme. The Miami lawyer was reported to have
inflated the prices of propertiesin 2006 to obtain loans from First Franklin.

450. Further confirming that First Franklin did not follow itsunderwriting guidelinesisa
lawsuit that was filed in August 2011 by several AIG companies against Bank of America Corp.,
Merrill Lynch, Countrywide and others, alleging that the defendantstherein defrauded plaintiffsin
connection with defendants' sale of RMBS to the plaintiffs therein. See Complaint, American
International Group, Inc. et al. v. Bank of America Corp., et a., No. 652199/2011 (N.Y. Sup. Ct.,
N.Y. Cty. Aug. 8, 2011) (“AlG Complaint”). In connection with drafting the allegations, the
plaintiffs in the AIG case interviewed severa former First Franklin employees. Those former
employees confirmed that First Franklin had abandoned its underwriting guidelines. Those former
First Franklin employees reported the following:
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451.

A former First Franklin underwriter, from 2005 to 2007, stated that some of the
lending practices at First Franklin were “‘basically criminal,’” and that the
company required underwriters to depart from First Franklin’s stated
underwriting guidelinesin order to keep their jobs. AIG Complaint, 120.

Thisformer underwriter also stated that managerspressured appraisersif they did
not get the appraisal number they wanted and did so until a satisfactory number
was returned. Id.

Theformer underwriter stated that sheand another former underwriter werefired
by First Franklin after they “‘spoke out’” about the company’s problematic
lending practices. Id.

A former First Franklin senior underwriter until 2005 stated that her branch
manager overrode her regections of non-compliant loans because her branch
manager thought that it was unlikely the defective loans would be identified by
audits. 1d., 1302.

Theformer senior underwriter stated that her branch manager routinely overrode
thesenior underwriter’ srejectionsof loanswith obvioudly falsely inflated incomes.
Id.

The former senior underwriter also observed her branch manager approving
obviously defective appraisals, instructing appraisersto omit material information
that would haveresultedin alower appraisal value, and using appraisersthat were
known to generate inflated appraisals. Id., §303.

Another former First Franklin underwriter stated that fellow underwriters® *would
approve anything'” because their compensation was designed to incentivize the
making of loans that did not comply with the underwriting guidelines. Id., §304.

This former underwriter also stated that if underwriters rejected loans because
they did not meet theunderwriting guidelines, her manager would redirect theloan
applicationsto a certain loan processor who would approvetheloansanyway. Id.

The former underwriter recalled an instance where she found an obviously
fraudulent loan application which she took to her manager; nonetheless, her
manager approved theloan. Id.

Further confirming that First Franklin systematically ignored its underwriting

guidelines are the allegations set forth in two other lawsuits. Inthefirst, insurer Ambac sued First

Franklin, alleging that First Franklin breached representations and warrantiesit made concerning its

mortgage loans that were subsequently insured by Ambac and then securitized. See Complaint,
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Ambac Assurance Corporation, et al. v. First Franklin Fin. Corp., et al., No. 651217/2012 (N.Y.
Sup. Ct., N.Y. Cty Apr. 16, 2012). According to the complaint, Ambac obtained and reviewed the
loan filesfor 1,750 First Franklin loans. Ambac found an astounding 94% of theloansbreached
First Franklin’srepresentations and warranties. 1d., 110. The defects Ambac found included:

. Rampant fraud, primarily involving misrepresentation of the borrower’sincome,

assets, employment, or intent to occupy the property as the borrower’s residence
(rather than as an investment), and subsequent failure to so occupy the property;

o Failure by the borrower to accurately disclose his or her liabilities, including
multiple other mortgage loans taken out to purchase additional investment
property;

o Inflated appraisals; and

o Pervasive violations of the loan originator’s own underwriting guidelines and

prudent mortgage-lending practices, including loans made to borrowers (i) who
made unreasonable claimsastotheir income, (ii) with debt-to-income and loan-to-
value ratios above the allowed maximums, or (iii) with relationships to the
applicable originator or other non-arm'’s length relationships.

Id., 183.

452. Inaddition, theU.S. Senate Report revealed that First Franklin wasone of thelenders
for which Goldman Sachs made the most loan repurchase demands. See Levin-Coburn Report at
487 n.2051. This meant that First Franklin was originating large numbers of loans that did not
comply with its stated underwriting guidelines.

453. First Franklin also made the OCC’s list of lenders with the highest numbers of
foreclosuresin the ten metropolitan areas with the highest foreclosurerates. First Franklin had the
seventh-highest numbers of foreclosures on loans it originated between 2005 and 2007. Had it
actually been attempting to determine whether its borrowers could afford to repay their loans, First
Franklin would not have had so many foreclosures.

454. Like First Franklin, National City ignored its stated underwriting guidelines and
completely disregarded its borrowers' true payment abilities. Indeed, like First Franklin, National

- 189 -

851933 1



City ignored its underwriting guidelines to such an extent that it too became a hotbed of fraudulent
lending activities. Infact, numerous National City employeeshave engaged inlending activitiesthat
not only violated the company’ s underwriting guidelines but also violated criminal statutes. For
example, in October 2011, in Providence, Rhode Idand, National City L oan Officer Juan Hernandez
pled guilty to participating in a fraudulent lending scheme. Hernandez pled guilty to fraudulently
obtaining loansfrom National City and other lendersat issue herein (such as New Century) by using
“straw purchasers’ and providing false information to qualify borrowers for loans they would not
have otherwise qualified for. From October 2006 through August 2007, Hernandez prepared false
loan applications for phony borrowers containing falsified borrower incomes and debts, and
misrepresenting that the properties would be owner occupied when they were not.

455. Hernandez had aco-conspirator in the fraud who also wasaNationa City employee.
Hernandez wasjoined inthefraud by Miguel Valerio, aNational City Loan Processor. Vaerioaso
pled guilty to the fraudulent scheme in December 2011.

456. IntheCleveland, Ohio area, in February 2011, at least two National City employees
wereindicted for lending fraud, along with 15 other co-conspirators. Loren Segal and Krystal Hill,
both National City employees, were indicted for assisting in a fraudulent lending scheme that
spanned the period from March 2005 through November 2007. The scheme included using straw
purchasers, inflated appraisals, falsified borrower incomes, fake bank statements, and false
verifications of borrowers’ funds. Both Segal and Hill pled guilty to participating in the scheme.

457. InNew Jersey, in February 2012, an attorney pled guilty to participating in ascheme
to fraudulently obtain aloan from National City, by submitting false loan applications containing
inflated income and asset information. One of the attorney’s unindicted co-conspirators was a
National City loan originator.
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458. Nationa City’ ssystemicfailureto follow itsunderwriting guidelinesand eva uateits
borrowers’ true repayment abilities, and the fraudulent loansthat followed, required National City’s
parent company, National City Corporation, to take a charge of $4.2 billion in the first quarter of
2008 for its defective loans. Moreover, National City’s abject failure to follow its underwriting
guidelinesled to the SEC investigating National City’ sunderwriting standardsin 2008. In addition,
in mid-2008, National City’s parent company entered into a confidential agreement with the OCC,
“effectively putting the bank on probation,” according to aWall Street Journal article published on
June 6, 2008. While the terms of the agreement were not made public, The Wall Street Journal
reported that the OCC’s action was alikely result of National City needing to improve its lending
standards. Indeed, according to securitiesanalyst Frank Barkocy, “[s|ome of their [National City’ 5|
underwriting standards got alittle lax, and that led to problems.”

8. The Offering Documents Misrepresented GreenPoint’s
Underwriting Standards

459. Asdetailed supra, GreenPoint’ s supposed underwriting guidelineswere described by
defendantsin the Offering Documents. See8V, supra. For thereasons set forthimmediately below,
these representations were false and misleading at the time defendants made them. In truth,
GreenPoint had completely abandoned its stated underwriting guidelines and was routinely
originating loans without any regard for its borrowers true repayment abilities or the actual
adequacy of the mortgaged propertiesto serve as collateral.

460. GreenPoint’s underwriting guidelines were not applied to evaluate the prospective
borrower’ s credit standing, repayment ability, or the value and adequacy of the mortgaged property
as collateral. Rather, GreenPoint systematically ignored its stated underwriting guidelines and
instead used guidelines which were unsound and failed to truly evaluate the borrowers’ repayment

abilitiesor the value and adequacy of theloans' collateral. Asaformer GreenPoint VP/Wholesale
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Branch Operations Manager — who worked for GreenPoint from July 2003 to January 2008 —
explained, from GreenPoint’ s per spective repayment ability wasirrelevant aslong asaloan met
the guidelines provided by the investment bank.

461. GreenPoint’s Wall Street-based underwriting guidelines were woefully inadequate.
As described by aformer GreenPoint Account Executive —who worked in the Queens, New Y ork
branch from July 2003 through September 2007 — beginning in 2005, GreenPoint’ s underwriting
standards became increasingly lenient, especially towards higher-risk borrowers. This Account
Executive characterized GreenPoint’s underwriting guidelines as “loose” and becoming
progressively “looser” during the 2005-2006 timeframe. This Account Executive attributed
GreenPoint’s loosening of its underwriting standards to its desire to remain competitive in the
lending market, explaining that as other lendersrel axed their loan underwriting standards and began
extending loans to people who were unlikely to repay their loans, GreenPoint had to do the samein
order to remain competitive. GreenPoint began to significantly relax the requirements that
borrowerswould haveto satisfy to qualify for agiven loan program, including relaxing requirements
involving documentation of repayment ability, maximum LTV ratios and minimum credit scores.

462. Additionaly, GreenPoint did not limit its granting of exceptions to circumstances
where actual compensating factorsexisted. Rather, it was systematically granting exceptionsevenin
the absence of any real compensating factors. Many of the loans were granted by the over 18,000
brokers that were approved to transact with GreenPoint — a large enough number that GreenPoint
could not exercise any degree of redlistic control or supervision. Typicaly, new brokers were
actively monitored for only the first five to seven loans submitted, usually during only the first
ninety days of work. Thislack of monitoring was particularly problematic because, as noted by
many regul ators, brokerswereinterested mainly in generating upfront feestriggered by making the
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loans, and did not determine whether borrowers were actually qualified for the loans or whether
there were exceptions to the guidelines due to compensating factors.

463. GreenPoint did not verify theincome of borrowers asrepresented and cut cornerson
loan underwriting. In addition, many of GreenPoint’s loans were actually subprime loans in
disguise, apractice later copied by others. GreenPoint’ s practice of disguising subprime loanswas
confirmed by the former GreenPoint Account Executive mentioned above. This former Account
Executive stated that GreenPoint offered loans it represented to be of higher quality even though
their qualifying requirements were those of “junk” loans.

464. Additional corroboration of thefact that GreenPoint did not originate |oans pursuant
to its stated underwriting guidelines and failed to evaluate its borrowers' true repayment abilities
comesfrom alawsuit filed in February 2009 by U.S. Bank against GreenPoint. See Complaint, U.S.
Bank, N.A., et al. v. GreenPoint Mortgage Funding, Inc., No. 600352/2009 (N.Y. Sup. Ct., N.Y. Cty.
Feb. 5, 2009). Inthat case, the trustee of an RMBStrust sued GreenPoint alleging that theloansin
the trust, which were originated by GreenPoint, were not originated pursuant to GreenPoint’s
underwriting guidelines, aspreviously represented. A sample of GreenPoint’ sloanswerereviewed
inthiscaseand it wasfound that an astounding 93% of theloans primarily contained underwriting
defects. Id., 12.

465. That GreenPoint was not complying with the underwriting guidelines set forthinthe
Offering Documentsis further confirmed by the fact that GreenPoint was one of the lenders on the
OCC’'s “Worst Ten in the Worst Ten” foreclosure list. If GreenPoint was truly evaluating its

borrowers repayment abilities, it would not have had so many foreclosures.
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9. The Offering Documents Misrepresented Accredited’s
Underwriting Standards

466. Asdetalled supra, Accredited s supposed underwriting guidelineswere described by
defendantsin the Offering Documents. See8V, supra. For thereasons set forthimmediately below,
these representations were false and misleading at the time defendants made them. In truth,
Accredited had completely abandoned its stated underwriting guidelines and was routinely
originating loans without any regard for its borrowers true repayment abilities or the actual
adequacy of the mortgaged properties to serve as collateral.

467. Accredited faced stiff competition from other lenders in a market that was rapidly
expanding. As a result, in order to gain market share, the company deviated from its stated
underwriting guidelines and disregarded both borrowers’ true repayment abilities and the adequacy
of properties to serve as collateral. According to a former Accredited Regiona Manager, who
worked for the company from 2003 through 2005, the constant refrain that he heard from
Accredited’ saccount executiveswas“if we don’t do [theloan] somebody elsewill.” He stated that
the mortgage market “was screaming for new loans,” and that Accredited’s competitors, such as
Argent and New Century, “were ready to fund the deal” no matter the quality of the loan. This
created great pressures on Accredited’s account executives to find ways to have their loans
approved.

468. As aresult, Accredited engaged in lending fraud. According to a former Senior
Underwriter, who worked at Accredited’s Austin, Texas branch from July 2006 through March
2007, the company originated numerous stated income loans with falsified incomes. According to
the former Senior Underwriter, Accredited had a pattern and practice, on stated income loan
applications, of falsely adjusting borrowers incomes upward so that the borrowerswould appear

to qualify for theloansunder the company’' sunderwriting guidelines. This Senior Underwriter’s
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manager routinely asked the Senior Underwriter to falsely increase borrowers incomes. Infact, the
Senior Underwriter’s manager hosted a tour for visiting outside mortgage brokers at Accredited’s
Austin branch. The purpose of the tour was to attempt to have these independent mortgage brokers
do business with Accredited, that is, to bring borrowers to Accredited. According to the former
Senior Underwriter, during this tour, the Senior Underwriter’s manager told the brokers that
“unlike other originators [Accredited] will adjust stated incomes if necessary.” In addition, on
another occasion, at a branch meeting for the operations team, the former Senior Underwriter
recalled that anew empl oyee had questioned the practice of allowing Accredited employeesto adjust
stated incomes. Accredited Operations Manager Will Shipp publicly responded: “ 1t is common
practice to change the stated income, but we will talk about that later.” The former Senior
Underwriter found Accredited’ s practices involving stated income to be so objectionable that she
resigned from the company.

469. Theunderwriting system at Accredited allowed |oan processors, account executives
and underwritersto adjust loan applications. Thus, according to the former Senior Underwriter, the
underwriting system lacked any security feature, and therefore any employee was allowed to view
and adjust loan applications. Thisleft Accredited’ sloan applications open to manipulation, which
wasfreguently done. The Senior Underwriter recalled situations where she had rejected aloan only
to later learn her rgjection had been overridden and the loan approved.

470. Accordingtoaformer Accredited Regional Manager, account executiveswould often
bypass him and go over hishead to seek approval for rejected loansand loanswith unmet conditions
from Lance Burt, Accredited’ s Divisional Manager for Southern California. The former Regional
M anager stated that Burt had thefinal authority to approveloansand in fact “madethefinal approval
of al loans.” He described Burt’s authority as “ carte blanche” to approve any loans that he (Burt)
wanted. Theformer Regional Manager joked that Burt had “the magic pen” and could make loans
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happen. He stated that Burt “routinely signed off” on rejected loans, approving them. The former
Regional Manager also stated that he believed that Burt also approved non-compliant loans from
hi gh-producing i ndependent mortgage brokersin order to maintai n the businessrel ationship between
the company and the brokers. In other words, the decision to approve defective loans in these
circumstances became a “business decision,” according to the former Regional Manager.

471. The former Regiona Manager recalled a situation where an Accredited account
executive was terminated because the account executive had committed fraud with at least 10-15
funded loans. However, Accredited never reported the incident to law enforcement or anyone el se,
in order to avoid negative publicity and apotential declinein the company’ s stock price. He noted
that the fired account executive began working at Countrywide within afew days.

472. According to aformer Corporate Underwriter in Accredited' s Orange, California,
office, who worked for the company from 1995 until 2007, there were many problems in
Accredited’s loans. For example, the former Corporate Underwriter saw issues such as stated
“incomelg] [that were] out of whack” with the stated profession, and paystubs that appeared to be
fraudulent. In other cases, she questioned whether or not the applicant actually “lived in the house”
listed on the application asthe current residence. Thisformer Corporate Underwriter reported that
Divisional Manager Burt also routinely overrode her rejections of loans, ashe had donewith the
former Regional Manager. Thisformer Corporate Underwriter stated that “[a] lot of loans” were
approved by Burt which she believed lacked any credible basis for approval.

473. According to the former Corporate Underwriter, there were instances of account
executives manipulating closing documents after loan approval with the assistance of document
“drawers.” She recalled an account executive “paying off” a document drawer “to turn the other
way” while the account executive manipulated and falsified the loan documents on the document
drawer’ s computer.
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474. Further corroboration that Accredited routinely ignored its stated underwriting
guidelines comesfrom aformer Accredited Underwriter who worked in oneof Accredited’ sFlorida
offices, from 2005 until 2006. The former Underwriter stated that, rather than following its stated
underwriting guidelines, if the borrower came close to meeting the guidelines, Accredited approved
the loan application. Moreover, the former Underwriter reported that his Operations Manager
regularly issued overrides for loans that did not comply with the underwriting guidelines, and
approved them anyway.
475. A lawsuit filed against Accredited in late August 2007 confirms the accounts of the
foregoing former Accredited employeesthat Accredited ignoreditsunderwriting guidelines. Inlate
August 2007, sharehol ders of Accredited’ s parent company, Accredited Home L endersHolding Co.,
filed a complaint against the company and its officers and directors, alleging that they committed
securitiesfraud by lying about the company’ sfinancial condition. See Corrected Consolidated Class
Action Complaint, Atlasv. Accredited Home Lenders Holding Co., et al., No. 07-cv-488-H (RBB)
(S.D. Cd. Aug. 24, 2007) (the “Atlas Complaint”). In the Atlas Complaint, the plaintiffs cited to
reportsfrom at least 12 former Accredited and Aames employees. Thoseformer employeesreported
a pervasive and systematic disregard by Accredited of its underwriting guidelines, including the
following:
o Accordingto aformer Corporate Underwriter who worked at Accredited between
June 2004 and March 2005, “the Company approved risky loans that did not
comply with itsunderwriting guidelines’ ; hisrejectionsof loans* werefrequently
overridden by managerson the salesside of thebusiness’; and hisoverridden loan
rejectionsinvolved loans containing improper “ * straw borrower[s],”” employment
that could not be verified, inflated incomes, and violations of Accredited’s DTI,
credit score, LTV and employment history requirements. 1d., 148-49.

o According to a former Accredited employee from 1998 until December 2006,
pressureto approveloans, regardlessof quality, wasespecially bad from mid-2005
until the time she left the company at the end of 2006, and Accredited’s growing

issueswith problemloanswas dueto management’ soverridesof theunderwriting
and appraisal processes. Id., 150-51.
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o According to a former Corporate Underwriter at Accredited from August 2003
until February 2006, her decisions to reject loans were constantly overridden by
management, and such overrides “ were rampant.” 1d., 7156-57.

o Accordingto aformer Accredited Regional Manager who worked at the company
throughout 2005, “the Company’'s underwriting guidelines were frequently
overridden by senior management.” Id., 58-60.

o According to other former Accredited employees who worked at the company
during the relevant time period (2004-2007), management frequently overrode
underwriters’ decisionsto reject loans that did not comply with the underwriting
guidelines. According to one underwriter, when underwriters challenged the
overrides they were told by management: “‘“You haveto go forward with it.”” |f
you made a big stink about it, they would raise their eyebrows and say ‘“ Do you
want a job?""” Other former employees recounted loan applications that were
approved with inflated incomes, inflated appraisals, and suspicious verifications of
employment. 1d., 167.

o Several former Accredited employeeswho worked with appraisalsreported that the
company management overrodelicensed appraisers decisionsand approved many
loans based on inflated appraisals. 1d., 177.

o A former Aames and Accredited employee reported that both Aames and
Accredited frequently made exceptionsto their underwriting guidelines. According
to this former employee, while Aames’ violations of the underwriting guidelines
werelimited to one exception per loan, at Accredited it was common to see multiple
exceptions per loan. 1d., 83.

476. Accredited ultimately paid $22 million to settle the shareholders’ lawsuit in 2010.

10. The Offering Documents Misrepresented WaMu’s and Long
Beach’s Underwriting Standards

477. Asdetailed supra, the supposed underwriting guidelinesused by WaMu and/or one of
its subsidiaries, Long Beach, were described by defendants in the Offering Documents. See 8V,
supra. For thereasonsset forthimmediately below, these representationswerefalse and misleading
at the time defendants made them. In truth, WaMu and L ong Beach had compl etely abandoned their
stated underwriting guidelines and were routinely originating loans without any regard for their
borrowers' true repayment abilities or the actual adequacy of the mortgaged propertiesto serve as

collateral. Giventhat WaMu owned and controlled L ong Beach during the relevant time period, and
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both originators engaged in the same types of dubious |lending practices, they are discussed together
herein.

478. The U.S. Senate' s Permanent Subcommittee on Investigations performed a “ case
study” on WaMu’' s and Long Beach'’ s lending practicesin connection with its investigation of the
worldwide financial collapse. The investigation was based on the Subcommittee’ s collection and
review of millions of documents from WaMu and others, including the review of internal e-mails,
reportsand memoranda, aswell asinterviews of at least 30 former WaMu empl oyees and regul atory
officials.

479. TheU.S. Senate’ sinvestigation of WaMu and Long Beach conclusively established
that, during 2004-2007 and before, WaMu and Long Beach ignored their stated underwriting and
appraisal guidelines and made loans to borrowers who could not afford them. The Senate
investigation expressly found, based on theinterviews of former WaMu and L ong Beach employees,
aswell as on the review of numerous internal company documents, that:

WaMu and Long Beach engaged in a host of shoddy lending practices that

contributed to a mortgage time bomb. Those practices included qualifying high

risk borrowersfor larger loans than they could afford; steering buyersto higher

risk loans; accepting loan applications without verifying the borrower’sincome;

... and authorizing loans with multiple layers of risk. In addition, WaMu and

Long Beach failed to enforce compliance with their lending standards; allowed

excessive loan error and exception rates; exercised weak oversight over the third

party mortgage brokerswho supplied half or more of their loans; and tolerated the

issuance of loanswith fraudulent or erroneous borrower information. They also

designed compensation incentivesthat rewarded loan personnel for issuingalarge
volume of higher risk loans, valuing speed and volume over quality.
Levin-Coburn Report at 49.

480. The U.S. Senate Report, based on an extensive investigation of the facts, further
concluded that “WaMu and . . . Long Beach . . . used shoddy lending practices riddled with credit,
compliance, and operational deficienciesto make tensof thousands of high risk homeloansthat too
often contained excessive risk, fraudulent information, or errors.” Id. at 50. The U.S. Senate

- 199 -

851933 1



investigation further found that “WaMu and Long Beach too often steered borrowers into home
loansthey could not afford,” id. at 51, and also “ securitized not just poor quality loans, but also loans
that its own personnel had flagged as containing fraudulent information. That fraudulent
information included, for example, misrepresentations of the borrower’ sincome and of the appraisal
value of the mortgaged property.” 1d. at 125.

481. TheU.S. Senate Report detailed numerous instances where WaMu and Long Beach
ignored their underwriting guidelines and engaged in outright lending fraud. Id. at 48-160.

482. Concerning WaMu, the U.S. Senate’ s investigation found:

WaMu'’s combination of high risk loans, shoddy lending practices, and
weak oversight produced hundreds of billions of dollars of poor quality loansthat
incurred early payment defaults, high rates of delinquency, and fraud.

Levin-Coburn Report at 49.
483. The U.S. Senate Report aso documented the following concerning WaM u:

WaMu management knew of evidence of deficient lending practices, as seen in
internal emails, audit reports, and reviews. Internal reviews of WaMu’s loan
centers, for example, described “ extensive fraud” from employees “willfully”
circumventing bank policy. Aninternal review found controlsto stop fraudulent
loans from being sold to investors were “ineffective.” On at least one occasion,
senior managers knowingly sold delinquency-prone loans to investors. . . .
WaMu'’ s President Steve Rotella described WaMu’ s prime homeloan business as
the “worst managed business’ he had seen in his career.

* * *

From 2004 to 2008, WaMu originated a huge number of poor quality
mortgages, most of which werethen resold to investment banksand other investors
hungry for mortgage backed securities. ... WaMu and Long Beach churned out a
steady stream of high risk, poor quality loansand mortgage backed securitiesthat
later defaulted at record rates.

484. TheU.S. Senate investigation confirmed that on multiple occasions WaMu did not

originate loans pursuant to its stated underwriting guidelines. For example, while* WaMu required
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its loan personnel to determine whether a loan applicant’s stated income was reasonable, . . .
evidence obtained by the Subcommittee indicates that requirement was not effectively
implemented.” Levin-Coburn Report at 91. WaMu'’ signoring of thisunderwriting guidelineledto
borrowersabtaining loanswith “ an incomethat wasinsufficient to support the mortgage amount
being requested.” 1d. at 92.

485. TheNew York Times published an article on WaMu on December 28, 2008, further
confirming that WaMu routinely made loans to borrowers with insufficient income to repay their
loans. The news article was based on the account of aformer WaMu employee, John D. Parsons, a
former WaMu supervisor at a mortgage processing center. He told The New York Times that he
“‘was accustomed to seeing baby sitters claiming salaries worthy of college presidents, and
school-teachers with incomes rivaling stockbrokers'. Herarely questioned them. A real estate
frenzy was under way and WaMu, as his bank was known, was all about saying yes.” The news
articlefurther reported on the case of a borrower “ claiming a six-figureincome and an unusual
profession: mariachi singer. Mr. Parsons could not verify the singer’sincome, so he had him
photographed in front of hishome dressed in his mariachi outfit. The photo went into a WaMu
file. Approved.”

486. The U.S. Senate Report also found that a 2006 WaMu investigation of loans
purchased by WaMu through its subprime conduit uncovered that theloanswere* not underwritten
to [WaMu’sunderwriting] standards.” Levin-Coburn Report at 89.

487. Numerousformer employeesare quotedinthe U.S. Senate Report establishing many
instances of departures from WaMu'’ s underwriting guidelines. The U.S. Senate Report concluded
that “WaMu's compensation policies,” which rewarded employees for making loans instead of
turning them down, “were rooted in the bank culture that put |oan sales ahead of loan quality.” 1d. at
143. Asaresult, employees regularly ignored the lending guidelines and made loans that did not
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comply. Asreported to the Senate Subcommittee, WaMu’ s Chief Credit Officer complained to the
company’s president that “‘[a]ny attempts to enforce [a] more disciplined underwriting approach
were continuoudly thwarted by an aggressive, and often times abusive group of Sales employees
within the organization.”” 1d.

488. WaMu was aso infected with fraudulent loans that did not comply with the
underwriting guidelines. These loans were subsequently sold and securitized into offerings like
those at issue herein. 1d. at 125. The U.S. Senate investigation noted several investigations within
WaMu concerning fraudulent loans that confirmed extensive fraudulent lending by WaMu
employees. Yet “when senior management was informed of loans containing fraudulent
information, [they] did little to stop the fraud.” Id. at 95. The U.S. Senate Report cited two
investigations occurring in 2005 in Downey and Montebello, California, where it was found and
reported to WaMu management that 58% and 83% of the loans reviewed from those respective
officeshad been fraudulently made and that WaMu employeeswereinvolvedinthefraud. 1d. at 96-
101. The U.S. Senate Report found that nothing was done by WaMu’ s management — no one was
fired or disciplined. Instead the employeesinvolved in the fraud were allowed to continue to make
loans and did so with avengeance — subsequently winning company awardsfor high loan volumes.
Id.

489. The U.S. Senate Report noted another investigation of the two California offices
occurred two years later, in 2007, and again high levels of fraudulent loans were found. The U.S.
Senate Report noted that this investigation found “[e]xamples of fraudulent loan information
uncovered in the 2007 review included falsified income documents, unreasonableincomefor the
stated profession, false residency claims, inflated appraisal values, failure of the loan to meet
[WaMu’ s underwriting] guidelines, suspect social security numbers, misrepresented assets, and
falsified credit information.” Id. at 99.
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490. TheU.S. Senate Report also cited a 2005 internal WaMu investigation of two high
volume loan centers in Southern California that accepted loans from brokers. The investigation
found that “* 78% of the funded retail broker loansreviewed werefound to contain fraud.”” Id. at
89.

491. The U.S. Senate Report also noted at least one instance where a WaMu sales
associate confessed that he or she, and other WaMu sales associates, routinely falsified bank
documents and asset statements of borrowersin order to get loans approved. This confessor stated
that they did so becausethey were under extreme pressureto get loansfunded and wereinstructed to
do “‘whatever it took.”” Id. at 101.

492.  Asfurther evidencethat WaMu engaged in fraudulent lending, in June 2012, Edward
Bangasser, aformer loan officer at WaMu, was sentenced to 15 monthsin federal prison for his part
in afraudulent lending scheme that invol ved submitting fal seloan documentsto secureloansduring
the period from 2004-2006.

493.  With respect to Long Beach, the U.S. Senate investigation found that Long Beach
was “known for issuing poor quality subprime loans [and that] [d]espite [its] reputation[] for poor
guality loans, leading investment banks [such as defendants herein] continued to do business with
[Long Beach] and helped [it and other lenders] sell or securitize hundreds of billions of dollarsin
home mortgages.” Levin-Coburn Report at 21.

494. During the relevant period, Long Beach was overrun with loans that had not been
originated pursuant to itsunderwriting guidelines. 1n 2004, Dave Griffin,aWaMu risk officer, was
asked to review Long Beach. He prepared an internal memorandum concerning his findings and
stated: “*[In] 2004: | conducted an informal but fairly intensive market risk audit of Long Beach
.... Wefoundatotal mess.”” Id.at 77. In 2005, alarge number of L ong Beach |oans experienced
early payment defaults, or EPDs, meaning the borrowers failed to make a payment within three
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months of theloansbeing sold to investors. EPDs*“typically indicate[d] that therewasa problemin
the underwriting process.” 1d. A review of the EPD loans was undertaken, and an internal
company memorandum was prepared on November 11, 2005 detailing numerousviolations of Long
Beach’ sunderwriting guidelines and/or fraudulent lending practices. The memorandum noted the

following issues about the loans:

o “High incident rate of potential fraud . ...”
o “Underwriting guidelines are not consistently followed . . . .”
o “Stated Income should be reviewed more closely ([fraud] incidence rate of
35%) ...."
o “Signatures should be checked — 14% Borrowers signature vary|.]”
o “Altered documents are usually detectable — 5% White-out on documentation[.]”
Id. at 78.

495. Inaddition, on April 17, 2006, WaMu’ s General Auditor conducted another audit of
Long Beach’s EPD loans and found that Long Beach had “* breakdowns in manual underwriting
processes.”” Id. Other internal WaMu documents established that L ong Beach wasalso engagingin
anumber of illegal predatory lending practices, also violations of its underwriting guidelines. See
Levin-Coburn Report at 79. Thingswere so bad at Long Beach that WaMu president Rotella sent
an e-mail to WaMu’s CEO on September 14, 2006 describing Long Beach as*“ ‘terrible, in fact
negativeright now.”” 1d. at 80.

496. OnJanuary 2,2007, WaMu’ s Chief Risk Officer, Ron Cathcart, forwarded an e-mail
to colleagues concerning the“top five priority issues’ at Long Beach. All of them dealt with failures
at Long Beach to comply with its underwriting guidelines:

“Appraisal deficiencies that could impact value and were not addressed([;]

Material misrepresentations relating to credit evaluation were confirmed(;]
Legal documents were missing or contained errors or discrepancies;]
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Credit evaluation or loan decision errorg[; and]
Required credit documentation was insufficient or missing from thefile.”

Id. at 82.

497. The Senate investigation uncovered several internal communications repeatedly
documenting that Long Beach was not complying with its underwriting guidelines and/or was
engaged in outright lending fraud. A sample of those documents contained the following quotes

concerning Long Beach’ s underwriting (or more accurately the lack thereof):

o “‘[Thereview] confirmed fraud on 115 [loan applications] . .. ."”

o “*[U]lnderwriting deficienciesisa repeat finding . . . ."”

o ““(71%) [of] stated income loans were identified for lack of reasonableness of
income].]”

. “*(71%) had credit evaluation or loan decision errors...."”

. “*(31%) had appraisal discrepanciesor issuesthat raised concernsthat the value

was not supported.’”

. “‘[T]heoverall system. .. hasdeficienciesrelated to multiple, critical origination
and underwriting processes. . .."”

. “‘Underwriting guidelines established to mitigate risk of unsound underwriting
decisions are not always followed . . . ."”

. “*[A]ccurate reporting and tracking of exceptions to policy does not exist.’”
Levin-Coburn Report at 84-85.

498. At ahearing before the U.S. Senate Subcommittee held on April 13, 2010, former
WaMu Chief Risk Officer Jim Vanasek was asked if it wasfair to say that WaMu was not worried
about therisk associated with Long Beach'’ sloans because it sold those loans and passed the risk of
such loans onto investors. Mr. Vanasek’s answer was “‘Yes, | would say that was a fair

characterization.”” Id. at 85. This statement confirmed that neither WaMu nor Long Beach was
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worried about complying with their underwriting guidelines; instead they were only concerned with
being able to sell their defective loans to defendants, which they were successful in achieving.

499. Because Long Beach was systematically abandoning its underwriting guidelines, it
faced millions of dollars in loan repurchase demands from the Goldman Sachs Defendants. See
Levin-Coburn Report at 487 & n.2053. This is further evidence that the Offering Documents
misrepresented that Long Beach originated loans pursuant to underwriting guidelines.

500. That the Offering Documentsfor offerings containing Long Beach loanswerefalseis
confirmed by thefact that L ong Beach madethe OCC’s“Worst TenintheWorst Ten” list of lenders
with the highest numbers of foreclosures on loans it originated during 2005-2007. Only New
Century — another originator at issue herein —had more foreclosures than Long Beach. Long
Beach’'s high foreclosure rate further corroborates the fact that, contrary to defendants
representations in the Offering Documents, it did not actually determine — or care — whether
borrowers could afford to repay their loans.

11. The Offering Documents Misrepresented PHH’s Underwriting
Standards

501. As detailed supra, PHH’s supposed underwriting guidelines were described by
defendantsin the Offering Documents. See8V, supra. For thereasons set forthimmediately bel ow,
these representations were false and misleading at the time defendants made them. In truth, PHH
had completely abandoned its stated underwriting guidelines and was routinely originating loans
without any regard for its borrowers true repayment abilities or the actual adequacy of the
mortgaged properties to serve as collateral.

502. PHH systematically disregarded its underwriting standards, granted exceptionsinthe
absence of compensating factors, required less documentation, and granted no or limited-

documentation loans to individuals without good credit histories. In addition, PHH consistently
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inflated apprai salson mortgaged properties and informed new appraisersthat if they appraised under
certain levelsthey would not be hired by PHH again. Inits SEC Form 10-Q filed August 8, 2008,
PHH admitted to making “loanswith origination flaws’ and that the demand for its mortgagesin
the secondary market had therefore declined.

503. Thefact that PHH did not follow its own underwriting standards when originating the
loans was confirmed by a former PHH Manager and Vice President of Trading and Structured
Finance, who worked out of PHH’ s headquartersin New Jersey and who worked for PHH for over
15 years. Thisformer PHH employee had direct knowledge of PHH’ sunderwriting practices, was
directly involved in PHH’ s structured finance and mortgage securitizations from 1996-2007, and
witnessed PHH’s origination, closing and funding of high-risk mortgages used to collateralize
RMBS. Thisformer PHH employee stated that for at |east one RMBS offering in which PHH was
the loan originator, the mortgage loan collateral underlying the offering was “very weak,” as the
loanswere made to borrowerswho qualified by having only a*heartbeat and a pen,” and that “this
was all the qualification [PHH required] to get a mortgage.” PHH did this because it was not
interested in whether the borrower could repay theloans. Rather, PHH’ s objective was simply to
maximize the value of theloansit could sell. Thisformer employee also stated that virtually all of
the loans underlying the particular offering were “liar loans’ for which PHH did not require any
documentation of the borrowers’ income or assets. This former PHH employee stated that the
collateral for the offering was “not right” and that “the fall would come,” and he expressed his
opinion to the members of PHH management ultimately responsible for overseeing the assembly of
the loan poolsfor the offerings. The warnings, however, were ignored.

504. PHH’s improper and fraudulent lending practices were also documented in the
complaint filed in the action titled Federal Home Loan Bank of Boston v. Ally Fin. Inc., No. 11-cv-
10952-GAO (D. Mass.) (removed from Massachusetts Superior Court, original case number 11-
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1533, filed April 20, 2011) (the*“FHLB Complaint”). The FHLB Complaint cites statementsfrom a

former loan counselor and junior underwriter at PHH from 1997 until October 2007 who revea ed

that: (1) PHH employees faced intense pressure to close loans at any cost; (2) PHH increasingly

approved risky, low or no-documentation loans without adequate review; and (3) PHH employees

manipulated datain order to closeloans. FHLB Complaint, Appendix IX, 1116, at 37 (Dkt. No. 1-

10, at 39). The FHLB Complaint cited this former PHH employee as stating:

505.

“[She] worked directly with borrowers and financial advisors to process loans.
When she became an underwriter in May 2005, she transitioned to evaluating high-
risk mortgage | oan applicationsto determine whether theloans met PHH Mortgage' s
guidelines. Loan officers at PHH Mortgage received commissions based on the
number of loans closed. Asaresult, employeeswere pressured to val ue quantity over
quality.” 1d., 1117, at 37.

“[S]he underwrote loans that clearly contained inflated income values. She knew
that the values were inflated because the stated incomes seemed unreasonable; for
example, ahairstylist would be making alot more money per month than wastypical
for someonein that industry.” 1d., 1118, at 37.

“[She] said that shelooked at theloansand thought, ‘ There snoway.” Nevertheless,
[the witness] approved the loans because the income was ‘ stated and we had to take
[the borrower’s] word for it.’” Id.

“PHH Mortgage had a policy which prohibited underwriters from investigating the
veracity of stated income. Consequently, underwritersat PHH Mortgage did not use
any toolslike Salary.comto verify the borrowers income. Between 2005 and 2007,
[the former employee] explained that it was common practice across the mortgage
industry to accept stated income without further investigation. ‘ They called them liar
loansfor areason,” said [the former employee], ‘It was the nature of the beast back
then.’” 1d., Y119, at 38.

“[The former employee] also reviewed loan documents that she knew had been
altered by the borrower or aloan officer at PHH Mortgage because ‘ the datadid not
match up.” As an example, [the former employee] recalled situations in which the
borrower’ sbank statementsdid not agree with other documentsintheloanfile” 1d.,
1120, at 38.

The fact that PHH did not follow its own underwriting guidelines is confirmed by

statementsfrom former PHH employeesin another lawsuit, Allstate Bank v. JPMor gan Chase Bank,

NA, No. 650398/2011 (N.Y . Sup. Ct., N.Y. Cty.) (the“ Allstate Complaint”). The Allstate Complaint
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allegesthat PHH employeesreveal ed that they “ faced intense pressureto close loans at any cost,
primarily because their commissions were based on the number of loans they closed.” Allstate
Complaint, 1331. TheAllstate Complaint further allegesthat “PHH employees manipulated datain
order to close loans, and knowingly included false information and inflated values in loan
applications” The PHH employees further stated that “PHH had a policy that prohibited
underwriters from investigating the veracity of the income stated on loan applicationg ]; and
PHH increasingly approved risky, low- or no-documentation loanswithout adequatereview.” Id.
The Allstate Complaint also alleges that:
PHH’ s defective underwriting practices have been confirmed by extensive
empirical studies of mortgage loans made and sold into securitizations during this
period. For example, economists at the University of Michigan and elsewhere have
found that the number of loans relating to PHH or its affiliates that suffered from a
particular performance problem — 60 or more days delinquent as of six months after
origination —skyrocketed beginning in mid-2006, i.e., around the exact time many of
the mortgage loans at issue here were being originated and securitized.
Id., 1332.

506. PHH did not follow its own underwriting guidelines and instead of making only
occasiona and justified exceptions to the guidelines, variance from the stated standards was the
normal practice. Quantity of loans was emphasized over quality, and most |oans were made with

little-to-no underwriting or effort to evaluate the borrower’ s ability to repay.

12.  The Offering Documents Misrepresented SunTrust’s
Underwriting Standards

507. Asdetailed supra, SunTrust’s supposed underwriting guidelines were described by
defendantsin the Offering Documents. See 8V, supra. For thereasons set forthimmediately below,
these representations were false and misleading at the time defendants made them. In truth,

SunTrust had compl etely abandoned its stated underwriting guidelines and was routinely originating
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loans without any regard for its borrowers' true repayment abilities or the actual adequacy of the
mortgaged properties to serve as collateral.

508. SunTrust’s business model was to get the loans out the door with as little delay as
possible. This meant that the loans that SunTrust purchased or originated were to be immediately
pooled and sold off to entitieslike the defendants. According to aformer SunTrust contract Senior
Underwriter, who worked for the company from 2001 through November 2007, starting in 2004,
SunTrust greatly de-emphasized quality control and relaxed its underwriting guidelines— so much
so that it seemed that “nobody was accountable for anything.” This former Senior Underwriter
stated that because demand for loansfrom Wall Street was so heavy, the quality of theloans did not
matter to the Wall Street purchasers. To thisformer employee, the rules seemed to have changed to
“make the loan so we can sell it, so we can make more money.” Asaresult, many of SunTrust’s
loans did not comply with its stated underwriting guidelines.

509. Inorder to speed up the underwriting processto meet demand, SunTrust instituted an
automated underwriting process, which used various software programsto review and approveloan
applications. According to the former Senior Underwriter, about 75% of SunTrust's loan
applications that she saw were processed through the automated system. If the automated system
approved aloan, no further underwriting was done, and the loan was approved, funded and closed,
according to both this former employee and to aformer SunTrust Branch Operations Manager in
2007.

510. However, theautomated system had flaws. According totheformer SunTrust Branch
Operations Manager, the automated system approved loans that had DTI ratios of 60%. This
resulted in risky loans being approved that exceeded the maximum DTI ratios allowed under
SunTrust’ s stated underwriting guidelines. The former Branch Operation Manager estimated that
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between 10%-20% of the loans approved by the automated system would have been denied if a
manual underwriting review of the loan files would have been undertaken.

511. Theformer SunTrust Senior Underwriter also stated that if she or other underwriters
rejected a loan application because it did not conform to SunTrust’'s underwriting guidelines,
SunTrust’s managers would override her and the other underwriters' decisions and approve the
loans.

13. Clayton Holdings Confirmed that the Offering Documents
Were False and Misleading

512. As previously alleged, from at least January 1, 2006 through June 30, 2007,
defendants hired Clayton to test samples of the loans defendants were placing into their offering to
determine whether the loans: met the stated underwriting guidelines or had compensating factors
meriting approval; were supported by valid apprai sal 'val uations; and had other valid characteristics.
Clayton tested small samples of loans and provided written reports (daily reports in most cases) to
defendants with the testing results. This was first made public in late September 2010, when the
FCIC released testimony and documents from Clayton.

513.  In September 2010, Clayton provided to the FCIC trending reportsit created, which
summarized its work for various Wall Street banks, including defendants herein. These reports
established that, during the period from January 1, 2006 through June 30, 2007, when most of the
loans at issue herein were being originated, and when most of the certificates were being sold to
plaintiffs, 22.9% of the mortgage |oans Clayton tested for the Goldman Sachs Defendantsdid not
comply with the stated underwriting guidelinesand did not have compensating factorsthat would
merit approval. Thetrending reportsalso revealed that defendants* waived” back in 29.2% of the
defective loans, that is, defendants included 29.2% of those defective loans into the RMBS

offerings defendants sold to the plaintiffsl See Clayton Trending Reports, available at
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http://fcic.law.stanford.edu/hearings/testimony/the-impact-of-the-financial-crisis-
sacramento#documents (last visited June 24, 2013).

514. The forgoing information from Clayton undisputedly establishes that defendants
representationsin the Offering Documents—namely that the certificates' underlying loans complied
with the stated underwriting guidelines — were false and misleading at the time defendants made
them.

515. Not only did defendants knowingly include in the offerings loans that had been
affirmatively identified as defective, they aso did no further testing on the vast mgjority of
unsampled loans, even in the face of Clayton’ sreportsindicating —at a 95% confidence level —that
the unsampled |oans possessed the same defect rate. Infact, defendants, fully aware of the situation,
turned ablind eyeto theinformation, did no further testing, and then included these defectiveloans
into the offerings, thereby rendering the Offering Documents materially false and misleading. As
the FCIC later pointed out, “one could reasonably expect [the untested |oans] to have many of the
same deficiencies, and at the samerate, asthe sampled loans,” and that defendants’ failureto do
any further testing or disclose Clayton’sfindings “raig ed] the question of whether” the Offering
Documents“werematerially misleading, in violation of the securitieslaws.” FCIC Report at 170.

516. Moreover, recently discovered evidence establishes that the above Clayton defect
rates and numbers of defective loans that were “waived” into defendants’ offerings were actually
understated. In a lawsuit entitled Ambac Assurance Corp. v. EMC Mortgage LLC, et al., No.
650421/2011 (N.Y. Sup. Ct., N.Y. Cty.), excerpts of a deposition transcript of a former Clayton
employeewererecently filed. Theformer Clayton employee (whoseidentity wasredacted) testified
that all of Clayton’ sWall Street clients (including Goldman Sachs, aclient of Clayton’s) instructed
Clayton to ignore defective loans, to code defective loans as non-defective, and to change loans
that had been graded asdefectiveto non-defective. The essence of theformer Clayton employee’s
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testimony was that defendantsinstructed Clayton to fraudulently change defective, non-complying
loans into compliant loans. The effect of such efforts was that Clayton’s reports under stated the
number of loans that were defective and which were included in defendants’ offerings.

B. Defendants Made Material Misrepresentations Regarding the
Underlying Loans’ LTV Ratios

517. Assetforthsupra, defendants Offering Documents affirmatively misrepresented the
LTV ratios associated with the certificates underlying loans. See 8V, supra. For the reasons set
forth immediately below, these misrepresentations were material to plaintiffs’ investmentsin the
certificates.

518. An LTV ratio is calculated by dividing the loan amount into the value of the
mortgaged property. LTV ratios are extremely important to both investors and the Credit Rating
Agencies, because they areindicative of the credit quality and safety of aparticular |oan or group of
loans. Generally speaking, a lower LTV ratio indicates a higher credit quality, safer loan.
Conversely, ahigher LTV ratio indicates alower quality, riskier loan.

519. Toexplain, themortgaged property servesascollateral and security for the repayment
of theloan. If theborrower defaultson theloan, foreclosure occurs and the property issold, with the
proceeds of the sale going toward paying the outstanding loan balance, but only after all other
expenses are paid. If thereisinsufficient collatera, i.e., the sale proceeds (minus all expenses) are
less than the outstanding loan balance, the investor suffersaloss. A low LTV ratio indicates that
thereis more collateral, or security, for the loan in the event of aforeclosure. In other words, the
investor is less likely to face a situation where the sale proceeds net of expenses are less than the
outstanding loan amount, and therefore theinvestor islesslikely to suffer aloss. Inaddition, alower
LTV ratio indicatesthat the borrower has more “equity” committed to the property, and isthusless

likely to default on theloan compared to aborrower with little or less equity, who consequently has
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less financial incentive to avoid defaulting on the loan. As aresult, the lower the LTV ratio, the
morelikely itistheborrower will repay theloan, and themorelikely it isthat there will be sufficient
security to make the investor whole, and avoid aloss, in the event of a default and/or adecline in
real estate values.

520. Inany case, an investor never wants a group of loans with alarge number of loans
with LTV ratios over 100%, asthat implies acertain lossin the event of foreclosure. Moreover, a
group of loans with a high number of loans with LTV ratios over 100% is highly susceptible to
default, because the borrowers have little financia incentive to continue making paymentsif their
financial circumstances change or the value of the propertiesdecline. An understanding of thetrue
LTV ratios associated with theloans underlying agiven RMBS isthus essential to an investor, asit
allows the investor to properly gauge the risk associated with the investment.

521. Because LTV ratios are critically important to the risk analysis for agiven RMBS,
they also constitute one of the critical pieces of information used by the Credit Rating Agencies
computerized rating models to determine what credit ratings should be assigned to RMBS
certificates. Generally, thelower the LTV ratios, the higher the ratings the Credit Rating Agencies
assigntothecertificates. Moreover, thelower theL TV ratios, theless credit enhancement the Credit
Rating Agencies generally require to obtain “investment grade” credit ratings. And the less credit
enhancement that is required, the less costly, and more profitable, the RMBS offering is to the

entities for structuring, marketing and selling the RMBS (i.e., defendants here). *

% «Credit enhancements’ can take numerousforms, but one common formisto requirethe sellers
(defendantsin this case) to include additional collateral, i.e., additional loansor better credit quality
loans, in the offering to help ensure the expected cash flow. Either way, the practical effect isthat
additional credit enhancements represent additional costs and/or decreased profit margins to the
entities responsible for the offering.
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522. Defendantswerevery awareof theforegoing. Accordingly, defendantsaffirmatively
misrepresented the actual percentages of the certificates' underlying loans that had LTV ratiosin
excess of 80% and 100%. These representations were intended to convey that there was sufficient
protection against losses in the event of defaults, and that the loans (and therefore the certificates)
were of high credit quality, and were safe, solid investments. Unfortunately for plaintiffs,
defendants’ representations concerning the LTV ratios associated with the certificates’ underlying
loans were false and misleading when made. See 8V, supra.

523. Defendants accomplished their deception by using false and inflated appraisals and
valuationsfor the relevant properties, as alleged above. Because false and inflated appraisals were
used, defendantswere ableto generate artificially understated LTV ratios, which werethen included
in the Offering Documents.

524. The appraisers knew that their appraisals were false and inaccurate, and did not
believethem to betrue. The appraisers, and others providing valuations, were being strong-armed
into providing inflated valuations by the lenders, who threatened the appraisers with being black-
balled in the industry and excluded from future work unless the inflated val uations were provided.
In other instances, appraisers were being bribed into providing inflated valuations by lenders who
paid the appraisers above-market fees for inflated valuations and/or rewarded appraisers with
substantial additional work for inflated appraisas. In yet other instances, lenders intentionally
provided appraisers with false sales information designed to generate inflated appraisals and
valuations. Lenders also required appraisersto rely on information outside the relevant market to
support inflated valuations. Lenders and some appraisers further retaliated against any appraisers
that questioned or criticized their corrupt practices.

525. Defendants were well aware that the appraisal valuation process was being actively
manipulated by |oan originators and appraisers, and therefore also knew that the reported property
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valuations and LTV ratios for the loans did not reflect accurate information. Defendants |earned
such factswhen they performed due diligence on theloans, aswell asthrough Clayton, and by virtue
of their participation in originating theloans, and through their ownership and control of lendersand
their closerelationshipswith them. Defendants had little incentiveto correct theinflated appraisals
—and did not — becauseinflated appraisalsled to larger loan amounts, thereby increasing the size of
defendants’ RMBS offerings, and decreased credit enhancement requirements, all of which, inturn,
increased defendants’ compensation and profits. Accordingly, defendantsknew that the LTV ratios
reported in the Offering Documents were not accurate or reliable indicators of the credit quality of
the loans, and that such LTV ratios had no reasonable basis in fact.

C. Defendants Made Material Misrepresentations Regarding the
Underlying Loans’ Owner Occupancy Rates

526. Assetforth supra, the Offering Documents mi srepresented the OOR percentages, or
Primary Residence Percentages, associated with the loan groups supporting plaintiffs' certificates.
See 8V, supra. For thereasonsset forthimmediately below, these misrepresentati ons were material
to plaintiffs’ investmentsin the certificates.

527. The purpose behind disclosing the OOR percentages associated with a particular
group of loans supporting RMBSisto identify the percentage of such loansthat are owner occupied
or primary residences—that is, the percentage of loansissued to borrowerswho purportedly livedin
the mortgaged properties. Primary Residence Percentages are extremely important to investorslike
plaintiffs, because borrowers are much less likely to default on loans secured by their primary
homes, as opposed to |oans secured by investment properties or second homes. Accordingly, higher
Primary Residence Percentagesindicate safer loans, and thus safer RMBS certificates, whilelower

Primary Residence Percentages indicate riskier loans, and thus lower credit quality certificates.
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528. Because Primary Residence Percentages are critically important to therisk analysis
for agiven RMBS, they also constitute one of the critical pieces of information used by the Credit
Rating Agencies’ computerized rating model sto determinewhat credit ratings should be assigned to
RMBScertificates. Generally, the higher the Primary Residence Percentages, the higher theratings
the Credit Rating Agencies assign to the certificates. Moreover, the higher the Primary Residence
Percentages, the less credit enhancement the Credit Rating Agencies generally require to obtain
“investment grade” credit ratings. And theless credit enhancement that isrequired, theless costly,
and more profitable, the RMBS offering isto the entities responsible for structuring, marketing and
selling the RMBS (i.e., defendants here).

529. Waell aware of this dynamic, defendants systematically overstated the Primary
Residence Percentages associated with plaintiffs certificates, as set forth supra. As a result,
defendants created the false impression that the loans and certificateswere of higher credit quality
than they in fact were. Indeed, in most instances, defendants materially overstated the actual
Primary Residence Percentages by double-digit percentages. See 8V, supra.

530. Defendants knew, based on their due diligence of the loans, Clayton’s reports and
their own activerolein theloan origination process, that the Primary Residence Percentagesfor the
certificates’ underlying loans were being actively manipulated by loan originators and borrowers.
Specifically, defendantswere well aware that borrowerswere misrepresenting their residency status
in order to obtain lower interest rates and/or eligibility for higher LTV or DTI ratio loans.
Defendants were further aware that the originators were aso actively manipulating the Primary
Residence Percentages in order to receive higher prices when selling their loans. Even though
defendants were aware that the Primary Residence Percentages were falsely inflated, they did not
challenge them or change them to reflect the true OORs because defendants knew that higher
Primary Residence Percentages for the loans would result in higher credit ratings from the Credit

-217 -
851933 1



Rating Agencies and less additional credit enhancement requirements for their offerings, thereby
increasing defendants’ profits in selling the certificates. Asaresult of the foregoing, defendants
knew that the Primary Residence Percentages stated in the Offering Documents were fal se and had
no reasonable basisin fact.

D. Defendants Made Material Misrepresentations Regarding the Credit
Ratings for the Certificates

531. Asset forth supra, in each of the Offering Documents at issue herein, defendants
represented that the certificates plaintiffs were purchasing had or would have certain high, safe,
“investment grade” credit ratingsfrom at least two of thethree major Credit Rating Agencies(S&P,
Moody’s and/or Fitch). See 8V, supra. For the reasons set forth supra and immediately below,
these representations were both material and false.

532. Credit ratingsare extremely important to investorsin assessing the quality and safety
of RMBS certificates. Credit ratings on such securities indicate how reliable and safe the
investments are, and are used to predict the likelihood that they will perform, i.e., pay, as expected
and return the investor’s principa at the end of the lending term. The credit ratings of the
certificateswerevery important to plaintiffs, asthey wererequired to purchase only certificatesthat
were rated “investment grade” by the Credit Rating Agencies. Indeed, many of the certificates
purchased by plaintiffs received the highest, safest credit ratings available —“Aaa’ by Moody’ s or
“AAA” by S& P and Fitch. These credit ratingsindicated that the certificateswere the” safest of the
safe,” as such ratings were the same as, or even higher than, the current credit rating of U.S.
Treasury debt. Indeed, “[t]raditionally, investments holding AAA ratings have had alessthan 1%
probability of incurring defaults.” Levin-Coburn Report at 6. Below is a chart setting forth the
Credit Rating Agencies’ credit grading systems, denoting the various investment grade and

speculative grade ratings they provided:
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Moody’s Grades

S&P’s Grades

Fitch’s Grades

Aaa AAA AAA
Aal AA+ AA+
Aa2 AA AA
Aa3 AA- AA-
Al A+ A+
A2 A A
A3 A- A-
Baal BBB+ BBB+
Baa2 BBB BBB
Baa3 BBB- BBB-
TInvestment Grade
Speculative Grade|
Bal BB+ BB+
Ba2 BB BB
Ba3 BB- BB-
Bl B+ B+
B2 B B
B3 B- B-
Caal CCC+ CCC+
Caa2 CCC CcCC
Caa3 CCC- CCC-
Ca CC CC
C C C

D D

533. As previously discussed, the certificates never should have received the safe,
“investment grade’ ratingstouted by defendantsin the Offering Documents. Intruth, the certificates
were anything but safe, “investment grade” securities, as defendants well knew.
certificates were exactly the opposite — extremely risky, speculative grade “junk” bonds or worse,
backed by low credit quality, extremely risky loans. As defendants were well aware, each of the
certificates was backed by numerous loans that had not been originated pursuant to their stated
underwriting guidelines, with many loans being made without any regard for the borrowers’ true
repayment ability, and/or on the basis of falsely inflated incomes and property values, as alleged
above. Moreover, asalso aleged above, the LTV ratiosand Primary Residence Percentagesfor the

loans had been falsified so as to make the loans (and thus, the certificates) appear to be of much

higher credit quality than they actually were.
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534. In order to obtain “investment grade” credit ratings for the certificates, defendants
were required to work with the Credit Rating Agencies. Specifically, defendants were required to
provide the Credit Rating Agencies with information concerning the underlying loans, which the
Credit Rating Agenciesthen put into their computerized ratings model sto generate the credit ratings.
In order to procurethefalsely inflated ratings defendants desired for the certificates, defendantsfed
the Credit Rating Agencies falsified information on the loans, including, without limitation, false
loan underwriting guidelines, false LTV ratios, false borrower FICO scores, false borrower DTI
ratios, and fal se Primary Residence Percentages. Among other things, defendantsfal sely represented
to the Credit Rating Agenciesthat virtually none of theloansin any of the offeringshad LTV ratios
in excessof 100%. Defendants also misrepresented and underreported the numbers of loansthat had
LTV ratiosin excess of 80% in many cases. Defendants further misrepresented that the loans had
much higher Primary Residence Percentagesthan they actually did. Defendantsalso concealed from
the Credit Rating Agencies that most of the |loans were not originated pursuant to the underwriting
guidelines stated in the Offering Documents and/or were supported by falsely inflated incomes,
appraisalsand valuations. Defendants also never informed the Credit Rating Agenciesthat Clayton
had detected defect rates of 22.9% in the samples of loansit tested for defendants, or that defendants
had put 29.2% of thoseidentifiably defectiveloansinto the offerings. Defendantsalso never told the
Credit Rating Agenciesthat defendants did no further testing on the vast magjority of loans, despite
their awareness that there were significant numbers of defective loans detected by the test samples.

535. That the credit ratings stated in the Offering Documentswerefa seand misleadingis
confirmed by subsequent events, as set forth supra. Specifically, after the salesof the certificatesto
plaintiffswere completed, staggering percentages of theloans underlying the certificatesbeganto go
into default because they had been made to borrowers who either could not afford them or never
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intended to pay them. Indeed, in a majority of the loan groupsat issue herein, at least 20% of the
loans currently in the trusts are in default.

536. The average default rate for all the offerings at issue herein currently hovers at
around 31%. Inother words, approximately 3in 10 loans currently inthetrustsarein default. Itis
also important to understand that these reported default rates are for loans that are currently still in
thetrusts. Any prior loansthat were in default and which had been previously liquidated or sold,
and thus written off and taken out of the trusts, have not been included in the calculations.
Therefore, the foregoing default rates do not include earlier defaults, and thus understate the
cumul ative default rates for all of the loans that were originally part of the trusts.

537.  Further proving that the credit ratings stated in the Offering Documents were false
and misleading isthefact that all of the certificates have since been downgraded to reflect their true
credit ratings, now that the true credit quality (or more accurately, lack of quality) and riskiness of
their underlying loansisknown. Indeed, all of the 45 certificates plaintiffs bought have now been
downgraded to speculative “junk” statusor below. Moreover, 20 of the 45 certificates plaintiffs
bought now havea credit rating of “D,” which meansthey arein “ default,” and reflectsthat they
have suffered losses and/or writedowns, and/or have completely stopped paying. In other words,
approximately 43.5% of plaintiffs certificates are in default. This is strong evidence that
defendants lied about the credit ratings. This is so because the high, “investment grade” credit
ratings assigned to plaintiffs’ certificates had a probability of default of between “less than 1%”
(Levin-Coburn Report at 6) for the highest rated certificates and 2.6% (according to Moody’s) for
certificates rated even lower than plaintiffs. The huge discrepancy in the actual default rates
(43.5%) and the historically expected default rates (less than 2.6%) demonstrates the falsity of
defendants’ statements regarding the credit ratings.
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538. These massivedowngrades—in many cases, from “safest of the safe” “AAA” ratings
to “junk” (anything below Baa3 or BBB-) — show that, due to defendants' knowing use of bogus
loan data, the initia ratings for the certificates, as stated in the Offering Documents, were false.
Indeed, the fact that all of the certificates are now rated at “junk” status or below, and more than
43.5% of the certificates are now in default, is compelling evidence that the initial high ratings
touted by defendants in the Offering Documents were grossly overstated and false.

E. Defendants Materially Misrepresented that Title to the Underlying
Loans Was Properly and Timely Transferred

539. Anessential aspect of the mortgage securitization processisthat theissuing trust for
each RMBS offering must obtain good title to the mortgage loans comprising the pool for that
offering. This is necessary in order for the plaintiffs and other certificate holders to be legally
entitled to enforce the mortgage and foreclose in case of default. 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).

540. Therulesfor thesetransfersare governed by thelaw of the state wherethe property is
located, by the terms of the pooling and servicing agreement (“PSA”) for each securitization, and by
the law governing the issuing trust (with respect to matters of trust law). Generally, state laws and
the PSAs 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.

541. Inaddition, inorder to preserve the bankruptcy-remote status of theissuing trustsin
RM BStransactions, the notes and security instrumentsare generally not transferred directly fromthe
mortgage loan originators to the trusts. Rather, the notes and security instruments are generally
initially transferred from the originators to the sponsors of the RMBS offerings. After thisinitial

transfer to the sponsor, the sponsor in turn transfers the notes and security instruments to the
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depositor. Thedepositor then transfersthe notes and security instrumentsto theissuing trust for the
particular securitization. Thisisdoneto protect investorsfrom claimsthat might be asserted against
abankrupt originator. Each of these transfers must be valid under applicable state law in order for
the trust to have good title to the mortgage loans.

542. Moreover, the PSAsgenerally requirethetransfer of the mortgage loansto thetrusts
to be completed within a strict time limit — three months — after formation of the trustsin order to
ensure that the trusts qualify astax-freereal estate mortgage investment conduits (“REMICS’). In
order for the trust to maintain itstax free status, the loans must have been transferred to the trust no
later than three months after the “startup day,” i.e., the day interests in the trust are issued. See
Internal Revenue Code 8860D(a)(4). That is, the loans must generally have been transferred to the
trustswithin at | east three months of the* closing” datesof the offerings. Inthisaction, all of closing
dates occurred in 2005, 2006 or 2007, as the offerings were sold to the public. If loans are
transferred into the trust after the three-month period has elapsed, investors areinjured, asthetrusts
lose their tax-free REMIC status and investors like plaintiffs face several adverse draconian tax
consequences: (1) thetrust’ sincomeis subject to corporate “ double taxation”; (2) the income from
the late-transferred mortgages is subject to a 100% tax; and (3) if late-transferred mortgages are
received through contribution, the value of the mortgages is subject to a 100% tax. See Internal
Revenue Code §8860D, 860F(a), 860G(d).

543. In addition, applicable state trust law generally requires strict compliance with the
trust documents, including the PSAs, so that failure to strictly comply with the timeliness,
endorsement, physical delivery, and other requirements of the PSAswith respect to the transfers of
the notes and security instruments means the transfers would be void and the trust would not have
good title to the mortgage loans.
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544. Tothisend, all of the Offering Documents relied upon by plaintiffs stated that the
loans would be timely transferred to the trusts. For example, in the GSAA 2006-13 offering, the
Goldman Sachs Defendants represented that “[p]ursuant to the trust agreement, the Depositor will
sell, without recourse, to the trust, all right, title and interest in and to each mortgageloan.” GSAA
2006-13 Pros. Supp. at S-74. The Offering Documents for each of the offerings at issue herein
contained either the same or very similar language, uniformly representing that defendants would
ensurethat the proper transfer of titleto the mortgage loansto thetrusts occurred in atimely fashion.

545. However, defendants' statements were materially fal se and misleading when made.
Rather than ensuring that they legally and properly transferred the promissory notes and security
instrumentsto the trusts, asthey represented they would do in the Offering Documents, defendants
instead did not do so. Thisfailure was driven by defendants' desire to complete securitizations as
fast as possible and maximize the fees they would earn on the deals they closed. Because ensuring
the proper transfer of the promissory notes and mortgages hindered and slowed defendants
securitizations, defendants deliberately chose to disregard their promises to do so to plaintiffs.

546. Defendants failure to ensure proper transfer of the notes and the mortgages to the
trusts at closing has already resulted in damages to investors in securitizations underwritten by
defendants. Trusts are unable to foreclose on loans because they cannot prove they own the
mortgages, due to the fact that defendants never properly transferred title to the mortgages at the
closing of the offerings. Moreover, investorsare only now becoming awarethat, whilethey thought
they were purchasing “ mortgaged-backed” securities, in fact they were purchasing non-mortgaged-
backed securities.

547. Infact, several defendantsare currently being investigated by the Attorneys General
of New Y ork and Delaware to discern whether the mortgage documentation for the loans backing
RMBS sold by defendantswas properly completed and transferred. Meanwhile, Attorneys General
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from 49 states have investigated foreclosure practices after the discovery that mortgage servicers
used faulty or falsified paperwork to improperly seize homes from borrowers. The investigation
culminated in a huge settlement of $25 billion with five large banks.

548. Facts disclosed in recent news reports and uncovered through government
investigations and home owner foreclosure litigation over defendants securitizations confirm
widespread problems with defendants' failure to ensure proper transfer of the required mortgage
documents, and highlight the damage that failure has caused to plaintiffs investments. In an
interview on 60 Minutes, Lynn Szymoniak, a lawyer and fraud investigator who has uncovered
instancesin which banks appear to have manufactured mortgage documentation, explained theissue
asfollows:

“When you could make awholelottamoney through securitization. And every other

aspect of it could be done electronically, you know, key strokes. Thiswasthe only

piece where somebody was supposed to actually go get documents, transfer the

documents from one entity to the other. And it looks very much like they just

eliminated that stuff all together.”

549. Aspart of itsexposé, 60 Minutesinterviewed Chris Pendley, atemporary employee
of acompany called Docx. Pendley was paid $10 per hour to signthe name“Linda Green” who, on
paper, purportedly served asvice president of at least 20 different banks at onetime, to thousands of
mortgage documents that were later used in foreclosure actions. Pendley said he and other
employees of Docx were expected to sign at least 350 documents per hour using the names of other
individual son documents used to establish validtitle. Asked if he understood what these documents
were, Pendley said, “[n]ot really.” Hethen explained that he signed documentsasa“vice president”
of five to six different banks per day. Purported transfers bearing the signature of “Linda Green”
were used to transfer mortgages from major originators to the depositors.

550. Further illustrating the falsity of defendants representations in the Offering
Documents regarding proper transfer of the mortgage documents to the issuing trusts is attorney
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Szymoniak’s letter to the SEC (the “SEC Letter”). In the SEC Letter, Szymoniak detailed the
fraudulent alteration and manufacture of mortgage documents by employees of Lender Processing
Services, Inc. (“LPS"). LPSisamortgage default company located in Jacksonville, Florida that,
according to Szymoniak, “produced several missing Mortgage Assignments, using its own
employeesto sign asif they were officers of theoriginal lenders.” Szymoniak observed instances of
mortgage transfers prepared by LPS employees that contained forged signatures, signatures of
individuals as corporate officers on behalf of a corporation that never employed the individualsin
any such capacity, and signatures of individuals as corporate officers on behalf of mortgage
companies that had been dissolved by bankruptcy years prior to the transfers, among other things.

551. Thefabrication of the mortgagetransfers appearsto have been intended to conceal the
actual date that interests in the properties were acquired by the RMBS trusts. The fraudulent
transfersuncovered in foreclosure litigation often show that the transferswere prepared andfiled in
2008 and 2009, when, in redlity, the mortgages and notes were intended and should have been
transferred prior to the closing date of the trusts, in 2005, 2006 and 2007, as stated in the Offering
Documentsrelied on by plaintiffs. Moreover, Szymoniak published an articleon Phil’ s Sock World
on July 20, 2011, setting forth the huge numbers of “trusts that closed in 2005, 2006 and 2007 [that
have] repeatedly filed mortgage assignments signed and notarized in 2011,” years after the closing
dates. Nearly al of the securitizersat issuein thiscase areidentified in Szymoniak’ sarticle. These
late transfers of mortgages are an obviousimproper attempt by defendantsto untimely transfer the
mortgage loans to the trusts after-the-fact. As discussed above, even if such transfers are valid,
plaintiffs have been severely damaged because of defendants’ failureto timely transfer theloans, as
the trusts have potentially lost their tax-free status and the payments to investors might now be
subject to various forms of draconian taxation.
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552.  Other public reports corroborate thefact that theloanswere not properly transferred.
For example, Cheryl Samons, an office manager for the Law Office of David J. Stern, a“foreclosure
mill” under investigation by the Florida Attorney General for mortgage foreclosure fraud that was
forced to shut down in March 2011, signed tens of thousands of documents purporting to establish
mortgage transfers for trusts that closed in 2005 and 2006 purporting to establish the transfers of
thousands of mortgagesin 2008, 2009 and 2010 from Mortgage Electronic Registration Services, an
electronic registry that wasintended to eliminate the need to filetransfersin the county land records.
In depositions in foreclosure actions, Samons has admitted that she had no personal knowledge of
the facts recited on the mortgage transfers that were used in foreclosure actions to recover the
properties underlying the mortgages backing RMBS. See, e.g., Deposition of Cheryl Samons,
Deutsche Bank Nat'| Trust Co., as Trustee for Morgan Stanley ABS Capital 1 Inc. Trust 2006-HE4
v. Pierre, No. 50-2008-CA-028558-X X X-MB (Fla. Cir. Ct., 15th Jud. Cir., Palm Beach City, May
20, 2009).

553.  Further confirming the endemic problems of defective transfers in the defendants
RMBS, servicers that act on behalf of trustees have also been unable to properly foreclose on
mortgaged properties serving as collateral for plaintiffs investments. For example, sworn
deposition testimony from a longtime Countrywide employee (Countrywide is one of the key
originators at issue in this case) regarding Countrywide-originated loans demonstrates that
Countrywide systematically failed to properly transfer or assign the mortgage documents. In Kemp
v. Countrywide Home Loans, et al., No. 08-02448-JHW (Bankr. D.N.J.), Linda DeMartini, a ten-
year employee of Countrywide' sservicing division, testified that not delivering the original noteto
thetrustee was standard Countrywide practice, stating that the*“ normal course of business. . . would
include retaining the documents” and that Countrywide “transferred the rights. . . not the physical
documents.” Based on thistestimony, Chief Bankruptcy Judge Judith Wizmur held that the fact that
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theissuing trustee “ never had possession of the note[] isfatal to itsenforcement” and, thus, that the
trustee could not enforce the mortgage loan. Kemp v. Countrywide Home Loans, Inc., No. 08-
02448-JHW, dlip op. at *10-*11 (Bankr. D.N.J. Nov. 16, 2010). Countrywide originated loansin
many of the offerings at issue herein.

554. The need to fabricate or fraudulently ater mortgage assignment documentation
provides compelling evidence that, in many cases, title to the mortgages backing the certificates
plaintiffs purchased was never properly or timely transferred. In fact, plaintiffs have conducted
investigations on the loans underlying several of the offerings at issue herein to determine whether
theloanswere properly transferred to thetrusts. In each caseinvestigated, the vast majority of loans
underlying the offerings were not properly or timely transferred to the trusts.

555.  For example, plaintiffs performed an investigation concerning the mortgage loans
purportedly transferred to the trust for the Goldman Sachs Defendants GSAA 2006-16 offering.
The closing date for this offering was on or about September 28, 2006. Plaintiffs reviewed the
transfer history for 261 loans that were supposed to be timely transferred to thistrust. Thirty-four
(34) of the loans were not and have never been transferred to the trust. In addition, severa other
loansthat were supposed to be transferred to the trust were transferred to entities other than thetrust,
but not to thetrust. The remainder of the loans (approximately 156) were eventually transferred to
thetrust, but all such transfersoccurred between 2008 and the present, well beyond the three-month
time period required by the trust documents and far after the three-month period for the trust to
maintain its tax-free REMIC status. In other words, none of the reviewed mortgage loans were
timely transferred to the trust, a 100% failure rate.

556. The foregoing example, coupled with the public news, lawsuits and settlements
discussed above, establish that defendantsfailed to properly and timely transfer titleto the mortgage
loans to the trusts. Moreover, they show that defendants' failure to do so was widespread and
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pervasive. In fact, the specific examples discussed above show that defendants utterly and
completely failed to properly and timely transfer title. Defendants’ failure has caused plaintiffs (and
other RMBSinvestors) massive damages. Asnoted by law professor Adam L evitin of Georgetown
University Law Center on November 18, 2010, in testimony he provided to the a U.S. House
Subcommittee investigating the mortgage crisis, “[i]f the notes and mortgages were not properly
transferred to the trusts, then the mortgage-backed securities that the investors[] purchased werein
fact non-mortgaged-backed securities’ (emphasis in original), and defendants failure “ha[d]
profound implicationsfor [RIMBS investors’ like plaintiffs. Indeed, Professor Levitin noted in his
testimony that widespread failuresto properly transfer title would appear to provide investors with
claims for rescission that could amount to trillions of dollarsin claims.

VII. THE GOLDMAN SACHS DEFENDANTS KNEW THAT THE

REPRESENTATIONS IN THE OFFERING DOCUMENTS WERE FALSE
AND MISLEADING

557. Defendants representations in the Offering Documents were not only false and
misleading, but defendants also knew, or were reckless in disregarding, that they were falsely
misrepresenting the underwriting guidelines used and the risk profiles of the loans and
certificates.

A. Goldman Sachs Knew, Based on Its Own Due Diligence, that the
Loans Were Not Adequately Underwritten

558. In the Offering Documents, the Goldman Sachs Defendants stated that Goldman
Sachs conducted due diligence on the lenders who originated the loans, and reviewed their
underwriting standards. For example, inthe GSAMP 2007-NC1 Prospectus Supplement, Goldman
Sachs represented that:

Prior to acquiring any mortgageloans, [ defendant Goldman Sachs Mortgage
Company (“GSMC”)] will conduct a review of the related mortgage loan seller.
GSMC'’ sreview process consists of reviewing select financial information for credit
and risk assessment and underwriting guideline review, senior level management
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discussion and background checks. The scope of the loan due diligence will depend
on the credit quality of the mortgage loans.

559. In addition, the Offering Documents represented that Goldman Sachs reviewed the
adequacy of the loan seller’s underwriting guidelines, including its mortgage loan origination
processes, systems and quality control procedures. For example, in the GSAMP 2007-NC1
Prospectus Supplement, Goldman Sachs represented that:

The underwriting guideline review considers mortgage loan origination
processes and systems. In addition, such review considers corporate policy and
procedures relating to HOEPA and state and federal predatory lending, origination
practices by jurisdiction, historical loan level loss experience, quality control
practices, significant litigation and material investors.

560. TheOffering Documentsalso stated that Goldman Sachswould re-underwrite sample
pools of the loans it purchased to determine whether they were originated in compliance with
applicableunderwriting guidelines. For example, inthe GSAMP 2007-NC1 Prospectus Supplement,
Goldman Sachs explained that it had the option to re-underwrite a sample of the RMBS loan pool:

Wemay, in connection with the acquisition of mortgageloans, re-underwrite
the mortgage |oans based upon criteriawe believe are appropriate depending to some
extent on our or our affiliates’ prior experience with the lender and the servicer, as
well as our prior experience with a particular type of loan or with loans relating to
mortgaged propertiesin aparticular geographical region. A standard approachtore-
underwriting will be to compare loan file information and information that is
represented to us on a tape with respect to a percentage of the mortgage loans we
deem appropriate in the circumstances.

Similar representations were made in other Goldman Sachs Offering Documents.

561. The Levin-Coburn Report confirms that Goldman Sachs regularly conducted due
diligence on the mortgage loan pools that it purchased and securitized. Specifically, the Levin-
Coburn Report noted that “Goldman, either directly or through athird party due diligence firm,

routinely conducted due diligence reviews of the mortgageloan poolsit bought from lendersor third

party brokers for use in its securitizations.” Levin-Coburn Report at 483. These due diligence
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activities revealed to Goldman Sachs that its loan originators had abandoned prudent loan
underwriting practices, contrary to its representations in the Offering Documents.

562. Defendant Goldman Sachs & Co. served as an underwriter in all of the Goldman
Sachs Offeringsat issue herein. Inthiscapacity, Goldman Sachswasrequired under U.S. securities
lawsto “perform areview of the pool assets underlying the [certificates],” and had alegal duty to
ensure that the information it reported about the loans in the Offering Documents was “accurate in
all material respects.” 17 C.F.R. 8230.193. Assuch, Goldman Sachshad alegal duty to ensurethat
the statements in the Offering Documents were true and accurate, and had a corresponding duty to
investigate the underlying loans to ensure statements made about them in the Offering Documents
were not false.

563. Giventhe Goldman Sachs Defendants' lega dutiesto conduct due diligenceto ensure
that the Offering Documents were accurate, as well as their affirmations that they did such
investigations, Goldman Sachs was undoubtedly aware that there was a system-wide breakdown in
residential loan underwriting. Goldman Sachs' due diligence necessarily revealed to it that there
were numerous, risky, defectiveloansthat were supported by inflated apprai sal s/'val uations and not
originated pursuant to the stated underwriting guidelines set forth in the Offering Documents. Asa
result, such due diligence would have al so reveal ed to Goldman Sachsthat the Offering Documents
contained numerous misstatementsregarding the underwriting guidelines, LTV ratios, and Primary
Residence Percentages associated with the certificates underlying loans. Based onall of theabove,
Goldman Sachs also knew that the certificates' credit ratings were grossly inflated. Indeed, as set
forthin 8VI, and the charts at 8V, the underwriting guidelines, LTV ratios and Primary Residence
Percentagesreported in the Offering Documents were not just misstated in afew offerings—rather,
someor al of that datawas materially and systematically misrepresented in every single one of the
Goldman Sachs Offerings at issue herein. The magnitude of the errors, as set forth in the charts
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referenced above, wasvery large, aswere the discrepanciesin borrowers’ ability to repay and their
DTI ratios, thus indicating that a reasonable person conducting even the most perfunctory due
diligencewould have discovered such largeerrors. Alternatively, given Goldman Sachs’ strict legal
due diligence duties and the huge numbers of defective loanswithin the offerings, Goldman Sachs
was reckless in disregarding such large, eye-popping, systematic underwriting failures.

564. Inaddition, the misstated datawas nearly aways suspiciously misstated in only one
way —away that, in nearly every offering, made the loans ook to be of higher credit quality, and
safer and less risky, than they actually were. Given this, it isimprobable that the Goldman Sachs
Defendants’ misrepresentations were innocent or negligent. Rather, the inescapable conclusionis
that Goldman Sachs purposefully, intentionally, and systematically overstated the credit quality of
the loans and concealed their riskiness in order to make the certificates look like prudent,
“investment grade” securities, in order to facilitate their sale to plaintiffs. In fact, given Goldman
Sachs' involvement in every step of the RMBS securitization process — as a loan originator, loan
purchaser, sponsor, depositor, marketing materials creator, seller and market maker of Goldman
Sachs' RMBS — it was racked with conflicts of interest and incentives to lie about the loans and
certificatesit sold to plaintiffs. The Goldman Sachs Defendants had huge incentives to encourage
and endorseinflated appraisals, loose underwriting standards, falsified LTV ratios, understated DT
ratios and overstated OOR percentages, because they allowed defendants to securitize numerous
risky loans that otherwise never would have been saleable, and then pass them off to unsuspecting
investors while making obscene profits. In addition, the Goldman Sachs Defendants received fees
based on the size of the offerings, that is, the larger the offering, the larger their fee. Therefore, the
Goldman Sachs Defendants were incentivized to securitize the highest number of |oans possible at
the largest loan amounts. This motivated the Goldman Sachs Defendants to originate and/or
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acquiesce in large loans to borrowers who could not afford them and which were supported by
inflated appraisals.

B. Goldman Sachs Had Actual Knowledge of the Defective Loans It Was
Securitizing

565. The Goldman Sachs Defendants used the GS Conduit Program to purchase and
securitize loans that backed their RMBS offerings. Through the GS Conduit Program, Goldman
Sachs purchased |oans from various mortgage |oan originators who purportedly evaluated whether
the borrowers could afford to repay the loans, and/or the adequacy of the property as collateral for
the loan. Indeed, in the Offering Documents, the Goldman Sachs Defendants made such
representations. Of the 23 Goldman Sachs Offerings at issue herein, loans from the GS Conduit
Program were used in at least 13 of the offerings.

566. According to the Offering Documents, mortgage loans acquired by Goldman Sachs
through its GS Conduit Program were acquired in accordance with the underwriting criteriaspecified
in such Offering Documents.

567. In connection with the GS Conduit Program, however, the Goldman Sachs
Defendants intentionally purchased and securitized loans that they knew had not been originated
pursuant to the stated underwriting guidelines. Infact, according to aformer Goldman Sachs Client
Relations M anager from 2006 to 2008, who served asaliai son between Goldman Sachs' personnel
who bought loans and the loan originators who sold the loans to Goldman Sachs, the Goldman
Sachs Defendants knowingly purchased what they knew were “bad loans.” According to this
former Goldman Sachs employee, defendants did so because they knew they were passing the
risks of defaults or non-payment onto the buyers of their RMBS — plaintiffsand other investors.

568. Asalleged above, in addition to performing their own due diligence, Goldman Sachs

retained outside vendors, such as Clayton and Bohan, to review samples of theloans. In connection
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with its sampling of loans for Goldman Sachs, Clayton provided defendants with reports of its
findings. Clayton provided such reports to the Goldman Sachs Defendants as it sampled loans
throughout 2006 and 2007. According to Clayton Vice President Vicki Bea (“Beal”), Clayton
provided Goldman Sachswith daily reports concerning theloansit tested during thistime period and
Goldman Sachsreviewed all such reports. Asthe FCIC described, intheinternal Clayton “ Trending
Report” made public by the government in conjunction with testimony given in September 2010,
between January 1, 2006 and June 30, 2007, Goldman Sachs received regular reports regarding
defectiveloans, and 22.9% of theloans Clayton reviewed for Goldman Sachs did not meet the stated
underwriting guidelines. In addition, these loans were not subject to any proper “exceptions,” as
they did not have any “compensating factors.” In other words, these |loans were plainly defective.

569. Nonetheless, despite high level sof nonconforming loans, Goldman Sachs continued
utilizing, and indeed funding, the same originators who had supplied these defective loans for
Goldman Sachs' securitizations. Moreover, Goldman Sachs “waived” into its offerings at least
29.2% of those toxic loans that Clayton had identified to Goldman Sachs as being outside the
guidelines. Theseknowing waiversof obviously defectiveloansinto the Goldman Sachs Offerings
were never disclosed to plaintiffs — or any investor — who purchased certificates in the Goldman
Sachs Offerings. Moreover, aspreviously aleged, aformer Clayton employeetestified under oathin
another case that Clayton’s Wall Street clients, such as Goldman Sachs, instructed Clayton to re-
classify defective loans as non-defective loans, and further instructed Clayton to ignore defective
loans. Therefore, the Goldman Sachs Defendants actualy “waived” even higher numbers of
defective loans into their offerings than Clayton reported. The foregoing also shows that the
Goldman Sachs Defendants actively attempted to conceal the defective loanswithintheir offerings.

570. Inany event, Clayton’ sdataprovides compelling evidencethat Goldman Sachsknew
the underwriting guidelines for the loans it was securitizing were being routinely violated and
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ignored, and that Goldman Sachswas so informed. Indeed, Goldman Sachs conducted due diligence
on al the originators from whom it purchased loans and the loans included in its offerings, to
determine whether there was compliance with the stated underwriting guidelines. The results of
thesereviews confirm that |oan originatorswereroutindly violating the stated underwriting standards
and were originating numerous non-conforming loans, and that Goldman Sachs knew this, yet
knowingly securitized a large number of defective loans that did not comply with the stated
underwriting standards. A review of the Goldman Sachs Offering Documents also confirms that
Goldman Sachs never disclosed that its offerings were filled with these defective loans, and that it
instead misrepresented that all of the loans complied with the stated underwriting guidelines.

571. Inaddition, the deposition testimony of a former Clayton employee further reveals
Goldman Sachs' fraudulent intent, as it establishes that Goldman Sachs not only knew it was
securitizing defective loans, but was also actively attempting to conceal such defective loans, by
instructing Clayton to ignore such loans, or reclassify them as non-defective.

572. Goldman Sachs did not use its due diligence reviews to protect investors from
defectiveloans. Rather, Goldman Sachs used its knowledge that loansin its securitizations did not
comply with the underwriting guidelinesto forceloan originatorsto accept lower pricesfor theloan
pools, thereby providing itself even greater profits when it re-sold the defective loan pools to
investorssuch asplaintiffs. According to the September 2010 FCIC testimony of Clayton’ sformer
president, D. Keith Johnson, investment banks like Goldman Sachswould use Clayton’ sreports as
leverageto negotiate lower pricesfor themselves, and not to benefit investorsat adl. Johnsontoldthe
FCIC in September 2010 that:

| don’t think that we added any value to the investor, the end investor . . . [to] get

down to your point . . . | think only our value was done in negotiating the purchase

between the seller and securitizer. Perhaps the securitizer was able to negotiate a

lower price and could maximize their buying but we added no value to the investor
and to the rating agencies.
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September 2, 2010 FCIC dsaff interview of D. Keth Johnson, available at
http://fcic.law.stanford.edu/resource/interviews. Indeed, the U.S. Senate Subcommitteeinvestigating
the mortgage crisis specifically identified Goldman Sachs as one of the Wall Street investment banks
that operated in this way:

Goldman or athird party due diligence firm it hired typically examined a sample of

theloans. Based on the number of problem loans found in the sample, Goldman or

theduediligencefirm extrapol ated the total percentage of problem loanslikely to be
contained in the pool. This information was then factored into the price Goldman

paid for the pool.

Levin-Coburn Report at 484 n.2036.

573. Employees of Bohan, another third-party due diligence firm that Goldman Sachs
used, have also confirmed that Goldman Sachs knew the loansit was buying did not meet the stated
underwriting guidelines. One former due diligence underwriter for Bohan from 2005 to 2008, who
performed due diligence on loans purchased by Goldman Sachs, has stated that Goldman Sachs often
ignored underwriters’ findings that loans were defective. This former due diligence underwriter
stated that Bohan wasinstructed by the Wall Street banks (specifically including Goldman Sachs) to
“make it work” — meaning find away to permit the loan to remain in the pool, even when the due
diligence underwriter found that the loan did not conform to the underwriting guidelines. TheWall
Street banks instructed Bohan that loan rejections should be held to a minimum. Bohan was also
instructed by the Wall Street banks to find a way to interpret the loan file as meeting the
underwriting guidelines, regardless of the actual quality of theloan, and that underwriters could not
consider thefact that loanswith several questionable characteristicswere particularly risky because
those characteristics comprised alayering of risk. Each night, Bohan would provide the Wall Street
bankswith current reports of the daily underwriting results, and the banks would review the reports
and direct Bohan to make adjustments. Thisformer duediligence underwriter stated that often loan
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fileswere adjusted-up to Level 1 and remained in the loan pool even after a Bohan underwriter had
graded it aLevel 2 and removed it from the pool.

574.  Another former due diligence underwriter for Bohan from 2005 through 2007, who
performed due diligence on loans purchased by Goldman Sachs, has estimated that 50% of the loans
shereviewed were defective, and that “ you would haveto bean idiot not to know that theloanswere
no good.” Goldman Sachs “had to know that they were buying defective loans’ because they
received daily reports from Bohan which provided the clients with knowledge of the quality of the
loans under examination, and informed the clients of the extent to which the clientswere purchasing
defectiveloans. Thisformer underwriter stated that the Wall Street bankswould usethe daily reports
to amend the underwriting standardsto permit acceptance of more, rather than fewer, loans, stating,
“[i]f we had alot of kicks, the client would change our guidelines,” in other words “massaging or
manipulating” theguidelines. Specifically, thisformer underwriter stated that problems often arose
with loansin which the stated maximum L TV ratio was exceeded or it was clear the property would
not be owner occupied, but that Bohan was instructed by its clients that they wanted the loans to
remain in the pool they were purchasing, and that they generally found ways to resolve the issue so
that such loans could remain in the pool.

575. MeélissaToy and IrmaAninger, two contract risk analystswho reviewed loanfilesfor
Bohan from 2004 to 2006, reported that their supervisors overrodethe majority of their challengesto
shaky loans on behalf of Goldman Sachs and other firms:

They couldn’t recall specific examplesinvolving loans bought by Goldman,

but they said their supervisors cleared half-million dollar loans to a gardener, a

housekeeper and a hairdresser.

Aninger, whose job was to review the work of other contract analysts, said
that [when] she objected to numerous applicationsfor loansthat required no income

verification, her supervisor would typically tell her, “You can’t call him aliar . . .
Y ou have to take (his) word for it.”
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“1 don’t even know why | wasthere,” she said, “because the stuff was gonna
get pushed through anyway.”

Toy said she concluded that the reviews were mostly “for appearances,”
because the Wall Street firms planned to repackage “bogus’ loans swiftly and sell
them asbonds, passing any futureliabilitiesto the buyers. Theinvestment banksand
mortgage lenders each seemed to be playing “hot potato,” trying to pass the risks
“before they got burned,” she said.

“Therewasnobody involved in thiswho didn’t know what wasgoing on, no
matter what they say,” shesaid. “We all knew.”

Greg Gordon, Why did Goldman stop scrutinizing loansit bought?, M cClatchy Washington Bureau,
Nov. 1, 2009.

576. Despite the large number of defective loans Goldman Sachs knew were being
produced by its originators, Goldman Sachs continued purchasing loansfrom such originatorsas part
of its massive RMBS machine that generated records profits for the company.

C. Goldman Sachs Shorted the Very RMBS It Was Selling to Its Clients,

Including Plaintiffs, Demonstrating that It Knew Its Statements in the
Offering Documents Were False

577. Asset forth supra, at the same time Goldman Sachs was offering the certificatesfor
sdle to plaintiffs, the bank was also acquiring a massive “short” position on the RMBS market,
through the use of CDSs and other similar instruments, essentially betting that the very same
certificates defendantswere selling to plaintiffs—and/or other similar certificates—would default at
significant rates. This information — which clearly demonstrates defendants awareness that the
certificates they sold to plaintiffs were anything but the safe, “investment grade” securities
defendants represented them to be— has been confirmed by the U.S. Senate’ s Levin-Coburn Report
and the FCIC Report. Unfortunately for plaintiffs, it was never disclosed by defendants.

578. Assetforth supra, the Goldman Sachs Defendants made billions of dollarsfrom their
“short” betsagainst plaintiffs’ certificates and other ssmilar RMBS —all of which camein addition

to the hefty fees defendants pocketed for structuring and selling the certificatesto plaintiffs. Indeed,
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the Goldman Sachs Defendantsreceived at least $14 billion in CDS-related paymentsfrom A1G and
AlG-related entities lone. See FCIC Report at 376-78. Moreover, defendants made even more
additional profits by shorting the RMBS market through the “ABX Index,” an index that tracked
RMBS, just like those sold to plaintiffs here. In fact, in the first quarter of 2007, Goldman Sachs
earned “arecord $266 million” through its mortgage business, “ driven primarily by short positions,
including a $10 billion short position on the bellweather ABX BBB Index.” FCIC Report at 236.

579. Assetforthinthe FCIC Report, beginning in December 2006, Goldman Sachsbegan
to reduce its exposureto RMBS by selling all the RMBS initsinventory that it possibly could, and
by aso shorting them. With respect to Goldman Sachs' attempts to sell its inventory of RMBS,
Goldman Sachs CEO Lloyd Blankfeininternally and derisively referred to Goldman Sachs RMBS—
the same RMBS that Goldman Sachs was selling to plaintiffs —as “*dogs.”” FCIC Report at 236
(February 11, 2007 e-mail from Blankfein to Goldman Sachs colleague Tom Montag stating: “[A]re
we doing enough right now to sell off catsand dogs. . . 7). Other Goldman Sachs employeeswere
even more blunt about the poor quality of Goldman Sachs RMBS. In describing one Goldman
Sachs CDO® offering, Montag, asenior Goldman Sachs executive, sent Daniel Sparksan e-mail in
June 2007, calling the offering “‘ one shitty deal.”” See Levin-Coburn Report at 394-95. In another
instance, in October 2006, a Goldman Sachstrader referred to Goldman Sachs' RMBS offerings as
“‘junk.’” Id. at 543 n.2374.

580. Defendants institutional decision to short the very RMBS they were selling to
Goldman Sachs clients, including some of the exact securities sold to plaintiffs, clearly
demonstrates defendants' awareness that the statements in the Offering Documents — namely, that

the certificateswere“ investment grade” securities backed by loansthat had been originated pursuant

% «CDO" is an acronym for “collateralized debt obligation.” CDOs are collections of various
RMBS.
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to stated guidelines generally designed to evaluate borrowers' ability to repay and the adequacy of
mortgaged propertiesto serve as collateral —were patently false at the time they were made. After
all, if defendantsreally believed the certificateswere prudent investment grade securities, they never
would have shorted them in the huge way that they did. To the contrary, at and around the time
defendants sold the certificates to plaintiffs, Goldman Sachs' internal, proprietary models and data
showed that RMBS like the certificateswerelikely to decline by up to 70% from their face amounts.
For this reason, in January 2007, “Daniel Sparks, the head of Goldman’s mortgage department,
extolled Goldman’ ssuccessin reducing its subprimeinventory, writing that the team had * structured
like mad and traveled the world, and worked their tails off to make some lemonade from some big
old lemons.’” FCIC Report at 236.

581. Even moredamning than Goldman Sachs’ general shorting of the RMBS market are
the huge bets Goldman Sachs placed against the very certificatesit wasselling to plaintiffsand other
investors. In order to reduce its massive financial exposure to the subprime mortgage market,
Goldman Sachs began purchasing CDS protection, or “shorts,” on the very RMBS positionsit sold

into the market. 1n fact, Goldman Sachs shorted one of the very securities it sold to plaintiffs,

without ever disclosing it to plaintiffs.

582. Inthespring of 2006, the Goldman Sachs Defendants sold plaintiffssix certificates,
with aface amount of $18 million, in the Goldman Sachs-underwritten LBMLT 2006-A offering.
As confirmed by the Levin-Coburn Report, the loan originator for that offering, Long Beach, was
known to Goldman Sachs as one of theworst originatorsin the business, onewhich routinely flouted
its stated underwriting guidelines. Goldman Sachs knew this based on itsextensive businesstiesto
WaMu (Long Beach’ s parent company) and Long Beach. Goldman Sachs and the two lenders had
collaborated on at least $14 billion in loan sales and securitizations, including at least two of the
Goldman Sachs Offerings at issue herein. Despite knowing what it did about Long Beach’ s non-
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existent underwriting practices and reckless originations, Goldman Sachs underwrote the offering
which was completely backed by Long Beach'’s defective loans.

583. Whileselling plaintiffscertificatesinthe LBMLT 2006-A offering, and representing
that such certificates wereinvestment grade securities, Goldman Sachsal so took out a CDS, betting
those same securitieswould decline. In February 2007, less than one year after certificatesin the
LBMLT 2006-A offering were sold to plaintiffs, a Goldman Sachs analyst reported that all of
Goldman Sachs' 2006 subprime second-lien RMBS securities, including the LBMLT 2006-A
offering, were deteriorating in performance, with “‘ deal sbacked by Fremont and Long Beach [|oang]
hav[ing] underperformed the most.” Levin-Coburn Report at 488 n.2057.

584. On May 17, 2007, atrader on Goldman Sachs Mortgage Department’s ABS Desk
wrote to his supervisor about losses in the LBMLT 2006-A offering: “[B]ad news. . . [the |oss]
wipes out the m6s [mezzanine tranche] and makes a wipeout of the m5 imminent. . . . [C]osts us
about 2.5 [milliondollarg]. . . .[G]ood news. . . [w]e own 10 [million dollars] protection at them6 .
.. [w]e make $5 [million].” Asexplained by the Levin-Coburn Report, while “Goldman lost $2.5
million from the unsold L ong Beach securitiesstill onitsbooks, [it] gained $5 million fromthe CDS
contract shorting those same securities. Overall, Goldman profited from the decline of the sametype
of securitiesit had earlier sold to its customers.” 1d. at 514.

585. Norwasthisanisolated incident. According to the Levin-Coburn Report, Goldman
Sachswas aware that Fremont — another lender that originated loansin at least one of the Goldman
Sachs Offerings at issue herein (the GSAMP 2006-FM2 offering) — did not comply with its
underwriting guidelines. Indeed, the U.S. Senate Subcommittee investigation found that “ [d] espite
. . . Indications of Fremont’s poor quality loans, Goldman continued to underwrite and market
securities backed by Fremont loans.” Levin-Coburn Report at 515. But Goldman Sachs also
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simultaneously bought CDS short positions against Fremont-backed RMBS which it created in
March 2007, exposing its knowledge that Fremont’ s loans were awful:
Goldman marketed and sold the Fremont securitiesto its customers, while at

the same time purchasing $15 million in CDS contracts referencing some of the

Fremont securitiesit underwrote. Seven months later, by October 2007, the ratings

downgrades had begun; by August 2009, every trancheinthe GSAM P securitization

had been downgraded to junk status.

In both examples involving Long Beach and Fremont RMBS securities,

Goldman obtained CDS protection and essentially bet against the very securitiesit

was selling to clients. 1n each case, Goldman profited from the fall in value of the

same securities it sold to its clients and which caused those clients to suffer

substantial losses.
Id. at 516.

586. AstheLevin-Coburn Report explained, throughout 2006 and 2007, Goldman Sachs
continued to useitsshorting strategy asaway to reduceits own mortgage risk while also continuing
to clear toxic loans off its books by creating and selling more mortgage-related products to its
clients. In 2006, Goldman Sachs’ massive short bet that mortgage-backed assetslikethoseit sold to
plaintiffs would collapse had grown to $9 billion, demonstrating that Goldman Sachs knew the
RMBS products it was simultaneously selling to plaintiffs were awful. Goldman Sachs' net short
position continued to rise — by 2007, it reached as high as $13.9 billion. Id. at 430.

587. TheLevin-Coburn Report gavethe public aunique glimpseinto the mind of Goldman
Sachs during 2006 and 2007 —the same period when it sold most of the certificatesat issue hereinto
plaintiffs. 1t found that Goldman Sachsknew that RMBS investmentslikethoseit sold to plaintiffs
were horrible investments. The Senate Report showed how cynical and ruthless Goldman Sachs
behaved, asit used its non-publicinside knowledgeto fleece its customers without thinking twice (or
even at all). The Senate Report found that “at the same time” Goldman Sachs “sold RMBS

securitiesto customers,” telling them such securities were prudent and investment grade, Goldman

Sachswas also “shorting the securitiesand . . . betting that they would lose value.” Levin-Coburn
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Report at 513. In sum, the U.S. Senate Subcommittee found that Goldman Sachs“sold RMBS and

CDO securities to its clients without disclosing its own net short position against the subprime

market or its purchase of CDS contractsto gain from thelossin value of some of the very securities

itwassdallingtoitsclients.” Id. at 9.

588.

In hisbook, Money and Power: How Goldman Sachs Cameto Rulethe World (2011),

William D. Cohan explained how Goldman Sachs, after learning of the systemic breakdown in

lending standards and the masses of defective loans, used such inside knowledge to profit at

plaintiffs (and other investors’) expense:

[Goldman’ sRMBS] model could analyzeall the underlying mortgages and valuethe
cash flows, as well as what would happen if interest rates changed, if prepayments
were made, or if the mortgages were refinanced. The model could also spit out a
valuation if defaults suddenly spiked upward.

[Goldman’ 5] proprietary model wastelling [Goldman)] that it would not take
much to wipe out the value of tranches of a mortgage-backed security that had
previously looked very safe, at least in the estimation of the credit-rating agencies
that had been paid (by Wall Street) to rate them investment grade.

* * *

By tweaking the various assumptions based on events that seemed increasingly
likely, [Goldman’s] models were showing a marked decrease in the value of
mortgage-related securities. “[Goldman’s] models said even if you don’'t believe
housing prices are going to go down, even if we apply low-probability scenarios
about it going negative. . . there’ sno way this stuff can be worth anywhere near one
hundred [centson thedollar].” ... [Goldman’s| models had them pegged anywhere
between 30 centsand 70 cents. . . .

Id. 494-95.

589.

According to aformer Goldman Sachs employee, these models, aswell asthe other

inside information concerning the massive underwriting failures which were in Goldman Sachs

exclusive possession, showed “‘the writing on the wall in this market as early as 2005 ” (Gretchen

Morgenson & Louise Story, Banks Bundled Debt, Bet Against It and Won, N.Y. Times, Dec. 24,

2009) and into the “the early summer of 2006” (Levin-Coburn Report at 398). Goldman Sachs
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exploited its asymmetric access to, and possession of, inside information about the weaknessin the
mortgage loans collateralizing the certificates it marketed and sold.

590. The culture of ripping off customers was rewarded at Goldman Sachs. As Greg
Smith, aformer executive director at Goldman Sachs and head of the firm’s United States equity
derivatives business in Europe, the Middle East and Africa, stated in a New York Times Op-Ed on
March 14, 2012:

What are three quick ways to become aleader [at Goldman]? a) Execute on

the firm’'s “axes,” which is Goldman-speak for persuading your clientsto invest in

the stocks or other productsthat we are trying to get rid of because they are not seen

as having alot of potential profit. b) “Hunt Elephants.” In English: get your clients

— some of whom are sophisticated, and some of whom aren’t — to trade whatever

will bring the biggest profit to Goldman. Call me old-fashioned, but | don’t like
selling my clients a product that is wrong for them.

* * *

It makesmeill how callously peopletalk about ripping their clientsoff. Over

the last 12 months | have seen five different managing directors refer to their own

clients as “muppets,” sometimes over internal e-mail.

591. As another magazine article explained, “Goldman was like a car dealership that
realized it had awhole lot full of carswith faulty brakes. Instead of announcing arecall, it surged
ahead with atwo-fold plan to make a fortune: first, by dumping the dangerous products on other
people, and second, by taking out life insurance against the foolswho bought the deadly cars.” Matt
Taibbi, The People vs. Goldman Sachs, Rolling Stone, May 26, 2011, available at
http://www.rollingstone.com/politics/news/the-people-vs-goldman-sachs-20110511. Similarly, a
leading structured finance expert reportedly called Goldman Sachs' practice”the most cynical use of
credit information that | have ever seen,” and compared it to “buying fire insurance on someone
else’ s house and then committing arson.” FCIC Report at 236.

592. Further displaying Goldman Sachs' fraudulent intent is the fact that the Goldman

Sachs Defendants never disclosed that they were engaged in such nefarious activities at the same
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timethat they were selling the certificatesto plaintiffs. 1ndeed, the Chairman and CEO of defendant
Goldman Sachs & Co., Lloyd Blankfein, subsequently admitted to the FCI C on January 13, 2010,
that defendants’ conduct of selling thecertificatesto investorslike plaintiffswhile simultaneously
purchasing CDS was “improper.” Specifically, the FCIC Report noted the following:

During a FCIC hearing, Goldman CEO Lloyd Blankfein was asked if he
believed it was a proper, legal, or ethical practice for Goldman to sell clients
mortgage securities that Goldman believed would default, while simultaneously
shorting them. Blankfein responded, “| do think that the behavior isimproper and
we regret the result — the consequence [is] that people have lost money.”

593. FCIC Report at 236.
594. The U.S. Senate Subcommittee’ s Report similarly noted:

Goldman Sachs . . . underwrote securities using loans from subprime lenders
known for issuing high risk, poor quality mortgages, and sold risky securitiesto
investors across the United States and around the world. [Goldman Sachs| also
enabled the lenders to acquire new funds to originate still more high risk, poor
quality loans. [Goldman Sachs] sold CDO securities[which contained RMBSlike
those sold to plaintiffs] without full disclosure of the negative views of some of
their employeesregarding theunderlying assetsand. . . without full disclosurethat
it was shorting the very CDO securities[which contained RMBS like those sold to
plaintiffs] it was marketing, raising questions about whether Goldman complied
with its obligations to issue suitable investment recommendations and disclose
material adverse interests.

Levin-Coburn Report at 11.

595. The Goldman Sachs Defendants made absolutely no disclosure that they were
actually then engaged in this activity in the Offering Documents or in any other manner before
selling plaintiffs certificates in the Goldman Sachs Offerings. Nor did they disclose that they
thought that the RMBS they were selling to plaintiffswere“ crap,” “big old lemons,” “ shitty deal[s],”
“dogs’ and“junk.” Thisplainly demonstratesthe Goldman Sachs Defendants’ fraudulent intent and

deceit in their business dealings.
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D. Evidence from Government Investigations Confirms that Goldman
Sachs Acted with Scienter

596. Goldman Sachs has been the subject of numerous criminal and regulatory probes
related to its mortgage securitization and securities underwriting practices. See Susan Pulliam, Kara
Scannell, Aaron Lucchetti & SerenaNg, Wall Street Probe Widens, Wall St. J., May 13, 2010, at A1
(reporting on federal criminal and regulatory investigations of whether Goldman Sachs and others
“misled investors about their rolesin mortgage-bond deals’). Theseinvestigationsfurther confirm
that the Goldman Sachs' misrepresentations alleged herein were not mere isolated, innocent
mistakes, but the result of the company’s widespread corporate culture and policies that elevated
fraudulent conduct over fair play.

597. For example, Goldman Sachs misconduct prompted the Attorney General of
M assachusetts to examine whether Goldman Sachs:

o failed to ascertain whether loans purchased from originators complied with the
originators stated underwriting guidelines,

o failed to take sufficient stepsto avoid placing problem loansinto securitization pools;

. failed to correct inaccurate information in securitization trustee reports concerning
repurchases of loans; and

o failed to make available to potential investors certain information concerning
allegedly unfair or problem loans, including information obtained during loan due
diligence and the pre-securitization process, as well as information concerning
Goldman Sachs' practicesin making repurchase clamsrelating to loansin and out of
securitizations.

598.  Goldman Sachs settled with the Commonweslth of M assachusetts over theforegoing

misconduct, paying $60 million. Inannouncing the settlement, the M assachusetts Attorney General
stated that Goldman Sachs did not take “sufficient steps to avoid placing problem loans in

securitization pools.” Goldman Sachswasalso required toforgiveall or portions of the balanceson
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many loans it had bought and securitized, which resulted in tens of millions of dollarsin additional
expenses to Goldman Sachs for its wrongful practices.

599. Similarly, the Senate Report, after an extensiveinvestigation of the factsconcerning
Goldman Sachs' RM B S securitizations, concluded that the Goldman Sachs Defendantsintentionally
and deliberately defrauded investors like plaintiffs. It concluded that Goldman Sachs* knowingly

sold high risk, poor guality mortgage products to clients around the world, saturating financial

markets with complex, financially engineered instruments that magnified risk and losses when
their underlying assets began to fail.” Levin-Coburn Report at 476. Further establishing the
Goldman Sachs Defendants fraudulent state of mind, the Senate Report further found that
“Goldman originated and sold RMBS securities that it knew had poor quality loans that were
likely to incur abnormally high rates of default.” 1d. at 513. Goldman Sachs' fraudulent intent
could not be made more clear.

600. On September 1, 2011, the Federal Reserve Board sanctioned Goldman Sachsfor “a
pattern of misconduct and negligence relating to deficient practices’ in its former mortgage unit,
Litton Loan Servicing LP. (“Litton”), including those involving “robo-signing” — a practice often
necessitated by thefailureto properly execute and transfer |oan documents when depositing loansin
RMBStrusts, asisalleged herein. Asaresult of this sanction, Goldman Sachswasrequiredtoretain
an independent consultant to review certain foreclosure proceedingsinitiated by Litton. The Federal
Reserve has also announced that it believes monetary sanctions are appropriate against Goldman
Sachs and plans to announce monetary penalties. Goldman Sachs' seria and repetitive “ pattern of
misconduct” is further evidence that Goldman Sachs knew its representations in the Offering
Documents at issue herein were false and misleading.

601. On February 28, 2012, Goldman Sachs announced in an SEC Form 10-K that it had
received a Wells notice from the SEC, notifying it that the SEC intended to bring an enforcement
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action against it. According to media reports, the Wells notice related to mortgage securitizations
similar, if not identical, to the Goldman Sachs Offerings at issue herein.

602. Astheforegoingillustrates, the Goldman Sachs Defendantswere very much aware of
the numerous facts that contradicted thelr representations in the Offering Documents. Indeed, the
Goldman Sachs Defendants affirmatively profited in a huge way from those very facts,
demonstrating that they acted fraudulently.

E. Plaintiffs Did Not and Could Not Have Discovered Defendants Were
Acting Fraudulently Until Late 2010

603. Plaintiffs could not have learned and did not learn that defendants were defrauding
them until late September 2010, when the FCIC investigation revealed for the first time that
defendants: (1) weretold by Clayton in 2006 and 2007 that significant portions of the loans within
the offerings did not comply with the underwriting guidelines stated in Offering Documents; and (2)
defendantsthen knowingly included large numbers of those defective loansinto the offerings. It
wasonly at that timethat plaintiffslearned that defendants misrepresentationsand omissionswere
intentional, thereby informing plaintiffs that defendants had acted fraudulently.

604. Indeed, it was not until September 2010 that the public first learned that defendants
were intentionally defrauding investors in connection with RMBS offerings. That was when the
U.S. Government, acting through the FCI C, rel eased testimony and documentsto the public showing
for the first time that the Goldman Sachs Defendants received the Clayton reports, were informed
that loans did not comply with stated underwriting guidelines, and intentionally included large
numbers of defectiveloansinto RMBS offerings sold to theinvesting public. Thesereportsrevealed
for the first time that defendants were expressly aware that their RMBS offerings were filled with
defective loans, and that defendants knew so:

(@ before marketing the RMBS;
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(b) before describing the collateral underlying the RMBS;
(c) before writing the prospectuses, prospectus supplements and other Offering
Documents they used to market the certificates,
(d) before “structuring” the RMBS with the Credit Rating Agencies data-
sensitive models;
(e) before “pricing” the subject RMBS; and
) before conveying the false information to plaintiffs or their agents.
605. Defendantshid Clayton’sfindingsfrom plaintiffs, just asthey hid thosefindingsfrom
other investors, and never disclosed the foregoing in the Offering Documents or anywhere else.
606. Moreover, it was not until late 2010, when the FCIC and U.S. Senate revealed that
defendants were shorting investments like the certificates at the same time that defendants were
salling the certificatesto plaintiffs and others, that the investing public first learned that defendants
were profiting from their short sales, at plaintiffs and other investors’ expense.
VIII. DEFENDANTS’ MISREPRESENTATIONS AND OMISSIONS WERE
MADE FOR THE PURPOSE OF INDUCING PLAINTIFFS TO RELY ON

THEM AND PLAINTIFFS ACTUALLY AND JUSTIFIABLY RELIED ON
DEFENDANTS’ MISREPRESENTATIONS AND OMISSIONS

607. Plaintiffs and their assigning entities actually and justifiably relied upon the false
information that defendants knowingly wrote into the Offering Documents and that were used to
market the certificates.

608. The Offering Documents contained detailed descriptions of the mortgage pools
underlying the certificates. The Offering Documents provided the specific terms of the particular
offering. They included data concerning the loans underlying the offering, including, without
limitation: the type of loans; the number of loans; the mortgage rate; the aggregate scheduled

principal balance of the loans; the LTV ratios; OOR percentages, including the Primary Residence
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Percentages; credit enhancement; and the geographic concentration of the mortgaged properties.
The Offering Documents also contained a description of the loan originators’ underwriting and
appraisal/valuation standards, guidelines and practices. The Offering Documentsfurther contained
the investment grade credit ratings assigned to the certificates by the Credit Rating Agencies, and a
promise that the relevant mortgage loans would be properly and timely transferred to the trusts.

609. Indeciding to purchase the certificates, plaintiffs and the assigning entities actually
relied on defendants’ fal se representations and omissions of material fact in the prospectuses, pitch
books, term sheets, loan tapes, “free writing” prospectuses, “red” and “pink” prospectuses,
prospectus supplements and other Offering Documents alleged herein that defendants provided to
plaintiffs, including the representations regarding the loan underwriting guidelines, the
characteristics of the underlying mortgage loans (such as the LTV ratios and OOR percentages,
including the Primary Residence Percentages), the credit ratings assigned by the Credit Rating
Agencies, and thetransfer of titleto the mortgageloans. But for defendants’ misrepresentationsand
omissionsin the Offering Documents, plaintiffsand the assigning entitieswoul d not have purchased
the certificates.

610. Plaintiffs and the assigning entities reasonably and justifiably relied upon the
information that defendants wrote into the Offering Documents and could not have discovered that
defendants — the most sophisticated and then-respected commercia actors in the world — were
omitting and misrepresenting material information exclusively within their possession, custody and
control. Plaintiffs and the assigning entities performed a diligent investigation concerning the
offerings, certificates and the underlying loans before they purchased the certificates and could not
have learned that defendants were making material misrepresentations and omissions about the
offerings, certificates and loans.
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611. Eachof theplaintiffsor their assignorshired skilled, experienced, professional asset
managers who diligently conducted their investment activities. They could not and did not detect
defendants’ misrepresentations and omissions.

A. The Brightwater-Managed Entities Actually and Justifiably Relied on

the False Information that Defendants Used to Sell the Subject
Certificates

612. AssignorsGreyhawk and BlueHeron 11, and plaintiffsBlueHeron 11, BlueHeron V,
Blue Heron VI, Blue Heron VII and Blue Heron IX each hired a professional asset investment
manager, Brightwater, to conduct their investment activities. Brightwater, inturn, employed highly
qualified, conscientious, and experienced investment professional sto makeinvestmentson behal f of
itsclients. The process involved screening and testing the quality of potential investments, which
included portfolio and RMBS-level analyses. Thisprocesswas diligently followed by Brightwater
and eminently reasonable.

1. Portfolio-Level Screening

613. Before any Brightwater-managed entity was even permitted to purchase a particular
security, that security had to conform to numerousinvestment parameters. For example, the security
had to be a debt security, which, unlike equity, requires the obligor to return 100% of the invested
principal amount by a date certain. Further, each debt security must have passed the major Credit
Rating Agencies own tests, qualifying as an “investment grade” security under those tests and
analyses. In addition, each debt security had to be rated “investment grade” by at least two of the
Credit Rating Agencies. Only if the particular security satisfied such portfolio-level criteriacould it
be considered for further review. Any security affected by defendants’ misrepresentations and
omissions would have been rejected at this first screening if defendants’ misrepresentations and

omissions could have been detected.
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2. RMBS-Level Screening

614. Even after putting in place reasonable screens to weed out bad investments,
Brightwater conducted further analyses. Specifically, Brightwater reviewed term sheets or similar
summary materials (sometimes called “pitch books’) provided regarding a particular RMBS,
analyzed the RMBS syield and pricerelativeto similar securitiesinthe market, and madean initia
recommendation about whether to purchasethe RMBS. After thisstep, Brightwater conducted even
deeper anayses into the proposed RMBS.

615. Thenext stepin Brightwater’ sinvestment processinvolved conducting further credit
analyses on the proposed RMBS. In that process, a credit analyst read marketing materials,
including prospectus supplements and other offering documents. The processasoinvolved usingan
expensive database and software system to detect any anomaiesin aparticular offering and to model
the particular offering under various economic assumptions. Thiscredit analysisfurther considered
the level of structural subordination (or credit enhancement) supporting the proposed RMBS, and
how sensitive the particular RMBS security was to various cashflow assumptions. The credit
analysis focused on underwriting criteria, LTV ratios, FICO scores, OOR percentages, geographic
dispersion, and the quality of the loan servicer supporting the transaction, among other pertinent
credit characteristics.

616. Following its credit analysis, Brightwater subjected a proposed RMBS purchase to
even more screening. Brightwater gathered the foregoing portfolio-level data, pricing information
and credit analysis data, and subjected all of that information to review by a seasoned investment
committee. If theinvestment committee did not unanimously approvethe particular RMBSfor one
of itsclient’s portfolios, then the RMBS was rejected.

617. In fact, there were at least four different screens that Brightwater employed that

would have rejected defendants’ “junk” securities that were falsely masquerading as investment
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grade bonds. Firgt, the certificates at issue in this case never should have been rated “investment
grade,” because, as defendants knew, those ratings were based on “garbage in” the Credit Rating
Agencies’ rating models, resulting naturally in“garbage out” of those models. Thus, the certificates
would have failed Brightwater's portfolio-level screening had the truth about defendants
misrepresentations been known. Second, the subject certificates would have failed the initial
RMBS-level screening, because the true qualitative and quantitative data would have exposed the
certificates as being massively mispriced had it been accurately set forth inthe certificates Offering
Documents. Third, the subject certificates would have been thoroughly rejected by Brightwater’s
robust credit analysis, which, as noted, served to double check prior analyses and dive even deeper
into the credit characteristics of the particular bond. Fourth, if Brightwater’ s personnel had detected
defendants’ use of phony data, they would have rejected the certificates at every stage noted above
and would have rejected the certificates at the investment committee phase of the investment
process.

618. In the end, none of Brightwater's expertise, databases, software, investment
personnel, quality control checksor substantial investment in all of these processesreally mattered.
Indeed, where highly sophisticated commercia actors like defendants have material non-public
information about a security and a premeditated plan to commit fraud, such as was the case here,
even the most sophisticated systemsin the world are insufficient to detect those misrepresentations
and omissions. That is one of the many reasons why it has taken the full force of the U.S.
Government and its agencies, exercising their subpoena power, through the U.S. Senate and the
FCIC, to alert investors to the fact that defendants received reports from Clayton showing that the
loansthey were selling toinvestors—including plaintiffs—viathe certificates were defective on the
day they were made.
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B. The Strategos-Managed Entity — Plaintiff Kleros V — Actually and
Justifiably Relied on the False Information that Defendants Used to
Sell the Subject Certificates

619. Similar to the Brightwater-managed entities, plaintiff Kleros V actually and
reasonably relied on the false data that defendants used to sell the subject certificates. KlerosV
invested most of its capital in RMBS and other securities tied to RMBS. Kleros V had sound
investment processes in place that would have avoided fraudulent junk bonds like the ones
defendants sold in this case, if defendants fraud could have been detected. Kleros V's sound
investment processes focused on its portfolio and RMBS-level screening processes.

1. Portfolio-Level Screening

620. Toavoidjunk bondslikethe onesdefendants sold to KlerosV inthiscase, KlerosV
had 37 different tests that every potential security had to pass before it could even be eligible for
Kleros V to buy. For example, every potential security had to be a debt or fixed-income bond,
which, unlike equity investments, require the obligor to repay an investor’s entire principal plus
stated interest during the period in which the borrower holds the investor’ sfunds. KlerosV could
not even consider buying a bond that was not rated by the two major Credit Rating Agencies,
Moody’s and S&P. Nor could it buy a bond that was not rated at least “Baal” by Moody’s or
“BBB+" by S&P (both “investment grade” ratings). Moody’ s quantifies the probability of default
associated with abond that it rates as Baal as having a 2.6% chance of defaulting over aten-year
period. Assuch, eventhe“riskiest” bondsthat KlerosV was permitted to purchase were supposed
to have at least a 97.4% likelihood of repaying KlerosV its principal investment.

621. All of KlerosV’ sproposed investments had to satisfy even more quality control tests.
KlerosV used computer software called the Standard & Poor’s CDO Monitor to make certain that
the proposed RMBS would not inhibit Kleros V from repaying its own investors. This computer

software provided another layer of investment screening.
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2. RMBS-Level Screening

622. To further strengthen Kleros V’s investment processes, it hired an experienced
external asset manager to help select RMBS that satisfied the portfolio-level screening described
above, and to subject the proposed RMBS to additional investment screens. The manager was
Strategos.

623. Strategosfollowed asystematic approach to purchasing RMBSfor KlerosV. Among
other things, Strategos analyzed three major components of each RMBS and considered distinct
pieces of information within each of those components. Firgt, it analyzed the originator and
servicerssupporting each RMBS. Thetypesof information that Strategos considered inthisreview
category included originators financial strength, management experience, business strategy,
underwriting experience and historical loan performance.

624. Second, with respect to each RMBS, Strategos analyzed the characteristics of the
collateral underlyingtheRMBS. Specifically, it relied upontheL TV ratios, the occupancy status of
theloan (i.e., whether the borrower owned the property or wasan investor init) and the underwriting
criteriathat the originator followed to make the loan (i.e., the type of documentation program, such
asfull, stated or no-doc criteria). 1naddition to thesedatapoints, Strategosrelied upon many others,
such as the purpose of the loan, the borrower’s FICO score, and the DTI ratio associated with the
loan.

625. Third, with respect to each RMBS, Strategos analyzed the structural features of the
bond. For example, among other things, it analyzed the principal and interest “waterfall” supporting
thebond, thelevel of credit enhancement or subordination beneath the particul ar certificateissued by
the subject RMBSissuing trust, and how the particul ar certificate would perform under abreak-even
cash flow anaysis. All of these factors were part of Strategos's investment process and

complemented the portfolio-level analysis that Strategos conducted, which depended upon the
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ratings assigned to the various RMBS in the Kleros V portfolio, as well as their correlation and
concentration levels. Strategos, like other investors, reviewed the data that defendantswrotein the
relevant RMBS Offering Documents, such as term sheets, pitch books, loan tapes, various
prospectuses and prospectus supplements, and electronic summaries of information in those
documents, and other Offering Documents, that defendants provided to industry investment
platforms, including Intex.

626. To execute the tasks described above, Strategos made substantial investments in
information technology and personnel. Some of the software programsthat Strategos used to make
and manage Kleros V'’ sinvestmentsincluded CDOnet (to perform portfolio analysis) and aprogram
called “Synergy” that provided collateral-level information on RMBS. Strategos conducted
surveillance of the RMBS it purchased on behalf of Kleros V by subscribing to expensive data
services such as Intex, Bloomberg, Real point and L ewtan Technologies, and by monitoring ratings
assigned to the RMBS by the Credit Rating Agencies. Strategos likewise invested in skilled
professionals, experienced in credit analysis, finance and economics.

627. Duetothefact that WestLB’sNew Y ork branch sponsored and provided funding to
Kleros V, Kleros V had yet another quality control screen in place. WestLB employed a skilled
professional who — in advance of Kleros V's committing to purchase an RMBS — reviewed
documents that defendants wrote and filed with the SEC for the purpose of describing the relevant
RMBS. WestLB reviewed such materials, including the various prospectuses and prospectus
supplements, as an additional credit check on each bond that Kleros V wished to purchase. This
analysis focused on RMBS collateral data such asthe LTV ratios, OOR percentages (such as the
Primary Residence Percentages) and FICO scores of the borrowers supportingtheRMBS. Through
this process, KlerosV again relied upon the credit ratings assigned to the RMBS, asreflected in the
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Offering Documents that defendants wrote. This final screen did not detect and could not have
detected defendants’ misrepresentations and omissions.

628. If a proposed RMBS failed to pass any one of the diligent investment screening
processes described above, then that RMBS would have been rejected and KlerosV would not have
bought it. Short of conducting a government-sponsored investigation backed by the full subpoena
power of the U.S. Government, Kleros V could not have discovered — and did not discover — the
fraud alleged herein at any time before late September 2010, when the government released the
Clayton documentsto the public. KlerosV justifiably relied upon the fal se datathat defendants used
to market the certificates. Defendants cannot blameKlerosV for their own misconduct in corrupting
the data and ratings that defendants used to market and sell the RMBS that Kleros V purchased.

C. Plaintiff Silver Elms II Actually and Justifiably Relied on the False
Information that Defendants Used to Sell the Subject Certificates

629. Plaintiff Silver EImsl| actually and reasonably relied on thefa sedatathat defendants
used to sell the subject RMBS certificates. Silver EIms|I invested a material amount of capital in
RMBS and other securitiestied to RMBS.

1. Portfolio-Level Screening

630. Silver EImsll had over 60 portfolio-level teststhat it applied to any bond that it even
considered purchasing and holding. Approximately 25 of these tests focused on the types and
percentages of securitiesthat Silver EIms 11 would consider purchasing.

631. For example, none of defendants' certificatesin this case would have passed Silver
Elms II’s rating screens if it was possible to determine that defendants had corrupted the Credit
Rating Agencies computer modelswith “ garbage” data. Moody’ smodels never accounted for this
“garbage” data, according to Moody’s former President, Brian Clarkson, at the time it rated the

RMBS certificates at issue in this case.
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632. This is significant because Silver EIms 1l required every bond in its portfolio to
possess an “investment grade” rating of at least “A-" (in the case of S&P) or “A3” (in the case of
Moody’s). Over aten-year period, the odds of an A3-rated bond defaulting are 1.8%, according to
Moody’sdata. Thus, the“riskiest” bondsthat Silver EIms|1 would even consider purchasing were
supposed to have at least a98.2% likelihood of repaying Silver EImsl | itsprincipal investment. For
thereasonsaready stated, defendantsat all timesknew exactly how ratings metricsimpacted pricing
and modeling techniques that were used by investors like Silver EIms |1 during the relevant time
period.

633. All of Silver EIms|I’ s proposed investments had to satisfy even more quality control
tests. It used computer software called the Standard & Poor’sCDO Monitor to make certain that the
proposed RMBS would not inhibit it from repaying its own investors. This computer software
provided another layer of investment screening.

2. RMBS-Level Screening

634. Silver EIms Il also hired seasoned asset manager Princeton Advisory Group, Inc.
(“Princeton”) to ensure that all of the RMBSthat Silver EIms |1 purchased satisfied all of the credit
and quality control steps outlined above. Princeton, like other asset managers, invested in
technology and personnel to make prudent investment decisions and to make every effort to avoid
bonds that were tainted by fraud. To start, Princeton never would have permitted Silver EImslI to
buy any bonds that did not satisfy the portfolio-level screens summarized above. Princeton’s
investment processes were regimented, and involved sel ectively choosing assetsfor inclusioninthe
portfolio based on disciplined asset selection.

635. Among other things, Princeton’s investment process involved credit due diligence
focusing on originators, RMBS collateral, the structure of each RMBS and cash flow analyses of

RMBS. Princeton would not have allowed abond into Silver EIms|I’ sportfolioif it had known that
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defendants knowingly used inaccurate LTV, OOR, or underwriting information to describe the
bond’ scredit characteristicsand credit ratings. Princeton analyzed RMBS and relied upon these and
other datathat defendants wrote and disseminated, including pitch books, the various prospectuses
and prospectus supplements.

636. The personnel whom Princeton employed to conduct these tasks were experienced
and had skills in analyzing the credit quality of RMBS. Most of Princeton’'s employees held
graduate or postgraduate certifications, such as being Chartered Financial Analysts (“CFA”), a
prestigiousand difficult certification to obtain. Princeton required all individualsinvolvedingiving
any investment advice to havethe highest ethical standardsand technical abilities necessary to meet
itsclients' —including Silver EIms I1’s—needs. In addition to hiring skilled personnel, Princeton
also invested in computer software and technology to help manage Silver EIms 11’ s portfolio.

637. Moreover, Silver EIms|1’sRMBSwere also screened by another seasoned investor,
Eiger. Eiger wasan investment management company specializingin RMBS, whose members came
from top investment banks, institutional investors, and accounting or consulting firms. Eiger
employed a “bottoms-up” investment approach through its Investment Group, consisting of 17
persons with Masters or Post Graduate degrees and who were CFAs or CFA candidates. Eiger's
review of the RMBS before being purchased by Silver EIms|I consisted of arigorous credit review
of theRMBS, i.e., areview of the credit characteristics of the loans, such asLTV ratios, OORs and
credit ratings, aswell asareview of the structure of the RMBS and arelative value assessment. A
complete analysis of the underlying collateral pool of an RMBS was conducted by Eiger before
purchase by Silver EIms I1. Further, purchases were made only after Eiger’s Investment Policy
Committee thoroughly reviewed and approved the RMBS for purchase. Notwithstanding Eiger’s
exhaustive review, defendants’ well-concealed fraud could not be detected.
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638. Silver EIms|l aso had a WestLB professiona review defendants’ documents that
they filed with the SEC, along with the other Offering Documents, before Silver EIms |1 purchased
any of the certificates at issue herein. Similar to other plaintiffs, dueto thefact that WestLB’s New
York branch sponsored and provided funding to Silver EIms II, Silver EIms Il had yet another
guality control screenin place. WestL B employed askilled professional who—in advance of Silver
Elms|1I’scommitting to purchase an RMBS —reviewed documents that defendants wrote and filed
with the SEC for the purpose of describing the relevant RMBS. WestLB reviewed such materials,
including the various prospectuses and the prospectus supplements described herein, asan additional
credit check on each bond that Silver EIms |1 wished to purchase. Thisanalysisfocused on RMBS
collateral data, suchastheL TV ratios, OORs, and FICO scores associated with theloans supporting
theRMBS. Through thisprocess, Silver EIms |1 again relied upon the credit ratings assigned to the
proposed RMBS, as reflected in the prospectuses, prospectus supplements and other Offering
Documents that defendants wrote. This final screen did not detect and could not have detected
defendants’ fraud because defendants actively concealed their misconduct.

639. Intheend, it never really mattered how much intellectua capital, time, or money
Silver EIms 11 or any of the other plaintiffs spent on data, professionals and systems to analyze
defendants' RMBS, because only defendants could access the data that reveal ed the truth about the
certificates. Only defendants had access to the loan files for the RMBS they sold, and only
defendants received Clayton’s summaries detailing how defective the loans truly were. None of
these persons and entities hired by the plaintiffs and the entities that originally purchased the
certificates that were assigned to plaintiffs received the loan files or the Clayton summaries that

defendants received.
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D. WestLB Actually and Justifiably Relied on the False Information that
Defendants Used to Sell the Subject Certificates

640. Assignor WestLB actually and reasonably relied on the false data that defendants
used to sell the subject certificates. WestLB invested in RMBS and other securitiestied to RMBS
via sound investment processes that would have avoided fraudulent junk bonds like the ones
defendants sold in this case, if defendants’ fraud could have been detected. WestLB’s sound
investment processes focused on its portfolio and RMBS-level screening processes.

1. Portfolio-Level Screening

641. Toavoid junk bondslike the ones defendants sold to WestL B in this case, WestLB
had numerous different teststhat every potential security had to passbeforeit could even beeligible
to buy. For example, every potentia security had to be adebt or fixed-income bond, which, unlike
equity investments, require the obligor to repay an investor’s entire principal plus stated interest
during the period in which the borrower holdstheinvestor’ sfunds. WestL B could not even consider
buying abond that was not rated by the two major Credit Rating Agencies, Moody’ sand S&P. Nor
could it buy abond that was not rated at least “ Aa2” by Moody’sor “AA” by S& P (both “investment
grade” ratings).

2. RMBS-Level Screening

642. To further strengthen WestLB’s investment processes, it hired an experienced
external asset manager to help select RMBS that satisfied the portfolio-level screening described
above, and to subject the proposed RMBS to additional investment screens. The manager that
assisted in the purchase of the securities at issue here was DCP.

643. DCPfollowed asystematic approach to recommending RMBSfor WestLB. Among
other things, DCP’ sreview of the RMBS before being purchased by WestL B consisted of arigorous

credit review of the RMBS, i.e., areview of the credit characteristics of the loans, such as LTV

- 261 -
851933 1



ratios, OORs and credit ratings, aswell asareview of the structure of the RMBS, the performance of
the issuer and the servicer, and arelative value assessment. A complete analysis of the underlying
collateral pool of an RMBS was conducted by DCP before purchase by WestL B, including review of
all offering documents, risk statistics, and structural protections. Moreover, purchases were further
made only after DCP’ sinvestment committee (made up of DCP principals) thoroughly reviewed and
unanimoudly approved the RMBS for purchase. Notwithstanding DCP's exhaustive review,
defendants well-concealed fraud could not be detected.

644. WestLB aso employed skilled professionals who — in advance of WestLB
committing to purchase an RMBS—reviewed offering documentsfor therelevant RMBS. WestLB
reviewed such materials, including the various prospectuses and prospectus supplements, as an
additional credit check on each bond that WestLB wished to purchase. This analysis focused on
RMBS collatera data such asthe LTV ratios, OOR percentages (such as the Primary Residence
Percentages) and FICO scores of the borrowers supporting the RMBS. Through this process,
WestLB again relied upon the credit ratings assigned to the proposed RMBS, as reflected in the
Offering Documents that defendants wrote. This final screen did not detect and could not have
detected defendants' misrepresentations and omissions.

645. If a proposed RMBS failed to pass any one of the diligent investment screening
processes described above, then that RMBS would have been rejected and WestL B would not have
bought it. Short of conducting a government-sponsored investigation backed by the full subpoena
power of the U.S. Government, WestLB could not have discovered — and did not discover — the
fraud alleged herein at any time before late September 2010, when the government released the
Clayton documentsto the public. WestLB justifiably relied upon thefal se datathat defendants used
to market the certificates. Defendants cannot blame WestLB for defendants' own misconduct in
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corrupting the dataand ratingsthat defendants used to market and sell the RMBS on which WestLB
relied.

E. All of the Assignors and Plaintiffs Were Reasonable and Could Not
Have Discovered the Fraud Alleged Herein

646. Plaintiffsand the assigning entitiesdid not learn that the defendants were making the
misrepresentations and omissions alleged herein prior to purchasing the certificates because such
information about the certificates and loans was peculiarly within defendants' knowledge and
control, and defendants did not allow plaintiffsand the assigning entities accessto such information.
The only way for plaintiffs or the assigning entities to learn that defendants were making
mi srepresentations and omissions about the certificates and the underlying loanswasto have access
to the actual loan files, or Clayton’ sand similar due diligence reports summarizing those loan files.
Defendants had such access, but did not share it with plaintiffs, the assigning entities, or other
investors.

647. Atthetimethey purchased the certificates, plaintiffs and the assigning entitiescould
not determine from available information that defendants had made misrepresentations and
omissions in the Offering Documents. The information that would have revealed defendants
mi srepresentations and omissions—the loan files—was private information in the complete control
and possession of defendants. Moreover, information such as*“loan tapes,” and the like, and other
information defendants supplied to plaintiffsbefore they purchased the certificates, would not have
revealed borrowers' names or property addresses so that plaintiffs could conduct an investigation.
Such information also would not have revealed defendants misrepresentations and omissions
because the “loan tapes’ and the other information defendants provided to plaintiffs contained

falsified appraisal values, LTV ratios, OOR percentages, FICO scores, DTI ratios, and thelike, and
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revealed nothing concerning whether the loans were actually originated pursuant to the stated
underwriting guidelines.

648. Inaddition, at the time plaintiffs bought the certificates— 2005 through 2007 —there
were no loan databases available that contained sufficient data to conduct analyses concerning the
LTV ratiosand OOR percentages like the ones plaintiffs were able to conduct immediately before
they filed thiscomplaint. In short, there was no information available to plaintiffs at the time they
bought the certificates— other than the loan files, which defendants did not share—that would have
allowed plaintiffs or the assigning entities to conduct an investigation that would have reveal ed that
defendants were making misrepresentations and omitting material information in the Offering
Documents.

649. Defendants fraudulent misrepresentations and omissions only cameto light in late
September 2010, and only after the U.S. Government compelled defendants, Clayton, and othersto
produce documents and testimony that finally revealed defendants’ fraud. Only the unique power of
the government to compel people, documents and testimony without bringing alegal action revealed
defendants’ fraud. Obvioudly, plaintiffs do not and did not have such power or unique abilities.
Thisfurther servesto demonstratethat plaintiffsand the assigning entities could not have uncovered
defendants’ misconduct by any means available to them.

IX. DEFENDANTS’ MATERIAL MISREPRESENTATIONS AND
OMISSIONS CAUSED INJURY TO PLAINTIFFS

650. Defendants’ material misrepresentations and omissions relate directly to plaintiffs
economic losses. Sophisticated securities dealers like defendants have long known about the
relationship between LTV ratios, OORs, credit ratings, title and ownership, and underwriting criteria
on the one hand, and the price and performance of an RMBS certificate on the other hand.

Defendants' misrepresentations were the actual and proximate causes of plaintiffs' injuries.
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A. The Relationship Between Original LTV Ratios, Owner Occupancy
Data and RMBS Performance

651. Origina LTV or “OLTV” metricsare among the most important variablesindicating
whether a loan will default. Studies conducted by one industry participant, Smith Barney,
demonstrate that thereis a strong correlation between the likelihood of default of a mortgage loan
and theloan’s OLTV ratio. When home prices decrease, borrowers with lower OLTV ratios are
morelikely to retain more equity in their homeseven if housing pricesgenerally decline. Retaining
such equity provides borrowers a powerful incentive to make loan payments, which reduces the
propensity of aloan to default. Retaining such equity also enablesthe borrower to sell the property,
repay the loan and recover value in the event of default.

652. Conversely, if aborrower hasahigher OLTYV ratio, likethosethat were concealedin
this case, there is much lessincentive for the borrower to repay the loan if home prices declineor a
borrower’ s financial condition changes, because such borrower would have little equity at risk of
lossand thereforefar less economic incentiveto pay theloan. Asaconsegquence, fromaninvestor’s
perspective, aloan with ahigher OLTV ratio isamuch riskier investment, asthereisamuch higher
chance of default and amuch higher risk of incurring aloss because of insufficient collateral for the
loan.

653. When defendants misrepresented the OL TV ratiosassociated withtheRMBS at issue
inthiscase, they knew that they were al so misrepresenting both the propensity of theloansto default
and their propensity to recover any value and avoid alossin the event of default.

654. Defendants had actual knowledge of the relationship between the OLTV ratios and
the value of the RMBS certificates at issuein thiscase. See, e.g., GSAA 2006-19 Pros. Supp. a S
29. Thus, the very documents that defendants wrote to market the RMBS at issue in this case

demonstrate that defendants understood the relationship between the misrepresentations that
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defendants made concerning LTV ratios and plaintiffs economic harm: anincreasein LTV ratios
creates agreater risk of loss on the RMBS certificates.

655. Defendantsalsoillustrated the causal link between falsely inflated property appraisals
and valuations and plaintiffs’ damages caused by such conduct. For example, inthe GSAA 2006-6
Prospectus Supplement, the Goldman Sachs Defendantswarned that, “[i]f amortgaged property fails
to provide adequate security for the mortgage loan, you will incur aloss on your investment if the
credit enhancements are insufficient to cover the loss’ (id. at S-27), thus acknowledging that an
inflated appraisal and/or deficient underwriting practicesthat do not truly assessthe adequacy of the
property as collateral do indeed cause plaintiffs losses.

656. Theforegoing demonstratesthat defendantsclearly knew that thefalse OLTV ratios,
and therelated inflated appraisal sthey used to sell the certificates, would cause plaintiffs damages.
Therelationship between thoseinaccurate numbersand plaintiffs harmisimmediate and clear. Just
asindustry literature shows a direct relationship between OLTV ratios, defaults and loss severity,
that literature shows the same relationship between OOR percentages and default probabilities.
Under every market condition, the OL TV ratiosand OOR percentagesdrivethe probability of aloan
defaulting. Under every market condition, OL TV ratiosand OOR percentages also drivethe degree
of loss that will be suffered in the event of aloan default. Asillustrated above, defendants say as
much in their own Offering Documents.

657. But that is not the full extent of defendants’ fraud asit relatesto OLTV ratios and
OOR percentages in this case. Defendants further inflated the prices of the RMBS in this case by
entering inaccurate OL TV and OOR numbersinto the Credit Rating Agencies computerized ratings

models to secure artificially inflated ratings. This misconduct also relates to plaintiffs’ losses.
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B. The Relationship Between Credit Ratings and RMBS Performance

658. Itisaready clear that defendantsused “ garbage” datato get overrated, inflated credit
ratings assigned to the certificates at issue in this case. These false credit ratings, based on false
facts, also contributed directly to plaintiffs damages.

659. Whenthe Credit Rating Agencies began downgrading the certificatesat issuein this
case to speculative or “junk” grade levels and below because of escalating default rates, it became
apparent that the certificates did not have the creditworthiness defendants had portrayed. Asaresult,
the market value of the certificates plummeted. Because of defendants’ misrepresentations and
omissions, plaintiffs and the assigning entities suffered damagesin the form of overpaying for the
certificatesinthefirst instance. Plaintiffsand the assigning entities al so suffered damagesasaresult
of defendants’ misrepresentations and omissionswhen therisky loans defaulted, causing plaintiffsto
lose principal and interest payments and incur writedowns to the loan pools underlying the
certificates. Twenty of the 45 certificates are now in default.

660. Industry executiveshaveexplained how falsecredit ratingsrelatetolosseson RMBS
products like those defendants sold in this case. According to Charles Prince, the former CEO of
Citigroup, the largest bank in the world, the Credit Rating Agencies downgrades were “the
precipitating event in the financial crisis.”

661. Returning to the very documents that defendants wrote and used to market the
securities at issue in this case, the Goldman Sachs Defendants admit that a downgrade in credit
ratings could affect the value of the certificates. GSAA 2006-14 Pros. Supp. at S-36. Defendants
had actual knowledge on the day they wrote falsified credit ratings into the Offering Documents at
issue in this case that there was an immediate and direct relationship between credit ratings and
market values. Defendants clearly foresaw the harm they would inflict on plaintiffs by

misrepresenting those ratings. When the credit ratings were downgraded, the certificates market
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values predictably dropped — just as defendants said they would. Y et defendants elected not to
balance their “risk” factor about credit ratings with a“reality” factor disclosing the truth that they
had intentionally misrepresented those ratings in this case.
Defendants warped those ratings so that they could sell the subject certificates at inflated values, and
pocket a larger profit or “spread” between the amount of money they paid their originators for
defectiveloans and the amount of money they received by selling those defectiveloansto plaintiffs,
via securitizations. Quite simply, defendants used inaccurate data to make and market the
certificates so that they could make more money.

662. Downgradesto junk revealed the truth that the original ratings—likethe OLTV and
OOR data— were based on false and inaccurate information on the day they were issued. It isnot
possibleto ascribethisinaccurate information to mistakesin the origination or structuring processes
outside of defendants' control. Rather, as revealed by the government’ s disclosure of the Clayton
datain September 2010, defendantswerewel | aware of reportsdetailing theinaccurate OLTV, OOR
and ratings data used to structure the RMBS at issue in this case before making, structuring and
salling their RMBS to plaintiffs, and defendants nonetheless deliberately decided to misrepresent
that datato plaintiffs, the Credit Rating Agencies, and other investors, so that they could profit.

C. The Relationship Between Underwriting and RMBS Performance

663. Defendantsalso concealed rampant, systematic viol ations of stated |oan underwriting
standardsto maximizetheir profitsat plaintiffs expense. Underwriting, by definition, refersto the
process of determining a borrower’s ability and willingnessto repay aloan. Aswith LTV ratios,
OORsand credit ratings, defendants’ decision to misrepresent underwriting standardsrelatesdirectly
to plaintiffs’ economic damages.

664. Government investigations demonstrate the direct link between defendants

mi srepresentations about underwriting standardsand plaintiffs economic harm. On or about March
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13, 2008, for example, after a seven-month investigation requested by the President of the United
States, aworking group led by the Secretary of Treasury and including the chairmen of the Federal
Reserve, the SEC, and the Commodities Futures Trading Commission, issued areport finding that:
(i) “a significant erosion of market discipline by those involved in the securitization process,
including originators, underwriters, credit rating agencies and global investors, related in part to
failuresto provide adequaterisk disclosures’; and (ii) “[t]heturmoil in financial marketsclearly was
triggered by a dramatic weakening of underwriting standards for U.S. subprime mortgages.”

665. Indeed, contrary to defendants expected effortsto claim that plaintiffs certificates
declined in value because of this Nation’s economic collapse, in fact the opposite is true —
defendants’ systemic misrepresentations in the Offering Documents caused plaintiffs’ and many
other investors certificates to plummet in value, which in turn caused this Nation’s financial
collapse. Defendants’ systemic misrepresentations and omissions concerning the loans at issue
caused plaintiffs’ damages, and thereafter “the high risk loans[defendants] issued becamethefuel
that ignited thefinancial crisis.” Levin-Coburn Report at 50; seealsoid. at 475 (* The widespread
losses caused by . . . RMBS securities originated by investment banks [which contained “ poor
guality assets’ | are akey cause of thefinancial crisisthat affected the global financial systemin
2007 and 2008.").

666. When it became known that the loans in the offerings were much riskier than
represented, through skyrocketing default rates that led to major credit downgrades to the
certificates, it also became apparent that the loans had not been originated pursuant to the
underwriting standards represented in the Offering Documents. It became apparent then that the
loans had been originated in a slipshod fashion, with little regard to the most basic underwriting
guideline of all —determining whether the borrower could repay theloan. Thisfact too wasacause
of the plummeting value of plaintiffs certificates, and a contributing cause of plaintiffs damages.
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Therefore, defendants’ misrepresentations about underwriting standards directly and proximately
caused plaintiffs injuries.

D. The Relationship Between Proper and Timely Transfer of Title and
Plaintiffs’ Damages

667. Defendants misrepresentations that the loans would be properly and timely
transferred to the trusts were also a proximate cause of plaintiffs economic damages. Plaintiffs
believed they were purchasing mortgage-backed securities. Given that the certificates are lacking
much of the backing or collateral that was supposed to be providing security, and guaranteeing a
source of fundsif the loans defaulted, the certificates havelost value asit has become known that the
RMBS might actually be non-mortgage-backed securities. In other words, the lack of collateral
underlying the certificates has caused an understandable and logical diminution in the value of the
certificates. AsProfessor Levitin noted in histestimony to Congressin November 2010, thefailure
to properly or timely transfer title would have “profound implications for [RIMBS investors,” and
would causetrillions of dollarsin damages. Defendants misrepresentations concerning thetransfer
of title proximately caused plaintiffs damages.

FIRST CAUSE OF ACTION
(Common Law Fraud Against All Defendants)

668. Plaintiffsrepeat and reallegethe alegations set forth in the preceding paragraphs, as
if fully set forth herein.

669. Asalleged above, inthe Offering Documents, defendants made false and misleading
statements of material fact, and omitted material facts necessary in order to maketheir statements, in

light of the circumstances under which the statements were made, not misleading.
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670. Ascorporate parent of its wholly-owned subsidiaries, The Goldman Sachs Group,
Inc., directed and controlled the activities of itsrespective co-defendants, and used them as conduits
to conduct the RMBS offerings alleged herein.

671. Defendantsknew at the time they sold and marketed each of the certificates that the
foregoing statements were false and misleading or, at the very least, were made recklessly.

672. Defendants madethese materially fal se and misleading statements and omissionsfor
the purpose of inducing plaintiffs (and the assigning entities) to purchase the certificates.
Furthermore, these statements related to these defendants' own acts and omissions.

673. Defendants knew or recklessly disregarded that investors like plaintiffs (and the
assigning entities) wererelying on defendants’ expertise, and defendants encouraged such reliance
through the Offering Documents, as described herein. Defendants knew or recklessly disregarded
that investorslike plaintiffs (and the assigning entities) would rely upon defendants' representations
in connection with their decisionsto purchasethe certificates. Asalleged herein, defendantswerein
a position of unique and superior knowledge regarding the true facts concerning the foregoing
material misrepresentations and omissions.

674. It wasonly by making such misrepresentations and omissions that defendants were
able to induce plaintiffs (and the assigning entities) to buy the certificates. Plaintiffs (and the
assigning entities) would not have purchased or otherwise acquired the certificates but for
defendants’ fraudulent representations and omissions about the quality of the certificates and the
underlying loans.

675. Plaintiffs(andthe assigning entities) actualy, justifiably, reasonably, and foreseeably
relied upon defendants’ fal se and mi sl eading representations and omissions regarding the certificates
and the underlying loans.
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676. Asaresult of defendants false and misleading statements and omissions, as aleged
herein, plaintiffs (and the assigning entities) have suffered substantial damages.

677. TheGoldman Sachs Defendants also defrauded plaintiffs (and the assigning entities)
by concealing from plaintiffs (and the assigning entities) that such defendants were “shorting”
RMBS like the certificates sold to plaintiffs (and the assigning entities) at the same time those
defendants sold the certificates at issueto plaintiffs (and the assigning entities). The Goldman Sachs
Defendantsfurther defrauded plaintiffs (and the assigning entities) by concealing that they called the
certificatesand other like RMBS* big old lemons,” “ shitty deal[s]” and “junk,” at the sametimethey
sold the certificates to plaintiffs (and the assigning entities) while also shorting them.

678. Because defendants committed these acts and omissions maliciously, wantonly and
oppressively, and because the consequences of these acts knowingly affected the general public,
including, but not limited to, all personswith interestsin the RMBS, plaintiffs (through themsel ves
and the assigning entities) are entitled to recover punitive damages.

SECOND CAUSE OF ACTION
(Fraudulent Inducement Against All Defendants)

679. Plaintiffsrepeat and reallegethe alegations set forth in the preceding paragraphs, as
if fully set forth herein.

680. Asalleged above, in the Offering Documents defendants made fraudulent, false and
misleading statements of material fact, and omitted material facts necessary in order to make their
statements, in light of the circumstances under which the statements were made, not misleading.
The Goldman Sachs Defendants also omitted that they were “shorting” RMBS like plaintiffs
certificates (and the assigning entities’) at the same time those defendants sold the certificates at

issue herein to plaintiffs (and the assigning entities). The Goldman Sachs Defendants omitted that
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they called them “big old lemons,” “shitty deal[s]” and “junk,” at the time they sold them to
plaintiffs (and the assigning entities) while also shorting them.

681. Thisis a clam for fraudulent inducement against all of the defendants. As a
corporate parent, defendant The Goldman Sachs Group, Inc. directed the activities of itsrespective
co-defendant subsidiaries and used them as conduitsto conduct the RMBS offerings alleged herein.

682. Defendants knew at the time they sold and marketed each of the certificates that the
foregoing statements were false and misleading or, at the very least, made recklessly.

683. Defendants made these materially fal se and mideading statements and omissionsfor
the purpose of inducing plaintiffs (and the assigning entities) to purchase the certificates.
Furthermore, these statements related to defendants' own acts and omissions.

684. Defendants knew or recklessly disregarded that investors like plaintiffs (and the
assigning entities) wererelying on defendants' expertise, and defendants encouraged such reliance
through the Offering Documents, as described herein. Defendants knew or recklessly disregarded
that investorslike plaintiffs (and the assigning entities) would rely upon defendants’ representations
in connection with their decisionsto purchasethe certificates. Asalleged herein, defendantswerein
a position of unique and superior knowledge regarding the true facts concerning the foregoing
material misrepresentations and omissions.

685. It wasonly by making such misrepresentations and omissions that defendants were
able to induce plaintiffs (and the assigning entities) to buy the certificates. Plaintiffs (and the
assigning entities) would not have purchased or otherwise acquired the certificates but for
defendants’ fraudulent representations and omissions about the certificates and the underlying loans.

686. Plaintiffs(and the assigning entities) actually, justifiably, reasonably, and foreseeably
relied upon defendants’ false and mi sl eading representations and omissions regarding the certificates
and underlying loans.
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687. By virtue of defendants false and misleading statements and omissions, as alleged
herein, plaintiffs (and the assigning entities) have suffered substantial damagesand are also entitled
to rescission or rescissory damages.

688. In addition, because defendants acted maliciously, wantonly and oppressively, and
defendants’ acts affected the general public, plaintiffs are entitled to recover punitive damages.

THIRD CAUSE OF ACTION
(Aiding and Abetting Fraud Against All Defendants)

689. Plaintiffsrepeat and reallegethe alegations set forth in the preceding paragraphs, as
if fully set forth herein.

690. Thisisaclaim against each of the defendants for aiding and abetting the fraud by
their respective co-defendants. Specifically, each of the Goldman Sachs Defendants aided and
abetted each of the other Goldman Sachs Defendants.

691. Each of the defendants knew of the fraud perpetrated by the each of their respective
co-defendants on plaintiffs (and the assigning entities). As aleged in detail above, each of the
defendants knew that the certificates were not backed by loans of the quality represented by
defendants, and were not underwritten according to the originators' stated underwriting standards.
In fact, defendants owned originators and/or conducted due diligence on the loan pools securitized
into the offerings purchased by plaintiffs (and the assigning entities) and identified the originators
deviations from the loan underwriting and appraisal standards set forth in the Offering Documents
and knew that the LTV ratios, OOR percentages (including the Primary Residence Percentages) and
credit ratings in the Offering Documents were false. Each of the defendants also knew that their
representationsthat they had timely and properly transferred title to the mortgage | oans were fal se.
Each of the defendants concealed from plaintiffs (and the assigning entities) that some of their

respective co-defendants thought that RMBS, like the certificates, were “big old lemons,” “shitty
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deal[s]” and “junk,” and were simultaneously “shorting” the same types of investments that they
were selling to plaintiffs (and the assigning entities). Each of the defendants participated in those
violations of their respective co-defendants, and had actual knowledge of their own acts and
participated in and had actual knowledge of their respective co-defendants’ fraudulent acts alleged
herein.

692. Furthermore, each of the defendants provided their co-defendants with substantial
assistance in advancing the commission of their fraud. As alleged in detail above, each of the
defendants participated in the following acts constituting the fraud with their respective co-
defendants: making fal se and misleading statements and omissionsin the Offering Documents about
the originators' loan underwriting and appraisal standards, theloans' LTV ratios, the loans OOR
percentages (including the Primary Residence Percentages), the certificates' credit ratings, and the
transfer of title of the mortgage loans; providing false information about the loans underlying the
certificates to the Credit Rating Agencies, providing false information for use in the Offering
Documents; concealing from plaintiffs (and the assigning entities) the originators  deviationsfrom
their stated mortgage |oan underwriting and appraisal standards; concealing from plaintiffs (and the
assigning entities) that some of their respective co-defendants called RMBSlikethe certificates sold
to plaintiffs (and the assigning parties) “big old lemons,” “shitty deal[s]” or “junk”; and concealing
from plaintiffs (and the assigning entities) that some of their respective co-defendants were shorting
investments like the certificates.

693. It was foreseeable to each of the defendants at the time they actively assisted in the
commission of thelr respective co-defendants’ respective frauds that plaintiffs (and the assigning
entities) would be harmed as a result of each of the defendants' assistance of their respective co-
defendants.
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694. Asadirect and natural result of the frauds committed by each defendant, and each
defendant’s knowing and active participation in each fraud committed by such defendant’s co-
defendants, plaintiffs (and the assigning entities) have suffered substantial damages.

695. In addition, because defendants acted maliciously, wantonly and oppressively, and
defendants’ acts affected the general public, plaintiffs are entitled to recover punitive damages.

FOURTH CAUSE OF ACTION
(Negligent Misrepresentation Against All Defendants)

696. Plaintiffsrepeat and reallegethe allegations set forth in the preceding paragraphs, as
if fully set forth herein, except any allegations that defendants made any untrue statements and
omissionsintentionally or recklesdy. For the purposes of this cause of action, plaintiffs expressly
disclaim any claim of fraud or intentional or reckless misconduct.

697. Thisisaclaim for negligent misrepresentation against all defendants.

698. Plaintiffs(and theassigning entities) made 45 separate investmentsin 23 offerings of
RMBS that the defendants securitized and sold.

699. Itisarequired industry practice for underwriters of RMBS offerings to perform an
investigation of the loans backing the certificates to ensure that the quality of the loans is as
represented in the offering documents provided to investors. In fact, U.S. securities laws require
defendants to “perform a review of the pool assets underlying the asset-backed security” and
ensure that such information shall be disclosed in the offering documents and “is accurate in all
material respects” 17 C.F.R. 8230.193. In addition, “[p]rospective investors look to the
underwriter —afact well known to all concerned and especially to the underwriter —to pass on the
soundness of the security and the correctness of the [offering documents].” Chris-Craft Indus. v.

Piper Aircraft Corp., 480 F.2d 341, 370 (2d Cir. 1973).
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700. Because of the foregoing, defendants conducted due diligence and investigated the
loansthat backed their RMBS offerings. The purpose and effect of defendants’ legal obligationsas
underwriters to conduct due diligence and ensure the correctness of the statements in the Offering
Documents, as well as the investing public’s understanding that the RMBS underwriters perform
such due diligence to ensure the accuracy of statements made in the Offering Documents, was to
assure plaintiffs (and the assigning entities) that they could reasonably rely upon the Offering
Documents. Moreover, by virtue of the due diligence defendants performed, and their extensiverole
in originating, purchasing, securitizing and selling the certificates that plaintiffs (and the assigning
entities) purchased, defendants had extremely unique and special knowledge and expertiseregarding
the loans backing those certificates, including the loans quality, the nature of their underwriting,
their value and adequacy ascollateral, their LTV ratios, their OOR percentages, and thetitleto such
loans.

701. Inparticular, because plaintiffs(and the assigning entities) did not have accessto the
loan files for the mortgage loans, or defendants’ due diligence and valuation reports, while only
defendants did, and because plaintiffs (and the assigning entities) could not examine the
underwriting quality of the mortgage loans underlying the offerings on a loan-by-loan basis,
plaintiffs (and the assigning entities) were heavily dependent on defendants’ unique and special
knowledge and expertise regarding the loans that backed the certificates at issue herein when
determining whether to invest in each certificate. Plaintiffs(and the assigning entities) wereentirely
dependent on defendants to provide accurate and truthful information regarding the loans because
plaintiffs (and the assigning entities) had no access to the loan files, which were completely within
defendants’ control. Moreover, as alleged above, at the time plaintiffs (and the assigning entities)
purchased the certificates, plaintiffs (and the assigning entities) had no ability to test the veracity of
defendants’ representationsin the Offering Documents concerning the loans because there were no
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loan databases available in the 2005 to 2007 time period which would alow plaintiffs (or the
assigning entities) to conduct sufficient analyses, like the analyses plaintiffs performed just prior to
filing this complaint. Accordingly, defendants were uniquely situated to evaluate the safety and
economics of each certificate sold to plaintiffs (and the assigning entities) and the loans underlying
them.

702. Because plaintiffs (and the assigning entities) were without access to critical
information regarding the loans backing the certificates, and defendants had a legal obligation to
perform due diligence on the loans and ensure any statements made about the loansin the Offering
Documents were truthful and accurate, and plaintiffs (and the assigning entities) had the
understanding that RMBS underwriters performed due diligence to ensure the accuracy of the
Offering Documents, defendants had a duty to plaintiffs (and the assigning entities) to verify the
“accuracy” and truthfulness of the Offering Documents.

703. Over the course of over three years, for 45 separate investments, plaintiffs (and the
assigning entities) relied on defendants unique and specia knowledge regarding the quality of the
underlying mortgage loans, and defendants’ underwriting when determining whether toinvestinthe
certificates. Thislongstanding relationship, coupled with defendants’ unique and special position of
knowledge about the underlying loans, created a specia relationship of trust, confidence, and
dependence between defendants and plaintiffs (and the assigning entities).

704. Defendants were aware that plaintiffs (and the assigning entities) relied on
defendants’ unique and special position, expertise and experience, and depended upon defendantsfor
accurate and truthful information. Defendants a so knew that the actual true statisticsregarding the
loans and the loans' compliance with the stated underwriting standards were exclusively within
defendants' knowledge.
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705. Based on defendants’ expertise, superior knowledge, legal duties, and relationship
with plaintiffs (and the assigning entities), defendants owed a duty to plaintiffs (and the assigning
entities) to provide complete, accurate, truthful and timely information regarding the mortgage loans
and the certificates. Defendants breached their duty to provide such information to plaintiffs (and
the assigning entities).

706. Defendantslikewise made misrepresentationswhich they knew, or werenegligentin
not knowing at the time, to be false and misleading in order to induce plaintiffs' (and the assigning
entities') investment in the certificates. Defendants provided the Offering Documentsto plaintiffs
(and the assigning entities) in connection with the sale of the certificates, for the purpose of
informing plaintiffs (and the assigning entities) of material facts necessary to make an informed
judgment about whether to purchasethe certificatesin the offerings. In providing these documents,
defendantsknew that theinformation contained and incorporated therein would be used for aserious
purpose, and that plaintiffs (and the assigning entities), like other reasonably prudent investors,
intended to rely on the information contained in the Offering Documents.

707. Asalleged above, the Offering Documents contained materially falseand misleading
information and omissions, including, without limitation, misrepresentations concerning the
underwriting guidelines, appraisals, LTV ratios, Primary Residence Percentages, credit ratings, and
thetransfer of title to theloans, and the omissions that the Goldman Sachs Defendants were selling
RMBS like the ones sold to plaintiffs (and the assigning entities) “short” at the same time those
defendants sold plaintiffs (and the assigning entities) the certificates, and while some of those
defendants called them “big old lemons,” “shitty deal[s]” and “junk.”

708. Defendants acted negligently in making the materially false and misleading
statements and omissions to plaintiffs (and the assigning entities).
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709. Unaware that the Offering Documents contained materially false and misleading
statements and omissions, plaintiffs (and the assigning entities) reasonably relied on thosefalseand
misleading statements and omissions when deciding to purchase the certificates.

710. Plaintiffs(and the assigning entities) purchased certificates from defendant Goldman
Sachs & Co. in the offerings, and are therefore in privity with them.

711. Based on defendants’ expertise and specialized knowledge, and in light of the false
and midleading representations and omissionsin the Offering Documents, defendants owed plaintiffs
(and the assigning entities) a duty to provide them with complete, accurate, truthful and timely
information regarding the quality of the certificates and underlying loans, and their title, and
defendants breached their duty to provide such information to plaintiffs (and the assigning entities).

712.  Plaintiffs(and the assigning entities) reasonably relied on theinformation provided by
defendants and have suffered substantial damages as a result of defendants' misrepresentations.

FIFTH CAUSE OF ACTION

(Rescission Based upon Mutual Mistake
Against Goldman Sachs & Co.)

713. Plaintiffsrepeat and reallege the alegations set forth in the preceding paragraphs, as
if fully set forth herein.

714. Based on the representations in the Offering Documents, both the underwriter
defendant Goldman Sachs & Co., which sold the certificates, and the plaintiffs (and the assigning
entities), which purchased them, believed that the mortgages and notes described in the Offering
Documents had been validly assigned to the trusts and/or trustees at the time the certificates were

purchased.
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715. Asaleged above, however, the vast mgjority of the mortgages and notes were, in
fact, not timely or properly assigned to the trusts and/or trustees at the time the certificates were
purchased by plaintiffs (and the assigning entities).

716. Therefore, a mutual mistake existed at the time that plaintiffs (and the assigning
entities) contracted for the sale of the certificates.

717. Theassignment of the mortgages and notesto the trustsand/or trusteeswas acrucial
fact that went to the heart of each of the offerings at issue here. Without proper assignments, the
trustees for the trusts have no legal right to foreclose on the collateral in the event a borrower
defaults, the trusts do not own the mortgages and the notes, and the trusts do not qualify for REMIC
tax classification. Without proper and timely assignments, thetrusts bear asubstantial risk of being
subjected to heavy tax assessments and penalties which are ultimately borne by investors such as
plaintiffs.

718. These were significant risks that were undisclosed due to the misrepresentationsin
the Offering Documents, and were neither part of plaintiffs’ (or the assigning entities’) investment
objectives, nor defendants’ purported investment offer. Had plaintiffs (and the assigning entities)
known that the mortgages and notes had not been properly and timely assigned to the trusts, they
would not have purchased the certificates.

719. Because a mutual mistake of a material fact existed at the time plaintiffs (and the
assigning entities) contracted for the sale of the certificates, the transactions are void and plaintiffs
are therefore entitled to rescission.

PRAYER FOR RELIEF

WHEREFORE, plaintiffs pray for relief and judgment, as follows:
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(@ Awarding compensatory damagesin favor of plaintiffsagainst all defendants,
jointly and severally, for all damages sustained asaresult of defendants' wrongdoing, in an amount
to be proven at trial, including interest thereon.

(b) Awarding punitive damages for plaintiffs' common-law fraud claims.

(c) Alternatively, awarding plaintiffs the right to rescission and/or rescissory
damages, as to al defendants, sustained as a result of defendants’ wrongdoing and/or mutual
mistake.

(d) Awarding plaintiffstheir reasonable costsand expensesincurredin thisaction,
including counsel fees and expert fees; and

(e) Such other relief, including equitable relief, as the Court may deem just and

proper.
JURY DEMAND
Plaintiffs demand atrial by jury on al claims so triable.
DATED: July 3, 2013 ROBBINS GELLER RUDMAN

& DOWD LLP
SAMUEL H. RUDMAN

/s/ Samuel H. Rudman

SAMUEL H. RUDMAN

58 South Service Road, Suite 200
Melville, NY 11747

Telephone: 631/367-7100
631/367-1173 (fax)
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ROBBINS GELLER RUDMAN
& DOWD LLP

ARTHUR C. LEAHY

SCOTT H. SAHAM

LUCASF.OLTS

NATHAN R. LINDELL

655 West Broadway, Suite 1900

San Diego, CA 92101

Telephone: 619/231-1058

619/231-7423 (fax)

Attorneysfor Plaintiffs
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