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Plaintiff United States Securities and Exchange Commission (“Commission”) makes the
following allegations against Defendants J.P. Morgan Securities LLC (or “JP Morgan”), EMC
Mortgage, LLC (or “EMC?”), Bear Stearns Asset Backed Securities I, LLC (or “BSABS”),
Structured Asset Mortgage Investments 11, Inc. (or “SAMI”), SACO I, Inc. (or “SACO”), and
J.P. Morgan Acceptance Corporation I (or “JPMAC”).

SUMMARY

1. This case concerns violations of the federal securities laws by entities affiliated
with The Bear Stearns Companies, LLC (collectively “Bear”), JP Morgan, and JPMAC in
connection with billions of dollars of offerings of residential mortgage-backed securities
(“RMBS”) collateralized largely by sub-prime mortgage loans. The violations resulted from (a)
Bear’s undisclosed practice, in connection with RMBS offerings, of negotiating cash settlements
with mortgage loan originators on loans that violated the representations, warranties, and
covenants made to Bear by the originators after the loans were securitized but keeping the
consideration received without notifying the trusts that owned the loans and (b) the inclusion of
delinquent loans in a December 2006, $1.8 billion RMBS offering that was underwritten by JP
Morgan and collateralized by loans that JPMAC had purchased from WMC Mortgage
Corporation (or “WMC”).

2. The conduct involving Bear began in or about 2005. When structuring RMBS
transactions, Bear purchased loans from several different originators. At the time Bear
purchased the loans, the originators typically agreed to repurchase any loan that missed a
payment within the first three months (“early payment default” loans or “EPD”), and made other
representations and warranties about the loans. Often, Bear sold these loans to RMBS trusts

prior to the end of the EPD period. When loans that Bear had purchased missed one or more



payments within this period, or Bear discovered other breaches of an originator’s representations
and warranties, Bear made claims against the originator, demanding that the originator
repurchase the loans and promising to deliver the loans back to the originator upon receipt of the
repurchase price. Bear made these claims regardless of whether it had already securitized the
loans. When the originator agreed to repurchase securitized loans, Bear repurchased them from
the trusts, and the trusts were made whole. However, as originators began to experience
financial problems, Bear often instead negotiated a discounted cash settlement (referred to as a
“bulk settlement” because the settlements typically included many different loans) with the
originator in lieu of a repurchase, in many instances did not contribute the money to the trusts,
and left the loans underlying the settlement in the RMBS trusts. In addition, although Bear
assessed settlement loans to determine whether they breached the separate representations and
warranties that Bear made to the trusts, Bear was less likely to repurchase these bulk settlement
loans from RMBS trusts than loans that originators had agreed to repurchase.

3. Certain disclosures in the Bear RMBS offering documents, which included
registration statements, prospectuses and Pooling and Servicing Agreements attached to Forms
8-K filed with the Commission, led investors to believe that, among other things, Bear would
repurchase loans from the trusts to enforce rights against originators with respect to the loans it
was selling to the RMBS trusts. These disclosures were rendered misleading by the failure to
disclose the bulk settlement practice.

4, Bear never informed the trusts about the bulk settlement practice, and failed to

disclose it in offering documents and other public documents, despite a duty to do so.



5. Bear entered into bulk settlements involving approximately 6,535 trust-owned
loans spread across 156 different RMBS trusts (the “Bulk Settlement RMBS”), and repurchased
a total of only approximately 13.5% of these loans, leaving the remainder in the trusts.

6. The conduct involving JP Morgan and JPMAC took place in or about December
2006. JP Morgan and JPMAC structured a transaction in which a trust known as J.P. Morgan
Mortgage Acquisition Trust 2006-WMC4 was created and issued RMBS that had as collateral
more than 9,000 sub-prime mortgage loans that WMC had originated or acquired (the “WMC4
transaction”). JP Morgan and JPMAC offered the RMBS largely through a prospectus
supplement filed with the Commission and a private placement memorandum to which the
prospectus supplement was attached. In the prospectus supplement, JP Morgan and JPMAC
made materially false and misleading statements concerning the amount of, and extent to which,
loans were and had been delinquent. As a result of the sale of delinquent loans to J.P. Morgan
Mortgage Acquisition Trust 2006-WMC4, investors in the WMC4 transaction suffered
substantial losses.

7. In the prospectus supplement for the WMC4 transaction, JP Morgan and JPMAC
made representations concerning the amount of mortgage loans that, as of the close of business
on December 1, 2006, known as the “cut-off date,” were thirty or more days delinquent (also
referred to herein as “current delinquencies”) and concerning the amount of mortgage loans that
had been thirty or more days delinquent in the twelve-month period ended as of the cut-off date
(also referred to herein as “historical delinquencies™). With respect to current and historical
delinquencies, JP Morgan and JPMAC represented that .04%, or 4, of the loans were the only

loans that had had an instance of delinquency.



8. While JP Morgan and JPMAC personnel were preparing the prospectus
supplement for the WMC4 transaction, they had information that more than 7% of the loans,
with a balance of more than $135 million, were at least 30 days delinquent. That information
showed, among other things, that as of the cut-off date, (a) more than 7% of the mortgage loans
that provided the collateral for the transaction, which was more than 620 loans, were at least 30
days delinquent; (b) .04% of the loans were 60 — 89 days delinquent; (c) more than 620 loans had
experienced instances of delinquency of 30 — 59 days in the preceding twelve months; and (d) 4
loans, representing .04% of the loans, had experienced instances of delinquency of 60 — 89 days
in the preceding twelve months. Information about delinquent loans was information that
investors would have considered important in deciding whether to invest in the WMC4
transaction. The undisclosed delinquent loans that remained as collateral for the transaction have
had or are projected to have total losses of at least $37 million. JP Morgan and JPMAC knew or
should have known that the disclosures concerning delinquent loans were materially inaccurate
and would mislead purchasers of the securities offered and sold in the WMC4 transaction.

9. By their conduct, Defendants each violated section 17(a)(2), (3) of the Securities
Act of 1933 (“Securities Act”) [15 U.S.C. 877q(a)(2), (3)].

10.  Asaresult of Defendants’ conduct, the Commission seeks entry of a final
judgment ordering injunctive relief, ordering the payment of disgorgement and pre-judgment
interest, and imposing civil penalties.

JURISDICTION AND VENUE

11.  This Court has jurisdiction over this action pursuant to sections 20(b) and (d) and
22(a) of the Securities Act [15 U.S.C. 8§877t(b), (d), 77v(a)]. Defendants transacted business

related to the bulk settlements and the WMC4 transaction in this judicial district and, directly or



indirectly, made use of the means or instruments of transportation or communication in interstate
commerce, or of the mails, in connection with transactions, acts, practices and courses of
business alleged in this Complaint.

12. Venue in this Court is proper under section 22(a) of the Securities Act [15 U.S.C.
877v(a)] and sections 21(d)(1) and 27(a) of the Exchange Act [15 U.S.C. 8878u(d)(1), 78aa(a)]
because certain of the acts, practices, and courses of business related to the bulk settlements and
the WMC4 transaction alleged in this Complaint took place in this judicial district.

DEFENDANTS

13. J.P. Morgan Securities LLC, known as J.P. Morgan Securities Inc. during the

time relevant to this Complaint, is a Delaware limited liability company with its principal
executive offices in New York, New York. JP Morgan is a registered broker-dealer under the
Securities Exchange Act of 1934 and a registered investment adviser under the Investment
Advisers Act of 1940. During the relevant time, it was a subsidiary of JPMorgan Securities
Holdings LLC, which, in turn, was a subsidiary of JPMorgan Chase & Co. (“JPM Chase”), a
financial services holding company. JP Morgan was, and remains, the principal nonbank
subsidiary of JPM and served as the underwriter for the WMC4 transaction. In addition, in
October 2008, JP Morgan became the successor by merger to former registered broker-dealer
Bear Stearns & Co., Inc. (“Bear Brokerage™). Prior to the merger, Bear Brokerage was wholly
owned by The Bear Stearns Companies, Inc., now The Bear Stearns Companies, LLC (“Bear
Parent”). The merger of JP Morgan and Bear Parent became effective as of September 2008.
Prior to the time it became part of JP Morgan, Bear Brokerage acted as underwriter for 156 of
the Bulk Settlement RMBS. In that capacity, Bear Brokerage acquired the securities issued by

the RMBS trusts and sold them to investors. Bear Brokerage’s formal role with respect to the



offer and sale of RMBS was as underwriter, but the individuals who acted on behalf of the
depositors (defined below) in the RMBS transactions were employees of Bear Brokerage. These
same individuals at Bear Brokerage directly supervised and controlled the activities of the
sponsor and its employees.

14, EMC Mortgage, LLC is a Delaware limited liability company, formerly

headquartered in Lewisville, Texas. EMC is and, at the times relevant to this Complaint, was a
wholly owned subsidiary of Bear Parent, which is now a wholly owned subsidiary of JPM
Chase. Prior to the time it came to be owned by JPM Chase, EMC acted as the sponsor of the
Bulk Settlement RMBS. As sponsor, EMC purchased mortgage loans from loan originators and
other loan sellers, sold the loans to affiliated depositor entities for resale to RMBS trusts, and
entered into the bulk settlement agreements set forth herein. EMC was also a loan servicer, and
acted as a servicer for many of the RMBS trusts affected by the bulk settlement practice.

15. Bear Stearns Asset Backed Securities I, LLC is a Delaware limited liability

company with headquarters in New York, New York. BSABS is and, at the times relevant to
this Complaint, was a wholly owned subsidiary of Bear Parent, which is now a wholly owned
subsidiary of JPM Chase. Prior to the time it came to be owned by JPM Chase, BSABS acted as
the depositor for 104 of the Bulk Settlement RMBS. BSABS acquired mortgage loans from the
sponsor, EMC, and sold them to the RMBS trusts pursuant to Pooling and Servicing Agreements
(“PSAs”). Other than briefly holding title to the mortgage loans before conveying them to
RMBS trusts, BSABS did not hold assets, and it did not conduct any other business. BSABS
had no separate employees, and its officers and directors were employees of Bear Brokerage.
BSABS filed documents with the Commission concerning the RMBS, including Form S-3

registration statements, prospectus supplements, and Forms 8-K containing or attaching PSAs.



16. Structured Asset Mortgage Investments 11, Inc., is a Delaware corporation

with headquarters in New York, New York. SAMI is and, at the times relevant to this
Complaint, was a wholly owned subsidiary of Bear Parent, which is now a wholly owned
subsidiary of JPM Chase. Prior to the time it came to be owned by JPM Chase, SAMI acted as
the depositor for 46 of the Bulk Settlement RMBS. SAMI acquired mortgage loans from the
sponsor, EMC, and sold them to the trusts pursuant to PSAs. Other than briefly holding title to
the mortgage loans between the sponsor and the trusts, SAMI did not hold assets, and it did not
conduct any other business. SAMI filed documents with the Commission concerning the RMBS,
including Form S-3 registration statements, prospectus supplements, and Forms 8-K containing
or attaching PSAs. SAMI and BSABS are the depositors for all of the 150 public Bulk
Settlement RMBS; they are referred to herein collectively as the “Bear Registrant Depositors.”

17. SACO I, Inc. is a Delaware corporation with headquarters in New York, New

York. SACO is and, at the times relevant to this Complaint, was a wholly owned subsidiary of
Bear Parent, which is now a wholly owned subsidiary of JPM Chase. Prior to the time it came to
be owned by JPM Chase, SACO acted as the depositor for the six private RMBS transactions at
issues in this case. SACO acquired mortgage loans from the sponsor, EMC, and sold them to the
trusts pursuant to PSAs. SACO and the Bear Registrant Depositors are referred to herein
collectively as the “Bear Depositors.”

18.  J.P. Morgan Acceptance Corporation | is a Delaware corporation with its

principal place of business in New York, New York. Itis, and, at the times relevant to this
Complaint, was, a subsidiary of JPMorgan Securities Holdings LLC. JPMAC was the depositor

for the WMC4 transaction. As the depositor, JPMAC was the registrant and issuer for the



WMCA transaction. The prospectus supplement for that transaction became part of a registration
statement for RMBS offerings that JFMAC previously had filed with the Commission.

RELEVANT ENTITY

19. WMC Mortgage Corporation was a California corporation with its headquarters

in Burbank, California. WMC was purchased by a subsidiary of the General Electric Company
in June 2004 and primarily originated sub-prime loans. By the end of the second quarter or
2007, WMC substantially had ceased originating loans.
FACTS

20. EMC, BSABS, SAMI, SACO, and Bear Brokerage, prior to the merger with JP
Morgan, engaged in the conduct that resulted in the violations related to the bulk settlements. JP
Morgan and JPMAC engaged in the conduct that gave rise to the violations related to the
delinquent loans in the WMC4 transaction.

The Transactions Involving Bulk Settlements

21. Bear began the bulk settlement practice in or about 2004. The Bulk Settlement
RMBS transactions at issue in this case occurred from early 2005 through late 2007, prior to the
JPM Chase merger.

Overview of Bear’s RMBS Securitization Process

22, Bear’s RMBS securitization process was handled and/or overseen by employees
of Bear Brokerage. The most senior officers at the sponsor entity EMC reported to the co-heads
of Bear Brokerage’s Mortgage Finance Department, who reported to the former Global Head of
Mortgage and Asset Backed Securities at Bear Brokerage (the “Global Head”). The RMBS

business was structured generally as set forth below.



23. EMC purchased home mortgage loans from loan originators throughout the
United States that had entered into mortgage transactions with homeowners. The originators
conveyed the loans to EMC through Mortgage Loan Purchase Agreements (“Originator
MLPASs”). The Originator MLPAS contained various representations and warranties from the
originators related to the loans, such as, for example, that certain loan underwriting guidelines
had been met. The originators were required to repurchase loans that breached such
representations. The Originator MLPAs also usually included EPD protection whereby the
originators agreed to repurchase loans for which the borrower missed any one of the first three
payments due.

24.  The Mortgage Finance Department at Bear Brokerage then grouped these newly
purchased loans from the various originators into pools ranging in size from as few as 500 to
over 10,000 loans, and sold each pool to an intermediate entity known as the “depositor.” This
intermediate entity (one of the Bear Depositors) was wholly owned by Bear Parent, but had no
separate employees or operations. Its officers and directors were employees of Bear Brokerage.
EMC conveyed all of its right, title and interest in the pool of loans to the depositor through a
second MLPA (the “Sponsor MLPA”). The Sponsor MLPAs also contained various
representations and warranties from EMC to the depositor, but generally fewer than those EMC
had received from originators. EMC did not provide EPD protection to the depositor in the
Sponsor MLPAs.

25.  The depositor then conveyed the pool of loans to a newly created and separately
named RMBS trust through the PSA created for that specific trust. In the PSA, the depositor
assigned “all of its right, title and interest” in the loans, as well as “all proceeds” from the loans,

to the trust. The depositor also assigned its rights under the Sponsor MLPA (usually attached as



an exhibit to the PSA), which included the representations and warranties of EMC. The trust,
using Bear Brokerage as underwriter, then sold securities backed by the loans to investors. The
investors in RMBS were, for the most part, institutional investors such as hedge funds, banks,
pension funds, credit unions, and mutual funds.

26. The diagram below sets forth the flow of loans and other rights among the above-

mentioned parties:
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27. The loans were passed to the trusts through a depositor entity to ensure that the
trust assets were “bankruptcy remote,” and thus could not be encumbered by Bear’s creditors.
They were also structured in this way to qualify as Real Estate Mortgage Investment Conduits
(“REMICs”). REMICs pay no tax at the entity level. To qualify for this treatment, REMICs
must, among other things, be passively managed. Accordingly, sponsors and depositors are
generally prohibited from managing the activity of the trusts, and accounting rules require that
the sponsor relinquish effective control of the loans.
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28. RMBS transactions also involved “servicer” entities, which were paid fees based
on collections from borrowers. The same entity that acted as the securitization sponsor (EMC)
typically also serviced some or all of the loans in the relevant transactions. As servicer, EMC,
among other things, collected loan payments from the borrowers and handled matters such as
escrow and tax payments on the loans. EMC passed the borrower payments to the trusts, and
then a trustee distributed monthly payments to the RMBS investors in accordance with very
detailed and specific parameters disclosed in the offering documents and known as a “waterfall.”
If and when borrowers defaulted on their payments, EMC instituted foreclosure proceedings, and
then passed foreclosure recoveries to the trusts. These recoveries were also distributed to
investors monthly in accordance with the waterfall.

The Offering Documents

29. Bear Brokerage’s Mortgage Finance Department, with assistance from internal
and external counsel, handled the process of preparing and filing the documents required for an
RMBS securitization. Each public transaction involved filing numerous documents with the
Commission. The three central documents in each transaction were a shelf registration on Form
S-3, a prospectus supplement, and a PSA.

a. The S-3. During the relevant time period, each of the Bear Registrant

Depositors had an active shelf registration on Form S-3 on file with the Commission.

Each of the Forms S-3 (as amended) contained, among other things, a form prospectus

describing in relatively broad terms the securities to be issued from that shelf, the general

structure of the RMBS transactions to follow, risk factors, etc. The Forms S-3 were
signed by officers and directors of the Bear Registrant Depositors, including the Global

Head, who were employees of Bear Brokerage.
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b. The Prospectus Supplement. With each individual RMBS transaction, the

depositor filed a number of additional documents with the Commission in the name of the
specific RMBS trust. These transaction-specific documents included, among others, a
prospectus supplement and a PSA. The prospectus supplements included much of the
same language that appeared in the S-3 form prospectus, but then also described the
particulars of the new transaction in detail. For example, they included the amount and
structure of the securities being offered, the number and characteristics of the loans
backing the securities, and the waterfall for payments to the holders of the securities. The
prospectus supplements were not separately signed, but they became a part of the
previously filed and signed Form S-3.

C. The PSA. The PSA was filed either within or as an exhibit to a Form 8-K.
PSAs generally set forth the roles, responsibilities, rights and obligations of the sponsor,
the depositor, the servicer, and the trustee, and were signed by officers of each of these
parties. The PSA conveyed the loans to the trust and set forth representations and
warranties of the sponsor, EMC. Employees in Bear Brokerage’s Mortgage Finance
Department generally signed the PSAs on behalf of EMC as sponsor, and, when EMC
was a servicer, employees of EMC signed in that capacity.
30. For the six private transactions at issue, there was a Private Placement

Memorandum and a PSA which included similar types of information.

Bear Made Claims Against Originators to Repurchase Defective L oans

31.  Throughout the relevant timeframe, EMC performed monthly “quality control”
reviews on a sample of its newly purchased loans, usually around 10% of the purchases for the

month. The quality control review involved an analysis of the documentation in the loan file
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(e.g., the appraisal, the loan application, borrower financial information, required disclosures,
etc.) to determine whether the loans breached any representations or warranties in the Originator
MLPAs. EMC also closely monitored all loans, not just a sample, for EPDs. When EMC
identified a representation or warranty breach during quality control, or an EPD occurred, EMC
contacted the originator and demanded that the originator repurchase the loan pursuant to the
Originator MLPA. EMC’s demands set forth the repurchase price, and EMC generally promised
that, upon receiving this amount, it would deliver the loan back to the originator. EMC made
these demands, most of which arose from EPDs, regardless of whether it had possession of the
loans in its inventory or whether it had already sold the loans to an RMBS trust.

32.  When an originator agreed to repurchase an inventory loan, EMC simply
conveyed the loan back to the originator in exchange for the repurchase price specified in the
Originator MLPA. However, when an originator agreed to repurchase a trust-owned loan, EMC
had to first repurchase the loan from the trust in order to deliver it back to the originator. Most
of EMC’s repurchase demands against originators were for EPDs. EMC took the position that it
had not passed EPD protection from originators through to the trusts and that it needed to find a
breach of a representation or warranty in the Sponsor MLPA in order to remove the loans from
the trust. To accomplish this, EMC then performed a second loan file review, called a “PSA
breach review,” to identify a breach of one of EMC’s representations or warranties in the
Sponsor MLPA. EMC found a PSA breach on these loans slated for repurchase nearly 100% of
the time.

Bear Changed Its Practice and Began to Accept
Bulk Settlements in Lieu of Repurchases From Originators

33.  Asthe housing market began to decline, and borrower defaults began to increase,

originators experienced financial difficulties and became less willing and able to honor the
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growing number of repurchase demands made by EMC and other firms. EMC devised the bulk
settlement practice as a means to address this problem.

34. Thereafter, EMC began negotiating settlements, for cash and other consideration,
from loan originators in lieu of the originators’ repurchase of the defective loans. The
settlements varied somewhat, but generally included a release by EMC of its repurchase claims
on a specific population of loans. In exchange for EMC’s release, the originator generally
agreed to pay some cash amount representing a fraction of the total claim amounts listed in the
agreement. The fractional amounts recovered spanned a wide range from just pennies on the
dollar to as high as 90%. The settlements did not release Bear from any of its obligations to the
trusts.

35. The settlements were based on loans that EMC maintained in its inventory and on
loans that had already been securitized and sold to RMBS trusts. The settlement agreements did
not generally address whether EMC owned the relevant loans nor make any distinction about the
treatment of settlement proceeds based on securitized loans. EMC, after generally reviewing
those loans for possible repurchase, left most of the trust-owned bulk settlement loans in the
trusts, and at no time notified the trusts of the settlements it had negotiated based on their loans.

Bear Senior Management Approved the Bulk Settlement Practice

36.  Sometime in early 2006, the bulk settlement practice came to the Global Head’s
attention, who sought more information from EMC regarding the amount of, and procedures
related to, the bulk settlements on trust-owned loans.

37. Deliberations about how to deal with the bulk settlements involving counsel and
Bear executives continued for many months through the end of 2006 and into early 2007, during

which time certain of the funds were held in a separate account. By the end of February 2007,
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Bear decided that the practice would continue, that certain funds collected to date would be taken
into income for first quarter 2007, and that future settlement funds would be allocated pursuant
to a procedure that was yet to be devised, and which eventually became known as the
“Settlement Waterfall.”

Bear Purported to Redirect Some Bulk Settlement Funds to the Trusts

38. The Settlement Waterfall, created with the involvement of counsel, is an eight-
page document setting forth in detail how incoming bulk settlement funds were to be allocated.

39. Under this allocation, Bear first reimbursed itself for legal fees, costs and other
expenses; second, it covered the full amount of certain “monetary” claims (such as, e.g., tax and
escrow adjustments); and third, it divided any remaining funds pro-rata between inventory and
trust-owned loans. Bear then used the pro-rata amount allocated to trust-owned loans to
reimburse itself for its repurchases of all bulk settlement loans that EMC deemed “mandatory”
because the representations and warranties to the trusts had been breached on these loans.
Finally, if any funds remained after all of the above allocations, EMC would use the money for
repurchases that EMC deemed “optional,” both of bulk settlement loans and of other loans from
securitizations.

40.  Only this last allocation could provide a benefit to the trusts (to which they were
not already entitled) arising from Bear’s receipt of bulk settlement funds. This allocation
contemplated the “optional” repurchase of a defective loan that, at least according to EMC’s
internal analysis, did not actually breach any EMC representations to the trust, but were eligible
for repurchase under certain optional repurchase provisions included in Bear securitizations.

EMC “optionally” repurchased only 44 bulk settlement loans pursuant to the Settlement

15



Waterfall, and used most of this “optional’” allocation to repurchase loans that were not included
in bulk settlements, but that were part of securitizations, which contained bulk settlement loans.

Bear Avoided Significant Losses Because of
How It Analyzed Its Breaches On Bulk Settlement L oans

41.  Toimplement the allocation specified in the Settlement Waterfall, EMC began
performing a PSA breach review on bulk settlement loans to determine whether there was a
breach of a representation or warranty made by EMC to the trust. Prior to this time, when EMC
conducted the PSA breach review on loans that a loan originator had agreed to repurchase, EMC
found a breach nearly 100% of the time.

42. However, with regard to bulk settlement loans, EMC did not find a breach on
every loan.

43. In a July 2007 e-mail, the head of EMC’s Quality Control Department confirmed
an understanding of the differing approaches, pointing out that, if an EPD loan was not to be
repurchased by an originator, then “we don’t want to find a PSA breach . ..” Thus, certain EMC
employees believed that EMC did not “want to find” PSA breaches on bulk settlement loans.

44.  When reviewing bulk settlement loans, EMC found that only about 12.7% of the
bulk settlement loans breached its representations and warranties in the Sponsor MLPA.

45.  The allocation specified in the Settlement Waterfall was halted in or around the

spring of 2008, and certain of the funds collected remained in a separate account.
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Scope of Bulk Settlement Conduct

46. The bulk settlements began as early as 2004, with most of the conduct occurring
in 2006 and 2007. EMC ultimately entered into bulk settlements with face amounts totaling
approximately $303 million. These bulk settlements involved loans within 156 RMBS trusts
issued in 2005 through 2007.

47. The bulk settlements covered as many as roughly 9,000 loans, both in inventory
and securitizations, and settled both repurchase and “monetary” claims. Of the repurchase
claims, approximately 6,535 covered trust-owned loans, and EMC eventually repurchased a total
of approximately 880 of these loans, leaving about 5,655 bulk settlement loans in the trusts.

Bear Made Materially Misleading
Statements and Omissions in RMBS Offering Documents

48, Bear did not disclose to investors, and investors in Bear RMBS were not aware of
the bulk settlement practice or that Bear had received and kept funds from loan originators on
trust-owned EPD loans.

49.  The Bear entities failed to disclose the bulk settlement practice in any of the
documents provided to investors or filed with the Commission relating to the Bulk Settlement
RMBS. Instead, these entities made materially misleading statements and omissions relating to
certain aspects of the securitizations, and also failed to disclose certain information required
under subpart 1100 of Commission regulation S-K [17 C.F.R. 88 229.1100-.1123] related to

asset-backed securities offerings and referred to as regulation AB.
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50. The bulk settlement practice was inconsistent with fundamental principles
underlying RMBS transactions — that it was in the interest of all parties that the loans perform
well. In addition, the trusts did not receive disbursement of collected proceeds and defective
loans were not removed from the trusts.

51. The offering documents frequently disclosed the existence of Bear’s rights against
originators, and the link between the exercise of those rights and repurchases out of the trust.
However, they did not disclose that Bear might exercise these rights, and keep or set aside the
proceeds therefrom, without repurchasing the loans. For example, in February of 2007, Bear
amended the Form S-3 for one of the Bear Registrant Depositors, SAMI, to include the following
language:

“The inability [of loan originators] to repurchase [EPD] loans may also affect the
performance of any securities backed by those loans.”

As of March 1, 2007, Bear added the following language to its prospectus supplements and
PSAs:

... the Sponsor may, at its option, purchase any mortgage loan from the issuin