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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

BEVERLY ADKINS, CHARMAINE WILLIAMS, CASE NO. 12-¢cv-7667
REBECCA PETTWAY, RUBBIE McCOY,
WILLIAM YOUNG and MICHIGAN LEGAL EXPERT OPINION OF GEOFFREY A.
SERVICES, on behalf of themselves and all others OLIVER

sirnilar situated,

Hon. Valerie Caproni
Plainfiffs,

-against-

MORGAN STANLEY, MORGAN STANLEY &
CO. LLC, MORGAN STANLEY ABS CAPITAL 1
INC., MORGAN STANLEY MORTGAGE
CAPITAL INC., and MORGAN STANLEY
MORTGAGE CAPITAIL HOLDINGS LLC,

Defendants.

I, Geoffrey A. Oliver, respectfully submit this expert report on behalf of named plaintiffs
Beverly Adkins, Charmaine Williams, Rebecca Pettway, Rubie McCoy, William Young, Michigan
Legal Services, and the plaintiff class in the above-captioned case.

Scope of Assignment

I have been retained by counsel for Beverly Adkins, Charmaine Williams, Rebecca Pettway, Rubbie
McCoy, William Young, and Michigan Legal Services to provide my expert opinions in connection
with a lawsuit against Morgan Stanley. For the purpose of this report, my role is to establish a financial
framework for calculating Morgan Stanley’s Net Revenues derived from its relationship with New
Century, and to provide examples of different ways the Court inay calculate the amounts of such Net
Revenues to disgorge to Class Members. Net Revenues are revenues less direct costs (not including
personnel costs and overhead) and may be referred to as “gains” from such activities.

The actual calculation of Morgan Stanley’s Net Revenues can be made once Morgan Stanley provides
its financial statements (i.e. profit and loss statements and other documents reflecting the revenues and
direct cost related to transactions with New Century) that Plaintiffs have sought through discovery. My
opinions in this report, as described below, concern solely the financial framework to be used to
calculate Morgan Stanley’s Net Revenues, and not what Morgan Stanley’s Net Revenues were. 1 have
been retained by counsel to perform the calculations of Morgan Stanley’s Net Revenues at a later date,
once Morgan Stanley has provided the necessary financial statements sought through discovery.
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Qualifications and Compensation

1 am an accountant and consultant to the mortgage industry and the Chief Executive Officer of Hilltop
Advisors LLC (“Hilitop™), a financial services consulting, compliance audit and accounting advisory
firm. In that role, I have reviewed the financial, operational and technology aspects of loan originators,
loan servicers, securities issuers, etc. As a CPA, I have performed over 300 financial and compliance
audits of banks and mortgage entities over my 38 year career.

Hilltop was formed by me to provide consulting, compliance audit, acquisition/due diligence assistance
and accounting advisory services to financial institutions in the areas of residential mortgage and
commercial lending, loan servicing, mortgage capital markets and securitization, and credit policy.

Prior to founding my current consulting business at Hilltop, I had a long career in auditing banks and
financial institutions, including mortgage banks, lenders, servicers, and credit unions. For 25 years
(1976-2001) I worked at KPMG, LLP. Iled KPMG’s Mortgage and Structured Finance National
practice. As it concerns risk management, I have led risk assessments of financial services companies
in areas including credit, fraud, quality control, operations, and financial statements. All
acquisition/due diligence engagements in financial services were conducted by my National team.
After leaving KPMG, I worked as Managing Director at BearingPoint from 2001 to 2005, where I led
the firm’s consulting relationship with Freddie Mac. I had responsibility for all services provided to
Freddie Mac in the financial, operational and technology areas. Freddie Mac engaged BearingPoint,
under my leadership, and later, Hilltop Advisors, to perform financial reengineering, compliance
auditing, market analysis, customer benchmarking, operational reengineering, financial restatement
services, design and implementation of Sarbanes-Oxley controls, and technology services (including
risk assessments, design/build/implement serviees, and control reviews, etc.).

I am a Certified Public Accountant and a Certified Mortgage Banker. 1 also have a certification in
Financial Forensics. A copy of my curriculum vitae and a list of articles 1 have published is attached as
Appendices A and B.

I have served as a consultant in more than 100 litigation support engagements to support our clients’
analysis, assist as a subject matter expert, and provide deposition preparation assistance, among other
things. I have testified once in a valuation dispute around 1990. 1have been deposed twice to date.

I have been, and am being, compensated in connection with this matter on an hourly basis, at a rate of
$500 per hour for testimony. [am supported in connection with this matter by consultants, at my
consulting firm, who are being billed at rates between $175 and $450 per hour.

Compensation to me or my firm is not dependent on my testitnony in this matter or the outcome of this
case.
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Summary

Hilltop has reviewed (1} Morgan Stanley’s securitization financial summaries — e.g., Flow of Funds
wotlksheets, (2) Deposition testimony of Morgan Stanley 30(b}(6) witnesses Vanessa Vanacker and
Deborah Goodman, (3) Morgan Stanley’s securitization deal documents — e.g., Prospectuses, Pooling
and Servicing Agreements, Underwriting Agreements, Purchase Price and Term Agreements, etc., (4)
Morgan Stanley Warehouse Lending Agreements and summary terms with New Century, (5) internal
Morgan Stanley presentations, and (6) other Morgan Stanley documents including internal e-mails.
These documents and other materials that I relied upon to formulate the financial framework are listed
in Appendix C.

Based on its review of the above information, as well as Hilltop’s general knowledge of the ways in
which securitizers of mortgages derive revenue, Hilltop developed a financial framework that
summarizes the various sources of revenue that Morgan Stanley derived from its relationship with New
Centuary (see Appendix D} and certain direct deal costs (Net Revenues as defined above). Hilltop
believes this financial framework is inclusive of all likely revenues and provides a basis to understand
and compute Morgan Stanley’s Net Revenues from its relationship with New Century.

The intent of the framework is to identify the discrete components of Morgan Stanley’s sources of Net
Revenues in a financial model. The components of the model will capture Net Revenues over the
period of time starting from when a loan is initially funded by Morgan Stanley and finishing at the
point in time when the loan is ultimately securitized. Any pool level information requires us to make
some assumptions about the relative Net Revenues that Morgan Stanley derived from a particular loan.
The financial framework is applicable to (1)} securitizations issued by Morgan Stanley with New
Century loans comprising the entire securitization or a portion of the securitization; (2) securitizations
issued by New Century where Morgan Stanley provided financing and/or investment banking services
to New Century in conjunction with the loans in the securitization and the issuance of the
securitization; and (3) New Century loans that were funded by Morgan Stanley through warehouse
lending, but ultimately were not securitized.

In this report, we describe the components of the financial framework. We also detail what each |
component captures and how the various components applied to Morgan Stanley at different points in |
time and for the different types of securitizations Morgan Stanley and New Century were involved in
from 2004-2007.

Observations

¢ Morgan Stanley would expect to derive Net Revenues from all of the components identified
below. Net Revenues could be minimized, or otherwise diminished, on any one component for
the potential benefit of another component of revenues. For instance, lower warechouse lending
revenues could be accepted if the underlying loans would be sold to the warehouse lender as the
buyer.

¢ Morgan Stanley has not yet produced audited or otherwise verifiable calculations of Net
Revenues and/or alternative definitions of Net Revenues for review. Nevertheless, we were
able to verify some elements underlying the various components of Net Revenues by comparing !
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and reviewing various documents. For instance, we could verify the amount of bonds sold as
described in an internal securitization summary with the Prospectus Supplement and 8K files
with the SEC or we could verify the service fee associated with a securitization from the
Pooling and Servicing Agreement.

¢ The financial framework for calculating Net Revenues that we have created can be used to
calculate Morgan Stanley’s Net Revenues derived from any specific Morgan Stanley security or
New Century securitization where Morgan Stanley was involved in either lending against the
loans or providing investment banking services.

Summary of the Financial Framework for Calculation of Net Revenues

The financial framework Hilltop developed is intended to form a method for calculating Net Revenues
Morgan Stanley realized from its relationship with New Century. The financial framework reflects our
understanding of the range of potential financial transactions Morgan Stanley had in place with New
Century. See Appendix D for an illustration of the financial framework. The amounts and percentages
used in the exemplar calculations below are not intended to be specific to Morgan Stanley’s financial
results but rather are indicators of possible results based on the limited financial information available
at the time of this report. We understand that discovery seeking Morgan Stanley’s profit and loss
statements and other documents reflecting Morgan Stanley’s revenues is outstanding., Once such
information is available, the financial framework may be refined and will be used to calculate Morgan
Stanley’s Net Revenues.

There are five basic components of the financial framework, as set forth below.
1. Net Revenues on the Sale of Bonds and Value of Retained Assets in the Securitizations

In the securitization market, mortgage loans are typically pooled after they are originated and
placed into a securitization for the eventual sale to bond investors. The composition or
characteristics of a given loan pool, in conjunction with market levels for bond interest rates and
rating agency bond ratings, determines the structure of the securitization. Each individual
tranche of a securitization has different claims on the cash flow from payments collected from
the borrower or recovered from the property underlying each mortgage loan in the case of
default, Investors can choose to invest in the parts of a securitization that are rated consistent
with the investor’s investment profile (e.g., insurance companies would only invest premiums in
AAA rated bonds). The distribution waterfall of cash — as collected or recovered — starts at the
AAA tranches and flows down to the lower rated tranches. This is referred to as a Senior/Sub
structure with the senior (AAA) bonds being first in line for any distribution of principal and
interest payments before the distribution of cash to the subordinate bonds (AA+ down to
unrated). Certain cash flows (e.g., pre-payment penalties) might be directed to specific tranches
regardless of rating as defined and disclosed in the Prospectus,

The non-imvestment grade bonds were often usually left un-rated (to save Rating Agency costs)
and were typically comprised of three pieces — an over-collaterization (OC) tranche, a pre-
payment penalty (“PPP”) cash flow tranche and a Net Interest Margin (NIM or post-NIM)
tranche to capture any excess interest generated from the underlying collateral greater than the
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needs of the interest payments due the bond holders of the rated tranches. These were often
referred to individually or jointly as the Residual in a securitization. Most issuers retained the
Residual. Indeed, in Morgan Stanley securitizations, Morgan Stanley retained the Residual,
which received cash flow from OC release amounts that occur when the difference between the
collateral balance and the securities balance was allowed to decrease, pre-payment penalties,
and excess interest payments.! As such, these bonds were usually not offered for sale under the
Morgan Stanley’s securitization Prospectuses, but were instead simply noted as in existence due
to the structure of the securitization. Since the OC bond effectively comprised loan balances
from the collateral pool in excess of the rated bonds’ stated aggregate principal, the balance of
the OC bond is noted to help reconcile the total collateral supporting a securitization to the
offered (rated) bonds. On certain occasions, Residual bonds were sold into other securitization
structures, and any gain would be recognized upon sale. On certain occasions, a NIM bond was
rated and included in the Prospectus. When Morgan Stanley retained the Residual (all or some
of the three components noted above), Morgan Stanley recorded Net Revenues at the time the
securitization was issued, based on its valuation of the cash flows that would go to the Residual
in the future.” The financial framework below accordingly reflects the value of the Residual
pieces at the date of the securitization.

Net Revenues from the securitization and sale of mortgage bonds can be calculated as follows:

Gross proceeds from sale of rated bonds 19 0.0.0.9:0,0.8.9.0.¢
Value of other (non-rated) bonds $ XXX XX
Value of any other assets $ XXX XXX
Less

Purchase price of collateral (loans) 19,6.0.0.6.0.0.8.0.0.¢
Deal related expenses $ 0 OXXXXX XXX
Equals

Net Revenues on sale of bonds/value of retained assets  $ XXXX XXX

If Morgan Stanley did not purchase the whole loans from New Century, but instead only acted
as underwriter for a New Century issued securitization or provided warehouse lending to New
Century, this section would not be applicable to calculating Net Revenues derived from such
transactions, Instead, only the third (Warehouse Financing Net Revenues) and fifth components
(Other Fees or Revenues) of this financial framework would apply.

*vanacker Pepo. at 96:23-97-1; 140:11-141:1; 147:15-150:22,
?vanacker Depo. at 204:21-25
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Using a Morgan Stanley securitization (MSAC 2005 NC2) comprised entirely of New Century
loans as an example, the securitization structure and details are as described in the Prospectus
Supplement dated April 22, 2005 at MS00034800:

Class Rating (F/S/M) Size and Collateral

A-lss AAA/AAA/Aaa $273,920,000 (FNM/FRE conforming pool 1)
A-1mz AAA/-IAaa $ 68,481,000 (FNM/FRE conforming pool 1)
A-2ss AAA/AAA/Aaa $235,870,000 (FNM/FRE conforming pool 2)
A-2mz AAA/-/Aaa § 58,968,000 (FNM/FRE conforming pool 2)
A-3a AAA/AAA/Aaa $315,000,000 (Non-conforming pool 3)

A-3b AAA/AAA/Aaa $109,586,000 (Non-conforming pool 3)

A-3c AAA/AAA/Aaa $ 92,500,000 (Non-conforming pool 3}
A-3mz AAA/-/Aaa $ 57,454,000 (Non-conforming pool 3)

M-1 AA+/AA/Aal $ 48,771,000 (all loans — pools 1, 2 & 3)
M-2 AA/AA/AQ2 $ 44,269,000 (all loans)

M-3 AA-/AA-/Aa3 $ 24,761,000 (all loans)

M-4 A+/A+AL $ 27,012,000 (all loans)

M-5 A/AIA2 $ 23,260,000 (all loans)

M-6 A-~IA-TA3 $ 22,510,000 (all loans}

B-1 BBB+/BBB+/Baal $ 18,758,000 (all loans)

B-2 BBB/BBB/Baa2 $ 17,258,000 (all loans)

B-3 BBB~/BBB-/Baa3  $ 16,507,000 (all loans)

X Unrated $ 45,770,452 (Over collateralization of 3.05%)
P Unrated N/A (Pre-payment penalties)

R Unrated N/A (Noted, see PSA)

The total mortgage loan collateral associated with this security was $1,500,655,452.
The total of all rated bonds was $1,454,885,000 (Offered Certificates at Par Value).3

Gross Proceeds from the sale of the bonds was $1,454,885,000 (100.0% of issued bond
principal).*

The value of the post-NIM (asset) retained bg( Morgan Stanley, as stated in Morgan Stanley’s
Flow of Funds worksheet, was $85,978,646,” The post-NIM is not specifically identified or
defined in either the Prospectus or the Pooling and Servicing Agreement.® NIM Securities are
defined as “Any debt securities secured or otherwise backed by some or all of the Class X and
Class P Certificates that are rated by one or more of the Rating Agencies.”” The post-NIM was
noted as a specific item in the Flow of Funds worksheet, and we therefore treat this as unrelated
to the X Bond value below which is comprised of excess collateral and has limited rights to

: Prospectus Supplement at MS00034800 - Appendix C.

* Flow of Funds at MS02696849 and Prospectus Supplement at MS00034800 - Appendix C.

® Flow of Funds at MS02696849 — Appendix C; Vanacker Depo 25:11 - 26:3.

® prospectus Supplement at MS00034800; Pooling and Servicing Agreement at MS00035725
7 Pooling and Servicing Agreement at MS00035725
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payments of excess interest. In addition, given the specific nature of pre-payment penalties, we
also treat post-NIM cash flows as unrelated to the P Bond value below.

For the sole purpose of providing an example to the Court of how the financial framework
would [unction in calculating Morgan Stanley’s Net Revenues, prior to having the information
necessary to actually calculate such Net Revenues, we made estimates as to the value of the
other assets retained by Morgan Stanley: the X Bond, the P Bond, and the R Bond. These
estimates will need to be adjusted once Morgan Stanley produces the financial statements
sought through discovery.

The (OC) X Bond retained by Morgan Stanley had $45,770,452 in principal balance collateral ®
For example purposes only, we have estimated a market value of this bond at the inception of
the securitization to be $10,000,000. This estimate assumes that the average loan to value ratio
of the loans was approximately 80% (providing for adequate equity at the loan level to absorb
losses). It also assumes a cumulative loss rate of less than 3.0%, based on typical historical
rates over a broad range of Morgan Stanley transactions.” Morgan Stanley, as the owner of the
X Bond, had the right to OC principal cash flows for the life of the securitization and could
have valued such at the example amount.

Prepayment penalty cash flows were assigned to the P Bond retained by Morgan Stanley.'® For
example purposes only, we have estimated a market value of this bond at the inception of the
securitization to be $10,000,000. This estimate assumes the following: $1.5 billion of collateral,
80% of the loans have prepayment penalties (60% are 24 month and 20% are 36 month penalty
terms), 6 months of interest for each penalty, and a 7,128% average interest rate. The resultant
example calculation of approximately $43 million represents the monthly opportunity for
prepayment cash flows. Since Morgan Stanley, the owner of the P Bond, has the opportunity
for prepayment cash flows for 24-36 months, $10,000,000 is a reasonable minimum value for
the P Bond.

The R Bond retained by Morgan Stanley had a final claim on any principal distributions after all
the rated bonds were paid off and the X Bond was paid off ! For example purposes only, we
have estimated the market value of this bond to be $0 at the inception of the securitization.

The purchase price that Morgan Stanley paid for the loans securitized in MSAC 2005 NC2 was
$1,532,544,380, or 102.125% of unpaid ptincipal balance “UPB™."* The initial purchase price
of 102,375 was adjusted downward by 0.250% to reflect the lower average interest rate on the
pool of loans that was delivered, as compared to the average interest rate New Century
promised to be delivered. The PPTA stipulated the loan pool would be at 7.30% (weighted
average gross coupon or WAGC) and the purchase price would be adjusted up or down by 1.5
basis points in price for each basis point difference in WAGC, The final WAGC of the

% Flow of Funds at MS02696849 and Prospectus Supplement at MS00034800 - Appendix C; Vanacker Depo 25:11 —
26:3.

 MSAC Home Equity Program Overview pages 31 and 32 at MS00873691

1 Prospectus Supplement at M500034800 - Appendix C; Vanacker Depo 25:11 - 26:3.

 pooling and Servicing Agreement at MS00035725; Vanacker Depo 25:11 — 26:3.

2 purchase Price and Terms Agreement at MS02475348 and Prospectus Supplement at MS00034800— Appendix C.
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securitization was 7.128% and the resultant adjustment to purchase was estimated at 0.250%, or
7.300% less 7.128% multiplied by 1.5.

Inserting the above information for the MSAC 2005 NC2 securitization into the financial
framework for calculating the Net Revenues from the sales of bonds and values of retained
assets, we estimate that Morgan Stanley’s Net Revenues were $25,261,774, or 1.6834% of the
underlying collateral, as presented below:

Gross proceeds from sale of rated bonds $1,454,885,000

Value of other OC, PPP and R bonds $ 20,000,000 (estimated for

example purposes only)

Value of post-NIM $ 85,978,645
Less

Purchase price of collateral (loans) $1,532,544,380
Deal related expenses $ 3,057,491

Equals
Net Revenues on sale of bonds/value of retained assets $ 25,261,774 or 1.6834% of UPB
In reviewing expenses stated by Morgan Stanley in the Flow of Funds spreadsheet for MSAC

2005 NC2", Hilltop made the following adjustments — as explained below — to the stated
securitization expenses:

Expense Line Ifem Amount™* Adjusted Amount
Collateral Shortfall $12,291,018.00 $0.00
Underwriting Fee $727,442.50 $727,442.50
Residual Reserve $450,000.00 $0.00
Deal Expenses $1,245,094.90 $1,245,094.90
Non-Deal Expenses $377,240.15 $0.00
Reserve for Expenses $950,000.00 $800,000.00
Shelf Fees $149,628.27 $149,628.27
Broken Prices $11,510.00 $11,510.00
Co-Manager UW Fees — $113,816.00 $113,816.00
Countrywide
Co-Manager UW Fees — Utendahl $10,000.00 $10,000.00

13 MSAC 2005 NC2 Flow of Funds at M502696849 — Appendix C.
% MSAC 2005 NC2 Flow of Funds — Flow tab - Deductions from Gross Proceeds at M502696849 — Appendix C.
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| Total Expenses | $16,325,749,82 | $3,057,490.67 |

Collateral Shortfall reflects a reduction in the principal needed to suppoert the securitization from
the date of the targeted collateral (loan) population to the actual collateral (loan) population on
the securitization’s closing date. A depositor (Morgan Stanley) to a trust (MSAC 2005 NC2) is
responsible to provide additional collateral to the securitization consistent with the Prospectus.
However, any collateral shortfall would have been realized by Morgan Stanley as either
principal prepaid or repaid at the loan level or (if the loan defaulted within the first 90 days of
ownership) as a repurchase of the loan by the New Century, thus making Morgan Stanley
whole. This is therefore not an expense Morgan Stanley incurs with respect to the
securitization.

The Underwriting Fee expense shown was earned by an affiliate of Morgan Stanley and was
therefore offset by the income recognized by the affiliate. While this is an expense to the
securitization, the net (consolidated) effect to Morgan Stanley is $0.00.

The Residual Reserve would be for the benefit of the residual holder, i.e. Morgan Stanley. This
reserve would either (1) reduce the investment Morgan Stanley had in the residual without
impairing the residual owners’ rights to future cash flows or (2) provide cash to the residual for
future potential distribution. Since Morgan Stanley would realize the Residual at fair value —
any additional cash or reduction would be a direct benefit to Morgan Stanley. This is therefore
not an expense that Morgan Stanley incurs with respect to the securitization.

Deal Expenses include Rating Agency fees, Accounting fees, Trustee fees and Legal fees. An
additional expense item labeled MSCS Fees was earned by an affiliate of Morgan Stanley
{Morgan Stanley Capital Services). The expense was therefore offset by the income recognized
by the affiliate, and the net (consolidated) effect to Morgan Stanley is $0.00.

Non-Deal Expenses (additional Rating Agency fees and Legal fees) were not described as being
directly associated with the securitization and as such were not treated as an expense to the
securitization. In addition, the Flow of Funds associated with MSAC 2005 NC2 excluded these
expenses when calculating net proceeds to Morgan Stanley."

The Reserve for Expenses was not supported with any specific detail in the Flow of Funds
spreadsheet and was therefore adjusted to be consistent with the estimates of $800,000 provided
in the Prospectus Supplement.'®

Various documents were used to obtain the values above, including Bid Terms, Purchase Price
and Terms Agreement, Prospectus Supplement, Pooling and Sale Agreement, and Flow of
Funds spreadsheet. See Appendix C for examples of reviewed documents.

2, Net Revenues on the Sale of Mortgage Servicing Rights

*® MSAC 2005 NC2 Flow of Funds worksheet — Cell reference F35 in Flow tab at MS02696849
18 MSAC 2005 NC2 Prospectus Supplement — Page 1 at MS00034800
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Mortgage Servicing Rights (MSRs) arise from the securitization process where a specific
(minimum) servicing fee is defined and the rights and responsibilities associated with servicing
the loan are articulated in a Pooling and Servicing Agreement. New Century typically sold the
MSRs to Morgan Stanley as part and parcel of Morgan Stanley’s purchase of New Century
mortgage loan pools. Morgan Stanley would then sell the MSRs to a mortgage servicer in a
negotiated transaction or auction, MSRs were sold on a pool basis with the loans comprising
the pools being consistent with the securitization prospectus., The servicer was named on both
the Prospectus and the Pooling and Servicing Agreement, and details about the servicer and the
servicer’s qualifications were noted in both documents.

MSR values were sensitive to a number of factors including, but not limited to, the stated
service fee on the loans paid by investors — typically 0.50%"7 annually on the mortgage loan
principal balance — the average size of the loans, the geography of the loans, the type and
purpose of the loans, the expected pre-payment profile of the loans — which is linked to the
coupon rates on the loans — expected delinquency and default rates, and the cost to service the
loans.

Historically, there have been a wide range of MSR values, but during the time period in
question (2001-2007), based on conversations with Hilltop’s clients and MSR. brokers, the MSR
prices were in the 70-90BP range for newly originated loans — withi variation driven by the
value factors previously noted.

The Net Revenues from the purchase and subsequent sale of MSRs can be calculated as
follows:

UPB of loans * MSR sale price = MSR proceeds

Less

UPB of loans * MSR purchase price = MSR. acquisition cost

Less

Direct Expenses

Equals

Net Revenues from sale of MSRs

Morgan Stanley typically acquired the Mortgage Servicing Rights from New Century for 0.75%
of the amount of total loan UPB acquired.'® Morgan Stanley appeared to sell to a consistent

group of Servicers including Wells Fargo, Ocwen, HomEq, Provident, Countrywide, Saxon and
Chase.

1 Pocling and Servicing Agreement ~ MSAC 2005 NC2 - Servicing Fee Rate on page 38 at MS00035725
*® purchase Price and Terms Agreement (PPTA) page 2 at MS02475348 - Appendix C; PPTA page 2 at MS01885591;
PPTA page 3 at M501895205; PPTA page 2 at MS02500756; PPTA page 2 at MS01615358.

10
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If Morgan Stanley did not purchase the whole loans from New Century, but instead only acted
as underwriter for a New Century issued securitization or provided warehouse lending to New
Century, this section would not be applicable to calculating Net Revenues derived from such
transactions. Instead, only the third (Warehouse Financing Net Revenues) and fifth components
{Other Fees or Revenues) of this financial framework would apply.

Using MSAC 2005 NC2 securitization as an example, we estimate that Morgan Stanley realized
a loss of $(800,328) from the sale of mortgage servicing rights as presented below:

$1,500,655,452 UPB of loans * MSR sale price (0.70%) = $10,504,588
Less

$1,500,655,452 UPB of loans * MSR purchase price (0.75%) = $11,254,916
Less

Direct expenses of $50,000 (estimated)

Equals

Loss from sale of MSRs of $(800,328)

Various documents for the MSAC 2005 NC2 securitization were used to obtain the values
above including Bid Terms, Purchase Price and Terms Agreement, Prospectus and Supplement,
Pooling and Sale Agreement, Mortgage Servicing Rights Agreement. Sce Appendix C for
examples of reviewed documents,

3. Net Revenues from Warchouse Financing

Warehouse lending facilities allow loan originators such as New Century to maximize the
effectiveness of their equity capital by typically borrowing up to 98% of the UPB on readily
saleable mortgage loans (loans that have a firm commitment for purchase). As a result,
originators can typically originate many more loans with a warchouse facility. In many
situations, the warehouse lender may also be the ultimate buyer for many (or often all) loans on
the given warchouse facility. The buyers - either correspondent lenders like Wells Fargo or
other aggregators like Morgan Stanley — may use the warehouse lending period to further due
diligence the loans they have committed to buy and/or potentially manage the timing of a bulk
purchase to efficiently use their own capital and gain economies of scale.

Morgan Stanley provided New Century with short term financing of mortgage loans prior to the
loans being sold to an investor in the secondary market. Morgan Stanley derived Net Revenue
from its warehouse lending to New Century from three primary sources: interest income,
commitment fees and non-usage fees.'” The interest income is the balance of the collateral on
the line, the advance rate on the specific collateral (which is the percentage of the loan amount

¥ warehouse Financing Proposal Review - pages 4, 5 and 6 at MS01194074; Goodman Depo. at 21:24-23:25,

11
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that would be advanced to the originator™®) and the interest rate applicable to the line.
Commitment fees are upfront fees that New Century would pay to Morgan Stanley for seiting
aside a committed loan amount that New Century would borrow.”’ Commitment fees covered
the entire term of the warehouse facility — usually one year in duration., Non-usage fees were
charged in the event that New Century did not utilize the committed amount during a specified
time period.” Non-usage fees are calculated using the difference between a contractual
minimum percentage use of the comumitted line and the actual usage of the committed line
multiplied by the interest rate applicable to the line. Morgan Stanley’s Net Revenues would
reflect Morgan Stanley’s cost of providing the warchouse facility, referred to as its “cost of
funds.”

The Net Revenues from warchouse financing can be calculated as follows:

UPB of Readily Saleable Mortgage Loans (less advance rate haircut) * Days on warehouse
line/365 * Interest Rate charged New Century

Plus

Applicable fees (some payable up front and pro-rated over estimated borrower usage of the
warehouse line)

Less

UPB of Readily Saleable Mortgage ILoans (less advance rate haircut) * Days on warehouse
line/365 * Morgan Stanley cost of funds

Less

Direct expenses for managing the warehouse facility
Equals

Net Revenues from Warehouse Financing

Hilltop estimates the Net Revenues from warehouse financing to New Century in relation to the
MSAC 2005 NC2 securitization to be $1,969,979 as presented below:

$1,500,655,452 of UPB * 98% advance rate * 60 estimated days on warchouse line/365 *
3.00% Interest Rate charged New Century = $7,252,483

Plus

 Goodman Depo, at 22:8-16.
* Goodman Depo. at 24:1-5,
*? Goodman Depo. at 24:13-21.
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Applicable fees ($3MM pro-rated over estimated borrower usage of warchouse line — or 7.5
basis points per $ of borrowings) = $1,102,982

Less

$1,500,655,452 of UPB * 98% advance rate * 60 estimated days on warchouse line/365 *
2.60% Morgan Stanley cost of funds = $6,285,485

Less

Direct expenses of $100,000 (estimated)

Equals

Net Revenues from Warehouse Financing of $1,969,979

For the purpose of providing this exemplar calculation, Hilltop assumed all the loans in the
MSAC 2005 NC2 securitization were collateral on the Morgan Stanley warchouse financing
facility. We estimated the days on the warchouse line for the loans based on averages from
other warchouse lenders. We would expect to receive actual numbers through pending
discovery. See Appendix C for an example set of warehouse financing terms in Warchouse
Lending Agreements between New Century and Morgan Stanley, as well as Warehouse
Lending Summaries, from which we derived the values for the interest rate charged New
Century, the relative Morgan Stanley cost of funds and the resultant net spread of 40 basis
points, and the initial commitment fee of $3 million, which we amortized into income over
estimated $4 billion of line usage.”> We allocated the commitment fee over the estimated usage
of the line to allow us to apportion the commitment fee to the loan level (Fee per UPB §).

4. Net Revenues from Whole Loan Interest

After mortgage loans have been acquired by an investor such as Morgan Stanley, the loans are
deemed to be in portfolio (held for investment) or inventory (held for sale). Held for sale loans
are subject to the constant assessment of asset value and are subject to downward valuation
adjustments as necessary to reflect the lower of cost or market value. Held for investment loans
are not subject to the same mark to market scrutiny. While loans are in portfolio or inventory,
the owner of the loans has two sources of cash flow: (1) interest, which is the primary source of
income and (2) principal, which reduces the investment or loan balance as principal is received.
As long as a mortgage loan owner’s cost to finance a given loan is less than the interest rate on
the loan — as adjusted for applicable servicing costs — the loan generates interest spread income.

Many banks will keep loans in portfolio and finance the investment in the loans with low cost
deposits from bank customers or other low cost borrowings. Aggregators, such as Morgan
Stanley, will typically build an inventory of loans over short periods of time (usually 60-90
days) for the eventual sale to Fannic Mae or Freddie Mac or for securitization. During this

2 Warehouse Financing Proposal Review - page 3 at M501194074
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aggregation period, the overwhelming majority of loans would have been current (not
delinquent) — allowing the owner of the loans to generate attractive short term returns.

Morgan Stanley acquired newly originated loans from New Century and typically treated the
loans as held for sale and aggregated loans for eventual securitization over a 90 day period.*
During this period of ownership, Morgan Stanley received interest income from the underlying
borrower’s scheduled payments. Any principal received from the borrower’s payments would
have reduced Morgan Stanley’s investment in the loans.

The Net Revenues from whole loan interest income can be calculated as follows:

UPB * days in inventory or portfolio (from acquisition date to date transferred to a
securitization trust)/365 *Net Coupon (gross average interest rate charged to the borrower less
cost to interim service the loans)

Plus

Applicable fees (e.g., pre-payment penalties from borrowers)

Less

UPB * days in inventory or portfolio/365 * Morgan Stanley cost of funds

Less

Direct expenses to manage the investment of whole loans

Equals

Net Revenues from Whole Loan Interest

If Morgan Stanley did not purchase the whole loans from New Century, but instead only acted
as underwriter for a New Century issued securitizalion or provided warehouse lending to New
Century, this section would not be applicable to Morgan Stanley. Instead, only components
three (Warehouse Financing Net Revenues) and five (Other Fees or Revenues) would be

applicable.

Using the MSAC 2005 NC2 securitization as an example, Hilltop estimates the Net Revenues
from whole loan interest income to be $14,854,592 as presented below:

$1,500,655,452 * 90 Days in inventory/365 * 6.628% Interest Rate charged borrower Jess cost
to interim service (New Century) = $24,525,233

Plus

M Vanacker Depo. at 206:18-24 {testifying that Morgan Stanley generally held the loans purchased for around three
months prior to securitization),
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$0.00 Applicable fees (pre-payment penalties from borrowers)
Less

$1,500,655,452 * 90 Days in inventory/365 * 2.60% Morgan Stanley (cost of funds) =
$9,620,640

Less
Direct Expenses of $50,000 (estimated)

Net Revenues from Whole Loan Interest of $14,854,592

We estimated the number of days in inventory to be approximately 90 days by calculating the

difference between (1) the date of acquisition (January 28, 2005) by Morgan Stanley as

disclosed in the Purchase Price and Terms Agreement dated October 22, 2004 and (2) the date

of the securitization by Morgan Stanley (April 29, 2005) as disclosed in the Prospectus
Supplement for MSAC 2005 NC2. The net interest rate for the pool of loans is the gross

interest rate of 7.128%, as disclosed in the Prospectus Supplement (S-5), less the cost to service

the loans of 0,50%, as stated service fee in the Pooling and Servicing Agreement for MSAC

2005 NC2 (page 38 — Servicing I'ee Rate). The Morgan Stanley cost of funds was disclosed in

the Warehouse Lending Summary dated January 26, 2005. We assumed that no prepayment

penalties were earned and received in the 90 days — with no resultant Net Revenues realized by

Morgan Stanley. Actual information about such fees may indicate differently and would
therefore be included in the financial framework.

Various documents were used to obtain the values above including Bid Terms, Purchase Price

and Terms Agreement, Prospectus Suppleinent, and Pooling and Sale Agreement. See
Appendix C for examples of reviewed documents.

5. Other Fees or Revenues

The securitization process can lead to additional fees for investment banks who are mvolved

with the structuring and distribution of a security. These fees are typically for underwriting of
the security and the development and maintenance of financial instruments such as interest rate

caps or interest rate swaps that will protect the ultimate bond investors. These fees were
sometimes paid to entities that are affiliated with the issuer of the security.

The Net Revenues from Other Fees or Revenues can be calculated as follows;
Underwriting Fees

Plus
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Other Investment Banking Fees
Equals
Net Revenues from Other Fees and Revenues

Morgan Stanley appears to have earned underwriting fees associated with all the securitizations
they either issued (though an affiliated entity)} or securitizations issued by New Century. The
underwriting fee is typically priced as a % of the size of the underlying offering. In addition,
Morgan Stanley earned fees for providing financial transactions (interest rate caps and/or
interest rate swaps) on securitizations to ensure adequate cash is in a securitization’s structure to
provide payments to bond holders.

Using the financial framework to calculate Net Revenues for the MSAC 2005 NC2
securitization, we estitnate the income gained by other fees or revenues to be $1,412,443 as
presented below:

$1,454,885,000 of gross proceeds on bonds underwritten by Morgan Stanley * Underwriting
Fee of 0.05% = $727,443 listed in deal expense details on Flow of Funds for MSAC 2005 NC 2

Plus

MSCS Fee (Morgan Stanley Capital Services - for services provided in conjunction with
interest rate caps) of $685,000 listed in deal expense details on Flow of Funds for MSAC 2005
NC2

Equals
Net Revenues from Other Fees and Revenues of $1,412,443

Since these fees were paid by an affiliate of Morgan Stanley to an affiliate of Morgan Stanley,
the net effect to Morgan Stanley upon consolidation will be $0. If these types of fees earned by
Morgan Stanley were evident in a securitization issued by directly by New Century, there would
be no consolidation effect to Morgan Stanley and therefore a net gain to Morgan Stanley would
be realized.

Various documents were used to obtain the values above including Prospectus Supplement,
Pooling and Sale Agreement, and Flow of Funds spreadsheet. See Appendix C for examples of
reviewed documents.

Financial framework summary for MSAC 2005 NC2 is as follows, with Morgan Stanley realizing
more than $42.7 million in gains on a pool of $1.5 billion in New Century originated loans:
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Framework for Gain Quantification - MSAC 2005 NC2

Net Revenues on Sale of Bonds and Value of Retained Assets in the Securitization

Net Revenues on the Sale of Mortgage Servicing Rights

Net Revenues from Warehouse Financing
Assumes 60 days a1 3.00% Gross Rate and 0.40% Netto MS

Assumes $3VMM comniltment fee = .58 per dollar on line

Net Revenues from Whole Loan Interest
Past-acquisition of koan and pre-securitézation

Assumes 90 days at 6,628% Gross Colpon and 4.028% Net to MS

Other Fees or Revenues

Total
Total per UPB%

Gross Cost of Direct
Revenue ™ Revenues ™ Expenses Net Revenues
($ /% of UFB) {4/ % of URR) 1$ /% of UPB) {5 / % of UPR)

$ 1,560,863,645
104.0121%

3 10,504,588
0.7000%

$ 8,355,465
0.5568%

L3 24,525,233
1.6343%

$ 1,412,443
0.0941%

$ 1,605,661,374
106.9973%

$ (1,532,544,380)
-102,1250%

$ {11,254,916)
-D.7500K4

$ | 6,285,485}
-0.4188%

$ {9,620,640)
-0.6411%

0.00008%

$ {1,559,705,422)
-103.9399%

$ (3,057,491)

-0.2087%
$  {s0,000)
-0.0033%
$ (100,000}
-0.0067%
$ (50,000
-0.0033%
$ -
0.0000%

$ (3,257,491}
-0.2171%

$ 25,261,774

1.6834%
$  (800,328)
-0,0533%
§ 1,969,980
0.1313%
$ 14,854,592
0.9899%
$ 1,412,443
0.0941%
$ 42,698,461
2.8453%
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Calculating Disgorgement of Morgan Stanley’s Net Revenues to the Class

There are a number of ways to calculate disgorgement of Morgan Stanley’s Net Revenues to the Class.
Any method ultimately utilized will require a complete understanding of the Net Revenues realized on
any particular securitization and will apply some logic to the total Net Revenues we would calculate as
being derived from the Class loans at issue using the above financial framework for calculating Net
Revenues. The methods, as with the financial framework, are applicable whether New Century loans
comprised the entire securitization or a portion of the subject securitization,

Below, we propose two exemplar methods for determining the amount of Morgan Stanley’s Net
Revenues to disgorge to Class Members.

1. Utilizing all the Morgan Stanley Net Revenues associated with a securitization — whether issued
by Morgan Stanley or issued by New Century - and comparing the total Net Revenues to the
size of the pool of mortgage loans providing the collateral for a given security, we can calculate
the relative Net Revenues to the mortgage loan principal for the respective borrowers,
essentially at the loan Ievel.

For instance, if the total amount of the Net Revenues associated with the loans in the collateral
pool supporting a given security (for example: RMBS-1) was $25,000,000 and the size of the
collateral pool supporting RMBS-1 was $1,000,000,000 (UPB), the relative gain that Morgan
Stanley realized was 2.50% of every dollar in the RMBS-1 security. The financial framework
already recognizes all the direct costs associated with loans, such as purchase price of whole
loans (including the value paid for the servicing rights related to the mortgage loans in the
security), interest costs for investing in assets such as whole loans or warchouse loans, out of
pocket deal related costs for the securitization, and estimated direct costs to support the Morgan
Stanley lines of business. In this example, we would estimate for every dollar of borrower
indebtedness ($1.00), Morgan Stanley made approximately $0.025 in Net Revenues. Using this
method, to calculate the Net Revenues on any given loan, we would apply the 2.50% to the
amount of the loans (UPB) associated with the Class.

Using the Net Revenues from MSAC 2005 NC2, we would estimate that Morgan Stanley
realized 2.8453% of Net Revenue on every dollar of mortgage loans in the securitization — or
approximately $42.7 million on $1.5 billion. Loans associated with the Class are estimated to
be $5.7 million (UPB). As aresult, we would estimate Morgan Stanley realized Net Revenues
of $161,182 associated with the Class ($5.7 million in mortgages multiplied by 2.8453%).

2. Utilizing all the Morgan Stanley Net Revenues associated with a securitization — whether issued
by Morgan Stanley or issued by New Century - and comparing the relative size of the Class
represented in the securitization to the total size of the pool of mortgage loans providing the
collateral for a given security, we can calculate the relative Net Revenues fo the subset of the
securitization associated with the Class.

For instance, if the total amount of the Net Revenues associated with the loans in the collateral

pool supporting a given security (for example: RMBS-1) was $25,000,000, the size of the
collateral pool supporting RMBS-1 was $1,000,000,000 (UPB), and the relative size of the class
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within the total pool of loans is $200,000,000 (UPB), the relative gain that Morgan Stanley
realized that was associated with the Class was 20% of every dollar of Net Revenue associated
with the RMBS-1 security. The financial framework already recognizes all the direct costs
associated with loans, such as purchase price of whole loans (including the value paid for the
servicing rights related to the mortgage loans in the security), interest costs for investing in
assets such as whole loans or warehouse loans, out of pocket deal related costs for the
securitization, and estimated direct costs to support the Morgan Stanley lines of business. In
this example, we would estimate Morgan Stanley realized Net Revenues of $5,000,000
associated with the Class by applying the 20% to the total gain amount of $25,000,000.

Using the Net Revenues from MSAC 2005 NC2, we would estimate that Morgan Stanley
realized approximately $42.7 million on $1.5 billion. Loans associated with the class were
estimated at 0.378% of the total securitization. As a result, we would estimate Morgan Stanley
realized gains of $161,406 associated with the Class — $42.7 million multiplied by 0.378%.

Either allocation method will result in materially the same amount, especially after rounding all
decimals to the same number of positions.
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Conclusions

Hilltop has developed a financial framework to calculate the Net Revenues that Morgan Stanley
realized from the relationship it had with New Century.

This financial framework captures the various sources of Net Revenues Morgan Stanley
realized from warehousing lending to securitization of New Century loans.

The sources are (1) Net Revenues on sale of bonds and value of retained assets, (2) Net
Revenues on the sale of mortgage servicing rights, (3) Warchouse financing Net Revenues, (4)
Whole loan interest income, and (5) Net Revenues from other fees and revenues.

The financial framework can be utilized for all securitizations issued by Morgan Stanley that
contained New Century loans, inchuding securitizations that contained a mix of New Century
loans and loans originated by other lenders. The financial framework is standardized such that
it doesn’t need to be altered for any particular securitization.

The financial framework can also be applied to situations where New Century issued the
securitization and investment banking services such as underwriting and deal structuring or
where Morgan Stanley provided warehouse lending of New Century loans that ultimately were
pot securitized by Morgan Stanley.

For the purpose of this report, we have not performed actual calculations of Morgan Stanley’s Net
Revenues. Once Morgan Stanley produces the financial statements requested in discovery, such
calculations can be made.

The use of detailed, auditable financials i.e. profit and loss or Net Revenues information will
allow us to make more precise calculations based on the financial framework.

The information requested in discovery should be applicable to both Morgan Stanley issued
securitizations and New Century issued securitizations,

Once comprehensive financial information is gathered and used within the financial framework, we can
utilize various methods for how the calculate the disgorgement of applicable Net Revenues to the Class.

Net Revenues can be calculated at the loan level based on gain per dollar of UPB, or

Net Revenues can be calculated at the geographic subset within a pool of loans.
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Limitations

Morgan Stanley has yet to produce documents such as financial profit and loss statements in response
to outstanding discovery. Thus, for the purpose of this report, Hilltop was not engaged to nor did it
conduct an audit of the financial results of Morgan Stanley or any business segment. No detailed test
work or any independent audit assessment was completed of Morgan Stanley’s financial statements in
accordance with generally accepted auditing standards. Fair market values are noted m this report for
example purposes only as Hilltop did not complete a valuation of any assets noted herem, in
accordance with AICPA’s valuation requirements.

Once Morgan Stanley produces the financial statements requested, review of such information may
require changes to the above financial framework. However, based on our expertise and our review of
the types of documents described in Appendix C, the above financial framework captures Morgan
Stanley’s Net Revenues realized from its relationship with New Century (assuming there are no other
business transactions and/or fees earned by Morgan Stanley).

We did not have any communications with Morgan Stanley regarding the revenues, expenses and
elements of revenue related to the New Century transactions. Our comments and the fmancial
framework for calculating the financial results are limited to our observations of the documents and
depositions reviewed.

All procedures were performed on or prior to June 25, 2014 and as a result, comments, observations
and conclusions are limited to information provided to Hilltop on or prior to that date.

Respectfully submitted,

Joffr A

Geoffrey A. Oliver Dated: Junc 27, 2014
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Appendix A

Geoffrey A. Oliver CPA, C¥F, CMB

Professional Experience

The Hilltop Companies CEC 20665 - Present
BearingPoint, Inc. Managing Director/Practice Lead 2001 - 2005
KNG, LLP Pariner/Practice Lead 1976 - 2001

Geoffrey A. Oliver (Jeff) is the founder and CEO of The Hilitop Companies, LLC.

The Hilltop Compantes sre fornsed on banking, reaf estate, lending, losn servicing,
mortgage banking (residential, multifomily and commercial) and overall eapital markets
activities invelving such assets. Further, Hitltop Government Solutions, LLC is focused on
providing services fo those governmmental agencias thaf provide divect lending, loan credst
gnarantees of mortgage insurance, sell mudfor seciwitize such assets, and/or repulate the
fiancial services business.

As an active CPA, suditor and consultant, Jeff 15 involved m each of the above bismesses
in providing Financial Services, Real Estate and Government financial seetor consulfing,
financial statement / complirnce auditing and full service accounting, anditing, tax, payroll
and manaperment sorvices o oor chents.

During his first 28 plus years, Jeff held several National Practice Leader roles while at
EPMG and BearingPoint. He had responsibility for the Lending & Leasing Team Jeader
{(Comsumer and Commercial), Morfpage and Stractured Finance practice, Bank Repulatory
practice, Homebuilder segment of the Real Estate practice and the Credit Asmiysis
practice.  Jeff was the lead Managing Director for the Freddie dac-BeartngPord
relationship from 2002 to 2005. The Freddie Mac account services feam grew fo 450
consuftaits on site and BearingPoint was Freddie Mac’s largest consuitaney by early 2005,

The Mortgage Bankers Assoctafion {the national trade group) las recogized Jeff for his
leadership and experience frough his Cerhified Modgape Banker (CMB) designation. He
15 & frequent speaker st industry conferences on topics incloding acoounting/ruditing
issues, risk mansgement, frand ivvestigations, repulatory comphiance, finanrial reporting,
and profit improvenient. He is a fegtured woiter in many of the mdustry’s trade periodicals.
Many of the industry’s leading companies are among his references.

Finance, Accounfing, Auditing and Regulatory Experience

As a practicing CPA, Jeff provides accounting advisory services (accounting pohiey and
technical intespretation), acc&mﬁngf audit dispute resolution, and other comphanee audit
activities. He is reguiarly mvolved m client M&A and finance transactions. Jeffis very
active i the bank, lending and servieing repulatory compliance areas and leads numerous
engapements m these areas.
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A= a senior partner in the KPMG s Financial Services Accounting/Andit practice, Jeff was
the Firm's expers on credit and mortegage banking subject mafters, including helping with
responses fo the FASE, AICPA, PCAGE, elc. Jeff was involved in the KPMG audils of
many large clients (banks/credit unions, morpage, real estate and Federal agencies):

Fannie Mae - audit Freddie Mac — restaterment consuitant
Ginnie Mae - lead partner FHA — SME pariner

Wells Fargo Mortpage - techmical assist  GE REIT - lead partaer

GE Mortgage Services — lead partner Citidortgage — tochntes] assist

Old Kent Bank (now Fifth Third) - lead Fleet Mortesge (now BeA) - techinicsl assist
Ameriean Security Bank (now BoA) - lead NS&T Bank (now Wachovie) — lead pariner

NVR Homes —lead IDI Development

Clover Development Guliedge Mnltifamily Development

State Department FCU — lead Agpricviture Depariment FCU - lead Pentagon
FCU - lead James Madison Bank

American Securily Bank NSET Bank

The MORPRC and MORSERV benvhmarking studies were created/manaped by Jaff™s
tearn. These industry leading surveys were focused on lender and servicer performance
messurement studies {(operations benchmarking, unif cost, and profitability).

Regulatory Compliance

Jeff hos been in the regulaiory enviromment with his bank, credit nmon snd mortgape
ciients for his entive career, Hilltop eontinees to do extensive work in the repulatory arena,
especially providing comphiance audit services and “get ready” for the regulater efforts.
Remediation services and responses fo supervisory fetiers and consent orders have also
been a major component of the services provided fo regulaied clients. Regulatory
compliance engagements inclunde sssisting clients with the understanding of the
regulationy, their processes/policies to comply with such, and mitigation efforts shonld the
client already be in nonicomphiance. Such enpgagements have been completed both prior to
andfor after & regulatory exam. Jeff's sigmificant involvernent with client’s repulatory
efforts and their repulators — FDEC, OCC, OT8, NCUA, HUD, OFHED, efc. —has helped
him gain respect fiom the repulafory commmmity. He has assisted the Federal Financial
Tustitafions Examinefion Conacil with traming for thetr examiners. Jeff was formesly chair s
of the MBA’s Infernal Audit Quality Controf Commuttee. He was fhe primary suthor of
the MEA"s current Ui form Servicing Attestation Program (USADPY which 1s & single audit |
coneept used by auditors in the U_S. to attest to the loan servicer”s compliance with certain
fpan servicing condract investor requirements.

Risk Management Experience

Jeff has led many enterprise risk assessments amd remediation enpagements relating to
enterprise-wide risks including eredit, fraud, operations, financial statemnent, intersst
rate/prepayment, technology and other risks. His expertise meludes the assessment,
detection and mitipation efforts related to such risks. Example engagsinents include
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assessing nperationsl risks (backlogs, data management, snd system refiance), hedging and
secondary market process risk, fraud risk volneratility, credit analytics {lomn loss
pmvistoning, forecipsure and recourse risk loss analyses), and financial satement conbrols

'

Mortgage Banking, Lending & Loan Servicing Experience

Jeff hias sipnificant engagement expenience i all facets of the credit cycle — oripination,
sales and securitization, and loan servicing. He has led nomerons terms in assessing
mortpage banking operations for regulatory complianes, acquisition, managemant
performance reviews, risk level assessients (especially in the eredit snd default areas),
and overall operational effectiveness/eost efficiency.

Lending engagements have included, but are notf limited o, the following:
» Loan portfolic reviews — doruments, eredit underwriting, Ioss and prepayment
estirmmies, vakuation, sle.
s Underwriting assessinent of policies, processes, tools and the number of
“tomchies” (handoff between involved parties) :
Repnlatory comphiance — CRA, Fair Lending, Disclosures, Doenment compliance, efe. i
QU ~ post closing audiis
Single andits for investor comphiance j
Morpage frand assessments
Benchmarking lonn production costs and effiviencies !
Vendar selections — technology, outsomreing for overslt losn production
Loan production operations capebility for prime, subprime, FHA/VA and CRA
Competitive product snd pricing analyses ’
Warket penetration studies — identification of new markets, products
Branch quality assessments
Loan officer production Iavel and quality assessments
Secondary Marketing - risk assessments of loan sales
“Best Execution” on szle of lozns
Hexge and Pipeline risk manapement and effectiveness, tools and techoology
nESessments
s Lean origination system applicalion assessments — selection, business
regquirements, market analysis, workfow effechvensss, eie.
» Reengineering of business processes across entire lending business

% & % 8 & & ¥ & & & & ¥ B &

Drefruli Menagement engagements have includad, but are not limited to, the following:

* Review policies, processes and regulaforyinvestor complisnce for various
areds:

Laoss ptigation

Chaghiering

Collections

Foreclosute

Baunkmptey

Q00000
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REO managementidisposition
MRV caleplations for best execution
Short sele dead in Heu and other fovecloswe alternatives
Review advances made by servicer (P&T, T&T, Foreclosure and
Property Preservation, Replacement Reserves)
¢ Calculating and iracking sesvicer advances aud foreclosre losses
wneuered. ste.

» Review delinquency reporting completeness, report acouracy, and frend

gualyses

Review of foreclosure claims made fo insurers

Review of reimbursement clayms made o investors

Review of acconating for all advaneces, property preservation cosfs, ete.

Qoo

Gither Inan servicing engagements have meluded, but aie not limited {n, the fellowing:
+  Assess Cusfomesr Service effectiveness and call cenfer operabions
» Provide reconcilintion assistance in invesfor reporiing and accomting
Review FNMA/FHLMC shortage surplus reconcthations and tests of expected
B&l ,

+ Provade reconrilinfton of investor trust accounts

» Review finctional servicing cost and severne for residential mortgage

»  Conspmer, wlti-family and eommeretal loan servicing porifolios and cosnpare
to andusity benchmarks fo evalaate servicinp quatityeost efficiency

»  Eeview the ancillary income sowrces and defermine on-poing viability of this
revente stream

s Review custodial accounts {principal, interest, taxes and tnsurance] hank
account reconeilintions for fimely preparation and resohition of reconciling
items

+ Review processes, policies and procedures for escrow soanagsment - taxes md
inemance, eaerow analysis, completion eserows, ete.

» Review mest recent imvesiorfregulatory audit reports and evalunte defictencies
and other matters communicated in such

+ Review terms of servicing agreements for confinpgent lishihities — recourse,
repurchase, indemmifications, efc.

s Loan servicing system assessments — selection, business requirements, market
anatysis, workflow effeciivenass, ete,
Mortgage fraud assessments

s Repngineering of business processes acmss sntire servicing business

Commercial Bank, Business Lending. Multifamily {.ending, Commercial
Real Estate Finance and Other Lending Experience

Jeff has significant bank sudit experience in afl aspecis of commercial lending —
commereial, multifamsly, real estate, land, ADC, warchousing/fieor plans, refail,
hespitality and other conumereial lending areas. He has performed mumerous financial and
complinnee andits, loan reviews, document reviews, ALLL analyses, and valuations of
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these types of loans. Jeff has worked with mmercus banles and their anditors/bank
examiners in assaasing the lending/eredit provess, the controls, and fhe detailed credit
risk/allowensce requiremients for commercial Ioan portfolios. Assessing credif loss
exposure within conunerciabmultifanyly loan portfclios has been completed oo an average
of 35-45 engapements per year.

Teff aiso is very well recognized in the multifernily lending srens (engagements over his
career inclide many of the Top 20 cemmercial / multifamily lenderfservicers, HUD,
Faanie Mae and Freddie Mac). Cradif evaluations snd document complisnee have been
the primary focus of many engagements in this arenn. Lending apd loan servicing
processes have also been eveluated for efficiency and compliance with regulatory and
investor reqoirements.

Related engapements inchude, bul are not limited to, the following:

s Comnercial loan portfolio reviews — doctnents, credit vaderwriting, loss and
prepayment estimates, valuahion, credif rafings, repulatory compliance, ete.

s  Repulatory compliance audits for Banks — CRA, Fair Lending, Diselosures, Document
compliance, etc.

+ Single audits for investor compliance with CMBS securities

* Benchmarking bank operating costs and efficiencies

»  Condncted audits of conunercial and multifamily real estate propertios and the
refated patinerships

+  Veador selections — technology, cutsourcing for overall loan production

Capital Markets and Derivaiives Experience

Jeff has been involved in many secondary and capital markets enpagements mvolviog the
fixed income and ssset-backed copital markets (MBS, ABS, CMBS, and CDCO/CLOS).
Jeffhas significnnt engagement experience with assef secunitization and understanding the
derivatives that have svolved/besn used in the mortgape and asset-backed secwitization
marketplace. He has been involved in modeling, due diligence, comfort leter 1ssuatce,
trustee sudits, vompliance efforts, efe , with respect o vanons securifizations. He has
consulted on hedping fechniques, frading loans and securities, creating cngoing risk
monitoring securitization transections, pooling and servicing acreement camplisnee and
Reg AB compliance, assessing securitization toolsfechnologies, and valuation of assets
{whole loans, secinttes end devivatives). Faff was the Natronal Lead Partner of the KPMG
Structured Finance Group which handled sli asset securitization fransactions and valuation
for KPMG cltents.

Capitat Merkets engapements include, bt are ot lunited fo, the following:

Reviewing securitization docoments for completeness and accuracy

Raview and esseszment of compliance with PRA/sectwitization requiremerds
Risk assessment of secaritized instruments

Review of the performanee of underlyving assefs supporting a secwrifization

2 & B &
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Financial Advisory - Transaction Management & Valuation Experience

Toff bins led many financial advisory, aad merpers and acquisition engagments for wany
of the Top 100 banks, mortgage companies, homeboilders, REITS and consumer Hianee
companies. He hag avsisted sellers, buyers, and finnnciers of such transactions. Jeff has led
several fnancial advisory engagements for many of the government agencies that dispose
of assels such as HUD, Ginnge Mae, FDIC, and SBA. He lad the “design, avchileciass and
build™ of an slectronic suction webuite/lrowser tost {hist was being vsed snecessfilly in
maery asset dispositions by Federal spencies. Jeff has Ted the valuation efforts for many
acquisition and bank financmg teansactions, including loans, securifies, dervntives,
morfpage servieiap assets and whole asterprises.

Government Agency Experience

Jaffhas had both andit and consulting engapements with varions povernment agencies and
GSEs. His audit experience includes leading the Fannie Mae and Ginnie Mae audits for a
aumber of years. He has assisted Ginnie Mae, FDIC, RTC, Diepartment of Edveafion and
the SBA with assel sales as a financial advisor. Jeff has had consulting enpagements with
Fannie Mae, Gingie Mae, Freddie Moo, FDIC, RTC, OCC, HUD, FHA, and SBA
involving siretegy, industry pnalysis, compliance issnes, new regulations, and program
operations.

Education, Designations and Profuszions] Orgapivatious

Toff revetved a Bachelor of Science degree from Grorgetown University in Accounting &
Financa. Jeff is a Certified Public Accountant, Commonwealth of Virginia Hebas s
Certification in Financial Forensics {forensic acconnbng and fiaud detection). Heisa
Certified Mortezage Banker He is very active with the vanous MBA. commitfess such as
MBA’s Financial Management snd Quality Assurance Commitiees.

Jeff is on the Advisory Board of the McDonough School of Business at Georgetown
University. He has been an adjunct Professor of Corporate Finance and Financtal
Statement Analysis for Geergeiown University.
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Appendix B

LIST OF FUBLICATIONRS

1

10,

1l

Geofirey A. Oliver, Loor Modifications and Troubled Debt Restructuring — A New Set of
Challenges with the dilowarice for Loon and Lease Losses (ALLL), 2009, available at
http:fhilltopadvisors. comfiles/New Challenges with the Allowance for Loan snd Le
ase Losses 2-20-00.pdf.

Geoffrey A Oliver, Changing the “Game Plan* Loan Loss Mitigation, Default
Adminisivation and Aceounfing for Eoan Losses, 2003, awailable at
bttp:/Miltoprdvisors.com/files/

Loss Mifigation - Financial Risk Perspective 2-24-09.pdf.

Geoffrey A. Oliver, et al, Profitable Servicers In The New Millennim, 51 MORTGAGE
Banking, June 2001, nwuher 9, ot 32,

Geoffrey A. Oliver & Bernadelte Kogler, Boosiing the Refurn on Servicing, 50
MORTGAGE Bangig, Feb. 2000, No. 5, st 60

Geotfrey A Chver & Lawia McDonald, What Dvives Servicing Profits?, 58 MORTGAGE
Bargme, June 1998, number 5, issue B, at 38,

Geoffrey A Oliver, The Lending Strategies That Work Best Sirike 4 Balance Between
Starts, Servicing, 162 AMBRICAN BANKER, April 28, 1997, 1ssue Z, &t 20.

Geoffrey A. Gliver, Outdated Strafegies Holdig Back Retail Londer, 162 AMERICAN
BANKER, April 25, 1997 munber 79, 155ue 3, at 9.

Geoffrey & Oliver & Laura McDonald, Nonfraditional Channels Also Feeling Profit
Pinch, 161 AMERICAN BANKER, Cel. 9, 1996, number 194, issue 1 at 13,

Geolffrey A Cliver & Lanra McDionald, Originations: Cost Held Study In ‘05, But
Income Fall, 161 AvFERicAN Banker, Oct. 3, 1996, sumber 190, 1ssue 1, af 13.

Geoffrey A Oliver & Laura McDanald, For Servicers, Bigger In't Ahways Better, 161
AMERICAN HANKER, June 13, 1926, momber 113, issue 1, af 144

Geoffrey A. Oliver & Lawra McDonald, For Top Servicars, Revenue Counts More Than
Cost, 161 AMERICAN BANKER, Jine 13, 1996, number 113, ai 1A

12, Geoffrey A. Otiver, ef al., Rosy Rasulls in Servicing, 56 MORTGAGE BANEING, June 1996,

13.

14

number 9, issue 7, st 45,

Geoffrey A, Oliver, Tha Price Is Right ... Or Is I, B8 A5 A BANKING JOURNAL, April
1996, mumber 4, issue 3, 2t 46,

Geoffrey & Qliver & Bernadette Kopler, Building 4 System To Manage Your Servicing
Assefs, 161 AMERICAY BaNkER, March 22, 1996 number 40, at 11,
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15. Geofitey A. Ofiver & Bernadette Kogler, New Accownting Standard Highlights Servicing
Risks, 161 AMERICAN BAWKER, March 21, 1996, mumber 55, 1ssue 1, at 11.

16. Genfivey A Oliver & Lowell Alvom, Techrology Frvestments Don't Guaranteg Gains,
161 AsdEnacan BAWKER, Feb. 29, 1994 number 40, isgue 1 aft 11A.

17. Geoffrey A Ofiver & Laura L. McDonald, Benclmarking The Business, 55 MORTGAGE
Bawgmie, Oct. 1995, number 1 issoe 7, & 141

18. Geoffrey A Otiver & Pefer Fitzsinunons, New Accownting Rules Shouid Frompt A Close
Look At Farming (ut Servicing, 160 AMERICAN BANKER, Sept. 28, 1295, nuniber 187,
igsue § st 8.

15. Geoffroy A, Dliver & Peter Filzsimimons, dccoumting Change Puis Servieing In New
Light, vol. 160 AMERICAN BANKER, Sept. 26, 1995, mumbar 185, ssue §, at 11.

20. Gepifrey A. Oliver & Laura L McDonald, Servicing's Numbers Game, 35 MORTGAGE
Barane, Jone 1995, aumber 9, issue 7, at 10

21. Geoffray A. Oliver, et. al | Making Mevgers Pay Off Means Getting The Parts To Mesh,
160 AMERICAN BANKER, May 25, 1995, number 100, tssus 1, atd3.

22 Geoffrey & Oliver, et. al, dcquisition st Stavts The Job Of Making A Mergar Wortk,
160 Averican BANERR, May 24, 1995 number 99, issue |, at 11,

23. Geoffrey A Oliver & Michaela A Albon, Trwth-Tn-Landing Needs Close Attention, 160
AMERICAN BAWKER, Jan. 24, 1995 mumber 15, issue 1 af 15,

24. Geoffrey A. Oliver & Michaels A. Albon, HUD Esevow dccouniing Bula Contatys Pitfatls
For Lenders, 160 AMERICAN BANKER, Jan. 23, 1995, pumber 14, ssue 1, at 12,

25 Geoffrey A Olver & Regina J. Reed, The Ups And Dowas Of Production, 35
MORTGAGE BANEDRH:, Dot 1994, pmniber 1, 1ssue B, af 70.

26. Genffrey A Oliver, of. al | Charting The Two Palhs To Profitability, 159 AMERICAR
DANKER, Sepf. 13, 1994, munber 176, issue 2, af 1.

27. Geoffray A. Oliver & Michael F. Hom, Finding The Right Balance Between Risks And
Reowards, 139 AMERICAN BAWEER, Sept. 12 1994, munber 175, 1ssue 2, af 12

28. Geoffrey A. Oliver & Repina J. Reed, Fallying Up Servicing Performance In 1993, 54
MORTEAGE BANKING, June 1994, number &, issue 8, at 12,

25 Geoffrey A Oliver & David C. Hisey, How To Build Moripage Banking Business, 85
Ana Bangnec JOURNAL, Mov. 1993, mamber 11, issue 3, at 103

30, Geoffrey A. Oliver & Repina J. Reed, The Parils And Frofits Of Production, 54
MORTGAGE BawinG, Oct. 1953, number 1, issue 4, af 159,
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31. Geoffrey A Oliver & Michael F. Hom, The dccounting Has Shifted For Servicing
Rights, 158 AMERICAN BANKER,, Rept. 29, 1993, number 187, wssue &, at 11,

32. Geoffrey & Oliver & Regina J. Reed, How Do You Mensure Up?, 53 MORTGAGE
BANEING, Junie 1993, number 9, 1ssus 5, at 28.

33. Geoffrey A Oliver & Regina J. Reed, Dabunking Some Production Myths, 53
MORTGAGE BANKmG, Dec. 1992, number 3, issus 4, at 49.

34. Geoffrey Oliver & Regina I. Reed, Apples To Apples, 52 MORTGAGE BANKING, Sept.
1992 mumber 12, 1ssue 4, af 52,
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Appendix C
Documents reviewed included the following (see MCAS 2005 — NC2 Documents as examples)

¢ Prospectus Supplements

¢ Underwriting Agreements

¢ Purchase Price and Terms Agreements

» Flow of Funds worksheets

¢ Pooling and Servicing Agreements

s Mortgage Servicing Rights Agreements

» Morgan Stanley and New Century Securitization inventory (2002-2007})
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Independent Accountant's 2005-HES MS00054286
S Trade Log MS01261189
Pooling and Servicing 2005-HES MS00054386
Pooling and Servicing 2007-NC4 MS00444384
Prospectus 2005-HE6 MS00052068
Prospectus 2007-NCA MS00443081

Trade Ticket

NC_ADKINS_DEFENDANT_D002657N

Underwriting 2005-HEG

MS00053801

Underwriting 2007-NC4 MS00443916
Vanacker FHFA Deposition Day 1 MS01260650
Vanacker FHFA Deposition Day 2 MS01260975
Deobrah Goodman Ematl 2/13/07 MS501235617
Steven Shapiro Emall 3/4/07 MS00081922
NC Warehouse Financing Proposal Review September 2004 MS00834907
Oren Erfrati Email 6/24/05 MS00984304
Subprime Warehouse Lines February 13, 2007 MS01235619
SPG Warehouse Lending Group Procedures Manual M501239792
Exhibit 3 to Kaplan Deposition - Purchase and Warranties Agreement MS00033577
Goodman 3/7/14 Depo with Exhibits

Vanacker 3/12{14 Depo with Exhibits

MS Relationships MS00005056
Cadwalader CD TOC 2005-NC2 MS00037133
Cadwalader CD TOC 2006-HES MS00056148
2004-HEG P&S Agreement MS00101546
SubPrime Process MS00121501
2004-NC1 P&S Agreement MS00239150
NC Requested Infq. MS00240698
2005-NC2 P&S Agreement MS00305695
2007-HE2 P&S Agreement MS00435603
Cadwalader CD TOC 2007-HE2 MS00437404
Cadwalader CD TOC 2007-NC2 MS00437413
2007-NCA P&S Agreement MS500444384
2005-HF1 P&S Agreement MS00879875
Requested Commitment MS00890509
M3 Relationshlp MSD0BS0920
NCFC Warehouse Financing Proposal Review 1/26/2005 MSOL194074
NCFC Warehouse Financing Proposal Review 11/16/2005 MS01246868
Cadwalader CD TOC 2005-HEL MSO1870181
Cadwalader CDTOC 2005-HE2 MS501873984
2003-NC1P&S Agreement M502036127
2006-NC5 P&S Agreement MS02069580
2006-HEG P&S Agreement MS(02436580
MS Production of P&Ls, Flow of Funds, and other revenue documents MS02696840-MSO2697022

PPTAs

MS01895205, M502500756,
MS01885591, M501615358

Defendants’ Written Respenses and Objections te Plaintiffs' Notice of 30(b){5) Deposition and Request for the

Production of Documents Regarding Defendants’ Corporate Organization N/A

Servicing Rights Terms Agreement MS02668226
MSAC 2005-NC2 - 01-00 - Prospectus MSO0034800
MSAC 2005-NC2 - 01-00 - CD Table ¢f Contents MS00037133
MSAC 2005-NC2 - 02-00- EDGAR Conf. MS00035123
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MSAC 2005-NC2 - 02-00 - Transaction Title, Table of Contents and Key MS00037125
MSAC 2005-NC2 - 03-00 MS00035126
MSAC 2005-NC2 - 04-00 MS00035452
MSAC 2005-NC2 - 05-00 - Underwriting Agree ment MS00035464
MSAC 2005-NC2 - 06-00 MS00035485
MSAC 2005-NC2 - 07-00 M500035494
MSAC 2005-NC2 - 08-00 MS00035502
MSAC 2005-NC2 - 09-00 M500035511
MSAC 2005-NC2 - 10-00 MSO35707
MSAC 2005-NC2 - 11-00 MS00035715
MSAC 2005-NC2 - 12-00 MS00035718
MSAC 2005-NC2 - 13-00 MS00035720
IVISAC 2005-NC2 - 14-00 MS00035722
IMSAC 2005-NC2 - 15-00 - P&S Agreement MS00035725
MSAC 2005-NC2 - 15-01 - Mortgage Loan Schedule MS00035858
MSAC 2005-NC2 - 15-02 MS00036188
MSAC 2005-NC2 - 15-03 MS00036151
MSAC 2005-NC2 - 15-04 MSCCC36185
MSAC 2005-NC2 - 15-05 MS00036211
MSAC 2005-NC2 - 15-06 MS00036214
MSAC 2005-NC2 - 15-07 MS00036224
MSAC 2005-NC2 - 15-08 MS00036233
MSAC 2005-NC2 - 15-09 M500036242
MSAC 2005-NC2 - 15-10 MSO0036252
MSAC 2005-NC2 - 15-11 MS00036256
MSAC 2005-NC2 - 15-12 MS0036260
MSAC 2005-NC2 - 15-13 MS00036266
MSAC 2005-NC2 - 15-14 MS00036268
MSAC 2005-NC2 - 15-15 MS00036276
MSAC 2005-NC2 - 15-16 M3500036279
MBSAC 2005-NC2 - 15-17 M5000356283
MSAC 2005-NC2 - 15-18 MS00036286
MSAC 2005-NC2 - 15-15 MS00036288
MSAC 2005-NC2 - 15-20 MS00036291
MSAC 2005-NC2- 16-00 MS00036297
MSAC 2005-NC2 - 16-01 MS00036300
MSAC 2005-NC2 - 16-02 MS00036308
MSAC 2005-NC2 - 16-03 MS00036320
MSAC 2005-NC2 - 16-04 MSOC036325
MSAC 2005-NC2 - 17-00 MS00036327
MSAC 2005-NC2-17-01 MS00036329
IMSAC 2005-NC2 - 17-02 MS00036341
MSAC 2005-NC32 - 17-C3 MSC0036349
MSAC 2005-NC32 - 18-00 MS00036351
MSAC 2005-NC2 - 18-01 MSO0036353
MSAC 2005-NC2 - 18-02 M500036393
MSAC 2005-NC2 - 18-03 MS00036395
MSAC 2005-NC2 - 18-04 M500036339
MSAC 2005-NC2 - 18-05 MS00036403
MSAC 2005-NC2- 18-00 MS500036408
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MSAC 2005-NC2 - 19-01 WMSO036410
MSAC 2005-NC2 - 19-02 MS00036414
MSAC 2005-NC2 - 19-03 MS00036429
MSAC 2005-NC2- 19-04 MSDD036456
MSAC 2005-NC2 - 20-00 MS00036458
MSAC 2005-NC2 - 20-01 MSD0D036GAG2
MSAC 2005-NC2 - 20-02 MSOO036467
MSAC 2005-NC2 - 20-03 MS00036490
MSAC 2005-NC2 - 20-04 MS00036493
MSAC 2005-NC2 - 20-05 MS00036496
MSAC 2005-NC2 - 21-00 WMSO0036499
MSAC 2005-NC2 - 22-00 MS00036505
MSAC 2005-NC2 - 23-00 MS00036508
MSAC 2005-NC2 - 23-01 MSD0D36522
MSAC 2005-NC2 - 23-02 MSD0036525
MSAC 2005-NC2 - 24-00 MS00036528
MSAC 2005-NC2 - 25-00 MS00036533
MSAC 2005-NC2 - 26-00 MS00036536
MSAC 2005-NC2 - 27-00 MS00036542
MSAC 2005-NC2 - 28-00 MS00036548
MSAC 2005-NC2 - 29-00 MS00036553
MSAC 2005-NC2 - 30-00 MSO0036558
MSAC 2005-NC2 - 31-00 MSO0036566
MSAC 2005-NC2 - 32-00 MS00036568
MSAC 2005-NC2 - 33-00 MS00D036577
MSAC 2005-NC2 - 34-00 MSO00036586
MSAC 2005-NC2- 35-00 MS500036595
MSAC 2005-NC2 - 36-00 MS00036604
MSAC 2005-NC2 - 37-00 MSOO036613
MISAC 2005-NC2 - 38-00 MS00036617
MSAC 2005-NC2 - 39-00 MSO0036620
MSAC 2005-NC2 - 40-00 MS00036624
MSAC 2005-NC2 - 41-00 MS00036948
MSAC 2005-NC2 - 42-00 MSC0036953
MSAC 2005-NC2 - 43-00 MSO0036969
MSAC 2005-NC2 - 44-00 MS00037113
MSAC 2005-NC2 - 45-00 MS00037117
MSAC 2005-NC2 - A6-00 MS00037123
MSAC 2005-NC2 - Successor Servicer Side Letter Agreement (draft) MS01735537
MSAC 2005-NC2 - Bid Terms {finzl) M50188579L
MSAC 2005-NC2 - PPTA (draft) 502475348
MSAC 2006-NC2 - Side Letter Agreement (executed) MS02616310
MSAC 2005-NC2 - Side Letter Agreement (executed) MS02616314
WSAC 2005-NC2 - Mortgage Servicing Rights Agreament MS02618453
MSAC 2005-NC2 - Signature Page to Mortgage Servicng Rlghts Agreement MS02618513
MSAC 2005-NC2 - Flow of Funds V502696849
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PROSPECTUS SUPPLEMENT
{(To Prospectus dated February 17, 2005)

$1,454,885,000
Mortgage Pass-Through Certificates, Series 2005-NC2
Morgan Stanley ABS Capital I Ine. Trust 2005-NC2

1ssuer
Morgan Stanley ABS Capiial T Ino.
Depesitor
Countrywide Home L,oans Servicing LP
Seryiper
HomEq Sorvicing Corporation

Servicer
Tha foflmwing elnvsus of sprihicates Are belug offered pursuent fo ots prospecins supplement and the accompanying
prospreetus:

Cluss Original {inus Cortifieato Belsnac Pagp=Through Rele
Claga A-1s5 £273,920,000 Variabis
Class A-1mx § 68,481,600 Variahie
Class A-28r% $235, 870,000 Variahia
Class A-2mne § 58,968,000 Varfable
Class A«Ja $315,000,000 Yariable
Ciasy 430 $109,580,000 Varisble
Class A-30 § 92,500,000 Yariabia
Ciass &-3mz b 57,454,000 Variabio
Class M-1 & 48,771,000 Variahie
Clegs M-2 # 44,269,000 Variabio
Class M-3 § 24,761,000 Variabia
Class M-4 & 27,012,000 Variahla
Class M-5 ¥ 23,200,000 Varinlie
Clags M-G % 22,510,000 Variabis
Clgss B.1 & 15,758,000 Vartable
Classe B-2 ¥ 17,258,000 Variahle
Class B-3 § 16,507,000 Yardaple

The traet fund —

You should read the seetion
entitled “Rigk Factors" starting
on pago S-5 of this prospecius
suppleattentt and page 6 of the
ascompanying prospeotus and
eonsider thase fagfors before

» The trust fund consists primarily of thres greaps of fixed- and
adjusitabio-rates, Grsi-len and second-lien wertgage lonns seonred by
rastdential real properties,

The cortifleatos — .

* The cartifiontos ropresent benefieial interesis in the assets of the trust fund,

making a deoigion io invest in tha

a8 deseribed in this proapoctus supplement; and
sertificates,

o The earitficutes will acerue interest at a yate equaf to eie-month LIBOR
plue g related fxed rmardin, sulifeot tu nertaln saps, ag described 1n dhifs
prospesios supplement.

Credit enliancement —

+ Subardinatinn ag deserlhed in this praspectus Suppletnett, u pler
“Degoription of the Cortiflearce—Priority of Distributions Amony

The certificates represent
interests dn the trasg fund only
and are not Inforests i or
ebligations of any otkher person.

Nodther the oertificates nor tha

underlying morigage loans will bo Certifieates”;

inunred ur guaraimtced by aiy ~ Overovliataralisation ng deserlbed 12 thip prospootes aupplomani under
gvernmanial ngency or “Deseripting af the Certiflestes—Overcolistorelization Provisions”; aud
nstrumentality, » Fxodss 1atorest as dosaribed in this prospeotas supplament prder

*Deyeription of the Coartifentes—Overcoliateralization Provisfons”,

The Sequrities and Exohonge Comminsion and state pecnrilios rogalatory Trave mot approved er disapproved of the
offered tortificatoa or dotermined if thia prospoctus supplement or the scoaripanying prospesius aro truthiud or conpiete.
Any representation to the contrary 1s e eriminal offense.

Morgau Staniey ARS Capital I Inc, will not list the cortificates on any sconritlos exchanges or on sy auiawafed
quotation sysiem of any securities assoclaiion.

The certificates offercd by this prospecius supplement will be pureliased by Morgan Stanley & Co. Incorporaied,
Countrywide Seenrities Corporation and Utendakl Capita) Partners, L.P, and offered from tite ta Ume to (ke publio in
negottatad transactions or atherwise at varying prices o be determined av the vime of sale, Proceeds te the dvpusiter from
the sale pf the offered certfffoates are anticipated ie be ppprovimately $1,430,520,345 before the dodnotion of axponses
payable by the depositor, estimated to be approgimalely 800,000, The cffered certifieates will be avatinble for delivary to
Investors in book entry form through the facitities of e Deposilory Trust Conipany, Clearstreatn Banking, sccldté
anonytme and Bureolear Bank, ns aparater of the Kuroclear System, on or abopt April 29, 2005,

MORGAN STANLEY %

- COUNTRYWIDE SECURITIES CORPORATION
UTENDAHI, CAPITAL PARTNERS, L.P.

Jpril 2%, 8005

H800034501
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SUMMARY

"This sunymary highlights selected tnformation from this prospecios supplement and does not i
contaly all of the information that you need to constder In making your investment decision, You
should read this entire prospectus suppfement and the eccompanying prospectus carefully to '
understand all of the terms of the afferiog of the certiflcates.

The Offered Cortlficates

The Morgan Stanley ABS Capital I Inc.
Trust 2005-NC2 will issue the Morigage
Poss-Through Certifficates, Serles 2005-NC2.
Seventeen clagses of the certificates —the
Class A-13s certificates, the Class A-1mz
certificates, the Claga A-26u cerfifigates, the
Cleas A-Qmy, sortificotes, flve Class A-Ja
certificatey, the Clnas A-3h certificates, the
Clags A-3c cerlificntes, the Class A-3mz
certificates, the Class M-1 cartificotes, the
Class M-2 certificates, the Class M-3
gertificates, the Class M-4 certificales, the
Clogs M-3 cortificatos, the Clase M-6
cerificates, the Closs B-1 certificates, the

- Class B-2 certificates snd the Class B-3
cettiftcates - are boing offered to you by this
prospectus supplement, The Class A-las and
Class A-1mz certiflcates gererally represent
interests in the group T mortgage loans, the
Class A-2ss and Class A-Zmz certificatos
generally represent inferests in the group 11
morigage loans, and the Ciass A-3a, Class A-3D,
Class A-3¢ and Class A-dmz certificates
generally represeot interests in the group J1T
morigage loans, Tho Class M eertificates and
the Clase B certificates reprosent interests in all
of the morigage foans,

The Other Certificates

The trust witl algo issue three other classes
of certificates - Class X, Class P and Class R
vertificates - which will not be offered under
this progpectus supplement.

The Class X certificates will have an iitial
aggregate principal balance of approximaiely
$45,770,452, which is approximatoly squal to
the initial overcollaterslization required by the
pooling and setvielng agreement, The Class X
cortificates infinlly evidence en intercst of
approximately 3.05% of the aggregaie scheduled

54

principal balance of the morigage loens in the
frust,

The Class P certificates will not have an
apgregate princips] batance and wifl notbe
entitied to distribuiions in respect of principal or
interest. The Class P certificates will be entitled
to al} prepuyment premiums or charges received
in respect of the mortgage loans,

The certificates will ropresent finctional
undivided inferests in the assels of the trusf,
which will consist primarily of the mortgage
{oans.

Closing Dato
On or about April 29, 2005,

CutuodT Date
April 1, 2005,

Distributions

Dislributions on the certificates will be made
on the 25™ day of each month, or, if the 25 day
i not & business day, on the next business day,
beginning in May 2005, to the holders of record
on the preceding record date.

The record date for the offered certificates
will be the busincss day preceding the related
distribution date, vnloss the offered certificates
ore issued fn definitive form, in which case the
rccord date will be the [ast business day of the
month preceding the month in whxcl; the rclated
distribution date ocours.

Payments of Interesé
The pass-through rates for cach class of
offered cortificates will be equal to the sum of

one-month LIBOR. plus a {ixed inargin, subjeet
to caps on those pass-through rates. Interest will

MEQQO0324804
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acerue on the offered certificates on the basis of
a 360-day year and the actual number of days
ciapsed in the applicable interest acetual period,
which for any distribution date will be the period
from and including the preceding distribution
date {or, in the case of the first distribution date,
from and includivg the closing date} throwgh the
dny before the cwrent distribution dobe,

Paymenis of Principat

Principat will be paid on the certificates on
ench distribution date as described under
“Description of tha Certificates—Distributions
of Inferest and Principal” in this progpectus
supplerment.

Credit Enhaneement

The credit enhuncerent provided for the
benefit of the holders of the certificates consists
sakely of:

& theuse of excess interest to cover losses
on the mortgage foans and as g
distribution of prineipol to maintain
overenliateratization;

»  ihe subordinetion of disiributions on (he
more sybordinate classes of cerlificates
to the required distributions on the more
senior classes ol certificates; and

»  the allocation of losses on the morigage
{oapa to the most subordinate closses of
certificates.

Interest Rate Cap Agreements

The offered certifientes will have the benefit
of interest rate cap agreements provided by
Morpan Stanley Capital Services Inc., as cap
provider, to cover certain shonfalls in interest
that may regult from the pass-through rates on
those classes of certificates being Himited by the
caps on those pass-through rates, All
obligations of the trust under the interest rate cop
agteements will be paid on or prior to the
olosing date. For further information regarding
these interest rote ¢ap apreoments, see
“Description of the Certlficates—Iterest Rate
Cup Agreements” in this prospecius supplement,
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The Mortgage Loans

The martgage foans o be included in the
trust will be primarily adjustable and fixed rate
subprime mortgage ioans secured by first-lien
and second lien mortgages or deeds of trust on
residential real propenies, Al of the morigage
lonns were purchased by an afTliiate of the
depositor from NC Capitai Corporation, which,
in tum noquired hem from its affillate New
Cantury Morigage Corporation, NC Capital
Corporstion will make certain ropresentations
and warranties relating to the morlgage foans,

On the closing date, the 1rust will acquire the
mortgage foans. The aggregates schiaduled
principal balance of the wmortgege Joans as of {he
cut-ofT date will be approximasely
£1,500,655,452, Approximately 18.86% of the
mortgage foans are fixed-rate amd approzimately
81.14% are adiustable-rate, Approximetely
99.05% ol the mortgage: Joaws are firsidien
martgage loans, and approximarely 0.95% of the
moartgage louns are second-licu mortgage loans.

The information regarding the morignge
loans set forth befow that is based on the
principat balance of the mortgage loans as of the
curt-off date agsumes the timely receipt of
principal seheduled to be paid on the morigage
loans on ar pries to the eui-off date and no
delinquencies, defaults or prepaymenis from
March: 1, 2005 through the cut-off date.

The mottgage loans have original terms o
matuity of not groater (en 360 months, havo &
waighied avernge remaining term to scheduled
maturity of 353 months und have the following
approximate charactetisties as of the cut-off
date:

Range of interest
aies:
Waeigh ug
INBTERE TBIR vrernrcnnisarer T.128%

Renge of gross

marplos of

adjustablerute

MONZAZe L0ang! aue LO00%  to 8390%
Weightod average

gross mangin of
adinstable-mte
rmorlgage fcans:.

4990%  w  12950%

5.645%
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Range of minimum
interest rares of
adiustable-rate
mornigage [0Ms!
Wiighled avemge
miitimum inlerest mte
ol adjustable-rate
OTIEAER [OUTE: i s
Raenge of maximum
intierest fates of
adjyslabie-rufe
minrigage 0ans: ... ...
Weighted overage
maxitaur interust rete
of adiustable-rate
MOLZAZE TOBIS: e
Range of principal
BTN OO
Average principst
Range of contbired

4.990%  w  12.950%

7.118%

L1.750%  in 1R.950%

14.114%
$19.652 1o $870,000
5191410

TIHOS e cvcsserenerresrmsreareras 7.08% w  100.00%
‘Waighted averaps
vombined origingl
toan-fo-value ratio; ...
Woiglitod overnge

pext odjusiment dute
oF adjnstable-rate
HATLEAEE JORIEE: e

80.35%

Ttary 2007

For purposes of caleulating principal
distributions on the Clase A certificates and for
purposes of caleulating the allocation of certain
inierest shortfulls to the offered certificates, in
ench case ne deseribed in datail in this
prospectus supplement, the mortgage loans will
be divided into theee subpools, designated ey
“grouwp | mortgnpe loans,” “group [ martgage
loans™ and “group 11 mortgage loans.” The
group 1 mortguge loans and the group I
mortgage loans will consist only of those
mortgage loens with principal balances that
conform o Freddie Mae and Fannie Mae
guidelines, The group K1 mortgage loans will
conaist ol all other remaining mortgage loans,
Information about the cheracteristics of the
mortgage loans in each group is described vnder
“The Morigrge Loan Poal” in this prospectus
supplemicnt.

The interest tate on substantially afl of the
adfustable-rate mortgage loans will efther adjust
monthly on each adjusiment deie to equal the
sur of one-month LIBOR o, afler an initial

fixed rate period, adjust semi-annually oo each
adjustiment dale to equal the sum of siz-month
LIBOR and, in ench oase, the pross margin for
that morigage foan-subject to periodic and
Hifetime limitations, See “Tkhe Morigage Loan
Pool~The Indices” iu this prospectus
supplement.

For (ke adjustable-rale morigage loans, the
first adjusiment date generally will occur anly
after iniflal periods of approximately two ar
three years, as more fully deseribed under “The
Mortguge Loan Pool” in this prospectus
supplement. For additional information
reganding the mortgage loans, see “The
Morigage Loan Peol” in this prospectus
supplement.

Servicing of the Mortgage Loans

Countrywide Home Loons Servicing LP will
act 65 gervicer with respent o approximately
99,05% of the mertgage loans. HomEq
Servicing Corporatlon will act as servicer with
raspect to approximately 0.95% of the mortgage
loans, Bach servicer will be oblignted to sevvice
snd administer the applicable mortgage loans on
hehaif of the teust, for the benefit of the holders
of the certifioales,

Optdonal Termination of the Trost

Subject to the satisfaction of the conditions
deseribed under “The Pooling and Servicing
Agreement—Termination; Opiional Claan-up
Ciall” tn this prospectus supplement, elther
servicer, individually, or both of the servicers
iogether, may, at thelr option, purchase the
mottgage loans and {erminate the trust ot any
distribution date when the appregate stated
principal balance, as further described in this
prospectus supplement, of the mortzape loans as
of the fast day of the related due petiod is equal
1o or less than 10% of the apgrepato stated
priucipal balance of the morigage loans as of the
eut-off dote, That purchase of the mortgage
loans would result in the payment on that
distribution date of the final distribution on the
certifieates.

HAD0D34006

38



Case 1:12-cv-07667-VEC-GWG Document 187-85 Filed 10/23/14

Advances

Each servicer will be required th make cogh
advensces with respect to delfiguent payisents of
prinipat and interost on the miortgape Joans
serviced by i, unless the applicable servicer
reasoiably belisves that the cash advences
gaunnt be repaid from fitore payments on ibe
applicatile morigaps feuns. These csh advances
ar only infended 1o mxdntain o reeulor Dow of
scheduled Interest mnd principel payments oh the
certificator and are not intended to guarmmiee or
insure against (nezca,

ERISA Considerations

Bubjest to the vopditions deseriled aoder
YERISA Considirations™ in this prospectus
supplement; the sffercd certificates iy bo
purchezed by an employes benafit plan or vther
yetirement artangement subjoct w Tide T of
BRISA or Seclioh 4975 of the Intetnal Revenus
Code.

Federnl Tax Aspects

Cadwolader, Wickercham & Tt LLP iz
acting ns tx counsel o Morgmn Stanley ABS
Capital § Inc. and iy of this oplaion thai:

» portions e the frust will be reaed us
fwo reol sstate morigage jnvestent
conduits, or REMICs, for federm!
ncaroe tax purposes; and

o the offered cortificmes will pepresent
regular inferests in a REMIC, which will
b treatod as debt instruments of 5
REMIC, and intecosts in cerlun bagiy
righ interost camy {orward pryments,
pursnain o the payment priorities in tha
tmnsyetion. Bech interest in basig dsk
interet earry furward payments will be
treated ns an interest rate cap contact
for federal income wx pusposes.
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Fegul Tavestment

Meng of the clssey of offered cerificates
wikl constitale “morigage related securities™ for
purposes of the Secondory Mortgage Market
Buhoncesnens Agt of L084, os nmended. 1 your
investment activities wro subject 1o logel
investment laws mmd regalations, nmulastory
capital requirements, or reviow by topulatory
authoritics, then you may be subiest to
restrictions on investment in the offercd
certifieates, You should consuli your own el
vdvisers for pssistance in debumining 1ho
suitability of sod consequences to you of the
purchase, ownerghip, and aale of the offered
certificates, Boe “Leyal favestmenr o this
prospectus supplement and in the prospestus.

Ratings

#n order io be igued, the otfened certiflentos
muss bo-sasigned ratings wot lower than the
following by Fitel, fne., Standasd & Poor’s
Ratings Services, a divislon of The.
MoGrawHill Companies, Inc. ind Moody's

Investors Service, Ino.:

Cloxs Plich St Mouy's
Aotes AdA AAA Aan

edend AR - A
Addss ARA Ahf HNais

A AAL - Am
M AAA AAB Amy
A AXK Akt A
Adu AAA ARA At

A A4 « Adp
Mt Ade A& Aat
M Ad Ab Jad
HA Al A Aal
M Ar A Al
M3 A A Az
M6 Ae Ae M
Bt it PR TBrai
B o it Bud:
B B0 HRD- it

A security rating iz not & recomithen dation 10
by, sell of hold securities. These mtings may
be lowored or withdrawin &b any fine by guy of
the rating agencles. The rutings set forth gbove
donot take into necoumt the existence of the
interest In(e Cap 4PTERIMETS,

HBDNGILR0T
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Morgan Stanley ABS Capital 12005-NC2

Flow of Funds - Gross Proceeds ey

:

Rating

) __ dy's/S&P/Fitch

Size

Dot

i Price to

Investors  © .

Proceeds

18.83%

100,00000%

Ana/-/AAA

Ann/AAAIAAA

$273,920,000
$68,481,000

4.71%

100.00000%

 $273,920,000.00
$68481,060,00

Ana/AAATAAA

$225,870,000

_1621%

100.00000%

$235,870,000,00)

Ana/--/AAA

$58,968,000

4.05%

. 100.00000%

$58,968,000,00

AR/AAN/AAA

$315,000,000,

 Au/AAAJAAA

$109,586,000;

2LE5%

71.53%

100.00000%

$315,000,000.00

 Aaw/AAAIAAA

$92,500,000

636%

100.00000%

§109,586,000.00
$92,500,000.00

Aaal--TAAA

$57454,000

395% e

100.00000%

$57,454,000.00

$48,771,000

 AalAAAAY

Aa2IAAIAA

$44,269,000

AVAHAY

$24,761,000

335%
3.04%

100,00000%

©100.00000%

$48,771,000.00
$44,269,000.60

L70%

100.00000%

$24,761,000,00

$27,012,000

1.86%

100.00000%

 $27,012,000.00

AXAIA

 $23,260,000

1.60%

100.00000%

$23,260,000.00

AVAS/A

$22,510,000

L35%

100.00000%

$22,510,000.00

Baal/BBB+/BBB+

$18,758.000;

BaalBBR/BBB

517,258,000

1.29%

_100.00000%

$18,758,000,00

LL19%

100.00000%

$17,258,000.00

]}_aai&.’BBB-f BBB-

$16,507,0000  113%

100.00000%

$16,507,000.00

Total

$1,454,885,000. Proceeds

$1.454,885,000.00

NIM

BBE/BBB+

30

99.75000%

$0.00

. Total

Proceeds

.$060

__ TotaiColseral

| 14ms36t4

:Ops actual collat balanee (TBD)

1,500,655,452  Scheduled for Bond sizing

L (12;291,018.00) Cash ref

med in Ist femwm

s
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Morgan Stanley ABS Capital 1 2005-NC2
Flow of Funds

Gross Proccc&é‘bnolﬁé'réd Bonds P16 1,454.885,000,00 97.75
PostNIM mark B 5TT672%

 Gross Proceeds on Post NIM §  85,978,645.04 5.78 |

Capitalized Interest Account : -
. Pre-Funding Account o —
CO]]&tG[‘&]ShDrtﬁi]l 120101800 0
Interest on Loan churchdsed (1 month) -
NIM Reserve Account b
v___”UndemrJtmg Fee ,442.50 0,05
_{Residual Reserve 450,000,00 0.03 :
Deal Expenses $1,245,094.90 0.08
_.INon-deal Expenses T . 377.240.15 . 0.03
Shelf Fees S 149,628.27 o 0m
__Broken Prices o i 11,510.00
__Reservos for Bxpenses 950,000.00 § 7 _0.06

0.05:

s enmnpicen

Reserves -~ Extra - -

TRR carryreserve
Payirent/Receivable onSW'lps - —— R I -

o e e e s b A

' 'Utendahl Capital Partners L.P. e 10,000.00
Couniry\mde Securities Corp, 113,816.00 : Payment to be made Later

-Net I’roceeds Due SPG Principal Group $ 1,524,537,896.12

! Funds expected beck afier closing - {Cap Int +Prefinding +INIM reserve)
| ‘Total finds expected to be received b2 1,524,537,896.12
: iEstimated Price (Net funds divided by UPB + preﬁmd) i 102.45576% **Daoes not inchide nor-deal expenses**

o Acorved Tnferestpaid {0.51590%) **WL Ops to provide**
Net pr:(:“J 101.93986%

Currentmark onloans o 101.93985%:*¥Jansen (o provide®*

P&L () S I 0.00001 % S
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. MorganStan]eyABSCapltaIIZOOS-NCZ e e e

Morgan Stanley Wiring Instructi

April 29, 2005

1255 Moody's Fee

$230,087.00

SunTrusi Bank

$140,00.00

i S

Chrase Manliatian Dank

Chase M

$5,002.90  :Banlers Trast
| BGO0000 | Clibans, NA.
SEEPOI00 | Clibank, NA.

4500490 1

1egs Dorenws Fee:

L4015

500 Bk L

Lows Sitadand & Pooss T

Less Standard & Poors Feo;

$10,000.00

Tank eCAmerica

. SI0000 ] Takathuey

“Less CWT Fee:

41 1000000

5110,£0000

Less DDRS Fee:

$I8000.00

IPhorgan Ciiase

st

REDACTED

REDAGTED

IniS AR MisCT

MSADS 2003NC2

M5 ADS 2005-MC2

M3 ADS H05NC2

MEAC2005-HEL

MSAC M5B}

MSAC 2005-WMC2

42



Case 1:12-cv-07667-VEC-GWG Document 187-85 Filed 10/23/14 Page 44 of 54

Morgan Stanley ABS Capital 1 2005-NC2
Morgan Stanley Wiring Instructions - April 29, 2005
. Wiring Ing
‘Amount: $12,291,018.00
‘ABA #:
- ;Account #: REDACTED
Pr ] - ‘Account Name:  REDAGTED
Collateral Shortfall ) 12,291,018.00 ;  :Deal Name: MS ABS 2005-NC2
Interest on Loan Repurchased - - :Bank: : Bankers Trust
$12,201,018.00;
Aftn: Fiko Akiyama
Deutsehe Bank Amount: 50.00
NIM Rosene Account T ABA® REDACTED
$0.00 Account #: REDACTED
_'Account Name:  :MS ABS 2003-NC2
» Banlk: Bankers Trysi
o CAftn: {Eiko Akiyama o
Morgan Stanley EAm"un“ ..$1,524,537,836,12
Internal Trans fer ‘ABA #: REDACTED
Account #; "REDACTED
R . Account Name: MSDWMC
Bank; Citibank of NYC
Attn: Kovin J, Hyland
Re: MS ABS 2005-NC2
Utendall Capital Partners L.P. ‘Amount; $10,000.00
ABA #; REBACTED
Account #: REDACTED
Account Name: Utendahl Capital Partners LP,
Bank: {Chase Manhattan Bank
Atin:
Re: MS ABS 2005-NC2
Amount: $0.00
ABA ¥
Bank:
- Account #: .
F/BO:
_iAccount #;
. Attn: ; .
Rex M3 ABS 2005-NC2
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CONFIDENTIAL

CWT DRAFT 1/24/0%

As of October 22, 2004

NC Capital Corporation

New Century Mortgage Corporation
18400 Von Karman, Soite 1000
Trvine, CA 92612

Arfention: Mr, Kevin Cloyd
Re:  Porchase Price and Terms Agreement
Dear My, Cloyd:

Morgan Stanley Mortgage Capital Inc. (the “Purchaser”) hexeby confirms its
agreement to purchase and NC Capital Corporation (the “Selier™) herchy confirms its apreement
to sell, on a mandatory delivery basis, 5 pool of fixed end adjustoblo rate, first and second Hen,
residential morgrge loans described hereis (he “Monigage Logns™ on a servicing rweleased
basis, on the terms and conditons set forth below.

Ty addition to this Purchase Price and Terms Agreernent (which incorporates the
{erms sel forth ou Exhibit A hereto {the “Rid Terms™), (i) the Second Amended and Restated
Mortgnge Loan Purchase and Wangntics Agreement, dated as of July 1, 2003, as amended by
Amendment No. 1, dated as of October 22, 2003, Amendment No. 2, dated as of December 30,
2003, Amendment No, 3, dated as of January 29, 2004, Amendment Mo, 4, dated as of March 30,
2004, Amendment Mo. 5, dated ss of June 28, 2004 and Amendment No. 6, dated as of January
Servicing Agreement, dated as of July I, 2003 (the “Servicing Agreement’), between the
Purchaser and New Century Mortgage Corporation ("NCMC™), shall set forth the terms and
provisions with respect to the Mortgage Loans and the sale and servicing thereof. The Mortgage
Loans will ho conveyed by ihe Sclicr to the Purchaser pursuant to an Assignment and
Conveyance, to be dated as of the Closing Date (the “Assignment and Conveyance™), to be
executed by the Seller,

Ownership of the Mottgege Loans shall be evidenced by delivery of the Mortgage
Loans ns whole loans pursnant to this Purchase Pece and Terms Agreement, the Purchase
Agreement ang the Servicing Agreement.

The Mortgage Loans shall be purchased by the Purchaser and sold by the Sellee,
subject to the terms hereof znd the Bid Terns, on January 28, 2005, or such other date us shall be
mutually agreed upon by the parties hereto (the “Closing Date™).

Motwithstanding the forcgoing and prior to the Closing Date, in the cvent that
there is & material adverse change tn (1) the Property, business, operations, financial condition or

HYLIDS 8058685
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COHFIDENTIAL

prospects of the Seller or any of its Material Affiliates, {b) the abiitiy of the Seller or any of its
Material Affiliates fo perform its obligations under any of this Purchase Price and Terms
Agreement, the Purchase Agreement or the Servicing Agreement or (¢} the Martgage Loans as a
whole, in cach case a5 determined. in good faith by the Purchascr in its sole diserction, the
Purcheser shall be relieved of any ebligation to purchase any Mortgape Loans.

When used in this Section 1, the term “Property” shall mean any vight o1 interest
in ov to property of any kind whatsocvet, whether rend, personal or mixed and whether {angible
o intangible, and the ferm “Material Affiliate” shall mean cach of New Centwy Fioaucial
Corporation and Wew Century Mostgage Corporation, and their respectivi successars and
a581gns.

2. Aegresate Ameunt of Morteage Loans

The agprepaie outstanding principal balance of the Mortgage Loans as of Jaouary
1, 2005 the “Cut-off Date™) shall be $1,675,000,000,

The Purchaser, in its sole discretion, may occept delivery of less than the
£1,507,500,000 pool amount. In the cveni that the Seller delivers Mortgage Loans with an
aggrepate outsianding principal balance that is less than §1,507,500,00G the Seller shail pay the
Purchaser a pair-oil fee (as described in the Bid Terms) for the difference betweon the actunl
amount delivered (in the aggregaie} and $1,507,500,000.

3. Total Purchase Price

The purchase price for the Mortgage Loans (the “Mortgage Loan Purchase Price™)
shatt be cqual to the produst of (i) the Mortgage Loan Price Percentape (a5 defined bolow) and
(ii) the aggregate outstanding principal batance of the Mortgage Loans a8 of the Cut-olT Date,
after application of payments due on sach Mortgage Loans on or before the Cut-off Date, to the
gxtont such payments were actvally reccived (the “Cuteoff Date Aggregate Pool Balaneg™), plus
accrucd interesi at the weighted average mortgage inferest rate {net of the servicing ee) from the
date on which inferest was last paid throuph the day prios to the Cloging Daie, fnclusive. Tu the
event the characteristics and parameters of the pool of Moartgage Loans as deseribed in Section 4
change prior to the Closing Date, the Seller and Purchaser shall negotiate in good fith to
recalculate the Mortgage Loan Price Percentage. Additionatly, in connection with the servicing
rights relnted to the Morigage Loeus (the “Beryicing Righis™), the Purchaser shall pay to the
Seller on the Closing Date an amount equal fo 90% of (i} 75 basis points (0.75%) (the “Servicing
Li ghts I’l 1c>c I’t,rcm)glg ¢”) maltiplied by (i) the Cot-off Date Aggregate Pool Balance (the

rdce”). The remaining 10% of (he Servicing Righes Purchese Price

{the “H.oic[bgck. Amount”) sllaIE be paid by the Purchaser to the Selier upon a Compiete Servicing

Transfer (a8 defined belew), When used herein, (a) the Mortgage Loan Puice Percentage phus the

Servicing Rights Percentage shall equal the “Purchase Price Percentoge” and (b) the Morlgage

Loan Purchase Price plus the Servicing Rights Purchase Price shall equal the “Total Purchase
Price”.

The “Mortange Loon Priee Percentage” with rospect to eech of the Martgage

Loans shall be equel 10 102.375% {which amount does not include the Servicing Rights Price

-2-
NYLIBS G05866.3

HI02476343
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Percentege). Notwithstanding the foregoing sentence, the Mortgage Loan Price Percentage shall
be adjusted up or downa per the following table for every basis peint (0.01%) by which the
weighted average interest rate of the Mortgage Loans {the “Weighted Average Gross Coupon™
a8 of the Cut-off Date excoods or falls below a rate equal to 7.30%.

Weighted Averape Gross Coupon Adjastment to Mbrtgage Loon Price Percentage per 0.01% (1 hp)
("GWAL™) Runge chunge in GWAC
> 7 30% 1.5 hps up
= T 50% npne
< 7.30% 1.5 bps down

Notwithstanding the loregoing paragraph, the Mortgage Loan Price Perceniage
with respect to Adjustable Rate Mortgage Loans shall be adjusted up or down per the following
table for cvery bpsis point {0.01%) by which the weighted average margin. of the Mortgagc
Loans (the “GWAM™} as of the Cut-off Diate exceeds or falls below a rate equal to 5.60%,

Weighted Average Gross Margin Adjusiment tp Mortgage Lonn Price Porcentage per 0.01% (1 bp)

(PGWAM) Range change in GWAM
> 5,60% 0.2 bps up
= 5.60% nore
< §.60% 1,3 bps down

CONFIDENTIAL

The Tote! Purchase Price for the Mortgage Losns, less the Holdback Amount,
shalt be paid to the Seller in immediately aveilable funds by wire transfor on the Closing Date to
an account desipnated by the Seller in writing.

Tharenfier, the Setier shall pay the Purchaser an amount equal o the product of (1)
the Servicing Rights Price Percentage ond (ii) the difference between (a) the Cut-oflf Date
Aggregate Pool Balance and (b) the aggregate outstanding principal balance of such Morigoge
Louns as of the servicing tansfer cut-ofT date (the “Transfor Cut-off Date™), plus accrued imeest
at the federal fimds rate as of the Closing Date from the Closing Date through the Servicing
Transfer Date, inclusive (the “Servicing Adustment Amount™. The Servicing Adfustment
Amount shail be paid to the Purchaser within aue (1) business day of the Servicing Transfer Date
(a5 defined below) in immediately availabie funds by wire transfer to an account designated by
the Furchaser in wiiting.

Additionally, upon 4 Complete Servicing Transfer, the Purchaser shall be
obligated to pay the Seller the Holdback Amount, which shall be due and payuble to the Seler in
immediately available fiunds by wire transfor to an account designated by the Scller in writing,

4. TheMortense Loans

Tae Mortgage Loans wiil have the applicable characteristics sct forth in the Bid
Terms, The Seller shall make the represeutations and warranties set forth in the Purchase
Agreement, with respeet o the Mortgage Loans, as of the Closing Date.  In nddition, Scller
agrees that (i) the Mortgage Loans shall be selected fiom among the outstanding one- to foor-
family mortgage loans in the Seller’s portfolio on the Closing Dafe as to which the

3
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EXECUTION COFPY

Ay of February 28, 2005

Countrywide Home Loans, Inc,
Counnywide Securities Carporation
33303 W. Agoura Road

Westlake Villsge, California 91361,
Attendon: Mg, Lynn Sumner

Re: Servicing Rights Torms Apreement

Tear Ms. Summer:

Morgaﬂ Stanley Mmlga&L C'lpilaf Inc. (“Mg;gan,,s_{mlu”) lum,by cm]ﬂlms its
agmemcnl to pLEthE!S‘(: thc scmcmg nght,s (the “S_nmggm&m”) wlih respoect m cermm
mortgage Toans (the “Mortgage Toang™ with m approximate wnpsid principat batance of
$1,500,000,000 plus or minug fifteen percent (15%) (including such variance, the *Commitment
Amount™) to be originated by New Centiry Mortgage Cosporation {“NLMC”J on the terms and
conditions sct forth below meluding those certain wade stipulaiions ser forth is Exhibit B herclo.

In addition to this Servicing Rights Terms Agrecment, the Serviging Rights
Purchinse and Servicing Agreemens, dated as of Novembeor 1, 2004 (the “Servicing Agreement™),
Detween Moogan Stankey and Counteywide, shadt set forth (he tenms and provisions with respect
to the purchase of the Servicing Rights and the servicing of the Mortgage Loans 1o be purchased
on the Servicing Trangfer Daie (as defined below). The Servicing Rights sheil be soid by
Morgan Stanley and purchased by Countrywide parsuant fo an Assignment and Conveyance
Agreement, to be dared a9 of the Servieing Transter Date (the “Agsignment and Convevanee™),
executed by and in form and sabstance satisfactory to Morgan Stanley and Countrywide.

1. Term of this Commitment

Morgm Stanley purchased the Mortgage Loans from NC Capital Corporation
{(“NCC(C”) on Tanyney 28, 2005 (the “Closing Date™). The Mortgage Loang ure belng serviced
by NCMC on behplf of Morgan Staniey and its assignces from and aftes the Closing Date umtil
Aprit 30, 2065 (the “Secviciuy Transfer Date”). On the Servicing Transfor Date, Margan Stanley
shall transfer servicing with respect to the Mortgage Loans to Countrywide.

2. Porghass Price and Servicing Foe

The purchase price for the Sumcmg mghts (the “Purchase Price™ shal be cgual
fo the produgt of (1} 0.70% {the “Pyrchase 2 Borcentaee™), and (i) the nggregate ouistanding
principat balance of the Mortgare Loans as of the c,utuuﬂ‘ date in contection with the Servicing
Transfer Date.

WYLIRS 52245810
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New Century Finangial Corp.
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Morgan Stanley Securitizations with New Century Loans

“[votal UPBSs- M|

NC Share of UPE |

A M [ e el e n e

U A A A el

62.58%

A4 AT

200 Murgan Stanley ABS Capztal | Trust 2006-HE7

2006 Mnrsan Stanlev AES Ca' H:al ITrust’2006 NC

2006 WIS1Z:2006-1

-/2006. Morgan Stanlev AR Cagltal Trust 2006 HES

2007 Morgan Stanley ABS Capital | Trus OU7-HEL

nlev ABS Capital i Trust 007N

2007 Margan Staniey ABS Cepltal  Trust 2007-HE2

Eapital] Trust 2007HES

200 Morgan Stanley ABS $ Capltal | Trust 2007-NC2
07 Morgan Stanley ,ﬁéﬁ

15 53,807.8
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Appendix D
Framework for Galn Quantification
Gross Cost of Direct Net
Revenue ™ Revenues ™ Expenses ™ Revenues
z
E
Values are Hlustrative ]
Net Revenues on Sale of Bonds and Value of Retained Assets in the Securitiza  $1,027,700,000 {54,019,000,000) {$200,000} £7,900,000 j
’ 102.7700% -101.9000% -0.0800% 0.79000% :
\
|
|
|
|
Values are Hiustratlve

Net Revenues on the Sale of Mortgage Servicing Rights 59,200,000 57,500,000} 50 $1, 700,000 |
0.9200% -0.7500% 0.0000% 0.1700% \
Values are Hiustrative ‘
Net Revenues from Warehouse Financing $5,833,333 { 45,000,000} (55200,000) $633,333 |
Assumes 50 days at 3.50% Gross Rate and 0.50% Netto MS 0.5833% -0,5000% -0,0200% 0.0633% 1
|
Walues arve ilustrative |
Net Revenues from Whole Loan Interest $11,666,667 (55,000,000} (5100,000) $6,566,667 |
Post-acqulsition ofloan and pre-securitization 1.1667% -0,5000% -0.0100% 0.6567% 1
Assumes 50 days at 7.00% Gross Coupon and 4,00% Net to MS 1
Values are {Hustrative ;3
Other Fees or Revenuas 4500,000 50 50 $500,000 !
0.0500% 0.0000% 0.0000% 0.0500%
;

Total $1,054,500,000 {$1,036,500,000) ($1,100,000) $17,300,000

Total per UPBS 105.490%4 -103.6500% -0,1100% 1.7300%

{a- Accounting definition of Gross Revenues - not necessarlly consistent with Investment Banking
definitlon. Investment Banking definltlon of Gross Revenues s conslstent with Net Revenues as
prasented here. Reserves for balance sheetitems are not treated as costs,

[b-Cost of services provided -cost ofacquired loans or MSRs, cost of lunds provided

[c-Direct expenses include ltems that were |dentlfled on deal flows. Minimal out of pocket costs
assumed for MSR, warehous e financing and whele [oans.
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