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NATURE OF THE ACTION 

1. This is a securities class action on behalf of all persons or entities who acquired 

Mortgage Pass-Through Certificates (the "Certificates") of Morgan Stanley Capital I Inc. ("Morgan 

Stanley Capital" or the "Depositor") pursuant and/or traceable to the false and misleading 

Registration Statement and Prospectus Supplements ("Offering Documents") issued in connection 

therewith, by Morgan Stanley Capital and the Trusts identified in ~23. This action involves solely 

strict liability and negligence claims brought pursuant to the Securities Act of 1933 ("1933 Act"). 

2. Defendant Morgan Stanley Capital is a Delaware corporation formed in 1985 forthe 

purpose of acquiring and owning mortgage loan assets and selling interests in them. Morgan Stanley 

Capital is an affiliate of defendant Morgan Stanley & Co. Incorporated ("MS&Co.") and is a direct, 

wholly-owned subsidiary of defendant Morgan Stanley. The issuers of the various offerings are 

Morgan Stanley Capital and the Trusts identified in ~23 (the "Issuers") established by Morgan 

Stanley Capital to issue hundreds of millions of dollars worth of Certificates. 

3. On December 23, 2005 (with amendments on February 17, 2006 and March 14, 

2006), the Issuers caused a Registration Statement to be filed with the Securities and Exchange 

Commission ("SEC") in connection with and for the purpose of issuing hundreds of millions of 

dollars worth of Certificates. The Issuers issued the Certificates pursuant to Prospectus 

Supplements, each of which was incorporated by reference into the Registration Statement. The 

Certificates were supported by pools of mortgage loans generally secured by liens on residential 

properties, including conventional, adjustable-rate, hybrid adjustable-rate, and negative amortization 

mortgage loans. 

4. Defendants made the following false and misleading statements in the Offering 

Documents: 
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• Underwriting standards used by the ongmators to originate the loans 
supporting the Certificates evaluated a prospective borrower's ability to 
repay the loan; 

• Property appraisals confonned to the Unifonn Standards of Professional 
Appraisal Practice ("USP AP"); 

• The loans underlying the Certificates had certain, specific, loan-to-value 
("LTV") ratios; and 

• The Certificates had "investment grade" credit ratings. 

5. According to reports of governmental investigations and statements of fonner 

executives and employees of the key originators who were responsible for ensuring that the 

underwriting practices were as stated, the true, material facts, which defendants omitted from the 

Offering Documents, were that: 

• Borrowers were not evaluated on their ability to repay the loans; instead, 
loans were made regardless of a borrower's ability to repay; loan originators 
made as many loans as possible regardless of repayment ability since they 
were selling the loans to defendants at a profit; in addition, borrowers and 
loan originators were routinely inflating borrowers' incomes to falsely high 
levels to qualify borrowers for loans they could not afford to repay; 

• Property appraisers' future compensation was contingent upon providing loan 
originators with false, pre-detennined, inflated property appraisals which 
allowed borrowers to qualify for loans; in addition, appraisals were not based 
on recent sales of comparable properties; and appraisals did not confonn to 
USPAP; 

• Because the specified LTV ratios contained in the Offering Documents were 
based on false and inflated property appraisals, the LTV ratios specified in 
the Offering Documents were false, inaccurate and understated; and 

• The credit ratings of the Certificates were inaccurate and understated the 
investment risk associated with the Certificates because the rating agencies 
used outdated assumptions, overly-relaxed rating criteria and inaccurate data 
in fonnulating the ratings. 
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The Certificates Purchased by Plaintiffs and the 
Class Have Declined in Value as a Result of the Offering 
Documents' Misrepresentations and Omissions 

6. Plaintiffs suffered injury as the direct result of defendants' misrepresentations and 

omissions contained in the Offering Documents as the loans backing the Certificates sold to 

plaintiffs were not originated utilizing the underwriting and appraisal practices described in the 

Offering Documents. As a result, the Certificates at issue were secured by assets that had a much 

greater risk profile than represented in the Offering Documents. In this way, defendants were able to 

obtain superior ratings on the tranches or classes 1 of Certificates, when, in fact, these tranches or 

classes were not equivalent to other investments with the same credit ratings. 

7. As a result of defendants' misrepresentations and omissions, the Certificates have not 

performed consistent with the ratings which they received. According to the August 2010 Trustee 

distribution reports for the Trusts at issue, the total percentage of delinquent and foreclosed loans 

ranged from 24%-46%. This extraordinarily high number of delinquent and foreclosed loans was a 

direct result of the loan originators' systematic disregard oftheir stated loan underwriting guidelines, 

their undisclosed practices of lending to anyone they could regardless of whether the borrowers 

could repay the loan, and their disregard for the stated appraisal practices. 

8. By late 2008, the truth about the mortgage loans that secured the Certificates began to 

be revealed to the public. At present, each of the Certificates purchased by the named plaintiffs have 

been downgraded from their original top-rated AAA investment grade status to CCC, commonly 

referred to as "junk" status. 

The Certificates were divided into tranches or classes depending on, among other things, 
credit risk and priority of payment. 

- 3 -



Case 1:09-cv-02137-LTS   Document 84    Filed 09/10/10   Page 5 of 37

9. The Certificates are no longer marketable at or near the prices paid by plaintiffs and 

the Class, and the holders of the Certificates are exposed to much more risk with respect to both the 

timing and absolute cash flow to be received than the Offering Documents represented. According 

to Bloomberg, as of December 2, 2008 the Certificates purchased by the plaintiffs had substantially 

declined in value from their offering price. According to Bloomberg, the trading price, or value of 

the Certificates purchased by the plaintiffs as of December 2, 2008, the date this action was filed, 

was as follows: 

Approximate 
Certificate Value % Decline in Value 

Trust 2006-7 5A2 64-11 -35% 
Trust 2006-11 lA6 74-09 -25% 
Trust 2006-15XS A6B 57-21 -42% 
Trust 2006-12XS A6A 85-08 -14% 
Trust 2006-16AX 2A2 35-26 -64% 
Trust 2006-14SL Al 24-21 -75% 
Trust 2006-6AR 3A4 53-12 -46% 
Trust 2006-6AR 3Al 54-09 -45% 

10. There has been a market for the resale of investments like the Certificates since at 

least 2006. The trading volume of Certificates like those at issue was at least $750 million during 

December 2008, the time at which the first ofthe actions asserting the claims herein was filed. 

11. Because of the downgrades, as well as other information that was unknown to 

investors at the time the Certificates were issued, the value of the Certificates has diminished greatly 

since their original offering, as has the price at which plaintiffs and members of the Class did or 

could have disposed of them. 
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JURISDICTION AND VENUE 

12. The claims alleged herein arise under §§11, 12(a)(2) and 15 of the 1933 Act, 15 

U.S.C. §§77k, 771(a)(2) and 770. Jurisdiction is conferred by §22 of the 1933 Act and venue is 

proper pursuant to §22 of the 1933 Act. 

13. The violations of law complained of herein occurred in this District, including the 

dissemination of materially false and misleading statements in this District. Defendants conduct 

business in this District. 

PARTIES 

14. Plaintiff Public Employees' Retirement System of Mississippi ("Mississippi") 

acquired Certificates pursuant and traceable to the Registration Statement and the Prospectus 

Supplements and has been damaged thereby. Specifically, on August 18, 2007, Mississippi 

purchased 1,325,000 Series 2006-14SL Mortgage Pass-Through Certificates at a price of$95.38. On 

September 26,2008, Mississippi sold the 14SL Certificates at a price of $24.50, suffering a loss of 

$939,094.00. 

15. Plaintiff Members United Corporate Federal Credit Union ("Members") acquired 

Certificates pursuant and traceable to the Registration Statement and the Prospectus Supplements 

and has been damaged thereby. Specifically, on February 27, 2007, Members purchased 22,500,000 

Series 2006-16AX2 Mortgage Pass-Through Certificates at a price of $100.03. Morgan Stanley 

acted as a broker and seller in these transactions. 

16. PlaintiffNECA-IBEW Health and Welfare Fund ("NECA") acquired Certificates 

pursuant and traceable to the Registration Statement and the Prospectus Supplements and has been 

damaged thereby. Specifically, on September 12, 2006, NECA purchased 145,000 Series 2006-7 
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Mortgage Pass-Through Certificates at a price of $99.68. Morgan Stanley acted as a broker and 

seller in these transactions. 

17. Plaintiff United Western Bank ("Western") acquired Certificates pursuant and 

traceable to the Registration Statement and the Prospectus Supplements and has been damaged 

thereby. Specifically, on April 28, 2006 Western purchased 15,000,000 Series 2006-6AR Mortgage 

Pass-Through Certificates at a price of $100-11 and, on September 13, 2006, Western purchased 

2,100,000 Series 2006-6AR Mortgage Pass-Through Certificates at a price of $99-25. Morgan 

Stanley acted as a broker and seller in these transactions. 

18. Plaintiff Pompano Beach Police and Firefighters' Retirement System ("Pompano") 

acquired Certificates pursuant and traceable to the Registration Statement and the Prospectus 

Supplements and has been damaged thereby. Specifically, on October 31,2006, Pompano purchased 

40,000 Series 2006-15XS Mortgage Pass-Through Certificates at a price of $100.00. Morgan 

Stanley acted as a broker and seller in this transaction. On September 4, 2008, Pompano sold the 

Certificates at a price of$55.63 suffering a loss of$17,750.00. 

19. Plaintiff Carpenters Pension Fund of West Virginia ("West Virginia") acquired 

Certificates pursuant and traceable to the Registration Statement and the Prospectus Supplements 

and has been damaged thereby. Specifically, on July 17,2006, West Virginia purchased 40,000 

Series 2006-11 Mortgage Pass-Through Certificates at a price of$100.00 and 25,000 Series 2006-

12XS Mortgage Pass-Through Certificates at a price of$1 00.00. Morgan Stanley acted as a broker 

and seller in these transactions. On October 2, 2007, West Virginia sold its 2006-11 Certificates at a 

price of$96.00 suffering a loss of$1 ,599.35 and sold its 2006-12XS Certificates at a price of$95.50 

suffering a loss of $1,125.00. The 2006-11 Certificates have already suffered a current interest 

shortfall. 
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20. Defendant Morgan Stanley is a Delaware corporation headquartered in New York, 

New York. Morgan Stanley, through its subsidiary Morgan Stanley Mortgage Capital Inc. and later 

through defendant Morgan Stanley Mortgage Capital Holdings LLC,2 created and controls Morgan 

Stanley Capital, a limited purpose, wholly-owned finance subsidiary designed to facilitate the 

issuance and sale of the Certificates. 

21. Defendant Morgan Stanley Mortgage Capital Inc. was a New York corporation based 

in New York, New York, until, as alleged above, it was merged into defendant Morgan Stanley 

Capital Holdings LLC in 2007. Morgan Stanley Mortgage Capital Inc. was an indirect wholly-

owned subsidiary of Morgan Stanley, and the parent of Morgan Stanley Capital. Morgan Stanley 

Mortgage Capital Inc. was also an affiliate of defendant MS&Co. Morgan Stanley Mortgage Capital 

Inc. originated mortgage loans, or otherwise acquired residential mortgage loans to be securitized by 

the Depositor - Morgan Stanley Capital. Morgan Stanley Mortgage Capital Inc. served as the 

Sponsor and Seller in the securitization ofthe Trusts and worked with MS&Co., the rating agencies, 

loan sellers and servicers in negotiating the principal securitization transaction documents and 

structuring the securitization transactions. As alleged above, in 2007, defendant Morgan Stanley 

Mortgage Capital Holdings LLC became Morgan Stanley Mortgage Capital Inc.' s successor in 

interest and carried on Morgan Stanley Mortgage Capital Inc. 's role as the Sponsor and Seller in the 

securitization of the Trusts. Morgan Stanley Mortgage Capital Holdings LLC is a direct, wholly-

owned subsidiary of Morgan Stanley, and an affiliate of defendants MS&Co. and Morgan Stanley 

2 In 2007, Morgan Stanley Mortgage Capital Inc. merged with Morgan Stanley Mortgage 
Capital Holdings LLC. By way of this merger, Morgan Stanley Mortgage Capital Holdings LLC 
became Morgan Stanley Mortgage Capital Inc. 's successor in interest. 
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Capital. Morgan Stanley Mortgage Capital Inc. and Morgan Stanley Mortgage Capital Holdings 

LLC are collectively referred to herein as "MSMC." 

22. Defendant Morgan Stanley Capital is a Delaware corporation headquartered in New 

York, New York and formed in 1985. Defendant Morgan Stanley Capital was an Issuer of the 

Certificates, the Depositor and controlled the Trusts. 

23. The Issuers of the various Certificates are defendant Morgan Stanley Capital and the 

below-listed New York common law trusts (the "Trusts"): 

Morgan Stanley Mortgage Loan Trust 2006-7 

Morgan Stanley Mortgage Loan Trust 2006-11 

Morgan Stanley Mortgage Loan Trust 2006-12XS 

Morgan Stanley Mortgage Loan Trust 2006-14SL 

Morgan Stanley Mortgage Loan Trust 2006-15XS 

Morgan Stanley Mortgage Loan Trust 2006-16AX 

Morgan Stanley Mortgage Loan Trust 2006-6AR 

Defendants Morgan Stanley Capital and the Trusts issued hundreds of millions of dollars worth of 

Certificates pursuant to the same Registration Statement. 

24. Defendant MS&Co. is owned by Morgan Stanley and is an affiliate of Morgan 

Stanley Capital and MSMC. MS&Co. acted as sole lead manager and sole bookrunner with respect 

to the Certificates. Additionally, MS&Co. acted as an underwriter in the sale of the Certificates and 

in doing so drafted and disseminated the Offering Documents. MS&Co. failed to perform adequate 

due diligence to ensure the statements incorporated into the Registration Statement were not false or 

misleading. 

25. Defendant David R. Warren ("Warren") was President of Morgan Stanley Capital 

during the relevant time period. Defendant Warren signed the December 23,2005 Registration 

Statement. 

- 8 -



Case 1:09-cv-02137-LTS   Document 84    Filed 09/10/10   Page 10 of 37

26. Defendant Anthony B. Tufariello ("Tufariello") was President (Principal Executive 

Officer) of Morgan Stanley Capital during the relevant time period. Defendant Tufariello signed the 

December 23,2005, February 17, 2006 and March 14,2006 Registration Statements. 

27. Defendant William J. Forsell ("Forsell") was Treasurer (Principal Financial Officer) 

and Controller of Morgan Stanley Capital during the relevant time period. Defendant Forsell signed 

the December 23,2005, February 17, 2006 and March 14,2006 Registration Statements. 

28. Defendant Steven S. Stem ("Stem") was a director of Morgan Stanley Capital during 

the relevant time period. Defendant Stem signed the December 23,2005, February 17,2006 and 

March 14,2006 Registration Statements. 

29. The defendants identified in ~~25 through 28 are referred to herein as the "Individual 

Defendants." The Individual Defendants functioned as directors to the Trusts as they were directors 

of Morgan Stanley Capital and signed the Registration Statement for the registration of the securities 

issued by the Trusts. 

CLASS ACTION ALLEGATIONS 

30. Plaintiffs bring this action as a class action pursuant to Rule 23 of the Federal Rules 

of Civil Procedure on behalf of a class consisting of all persons or entities who acquired Certificates 

of the Trusts identified herein pursuant andlor traceable to the false and misleading Registration 

Statement (Registration No. 333-130684) and Prospectus Supplements (the "Class"). Excluded from 

the Class are defendants, the officers and directors and affiliates ofthe defendants, members oftheir 

immediate families and their legal representatives, heirs, successors or assigns and any entity in 

which defendants have or had a controlling interest. 

31. The members of the Class are so numerous that joinder of all members is 

impracticable. While the exact number of Class members is unknown to plaintiffs at this time and 
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can only be ascertained through appropriate discovery, plaintiffs believe that there are hundreds of 

members in the proposed Class. Record owners and other members of the Class may be identified 

from records maintained by Morgan Stanley Capital andlor MSMC or their transfer agents and may 

be notified of the pendency of this action by mail, using the form of notice similar to that 

customaril y used in securities class actions. The Registration Statement issued hundreds of millions 

of dollars worth of Certificates. 

32. Plaintiffs' claims are typical ofthe claims ofthe members ofthe Class as all members 

of the Class are similarly affected by defendants' wrongful conduct in violation of federal law that is 

complained of herein. 

33. Plaintiffs will fairly and adequately protect the interests of the members ofthe Class 

and have retained counsel competent and experienced in class and securities litigation. 

34. Common questions of law and fact exist as to all members of the Class and 

predominate over any questions solely affecting individual members of the Class. Among the 

questions oflaw and fact common to the Class are: 

(a) whether defendants violated the 1933 Act; 

(b) whether statements made by defendants to the investing public in the 

Registration Statement and Prospectus Supplements misrepresented or omitted material facts about 

the Certificates andlor the underlying mortgage loans held by the Trusts; and 

( c) to what extent the members of the Class have sustained damages and the 

proper measure of damages. 

35. A class action is superior to all other available methods for the fair and efficient 

adjudication of this controversy since joinder of all members is impracticable. Furthermore, as the 

damages suffered by individual Class members may be relatively small, the expense and burden of 

- 10-



Case 1:09-cv-02137-LTS   Document 84    Filed 09/10/10   Page 12 of 37

individual litigation make it impossible for members of the Class to individually redress the wrongs 

done to them. There will be no difficulty in the management of this action as a class action. 

BACKGROUND 

36. Morgan Stanley Capital established the Trusts, acquired the mortgage loans that were 

transferred to the Trusts, and then issued Certificates of various classes or tranches that were sold to 

investors pursuant to the Registration Statement and Prospectus Supplements. While these Offering 

Documents contained data about the mortgage loans, some of the most important information for 

plaintiffs and the other members of the Class was false or was omitted from the Registration 

Statement and Prospectus Supplements. This misrepresented or omitted information related to the 

most important aspect of the Certificates - the loan underwriting processes and the collateral that 

secured the loans. Specifically, the false or omitted information involved the underwriting, quality 

control, due diligence, approval and funding practices and policies for the mortgage loans, the 

appraisal processes concerning the underlying properties, the LTV ratios, the credit ratings and the 

likelihood that borrowers would repay the mortgage loans according to the terms ofthe loans. These 

omissions caused the Registration Statement and Prospectus Supplements to be materially false and 

misleading. 

37. The Issuers caused the Registration Statement to be filed with the SEC on December 

23,2005 and amended the Registration Statement on February 17, 2006 and March 14,2006. The 

Registration Statement discussed the mortgage loans contained in the mortgage pools, representing 

that the mortgage loans were made to creditworthy borrowers whose documentation was not subject 

to quite as rigorous a set of standards as other borrowers, and that the loans were made based on the 

value of the underlying properties, as confirmed by appraisals of the properties. 
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THE FALSE AND MISLEADING REGISTRATION 
STATEMENT AND PROSPECTUS SUPPLEMENTS 

The Registration Statement and Each of the 
Seven Prospectus Supplements Misrepresented 
and Omitted Material Facts Regarding the 
Underwriting Standards Applied by the 
Loan Originators 

MSMC 

38. The March 14,2006 amendment to the Registration Statement and each ofthe seven 

Prospectus Supplements at issue misrepresented the underwriting standards applied to loans 

purchased or originated by MSMC. MSMC originated or purchased more than 63.7% ofthe loans in 

Trust 2006-7. MSMC originated or purchased more than 24.6% of the loans in Trust 2006-11. 

MSMC originated or purchased more than 40.74% of the loans in Trust 2006-12XS. MSMC 

originated or purchased 90.43% of the loans in Trust 2006-14SL. MSMC originated or purchased 

45.19% ofthe loans in Trust 2006-15XS. MSMC originated or purchased more than 78.9% of the 

loans in Trust 2006-16AX. MSMC originated or purchased more than 79.93 % of the loans in Trust 

2006-6AR. 

39. The Registration Statement and Prospectus Supplements each stated that: 

Based on the data provided in the application and certain verification (if 
required), a determination is made by the original lender that the mortgagor's 
monthly income (if required to be stated) will be sufficient to enable the mortgagor 
to meet its monthly obligations on the mortgage loan and other expenses related to 
the property such as property taxes, utility costs, standard hazard insurance and 
other fIXed obligations other than housing expenses. 

40. This statement was false and misleading as the original lenders did not determine 

whether borrowers could afford the loan payments. Rather, the original lenders made loans to 

borrowers regardless of their ability to repay and approved borrowers for loans they could not afford 

and could not repay. For example, MSMC purchased loans where the mortgagor provided the 

original lender with patently false information regarding the mortgagor's financial condition. In 
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addition, MSMC purchased loans where the original lender failed to detennine that the mortgagor's 

monthly income was sufficient to enable the mortgagor to repay the loan. The failure ofthe loan 

originators to comply with the underwriting practices described in the Offering Documents are 

described in detail below. 

41. According to a fonner MSMC employee who worked as both a Quality Control 

Analyst and a Pre-Funding Quality Control and Fraud Investigations Manager from 2003 into 2006, 

MSMC negligently failed to comply with the above loan purchasing guidelines. This fonner 

employee was responsible for reviewing loans that MSMC considered acquiring for securitization 

and then preparing an audit report that provided detailed pre-purchase infonnation about the loans

including flagging any potential fraud in the origination of the loan (such as a borrower providing a 

salary that was excessive for a given job title) or other indicators that the loan was unlikely to be 

repaid. 

42. According to this fonner employee, MSMC management ignored infonnation 

indicating that the loans MSMC was considering for purchase were not originated pursuant to 

MSMC's stated loan purchasing guidelines. The fonner employee red-flagged a number ofloans 

purportedly made for completed homes in Maricopa County, Arizona because the homes had been 

sold numerous times within a short time span for ever increasing sales prices. When the fonner 

employee visited the purported location of these homes, she noted that there were no homes built 

there nor were there any other homes in the area. The employee detennined that the "sales" of these 

"homes" were merely transactions back and forth between builders to artificially inflate their value. 

When the fonner employee notified her MSM C superiors of her findings, they failed to consider this 

infonnation and purchased the loans (and many others) anyway. 
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43. MSMC also purchased loans that were riskier, i.e., less likely to be repaid, than 

MSMC's guidelines pennitted, as the loans exceeded MSMC's limit for LTV ratios. Further, loan 

originators presented MSMC with loans that the originator claimed to be Alt-A, but instead were 

riskier subprime loans disguised as Alt-A loans. These loans were securitized and represented to be 

Alt-A loans when they in fact were not. 

44. According to the fonner MSMC employee, MSMC was "production-based" and was 

more concerned with acquiring loans for securitization than whether borrowers could repay the 

loans. Contrary to MSMC's stated loan purchasing guidelines, MSMC was not concerned with 

detennining whether borrowers' income was sufficient to repay the loans. In fact, MSMC failed to 

adhere to its loan purchasing guidelines in order to purchase as many loans as possible because it 

was worried that if MSMC did not purchase the loans a competitor would. 

45. MSMC's stated loan purchasing guidelines also failed to disclose that the originators 

implemented policies designed to extend mortgages to borrowers regardless of whether they were 

able to meet their obligations under the mortgage, such as: 

• Coaching borrowers to misstate their income on loan applications to qualify for 
larger mortgage loans under the underwriters' underwriting standards, including 
directing applicants to no-doc loan programs when their income was insufficient to 
qualify for full documentation loan programs; 

• Steering borrowers to loans that exceeded their borrowing capacity; 

• Encouraging borrowers to borrow more than they could afford by suggesting No 
Income No Assets ("NINA") and Stated Income Stated Assets ("SISA") loans when 
they could not qualify for full documentation loans based on their actual incomes; 

• 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 adjustable 
loan rate adjusted; and 

• Allowing non-qualifying borrowers to be approved for loans under exceptions to the 
underwriters' underwriting standards based on so-called "compensating factors" 
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without requmng documentation for or determining the validity of such 
compensating factors. 

46. Further, MSMC's loan purchasing guidelines failed to disclose that the originators of 

loans purchased by MSMC and the agents of these originators - such as mortgage brokers - were so 

aggressive in approving and funding the mortgage loans that many of the mortgage loans were made 

to borrowers who had either not submitted or had altered the required documentation. Moreover, in 

many instances the income/employment verifications that were purportedly completed by the 

originators were insufficient because the lenders' clerical staff typically did not have proper 

verification skills, the mortgage brokers or their agents often completed verifications that were 

suspect, and oftentimes verifications were provided by inappropriate contacts at the borrower's place 

of employment (e.g., a friend of the borrower would complete the verification instead of human 

resources). Unbeknownst to investors, these factors had the effect of dramatically increasing the risk 

profile of the Certificates. 

47. Similarly, those borrowers who were required to submit stated income applications 

would include income levels which were routinely inflated to extreme levels, relative to their stated 

job titles, in order to get the mortgage loans approved and funded. For instance, the former MSMC 

employee recalled MSMC purchasing loans extended to people whose stated occupation could not 

possibly provide the income stated on the loan application. The former MSMC employee provided a 

hypothetical but typical example of a borrower whose stated occupation was pre-school teacher but 

whose stated income was $200,000 per year. According to the former MSMC employee, when red 

flags such as these were raised, MSMC would often fail to consider the information and purchase the 

loan anyway. Indeed, the existence ofthis type of extreme stated income inflation was corroborated 

in a study cited by the Mortgage Asset Research Institute which found that almost all stated-income 

- 15 -



Case 1:09-cv-02137-LTS   Document 84    Filed 09/10/10   Page 17 of 37

loans exaggerated the borrower's actual income by 5% or more, and more than half increased the 

amount by more than 50%. 

48. In its most recent annual report, filed on Form 10-K with the SEC on February 26, 

2010, Morgan Stanley confirmed that it is under direct investigation and is "responding to subpoenas 

and requests for information from certain regulatory and governmental entities concerning the 

origination, purchase, securitization and servicing of subprime and non-subprime residential 

mortgages and related issues including collateralized debt obligations and credit default swaps 

backed by or referencing mortgage pass through certificates." 

American Home Mortgage Corp. 

49. The Offering Documents made false and misleading statements about the 

underwriting practices of American Rome Mortgage Corp. ("ARM"), which was an originator for 

the following Trusts: 

Morgan Stanley Mortgage Loan Trust 2006-15XS 

Morgan Stanley Mortgage Loan Trust 2006-16AX 

Morgan Stanley Mortgage Loan Trust 2006-11 

Morgan Stanley Mortgage Loan Trust 2006-6AR 

50. ARM originated 23.45% of the loans for Trust 2006-15XS. ARM originated more 

than 11 % of the loans for Trust 2006-16AX. ARM originated more than 19% of the loans for Trust 

2006-11. ARM originated more than 9.9% of the loans for Trust 2006-6AR. The Prospectus 

Supplement for Morgan Stanley Mortgage Loan Trust 2006-15XS and 2006-11 stated: 

The Originator's underwriting philosophy is to weigh all risk factors 
inherent 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. These standards are applied in accordance with applicable 
federal and state laws and regulations. . •. Because each loan is different, the 
Originator expects and encourages underwriters to use professional judgment 
based on their experience in making a lending decision. 
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The Originator underwrites a borrower's creditworthiness based solely on 
information that the Originator believes is indicative of the applicant's willingness 
and ability to pay the debt they would be incurring. 

51. The foregoing representations were false and misleading because ARM was not 

underwriting loans based upon a borrower's creditworthiness and repayment ability. Instead, AHM 

was systematically ignoring its loan underwriting guidelines and was lending to anyone it could 

regardless of whether borrowers could repay the loans. According to a former ARM Executive Vice 

President who worked at the company from 1999 through April of 2007, ARM's underwriting 

practices became increasingly lax during the relevant timeframe. This resulted in AHM granting a 

larger and larger number ofloans to people unlikely to repay them. According to this former Vice 

President, AHM "followed Countrywide" in offering "fast and sleazy products" that had very 

questionable underwriting requirements and were of low quality. A former Wholesale Account 

Executive, who worked at AHM from January 2005 through July 2007, stated that at AHM 

"anybody could buy a house with zero percent down and no proof of ability to pay it {the loan] 

back." According to this person, AHM regularly extended loans that are now classified as 

predatory. 

52. Contrary to AHM's stated underwriting policy, AHM was not weighing all risk 

factors inherent in a loan file, nor did it encourage underwriters to use professional judgment based 

on their experience. Instead, as discussed by a former LevelS Underwriter who worked at AHM 

from 2004 until December 2006, the professional judgment of ARM's underwriters was often 

overridden by automated underwriting software. This person pointed to a number of instances where 

the automated program approved loans that made no sense and were not likely to be paid back. 

Despite these misgivings, AHM management overruled the Underwriter's human judgment and 
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approved the risky loans. The fonner Underwriter said that many of the loans approved by the 

underwriting software were ones on which the fonner Underwriter "would not have lent a dime." 

53. AHM's failure to comply with stated underwriting practices was confinned by a 

fonner Level 3 Underwriter who worked at AHM from June 2004 to August 2007. According to 

this Underwriter, the automated underwriting software approved "awful loans" that would not have 

been approved under ARM's manual underwriting guidelines. 

54. Further, in order to achieve desired loan production, ARM was, as a matter of course, 

granting exceptions even where "compensating factors" did not exist. AHM's business was 

dependent on continually increasing volume. AHM granted exceptions as a matter of course even 

where not warranted because its business relied on volume as it was paid a fee for its loans and it did 

not retain them as assets on its own balance sheet. 

55. According to one fonner AHM district manager, the loan pools sold to defendants 

and other Wall Street banks were made up of "nothing but junk." Managers were "told to ignore the 

issues which should not be ignored, such as the borrower's ability to repay, and just sell these 

programs. " 

56. ARM had a Retail Lending group that sold loans directly to consumers. Those in the 

Retail Lending group were compensated, in part, based upon the type and number of loans they 

closed. However, in order to close a loan, the loan had to be approved by AHM's underwriters. 

Thus, the Retail Lending group's compensation was detennined, in part, by whether the underwriter 

approved the loans the Retail Lending group was attempting to sell to a potential customer. 

Similarly, pay raises for the underwriters were detennined by the Retail Lending group. 

Accordingly, the underwriters' compensation was directly affected by decisions made by the Retail 

Lending group, and the Retail Lending group's compensation was directly affected by decisions 
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made by the underwriters. This symbiotic relationship provided powerful incentives for the 

underwriters to approve as many loans as possible notwithstanding whether a borrower could 

afford to repay the loan or whether the loan complied with underwriting guidelines, thereby 

financially rewarding the Retail Lending group, who in tum would approve pay raises for the 

underwriters. 

57. As noted by a former ARM employee, even loan pools that were ultimately rated 

AAA were made up of "nothing but junk." But ARM, continued to sell these pools to Wall Street 

banks, who sold the Certificates which were backed by these questionable loan pools to plaintiffs 

and the Class. According to a former ARM district manager, "They distributed this toxic waste 

throughout the worldwide system." 

First National Bank of Nevada 

58. The Offering Documents contained false and misleading statements about the loans 

originated by First National Bank of Nevada ("FNBN") which was the key originator in the 

following Trust, originating 25.47% of the loans: 

Morgan Stanley Mortgage Loan Trust 2006-12XS 

59. The Prospectus Supplement issued in connection with Morgan Stanley Mortgage 

Loan Trust 2006-12XS, dated September 26, 2006, made false and misleading statements about the 

underwriting standards ofFNBN, stating: 

FNBN's underwriting guidelines are primarily intended to evaluate the 
prospective borrower's credit standing and ability to repay the loan, as well as the 
value and adequacy of the proposed mortgaged property as collateraL A 
prospective borrower applying for a mortgage loan is required to complete an 
application, which elicits pertinent information about the prospective borrower 
including, depending upon the loan program, the prospective borrower's financial 
condition (assets, liabilities, income and expenses), the property being financed and 
the type of loan desired. 
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60. In fact, FNBN's underwriting guidelines were not intended to evaluate its borrowers' 

credit standing and repayment ability, but rather to originate as many loans as possible. In doing so, 

FNBN routinely and systematically violated its stated underwriting practices. FNBN was routinely 

lending to borrowers who did not have the ability to repay their loans. In addition, it was FNBN's 

practice to make residential mortgage loans to borrowers who qualified on the basis of obviously 

false information and thus could not reasonably be expected to repay their loans. FNBN's business 

model was simply to make as many loans as possible and then sell them as quickly as possible. 

61. According to a former Underwriter who worked at FNBN from July 2006 to July 

2007, the rule at FNBN was that "if they [the borrowers] qualify," then FNBN would approve and 

fund the loan. "Qualify," however, did not have the traditional meaning as was commonly used in 

connection with the "qualifying" for a loan, i.e., the borrower met FNBN's lending guidelines. 

Rather, "qualify" meant the borrower's application needed to "just somehow" appear to meet the 

qualification standards whether it actually did or not. Borrowers who did not actually qualify for a 

loan under the guidelines were coached by FNBN to falsify their loan applications to make it appear 

they did qualify and then their loans were funded by FNBN. 

62. As time went on, the "risk-taking became more and more brazen" at FNBN, 

according to the former Underwriter. FNBN wanted to fund, i.e., make a loan to, anything or anyone 

they could. There were "huge pressures from management in Arizona to fund any loan possible." 

FNBN had a practice of throwing "junk" loans in with "A paper" loans and hoping that it would not 

be discovered. 

63. The former Underwriter explained that in implementing its business model, FNBN 

maintained relationships with a large number of independent mortgage loan brokers throughout the 

United States. FNBN's Wholesale Account Executives managed the relationships with the brokers 
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and worked with the brokers to help the brokers structure the loan applications. The outside brokers 

and in-house Account Executives both received a commission based on the number of loans they 

closed. The Account Executives went to the brokers' offices, reviewed the loan applications, and 

decided with the brokers on the figures to include for items such as income and assets in order to 

make it appear that the loan application met the qualifications. The Account Executives also 

coached the brokers on how to set up the loans in order to get them qualified even when such loans 

should not have qualified. FNBN's Loan Coordinators, who worked with the Account Executives, 

would act as coaches with the brokers when an Account Executive was unavailable. The brokers, 

Account Executives, Loan Coordinators and Loan Managers all received bonuses based on the dollar 

amount ofloans that were closed. They received no bonuses for loans which were rejected. Thus, 

they were incentivized to coach borrowers to falsify loan applications in order to receive their 

bonuses. 

64. The former FNBN Underwriter also confirmed that FNBN had a process in place to 

"scrub" loan applications. There were eight or nine Loan Coordinators in the Warm Springs, 

Nevada office whose job was to "scrub" the applications. Loan scrubbing referred to the practice of 

finding and eliminating information from the loan package that would disqualify the potential 

borrower from FNBN's loan programs. As an example, loan scrubbing was designed to find 

differences in the amount of "stated" (unverified) income and inconsistent payroll information on the 

application so that the inconsistencies were "fixed" in order to obtain loan approval. The 

information was harmonized to make it appear that the higher level of income was correct to get the 

loan approved even though the purported higher level of income was false and inflated. FNBN Loan 

Coordinators were fired for failing to "scrub" disqualifying information from a loan package. 
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65. According to the former FNBN Underwriter, Alt-A loans were made to borrowers 

who were "obviously unqualified to be able to repay them," and FNBN and its brokers "qualified" 

borrowers by "creating the numbers to make things work." There was great tension between the 

underwriters on the one hand and those who brought the loan packages to FNBN (i.e., the brokers, 

Account Executives, Loan Coordinators and Loan Managers, all of whom received bonuses based on 

the dollar amount of loans that were closed). Supervisors would not support challenges by 

underwriters to unqualified applicants, and income and asset numbers were "just made up" in order 

to ensure borrowers appeared to qualify for FNBN's loan programs. 

66. FNBN ignored that the incomes stated on its borrowers' loan applications were 

unreasonable. As but one example, according to the former FNBN Underwriter, FNBN underwrote 

the loan application of a person working in a motel as a housekeeper with "stated" (i. e., unverified) 

monthly income of$5,000. The former Underwriter took that loan application to her Underwriting 

Supervisor, Kari Stansel, and told Stansel that she was going to deny the loan. Stansel replied with 

words to the effect that "we can work this out" or "we can back into this," meaning that it was 

possible to qualify the applicant by calculating a combination of hourly pay, over-time pay, and the 

number of hours of regular work and overtime work that would generate a $5,000 monthly income. 

Stansel calculated the amounts for the wage rate, the amount of overtime, and the number of double 

shifts the applicant would have to perform during a month to earn $5,000. The former Underwriter 

told Stansel that it was "absolutely impossible" for any ofthat data to be true but Stansel would not 

"back-down." The former Underwriter refused to sign the Form 1008 (the Fannie Mae transmittal 

form that accompanies the loan when the loan is sold) on this loan application (by signing that form, 

the underwriter affirms that the loan meets the underwriting standards). Nonetheless, the loan was 

closed and funded by FNBN. 
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67. According to FNBN's former Chief Accounting Officer ("CAO") and Executive Vice 

President, who worked at FNBN from January 2007 to July 2008, FNBN relied on an automated 

underwriting software process, which allowed it to avoid a "manual" examination of loan 

applications by skilled and experienced underwriters. Such examinations would have detected many 

instances where the borrower's financial information defied common sense and led to a denial of 

many of the loans that were made. FNBN avoided the risk associated with these loans by auctioning 

its residential mortgage loan pools to third-party investment banks such as MSMC. MSMC and 

other investment banks that purchased these loan pools received information in their files that 

revealed the lack of underwriting and the resulting problems with the underlying loans. FNBN held 

monthly auctions in which investors such as MSMC and other Wall Street institutions would bid for 

the loan pools, which ranged in amount between $100 million to $500 million, and perhaps more. 

GreenPoint Mortgage Funding, Inc. 

68. The Registration Statement and Prospectus Supplements included false and 

misleading statements about the loan underwriting practices of GreenPoint Mortgage Funding, Inc. 

("GreenPoint") which was a key originator for the following Trusts: 

Morgan Stanley Mortgage Loan Trust 2006-7 

Morgan Stanley Mortgage Loan Trust 2006-12XS 

Morgan Stanley Mortgage Loan Trust 2006-15XS 

69. GreenPoint originated more than 11.9% of the loans for Trust 2006-7. GreenPoint 

originated 14.93 % ofthe loans for Trust 2006-12XS. GreenPoint originated 15.71 % ofthe loans for 

Trust 2006-15XS. The Prospectus Supplement for Morgan Stanley Mortgage Loan Trust 2006-7, 

dated May 25, 2006, stated: 

577871 1 

Generally, the GreenPoint underwriting guidelines are applied to evaluate the 
prospective borrower's credit standing and repayment ability and the value and 
adequacy o/the mortgaged property as collateral. 
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70. The foregoing representation was false and misleading because GreenPoint's 

underwriting guidelines were systematically 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 used guidelines supplied by Investment Banks that were not based upon sound 

loan underwriting standards but were merely the minimum standards that the Investment Banks 

were willing to accept for loans it would purchase and securitize. As a former GreenPoint 

VP !Wholesale Branch Operations Manager - who worked for GreenPoint from July 2003 to January 

2008 - explained, the fact that a borrower was unlikely to repay his or her loan was irrelevant so 

long as the loans were within the underwriting guidelines set forth by the Wall Street firms. 

71. GreenPoint's investor-driven underwriting guidelines were woefully inadequate. As 

described by a former GreenPoint Account Executive - who worked in the Queens, New York 

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 through 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 lenders relaxed their loan underwriting standards and began 

extending loans to people who probably could not repay their loans, GreenPoint had to do the same 

in order to remain competitive. These statements were corroborated by a former GreenPoint Senior 

Vice President of Branch Operations for the Western Wholesale Division who worked for 

GreenPoint and GreenPoint's predecessor, Headlands Mortgage, from 1992 to August 2007. This 

Senior Vice President stated that beginning in 2005 and continuing through 2006, GreenPoint's 

underwriting guidelines became increasingly lenient and the loans it extended became increasingly 
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risky. GreenPoint began to significantly relax the requirements that borrowers would have to satisfy 

to qualify for a given loan program, including relaxing requirements involving documentation of 

repayment ability, minimum LTV ratios and minimum credit scores. 

72. Additionally, GreenPoint did not limit its granting of exceptions to circumstances 

where actual compensating factors existed. Rather, it was systematically granting exceptions even in 

the absence of 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 realistic control. Typically, new brokers were actively monitored for only the 

first five to seven loans submitted, usually during only the first 90 days of being approved. This lack 

of monitoring was particularly problematic because, as noted by many regulators, brokers were 

interested mainly in generating upfront fees triggered by making the loans, and did not pay attention 

to whether borrowers were actually qualified for the loans or for exceptions due to compensating 

factors. 

73. GreenPoint did not verify the income of borrowers as represented but had a reputation 

in the industry for cutting corners on loan underwriting. In addition, many of GreenPoint's loans 

were actually subprime loans in disguise, a practice later copied by others. GreenPoint's practice of 

disguising subprime loans was confirmed by the former GreenPoint Account Executive identified 

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. 

MSCC 

74. The Prospectus Supplements for the two trusts listed below included false statements 

about the loan underwriting practices of Morgan Stanley Credit Corp. ("MSCC"): 

57787U 

Morgan Stanley Mortgage Loan Trust 2006-7 
Morgan Stanley Mortgage Loan Trust 2006-11 
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75. The Prospectus Supplements issued in connection with Morgan Stanley Mortgage 

Loan Trust 2006-7 and 2006-11, made false and misleading statements about the underwriting 

standards of MSCC, stating: 

MSCC's underwriting guidelines are primarily intended to evaluate the prospective 
borrower's credit standing and ability to repay the loan, as well as the value and 
adequacy of the proposed mortgaged property as collateral. • .. MSCC employs 
underwriters to scrutinize the prospective borrower's credit profile. 

76. MSCC's underwriting guidelines were not intended to evaluate the prospective 

borrower's credit standing and ability to repay the loan, nor the value and adequacy of the proposed 

mortgaged property as collateral. Rather, MSCC's underwriting guidelines were systematically 

intended to originate as many loans as possible without regard to repayment ability. Contrary to the 

above representations, MSCC's underwriters did not "scrutinize the prospective borrower's credit 

profile" but rather would grant almost any loan. 

77. According to a former MSCC Underwriter who worked at MSCC from January 2006 

to October 2007, an underwriter's role at MSCC was a "joke" because MSCC's goal for 

underwriters was to approve and close as many loans as possible rather than determine whether a 

borrower could repay the loan. The former Underwriter explained that because most ofMSCC's 

applicants were already Morgan Stanley clients with assets invested in Morgan Stanley, MSCC was 

"bending over backwards" to make sure the clients' loans were approved. MSCC was not concerned 

with the ability of these existing clients to repay their loans but merely wanted to retain them as 

clients. According to the former Underwriter, MSCC feared that if MSCC did not approve loan 

applications submitted by its existing clients, the clients would withdraw the assets they had invested 

with Morgan Stanley and put them with another company such as Lehman Brothers or Goldman 

Sachs. Due to these concerns, MSCC was incredibly lax in its underwriting and did not scrutinize 

the prospective borrower's credit profile. 
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78. MSCC's loan underwriting policies were very problematic, according to the former 

Underwriter. Once a loan application reached the underwriter, it was considered "unprofessional" to 

question the applicant's stated income relative to the applicant's stated job title. Thus, far from 

scrutinizing a borrower's information, underwriters who had reservations about an applicant's stated 

income level remained quiet and did not even check the applicant's stated income against 

information contained in publicly available websites such as salary.com. The former Underwriter 

explained that stated income loans would close within three hours of application submission because 

there was nothing in the application to verify. 

79. To ensure that loans were approved, MSCC put its underwriters on a strict quota 

system. According to the former Underwriter, MSCC underwriters were expected to approve a 

certain number of loans each day, week and month. If they did not, the underwriters would be 

terminated. In addition, MSCC underwriters were incentivized to approve as many loans as possible 

as opposed to detecting bad loans. For instance, an underwriter who approved 25% more loans than 

required by his or her quota would receive a bonus equal to 25% of his or her salary. Given this 

incentive system, the underwriters at MSCC rarely denied a loan application. 

The Registration Statement and Prospectus 
Supplements Misrepresented and Omitted 
Material Facts Regarding the Appraisals 
Conducted by or for the Loan Originators 

80. The March 14, 2006 amendment to the Registration Statement and each of the 

Prospectus Supplements also contained representations regarding the appraisals of the properties 

securing the mortgage loans that Morgan Stanley purchased. The Registration Statement and each of 

the Prospectus Supplements stated: 

The adequacy of the mortgaged property as security for repayment of the 
related mortgage loan will generally have been determined by an appraisal in 
accordance with pre-established appraisal procedure guidelines for appraisals 
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established by or acceptable to the originator. All appraisals conform to the 
Uniform Standards of Professional Appraisal Practice adopted by the Appraisal 
Standards Board of the Appraisal Foundation and must be on forms acceptable to 
Fannie Mae andlor Freddie Mac. Appraisers may be staff appraisers employed by 
the originator or independent appraisers selected in accordance with pre-established 
appraisal procedure guidelines established by the originator. The appraisal procedure 
guidelines generally will have required the appraiser or an agent on its behalf to 
personally inspect the property and to verify whether the property was in good 
condition and that construction, if new, had been substantially completed. The 
appraisal generally will have been based upon a market data analysis of recent sales 
of comparable properties and, when deemed applicable, an analysis based on income 
generated from the property or a replacement cost analysis based on the current cost 
of constructing or purchasing a similar property. 

81. Accurate real estate appraisals are essential to the entire mortgage lending and 

securitization process, providing borrowers, lenders, and investors in mortgage-backed securities 

with supposedly independent and accurate assessments of the value of the mortgaged properties. 

Accurate appraisals ensure that a mortgage or home equity loan is not under-collateralized, thereby 

protecting borrowers from financially over-extending themselves and protecting lenders and 

investors in mortgage-backed securities in the event a borrower defaults on a loan and a foreclosure 

results. Accurate appraisals also provide investors with a basis for assessing the price and risk of 

mortgage-backed securities. 

82. An accurate appraisal is also critical in determining an accurate LTV ratio, which is a 

financial metric that Wall Street analysts and investors commonly use when evaluating the price and 

risk of mortgage-backed securities. The LTV ratio is a mathematical calculation that expresses the 

amount of a mortgage as a percentage ofthe total appraised value ofthe property. For example, if a 

borrower seeks to borrow $90,000 to purchase a house worth $100,000, the LTV ratio is 

$90,0001$100,000, or 90%. If, however, the appraised value ofthe house is artificially increased to 

$120,000, the LTV ratio drops to just 75% ($90,000/$120,000). 

- 28-



Case 1:09-cv-02137-LTS   Document 84    Filed 09/10/10   Page 30 of 37

83. A high LTV ratio is riskier because a borrower with a small equity position in a 

property has less to lose ifhe/she defaults on the loan. A high LTV ratio creates the heightened risk 

that, should the borrower default, the amount of the outstanding loan may exceed the value of the 

property. 

84. The accuracy of a property's appraisal and corresponding LTV ratio becomes even 

more important for reduced documentation loans where the loan is originated based largely or 

exclusively upon the appraised value of the mortgaged property and the LTV ratio at origination - as 

opposed to being originated based upon the borrower's income or assets. Indeed, as noted in the 

Registration Statement, MSMC's "loan purchasing decisions for such mortgage loans may be based 

primarily or entirely on an appraisal of the mortgaged property and the LTV ratio at origination." 

85. To ensure the accuracy of appraisals, the USP AP imposes certain requirements on 

appraisers. With respect to real estate appraisals, the USP AP provides: 

(a) An appraiser must perform assignments with impartiality, objectivity, and 

independence, and without accommodation of personal interests; 

(b) In appraisal practice, an appraiser must not perform as an advocate for any 

party or issue; 

( c) An appraiser must not accept an assignment that includes the reporting of pre-

determined opinions and conclusions; and 

(d) It is unethical for an appraiser to accept an assignment, or to have a 

compensation arrangement for an assignment, that is contingent on any of the following: 

(i) The reporting of a pre-determined result (e.g., opinion of value); 

(ii) A direction in assignment results that favors the cause of the client; 

(iii) The amount of a value opinion; 
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(iv) The attainment of a stipulated result; or 

(v) The occurrence of a subsequent event directly related to the appraiser's 

opinions and specific to the assignment's purpose. 

86. The representations in the Registration Statement and Prospectus Supplements 

regarding appraisals were materially false and misleading in that they omitted to state that the 

appraisals were false, inflated and inaccurate. The Registration Statement and Prospectus 

Supplements also failed to disclose that the appraisals were false, inflated and inaccurate because 

contrary to USP AP standards, the appraisers were not independent from the lenders and/or their 

agents, as the lenders and their agents forced appraisers to come back with pre-determined, pre

conceived, inflated and false appraisal values. For instance, in retail or in-house mortgage loan 

originations, many lenders allowed the sales personnel or account executives to order and control the 

appraisals. These sales personnel were typically on a commission-only pay structure and were 

therefore motivated to close as many loans as possible. These sales personnel and account 

executives would accordingly pressure appraisers to appraise properties at artificially high levels 

under threat of not being hired again. 

87. As a result of this conduct, loans were systematically based on false appraisals stating 

that the home securing the loan was worth more than it in fact was. 

88. Appraisals conducted for AHM were not based upon the appraiser's professional 

conclusion based on market data of sales of comparable properties and a logical analysis and 

judgment. Instead, contrary to USP AP, many of AHM' s appraisals were based upon pre-determined 

values demanded by brokers. AHM appraisers frequently succumbed to brokers' demands to 

appraise at pre-determined inflated values. As described by a former AHM Vice President from 

March 2003 through May 2007, appraisal fraud was a common problem at AHM. This former Vice 
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President recounted how loan officers pressured appraisers to come up with the "right number." Due 

to inflated appraisals, the LTV ratios in the Registration Statement and Prospectus Supplements were 

false because these ratios were calculated using the falsely inflated appraisals. 

89. Numerous appraisers have confirmed that the inflation of appraisals was common 

place. For example, the owner of a small Midwest residential real estate appraisal firm in Illinois

who was approved and/or utilized by originators including AHM in over 100 transactions - stated 

that mortgage brokers would call him and say "I need this number." This appraiser also stated that 

he was frequently threatened with, "either give us this home value or you will never do business for 

us again." 

90. An independent appraiser from Florida who was approved by AHM and other 

originators stated that she was told by brokers and/or lenders that: "WE NEED THIS NUMBER, OR 

YOU WILL NEVER WORK FOR US AGAIN." In order to stay in business, she gave the false 

valuations the brokers and lenders demanded, even if it required driving 20 miles away for a 

purportedly "comparable" sale that was not truly comparable. During the relevant period, this 

appraiser completed over one hundred appraisals for AHM and other originators that were inflated. 

91. Another independent appraiser who performed appraisals for AHM and other 

originators stated that loan officers demanded false and inflated numbers from him. Lenders told 

him to either give them the numbers they wanted, or the appraiser would be "done" and blackballed 

by every lender doing business in California. In some cases the appraiser was appraising houses -

that he described as "crack houses" that should have been bulldozed - for $100,000 more than they 

were worth. 

92. FNBN's appraisals did not conform with USPAP standards. Appraisers were 

pressured to appraise to certain inflated levels. Appraisers knew if they appraised under such 
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inflated levels they would not be hired again. Therefore, due to this pressure, appraisers succumbed 

and appraisals of properties supporting FNBN's mortgage loans were falsely inflated. Further, 

FNBN's Underwriting Supervisors inflated the appraised value of properties by using purported 

"comps" (comparable sales) of other properties that really were not comparable, as such comps had 

more bedrooms, larger square footages or other characteristics that were superior to the appraised 

property and supported a higher value. 

93. MSCC's appraisals did not conform to USPAP standards. Contrary to the 

representations in the Offering Documents, MSCC did not require or conduct physical inspections of 

the appraised property. According to the former Underwriter described in ~77 above, MSCC rarely 

required or paid for appraisals that included a physical inspection of the property. Instead, MSCC 

only required a "field asset verification" - where the appraiser merely drove by the property in a 

vehicle and looked at the home's exterior - or an "estimated appraisal value" - where the appraiser 

merely reviewed the sales price of homes purportedly comparable to the home being "appraised" 

without ever seeing the property. 

94. The Registration Statement and Prospectus Supplements were further false and 

misleading because they did not disclose that MSCC allowed the realtor who was selling the 

property to also serve as the property's appraiser, even though this created a conflict of interest and 

even though the realtor was not a licensed appraiser. This practice was contrary to USP AP standards 

which require an appraiser to "perform assignments with impartiality, objectivity, and independence, 

and without accommodation of personal interests." In this situation, the realtor/appraiser had an 

incentive to appraise the property at a value greater than or equal to the amount of the loan. If not, 

the borrower would not be able to obtain the loan necessary to complete the purchase and the 

realtor/appraiser would not receive his or her sales commission. Further, increasing the appraised 
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value of a home pennitted the home to sell for a higher price. This higher price translated to higher 

commissions for the realtor. Due to this conflict of interest, and due to the fact that MSCC permitted 

unlicensed appraisers to conduct appraisals, the above representations regarding MSCC' s appraisal 

guidelines were false and misleading. 

The Registration Statement and Prospectus 
Supplements Misstated the True LTV Ratios 
Associated with the Underlying Mortgages 

95. The Registration Statement and Prospectus Supplements contained detailed 

infonnation about the LTV ratios of the loans underlying the trusts. In a series of charts, investors 

were provided with LTV ratio data, including infonnation about the number of loans containing 

LTV ratios within a given range. The following charts, taken from the Prospectus Supplements for 

the Trusts at issue, are representative of the type of LTV ratio information provided in the Offering 

Documents: 

TRUST 2006-7 
ORIGINAL LOAN-TO-VALUE RATIOS 

RANGE OF NUMBER OF AGGREGATE PERCENT OF WEIGHTED WEIGHTED WEIGHTED 
ORIGINAL LOAN- MORTGAGE PRINCIPAL AGGREGATE AVERAGE AVERAGE AVERAGE 
TO-VALUE RATIOS LOANS BALANCE PRINCIPAL COUPON FICO ORIGINAL 
(%) OUTSTANDING BALANCE (%) SUBJECT LTV 

OUTSTANDING (%) 
30.00 and below 48 $ 9,872,781.10 2.54% 6.104 728 23.73 
30.01 - 35.00 21 4,635,181.41 1.19 6.280 726 32.43 
35.01 - 40.00 50 14,226,027.57 3.67 6.200 722 37.71 
40.01 - 45.00 34 9,217,911.31 2.38 6.262 720 42.75 
45.01 - 50.00 49 14,363,246.01 3.70 6.239 706 47.95 
50.01 - 55.00 68 20,178,120.91 5.20 6.198 712 52.74 
55.01 - 60.00 77 26,633,252.50 6.86 6.284 720 58.04 
60.01 - 65.00 125 39,968,513.36 lO.30 6.229 716 63.23 
65.01 - 70.00 110 37,513,430.40 9.67 6.302 721 68.35 
70.01 - 75.00 130 40,343,560.89 10.40 6.363 714 73.84 
75.01 - 80.00 650 159,540,720.51 41.12 6.436 719 79.62 
80.01 - 85.00 12 2,318,239.73 0.60 6.549 707 83.42 
85.01 - 90.00 8 1,829,648.84 0.47 6.606 702 89.61 
90.01 - 95.00 8 1,186,797.74 0.31 6.608 729 94.99 
95.01 - 100.00 12 6,140,509.08 l.58 5.772 730 99.11 
TOTAUWEIGHTED 

1,402 $387,967,941.36 lOO.OO% 6.332 718 68.21 
AVERAGE 
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RANGE OF 
ORIGINAL LOAN-
TO-VALUE 
RATIOS(%) 

30.00 and below. 
30.0 I - 35.00. 
35.01 - 40.00 
40.01 - 45.00 
45.01 - 50.00 
50.01 - 55.00 
55.01 - 60.00 
60.01 - 65.00 
65.01 - 70.00 
70.01 - 75.00 
75.01 - 80.00 
80.01 - 85.00 
85.01 - 90.00 
90.01 - 95.00 
95.01 - 100.00 
TOT AUWEIGHTED 
AVERAGE 

RANGE OF 
ORIGINAL LOAN-
TO-VALUE 
RATIOS (%) 

30.00 and below 
30.01 - 35.00 
35.01 - 40.00 
40.01 - 45.00 
45.01 - 50.00 
50.01 - 55.00. 
55.01 - 60.00 
60.01 - 65.00 
65.01 - 70.00 
70.01 - 75.00 
75.01 - 80.00 
80.01 - 85.00 
85.01 - 90.00 
90.01 - 95.00 
95.01 - 100.00 
TOT AUWEIGHTED 
AVERAGE 

TRUST 2006-11 
ORIGINAL LOAN-TO-VALUE RATIOS 

NUMBER OF AGGREGATE PERCENT OF WEIGHTED 
MORTGAGE PRINCIPAL AGGREGATE AVERAGE 

LOANS BALANCE PRINCIPAL COUPON 
OUTSTANDING BALANCE (%) 

OUTSTANDING 
16 $2,442,049.12 0.75% 6.982 
14 3,053,073.59 0.94 6.410 
9 1,479,297.58 0.45 7.381 

11 2,760,796.75 0.85 7.225 
16 4,488,393.43 1.38 6.646 
15 3,444,316.14 1.06 7.116 
29 8,245,533.91 2.53 6.974 
60 16,527,164.91 5.08 7.298 

317 70,568,265.66 21.69 7.488 
163 41,365,979.86 12.72 7.572 
686 155,388,212.75 47.77 7.492 

14 2,317,103.14 0.71 7.695 
33 5,450,353.41 1.68 7.779 
45 6,686,486.54 2.06 8.117 

7 1,093,806.33 0.34 7.581 

1,435 $325,310,833.12 100.00% 7.465 

TRUST 2006-12XS 
ORIGINAL LOAN-TO-VALUE RATIOS 

NUMBER OF AGGREGATE PERCENT OF WEIGHTED 
MORTGAGE PRINCIPAL AGGREGATE AVERAGE 

LOANS BALANCE PRINCIPAL COUPON 
OUTSTANDING BALANCE (%) 

OUTSTANDING 
31 $3,746,271.85 0.72% 7.489 
19 3,296,349.11 0.63 7.341 
19 3,182,254.02 0.61 7.467 
27 6,434,943.06 1.23 7.477 
35 11,352,358.78 2.18 7.060 
41 9,056,872.55 1.74 7.268 
77 17,553,017.62 3.37 7.262 

109 30,176,201.97 5.79 7.345 
179 41,995,273.88 8.06 7.550 
224 47,867,426.64 9.18 7.751 

1,393 316,910,368.94 60.79 7.589 
29 4,398,381.07 0.84 7.844 
61 10,301,758.99 1.98 8.135 
67 12,524,411.60 2.40 8.554 
16 2,488,543.42 0.48 7.665 

2,327 $521,284,433.50 100.00% 7.590 
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WEIGHTED WEIGHTED 
AVERAGE AVERAGE 

FICO ORIGINAL 
SUBJECT LTV 

(%) 
717 24.24 
707 33.12 
663 37.24 
697 44.07 
742 48.45 
675 53.32 
705 57.71 
698 63.67 
712 69.69 
697 74.41 
692 79.79 
689 84.94 
697 89.56 
673 94.90 
644 99.37 

698 74.05% 

WEIGHTED WEIGHTED 
AVERAGE AVERAGE 

FICO ORIGINAL 
SUBJECT LTV 

(%) 
683 22.38 
674 33.27 
667 38.30 
680 43.01 
676 48.10 
694 52.71 
684 57.96 
690 63.84 
688 68.94 
689 74.28 
699 79.76 
684 84.21 
680 89.79 
706 94.87 
637 99.81 

694 74.85 
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RANGE OF NUMBER 
ORIGINAL OF MORT 
COMBINED LOANS 
LOAN-TO-
VALUE 
RATIOS(%) 

25.01 - 30.00 2 
35.01 - 40.00 1 
40.01 -45.00 1 
50.01 - 55.00 3 
55.01 - 60.00 1 
60.01 - 65.00 2 
65.01 -70.00 7 
70.01 -75.00 8 
75.01 - 80.00 48 
80.01 - 85.00 47 
85.01 - 90.00 379 
90.01 - 95.00 610 
95.01-100.00 5,023 
Total: 6,132 

TRUST 2006-14SL 
ORIGINAL LOAN-TO-VALUE RATIOS 

AGGREGATE PERCENT OF AVERAGE WEIGHTED 
PRINCIPAL MORTGAGE PRINCIPAL AVERAGE 
BALANCE POOL BALANCE COUPON 

OUTSTANDING OUTSTANDING 

$ 97,810.54 0.03% $ 48,905.27 12.252% 
84,371.04 0.02 84,371.04 10.750 
49,908.02 0.01 49,908.02 9.875 

393,605.91 0.11 131,201.97 9.964 
300,000.00 0.08 300,000.00 9.500 
132,137.71 0.04 66,068.86 10.852 
669,087.42 0.19 95,583.92 10.077 
734,461.87 0.21 91,807.73 9.546 

5,378,334.47 1.52 112,048.63 10.484 
2,672,165.26 0.75 56,854.58 11.380 

21,066,135.20 5.95 55,583.47 11.319 
34,853,801.30 9.85 57,137.38 11.406 

287,555,213.63 81.23 57,247.70 11.095 
$353,987,032.37 100.00% $57,727.83 11.124% 

TRUST 2006-15XS 
ORIGINAL LOAN-TO-VALUE RATIOS 

PERCENT 
FULL, 

ALTERNATIVE 
AND LITE DOC 

0.00% 
0.00 
0.00 
0.00 
0.00 
0.00 

12.99 
0.00 

10.53 
7.27 

14.29 
27.72 
39.87 

36.21% 

RANGE OF NUMBER OF AGGREGATE PERCENT OF WEIGHTED WEIGHTED 
ORIGINAL LOAN-
TO-VALUE 
RATIOS(%) 

30.00 and below 
30.01 - 35.00 
35.01 - 40.00 
40.01 - 45.00 
45.01 - 50.00 
50.01 - 55.00 
55.01 - 60.00 
60.01 - 65.00 
65.01 - 70.00 
70.01 - 75.00 
75.01 - 80.00 
80.01 - 85.00 
85.01 - 90.00 
90.01 - 95.00 
95.01 - 100.00 
TOTAUWEIGHTED 
AVERAGE 

RANGE OF 
ORIGINAL LOAN-
TO-VALUE 
RATIOS(%) 

30.00 and below 
30.01 - 35.00 

57787U 

MORTGAGE PRINCIPAL AGGREGATE AVERAGE 
LOANS BALANCE PRINCIPAL COUPON 

OUTSTANDING BALANCE (%) 
OUTSTANDING 

25 $3,669,612.15 0.54% 7.055 
17 2,875,860.97 0.42 6.986 
34 9,593,406.61 1.41 6.794 
30 6,992,829.71 1.03 6.817 
36 10,842,343.79 1.60 6.931 
49 12,345,605.49 1.82 6.938 
93 29,306,834.81 4.32 7.017 

111 35,611,248.63 5.25 7.166 
385 85,941,215.45 12.67 7.338 
304 94,242,555.51 13.90 7.294 

1,462 366,580,645.07 54.05 7.393 
20 3,544,761.54 0.52 7.519 
48 9,600,272.38 1.42 7.731 
20 4,041,505.16 0.60 7.798 
19 2,986,905.84 0.44 7.407 

2.653 $678,175,603.11 100.00% 7.319 

TRUST 2006-16AX 
ORIGINAL LOAN-TO-VALUE RATIOS 

NUMBER OF AGGREGATE PERCENT OF WEIGHTED 
MORTGAGE PRINCIPAL AGGREGATE AVERAGE 

LOANS BALANCE PRINCIPAL COUPON 
OUTSTANDING BALANCE (%) 

OUTSTANDING 

2 $675,000.00 0.09% 8.000 
2 275,000.00 0.04 7.773 
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AVERAGE 
FICO 

716 
717 
742 
734 
679 
702 
695 
701 
709 
707 
702 
683 
696 
710 
645 

703 

WEIGHTED 
AVERAGE 

FICO 

717 
715 

WEIGHTED WEIGHTED 
AVERAGE AVERAGE 

COMBINED CREDIT 
ORIGINAL LTV SCORE 

(%) 

29.87 702 
39.98 756 
40.56 734 
52.26 679 
56.10 671 
61.52 684 
67.05 701 
73.72 668 
79.09 701 
84.16 674 
89.59 689 
94.63 691 
99.94 679 

98.11% 681 

WEIGHTED 
AVERAGE 
ORIGINAL 

SUBJECT LTV (%) 

24.76 
32.75 
38.45 
43.11 
47.27 
52.50 
57.89 
63.49 
69.43 
74.09 
79.73 
83.43 
89.62 
94.91 
100.0 

73.71 

WEIGHTED 
AVERAGE 
ORIGINAL 

SUBJECT LTV (%) 

28.63 
31.08 
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RANGE OF 
ORIGINAL LOAN-
TO-VALUE 
RATIOS(%) 

35.01 - 40.00 
40.01 - 45.00 
45.01 - 50.00 
50.01 - 55.00 
55.01 - 60.00 
60.01 - 65.00 
65.01 - 70.00 
70.01 - 75.00 
75.01 - 80.00 
80.01 - 85.00 
85.01 - 90.00 
90.01 - 95.00 
95.01 - 100.00 
TOTAUWEIGHTED 
AVERAGE 

RANGE OF 
ORIGINAL 

LOAN-TO-VALUE 
RATIOS(%) 

30.00 and below 
30.01-35.00 
35.01-40.00 
40.01-45.00 
45.01-50.00 
50.01-55.00 
55.01-60.00 
60.01-65.00 
65.01-70.00 
70.01-75.00 
75.01-80.00 
80.01-85.00 
85.01-90.00 
90.01-95.00 
95.01-100.00 
TOT AUWEIGHTED 
AVERAGE 

NUMBER OF AGGREGATE PERCENT OF WEIGHTED 
MORTGAGE PRINCIPAL AGGREGATE AVERAGE 

LOANS BALANCE PRINCIPAL COUPON 
OUTSTANDING BALANCE (%) 

OUTSTANDING 

6 1,479,247.70 0.21 7.383 
7 1,701,550.00 0.24 6.996 

12 3,655,060.42 0.51 7.357 
14 8,182,492.57 1.14 7.422 
23 7,791,727.87 1.08 7.122 
62 26,138,029.14 3.63 7.201 

274 78,643,486.61 10.93 7.468 
225 78,150,132.52 10.86 7.525 

1,672 482,804,813.84 67.11 7.413 
18 4,012,321.92 0.56 7.649 
67 13,347,966.61 1.86 7.960 
22 4,500,319.76 0.63 7.800 
36 8,067,677.57 1.12 8.022 

2,442 $719,424,826.53 100.00% 7.440 

TRUST 2006-6AR 
ORIGINAL LOAN-TO-VALUE RATIOS 

PERCENT OF 
NUMBER AGGREGATE AGGREGATE WEIGHTED 

OF PRINCIPAL PRINCIPAL AVERAGE 
MORTGAGE BALANCE BALANCE COUPON 

LOANS OUTSTANDING OUTSTANDING (%) 

6 $ 924,925.20 0.15% 6.726 
3 598,903.38 0.10 6.510 
4 1,824,427.88 0.30 5.908 
2 1,094,995.42 . 0.18 7.623 

12 6,520,904.43 1.07 6.688 
9 3,699,692.25 0.61 6.302 

23 8,855,258.02 1.46 6.737 
74 33,910,837.20 5.58 6.863 

268 87,651,081.38 14.43 6.970 
182 63,737,430.57 10.49 7.120 

1,460 381,174,474.41 62.76 7.126 
15 3,689,578.19 0.61 7.008 
36 8,457,629.87 1.39 7.457 
21 5,077,728.03 0.84 7.384 

1 179,000.00 0.03 7.250 

2116 $607,396,866.23 100.00% 7.075 

WEIGHTED WEIGHTED 
AVERAGE AVERAGE 

FICO ORIGINAL 
SUBJECT LTV (%) 

708 37.31 
676 43.42 
692 47.27 
711 53.25 
686 57.38 
703 64.01 
700 69.30 
699 74.50 
700 79.80 
704 84.10 
712 89.79 
710 94.78 
730 99.66 

701 73.71 

WEIGHTED AVERAGE 

AVERAGE ORIGINAL 

FICO SUBJECT LTV (%) 

733 17.13 
704 33.12 
781 37.43 
705 40.94 
689 48.99 
709 52.95 
717 58.00 
682 63.83 
704 69.60 
696 74.36 
697 79.85 
721 84.41 
720 89.87 
714 94.99 
659 98.35 

699 76.04 

96. As alleged above, the appraisals ofthe properties underlying the mortgage loans were 

inaccurate and inflated. These inflated appraisals were used to calculate the LTV ratios listed in the 

Prospectus Supplements. Incorporating an inflated appraisal into the LTV calculation will result in 

an artificially lower LTV ratio. For instance, as alleged above, if a borrower seeks to borrow 

$90,000 to purchase a house worth $100,000, the LTV ratio is $90,0001$100,000 or 90%. If, 
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however, the appraised value of the house is artificially increased to $120,000, the LTV ratio drops 

to just 75% ($90,0001$120,000). Due to the inflated appraisals, the LTV ratios listed in the 

Prospectus Supplements were false - they were artificially low, making it appear that the loans 

underlying the Trusts were safer and less risky than they really were. Such understated LTV ratios 

also made it falsely appear that the properties were better collateralized than they actually were. 

The Registration Statement and Prospectus Supplements 
Misstated the Certificates' True Investment Ratings 

97. The Registration Statement and the Prospectus Supplements stated "It is a condition 

of the issuance of the Certificates that they receive the respective ratings set forth [in the] prospectus 

supplement[ s]." Each of the Prospectus Supplements set forth credit ratings for the Certificates. 

S&P rated Certificates in each ofthe Trusts. Moody's rated Certificates in each ofthe Trusts except 

three. Fitch rated Certificates in five of the Trusts. The overwhelming majority of the ratings set 

forth in the Prospectus Supplements were within the "Investment Grade" range of Moody's (Aaa 

through Baa3), S&P (AAA through BBB) and Fitch (AAA through BBB). 

98. The ratings stated in the Prospectus Supplements were based, as alleged below, on 

outdated assumptions, relaxed ratings criteria, and inaccurate loan information. These flaws 

produced artificially high credit ratings for the Certificates, making them appear safer and less risky 

than they really were. 

The Models that Produced the Certificates' Ratings Were Based 
upon Outdated Assumptions Regarding Loan Performance 

99. The Rating Agencies used models to produce the ratings for the Certificates. These 

models were based upon loan performance prior to the year 2000. However, an unprecedented 

decline and deterioration in mortgage lending standards occurred after 2000. For instance, from 

2001 through 2005: (i) the percentage of "sub-prime" mortgage loans tripled; (ii) the combined LTV 
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ratio ofloans in excess of90% tripled; (iii) "limited documentation" loans (or "liar loans") nearly 

quadrupled; (iv) "interest only" and "option" ARMs qUintupled; (v) "piggy back" or second-lien 

mortgages doubled; (vi) the amount of equity U.S. homeowners stripped out of their homes tripled; 

(vii) the volume ofloans originated for "second homes" more than tripled; (viii) the percentage of 

loans including "silent seconds" - a nearly non-existent phenomenon a few years prior to the 

issuance of the Certificates - experienced over a 16,000% increase; and (ix) the volume of non

traditional mortgages more than quintupled. 

100. This decline in lending standards and an increase in riskier exotic mortgage products 

during the 2001 through 2005 time period rendered the Rating Agencies' pre-2000 loan performance 

data obsolete. However, the agencies did not update their models to reflect these changes. Thus, by 

the time the agencies provided "investment grade" ratings to the Certificates, their historical data no 

longer reflected the reality that mortgage credit quality was rapidly deteriorating. 

101. The Rating Agencies continued to use these models even though more current and 

accurate models were available. According to Frank Raiter ("Raiter") - the Managing Director and 

Head of mortgage-backed securities Ratings at S&P from March 1995 to April 2005 - S&P had 

developed models that accounted for the new type of mortgage products available after 2000 

(particular! y Alt -A type loans). These models better captured the changes in the post -2000 mortgage 

landscape and were, therefore, better at determining default risks posed by these new mortgages. 

However, S&P did not implement these models due to their cost and because improving the model 

would not add to S&P's revenues (as S&P's mortgage-backed securities group already enjoyed the 

largest market share amongst the three major rating agencies). As Raiter explained, the unfortunate 

consequences of continuing to use outdated versions of the rating model included "the failure to 

capture changes in performance ofthe new non-prime products" and "the unprecedented number of 
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AAA downgrades and subsequent collapse of prices in the RMBS market." The current President of 

S&P, Deven Sharma, agreed, noting "It is by now clear that a number of the assumptions we used in 

preparing our ratings on mortgage-backed securities issued between the last quarter of2005 and the 

middle of2007 did not work. ... [E]vents have demonstrated that the historical data we used and 

the assumptions we made significantly underestimated the severity of what has actually occurred." 

102. Executives at Moody's also acknowledged a lack of investment in Moody's rating 

models and the failure of Moody' s rating models to capture the deterioration in lending standards. In 

an internal e-mail, Raymond McDaniel ("McDaniel"), the current Chairman and Chief Executive 

Officer of Moody's, noted that a lack of investment in updating the rating models can put ratings' 

accuracy at risk and acknowledged that "Moody's Mortgage Model (M3) needs investment." 

McDaniel also acknowledged that Moody's models did not sufficiently capture the changed 

mortgage landscape. Brian Clarkson - the former President and Chief Operating Officer of Moody' s 

- also recognized Moody's failure to incorporate decreased lending standards into their ratings, 

stating: "We should have done a better job of monitoring that [decline in underwriting standards]." 

1 03. Fitch also used outdated models that did not adequately capture the changed mortgage 

landscape. In his April 22, 2008 testimony before the United States Senate's Committee on 

Banking, Housing and Urban Affairs, Fitch President and CEO, Stephen Joynt ("Joynt"), admitted 

that Fitch's rating models did not account for "the dramatic shift in borrower behavior brought on by 

the changing practices in the market." Joynt explained that since the subprime meltdown, Fitch had 

to "reassess[] our structured finance criteria and models" and "stop rating new issues in some 

structured finance markets ... until we can assure the market and ourselves that we have adequately 

updated our models and criteria to reflect what we have observed through the turmoil." 
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104. Not only were the Rating Agencies' models based on outmoded data, but they were 

often constructed by people who were not familiar with the housing markets in the areas that they 

were rating. And in some instances real estate investments were graded by analysts who never 

actuall y reviewed the investment and who merely relied upon ratings assigned by a competitor rating 

agency. 

The Rating Agencies' Relaxing of Ratings Criteria Led to 
Artificially High Ratings for the Certificates 

105. In addition to using flawed models to generate ratings, the Rating Agencies 

repeatedly eased their ratings standards in order to capture more market share ofthe ratings business. 

This easing of ratings standards was due in large part to the fact that the Rating Agencies were 

compensated by the very entities that they provided ratings to, and the fact that those entities were 

free to shop around for the rating agency that would provide them with the highest ratings. As 

former S&P Managing Director, Richard Gugliada ("Gugliada"), explained, the easing of standards 

was a "market-share war where criteria were relaxed" and admitted "/ knew it was wrong at the 

time • .. {iJt was either that or skip the business. That wasn't my mandate. My mandate was to 

find a way. Find the way." According to Gugliada, when the subject of tightening S&P's rating 

criteria came up, the co-director of CDO ratings, David Tesher ("Tesher"), said "Don't kill the 

golden goose." This comment reflected Tesher's belief that ifS&P implemented more stringent 

rating criteria than its competitors (and thereby began assigning lower ratings to investments that it 

rated), then entities that needed their investments rated - such as the defendants herein - would 

avoid S&P. Instead, these entities would seek ratings from S&P's competitors who, because they 

had weaker rating criteria, would assign a higher rating to the investment. 
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106. The loosening of ratings standards is exemplified by the following "instant message" 

conversation between Rahul Shah ("Shah") and Shannon Mooney ("Mooney") - two S&P analysts 

describing S&P's rating of an investment similar to the Trusts: 

Shah: btw - that deal is ridiculous 

Mooney: i know right ... model def does not capture half of the risk 

Shah: we should not be rating it 

Mooney: we rate every deal 

Mooney: it could be structured by cows and we would rate it 

Shah: but there's a lot of risk associated with it - I personally don't feel comfy 
signing off as a committee member. 

107. In another e-mail, an S&P analytical manager in the same group as Shah and Mooney 

wrote to a senior analytical manager and stated that the "[ r ]ating agencies continue to create and [sic] 

even bigger monster - the CDO market. Let's hope we are all wealthy and retired by the time this 

house of cards falters." 

1 08. The loosening of ratings criteria due to market share considerations was evident at 

Moody's also. Jerome Fons ("Fons"), a former Managing Director for Credit Quality at Moody's, 

indicated that due to profit concerns, a loosening of ratings standards took place at his company: 

"[T]he focus of Moody' s shifted from protecting investors to marketing ratings" and "management's 

focus increasingly turned to maximizing revenues" at the expense of ratings quality. 

109. Fons explained that the originators of structured securities were free to shop around 

for the rating agency that would give them the highest rating and "typically chose the agency with 

the lowest standards, engendering a race to the bottom in terms of rating quality." Fons noted that 

the rating agencies' "drive to maintain or expand market share made [them] willing participants in 

[this rating] shopping spree" and made it "relative1 y easy for the major banks to play the agencies off 
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one another." Fons said it was this business model that ''prevented analysts/rom putting investor 

interests first." 

110. Recently, Fons further explained the deep conflicts at Moody's. Fons was a frequent 

in-house critic of Moody' s overly-optimistic letter ratings, but was not able to persuade Moody's to 

change its policies. In a March 16,2009 opinion editorial for The New York Times, Fons stated that 

"[ 0 ]ne of us worked at Moody's, and was a frequent in-house critic of how the agencies put troubled 

companies on artificial 'watch lists' while they maintained overly optimistic letter ratings." 

111. Serious conflicts of interest at the Rating Agencies have been revealed recently. Such 

conflicts undermined the credibility of the ratings at the time they were issued. One former Moody's 

employee testified on April 22, 2008, to the Senate Banking, Housing and Urban Affairs Committee, 

that "[t]here is a far more serious conflict of interest than is commonly believed at the root of the 

current rating agency business model." This same witness went on to say that "one could make the 

case that whenever a rating analyst is supervised by a manager whose compensation is determined 

by market share or revenue growth (rather than ratings accuracy) the objectivity of ratings is 

compromised. " 

112. As reported on April 11, 2008, in The Wall Street Journal, a former Moody's analyst 

further stated that while there was no explicit directive to abandon ratings objectivity to earn 

business from investment banks such as defendant Morgan Stanley, there was "'a palpable erosion of 

institutional support for rating analysis that threatened market share.'" 
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113. The fonner Chainnan of the SEC, Christopher Cox, provided a statement to Congress 

on April 22, 2008, that said: 

The rating agencies' perfonnance in rating these structured credit products has called 
into question their credit ratings generally as well as the integrity of the ratings 
process as a whole. 

Due to Defects in the Underwriting Process, 
Inaccurate Data Was Entered into the Ratings 
Models Thereby Yielding Inaccurate Ratings 

114. In addition to the eroding rating standards and the flawed rating models alleged 

above, the Rating Agencies' ratings were also based on inaccurate infonnation. The rating agencies 

rated the Certificates based in large part on data about each of the mortgage loans that the defendants 

provided to them - including appraisal values, LTV ratios, and borrower creditworthiness and the 

amount of documentation provided by borrowers to verify their assets and/or income levels. As 

alleged above, much of this data was inaccurate due to the inflated appraisal values, inaccurate LTV 

ratios, borrower income inflation and falsification, and the other facets of defective underwriting 

alleged herein. Neither defendants nor the Rating Agencies engaged in any due diligence or 

otherwise sought to verify the accuracy or quality of the loan data underlying the mortgage pools 

they rated (in fact, the Rating Agencies specifically disclaimed any due diligence responsibilities). 

The Rating Agencies also failed to seek representations from sponsors that due diligence was 

performed. During a "Town Hall Meeting" hosted by Moody's McDaniel, executives at Moody's 

acknowledged that the Rating Agencies used inaccurate data to form their ratings: 

We're on notice that a lot of things that we relied on before just weren't true .... 
[W]e relied on reps and warrantees that no loans were originated in violation of any 
state or federal law. We know that's a lie. 

* * * 
There's a lot of fraud that's involved there, things that we didn't see .... We're sort 
of retooling those to make sure that we capture a lot of the things that we relied on in 
the past that we can't rely on, on a going forward basis. 

- 43 -



Case 1:09-cv-02137-LTS   Document 84-1    Filed 09/10/10   Page 8 of 37

* * * 
[W]e're being asked to figure out how much everybody lied. . .. [If] all of the 
information was truthful and comprehensive and complete, we wouldn't have an 
issue here .... 

What we're really being asked to do is figure out how much lying is going on and 
bake that into a credit [rating] which is a pretty challenging thing to do. I'm not sure 
how you tackle that from a modeling standpoint. 

115. In response to the "Town Hall Meeting," a Moody's employee noted: 

[W]hat really went wrong with Moody's sub prime ratings leading to massive 
downgrades and potential more downgrades to come? We heard 2 answers 
yesterday: 1. people lied, and 2. there was an unprecedented sequence of events in 
the mortgage markets. As for #1, it seems to me that we had blinders on and never 
questioned the information we were given. Specifically, why would a rational 
borrower with full information sign up for a floating rate loan that they couldn't 
possibly repay, and why would an ethical and responsible lender offer such a loan? 
As for #2, it is our job to think of the worst case scenarios and model for them • ••• 
Combined, these errors make us look either incompetent at credit analysis, or like 
we sold our soul to the devil for revenue, or a little bit of both. 

116. Similarly, in his October 22, 2008 testimony before the U.S. House of 

Representatives, Fitch's CEO Joynt acknowledged that in issuing ratings, Fitch did not "appreciate 

the extent of shoddy mortgage origination practices and fraud in the 2005-07 period." 

117. On July 8, 2008, following a ten-month investigation, the SEC released a report 

concerning the Rating Agencies (the "July 8, 2008 SEC Report"). In summarizing its "factual 

findings, observations and recommendations from the examinations," the SEC stated: "Analysts 

appeared to be aware, when rating an issuer, of the rating agency's business interest in securing 

the rating of the deal." 

118. The SEC stated that "[i]n some instances, analysts discussed fees for a rating." The 

SEC gave the following examples ofthis problem: 

At one firm, an analyst wrote to his manager asking about whether the firm 
would be charging a fee for a particular service and what the fee schedule will be. 
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At another finn, a business manager in the RMBS group wrote to several 
analysts: " ... if you have not done so please send me any updates to fees on your 
transactions for this month. It is your responsibility to look at the deal list and see 
what your deals are currently listed at." 

At two rating agencies, there were indications that analysts were involved in 
fee discussions with employees of the rating agency's billing department. 

On infonnation and belief, the SEC's findings set forth above are based on evidence obtained from 

defendant S&P, Moody's, and/or Fitch. 

119. The July 8, 2008 SEC Report also stated that: "Rating agencies do not appear to take 

steps to prevent considerations of market share and other business interests from the possibility that 

they could influence ratings or ratings criteria." The SEC provided the following examples of this 

problem: 

For instance, a senior analytical manager in the Structured Finance group 
wrote "I am trying to ascertain whether we can detennine at this point if we will 
suffer any loss of business because of our decision [on assigning separate ratings to 
principal and interest] and ifso, how much?" "Essentially, [names ofstaft] ended up 
agreeing with your recommendations but the eDO team didn't agree with you 
because they believed it would negatively impact business." 

In another example, after noting a change in a competitor's ratings 
methodology, an employee stated: "[ w]e are meeting with your group this week to 
discuss adjusting criteria for rating eDOs of real estate assets this week because of 
the ongoing threat of losing deals." In another email, following a discussion of a 
competitor's market share, an employee of the same finn states that aspects of the 
firm's ratings methodology would have to be revisited to recapture market share 
from the competing rating agency. An additional email by an employee stated, 
following a discussion of losing a rating to a competitor, "J had a discussion with 
the team leaders here and we think that the only way to compete is to have a 
paradigm shift in thinking, especially with the interest rate risk." 

Another rating agency reported to the Staff that one of its foreign ratings 
surveillance committees had knowledge that the rating agency had issued ratings on 
almost a dozen securities using a model that contained an error. The rating agency 
reported to the Staff that, as a result, the committee was aware that the ratings were 
higher than they should have been. Nonetheless, the committee agreed to continue 
to maintain the ratings for several months, until the securities were downgraded for 
other reasons. Members of the committee, all analysts or analytical managers, 
considered the rating agency's reputational interest in not making its error public, 
according to the rating agency. 
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120. The July 8, 2008 SEC Report made the following observations with respect to all 

three agencies: 

At one firm, internal communications appear to expose analytical staff to this conflict 
of interest by indicating concern or interest in market share when firm employees 
were discussing whether to make certain changes in ratings methodology. In 
particular, employees discussed concerns about the firm's market share relative to 
other rating agencies, or losing deals to other rating agencies. While there is no 
evidence that decisions about rating methodology or models were made based on 
attracting or losing market share, in most of these instances, it appears that rating 
agency employees who were responsible for obtaining ratings business (i.e., 
marketing personnel) would notify other employees, including those responsible for 
criteria development, about business concerns they had related to the criteria. 

121. OnJuly21, 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act, 

H.R. 4173, 111 th Congo (2010) ("Wall Street Reform Act") was signed into law. Subtitle C of Title 

IX of the Wall Street Reform Act, which is entitled "Improvements to the Regulation of Credit 

Rating Agencies," concludes in the "Findings" section: 

In the recent financial crisis, the ratings on structured financial products have proven 
to be inaccurate. This inaccuracy contributed significantly to the mismanagement of 
risks by financial institutions and investors, which in tum adversely impacted the 
health ofthe economy in the United States and around the world. Such inaccuracy 
necessitates increased accountability on the part of credit rating agencies. 

Id., §931. 

122. International regulatory bodies have been equally disconcerted by the recent 

revelations concerning the Rating Agencies' conflicts. The International Organization of Securities 

Commissions ("IOSCO"), which includes over 1 00 securities regulators such as the SEC and the 

United Kingdom Financial Services Authority, stated in May of2008 that rating agencies would be 

banned from recommending how products should be structured in order to prevent a conflict of 

interest. Former SEC Chairman Cox stated: "'We're going to prohibit the kinds of practices that 

were found to be particularly troublesome in the subprime crisis, so conflicts of interest will either be 

flat-out prohibited or subjected to procedures to minimize those conflicts. ,,, 
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123. Because the Rating Agencies used flawed information and models to generate their 

ratings, the ratings assigned to the Certificates did not accurately reflect their risk. Certificates were 

given investment grade ratings when in reality they were not of investment grade quality. As such, 

the statements regarding the ratings of the Certificates were false and misleading. 

124. The problems identified above were not disclosed to the public and resulted in 

artificially high ratings for the Certificates. These artificially high ratings, which were published in 

the Prospectus Supplements, were false and misleading in that they did not reflect the true risk of the 

Certificates. 

DISCLOSURES EMERGE ABOUT PROBLEMS WITH 
LOANS UNDERLYING THE CERTIFICATES 

125. Since the Certificates were issued, the credit ratings on Certificates within each of the 

Trusts have been downgraded. Certificates that received a rating of"AAA" (the highest available) 

have fallen many notches and are now rated "CCC" (the second lowest rating and far below the 

threshold of "junk" status). 

126. These downgrades have occurred because the original ratings did not accurately 

reflect the risk associated with the assets underlying the Certificates. Further, the delinquency rates 

on the underlying mortgage loans have skyrocketed. At least one of every five loans has 

experienced delinquency or foreclosure and the 60+ day delinquency rates are in excess of 33 

percent. The massive foreclosure rates and extraordinary delinquencies have further confirmed 

defendants' misrepresentations concerning the lending practices detailed above. 

127. Because of the downgrades, as well as other information that was unknown to 

investors at the time the Certificates were issued, the value ofthe Certificates has diminished greatly 

since their original offering, as has the price at which plaintiffs and members of the Class could 

dispose of them. These diminutions in value have caused damages to the plaintiffs and the Class. 
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COUNT I 

Violations of §11 of the 1933 Act 
Against All Defendants Except MSMC and Morgan Stanley 

128. Plaintiffs repeat and re-allege the allegations set forth above as if set forth fully 

herein. For purposes of this Count, plaintiffs expressly exclude and disclaim any allegation that 

could be construed as alleging fraud or intentional or reckless misconduct, as this Count is based 

solely on claims of strict liability and/or negligence under the 1933 Act. This Count is brought 

pursuant to §11 of the 1933 Act, 15 U.S.c. §77k, on behalf of the Class, against all defendants 

except MSMC and Morgan Stanley. 

129. The Registration Statement for the Certificate offerings was false and misleading, 

contained untrue statements of material facts, omitted to state other facts necessary to make the 

statements made not misleading, and omitted to state material facts required to be stated therein. 

130. The defendant Issuers are strictly liable to plaintiffs and the Class for the 

misstatements and omissions complained of herein. 

131. The Individual Defendants signed the Registration Statement which was false due to 

the misstatements described above. 

132. Defendant MS&Co. was the underwriter of the Certificates and sold and marketed 

these investments to members of the Class. MS&Co. did not make a reasonable investigation or 

possess reasonable grounds for the belief that the statements contained in the Registration Statement 

were not false and misleading or did not omit material facts that rendered statements made therein 

not false and misleading. 

133. By reason of the conduct herein alleged, each defendant named herein violated, 

and/or controlled a person who violated, §11 ofthe 1933 Act. 
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134. Plaintiffs acquired the Certificates pursuant and/or traceable to the Registration 

Statement and Prospectus Supplements. 

135. Plaintiffs and the Class have sustained damages as the value of the Certificates has 

declined substantially subsequent to the disclosures of defendants' misconduct. 

136. At the time of their purchases of the Certificates, plaintiffs and other members of the 

Class were without knowledge of the facts concerning the wrongful conduct alleged herein and 

could not have reasonably discovered those facts prior to late 200S. Less than one year has elapsed 

from the time that plaintiffs discovered, or reasonably could have discovered, the facts upon which 

this action is based until the time that the first complaint was filed. Less than three years has elapsed 

between the time that the securities upon which this claim is brought were offered to the public and 

the time this action was commenced. 

COUNT II 

Violations of §12(a)(2) of the 1933 Act Against 
Defendant Issuers and Defendant MS&Co. 

137. Plaintiffs repeat and re-allege the allegations above as if set forth fully herein. For 

purposes of this Count, plaintiffs expressly exclude and disclaim any allegation that could be 

construed as alleging fraud or intentional or reckless misconduct, as this cause of action is based 

solely on claims of strict liability and/or negligence under the 1933 Act. 

13S. By means ofthe defective Prospectus Supplements, defendant Issuers and MS&Co. 

promoted and sold the Certificates to plaintiffs and other members of the Class. 

139. The Prospectus Supplements contained untrue statements of material fact, and 

concealed and failed to disclose material facts, as detailed above. Defendant Issuers and MS&Co. 

owed plaintiffs, and the other members of the Class who purchased the Certificates pursuant to the 

Prospectus Supplements, the duty to make a reasonable and diligent investigation ofthe statements 
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contained in the Prospectus Supplements to ensure that such statements were true and that there was 

no omission to state a material fact required to be stated in order to make the statements contained 

therein not misleading. Defendant Issuers and MS&Co., in the exercise of reasonable care, should 

have known of the misstatements and omissions contained in the Prospectus Supplements as set 

forth above. 

140. Plaintiffs did not know, nor in the exercise of reasonable diligence could they have 

known, of the untruths and omissions contained in the Prospectus Supplements at the time they 

acquired the Certificates. 

141. By reason of the conduct alleged herein, defendant Issuers and MS&Co. violated 

§12(a)(2) of the 1933 Act. As a direct and proximate result of such violations, plaintiffs and the 

other members of the Class who purchased the Certificates pursuant to the Prospectus Supplements 

sustained substantial damages in connection with their purchases ofthe Certificates. Accordingly, 

plaintiffs and the other members of the Class who hold the Certificates issued pursuant to the 

Prospectus Supplements have the right to rescind and recover the consideration paid for their shares, 

and hereby tender their Certificates to the defendants sued herein. Plaintiffs and Class members who 

have sold their Certificates seek damages to the extent permitted by law. 

COUNT III 

Violations of §15 of the 1933 Act 
Against Morgan Stanley, the Individual Defendants, and MSMC 

142. Plaintiffs repeat and re-allege the allegations above as if set forth fully herein. For 

purposes of this Count, plaintiffs expressly exclude and disclaim any allegation that could be 

construed as alleging fraud or intentional or reckless misconduct, as this cause of action is based 

solely on claims of strict liability andlor negligence under the 1933 Act. 
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143. This Count is brought pursuant to §15 of the 1933 Act against defendant Morgan 

Stanley, the Individual Defendants and defendant MSMC. 

144. Each of the defendants named in this Count was a control person of Morgan Stanley 

Capital or of the Trusts by virtue of their ownership and control over the defendants named in 

Counts I and II, hislher position as a director and/or senior officer of Morgan Stanley Capital or 

because they were responsible for the preparation ofthe contents of the Registration Statement and 

Prospectus Supplements incorporated by reference into the Registration Statement. 

145. Each of the defendants named in this Count was a participant in the violations alleged 

herein, based on their having prepared, signed or authorized the signing of the Registration 

Statement and having otherwise participated in the consummation ofthe offerings detailed herein. 

146. Morgan Stanley Capital was the Depositor and an Issuer for the offerings. MSMC 

was the Sponsor for the offerings. The defendants named herein were responsible for overseeing the 

formation of the Trusts as well as the operations of the Trusts, including routing payments from the 

borrowers to investors. 

147. The defendants named in this Count prepared, reviewed and/or caused the 

Registration Statement and Prospectus Supplements to be filed and disseminated. 

PRAYER FOR RELIEF 

WHEREFORE, plaintiffs pray for relief and judgment, as follows: 

A. Determining that this action is a proper class action and certifying plaintiffs as Class 

representatives; 

B. Awarding compensatory damages in favor of plaintiffs and the other Class members 

against all defendants, jointly and severally, for all damages sustained as a result of defendants' 

wrongdoing, in an amount to be proven at trial, including interest thereon; 
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C. Awarding plaintiffs and the Class their reasonable costs and expenses incurred in this 

action, including counsel fees and expert fees; 

D. Awarding rescission or a rescissory measure of damages; and 

E. Such equitable/injunctive or other relief as deemed appropriate by the Court. 

JURY DEMAND 

Plaintiffs hereby demand a trial by jury. 

DATED: September 10, 2010 ROBBINS GELLER RUDMAN 
&DOWDLLP 

SAMUEL H. RUDMAN 
DAVID A. ROSENFELD 
CAROLINA C. TORRES 
JARRETT S. CHARO 

58 South Service Road, Suite 200 
Melville, NY 11747 
Telephone: 6311367-7100 
6311367-1173 (fax) 
srudman@rgrdlaw.com 
drosenfeld@rgrdlaw.com 
ctorres@rgrdlaw.com 
jcharo@rgrdlaw.com 
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DATED: September 10, 2010 

ROBBINS GELLER RUDMAN 
&DOWDLLP 

ARTHUR C. LEAHY 
THOMAS E. EGLER 
SCOTT H. SAHAM 
SUSANG. TAYLOR 
NATHAN R. LINDELL 
MATTHEW I. ALPERT 
655 West Broadway, Suite 1900 
San Diego, CA 92101-3301 
Telephone: 619/231-1058 
619/231-7423 (fax) 
artl@rgrdlaw.com 
scotts@rgrdlaw.com 
susant@rgrdlaw.com 
nlindell@rgrdlaw.com 
malpert@rgrdlaw.com 

Lead Counsel for Plaintiffs 

BERNSTEIN LITOWITZ BERGER 
& GROSSMANN LLP 

DAVID R. STICKNEY 
TIMOTHY A. DeLANGE 
MATTHEW P. JUBENVILLE 

DAVID KSICKNEY 

12481 High Bluff Drive, Suite 300 
San Diego, CA 92130 
Telephone: 858/793-0700 
858/793-0323 (fax) 
davids@blbglaw.com 
timothyd@blbglaw.com 
matthewi@blbglaw.com 

Proposed Lead Counsel for Plaintiffs and Counsel 
for Proposed Lead Plaintiff Public Employees' 
Retirement System of Mississippi 
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HAGENS BERMAN SOBOL SHAPIRO LLP 
STEVE W. BERMAN 
KARL P. BARTH 
1918 8th Avenue, Suite 3300 
Seattle, W A 98101 
Telephone: 206/623-7292 
206/623-0594 (fax) 
steve@hbsslaw.com 
karlb@hbsslaw.com 

CAVANAGH & O'HARA 
PATRICKJ. O'HARA 
JOHNT.LONG 
407 East Adams Street 
Springfield,IL 62701 
Telephone: 217/544-1771 
217/544-9894 (fax) 

SUGARMAN & SUSSKIND 
ROBERT SUGARMAN 
100 Miracle Mile, Suite 300 
Coral Gables, FL 33134 
Telephone: 305/529-2801 
305/447-8115 (fax) 

Additional Counsel for Plaintiffs 
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CERTIFICATION PURSUANT TO 
THE FEDERAL SECURITIES LAWS 

I, George W. Neville, on behalf of the Public Employees' Retirement System of 
Mississippi ("Mississippi PERS"), hereby certifY, as to the claims asserted under the federal 
securities laws, that: 

1. I am a Special Assistant Attorney General in the Office of the Attorney General of 
the State of Mississippi. I have reviewed the Amended Consolidated Class Action Complaint 
and have authorized its filing. 

2. Mississippi PERS did not purchase the securities that are the subject of this action at 
the direction of counselor in order to participate in any action arising under the federal securities 
laws. 

3. Mississippi PERS is willing to serve as a lead plaintiff and representative party on 
behalf of the Class, including providing testimony at deposition and trial, if necessary. 
Mississippi PERS fully understands the duties and responsibilities of the lead plaintiff under the 
Private Securities Litigation Reform Act, including the selection and retention of counsel and 
overseeing the prosecution of the action for the Class. 

4. Mississippi PERS' transactions in the Morgan Stanley mortgage pass-through 
certificates that are the subject of this action are set forth in the chart attached hereto. 

5. Mississippi PERS has sought to serve and was appointed as a lead plaintiff and 
representative party on behalf of a class in the following actions under the federal securities laws 
filed during the three-year period preceding the date ofthis Certification: 

In re Semtech Corp. Securities Litigation, No. 07-cv-7114 (C.D. Cal.) 
In re Ambac Financial Group, Inc. Securities Litigation, No. 08-cv-411 (S.D.N.Y) 

In re Schering-Plough Corporation/Enhance Securities Litigation, No. 08-cv-397 (D.NJ.) 
In re Maxim Integrated Products Inc. Securities Litigation, No. 08-cv-832 (N.D. Cal.) 

In re Bear Stearns Mortgage Pass-Through Certificates Litigation, No. 08-cv-8093 (S.D.N.Y.) 
Iron Workers Local No. 25 Pension Fund. et al. v. Credit-Based Asset Servicing 

andSecuritizationLLC, etal., No. 08-cv-10841 (S.D.N.Y.) 
Plumbers' & Pipefitters ' Local #562 Supplemental Plan & Trust, et al v. J.P. Morgan Acceptance 

CorporationL et al., No. 08-cv-1713 (E.D.N.Y.) 
In re Satyam Computer Services, Ltd., Securities Litigation, No. 09-md-2027 (S.D.N.Y.) 
In re Royal Bank o/Scotland Group pIc Securities Litigation, No. 09-cv-300 (S.D.N.Y.) 

Public Employees' Retirement System of Mississippi v. Goldman Sachs Group, Inc., et al., 
No. 09-cv-ll10 (S.D.N.Y.) 

Hill v. State Street Corporation, et ai., No. 09-cv-12146 (D. Mass.) 
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6. Mississippi PERS has sought to serve as a representative party, by filing a complaint 
or acting as a representative plaintiff (but did not seek appointment as lead plaintiff), on behalf of 
a class in the following actions under the federal securities laws filed during the three-year 
period preceding the date of this Celtification: 

New Jersey Carpenters Health Fund v. DLJ Mortgage Capital. Inc. et al., 
No. 08-cv-5653 (S.D.N.Y.) 

In re Lehman Brothers Mortgage-Backed Securities Litigation, No. 08-cv-6762 (S.D.N.Y.) 
New Jersey Carpenters Health Fund et al. v. Residential Capital. LLC et al .. 

No. 08-cv-8781 (S.D.N.Y.) 
Public Employees' Retirement System of Mississippi v. Merrill Lynch & Co, Inc .• et al .• 

No. 09-cv-1392 (S.D.N.Y.) 
Public Employees' Retirement System of Mississippi v. Moody's Investors Service, Inc. et al., 

No. 09-cv-3209 (E.D.N.Y.) 
Public Employees' Retirement System of Mississippi v. Morgan Stanley. et ai., 

No. 09-cv-2137 (S.D.N.Y.) 
General Retirement System of the City of Detroit v. The Wells Fargo Mortgage Backed Securities 

2006-AR18 Trust et at., No. 09-cv-1376 (N.D. Cal.) 

7. Mississippi PERS has sought to serve as a lead plaintiff and representative party on 
behalf of a class in the following actions under the federal securities laws filed during the three
year period preceding the date of this Certification, but either withdrew its motion for Jead 
plaintiff or was not appointed lead plaintiff: 

Freudenberg v. E*Trade Financial Corporation, et ai" No. 07-cv-8538 (S.D.N.Y.) 
Inre WachoviaSecurities Litigation, etal., No. 08-cv-6171 (S.D.N.Y.) 

NECA-IBEW Health & Welfare Fund, et al. v. Goldman Sachs & Co., et al., 
No. 08-cv-10783 (S.D.N.Y.) 

New Orleans Employees' Retirement System v. UBS AG, et al., No. 09-cv-893 (S.D.N.Y.) 

8. Mississippi is currently seeking to serve as a lead plaintiff and representative 
party on behalf of a class in the following action filed under the federal securities law during the 
three years preceding the date of this Certification: 

Bach et al., v. Amedisys, Inc. el al., No. IO-cv-395 (M.D. La.) 

9. Mississippi PERS will not accept any payment for serving as a representative 
party on behalf of the Class beyond Mississippi PERS' pro rata share of any recovery, except 
such reasonable costs and expenses (including lost wages) directly relating to the representation 
of the Class, as ordered or approved by the Court. 

;i'D I declare under penalty of perjury that the foregoing is true and correct. Executed 

this day of September, 2010. / f J) "'" 
/&j""uA. ~./ 

Geor e W. e dIe 
Special Ass) nt Attorney General 
Legal Counsel to the Public Employees J Retirement 
System of Mississippi 
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Public Employees' Retirement System of Mississippi 
Transactions in Morgan Stanley mortgage pass-through certificates 

Morgan Stanley Mortgage Loan Trust 2006-14SL 
Cusip # 61749SACO 

Transaction 
Purchase 

Sale 

Date 
7/18/2007 
9/26/2008 

Face Amount 
1,325,000 

(1,325,000) 

Par Value 
95.3750 
24.5000 



Case 1:09-cv-02137-LTS   Document 84-1    Filed 09/10/10   Page 22 of 37

1. 

2. 

3. 

4. 

5. 

CERTIFICATION OF NAMED PLAINTIFF 
PURSUANT TO FEDERAL SECURITIES LAWS 

I, Ted AbaJ.jotes, hereby certify and swear as follows: 

I am the General Counsel of United Western Bank ("UWB") and have reviewed the 
complaint against Morgan Stanley Capital and various other parties in the action titled In 
re Morgan Stanley Mortgage Pass-Through Certificates Litigation, No. 09-civ-2137 
(S.D.N.Y.) alleging violations of the securities laws and authorize its filing~ 

I hereby authorize the filing of (1) a motion to appoint UWB as a lead plaintiff in this 
action, if appropriate; and (2) a related or amended complaint ifI am appointed lead 
plaintiffby the court; 

UWB is wiIJing to serve as a representative party on behalf of a class, or to be a member 
of a group representing a class, including providing testimony at deposition and trial, if 
necessary; 

UWB has not, within the 3-year period preceding the date hereof, served or sought to 
serve as a representative party on behalf of a class in an adion brought under federal 
securities laws. . 

The following is a description ofUWB's transactions during the class perio~ specified in 
the Complaint in Morgan Stanley Mortgage Loan Trust 2006-6AR: 

Purchases: 

Security 

Morgan Stanley Mortgage Loan Trust 2006-6AR 3A4 
Morgan Stanley Mortgage Loan Trust 2006-6AR 3Al 

4/28/06 
9113106 

Face Value 

$15,000,000 
2,100,000 

$15,055,064 
2,035,015 

6. UWB did not purchase these securities at the direction of Hagens Bennan Sobol Shapiro 
LLP, or in order to participate in any private action under federal securities laws; 

7. UWB will not accept any payment for serving as a representative party on behalf of a 
class beyond my pro rate share of any recovery, except as ordered or approved by the 
court. 

I declare under penalty of perjury that the forgoing is true and correct. Executed this _ day of 
September,2010. . 

---1~ 
Ted Abariotes, General Counsel 
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CERTJ FICATION OF NAMED PLAINTIFF 
PURSUANT TO FEDERAL SECURITIES LAWS 

CARPENTERS PENSION FUND OF WES1'V1RGJNl1\ C"Plaintirp') declares: 

I, Plaintifrhns reviewed a complai:nt and authorized its tiling. 

2. Plaintiff did 1101. acquire the ~ecl.lI·ily that is thesl.Ibject of this action at the 

direction of plaintiff's counsel orin order to .pal·licipate in this ·pr:iv.ate action 01' any 

other litigation under the federal seclIrities laws . ... 
3. Plililltiff is wiHin·g to serve as a represe.ntative par.ty on behalf of the 

class, including providing testimony at deposition and trial. if necessary. 

4. Plaitlti ffhas made the following trnnsaction(s") during the Class. Period ill 

IhesecL1rities that are the subject. of 'this action: 

Security Transaction Price Pel' Share 

See attached Schedule A. 

5. Plaintiff has not sought to sel'VI! 01' served as a ['epJ'eseota1ive party in n 

class act jon that 'was filed Linder the federal securities laws within the tht'ee-year 

pcriodpriol' to the date of this CertiJication exceplns detailed below: 

/]1 1'q Zimmt!I' Holdings, lI,e, St:lL· •• Dftl';I', tlnr.1 E.RI .. 'l.'l Lltig .. N().l :09;,ml.0600l).SEB·DML (S.D, Ind.) 

G, The PJail,ti rf wiJl not accept any p'~lYl1iel1t foJ' serving as a represemative 

parry on behalf of the class beyol,d the Plainlifrs pm rata share of any recovet)!. 
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except s\lch \oc3sonsble costs ~md expenses (inclu illg lost wages) directly l'e1ating to 

lhe representation of the class as ordered or app~±ed by the COUlt, 

I declal'e lmdcr penalty or perjury that t e foregoing is tl'ue and COJ1'ect. 

Executed this ~ '(!Iday of ~~ 20 t O'i 
CARPEN. ERS PENSION FUND OF 

WEST~~~IA 

By: ~-------t----
Its: ~._IK._'N.-.::.~.;;...;..rI_.· ~ __ _ 

I 

-2-
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SCHEDULE A 

SECURITIES TRANSACTIONS 

Acquisitions 

Dilte Typit of Face 
Acquired Asset Amount f.!:I£! 

07/17/2006 
MSM 2006~111A6 

40,000 $100~OOl 
Mortgage Pass-Through Certificates 

09/2212006 
MSM 2006-12XSA6A 

25,000 $100;00, 
Mortgage· Pass-Through Certificates 

Sales 

Date Type of Face 

~ Asset Amount etlE! 

10/02/2007 
MSM2006-12XS A6A 

25,000 $95.50 
Mortgage Pass-Through Certificates 

10/02/2007 
MSM 2006~111A6 

40,000 $96.00 Mortgage Pass-Through Certificates 



Case 1:09-cv-02137-LTS   Document 84-1    Filed 09/10/10   Page 26 of 37

CERTIFICATION OF NAMED PLAINTIFF 
PURSUANT TO FEDERAL SECURITIES LA WS 

NECA-IBEW HEAL 1H & WELF ARE FUND ("Plaintiff') declares: 

1. Plaintiff has reviewed a complaint and authorized its filing. 

2. Plaintiff did not acquire the security that is the subject or this action atithe 

direction of plaintiff s counselor in order to participate in this private action or any 

other litigation under the federal securities laws. 

3. Plaintiff is willing to serve as a representative party on behalf of the 

class, including providing testimony at deposition and trial, if necessary. 

4. Plaintiff has made the following transaction( s) during the Class Period in 

the secllrities that are the subject of this action: 

Security Transaction Price Per Share 

See attached Schedule A. 

5. Plaintiff has not sought to serve or served as a representative party in a 

class action that was filed under the federal securities laws within the three-year 

period prior to the date of this Certification except as detailed below: 

Plumbers' Union Local No. 12 Pension Fund v. Nomura AssetAcceptance Cwp., elal., No, 08-cv-l 0446 (D, Mass.) 
NECA-IBEW Health & Welfare Fundv. Goldman. Sachs & Co., et al .. No. 1:08-cv-I0783 (S.D.N.Y.) 

NECA-IBEW Health & WelfareFund vs. Pitney Bowes, Inc .. et al .• No. 3:09-cv-O 1740-CFO (D. Conn.) 

6. The Plaintiffwill not accept any payment for serving as a representative 

party on behalf of the class beyond the Plaintiffs pro rata share of any recbvery, 

MORGAN STANLEY 
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~xccpl such reasonable costs and expenses (illciudinglosl wages) directly relating to 

the representation of the class as ordered or approved by the court. 

I declare under penalty or pCljury that the rnrcgoing is true unci correct. 

Executed this ~ day o~k'. :!O 10. 

NECA ... 1BF.W 111:ALTII & WH.h\RE 
FUND 

By: 

Its: ----.. _--------

- 3 -
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Acquisitions 

Date 
Acquired 

09/1212006 

SCHEDULE A 

SECURITIES TRANSACTIONS 

Type of 
Asset 

Morgan Stanley Mortgage Loan Trust 2006-7 5A2 
Mortgage Pass-Through Certificates 

Face 
Amount 

145,000 $99.68 
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CERTlFICATION OF NAMED PLAINTIFF 
PURSUANT TO FEDERAL SECURITIES LAWS 

MEMBERS UNITED CORPORATE FEDERAL CREDIT UNION 

("Plaintiff") declares: 

1. Plaintiff has reviewed a complaint and authorized its tiling. 

2. Plaintiff did not acquire the security that is the subject of this action at the 

direction of plaintiffs counselor in order to participate in this private action or any 

other litigation under the federal securities laws. 

3. Plaintiff is willing to serve as a representative p8lty on behalf of tile 

class, including providing testimony at deposition ancl trial, if necessary. 

4. Plaintiff has made the following transaction(s) during the Class Period in 

the securities that are the subject ofthjs action: 

Security Transaction Price Per Share 

See attached Schedule A. 

5. Plaintiff has not sought to serve or served as a representative party in a 

class action that \vas filed under the federal securities laws within the three-year 

period prior to the date of this Certification except as detailed below: 

6. The Plaintiff will not accept any payment for serving as a representative 

party on behalf of the class beyond the PlaintitI's pro rata share of any recovery, 

MORGAN STANLEY 
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except such reasonable cosls and expenses (including lost \vages) directly relating to 

the representation of the class as ordered or approved by the court. 

I declare under penalty of perjury that the foregoing is true and correct. 

Executed thjs qtA day of S"¢ .. ",l.ur., , 2010. 

MEMBERS UNITED CORPORATE 
FEDERAL CREDIT UNION 

BY-:-~f~ 
RONALD E. KOZA 

Its: CHIEF INVESTMENT 0 leER 

- 2 -
MORGAN SL\~LEY 
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Acquisitions 

Date 
Acquired 

02/27/2007 

SCHEDULE A 

SECURITIES TRANSACTIONS 

Type of 
Asset 

MSM 2006-16AX 2A2 
Mortgage Pass-Through Certificates 

Face 
Amount 

22,500,000 $100.03 
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CERTIFICATION OF NAMED PLAINTIFF 
PURSUANT TO FEDERAL SECURITIES LAWS 

POMPANO BEACH POLICE & FIREFIGHTERS' RETIREMENT SYSTEM 

("Plaintiff') declares: 

1. Plaintiff has reviewed a complaint and authorized its filing. 

2. Plaintiff did not acquire the security that is the subject of this action at the 

direction of plaintiffs counselor in order to participate in this private action or any 

other litigation under the federal securities laws. 

3. Plaintiff is willing to serve as a representative party on behalf of the 

class, including providing testimony at deposition and trial, if necessary. 

4. Plaintiffhas made the following transaction(s) during the Class Period in 

the securities that are the subject of this action: 

Security Transaction Price Per Share 

See attached Schedule A. 

5. Plaintiff has not sought to serve or served as a representative party in a 

class action that was filed under the federal securities laws within the three-year 

period prior to the date of this Certification exc~pt as detailed below: 

In re Washingtoll MulZtal. Inc. Sec. Lilig., No. 2:08-MD-1919-MJP (W.O. Wash.) 
Pompano Beach Police & Firefighters' Retirement System v. Comlech Telecommunications Corp., el al., 

No. 2:09-cv-OJ007 (E.D.N.Y.) 
Fosbre v. Las Vegas Sands Corp .. e( al .• No.2: 1 O-cv-0076S-KJD-LRL (D. Nev.) 

6. The Plaintiff will not accept any payment for serving as a representative 

party on behalf of the class beyond the Plaintiffs pro rata share of any recovery, 

MORGAN ST,\Nl.IlY 
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except such reasonable costs and expenses (including lost wages) directly relating to 

the representation of the class as ordered or approved by the court. 

I declare under penalty of perjury that the foregoing is true and correct. 

Executed this 0'6 day of SEPTEMBER ,20 I O. 

POMPANO BEACH POLICE & 
FIREFIGHTERS'RETIREMENT 

SYST(/----~ . / 1~ 

By: \. _~~ 
PAUL D. O(~CONNELL 

Its: CHAIRMAN OF THE BOARD OF TRUSTEES 

- 2-
MORGAN STANLEY 
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SCHEDULE A 

SECURITIES TRANSACnONS 

Acquisitions 

Date Type of Face 
Acquired Asset Amount Price 

10/3112006 - SO 
MSM 2006·15XS ASS 

40,000 $100.00 Mortgage Pass-Through Certificates 

Sales 

Date Type of Face 
Sold ~ Amount Price 

09/04/2008 
MSM 2006-15XS ASS 

40,000 $55.63 Mortgage Pass-Through Certificates 

·Settlement dates are indicated with "SO" attached to the date. 
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CERTIFICATE OF SERVICE 

I, Kelly A. Stadelmann, hereby certify that on September 10, 2010, I caused a true and 

correct copy of the attached: 

Second Amended Complaint for Violation of Federal Securities Laws to be: (i) filed by hand 

with the Clerk of the Court; and (ii) served by first-class mail to all counsel on the attached service 

list. 

~~~ ·I<ELLY A. STADELMANN 
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MORGAN STANLEY MBS 

Service List - 9/10/2010 (09-0080) 

Page 1 of 2 

Counsel For Oefendant(s) 

Floyd Abrams 
Christopher A. Gorman 
Tammy Lynn Roy 

Cahill Gordon & Reindel LLP 
80 Pine Street 
New York, NY 10005-1702 

212/701-3000 
212/269-5420(Fax) 

William J. Fenrich 
James P. Rouhandeh 

Davis Polk & Wardwell LLP 
450 Lexington Avenue 
New York, NY 10017 

212/450-4000 
212/701-5800(Fax) 

Steven Cooper 
Kristina M. Mentone 

Reed Smith LLP 
599 Lexington Avenue, 22nd Floor 
New York, NY 10022 

212/521-5400 
212/521-5450(Fax) 

James J. Coster 
Justin E. Klein 
Joshua M. Rubins 

Satterlee Stephens Burke & Burke LLP 
230 Park Avenue, 11th Floor 
New York, NY 10169 

212/818-9200 
212/818-9606(Fax) 

Christopher B. Hockett 

Davis Polk & Wardwell LLP 
1600 EI Camino Real 
Menlo Park, CA 94025 

650/752-2000 
650/752-2111 (Fax) 

David T. Biderman 
Judith B. Gitterman 

Perkins Coie LLP 
1620 26th Street, Sixth Floor 
Santa Monica, CA 90404 

310/788-9900 
31 0/788-3399 (Fax) 

Heather B. Hoesterey 

Reed Smith LLP 
101 Second Street, Suite 1800 
San Francisco, CA 94105 

415/543-8700 
415/391-8269(Fax) 

Keith E. Eggleton 
David A. McCarthy 

Wilson Sonsini Goodrich & Rosati, P.C. 
650 Page Mill Road 
Palo Alto, CA 94304-1001 

650/493-9300 
650/493-6811 (Fax) 
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MORGAN STANLEY MBS 

Service List - 9/10/2010 (09-0080) 
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Counsel For Plaintiff(s) 

David R. Stickney 
Timothy A. Delange 
Brett M. Middleton 

Bernstein Litowitz Berger & Grossmann llP 
12481 High Bluff Dr., Suite 300 
San Diego, CA 92130 

858/793-0070 
858/793-0323(Fax) 

Samuel H. Rudman 
David A. Rosenfeld 

Robbins Geller Rudman & Dowd llP 
58 South Service Road, Suite 200 
Melville,NY 11747 

631/367-7100 
631/367-1173(Fax) 

John Gadow 
Blake Tyler 

Pond, Gadow & Tyler 
502 South President Street 
Jackson, MS 39201 

601/355-0654 

Thomas E. Egler 
Scott H. Saham 
Susan G. Taylor 

Robbins Geller Rudman & Dowd llP 
655 West Broadway, Suite 1900 
San Diego, CA 92101 

619/231-1058 
619/231-7423(Fax) 


